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EQUITY MARKETS

Change, %

India 9-Jun 1-day 1-mo 3-mo

Sensex 15,127  3.1     27.4   85.4     

Nifty 4,551    2.7     25.7   76.9     

Global/Regional indices

Dow Jones 8,763    (0.0)    2.2     26.5     

FTSE 4,405    (0.0)    (1.3)    18.6     

Nikkie 9,885    1.0     4.8     40.1     

Hang Seng 18,367  1.7     5.6     57.1     

KOSPI 1,392    1.5     (1.4)    27.4     

Value traded - India

Moving avg, Rs bn

9-Jun 1-mo 3-mo

Cash (NSE+BSE) 311.5    269.4 204.5   

Derivatives (NSE) 692.7    562.4 379      

Deri. open interest 807.3    716 604      

News Roundup

Tata Housing, a unit of Tata Sons, is advancing its plans to build 15,000 low-
cost dwelling units by two years. Besides, it should add 300 more houses in its
Mumbai project to take the advantage of demand for such homes, a top
company official said. (BS)

Satyam Computer Services, reeling under the impact of India’s largest
corporate scandal, managed to bag new business orders worth US$380 mn
(around Rs1,800 crore), as on March 26, 2009. These deals have come from
215 of its existing clients. (BS)

Unitech has exited from New Kolkata International Development (NKID)
Pvt Ltd, a special purpose vehicle formed to develop several large projects in
West Bengal, including the proposed petroleum, chemicals and petrochemical
investment region (PCPIR) at Nayachar. Unitech had 40 per cent stake in NKID,
which has been acquired by the Salim group and Universal Success. (BS)

France Telecom and Telstra of Australia are in talks with Malaysia’s Maxis
Communication to buy a minority stake in Indian telecom operator Aircel. In
other sector news, Reliance Communications, is close to awarding a $500-$600
million operations and maintenance contract to French telecom equipment
group Alcatel-Lucent. (ET)

GlaxoSmithKline, the world’s second biggest drugmaker, has forged an
alliance with Shenzhen Neptunus to make flu vaccines for China, boosting its
presence in a key emerging market. Glaxo will take an initial 40% stake in the
joint venture for a contribution of cash and assets equivalent to £21 mn (US$34
mn). (Mint) In other news, Mint quoted the Economic Times to say that Glaxo is
in talks to buy a 51% stake in India’s unlisted Shantha Biotech after
prospective bidder Sanofi Aventis dropped out.

Lanxess AG, Germany’s biggest publicly traded specialty chemicals maker, said it
will buy the chemical business of Mumbai- based Gwalior Chemical Industries
Ltd for Rs536 crore ($114 million) including debt. (Mint)

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express, BL = Business Line.

June 10, 2009

®

Forex/money market

Change, basis points

9-Jun 1-day 1-mo 3-mo

Rs/US$ 47.5       (1) (204)    (438)     

10yr govt bond, % 6.6         3         35       11        

Commodity market
Change, %

9-Jun 1-day 1-mo 3-mo

Gold (US$/OZ) 958.3     0.4 4.5 6.7

Silver (US$/OZ) 15.3       0.2 9.0 21.0

Crude (US$/BBL) 69.8       0.2 20.9 59.5

Net investment (US$mn)

8-Jun MTD CYTD

FIIs 62          176     4,451

MFs (9)           (129)    219      

Top movers -3mo basis

Change, %

Best performers 9-Jun 1-day 1-mo 3-mo

Suzlon Energy Limit 125        3.0      64.6    260.5   

Unitech Limited 89          5.5      67.7    257.1   

Reliance Capital Lim 960        3.2      67.0    241.9   

Jaiprakash Associate 224        8.0      57.8    241.0   

Jsw Steel Limited 555        8.9      35.6    239.9   

Worst performers

Housing Developme 284        5.9      63.5    347.0   

Cipla Ltd 233        1.0      3.2      15.2     

Hindustan Unilever L 257        1.8      10.2    18.7     

Tata Communicatio 485        0.4      (12.8)   19.2     

Itc Ltd 191        3.9      1.3      20.5     
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CESC: Losses in retail business continue to be a bane for cash flows

Aman Batra : aman.batra@kotak.com, +91-22-6634-1231

Murtuza Arsiwalla : murtuza.arsiwalla@kotak.com, +91-22-66341-125

• Consolidated PBT down 61% yoy—losses in retail business erode profits from
power business in FY2009

• Slow progress in new projects beyond Budge Budge 3

• Downgrade rating to ADD with a revised target price of Rs345/share

CESC reported consolidated revenues of Rs40 bn (+14% yoy), operating profit of Rs2.5 bn
(-36% yoy) and PAT of Rs1.4 bn (-40% yoy) for the full year ended FY2009. PBT from the
power business of Rs4.6 bn was pared by loss of Rs3.6 bn in Spencer Retail. One-off
charges include additional Rs0.79 bn spent by Spencer Retail on store closures. We
estimate CESC’s cash support for the retail business in FY2009 by way of funding losses,
capex and purchase of Spencer trademark at ~Rs6.5 bn, significantly higher than our
estimates. We downgrade our rating to ADD with a revised target price of Rs345/share
(Rs385 previously). We factor in increased funding of losses in retail business (Rs5.5 bn)
and do not ascribe any value for the Haldia project in our SOTP. Our earnings estimates for
the standalone business remain unchanged at Rs38 for FY2010E and Rs42 for FY2011E.
We believe the stock needs catalysts—reduction in losses in retail business and progress in
Haldia/Jharkhand projects—for outperformance from current levels.

Downgrade rating to ADD, wait for clarity on reduction in losses in retail
business. We have downgraded our rating on CESC to ADD from BUY previously to
factor losses in retail business (Spencer Retail) for FY2009, which were higher than our
estimates as well as the guidance given by the management. We do not expect Spencer
Retail to break-even at the EBITDA level and estimate additional cash funding of Rs5.5 bn
required during FY2010-12E for loss-funding and incremental capex.

Our SOTP-based target price of Rs345/share offers limited upside from the current market
price. Our target price does not include any value for retail business and we reduce the
Rs5.5 bn cash funding requirement in the retail business from CESC’s net cash balance.
We value the core power business at Rs308/share using DCF-equity which implies a P/B of
1.8X on FY2010E.

Funding of retail business continues to mount. Spencer Retail reported a loss of Rs2.9
bn at PBT level on sales of Rs10.2 bn during FY2009. Adjusting for one-off items including
expenses for store closure (Rs0.79 bn) and extraordinary income of Rs1.5 bn from the sale
of the ‘Spencer’ trademark to CESC and “MusicWorld” to a 100% subsidiary of Spencer
Retail, the operating losses in retail business were higher at Rs3.65 bn. Reported PAT for
retail business benefited from a deferred tax credit of Rs1.12 bn. Adjusted pre-tax losses of
Rs3.7 bn, together with capex of Rs0.9 bn and purchase of Spencer trademark by CESC,
suggests that CESC’s funding for the retail business at Rs6.5 bn in FY2009 was higher than
the Rs4.5 bn funding done in FY2008.

Spencer Retail has closed 150 unviable small format stores and as on March 2009 had 256
stores in operation (21 hyper stores, 14 super stores and 221 dailies and express stores)
spanning 55 cities with a retail trading area of 1.1 mn sq ft. The management indicated
that the monthly losses have been declining over the past few months and it expects
Spencer to break even at the stores level by end-FY2010. The company expects annual
losses in FY2010 to be lower by Rs1 bn than FY2009.

Shareholding, March 2009

% of Over/(under)
Pattern Portfolio weight

Promoters 52.5    -        -               

FIIs 19.3    0.1         0.0                

MFs 12.5    0.4         0.3                

UTI -     -        (0.1)               

LIC 3.8      0.1         (0.0)               

Utilities

CESC.BO, Rs337
Rating

Sector coverage view

Target Price (Rs) 345     

52W High -Low (Rs) 456 - 165

Market Cap (Rs bn) 42.1

Financials
March y/e 2009 2010E 2011E

Sales (Rs bn) 30.3 32.3 34.1

Net Profit (Rs bn) 3.9      4.7      5.3      

EPS (Rs) 31.2    38.0    42.1    

EPS gth 12.7    22.5    11.1    

P/E (x) 10.8    8.9      8.0      

EV/EBITDA (x) 5.8      6.5      6.9      

Div yield (%) 1.4      1.6      1.8      

Attractive

ADD

Pricing performance

Perf-1m Perf-3m Perf-6m Perf-1y

29.9              75.4         40.4         (20.8)        
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Extant power business has limited near-term catalysts, commissioning of large
power projects will take a while. CESC’s extant power business earned a PAT of Rs3.9
bn and operating profit of Rs6.1 bn on revenues of Rs30 bn during FY2009. We expect
the power business to benefit from commissioning of the 250 MW power plant at Budge
Budge in September 2009, that will likely contribute to incremental earnings on expanded
regulated equity and also make available higher generation for export sale. We note CESC
retains 40% of profit on the merchant sale of power. However, barring the commissioning
of this project, other proposed power projects—Haldia I (600 MW) and merchant power
capacity in Jharkhand (1,000 MW)—are still at the development stage and will likely take
time before they start contributing to earnings. We would await clear signals of project
progress—financial closure and completion of land acquisition—to ascribe any value
enhancement from these projects.

Exhibit 1: Consolidated results for CESC, March year-ends (Rs mn)

2008 2009 % change
Power 27,746   30,310     9.2              

Retail 7,681     10,200     32.8            

Net Sales 35,428   40,510     14.3           

Employee costs (3,850)    (4,760)      

Cost of electrical energy purchased (3,783)    (4,120)      

Cost of fuel (8,658)    (9,450)      

Cost of goods sold for retail business (6,576)    (9,080)      

Other expenditure (8,584)    (10,560)    

Operating profit 3,977     2,540       (36.1)          

Depreciation (1,962)    (2,160)      

Other income 1,693     2,065       

Interest (1,480)    (1,570)      

Profit before tax 2,227     875          (60.7)          

Current tax (489)       (570)         

Deferred tax 620        1,130       

Profit after tax before minority interest 2,358     1,435       (39.1)          

Minority interest 47          10            

Net profit 2,405     1,445       (39.9)          

Extraordinary income (expense) 269        (675)         

Reported net profit 2,674     770          (71.2)          

Segment results
PBT 2,500     200          

Power 4,030     4,650       

Retail (1,500)    (2,890)      

Property -         -           

Adjustment on consolidation (30)         (1,560)      

Capital employed 74,740   82,490     

Power 68,530   77,450     

Retail 6,150     5,990       

Property 60          230          

Adjustment on consolidation -         (1,180)      

Source: Company data, Kotak Institutional Equities
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Exhibit 2: Spencer Retail's losses increased in 2009
Key assumptions of Spencer Retail, March fiscal year-ends, 2007-2011E (Rs mn)

2007 2008 2009E 2010E 2011E
Income statement
Revenues 5,154         8,061         10,556       10,760       11,718       
EBITDA (364)           (1,114)        (3,147)        (1,382)        (1,096)        
PBT (516)           (1,499)        (3,654)        (2,181)        (2,041)        
PAT (523)          (893)          (2,534)       (2,192)       (2,052)       
Extraordinary profit (loss) — — 760            — —

Balance sheet 
Net worth 837            2,429         4,355         2,163         111            
Borrowings 873            4,345         3,845         5,345         7,345         
Total liabilities 1,710         6,775         8,201         7,508         7,456         
Net fixed assets 1,239         4,023         3,814         3,508         3,183         
Investments 10              10              10              10              10              
Net working capital 461            2,121         2,626         2,241         2,513         
Deferred tax asset — 620            1,750         1,750         1,750         
Total assets 1,710         6,775         8,201         7,508         7,456         

Key assumptions
Total retail space (mn sq. ft) 0.6             1.2             1.1             1.2             1.3             
Gross margin (%) 15              14              11              11              13              
EBITDA margin (%) (7)               (14)             (30)             (13)             (9)               

Source: Company data, Kotak Institutional Equities estimates
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Exhibit 3: Standalone profit model, balance sheet, cash model of CESC, March fiscal year-ends, 2006-11E (Rs mn)

2006 2007 2008 2009E 2010E 2011E
Profit model (Rs mn)
Net sales 25,159 24,843 27,750 30,310 32,316 34,134
EBITDA 7,157         6,364            6,045            6,960            8,295            9,636            
Other income 736 927 1,285 1,515 1,539 1,597
Interest (3,013) (2,305) (1,885) (2,240) (2,354) (2,867)
Depreciation (2,539) (1,579) (1,685) (1,700) (2,041) (2,426)
Pretax profits 2,342 3,407 3,760 4,535 5,438 5,940
Tax (200) (400) (476) (550) (692) (682)
Net profits 2,142         3,007            3,285            3,985            4,747            5,257            
Extraordinary items (299) — 269 115 — —
Earnings per share (Rs) 27.3           36.2              27.8              31.9              38.0              42.1              

Balance sheet (Rs mn)
Total equity 16,549 20,939 31,701 36,556 41,698 47,171
Total borrowings 19,100 17,983 16,288 20,649 28,519 38,113
Currrent liabilities 13,113 16,350 19,559 23,201 23,908 24,492
Total liabilities and equity 48,761       55,271          67,548          80,406          94,125          109,776        
Cash 3,959 7,314 9,864 9,303 7,930 8,031
Current assets 9,113 8,110 9,752 9,796 10,088 10,354
Total fixed assets 35,275 37,340 42,148 52,537 67,344 82,636
Investments 314 2,414 5,697 8,691 8,691 8,691
Deferred Expenditure 100 93 86 79 72 65
Total assets 48,761       55,271          67,548          80,406          94,125          109,776        

Free cash flow (Rs mn)
Operating cash flow, excl. working capital 7,351 6,433 6,375 7,390 8,581 9,955
Working capital 563 4,240 1,567 3,598 415 319
Capital expenditure (3,077) (5,594) (8,353) (12,118) (16,849) (17,717)
Investments 1 (0) (408) (2,994) — —
Free cash flow 4,838         5,080            (819)              (4,124)           (7,853)           (7,443)           

Source: Kotak Institutional Equities estimates.

Exhibit 4: CESC Sum-of-the-parts valuation

Methodology

DCF to equity
172 306

Marketable securities & cash on books (Rs bn): 15.2             
Regulatory liability/unallocable debt (Rs bn) (4.9)              
Cash infusion required in retail (Rs bn) (5.5)              

4.8               

SOTP value 265 344

Source: Kotak Institutional Equities estimates

Cash and investible 
surplus on books

Market value

FY2010E Book 
value per 
share (Rs)

Per share 
value (Rs)

Key assumptions

Kolkata generation, 
transmission & 

distribution

The business enjoys very high predictability of cash flows, regular reinvestments 
and high profitability (>20% RoE) from operational efficiencies and incentives.

Disc. rate: 12%   Terminal 
year growth: 2% 

38
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Petronet LNG: Book profits on recent strong outperformance

Sanjeev Prasad : sanjeev.prasad@kotak.com, +91-22-6634-1229

Gundeep Singh : gundeep.singh@kotak.com, +91-22-6634-1286

Tarun Lakhotia : tarun.lakhotia@kotak.com, +91-22-6634-1188

• Strong outperformance leaves limited scope for upside; the stock has run up by
48% in the past month versus the BSE-30 Index’s increase of 27%

• Concerns over long-term sustainability of business model persist

• Downgraded stock to REDUCE; stock trading significantly above our 12-month
target price of Rs57

We have downgraded Petronet LNG (PLNG) to REDUCE from ADD, noting (1) the stock is
trading significantly above our 12-month target price of Rs57, (2) its strong
outperformance over the past few weeks and (3) our long-term concerns over the business
model. PLNG stock has rallied 48% in the past month versus the BSE-30 Index's 27% rise
over the same period (see Exhibit 1). We have long highlighted our concerns over the
company's business model in the long term but had maintained an ADD rating due to
reasonable valuations. However, the recent run up in the stock prices leaves little scope for
outperformance. We have revised FY2010E, FY2011E and FY2012E EPS to Rs7.3, Rs8.5
and Rs8.2 versus Rs7.7, Rs9 and Rs8.4, previously, to reflect (1) information in FY2009
annual report and (2) weaker rupee. We retain our 12-month DCF-based target price of
Rs57. Key upside risks stem from higher-than-expected re-gasification tariffs and
continued high liquidity in the Indian markets.

Recent run up leaves little scope for outperformance; valuations full. PLNG stock
has outperformed the Sensex by 21% in the past month, leaving little scope for
outperformance; the stock is trading significantly above our 12-month DCF-based target
price of Rs57. We had an ADD rating previously—despite concerns on the company’s
business model in the long term—based on the likelihood of strong performance in the
next 2-3 quarters. This, in turn, was based on the given global surplus of LNG, which we
assumed would sustain the strong performance seen in 4QFY09 into FY2010E. However,
we now see the risk-reward balance as unfavorable given the stock’s recent strong
outperformance.

Future of LNG imports could be in doldrums. We have long highlighted our concerns
about the sustainability of the business model of an import terminal in the long term in a
likely gas-surplus market. We expect a steep increase in domestic gas supply from
FY2010E led by start of gas supply from RIL’s KG D-6 block in FY2010; this would be
further boosted by the likely supply from gas discoveries announced by Reliance (in other
blocks), ONGC and GSPC (see Exhibit 2). The start of new LNG capacity of PLNG at Dahej
and Kochi will coincide with steep increase in supply of domestic gas. We expect the price
of domestic gas to be significantly lower versus that of imported LNG in the medium-to-
long term; this will likely create issues about acceptance of high-priced LNG in the
domestic market.

Update on projects—Dahej expansion completed; future of Kochi uncertain.
PLNG’s ongoing capacity expansion at Dahej was completed in June 2009. We see greater
risks to the timely completion of PLNG’s Kochi project. We expect Kochi project to be
completed by FY2013E at a cost of Rs35 bn. The management has awarded the contract
for storage tanks at Kochi to IHI and expects to award contracts for re-gasification and
marine facilities in two months. PLNG has already entered into an agreement with Exxon
Mobil for supply of 1.4 mn tons of imported LNG from the proposed Gorgon LNG project
for the Kochi terminal.

Shareholding, March 2009

% of Over/(under)
Pattern Portfolio weight

Promoters 50.0    -        -               

FIIs 9.4      0.1         (0.0)               

MFs 1.5      0.1         (0.1)               

UTI -     -        (0.1)               

LIC -     -        (0.1)               

Energy

PLNG.BO, Rs78
Rating

Sector coverage view

Target Price (Rs) 57       

52W High -Low (Rs) 82 - 29

Market Cap (Rs bn) 58.8

Financials
March y/e 2009 2010E 2011E

Sales (Rs bn) 84.3 113.5 157.3

Net Profit (Rs bn) 5.2      5.5      6.4      

EPS (Rs) 6.9      7.3      8.5      

EPS gth 9.5      6.1      17.3    

P/E (x) 11.3    10.7    9.2      

EV/EBITDA (x) 8.0      6.9      6.1      

Div yield (%) 2.2      2.6      2.9      

REDUCE

Neutral

Pricing performance

Perf-1m Perf-3m Perf-6m Perf-1y

48.2              144.2       141.6       27.3         
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Earnings revisions and key assumptions

We have revised FY2010E, FY2011E and FY2012E EPS to Rs7.3, Rs8.5 and Rs8.2 versus
Rs7.7, Rs9 and Rs8.4, previously, to reflect (1) information in FY2009 annual report and
(2) a weaker rupee. We discuss the changes to our earnings model and key assumptions
below (see Exhibit 3).

Volumes. We model contract LNG volume at 7.3 mn tons, 9.7 mn tons and 9.7 mn tons
in FY2010E, FY2011E and FY2012E. In addition, we model 1.5 mn tons of spot volumes
each year in FY2010-12E.

Re-gasification tariffs. We assume a re-gasification tariff of US$0.65/mn BTU for
FY2010E, which includes the impact of availability of low-priced LNG over the next 2-3
quarters. We assume PLNG’s re-gasification tariff to decline by 5% in FY2011E and remain
flat thereafter until FY2019E, the terminal year of our DCF model (see Exhibit 4).

Exchange rate. We have revised our rupee-dollar exchange rates for FY2010E, FY2011E
and FY2012E to Rs48/US$, Rs47.8/US$ and Rs47.5/US$ from Rs50.8/US$, Rs50.5/US$ and
Rs49/US$. We have revised our long-term (FY2013E onwards) to Rs47/US$ from Rs48/US$
previously.

Petronet LNG stock has outperformed the broad market over the last one month
Relative performance of Petronet LNG and BSE-30 Index (%)

Source: Bloomberg, Kotak Institutional Equities
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We project a steep ramp-up in domestic supply from FY2010E
Supply of natural gas in India, March fiscal year-ends, 2001-2012E (mcm/d)

Source: Kotak Institutional Equities estimates
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Petronet LNG - Kochi
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We model Petronet's volumes scaling up to 11 mtpa by FY2011
Key volume/price assumptions for Petronet LNG

2005 2006 2007 2008 2009E 2010E 2011E 2012E 
Volume assumptions 
Sales volume (mn tons) 2.5 4.8 5.6 6.3 6.3 8.8 11.2 11.2
Price assumptions
LNG purchase price (FOB) (US$/mn BTU) 2.5           2.5           3.3           3.7           4.2           4.1           4.6           4.9           
Landed cost (incl. import tariff) (US$/mn BTU) 2.9           2.9           3.8           4.2           4.7           4.6           5.16         5.52         
Re-gasification charges (US$/mn BTU) 0.53         0.57         0.58         0.68         0.68         0.65         0.62         0.62         
Escalation in re-gasification charges (%) 5.0           5.0           5.0           5.0           — (5.0)         (5.0)         —
Sales price (US$/mn BTU) 3.5           3.5           4.4           4.9           5.4           5.3           5.8           6.1           
Other assumptions
Rupee/US dollar exchange rate 45.0         44.3         45.3         40.1         45.8         48.0         47.8         47.5         

Source: Kotak Institutional Equities estimates
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Our target price based on 20% discount to DCF-based fair value for PLL is Rs60
Calculation of equity value of PLL using discounted cash flow analysis (Rs mn)

2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 
EBITDA 10,932 12,846 12,602 12,732 18,081 17,949 17,807 17,656 17,495 17,323
Adjusted tax expense (2,288) (2,682) (2,892) (1,455) (2,278) (3,268) (3,940) (4,392) (4,691) (4,866)
Change in working capital 839 (1,634) (386) (586) (2,868) (172) (205) (246) (297) (360)
Operating cash flow 9,482 8,530 9,324 10,691 12,935 14,508 13,662 13,018 12,507 12,097
Capital expenditure (9,803) (9,000) (9,000) (8,727) (1,000) (1,000) (1,000) (1,000) (1,000) (2,500)
Free cash flow (321) (470) 324 1,964 11,935 13,508 12,662 12,018 11,507 9,597
Discounted cash flow-now (292) (380) 233 1,254 6,775 6,815 5,677 4,789 4,076 3,022
Discounted cash flow-1 year forward (427) 262 1,411 7,621 7,667 6,388 5,388 4,586 3,400
Discounted cash flow-2 year forward 295 1,588 8,574 8,626 7,187 6,064 5,159 3,825

Now + 1-year + 2-years
Discount rate (%) 12.5% 12.5% 12.5%
Total PV of free cash flow 31,970 39,319 47,739
Terminal value assumption
Growth in perpetuity 0.0% 0.0% 0.0% Sensitivity of 12-month fair value to WACC and perpetual growth
FCF in 2020E 9,597 9,597 9,597 Perpetual growth (%)
Exit FCF multiple (X) 8.0           8.0           8.0           57.4         -1.0% -0.5% 0.0% 0.5% 1.0%
Exit EV/EBITDA multiple (X) 4.4           4.4           4.4           11.0% 65.3 67.3 69.5 71.9 74.6
Terminal value 76,780     76,780     76,780     11.5% 61.4 63.2 65.1 67.3 69.6
PV of terminal value 30,598     30,598     30,598     12.0% 57.7 59.3 61.1 63.0 65.1
Total company value 62,568     69,917     78,337     12.5% 54.3 55.8 57.4 59.1 61.0

13.0% 51.2 52.5 53.9 55.5 57.2
Net debt 13,196 16,116 19,725
Equity value 49,372     53,801     58,612     
Shares outstanding (mn) 750          750          750          
Estimated share price using DCF 65.8         71.7         78.1         
Discount to fair value (%) 20            20            20            
Target price 52.7         57.4         62.5         

Fiscal Year end (March 31, XXXX) March-10 March-11 March-12 March-13 March-14 March-15 March-16 March-17 March-18 March-19 March-20
Today 10-Jun-09 10-Jun-09 10-Jun-09 10-Jun-09 10-Jun-09 10-Jun-09 10-Jun-09 10-Jun-09 10-Jun-09 10-Jun-09 10-Jun-09
Days left 294          659          1,025       1,390       1,755       2,120       2,486       2,851       3,216       3,581       3,947       
Years left 0.81 1.81 2.81 3.81 4.81 5.81 6.81 7.81 8.81 9.81 10.81
Discount factor at WACC 0.91         0.81         0.72         0.64         0.57         0.50         0.45         0.40         0.35         0.31         0.28         

Source: Kotak Institutional Equities estimates
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Petronet LNG: Profit model, balance sheet, cash model  March fiscal year-ends, 2005-2012E (Rs mn)

2005 2006 2007 2008 2009E 2010E 2011E 2012E
Profit model (Rs mn)
Net sales 19,453 38,197 55,090 65,553 84,287 113,487 157,291 166,082
EBITDA 1,505 4,707 6,481 8,661 9,013 10,932 12,846 12,602
Other income 133 194 366 536 765 826 620 466
Interest (1,094) (1,116) (1,070) (1,024) (1,012) (1,498) (1,637) (1,576)
Depreciation (968) (1,010) (1,020) (1,022) (1,025) (1,942) (2,118) (2,199)
Extraordinary items — 175 — — — — — —
Pretax profits (424) 2,950 4,756 7,152 7,740 8,317 9,711 9,293
Tax — (256) (6) (2,185) (2,526) (1,939) (2,295) (2,472)
Deferred taxation 140 (745) (1,617) (220) (30) (888) (1,005) (686)
Net profits (284) 1,949 3,133 4,747 5,184 5,490 6,410 6,135
Earnings per share (Rs) (0.4) 2.4 4.2 6.3 6.9 7.3 8.5 8.2

Balance sheet (Rs mn)
Total equity 8,770 10,719 12,755 16,185 19,834 23,569 28,005 32,385
Deferred taxation liability (140) 605 2,472 2,692 2,722 3,610 4,615 5,302
Total borrowings 12,599 12,599 13,832 15,776 22,817 23,317 26,317 28,317
Currrent liabilities 3,585 1,725 5,877 8,588 8,922 10,921 14,093 14,781
Total liabilities and equity 24,814 25,648 34,936 43,242 54,295 61,418 73,031 80,785
Cash 2,980 2,506 3,405 3,586 6,578 4,159 3,550 2,614
Current assets 2,753 2,946 7,478 7,890 11,519 12,679 17,484 18,559
Total fixed assets 18,903 18,627 21,273 26,293 33,156 41,537 48,954 56,569
Investments 179 1,569 2,780 5,473 3,043 3,043 3,043 3,043
Total assets 24,814 25,648 34,936 43,242 54,295 61,418 73,031 80,785

Free cash flow (Rs mn)
Operating cash flow, excl. working capital 437 3,524 4,927 6,982 5,378 6,974 8,379 7,740
Working capital 628 (2,057) (710) 1,589 (3,384) 839 (1,634) (386)
Capital expenditure (18,969) (335) (36) (263) (27) (9,803) (9,000) (9,000)
Investments (179) (1,390) (1,211) (2,780) 2,462 — — —
Free cash flow (18,083) (258) 2,970 5,528 4,429 (1,990) (2,254) (1,647)
Other income 128 184 326 (414) 695 826 620 466

Ratios (%)
Debt/equity 146 111 91 84 101 86 81 75
Net debt/equity 111 89 68 65 72 70 70 68
RoAE (3.2) 19.5 23.6 27.8 25.0 22.1 21.4 17.5
RoACE 2.1             11.9           14.5           17.0           14.7           13.5           13.7           11.5           
Adjusted CROCI 8.9             21.3           21.3           19.1           15.8           17.8           16.7           13.6           

Key assumptions
Sales volume (mn tons) 2.5 4.8 5.6 6.3 6.3 8.8 11.2 11.2
LNG purchase price (FOB) (US$/mn BTU) 2.5 2.5 3.3 3.7 4.2 4.1 4.6 4.9
Re-gasification charges (US$/mn BTU) 0.53 0.57 0.58 0.68 0.68 0.65 0.62 0.62
Sales price (US$/mn BTU) 3.5 3.5 4.4 4.9 5.4 5.3 5.8 6.1
Rupee/US dollar exchange rate 45.0 44.3 45.3 40.1 45.8 48.0 47.8 47.5

Source: Kotak Institutional Equities estimates
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HDFC: Announces warrant issuance; stock may react favorably

Manish Karwa : manish.karwa@kotak.com, +91-22-6634-1350

Nischint Chawathe : nischint.chawathe@kotak.com, +91-22-6634-1545

• HDFC has announced an NCD issue of Rs40 bn with detachable warrants

• Terms of the issuance yet to be finalized

• We retain our REDUCE rating and price target of Rs2,025

HDFC’s management has announced an NCDs issue of Rs40 bn along with detachable
warrants which can be converted into equity. The maximum dilution on account of the
warrants will be 3.5% of the expanded equity base i.e. about 11 mn shares. We see this
having a positive impact on the stock—it is early to  comment on the impact of the
announcement on HDFC’s financials as the terms of the issuance are not yet finalized. The
equity infusion will likely fund HDFC’s proposed investment in HDFC Bank as well as future
growth in the mortgage business.

Investments to fund growth in business and investment in the bank. In our view,
HDFC needed to raise equity to fund its investment in HDFC Bank (Rs36 bn by December
2009). The NCD+detachable warrant structure will enable HDFC to raise near-term debt
which can be replaced/ converted into equity at a later stage (without diluting the near-
term earnings).

BVPS under various scenarios. Exhibit 1 provides three scenarios on the likely impact on
HDFC’s reported book value in FY2012E if the warrant conversion price is at 30%, 45%
and 60% premium to the current market price. In this example, we have assumed
warrants will be converted on March year-end 2012 i.e. a total tenure of about 2.5 years.
As highlighted in Scenario III, at a 60% premium, HDFC would raise equity capital of Rs40
bn on the conversion of 11 mn shares i.e. 3.5% of the expanded equity base. Similarly, as
highlighted in Scenario II, HDFC could raise Rs30 bn at 30% premium. The coupon rate on
the bond will be linked to the conversion premium—either of the factors will be market-
determined. Thus, the coupon rate will likely be lower in case of higher conversion
premium.

Shareholding, March 2009

% of Over/(under)
Pattern Portfolio weight

Promoters -     -        -               

FIIs 59.8    5.9         4.4                

MFs 3.7      1.7         0.2                

UTI -     -        (1.5)               

LIC 2.8      0.9         (0.6)               

Banking

HDFC.BO, Rs2359
Rating

Sector coverage view

Target Price (Rs) 2,025  

52W High -Low (Rs) 2847 - 1116

Market Cap (Rs bn) 671.0

Financials
March y/e 2009 2010E 2011E

Sales (Rs bn) 35.9 41.0 46.5

Net Profit (Rs bn) 22.8    26.0    29.5    

EPS (Rs) 80.2    91.5    103.6  

EPS gth (6.5)     14.0    13.3    

P/E (x) 29.4    25.8    22.8    

P/B (x) 5.1      4.6      4.1      

Div yield (%) 1.3      1.4      1.5      

REDUCE

Attractive

Pricing performance

Perf-1m Perf-3m Perf-6m Perf-1y

35.9              87.9         45.8         12.1         

HDFC's BVPS will likely rise by 13-17% under various scenarios
Impact on HDFC's BVPS under various scenarios 

Scenario I Scenario II Scenario III
Current market price (CMP- Rs) 2,359         2,359           2,359           
Conversion price (Rs) 3,067         3,421           3,774           
Premium to CMP (%) 30% 45% 60%
Shares issued on conversion (# mn) 10.52 10.52 10.52
Amt raised (Rs bn) 32.3 36.0 39.7
Current 2012E BVPS (Rs) 651.5 651.5 651
Revised 2012E BVPS (Rs) 737.6 750.2 763
Increase in BVPS (%) 13% 15% 17%

Note. 
We have assumed warrant conversion on financial year-end, 2012E

Source: Kotak Institutional Equities
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Auto tracker: May 2009

Jairam Nathan : jairam.nathan@kotak.com, 66341327

Amit Agarwal : agarwal.amit@kotak.com, +91-22-6749-3390

• 2W and 3W: 2-wheelers remain bright spot with sales up 12% yoy with Hero
Honda taking most of the spoils

• Cars and UVs: Passenger car growth of 4.7% yoy driven by Maruti and not broad-
based

• CVs and tractors: CV growth remains lackluster as M&HCV volumes decline 38%
yoy

• Stocks: Tepid overall passenger car industry growth could limit pricing gains and
margin expansion for Maruti

Strong demand and a slew of new products resulted in a 12.4% yoy increase in 2W
volumes. Mopeds outpaced 2-wheeler industry growth while scooters underperformed for
the second month. Hero Honda continues to be the market leader as sales grow 22% yoy
while Bajaj is showing continued sequential improvement in volumes on the back of new
products. Hero Honda's market share grew 400 bps yoy. Industry 3W sales declined 4%
yoy, primarily on weak demand for goods carriers and in export markets. Bajaj continued
to consolidate its position with a 600 bps improvement in domestic 3W market share in
May.

2W and 3W: 2-wheelers remain bright spot with sales up 12% yoy with Hero
Honda taking most of the spoils

Strong demand and a slew of new products resulted in a 12.4% yoy increase in 2W
volumes. Mopeds outpaced 2-wheeler industry growth while scooters underperformed for
the second month. Hero Honda continues to be the market leader as sales grow 22% yoy
while Bajaj is showing continued sequential improvement in volumes on the back of new
products. Hero Honda’s market share grew 400 bps yoy. Industry 3W sales declined 4%
yoy, primarily on weak demand for goods carriers and in export markets.  Bajaj continued
to consolidate its position with a 600 bps improvement in domestic 3W market share in
May.

Cars and UVs: Passenger car growth of 4.7% yoy driven by Maruti and not broad-
based; UV sales impacted by strike at Mahindra’s Nasik plant

Car industry car sales grew 4.7% yoy led mainly by strong growth in the compact car
segment. Demand from rural areas, increase in disposable income (led by Pay Commission
pay-outs) and discounts led to a large spurt in compact cars with Maruti being the biggest
beneficiary. Maruti’s market share grew 330 bps to 56.6% versus 53.3% a year ago. The
compact segment grew 11% domestically and 20% including exports. Domestic mid-size
car volumes declined 6.7% yoy while luxury/executive segment volumes declined 7.6% in
May. Industry UV sales declined 29% yoy in May. Mahindra & Mahindra saw a 14%
decline as the strike at its Nasik plant resulted in lower dealer disbursements.

CVs and tractors: CV growth remains lackluster as M&HCV volumes decline 38%
yoy

Industry CV sales declined 15% yoy in May. LCVs outperformed with a 12% yoy growth
while M&HCVs declined 38% yoy. We expect M&HCV demand to remain weak in 1HFY10
as industrial activity and trade remains weak. Alternately, LCV volumes grew at the
expense of 3Ws. The brunt of the slowdown in the CV segment was borne by Ashok
Leyland as M&HCV volumes declined 71% yoy in May, resulting in a 8.8% point decline in
market share. Tata Motors’ market share improved 3.4% points at Ashok Leyland’s
expense.

Automobiles

Sector coverage view

Price, Rs

Company Rating 9-Jun Target
Hero Honda  REDUCE 1,493  1,000  

Bajaj Auto  SELL 1,044  780     

Tata Motors  SELL 368     235     

Maruti Suzuki  SELL 1,090  780     

Mah & Mah  ADD 743     670     

Cautious
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Stocks: Tepid overall passenger car industry growth could limit pricing gains and
margin expansion for Maruti

Passenger car sales outside of Maruti were lackluster with Hyundai’s domestic sales
declining 4%, Tata Motors and GM showing flat results. Maruti in passenger cars and
Hero Honda in motorcycles continued to see strong sales growth as they are better
positioned to capture demand growth within different cross-sections of the economy.  This
could continue and drive upside to our volume estimates for these companies in FY2010E.
However, at current prices, any earnings upside and more seems to be in the stock.
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Ratings and other definitions/identifiers

Rating system
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 Sensexby more than 10% over the next 12 months.

Our target price are also on 12-month horizon basis.

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 (A), Neutral (N), Cautious (C).

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.

to the specific recommendations or views expressed in this report: Aman Batra, Sanjeev Prasad, Manish Karwa, Jairam Nathan."

"Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is 
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject 
companies and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related 

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

Source: Kotak Institutional Equities As of March 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 31/03/2009 Kotak Institutional Equities Investment 
Research had investment ratings on 146 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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Copyright 2009 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.

Kotak Securities Ltd.
Bakhtawar, 1st floor, 229 Nariman Point, Mumbai 400 021, India. Tel: +91-22-6634-1100 Fax: +91-22-2288-6453

Corporate Office Overseas Offices
Kotak Securities Ltd. Kotak Mahindra (UK) Ltd. Kotak Mahindra Inc.

Bakhtawar, 1st Floor 6th Floor, Portsoken House 50 Main Street, Suite No.310
229, Nariman Point 155-157 The Minories Westchester Financial Centre
Mumbai 400 021, India London EC 3N 1 LS White Plains, New York 10606
Tel: +91-22-6634-1100 Tel: +44-20-7977-6900 / 6940 Tel: +1-914-997-6120
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