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Strategy  

INDIA 

Process of elimination eliminates nearly everything. We find very few strong 
investment ideas among large-cap. names currently given (1) full-to-rich valuations 
for the India-specific consumer and investment stories, (2) doubts about sustenance 
of commodity cycle, (3) expensive valuations of high-quality banking and technology 
stocks (our large overweight areas) and (4) corporate governance issues in others.  
We have moved 7.5% of the portfolio to cash. 
 

Very little value in large-cap. stocks; we move 7.5% of portfolio to cash 

We have tweaked our model portfolio to reflect (1) current full-to-rich valuations for most 
large-cap. stocks and (2) low visibility on earnings upgrades. In fact, we fear downgrades in 
several sectors and stocks given high FY2011E consensus EPS estimates, which may not 
adequately factor in potential unfavorable developments in several sectors. We have increased 
the weight of cash to 7.5% from nil previously and gone more defensive now. 

Earnings estimates have hardly changed over the past 6-9 months 

We would highlight that our earnings estimates for FY2010E and FY2011E have remained 
largely unchanged over the past 6-9 months with upgrades in some sectors (automobiles, 
cement and technology) being eroded by downgrades in others (consumer, energy and 
industrials). The BSE-30 Index is trading at 15.9X our FY2011E ‘EPS’ of Rs1,108 and 13.3X our 
FY2012E ‘EPS’ of Rs1,327.  

Overweight on banks, technology—on account of quality, lack of ideas rather than valuations 

We continue to be overweight on banks and technology with 43% of our portfolio in these 
two sectors. In the case of banks, (1) concerns about higher yields and (2) rich valuations for 
the private banks leave very little scope for further expansion in multiples. Technology stocks 
also look fairly valued and may find it hard to do well in the face of a stronger rupee. We have 
increased the weight of infrastructure stocks noting (1) their underperformance over the past 
few months and (2) recent favorable developments in ordering activity. We are quite 
underweight now on consumption stories (auto, consumer, media, real estate and telecom). 

Other sectors have other problems but the market is largely impervious to these 

We see risks to the earnings of most large-cap. stocks from a variety of factors—(1) increasing 
competition (automobiles, cement, consumer, telecom), (2) poor supply-demand balance  and 
likely weak margins for the next 12-18 months (domestic and global cyclical commodities),  
(3) government and regulatory policies (banking, energy) and (4) higher taxation.  
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A PUZZLE AND THEN ONE MORE: WHERE IS THE VALUE? 
We believe the market may be too sanguine about the earnings of Indian companies led by increasing signs 

of strong global and domestic economic recovery. We do not dispute these positive factors but believe that 

micro factors deserve more attention as the broader top-down ‘India’ trade may have largely played out with 

a significant re-rating of most large-cap. stocks. The market (BSE-30 Index) is trading at 15.9X FY2011E ‘EPS’ 

(no adjustment for free float) with several India-specific stories trading even higher.  

Match the following 

Exhibit 1 gives the valuation of BSE-30 Index stocks and a few key sector or company 
characteristics. However, we have jumbled the same for investors to match the stocks with 
(1) valuations and (2) industry/company characteristics. These issues are not new but we 
hope that a few minutes spent in matching the stocks with their corresponding entries on 
valuations and issues may result in some amount of soul-searching among investors. 

Exhibit 1: Groping for ideas? Match the following to see if you can find any 
Key valuation and industry/company characteristic of BSE-30 Index companies; however, we have deliberately jumbled things 

Valuation Industry/company characteristic

1 ACC 0.5% discount to FY2011E SOTP value of Rs850 15% price increase required in key segment to achieve our FY2011E earnings 

2 BHEL 11.9% discount to FY2011E SOTP value 1HCY10 new supply is 16.6% of end-CY2009 industry capacity

3 Bharti Airtel 12.7% premium to FY2011E SOTP value of Rs950 1HCY10 new supply is 16.6% of end-CY2009 industry capacity

4 DLF 13% discount to FY2011E SOTP value of Rs170 Balance sheet issues, execution challenges and uncertain profitability of infrastructure projects

5 Grasim Industries 26% discount to FY2011E SOTP value of Rs1,250 Construction and real estate business account for 50.7% of enterprise value

6 HDFC Bank 60% premium to replacement cost, 15.8% CROCI Continued problems in US subsidiary; resolution may take time

7 HDFC 8.2% discount to FY2011E SOTP value of Rs1,485 Core power business accounts for 58% of our SOTP valuation

8 Hero Honda Current implied value of JLR 2.1X acquisition price Current commodity price 4% lower than mid-cycle price at 70% global capacity utilization

9 Hindalco Industries FY2011 P/E of 16.2X Current order book 2.3X one-year forward revenues

10 Hindustan Unilever FY2011 P/E of 18.6X Current order book 3.6X one-year forward revenues but new competition emerging

11 ICICI Bank FY2011 P/E of 19.5X Demand picking up in residential segment, slow in commercial segment

12 Infosys Technologies FY2011 P/E of 21.3X EPS CAGR of 11% in FY2011-13E; higher Rs/1US$ = Rs1.4 negative impact on EPS

13 ITC FY2011 P/E of 21.8X EPS CAGR of 13.1% in FY2011-13E; higher Rs/1US$ = Rs1 negative impact on EPS

14 Jaiprakash Associates FY2011E EV/EBITDA of 6.6X EPS CAGR of 18.6% in FY2011-13E; higher Rs/1US$ = Rs3.5 negative impact on EPS

15 Larsen & Toubro FY2011E EV/EBITDA of 9.2X Extension of 'teaser' rates may cramp ROAs and hurt profitability

16 Mahindra & Mahindra FY2011E P/E of 10.2X Extensive competition in detergents (10% of FY2010E EBIT) may extend to other segments

17 Maruti Suzuki FY2011E P/E of 12.4X High CASA beneficial in rising interest rate environment

18 NTPC FY2011E P/E of 15.1X High earnings uncertainty due to government pricing policies

19 ONGC FY2011E P/E of 15.5X
Increase in provision coverage to mandated levels may lead to a sharp decline in profits versus 
expectations

20 Reliance Communications FY2011E P/E of 19.3X Industry consolidation may be some time away; EPS CAGR of 11.4% in FY2011-13E

21 Reliance Industries FY2011E P/E of 20.8X Investments comprise 24.4% of book value

22 Reliance Infrastructure FY2011E P/E of 22.8X Large inexplicable gap between revenues reported to shareholders and TRAI

23 State Bank of India FY2011E P/E of 25.4X Large supply-demand imbalance in chemicals and refining + balance sheet issues

24 Sterlite Industries Implied cement replacement cost of US$122/ton
Limited amount of competition in core auto businesses; uncertainty on valuation of 
subsidiaries

25 Sun Pharmaceuticals P/B of 1.8X, ROE of 15.8%  on FY2011E data Loan growth may pick up in FY2011E although specific challenges remain

26 Tata Motors P/B of 1.9X, ROE of 10.2% on FY2011E data New competition from Honda Motors and M&M + higher input costs

27 Tata Power P/B of 1.9X, ROE of 9.8% on FY2011E data Pace of recovery in JLR's volumes uncertain

28 Tata Steel P/B of 2.4X, ROE of 15.2% on FY2011E data Profitability of Corus may be an issue given rapid increase in coking coal and iron ore prices

29 TCS P/B of 3.5X, ROE of 16.7% on FY2011E data Several large global players increasing capacity + higher input costs

30 WIPRO P/B of 4.6X, ROE of 20.3% on FY2011E data Zinc prices strong despite weak fundamentals and valuation of power business uncertain
 

Source: Kotak Institutional Equities estimates 
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VALUATION, EARNINGS: LIMITED VALUE AND EARNINGS UPGRADES 
We find very little value in most large-cap. stocks in the context of (1) full-to-rich valuations in India-specific 

consumer and investment stocks, (2) risks to earnings in several sectors such as automobiles, cement, 

consumer, energy, metals, telecom and (3) corporate governance issues in others. Also, we see limited scope 

for large earnings upgrades given our strong 20.7% CAGR growth in FY2010-12E ‘EPS’ for the BSE-30 Index. 

We have tweaked our portfolio to a more defensive one and moved 7.5% of the portfolio to cash.  

Model portfolio: We have to have a portfolio at all times, we guess 

Exhibit 2 shows our model portfolio while Exhibit 3 gives our Top-10 stocks. We 
discuss key changes below. 

Exhibit 2: We have increased the weight of cash to 7.5% from nil previously 
Kotak Institutional Equities Model Portfolio 

30-Mar Weightage (%) Diff. 30-Mar Weightage (%) Diff.
Company Price (Rs) Rating BSE-30 KS reco. (bps) Company Price (Rs) Rating BSE-30 KS reco. (bps)
Hero Honda 1,967     SELL 1.5       — (150)   Larsen & Toubro 1,637     BUY 6.8       7.8         100    
Mahindra & Mahindra 550        ADD 0.9       2.4         150    Nagarjuna Construction Co. 165        BUY — 1.0         100    
Maruti Suzuki 1,408     REDUCE 1.6       — (156)   Thermax 674        ADD — 1.0         100    
Tata Motors 756        ADD 2.0       — (204)   Industrials/Construction 9.9       14.9       500    
Automobiles 6.0       2.4         (360)   

Hindalco Industries 184        ADD 1.9       — (189)   
Bank of Baroda 643        BUY — 1.5         150    Sterlite Industries 846        ADD 2.4       3.4         100    
Punjab National Bank 1,008     BUY — 1.0         100    Tata Steel 635        BUY 3.0       1.5         (150)   
State Bank of India 2,083     BUY 4.6       4.6         — Metals 7.4       5.0        (239)   
Union Bank 296        BUY — 1.0         100    
PSU Banking 4.6       8.1         350    Sun Pharmaceuticals 1,753     ADD 1.1       1.1         —

Pharmaceuticals 1.1       1.1        —
HDFC 2,639     ADD 5.2       5.2         —
HDFC Bank 1,907     BUY 5.3       4.3         (100)   DLF 309        REDUCE 1.0       — (100)   
ICICI Bank 960        REDUCE 8.2       7.2         (100)   Real estate 1.0       — (100)   
Pvt. Banking/Financing 18.6     16.6       (200)   

Infosys Technologies 2,644     BUY 9.9       11.4       150    
ACC 954        SELL 0.8       — (75)     TCS 800        BUY 3.6       4.6         100    
Grasim Industries 2,810     REDUCE 1.5       — (148)   Wipro 702        ADD 1.6       2.6         100    
Jaiprakash Associates 150        BUY 1.3       2.8         150    Technology 15.0     18.5       350    
Cement 3.6       2.8         (73)     

Bharti Airtel 311        REDUCE 3.2       — (316)   
Hindustan Unilever 242        REDUCE 2.0       1.0         (100)   Reliance Communications 167        SELL 0.9       — (92)     
ITC 269        BUY 5.4       6.9         150    Telecom 4.1       — (408)   
Consumers 7.4       7.9         50      

NTPC 203        REDUCE 2.6       1.6         (100)   
Oil & Natural Gas Corporation 1,097     REDUCE 3.6       1.6         (200)   Reliance Infrastructure 992        BUY 1.1       2.6         150    
Reliance Industries 1,088     SELL 12.1     6.0         (620)   Tata Power 1,373     BUY 1.8       3.3         150    
Energy 15.7     7.5         (820)   Utilities 5.5       7.5        200    

Bharat Heavy Electricals 2,409     ADD 3.2       3.2         — Cash — 7.5        750    
Crompton Greaves 258        BUY — 1.0         100    
IVRCL 166        BUY — 1.0         100    BSE-30 17,590   100.0   100.0     —

Note:
(a) Weights are with respect to March 30, 2010 prices  

Source: Company, Kotak Institutional Equities estimates 
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Exhibit 3: We include a basket of mid-cap construction and industrial stocks 
Kotak Institutional Equities Top-10 List 

Mkt cap. CMP Target
Companies Sector Rating (US$ mn)  (Rs)  (Rs) 2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E
ITC Consumer products BUY 22,462 269 280 10.5 12.3 14.0 25.5 21.8 19.1 15.5 13.5 11.6
Mahindra & Mahindra Automobiles ADD 7,183 550 615 32.2 36.3 39.4 17.1 15.1 14.0 11.1 10.0 9.1
Sterlite Industries Metals ADD 15,755 846 850 44.9 54.2 64.3 18.8 15.6 13.1 10.4 8.0 5.7
Jaiprakash Associates Diversified BUY 7,027 150 170 4.3 7.1 10.1 35.0 21.2 14.9 17.3 15.0 10.5
Infosys Technologies Technology BUY 33,648 2,644 3,000 108.5 124.2 150.1 24.4 21.3 17.6 17.2 13.9 11.4
Reliance Infrastructure Utilities BUY 4,982 992 1,250 63.7 68.6 91.7 15.6 14.5 10.8 18.3 14.7 10.2
Tata Power Utilities BUY 7,514 1,373 1,485 57.7 67.0 86.2 23.8 20.5 15.9 14.2 13.0 11.0
Larsen & Toubro Industrials BUY 21,815 1,637 1,750 53.7 64.5 78.7 30.5 25.4 20.8 16.7 14.2 12.1

Construction and Industrial stocks basket
Crompton Greaves Industrials BUY 3,674 258 290 11.9 13.6 15.8 21.7 19.1 16.3 11.9 10.4 8.7
IVRCL Constructions BUY 982 166 185 7.9 9.7 12.1 20.9 17.1 13.7 11.5 9.5 7.7
Nagarjuna Construction Co. Constructions BUY 937 165 180 8.6 10.5 12.7 19.1 15.7 12.9 10.6 9.3 7.8
Thermax Industrials ADD 1,780 674 725 21.4 29.8 38.7 31.5 22.6 17.4 16.8 12.5 9.6

PSU bank basket
Bank of Baroda Banking BUY 5,211 643 650 75.0 77.2 91.9 8.6 8.3 7.0 — — —
Punjab National Bank Banking BUY 7,044 1,008 1,020 116.4 124.7 153.2 8.7 8.1 6.6 — — —
Union Bank Banking BUY 3,319 296 350 37.9 38.7 45.8 7.8 7.7 6.5 — — —

BSE-30 17,590

EPS (Rs) P/E (X) EV/EBDITA (X)

 

Source: Company, Kotak Institutional Equities estimates 

 7.5% of portfolio in cash (again). We suggest a higher cash weight to reflect our 
concerns about valuations, limited earnings upgrades and ongoing monetary policy 
tightening. We believe it would be best to have some cash in the portfolio to take 
advantage of any corrections in the market over the next 3-6 months. We see (1) earnings 
disappointments, (2) larger-than-expected policy rate increases by the RBI and (3) re-
mergence of global macro-economic issues as three potential triggers for market 
correction. We have followed this strategy since early October 2009, when the BSE-30 
Index reached 17,000 for the first time. We had subsequently reduced the weight of cash 
on market corrections in November 2009 and January 2010. 

 Reduced weight of private banks after recent outperformance. We have reduced 
the weight of HDFC Bank and ICICI Bank by 250 bps and 100 bps and also removed 
HDFC Bank from our Top-10 list. However, we continue to be overweight on banks with 
a 150 bps overweight (versus 500 bps previously). We still like them given the good 
quality of earnings of certain banks (private banks and a few public banks) and 
inexpensive valuations of others (public banks).  

We believe banking stocks may provide better entry points over the next two quarters as 
the market grapples with (1) higher yields (up to 8.25% on 10-year G-Sec) in 1HFY11E, 
which would lead to mark-to-market losses in and (2) higher provisioning related to NPLs 
in certain banks due to new RBI regulations. Beyond the 1HFY11 hump of higher yields 
and inflation, we expect banks to do well led by (1) strong credit pick-up, (2) moderate 
improvements in NIMs and (3) likely decline in yields, which would boost the value of 
banks’ investment portfolio. 

 Reduced the weight of metals in the portfolio. We have reduced the weight of Tata 
Steel by 300 bps to an underweight position and also removed it from the Top-10 list. 
The stock has performed 2.8% CYTD and outperformed the BSE-30 Index 2% CYTD. We 
do not find its risk-reward favorable at current levels especially in light of (1) steep 
increase in coking coal prices and (2) likely higher yoy iron ore prices that would test 
Corus’s profitability. We retain Sterlite Industries in our Top-10 list in light of the stock’s 
reasonable valuations and upside risks posed to its 65% subsidiary, Hindustan Zinc’s 
earnings by higher-than-assumed zinc prices.  
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We find the prices of most base metals to be well above those suggested by 
fundamentals (supply-demand balance and inventories). In fact, there appears to be very 
little link between the supply-demand balance (capacity utilization, in other words) and 
prices. Prices of most base metals (and crude oil) have increased sharply over the past few 
months despite (1) low global capacity utilization (around 70%) in the case of most 
metals and large OPEC spare capacity (around 6 mn b/d in CY2010-11E), (2) the 
expectation of low capacity utilization over the next 24-36 months (range of 70-80%) 
and (3) high inventories. We suspect that speculative activity may be driving prices rather 
than fundamentals.  

 Added M&M to Top-10 list and reduced weight on Maruti proportionately. We 
have added M&M to the Top-10 list in the place of HDFC Bank. We have increased the 
weight of M&M by 100 bps to 150 bps overweight and reduced the weight of Maruti to 
nil.  

We are concerned about the increasing competition in the ‘B’ and ‘C’ sub-segments of 
the passenger vehicle segment with several global players set to launch new models at 
attractive price points or increase capacities. We compute a 40% capacity utilization for 
six large global players (Fiat, Ford, GM, Honda, Toyota, Volkswagen) for FY2011E, leading 
to likely disruptive prices by these players as they attempt to increase their respective 
production volumes through aggressive pricing. At the same time, we note cost pressures 
arising from (1) recent 2 ppts increase in excise duty and (2) steep increase in aluminum 
and steel prices.  

 Increased the weight of infrastructure in the portfolio. We have increased the 
weight of capital goods, engineering and infrastructure sectors to 15% (+500 bps 
overweight from +300 bps previously) by including Crompton Greaves and Thermax in 
the model portfolio. We have also included a mid-cap. basket of construction and 
industrial stocks (Crompton Greaves, IVRCL, Nagarjuna Construction and Thermax) in our 
Top-10 list.  

 Other changes to model portfolio. We have fine-tuned weights of several other stocks 
to create room for cash in our portfolio.   

Valuation: At 15.9X FY2011E ‘EPS’, no point being brave 

Exhibit 4 gives the valuation of the BSE-30 Index broken down by sectors. As can be 
seen, the India-specific consumer and investment sectors are trading at over 20X FY2011E 
earnings and the technology sector is trading at 19.9X FY2011E earnings. On an ex-energy 
and ex-commodities basis, the BSE-30 Index is trading at 18.2X FY2011E ‘EPS’ and 15.3X 
FY2012E ‘EPS’. 
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Exhibit 4: BSE-30 Index is trading at 15.9X FY2011E and 13.3X FY2012E basis 
Valuation summary of BSE-30 sectors, March fiscal year-ends, 2010E-2012E 

Mkt cap.
Adj. mkt 

cap. EPS growth (%) PER (X) EV/EBITDA (X) Price/BV (X)   Div. yield (%) RoE (%)
(US$ mn) (US$ mn) 2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2010E 2011E 2012E

Automobiles 31,145      17,453      110.6  11.7    12.0    17.5   15.7   14.0   10.8   9.5     8.3     3.3     2.7     2.3     0.8   0.8     18.9   17.5   16.5   
Banking 88,753      67,145      13.2    18.7    19.7    20.3   17.1   14.3   — — — 2.6     2.4     2.1     1.2   1.4     12.9   13.8   14.7   
Cement 9,686        6,470        32.2    (14.9)   13.3    10.2   12.0   10.6   5.4     5.8     4.6     2.1     1.9     1.6     1.7   1.7     21.1   15.6   15.4   
Consumers 34,148      21,567      16.3    11.9    14.8    24.8   22.2   19.3   15.7   13.5   11.6   8.3     7.4     6.5     2.5   2.8     33.3   33.3   33.8   
Diversified 7,027        3,865        115.0  65.5    42.2    35.0   21.2   14.9   16.2   14.4   10.3   3.9     3.4     2.8     0.0   0.0     11.2   15.9   18.8   
Energy 122,403    45,592      2.0      26.3    23.0    15.6   12.3   10.0   7.0     5.6     4.6     1.9     1.7     1.5     1.7   2.2     12.2   13.9   15.3   
Industrials 47,956      28,783      27.5    23.7    19.4    28.0   22.6   18.9   15.6   12.7   10.6   5.7     4.7     3.9     0.8   0.9     20.2   20.6   20.5   
Metals 36,048      21,295      (67.8)   186.5  19.1    33.5   11.7   9.8     11.4   6.9     6.0     1.9     1.7     1.5     0.6   0.6     5.8     14.5   15.1   
Pharmaceuticals 8,050        3,220        (25.5)   38.7    2.2      26.8   19.3   18.9   19.8   13.9   12.9   4.4     3.7     3.1     0.8   0.8     16.3   19.0   16.6   
Property 11,582      2,895        (54.7)   32.1    39.2    25.4   19.3   13.8   15.5   13.4   10.5   2.0     1.9     1.7     1.0   1.3     8.0     9.8     12.5   
Technology 91,101      43,562      18.7    17.4    15.3    23.4   19.9   17.2   16.1   13.0   10.7   6.6     5.5     4.6     1.1   1.7     28.3   27.5   26.4   
Telecom 33,788      11,826      (14.0)   (17.2)   20.2    11.5   13.9   11.6   7.0     7.1     5.8     1.8     1.6     1.3     0.7   1.0     15.4   11.4   11.5   
Utilities 49,605      15,920      13.1    11.5    21.8    18.6   16.7   13.7   12.1   11.3   9.7     2.4     2.2     2.0     1.8   2.0     12.7   13.0   14.4   
BSE-30 571,292   289,592   0.1      21.7    19.7    19.3   15.9   13.3   10.3   8.6     7.2     2.8     2.5     2.1     1.3   1.6     14.3   15.5   16.2   
BSE-30 ex-Energy 448,889   244,001   (0.6)     20.0    18.5    20.7   17.2   14.5   12.0   10.2   8.5     3.2     2.8     2.4     1.2   1.4     15.3   16.1   16.6   
BSE-30 ex-Energy, Com. 403,155   216,236   10.7    12.5    18.6    20.5   18.2   15.3   12.6   11.2   9.4     3.4     3.0     2.6     1.2   1.5     16.5   16.4   16.9   

Note: 
(a) EV/EBITDA excludes Banking sector.  

Source: BSE, Kotak Institutional Equities estimates 

Exhibit 5 shows the valuation of BSE-30 Index stocks based on their most widely-followed 
valuation parameter and also highlights our areas of concern, if any, for the stock. This is the
correct representation of our ‘Jumbled’ Exhibit 1. 

Exhibit 5: Anything catch the eye here?  
Key valuation and industry/company characteristic of BSE-30 Index companies 

Valuation Industry/company characteristic

1 ACC 60% premium to replacement cost, 15.8% CROCI 1HCY10 new supply is 16.6% of end-CY2009 industry capacity

2 BHEL FY2011E P/E of 20.8X Current order book 3.6X one-year forward revenues but new competition emerging

3 Bharti Airtel FY2011E P/E of 15.1X Industry consolidation may be some time away; EPS CAGR of 11.4% in FY2011-13E

4 DLF P/B of 1.9X, ROE of 10.2% on FY2011E data Demand picking up in residential segment, slow in commercial segment

5 Grasim Industries Implied cement replacement cost of US$122/ton 1HCY10 new supply is 16.6% of end-CY2009 industry capacity

6 HDFC Bank P/B of 3.5X, ROE of 16.7% on FY2011E data High CASA beneficial in rising interest rate environment

7 HDFC P/B of 4.6X, ROE of 20.3% on FY2011E data Extension of 'teaser' rates may cramp ROAs and hurt profitability

8 Hero Honda FY2011 P/E of 16.2X New competition from Honda Motors and M&M + higher input costs

9 Hindalco Industries FY2011E EV/EBITDA of 9.2X Current commodity price 4% lower than mid-cycle price at 70% global capacity utilization

10 Hindustan Unilever FY2011E P/E of 22.8X Extensive competition in detergents (10% of FY2010E EBIT) may extend to other segments

11 ICICI Bank P/B of 1.9X, ROE of 9.8% on FY2011E data Loan growth may pick up in FY2011E although specific challenges remain

12 Infosys Technologies FY2011 P/E of 21.3X EPS CAGR of 18.6% in FY2011-13E; higher Rs/1US$ = Rs3.5 negative impact on EPS

13 ITC FY2011 P/E of 21.8X 15% price increase required in key segment to achieve our FY2011E earnings 

14 Jaiprakash Associates 13% discount to FY2011E SOTP value of Rs170 Construction and real estate business account for 50.7% of enterprise value

15 Larsen & Toubro FY2011E P/E of 25.4X Current order book 2.3X one-year forward revenues

16 Mahindra & Mahindra 11.9% discount to FY2011E SOTP value Limited amount of competition in core auto businesses; uncertainty on valuation of subsidiaries

17 Maruti Suzuki FY2011E P/E of 15.5X Several large global players increasing capacity + higher input costs

18 NTPC P/B of 2.4X, ROE of 15.2% on FY2011E data Investments comprise 24.4% of book value

19 ONGC FY2011E P/E of 10.2X High earnings uncertainty due to government pricing policies

20 Reliance Communications FY2011E P/E of 12.4X Large inexplicable gap between revenues reported to shareholders and TRAI

21 Reliance Industries 12.7% premium to FY2011E SOTP value of Rs950 Large supply-demand imbalance in chemicals and refining + balance sheet issues

22 Reliance Infrastructure 26% discount to FY2011E SOTP value of Rs1,250 Balance sheet issues, execution challenges and uncertain profitability of infrastructure projects

23 State Bank of India P/B of 1.8X, ROE of 15.8%  on FY2011E data
Increase in provision coverage to mandated levels may lead to a sharp decline in profits versus 
expectations

24 Sterlite Industries 0.5% discount to FY2011E SOTP value of Rs850 Zinc prices strong despite weak fundamentals and valuation of power business uncertain

25 Sun Pharmaceuticals FY2011E P/E of 19.3X Continued problems in US subsidiary; resolution may take time

26 Tata Motors Current implied value of JLR 2.1X acquisition price Pace of recovery in JLR's volumes uncertain

27 Tata Power 8.2% discount to FY2011E SOTP value of Rs1,485 Core power business accounts for 58% of our SOTP valuation

28 Tata Steel FY2011E EV/EBITDA of 6.6X Profitability of Corus may be an issue given rapid increase in coking coal and iron ore prices

29 TCS FY2011 P/E of 19.5X EPS CAGR of 11% in FY2011-13E; higher Rs/1US$ = Rs1.4 negative impact on EPS

30 WIPRO FY2011 P/E of 18.6X EPS CAGR of 13.1% in FY2011-13E; higher Rs/1US$ = Rs1 negative impact on EPS  

Source: Kotak Institutional Equities estimates 
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Earnings: No meaningful earnings upgrades over the past 6-9 months 

Exhibit 6 shows that our FY2010E and FY2011E earnings estimates for the BSE-30 
Index have largely remained constant over the past 6-9 months. We have seen 
upgrades in a few sectors such as automobiles, cement and technology but downgrades to 
earnings in consumer, energy, industrials and telecom have largely offset the increases 
elsewhere. 

Exhibit 6: No major upgrades except in automobiles, cement and technology sectors 
Earnings growth of BSE-30 Index sectors, March fiscal year-end, 2010E-11E (%) 

Earnings growth (%)
Dec-08 Jan-09 Feb-09 Mar-09 Apr-09 May-09 Jun-09 Jul-09 Aug-09 Sep-09 Oct-09 Nov-09 Dec-09 Jan-10 Feb-10 Current

2010E
Automobiles (5)         19       21        20        25        31         30        52      54         61        105      97         100      110     110      111         
Banking 5          3         0          0          (1)         (4)          (4)         1        1           12        12        14         13        13       13        13          
Cement (21)       (22)      (22)       (21)       (21)       (12)        (1)         14      14         14        29        29         29        33       32        32          
Consumers 15        14       14        14        14        12         13        16      16         16        19        19         19        17       17        16          
Diversified 31        33       33        33        33        20         126      124    124       124      100      102       102      115     115      115         
Energy 21        12       7          18        18        7           18        4        7           20        11        10         10        1         1          2            
Industrials 26        29       29        26        29        31         27        30      34         36        31        31         31        28       28        28          
Metals (19)       (34)      (49)       (46)       (45)       (48)        (48)       (48)     (50)        (50)       (41)       (49)        (49)       (55)      (62)       (68)         
Pharmaceuticals NA 49       45        48        48        5           8          (46)     (46)        (46)       (34)       (34)        (34)       (34)      (32)       (25)         
Property 6          (26)      (24)       (24)       (24)       (45)        (45)       (45)     (50)        (50)       (50)       (51)        (51)       (55)      (55)       (55)         
Technology 6          5         5          9          6          1           0          7        9           10        13        13         15        19       19        19          
Telecom 23        3         3          (4)         (4)         (1)          (1)         1        3           3          (2)         (19)        (19)       (19)      (14)       (14)         
Utilities 14        11       18        19        20        19         14        15      18         17        16        14         14        13       13        13          
BSE-30 10.8     3.5      — 3.0       3.2       (1.7)       1.4      0.7     2.0        7.4       6.9      4.0       4.2       1.5      1.5       0.1         
BSE-30 ex-Energy 6.7       0.1      (2.6)      (2.6)      (2.5)      (5.1)       (4.7)     (0.6)    0.2        2.8       5.3      1.8       2.1       1.8      1.7       (0.6)        
2011E
Automobiles 13         14        7        7           7          10        9           9          11       11        12          
Banking 17         17        15      15         18        21        18         18        19       19        19          
Cement (7)          (7)         (5)       (5)          (5)         (17)       (17)        (17)       (15)      (15)       (15)         
Consumers 14         15        15      15         15        17        17         17        20       20        12          
Diversified 50         46        70      70         70        82        84         84        65       65        65          
Energy 29         26        30      31         29        32        32         32        30       30        26          
Industrials 17         17        17      19         25        26        26         26        24       24        24          
Metals 55         62        79      79         79        65        92         92        150     188      187         
Pharmaceuticals 41         30        35      35         35        13        13         13        13       7          39          
Property 8           7          7        19         18        18        28         28        32       32        32          
Technology 10         11        12      13         14        13        13         14        17       17        17          
Telecom 11         11        11      12         12        (11)       (9)          (9)         (13)      (17)       (17)         
Utilities 12         12        12      12         12        11        11         11        12       12        11          
BSE-30 20.7      19.9    21.0   21.7      22.0     19.9    21.1     21.2     23.1    22.9     21.7       
BSE-30 ex-Energy 16.9      17.2    17.5   18.1      19.1     15.5    17.0     17.1     20.5    20.2     20.0        

Source: BSE, Kotak Institutional Equities estimates 

More important, we model very strong earnings growth for the BSE-30 Index over the next 
two years, 21.7% in FY2011E and 19.7% in FY2012E. Exhibit 7 gives the breakdown of 
earnings and incremental earnings by sectors. Thus, we see limited scope for positive 
earnings surprises currently. In fact, we do not rule out downside risks in several stocks 
based on emerging unfavorable developments in several sectors.  



 

  KOTAK INSTITUTIONAL EQUITIES RESEARCH  9  

Strategy India

Exhibit 7: Scope for upside surprises may be limited in FY2011E given our 22% earnings growth 
Break-up of earnings of BSE-30 Index across sectors, March fiscal year-ends, 2008-12E 

Incremenatal profits
Net profit (Rs bn) Contribution (%) 2011E 2012E

2008 2009 2010E 2011E 2012E 2008 2009 2010E 2011E 2012E (Rs bn) (%) (Rs bn) (%)
Automobiles 55         38         80         90         100       4           3           6           6           5           9            3           11          3           
Banking 149       174       197       234       280       12         13         15         14         14         37          13         46          14         
Cement 38         32         43         37         41         3           2           3           2           2           (6)           (2)          5            2           
Consumers 49         53         62         69         80         4           4           5           4           4           7            3           10          3           
Diversified 6           4           9           15         21         0           0           1           1           1           6            2           6            2           
Energy 346      347      354      448      550      27        26        27        28        28        93          32         103        32         
  Reliance Industries 147       153       162       219       267       12         11         12         13         14         57          20         49          15         
Industrials 51         61         77         96         114       4           5           6           6           6           18          6           19          6           
Metals 123       151       49         139       166       10         11         4           9           9           91          31         27          8           
Pharmaceuticals 15         18         14         19         19         1           1           1           1           1           5            2           0            0           
Property 79         45         21         27         38         6           3           2           2           2           7            2           11          3           
Technology 128       148       176       207       238       10         11         13         13         12         31          11         32          10         
Telecom 127       154       133       110       132       10         12         10         7           7           (23)         (8)          22          7           
Utilities 93         106       120       134       163       7           8           9           8           8           14          5           29          9           
BSE-30 1,258    1,333    1,334    1,623    1,944    100      100      100      100      100      289        100      320        100      
BSE-30 change (%) 6.0       0.1       21.7     19.7     
BSE-30 ex-energy change (%) 8.0       (0.6)      20.0     18.5      

Source: BSE, Kotak Institutional Equities estimates 

We have discussed these issues several times over the past 6-9 months, most recently in our 
March 15, 2010 report titled Good times may not last for a few industries about the very 
high CROCI of Indian companies and risks to the same from unfavorable changes in (1) 
market structure, (2) supply-demand balance, (3) regulatory and policy changes and (4) 
taxation changes. We won’t go into these issues again but highlight that the market appears 
quite sanguine about risks to earnings from the aforementioned factors.   

In addition to the risks highlighted in the report, we note risks to earnings from a stronger-
than-expected exchange rate. Exhibit 8 compares our FY2011E and FY2012E base-case 
earnings of certain global commodity and technology companies with likely earnings under a 
scenario of the Indian rupee being stronger by Rs1/US$ versus our base-case estimates 
(Rs46/US$ for both FY2011E and FY2012E). The rupee is currently trading at Rs45.1/US$. 



 

  10 KOTAK INSTITUTIONAL EQUITIES RESEARCH 

India Strategy

Exhibit 8: Technology and commodity stocks have high sensitivity to exchange rate changes 
EPS sensitivity of global commodities and technologies companies to Re/US$ rate assumptions (Rs/share) 

Base Change from base case (%)
Re/US$ rate 44.0        45.0          46.0          47.0          48.0          44.0        45.0          47.0          48.0          
FY2011E
Energy
Cairn India 19.6        20.3           21.0           21.6           22.3           (6.6)         (3.3)            3.3             6.6             
ONGC 97.2        102.2         107.1         112.0         117.0         (9.2)         (4.6)            4.6             9.2             
Reliance Industries 61.5        64.0           66.5           69.0           71.6           (7.6)         (3.8)            3.8             7.6             
Metals
Hindalco 10.8        11.6           12.4           13.1           13.9           (12.4)       (6.2)            6.2             12.3           
Hindustan Zinc 99.1        102.3         105.4         108.6         111.8         (6.0)         (3.0)            3.0             6.0             
Jindal Steel and Power 44.5        45.7           47.0           48.1           49.3           (5.4)         (2.9)            2.2             4.7             
JSW Steel 75.1        84.4           93.7           103.0         112.3         (19.8)       (9.9)            9.9             19.8           
Sterlite Industries 50.8        52.5           54.2           55.9           57.6           (6.3)         (3.2)            3.2             6.3             
Tata Steel 71.4        74.7           78.0           81.3           84.7           (8.5)         (4.2)            4.2             8.5             
Technology
HCL Technologies 23.2        24.1           25.1           26.1           27.1           (7.8)         (3.9)            3.9             7.8             
Infosys 117.2      120.7         124.2         127.7         131.2         (5.7)         (2.8)            2.8             5.7             
TCS 38.3        39.7           41.0           42.4           43.8           (6.7)         (3.4)            3.4             6.7             
Wipro 35.6        36.6           37.6           38.7           39.7           (5.4)         (2.7)            2.7             5.4             
FY2012E
Energy
Cairn India 36.4        37.6           38.7           39.9           41.0           (6.0)         (3.0)            3.0             5.9             
ONGC 121.1      126.7         132.3         137.9         143.5         (8.4)         (4.2)            4.2             8.4             
Reliance Industries 75.9        78.6           81.4           84.2           87.0           (6.8)         (3.4)            3.4             6.8             
Metals
Hindalco 13.2        14.1           14.9           15.8           16.7           (11.5)       (5.7)            5.7             11.4           
Hindustan Zinc 120.2      123.9         127.6         131.2         134.9         (5.7)         (2.9)            2.9             5.7             
Jindal Steel and Power 46.3        47.6           48.9           50.2           51.4           (5.3)         (2.6)            2.6             5.3             
JSW Steel 106.4      119.1         131.7         144.3         156.9         (19.2)       (9.6)            9.6             19.2           
Sterlite Industries 60.2        62.3           64.3           66.4           68.4           (6.4)         (3.2)            3.2             6.4             
Tata Steel 85.7        89.2           92.8           96.4           99.9           (7.7)         (3.8)            3.8             7.7             
Technology
HCL Technologies 25.0        26.0           27.1           28.1           29.2           (7.8)         (3.9)            3.9             7.8             
Infosys 141.6      145.9         150.1         154.3         158.6         (5.7)         (2.8)            2.8             5.7             
TCS 42.8        44.3           45.9           47.4           49.0           (6.7)         (3.4)            3.4             6.7             
Wipro 40.4        41.5           42.7           43.8           45.0           (5.4)         (2.7)            2.7             5.4             

 

Source: Kotak Institutional Equities estimates 
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Exhibit 9: Kotak Institutional Equities: Valuation summary of key Indian companies 

30-Mar-10 Mkt cap.

O/S 
shares EPS (Rs) EPS growth (%)

Company Price (Rs) Rating (Rs mn) (US$ mn) (mn) 2010E 2011E 2012E 2010E 2011E 2012E
Automobiles
Ashok Leyland 54               ADD 71,971 1,596 1,330    3.1      3.9      4.2      105.8      24.5         7.5          

Bajaj Auto 1,981          ADD 286,618 6,356 145       110.7  137.9  149.7  144.8      24.5         8.6          

Hero Honda 1,967          SELL 392,880 8,712 200       108.3  121.5  136.0  68.8        12.1         12.0        

Mahindra & Mahindra 550             ADD 324,010 7,185 589       32.2    36.3    39.4    114.5      12.8         8.4          

Maruti Suzuki 1,408          REDUCE 406,811 9,021 289       85.1    90.9    101.7  101.7      6.9           11.8        

Tata Motors 756             ADD 443,146 9,827 586       26.3    30.1    35.2    162.7      14.4         16.7        

Automobiles Cautious 1,925,436 42,697 115.2      14.3        11.2        
Banks/Financial Institutions
Andhra Bank 106             BUY 51,362 1,139 485       19.4    14.7    18.8    44.1        (24.4)        28.1        

Axis Bank 1,173          ADD 470,423 10,432 401       63.3    74.5    88.7    25.1        17.7         19.1        

Bank of Baroda 643             BUY 235,053 5,212 366       75.0    77.2    91.9    23.1        2.9           19.1        

Bank of India 343             REDUCE 180,257 3,997 526       38.9    47.8    64.3    (32.0)       22.9         34.6        

Canara Bank 413             ADD 169,330 3,755 410       75.2    69.7    83.0    48.8        (7.3)          19.1        

Corporation Bank 496             BUY 71,152 1,578 143       71.1    65.0    86.2    14.1        (8.5)          32.6        

Federal Bank 268             BUY 45,897 1,018 171       30.6    38.0    48.7    4.5          24.1         28.2        

HDFC 2,639          ADD 750,578 16,644 284       98.5    115.4  133.4  22.7        17.2         15.5        

HDFC Bank 1,907          BUY 862,008 19,115 452       64.8    84.4    107.7  22.8        30.2         27.6        

ICICI Bank 960             REDUCE 1,068,536 23,695 1,113    37.3    47.0    59.0    10.5        26.0         25.4        

IDFC 162             REDUCE 210,353 4,665 1,295    8.4      9.1      10.6    45.4        8.0           16.3        

India Infoline 117             BUY 39,803 883 340       7.7      9.2      10.5    50.4        19.2         14.1        

Indian Bank 174             BUY 74,952 1,662 430       34.2    34.7    40.5    22.4        1.4           16.8        

Indian Overseas Bank 92               BUY 50,067 1,110 545       22.7    13.3    33.2    (6.9)         (41.1)        148.7      

J&K Bank 659             BUY 31,973 709 48         105.5  112.3  137.2  24.8        6.4           22.2        

LIC Housing Finance 863             ADD 81,949 1,817 95         82.6    77.4    95.8    32.0        (6.2)          23.7        

Mahindra & Mahindra Financial 382             BUY 36,519 810 96         31.9    37.2    42.9    42.2        16.5         15.4        

Oriental Bank of Commerce 324             REDUCE 81,187 1,800 251       41.3    47.7    53.8    14.3        15.5         12.7        

PFC 259             SELL 297,158 6,590 1,148    19.7    21.4    25.2    47.7        8.6           18.0        

Punjab National Bank 1,008          BUY 317,730 7,046 315       116.4  124.7  153.2  18.7        7.2           22.9        

Reliance Capital 762             ADD 187,525 4,158 246       17.7    17.5    17.5    (55.1)       (1.1)          0.2          

Shriram Transport 521             ADD 120,702 2,677 232       36.6    48.3    54.5    21.6        32.0         12.9        

SREI 75               NR 8,768 194 116       8.3      7.9      9.9      17.8        (4.8)          25.8        

State Bank of India 2,083          BUY 1,322,170 29,320 635       154.8  174.4  201.5  7.7          12.7         15.5        

Union Bank 296             BUY 149,692 3,319 505       37.9    38.7    45.8    11.0        2.0           18.3        

Banks/Financial Institutions Attractive 7,130,995 158,133 15.3        10.4        21.8        
Cement
ACC 954             SELL 179,247 3,975 188       83.2    53.2    55.2    47.9        (36.1)        3.8          
Ambuja Cements 119             SELL 181,087 4,016 1,522    8.0      6.9      7.0      11.4        (13.5)        0.7          
Grasim Industries 2,810          REDUCE 257,653 5,714 92         297.3  289.2  338.2  24.6        (2.7)          16.9        

India Cements 132             SELL 37,154 824 282       13.7    12.4    13.4    n/a (9.1)          7.6          

Shree Cement 2,298          BUY 80,063 1,775 35         267.3  228.9  237.5  52.9        (14.4)        3.7          

UltraTech Cement 1,145          SELL 142,566 3,161 124       90.1    64.5    70.8    14.3        (28.4)        9.6          

Cement Neutral 877,769 19,465 23.6        (16.2)       9.4          
Consumer products
Asian Paints 2,070          BUY 198,568 4,403 96         72.9    83.4    95.0    88.8        14.4         14.0        
Colgate-Palmolive (India) 679             REDUCE 92,387 2,049 136       29.4    32.5    36.6    36.2        10.7         12.7        
Dabur India 161             BUY 139,473 3,093 866       5.8      7.0      8.6      27.6        21.2         22.4        
GlaxoSmithkline Consumer (a) 1,486          ADD 62,511 1,386 42         55.3    70.3    80.6    23.6        27.0         14.6        
Godrej Consumer Products 258             ADD 66,566 1,476 258       10.8    12.4    14.4    62.0        14.3         16.2        
Hindustan Unilever 242             REDUCE 527,103 11,689 2,179    10.3    10.6    12.3    7.8          3.2           16.2        
ITC 269             BUY 1,013,191 22,468 3,769    10.5    12.3    14.0    21.7        16.8         14.0        
Jubilant Foodworks 319             SELL 20,230 449 64         5.5      7.5      9.1      337.7      37.1         20.4        
Jyothy Laboratories 167             ADD 12,086 268 73         9.7      12.1    14.3    75.4        24.4         18.5        
Nestle India (a) 2,671          ADD 257,493 5,710 96         76.7    92.2    110.2  30.8        20.3         19.5        
Tata Tea 989             BUY 61,129 1,356 62         56.9    69.7    74.1    6.1          22.3         6.4          
Consumer products Attractive 2,450,737 54,346 23.6        14.2        15.2        
Constructions
IVRCL 166             BUY 44,284 982 267       7.9      9.7      12.1    (6.4)         22.1         25.0        
Nagarjuna Construction Co. 165             BUY 42,285 938 257       8.6      10.5    12.7    28.5        21.7         21.3        
Punj Lloyd 176             REDUCE 59,491 1,319 339       9.8      14.0    16.6    (236.1)     42.8         18.6        
Sadbhav Engineering 1,296          BUY 16,194 359 13         53.4    73.0    105.2  4.4          36.8         44.0        
Construction Attractive 162,253 3,598 280.3      31.4        22.9        

PER (X) EV/EBITDA (X) Price/BV (X) RoE (%)

Target 
price Upside ADVT-3mo

2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E (Rs) (%) (US$ mn)

17.2        13.8     12.8    11.5     8.9       8.4      1.8      1.6      1.5      1.8      1.8      1.8      12.1    12.4    12.4    55       1.7        5.1            

17.9        14.4     13.2    11.1     9.5       8.7      9.2      6.1      4.4      1.0      1.0      1.0      64.0    50.4    38.0    1,930  (2.6)       12.7          

18.2        16.2     14.5    11.6     10.0     8.5      7.0      5.2      4.1      1.1      1.1      1.1      45.4    37.1    31.6    1,700  (13.6)     20.2          

17.1        15.1     14.0    11.1     10.0     9.1      4.1      3.2      2.6      0.9      0.9      0.9      28.6    23.9    20.8    615     11.9      27.0          

16.5        15.5     13.8    9.3       8.3       7.1      3.4      2.8      2.4      0.4      0.4      0.4      23.0    20.0    18.6    1,350  (4.1)       25.3          

28.7        25.1     21.5    15.1     13.2     11.7    2.6      2.3      2.0      0.7      0.7      0.7      9.9      9.7      10.1    810     7.1        89.7          

19.2        16.8     15.1    11.8     10.3     9.1      3.9      3.2      2.7      0.8      0.8      0.8      20.2    19.0    17.7    

5.5          7.2       5.6      — — — 1.2      1.0      0.9      3.7      2.8      3.6      23.5    15.3    17.3    125     18.0      2.8            

18.5        15.7     13.2    — — — 2.9      2.6      2.2      1.0      1.3      1.5      18.4    17.5    18.1    1,160  (1.1)       49.3          

8.6          8.3       7.0      — — — 1.7      1.5      1.3      1.7      1.8      2.1      22.0    19.1    19.4    650     1.1        11.5          

8.8          7.2       5.3      — — — 1.3      1.2      1.0      1.6      1.9      2.6      16.2    17.3    19.9    360     5.0        5.8            

5.5          5.9       5.0      — — — 1.3      1.1      0.9      1.9      2.4      2.9      22.8    17.8    18.3    470     13.8      4.5            

7.0          7.6       5.8      — — — 1.3      1.1      1.0      2.9      2.6      3.5      19.3    15.5    18.0    540     8.9        0.6            

8.8          7.1       5.5      — — — 1.0      0.9      0.8      1.9      2.4      3.1      11.5    13.0    14.8    340     26.7      3.2            

26.8        22.9     19.8    — — — 5.2      4.6      4.0      1.3      1.5      1.8      19.7    20.3    20.3    2,700  2.3        43.6          

29.4        22.6     17.7    — — — 4.0      3.5      3.1      0.6      0.8      1.1      16.1    16.7    18.6    1,800  (5.6)       41.1          

25.7        20.4     16.3    — — — 2.1      1.9      1.8      1.3      1.6      2.0      8.2      9.8      11.5    910     (5.2)       94.2          

19.3        17.9     15.4    — — — 3.0      2.6      2.3      0.9      0.9      1.1      16.4    15.6    16.0    145     (10.7)     17.4          

15.2        12.8     11.2    — — — 2.7      2.2      1.9      2.6      1.7      1.9      17.6    18.7    18.1    170     45.3      5.1            

5.1          5.0       4.3      — — — 1.1      1.0      0.8      3.4      3.4      4.0      23.3    20.0    19.9    230     31.9      1.9            

4.1          6.9       2.8      — — — 0.7      0.7      0.5      4.1      4.5      4.9      16.1    8.6      19.1    150     63.2      2.4            

6.3          5.9       4.8      — — — 1.2      1.1      0.9      3.2      3.4      4.2      18.1    16.9    18.0    700     6.2        0.7            

10.4        11.1     9.0      — — — 2.5      2.2      1.9      2.0      2.0      2.4      26.2    19.8    21.1    925     7.2        13.7          

12.0        10.3     8.9      — — — 2.2      1.9      1.7      2.1      2.4      2.8      19.3    19.6    19.7    415     8.8        0.8            

7.8          6.8       6.0      — — — 1.2      1.0      0.9      2.6      3.0      3.4      13.3    14.0    14.3    280     (13.6)     4.5            

13.1        12.1     10.3    — — — 2.4      2.1      1.8      1.9      2.1      2.4      18.4    17.6    18.3    210     (18.9)     3.1            

8.7          8.1       6.6      — — — 2.0      1.7      1.4      2.3      2.5      3.0      25.2    22.5    23.2    1,020  1.2        7.2            

43.1        43.6     43.5    — — — 2.6      2.5      2.4      0.3      0.3      0.3      6.3      5.9      5.7      875     14.9      46.6          

14.3        10.8     9.6      — — — 3.1      2.7      2.3      2.1      2.8      3.1      26.5    25.1    24.2    500     (4.1)       4.3            

9.1          9.6       7.6      — — — 0.7      0.7      0.6      1.6      1.6      1.6      11.1    10.5    12.3    — — 5.3            

13.5        11.9     10.3    — — — 2.0      1.8      1.6      1.4      1.5      1.6      15.9    15.8    16.1    2,400  15.2      100.0        

7.8          7.7       6.5      — — — 1.7      1.5      1.2      1.9      1.9      2.3      24.4    20.7    20.6    350     18.1      4.3            

14.2        12.9     10.6    — — — 2.2      2.0      1.7      1.5      1.6      1.9      15.8    15.4    16.4    

11.5        17.9     17.3    6.2       7.9       6.9      2.8      2.5      2.3      2.5      2.5      2.5      29.3    17.1    16.1    800     (16.1)     11.7          
14.9        17.2     17.1    8.3       8.7       8.6      2.6      2.3      2.2      1.6      1.8      1.8      19.3    14.7    13.5    92       (22.7)     6.8            
9.5          9.7       8.3      5.0       4.9       3.8      1.8      1.6      1.4      1.2      1.2      1.2      21.4    17.6    17.6    2,500  (11.0)     12.6          

9.6          10.6     9.8      5.6       5.8       6.0      0.9      0.9      0.8      1.6      2.4      2.4      10.5    9.0      9.0      100     (24.0)     5.3            

8.6          10.0     9.7      5.2       4.9       4.2      3.8      2.8      2.1      0.5      0.5      0.5      56.1    31.8    24.9    2,400  4.4        0.9            

12.7        17.7     16.2    6.9       8.5       7.4      2.7      2.3      2.1      0.7      0.7      0.7      27.3    16.2    15.4    900     (21.4)     6.1            

11.0        13.2     12.0    6.0       6.4       5.6      2.3      2.0      1.7      1.4      1.5      1.5      20.5    15.0    14.4    

28.4        24.8     21.8    17.9     15.3     13.1    14.1    11.7    9.8      1.9      2.2      2.5      57.2    53.4    50.4    2,100  1.4        2.7            
23.1        20.9     18.5    18.8     16.3     14.2    38.2    34.1    30.4    3.5      3.8      4.3      174.5  172.8  174.1  680     0.1        1.8            
27.9        23.0     18.8    20.2     16.2     13.2    13.2    10.8    8.8      1.9      2.3      2.7      53.9    52.2    52.0    200     24.2      2.7            
26.9        21.1     18.5    15.3     12.6     10.5    7.1      6.2      5.4      1.5      2.4      2.7      28.4    31.4    31.6    1,500  0.9        1.0            
23.8        20.8     17.9    17.1     14.3     12.0    6.8      5.6      5.4      1.6      1.6      1.6      36.2    29.6    32.9    270     4.7        1.0            
23.6        22.8     19.7    16.4     16.0     13.4    25.4    25.3    25.1    4.2      4.4      5.1      108.4  111.2  128.3  220     (9.0)       18.8          
25.5        21.8     19.1    15.5     13.5     11.6    6.1      5.4      4.7      1.7      2.0      2.2      27.0    27.6    27.5    280     4.1        26.5          
58.0        42.3     35.1    31.7     22.1     16.2    17.4    12.3    9.1      — — — 46.7    34.2    29.9    260     (18.4)     —
17.2        13.8     11.7    12.3     8.8       7.0      2.9      2.5      2.2      1.8      2.1      2.8      16.4    19.0    19.6    200     20.1      0.5            
34.8        29.0     24.2    23.5     20.2     17.2    44.0    35.8    29.2    2.1      2.5      3.0      139.6  136.3  132.7  3,000  12.3      1.5            
17.4        14.2     13.3    9.3       7.7       6.9      1.2      1.1      1.1      1.9      2.3      2.4      9.4      10.8    10.8    1,200  21.4      2.7            
25.8        22.6     19.6    16.5     14.5     12.4    8.3      7.4      6.6      2.3      2.7      3.0      32.4    32.8    33.6    

20.9        17.1     13.7    11.5     9.5       7.7      2.2      2.0      1.7      0.2      0.2      0.2      11.0    12.0    13.3    185     11.5      15.4          
19.1        15.7     12.9    10.6     9.3       7.8      1.9      1.7      1.6      1.0      1.2      1.2      11.3    11.6    12.7    180     9.2        3.3            
17.9        12.5     10.5    8.7       7.1       6.2      1.7      1.5      1.3      0.2      0.4      0.8      11.2    12.9    13.5    205     16.8      19.4          
24.3        17.7     12.3    12.8     10.1     7.6      3.9      3.3      2.6      0.4      0.5      0.5      16.1    18.3    21.1    1,400 8.1        0.4            
19.5        14.8     12.1    10.0     8.3       7.0      2.0      1.8      1.6      0.4      0.6      0.7      10.2    12.0    13.0    

Dividend yield (%)

 

Source: Company, Bloomberg, Kotak Institutional Equities estimates 
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Kotak Institutional Equities: Valuation summary of key Indian companies 

30-Mar-10 Mkt cap.

O/S 
shares EPS (Rs) EPS growth (%)

Company Price (Rs) Rating (Rs mn) (US$ mn) (mn) 2010E 2011E 2012E 2010E 2011E 2012E
Energy
Bharat Petroleum 522             RS 188,760 4,186 362       58.1    61.7    65.3    181.9      6.2           5.8          

Cairn india 299             SELL 567,293 12,580 1,897    5.3      21.0    38.7    — 298 84.9        

Castrol India (a) 688             REDUCE 85,089 1,887 124       30.8    39.7    40.6    44.7        28.8         2.3          

GAIL (India) 400             REDUCE 507,899 11,263 1,268    22.7    23.5    31.4    2.3          3.7           33.4        

GSPL 88               REDUCE 49,360 1,095 563       7.6      10.0    10.4    244.2      31.8         4.7          

Hindustan Petroleum 317             RS 107,432 2,382 339       46.3    49.7    54.8    173.1      7.2           10.4        

Indian Oil Corporation 300             RS 727,896 16,141 2,428    33.0    32.1    33.4    235.4      (2.7)          3.9          

Oil India 1,156          REDUCE 277,905 6,163 240       112.2  110.6  115.0  — (1.5)          4.0          

Oil & Natural Gas Corporation 1,097          REDUCE 2,347,001 52,046 2,139    89.9    107.1  132.3  (1.0)         19.1         23.5        

Petronet LNG 77               ADD 57,788 1,281 750       5.3      8.1      9.7      — 51.2         20.3        

Reliance Industries 1,088          SELL 3,228,541 71,594 2,967    49.3    66.5    81.4    (2.5)         34.9         22.4        

Energy Cautious 8,144,965 180,618 21.8        24.4        22.9        
Industrials
ABB 825             SELL 174,750 3,875 212       16.7    27.6    34.9    (35.2)       65.0         26.2        

BGR Energy Systems 515             ADD 37,094 823 72         23.6    30.2    37.7    47.4        27.8         25.0        

Bharat Electronics 2,189          REDUCE 175,080 3,882 80         117.7  126.2  140.1  13.4        7.2           10.9        

Bharat Heavy Electricals 2,409          ADD 1,179,107 26,147 490       92.0    115.8  136.2  44.1        25.8         17.7        

Crompton Greaves 258             BUY 165,712 3,675 642       11.9    13.6    15.8    35.6        14.0         16.6        

Larsen & Toubro 1,637          BUY 983,995 21,821 601       53.7    64.5    78.7    7.2          20.2         22.0        

Maharashtra Seamless 360             BUY 25,423 564 71         40.2    41.1    46.7    12.0        2.3           13.8        

Siemens 740             REDUCE 249,650 5,536 337       25.0    29.6    34.3    55.2        18.6         16.0        

Suzlon Energy 72               REDUCE 121,173 2,687 1,679    (2.2)     2.9      7.2      (130.8)     (231.4)      145.2      

Thermax 674             ADD 80,259 1,780 119       21.4    29.8    38.7    (11.7)       39.2         29.7        

Voltas 173             BUY 57,283 1,270 331       9.4      10.3    11.6    36.2        9.0           12.9        

Industrials Attractive 3,249,528 72,060 7.6          30.5        23.0        
Infrastructure
GMR Infrastructure 62               ADD 228,660 5,071 3,667    0.6      0.6      0.5      (24.5)       (3.1)          (16.6)       

GVK Power & Infrastructure 45               ADD 70,907 1,572 1,579    0.8      1.1      1.4      6.7          33.5         32.4        

IRB Infrastructure 262             RS 87,113 1,932 332       9.7      12.6    12.1    83.8        29.2         (3.7)         

Mundra Port and SEZ 787             ADD 317,385 7,038 403       15.1    24.1    35.7    40.8        59.5         48.4        

Infrastructure Attractive 704,064 15,613 28.0        38.7        27.0        
Media
DishTV 37               ADD 39,080 867 1,063    (2.5)     (1.2)     0.6      (61.6)       (52.4)        (146.5)     

HT Media 138             NR 32,465 720 235       5.7      7.3      9.1      572.1      29.5         23.9        

Jagran Prakashan 118             ADD 35,568 789 301       5.8      6.6      7.9      90.9        14.3         18.5        

Sun TV Network 421             REDUCE 165,908 3,679 394       12.1    14.6    17.8    33.3        21.0         21.6        

Zee Entertainment Enterprises 273             REDUCE 118,656 2,631 434       10.6    12.8    15.5    25.9        20.3         21.0        

Zee News 67               NR 15,995 355 240       2.6      3.1      4.3      38.4        20.1         39.9        

Media Neutral 407,671 9,040 145.8      39.4        36.9        

Metals 

Hindalco Industries 184             ADD 352,071 7,807 1,914    4.2      12.4    14.9    (74.0)       197.9       20.7        

National Aluminium Co. 415             SELL 267,324 5,928 644       10.1    28.0    27.7    (49.0)       178.6       (1.2)         

Jindal Steel and Power 711             SELL 659,609 14,627 928       40.6    47.0    48.9    23.7        15.9         3.9          

JSW Steel 1,240          SELL 231,847 5,141 187       68.1    93.7    131.7  363.6      37.5         40.6        

Hindustan Zinc 1,211          BUY 511,559 11,344 423       93.5    105.4  127.6  44.8        12.8         21.0        

Sesa Goa 457             REDUCE 406,905 9,023 890       25.9    38.9    49.4    2.5          50.5         26.9        

Sterlite Industries 846             ADD 710,652 15,759 840       44.9    54.2    64.3    (4.0)         20.7         18.7        

Tata Steel 635             BUY 563,278 12,491 887       3.2      78.7    93.5    (97.1)       2,331.6    18.7        

Metals Cautious 3,703,245 82,121 (33.3)      77.2        18.1        

Pharmaceutical
Biocon 287             BUY 57,340 1,272 200       14.6    18.1    20.8    210.6      24.1         15.0        
Cipla 338             REDUCE 271,508 6,021 803       13.4    15.1    17.2    34.9        13.0         13.6        
Cadila Healthcare 828             BUY 113,048 2,507 136       36.8    44.3    50.3    65.8        20.3         13.6        
Dishman Pharma & chemicals 218             BUY 17,698 392 81         16.1    18.4    29.6    (10.3)       13.9         61.3        
Divi's Laboratories 665             ADD 86,934 1,928 131       19.1    33.6    38.3    (40.1)       76.3         13.9        
Dr Reddy's Laboratories 1,263          REDUCE 213,939 4,744 169       55.9    67.4    75.8    72.6        20.6         12.3        
GlaxoSmithkline Pharmaceuticals (a) 1,772          REDUCE 150,119 3,329 85         59.1    67.7    75.9    8.1          14.6         12.2        
Glenmark Pharmaceuticals 262             NR 71,904 1,595 274       12.9    16.5    21.1    16.6        27.6         27.7        
Lupin 1,593          ADD 141,113 3,129 89         73.6    92.0    104.4  22.3        24.9         13.5        
Ranbaxy Laboratories 477             SELL 204,118 4,526 428       6.0      12.3    7.5      (148.7)     105.0       (38.8)       
Sun Pharmaceuticals 1,753          ADD 363,116 8,052 207       65.4    90.7    92.7    (25.5)       38.7         2.2          
Pharmaceuticals Attractive 1,690,838 37,495 28.7        29.4        9.1          
Property
DLF 309             ADD 522,407 11,585 1,691    12.0    16.3    22.8    (54.9)       35.5         39.9        
Indiabulls Real Estate 154             ADD 61,890 1,372 401       1.6      4.0      8.0      109.7      151.7       101.7      
Mahindra Life Space Developer 385             BUY 16,191 359 42         18.9    20.3    27.5    82.4        7.3           35.8        
Phoenix Mills 186             BUY 26,948 598 145       5.1      7.7      10.4    2.5          51.0         34.9        
Puravankara Projects 97               REDUCE 20,649 458 213       8.3      7.9      6.9      22.4        (4.8)          (12.5)       
Sobha 280             ADD 27,458 609 98         14.2    15.7    24.7    (5.9)         10.4         57.2        
Unitech 73               SELL 190,327 4,221 2,616    3.8      4.1      5.4      (48.7)       9.7           30.9        
Property Neutral 973,434 21,586 (42.2)      42.2        45.0        

PER (X) EV/EBITDA (X) Price/BV (X) RoE (%)

Target 
price Upside ADVT-3mo

2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E (Rs) (%) (US$ mn)

9.0          8.5       8.0      4.8       4.3       4.2      1.3      1.2      1.1      4.5      4.7      5.0      14.1    13.7    13.3    — — 10.5          

57 14        7.7      39.6     8.9       5.3      1.6      1.6      1.5      — 5.0      8.4      2.9      11.4    20.3    250     (16.4)     19.8          

22.3        17.3     16.9    13.7     10.8     10.5    18.5    16.6    14.8    3.6      4.4      4.4      83.8    101.0  92.5    640     (7.0)       2.9            

17.7        17.0     12.8    10.3     10.7     8.5      2.9      2.6      2.3      2.0      2.0      2.7      15.9    15.0    17.8    370     (7.6)       15.9          

11.6        8.8       8.4      6.3       4.8       4.4      3.0      2.6      2.3      2.9      5.7      6.0      28.8    31.7    28.8    80       (8.8)       5.7            

6.8          6.4       5.8      2.4       2.1       1.9      0.8      0.8      0.7      8.2      8.8      9.7      11.2    11.4    11.8    — — 9.5            

9.1          9.3       9.0      5.8       4.9       4.3      1.3      1.2      1.1      2.2      2.1      2.2      15.3    13.1    12.3    — — 5.6            

10.3        10.5     10.0    4.0       3.5       3.0      1.9      1.7      1.5      3.0      3.2      3.3      16.5    15.5    14.6    1,150  (0.5)       3.1            

12.2        10.2     8.3      4.3       3.7       3.1      1.8      1.7      1.5      3.3      4.0      4.6      14.4    15.7    17.7    1,200  9.4        23.8          

14.4        9.5       7.9      8.6       6.1       5.4      2.3      1.9      1.6      1.9      2.6      2.9      15.8    20.5    20.5    90       16.8      4.3            

22.1        16.4     13.4    10.9     8.2       6.7      2.0      1.8      1.6      0.6      0.8      1.0      10.9    12.8    14.0    950     (12.7)     147.6        

14.9        12.0     9.8      7.0       5.7       4.7      1.8      1.7      1.5      1.9      2.6      3.1      12.3    13.9    15.3    

49.3        29.9     23.7    28.1     17.0     13.2    7.3      6.1      5.0      0.3      0.4      0.4      15.7    22.2    23.1    690     (16.3)     6.3            

21.8        17.1     13.6    12.3     9.5       7.7      5.3      4.2      3.4      0.8      1.0      1.3      26.9    27.6    27.7    500     (3.0)       2.9            

18.6        17.3     15.6    9.4       8.5       7.3      3.8      3.2      2.8      1.1      1.1      1.1      22.0    20.1    19.1    1,870  (14.6)     4.5            

26.2        20.8     17.7    14.6     11.4     9.3      7.2      5.7      4.6      0.8      1.0      1.2      30.8    30.7    28.9    2,500  3.8        34.1          

21.7        19.1     16.3    11.9     10.4     8.7      6.5      5.0      4.0      0.6      0.7      0.8      34.7    29.8    27.3    290     12.3      8.3            

30.5        25.4     20.8    16.7     14.2     12.1    4.5      3.8      3.3      0.7      0.7      0.9      17.4    16.3    17.0    1,750  6.9        60.1          

9.0          8.8       7.7      4.6       4.3       3.4      1.6      1.4      1.2      1.7      2.1      2.6      19.2    16.9    16.8    400     11.0      1.4            

29.7        25.0     21.6    17.5     14.4     12.1    7.3      6.0      4.9      0.7      0.8      0.9      27.3    26.3    25.1    635     (14.2)     8.6            

(32.5)       24.7     10.1    12.2     7.7       5.3      1.0      1.0      0.9      — — 0.3      (3.4)     4.2      9.7      80       10.9      47.8          

31.4        22.6     17.4    16.8     12.5     9.6      7.4      6.0      4.9      0.5      1.3      1.6      24.5    29.4    31.1    725     7.6        2.4            

18.4        16.9     15.0    10.1     8.9       7.6      5.6      4.6      3.8      1.5      1.6      1.7      34.1    29.8    27.6    185     6.8        4.6            

28.8        22.1     18.0    14.8     11.8     9.7      4.8      4.1      3.5      0.7      0.9      1.0      16.8    18.5    19.3    

107.7      111.2   133.2  20.8     15.4     14.8    2.3      2.1      2.0      — — — 3.2      3.0      2.5      68       9.1        7.0            

55.2        41.3     31.2    18.7     17.1     17.5    2.2      2.2      2.0      — 0.7      0.7      4.7      5.3      6.7      50       11.4      9.1            

26.9        20.9     21.7    12.9     11.5     10.7    3.8      2.9      2.3      — — — 15.6    15.7    11.9    — — 5.7            

52.1        32.7     22.0    33.3     21.4     15.3    8.7      6.7      5.0      — — — 18.5    23.2    26.1    725     (7.8)       12.1          

55.3        39.9     31.4    22.0     16.5     14.4    3.7      3.2      2.8      — — 0.1      6.6      8.0      9.0      

(14.6)       (30.6)    65.8    57.4     18.7     10.2    9.6      13.9    11.5    — — — 248.6 (37.1)   19.1    45       22.4      5.5            

24.3        18.8     15.2    11.7     9.9       7.9      3.4      3.0      2.7      0.7      1.4      2.5      14.6    17.0    18.9    — — 0.6            

20.3        17.8     15.0    12.3     10.4     8.7      5.8      5.3      4.8      3.0      3.4      4.0      29.8 31.2    33.5    130     10.1      1.8            

34.8        28.7     23.6    20.0     16.2     13.3    8.1      7.1      6.2      1.0      1.4      1.9      25.4    26.4    28.0    295     (29.9)     4.9            

25.7        21.4     17.7    19.8     15.6     12.4    3.1      2.8      2.6      0.9      1.2      1.4      13.0 14.2    15.7    245     (10.4)     6.1            

25.9        21.6     15.4    12.8     10.8     8.4      5.4      4.5      3.7      0.6      1.0      1.5      23.3    23.2    26.9    — — 1.1            

39.2        28.1     20.5    18.7     14.5     11.3    5.0      4.6      4.1      1.0      1.4      1.8      12.8    16.3    20.0    

44.3        14.9     12.3    9.2       9.2       9.3      1.6      1.5      1.3      0.7      0.7      0.7      9.1      10.3    11.3    190     3.3        50.3          

41.2        14.8     15.0    18.2     7.1       6.5      2.5      2.1      1.9      0.5      0.5      0.5      6.1      15.4    13.3    320     (22.9)     8.2            

17.5        15.1     14.5    11.2     9.1       8.3      5.7      4.1      3.2      0.1      0.1      0.1      39.2    31.8    24.7    530     (25.4)     43.3          

18.2        13.2     9.4      9.1       7.9       6.6      2.0      1.6      1.2      0.2      0.4      0.4      12.4    13.3    14.6    850     (31.4)     50.1          

13.0        11.5     9.5      8.9       6.6       4.3      2.7      2.2      1.8      0.4      0.4      0.4      23.5    21.3    20.9    1,400  15.6      6.0            

17.7        11.7     9.3      14.7     8.7       6.2      5.5      3.9      2.8      0.7      0.7      0.7      32.8    33.8    32.3    350     (23.5)     49.3          

18.8        15.6     13.1    10.4     8.0       5.7      2.0      1.8      1.6      — — — 11.0    11.9    12.8    850     0.5        40.2          

196.0      8.1       6.8      19.4     6.6       5.6      2.2      1.8      1.5      1.3      1.3      1.3      1.1      24.7    23.8    700     10.3      108.5        

22.1        12.4     10.5    12.0     7.7       6.4      2.6      2.1      1.8      0.5      0.5      0.5      11.7    17.2    17.0    

19.7        15.9     13.8    11.5     9.4       7.9      3.3      2.8      2.4      — — 0.1      18.0    19.4    19.3    315     9.9        5.8            
25.3        22.4     19.7    17.5     15.6     13.7    4.6      4.0      3.4      0.7      0.7      0.7      21.0    19.1    18.6    295     (12.8)     10.1          
22.5        18.7     16.5    14.5     12.2     10.5    7.0      5.5      4.4      0.8      1.1      1.2      35.7    32.7    29.5    765     (7.6)       1.3            
13.5        11.9     7.4      10.5     8.7       6.4      2.1      1.8      1.5      — — — 17.0    16.7    22.6    300     37.9      1.2            
34.9        19.8     17.3    20.6     14.2     12.1    6.1      5.0      4.0      — — 0.0      18.6    27.1    25.7    700     5.3        3.9            
22.6        18.7     16.7    13.2     11.1     9.7      5.5      4.4      3.6      0.6      0.6      0.7      25.4    25.9    23.4    1,170  (7.4)       11.7          
30.0        26.2     23.3    17.1     14.9     12.9    8.4      7.2      6.2      — — — 29.7    29.5    28.4    1,700  (4.1)       1.7            
20.3        15.9     12.4    12.0     9.8       8.1      3.1      2.6      2.2      — — — 17.2    17.5    — — — 5.0            
21.6        17.3     15.3    18.0     14.1     12.0    6.1      4.7      3.8      0.8      0.9      1.0      35.2    31.2    — 1,600  0.4        7.4            
79.5        38.8     63.4    19.2     21.4     26.8    6.3      5.7      5.5      0.8      0.8      0.8      5.9      11.5    6.7      220     (53.8)     21.3          
26.8        19.3     18.9    19.8     13.9     12.9    4.4      3.7      3.1      0.8      0.8      0.8      17.9    21.1    18.2    1,800  2.7        6.6            
26.9        20.8     19.0    16.4     13.7     12.2    5.1      4.2      3.6      0.6      0.6      0.6      18.9    20.4    18.9    

25.6        18.9     13.5    17.1     12.9     10.8    2.0      1.9      1.7      1.0      1.3      1.9      8.2      10.4    13.3    330     6.8        76.6          
97.3        38.6     19.2    (59) 30.1     7.7      0.7      0.7      0.7      — — — 0.8      1.8      3.5      285     84.8      28.3          
20.4        19.0     14.0    16.6     13.5     7.1      1.7      1.6      1.5      1.0      1.0      1.0      8.4      8.5      10.7    510     32.5      1.1            
36.5        24.2     17.9    28.1     18.1     12.5    1.7      1.6      1.5      0.5      0.8      1.1      4.8      7.0      8.8      260     39.7      1.0            
11.7        12.3     14.0    13.1     12.4     14.8    1.4      1.3      1.2      2.1      2.1      2.1      12.7    11.1    9.0      100     3.4        1.1            
19.7        17.8     11.3    15.1     12.8     7.2      1.6      1.5      1.3      0.7      1.4      1.4      9.7      8.5      12.3    295     5.4        2.6            
19.2        17.6     13.4    17.7     13.8     8.7      1.8      1.5      1.4      — — 2.1      10.8    9.1      10.8    65       (10.7)     74.2          
24.5        17.2     11.9    17.7     12.4     8.6      1.7      1.5      1.4      0.7      1.0      1.8      6.9      8.9      11.8    

Dividend yield (%)

 
Source: Company, Bloomberg, Kotak Institutional Equities estimates 
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Kotak Institutional Equities: Valuation summary of key Indian companies 

30-Mar-10 Mkt cap.

O/S 
shares EPS (Rs) EPS growth (%) 

Company Price (Rs) Rating (Rs mn) (US$ mn) (mn) 2010E 2011E 2012E 2010E 2011E 2012E
Retail
Titan Industries 1,833          REDUCE 81,343 1,804 44         60.4    68.1    85.1    36.3        12.7         25.0        
Retail Neutral 81,343 1,804 36.3        12.7        25.0        
Sugar
Bajaj Hindustan 138             SELL 26,331 584 191       23.7    17.6    10.2    — (25.6)        (42.2)       

Balrampur Chini Mills 96               ADD 24,623 546 257       14.0    13.9    11.0    — (0.6)          (21.1)       

Shree Renuka Sugars 72               BUY 48,259 1,070 670       14.8    11.5    8.0      329.4      (22.2)        (30.7)       

Sugar Attractive 99,213 2,200 342.8      (18.8)       (31.0)       
Technology
HCL Technologies 359             REDUCE 249,714 5,537 695       17.8    25.1    27.1    1.7          41.2         7.8          

Hexaware Technologies 66               REDUCE 9,538 212 144       9.4      7.5      11.2    127.7      (19.5)        48.3        

Infosys Technologies 2,644          BUY 1,517,713 33,656 574       108.5  124.2  150.1  5.9          14.4         20.9        

Mphasis BFL 622             REDUCE 129,712 2,876 208       43.6    48.7    47.9    207.5      11.7         (1.5)         

Mindtree 595             BUY 24,502 543 41         49.4    55.1    63.2    273.2      11.6         14.7        

Patni Computer Systems 538             REDUCE 69,119 1,533 129       36.6    44.2    40.9    36.4        20.9         (7.6)         

Polaris Software Lab 168             SELL 16,586 368 99         15.6    16.1    14.8    18.3        3.7           (8.2)         

TCS 800             BUY 1,565,760 34,721 1,957    34.5    41.0    45.9    30.6        18.8         11.8        

Wipro 702             ADD 1,025,739 22,746 1,462    31.5    37.6    42.7    22.4        19.5         13.4        

Technology Attractive 4,608,383 102,193 22.3        18.0        13.5        
Telecom
Bharti Airtel 311             REDUCE 1,180,297 26,174 3,797    23.8    20.6    23.5    6.6          (13.5)        13.8        

IDEA 67               REDUCE 220,045 4,880 3,304    2.5      1.2      1.9      (13.9)       (51.2)        54.2        

MTNL 74               SELL 46,463 1,030 630       (15.6)   (10.4)   (9.1)     (750.8)     (33.7)        (11.9)       

Reliance Communications 167             SELL 343,763 7,623 2,064    18.5    13.4    18.6    (41.4)       (27.8)        38.8        

Tata Communications 279             REDUCE 79,472 1,762 285       14.0    15.2    15.7    3.2          8.2           3.5          

Telecom Cautious 1,870,040 41,469 (20.2)      (17.0)       22.8        
Transportation
Container Corporation 1,319          ADD 171,418 3,801 130       63.9    76.6    89.0    5.0          19.9         16.1        

Transportation Cautious 171,418 3,801 5.0          19.9        16.1        
Utilities
CESC 378             ADD 47,232 1,047 125       33.1    42.8    46.3    2.6          29.5         8.0          

Lanco Infratech 54               BUY 130,231 2,888 2,405    1.8      3.7      4.1      25.4        105.7       8.1          

Reliance Infrastructure 992             BUY 224,740 4,984 226       63.7    68.6    91.7    1.6          7.8           33.7        

Reliance Power 150             REDUCE 360,232 7,988 2,397    2.5      3.1      5.7      — 24.4         86.0        

Tata Power 1,373          BUY 338,916 7,516 247       57.7    67.0    86.2    15.0        16.2         28.6        
Utilities Attractive 2,775,180 61,541 15.8        15.5        23.6        
Others
Aban Offshore 1,167          BUY 50,764 1,126 43         114.8  265.5  204.2  18.4        131.3       (23.1)       
Havells India 584             SELL 35,144 779 60         22.6    30.2    32.8    343.8      33.8         8.5          
Jaiprakash Associates 150             BUY 316,979 7,029 2,107    4.3      7.1      10.1    115.0      65.5         42.2        
Jindal Saw 215             ADD 63,315 1,404 294       26.5    19.3    17.9    113.8      (27.2)        (7.3)         
PSL 138             BUY 7,388 164 53         29.8    25.4    24.1    34.1        (14.8)        (5.1)         
Sintex 289             BUY 39,399 874 136       22.2    28.1    32.7    (7.6)         26.7         16.4        

Tata Chemicals 320             ADD 77,887 1,727 243       27.3    31.0    36.1    2.5          13.4         16.5        
Welspun Gujarat Stahl Rohren 275             REDUCE 56,412 1,251 205       25.1    23.0    24.4    44.9        (8.1)          5.8          
United Phosphorus 148             BUY 68,293 1,514 463       11.8    14.7    18.5    17.2        24.6         25.7        

Others 715,582 15,868 44.5        32.6        12.4        

KS universe (b) 41,742,095   925,648         11.0        20.1        19.8        

KS universe (b) ex-Energy 33,597,130   745,030         8.0          18.7        18.8        

KS universe (d) ex-Energy & ex-Commodities 29,016,116   643,444         15.2        14.0        19.3        

Note:
(1) For banks we have used adjusted book values.
(2) 2009 means calendar year 2008, similarly for 2010 and 2011 for these particular companies.
(3) EV/Sales & EV/EBITDA  for KS universe excludes Banking Sector.
(4) Rupee-US Dollar exchange rate (Rs/US$)= 45.10

PER (X) EV/EBITDA (X) Price/BV (X) RoE (%)

Target 
price Upside ADVT-3mo

2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E (Rs) (%) (US$ mn)

30.3        26.9     21.5    20.8     17.7     13.8    10.2    7.8      6.1      0.5      0.7      0.7      39.1    32.9    31.7    1,300  (29.1)     4.3            

30.3        26.9     21.5    20.8     17.7     13.8    10.2    7.8      6.1      0.5      0.7      0.7      33.7    29.1    28.1    

5.8          7.8       13.5    5.1       4.7       5.7      1.0      0.9      0.8      0.4      0.4      0.4      19.3    11.9    6.3      150     9.0        21.1          

6.8          6.9       8.7      4.4       4.1       4.1      1.6      1.3      1.2      0.5      — 0.5      25.3    20.8    14.3    140     46.0      10.3          

4.9          6.2       9.0      3.3       3.4       3.8      1.7      1.3      1.1      0.6      0.5      0.5      43.9    23.1    13.2    130     80.4      28.5          

5.5          6.8       9.8      4.0       4.0       4.5      1.4      1.1      1.0      0.5      0.5      0.5      25.3    17.0    10.5    

20.2        14.3     13.3    10.2     8.9       7.6      3.9      3.2      2.6      1.1      1.1      1.1      20.6    24.7    21.9    350     (2.6)       8.6            

7.1          8.8       5.9      2.6       3.0       1.7      1.2      1.1      0.9      1.5      1.5      1.5      18.6    13.1    17.0    80       20.5      1.2            

24.4        21.3     17.6    17.2     13.9     11.4    6.7      5.5      4.6      1.0      1.3      1.6      30.4    28.4    28.3    3,000  13.5      67.3          

14.3        12.8     13.0    11.3     10.0     8.7      5.5      4.0      3.1      0.6      0.6      0.7      48.1    36.2    26.9    570     (8.4)       12.9          

12.0        10.8     9.4      9.7       6.9       5.3      3.2      2.5      2.0      0.4      0.9      1.1      31.1    26.3    24.0    825     38.6      2.0            

14.7        12.2     13.2    7.7       7.2       6.3      2.2      2.0      1.8      1.4      1.6      1.5      19.7    17.9    14.6    450     (16.3)     3.8            

10.8        10.4     11.3    5.4       5.3       4.9      1.9      1.6      1.5      1.8      1.9      2.0      18.5    16.7    13.7    160     (4.8)       4.5            

23.2        19.5     17.4    17.3     14.4     12.0    7.7      6.3      5.3      1.1      2.1      2.3      37.5    35.6    33.1    900     12.5      38.2          

22.3        18.6     16.4    16.6     13.4     11.2    5.4      4.5      3.8      1.3      1.6      1.8      27.1    26.3    24.8    830     18.3      20.3          

22.1        18.8     16.5    15.7     13.1     10.9    6.0      5.0      4.2      1.1      1.6      1.8      27.2    26.6    25.1    

13.0        15.1     13.2    7.6       7.9       6.6      2.9      2.5      2.1      1.0      1.3      1.6      25.3    18.0    17.4    300     (3.5)       47.6          

26.7        54.6     35.4    8.6       9.1       7.9      1.5      1.5      1.4      — — — 5.5      2.8      4.2      50       (24.9)     6.1            

(4.7)         (7.1)      (8.1)     (1.1)      (1.3)      (1.8)     0.4      0.4      0.5      — — — (8.5)     (6.1)     (5.7)     50       (32.2)     3.9            

9.0          12.4     9.0      7.9       8.2       5.4      0.7      0.7      0.6      — — — 8.9      6.0      7.3      150     (9.9)       17.4          

19.9        18.4     17.8    8.1       7.5       7.1      1.1      1.1      1.1      2.3      2.7      3.0      5.2      5.5      5.5      400     43.4      2.6            

13.9        16.8     13.6    8.1       8.3       6.6      1.6      1.4      1.3      0.7      0.9      1.1      11.3    8.7      9.3      

20.6        17.2     14.8    14.4     11.9     9.9      3.9      3.4      2.9      1.1      1.3      1.6      20.4    21.0    21.0    1,250  (5.2)       2.6            

20.6        17.2     14.8    14.4     11.9     9.9      3.9      3.4      2.9      1.1      1.3      1.6      19.0    19.5    19.5    

11.4        8.8       8.2      6.4       6.1       6.9      1.1      1.0      0.9      1.1      1.4      1.5      10.4    12.0    11.6    410     8.5        2.2            

29.7        14.4     13.4    21.8     9.1       9.1      3.8      3.0      2.5      — — — 14.7    21.5    18.9    60       10.8      11.9          

15.6        14.5     10.8    18.3     14.7     10.2    1.2      1.2      1.1      0.8      0.9      1.0      6.1      7.8      10.1    1,250  26.0      34.6          

61.0        49.0     26.4    — — — 2.5      2.4      2.2      — — — 4.2      5.0      8.7      160     6.5        7.5            

23.8        20.5     15.9    14.2     13.0     11.0    2.7      2.4      2.2      0.9      1.0      1.1      12.6    12.4    14.4    1,485  8.2        16.0          

20.7        17.9     14.5    17.0     14.4     11.8    2.4      2.2      2.0      1.4      1.6      1.9      11.5    12.2    13.6    

10.2        4.4       5.7      8.8       5.9       6.0      1.4      1.1      0.9      0.3      0.3      0.3      15.0    27.1    16.9    1,500  28.5      59.3          

25.8        19.3     17.8    12.6     9.9       9.0      9.3      6.3      4.7      0.4      0.4      0.5      27.7    39.0    30.4    350     (40.1)     14.1          
35.0        21.2     14.9    17.3     15.0     10.5    3.9      3.4      2.8      — — — 12.3    17.1    20.5    170     13.0      41.0          
8.1          11.2     12.0    5.8       6.4       6.2      1.7      1.4      1.3      0.4      0.4      0.4      19.8    13.0    11.1    235     9.2        13.1          

4.6          5.4       5.7      2.9       2.8       2.9      0.8      0.7      0.7      4.7      4.7      5.1      13.6    11.7    10.8    175     26.6      1.3            
13.0        10.3     8.8      9.3       7.1       5.8      1.8      1.5      1.3      0.4      0.4      0.4      14.1    15.0    14.8    310     7.4        5.6            
11.7        10.3     8.9      6.3       5.5       4.8      1.5      1.4      1.2      2.7      2.7      2.7      15.6    15.7    16.0    340     6.3        4.7            
11.0        11.9     11.3    5.9       6.1       5.4      1.9      1.7      1.4      0.7      0.8      0.8      20.6    14.8    13.5    245     (10.8)     9.6            

12.5        10.0     8.0      7.9       6.2       4.8      2.0      1.7      1.4      1.0      1.4      1.4      17.4    18.0    19.0    195     32.1      3.5            

16.3        12.3     10.9    9.8       8.6       7.4      2.3      2.0      1.7      0.6      0.6      0.6      14.4    16.2    15.7    

18.3        15.2     12.7    11.2     9.2       7.7      2.7      2.3      2.1      1.2      1.5      1.8      14.5    15.4    16.2    

19.3        16.2     13.7    13.4     11.1     9.3      3.0      2.6      2.3      1.1      1.3      1.5      15.4    16.0    16.5    

19.4        17.0     14.3    14.3     12.4     10.4    3.1      2.7      2.3      1.1      1.4      1.6      15.8    15.8    16.5    

Dividend yield (%)

 

Source: Company, Bloomberg, Kotak Institutional Equities estimates 

“I, Sanjeev Prasad, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company or companies and its or their securities. 
I also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in this report.”



 

  14 KOTAK INSTITUTIONAL EQUITIES RESEARCH 

India Strategy

Kotak Institutional Equities Research coverage universe
Distribution of ratings/investment banking relationships

Source: Kotak Institutional Equities As of December 31, 2009

* The above categories are defined as follows: Buy = We expect 
this stock to outperform the BSE Sensex by 10% over the next 12 
months; Add = We expect this stock to outperform the BSE 
Sensex by 0-10% over the next 12 months; Reduce = We expect 
this stock to underperform the BSE Sensex by 0-10% over the 
next 12 months; Sell = We expect this stock to underperform the 
BSE Sensex by more then 10% over the next 12 months. These 
ratings are used illustratively to comply with applicable 
regulations. As of 31/12/2009 Kotak Institutional Equities 
Investment Research had investment ratings on 145 equity 
securities.

Percentage of companies covered by Kotak Institutional Equities, 
within the specified category.

Percentage of companies within each category for which Kotak 
Institutional Equities and or its affiliates  has provided investment 
banking services within the previous 12 months.
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Kotak Securities’ company-specific disclosures 

Kotak Securities Limited and or its affiliates have received during the last 12 months 
compensation for Investment Banking services from the following companies: Mahindra & 
Mahindra, HDFC Bank, Mahindra & Mahindra Financial Services, SREI, Nagarjuna 
Construction and CESC 

Kotak Securities Limited and or its affiliates were Lead Managers for the public /right 
offerings/institutional placements for the following companies: State Bank of India, 
Centurion Bank of Punjab, Central Bank of India, Punj Lloyd, Consolidated Construction 
Co.Ltd, Jyothy Laboratories, BGR Energy Systems, GMR Infrastructure, DLF, HDIL, IVR Prime 
Urban Developers, IDFC and Puravankara Projects. 

 

 

 

 

 



 

 

 Disclosures

 16 KOTAK INSTITUTIONAL EQUITIES RESEARCH 

RATINGS AND OTHER DEFINITIONS/IDENTIFIERS 

Definitions of ratings 

BUY. We expect this stock to outperform the BSE Sensex by 10% over the next 12 months. 

ADD. We expect this stock to outperform the BSE Sensex by 0-10% over the next 12 months. 

REDUCE. We expect this stock to underperform the BSE Sensex by 0-10% over the next 12 months. 

SELL. We expect this stock to underperform the BSE Sensex by more than 10% over the next 12 months. 

Other definitions 

Coverage view. The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one 
of the following designations: Attractive, Neutral, Cautious. 

Other ratings/identifiers 

NR = Not Rated. The investment rating and target price, if any, have been suspended temporarily. Such suspension is in compliance with 
applicable regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in 
a merger or strategic transaction involving this company and in certain other circumstances. 

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company. 

NC = Not Covered. Kotak Securities does not cover this company. 

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and price target, if any, for this stock, because there is 
not a sufficient fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no 
longer in effect for this stock and should not be relied upon. 

NA = Not Available or Not Applicable. The information is not available for display or is not applicable. 

NM = Not Meaningful. The information is not meaningful and is therefore excluded. 



 

 

  

 

 

 

 

 

 

 

Corporate Office Overseas Offices 

Kotak Securities Ltd. 

Bakhtawar, 1st Floor 

229, Nariman Point 

Mumbai 400 021, India 

Tel: +91-22-6634-1100 

 Kotak Mahindra (UK) Ltd 

6th Floor, Portsoken House 

155-157 The Minories 

London EC 3N 1 LS 

Tel: +44-20-7977-6900 / 6940 

Kotak Mahindra Inc 

50 Main Street, Suite No.310 

Westchester Financial Centre 

White Plains, New York 10606 

Tel:+1-914-997-6120 
 

Copyright 2010 Kotak Institutional Equities (Kotak Securities Limited). All rights reserved. 

Kotak Securities Limited and its affiliates are a full-service, integrated investment banking, investment management, brokerage and financing group. We along with 
our affiliates are leading underwriter of securities and participants in virtually all securities trading markets in India. We and our affiliates have investment banking 
and other business relationships with a significant percentage of the companies covered by our Investment Research Department. Our research professionals 
provide important input into our investment banking and other business selection processes. Investors should assume that Kotak Securities Limited and/or its 
affiliates are seeking or will seek investment banking or other business from the company or companies that are the subject of this material and that the research 
professionals who were involved in preparing this material may participate in the solicitation of such business. Our research professionals are paid in part based on 
the profitability of Kotak Securities Limited, which include earnings from investment banking and other business. Kotak Securities Limited generally prohibits its 
analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any companies that 
the analysts cover. Additionally, Kotak Securities Limited generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or 
advisory board member of any companies that the analysts cover. Our salespeople, traders, and other professionals may provide oral or written market commentary 
or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may 
make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of 
the foregoing, among other things, may give rise to real or potential conflicts of interest. Additionally, other important information regarding our relationships with 
the company or companies that are the subject of this material is provided herein. 

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would 
be illegal. We are not soliciting any action based on this material. It is for the general information of clients of Kotak Securities Limited. It does not constitute a 
personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice 
or recommendation in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The 
price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any 
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. Kotak Securities 
Limited does not provide tax advise to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment. 

Certain transactions -including those involving futures, options, and other derivatives as well as non-investment-grade securities - give rise to substantial risk and are 
not suitable for all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should 
not be relied on as such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavor to update on a reasonable basis 
the information discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so. We and our affiliates, officers, directors, and 
employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or “short” positions in, act as principal in, 
and buy or sell the securities or derivatives thereof of companies mentioned herein. For the purpose of calculating whether Kotak Securities Limited and its affiliates 
holds beneficially owns or controls, including the right to vote for directors, 1% of more of the equity shares of the subject issuer of a research report, the holdings 
does not include accounts managed by Kotak Mahindra Mutual Fund.Kotak Securities Limited and its non US affiliates may, to the extent permissible under 
applicable laws, have acted on or used this research to the extent that it relates to non US issuers, prior to or immediately following its publication. Foreign currency 
denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from the 
investment. In addition , investors in securities such as ADRs, the value of which are influenced by foreign currencies affectively assume currency risk. In addition 
options involve risks and are not suitable for all investors. Please ensure that you have read and understood the current derivatives risk disclosure document before 
entering into any derivative transactions. 

This report has not been prepared by Kotak Mahindra Inc. (KMInc). However KMInc has reviewed the report and, in so far as it includes current or historical 
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. Any reference to Kotak Securities Limited shall also be 
deemed to mean and include Kotak Mahindra Inc. 
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