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Change to the CNE-VED deal—(1) deal in two tranches and (2) removal of non-compete fee 

The terms of the long-due CNE-VED have been revised— (1) the parties have agreed to the 
removal of the non-compete fee of `50/share to be paid by VED for acquiring a 40% stake in 
Cairn India. (2) VED has agreed to buy 10% stake in Cairn India before July 11, 2011 and 
subsequent 30% stake in Cairn India once they receive necessary approval from the government. 
We note that VED/Sesa Goa and CNE will hold 28.5% and 52.2% stakes in Cairn India after sale 
of first tranche of 10%. 

Media speculates on acceptance of pre-condition of royalty being made cost-recoverable 

As per media reports, the removal of non-compete fee reflects the acceptance of the 
government’s precondition of making royalty a cost-recoverable item. However, we would await a 
confirmation on the same before reviewing our earnings estimates and fair valuation of the 
company. We note that we do not assume royalty to be a cost-recoverable item and our fair value 
for Cairn India would decline by `59/share if royalty is made cost recoverable.   

CCEA to meet on June 30, 2011 to consider the deal  

We note that the Cabinet Committee on Economic Affairs (CCEA) is scheduled to meet on June 
30, 2011 to consider the CNE-VED deal. The Group of Ministers (GoM) constituted for the 
proposed CNE-VED deal had firmed its view on the deal in its meeting on May 29, 2011 and had 
referred the matter back to CCEA to take the final decision. 

Retain REDUCE with a target price of `340 

We retain our REDUCE rating on Cairn with a 12-month DCF-based target price of `340 noting (1) 
modest 11% upside from current levels and (2) potential downside of `59/share from the 
unfavorable development on the royalty issue. We note that the stock price is discounting 
US$86/bbl in perpetuity without considering the downside impact of royalty being treated as a 
cost-recoverable item.    

  

Cairn India (CAIR) 

Energy 

Another twist. In a further development to the pending deal between Cairn Energy 
(CNE) and Vedanta Resources (VED), the parties have agreed to remove the non-
compete fee of `50/share for sale of 40% stake of Cairn India. We would not speculate 
if this development reflects that the parties have agreed to the government’s condition 
of treating royalty as a cost recoverable item and would await a formal communication 
on the same. We retain our REDUCE rating on the stock given the potential downside 
of `59/share for minority shareholders if royalty is made cost recoverable.   

 

Cairn India
Stock data Forecasts/Valuations 2011 2012E 2013E

52-week range (Rs) (high,low) EPS (Rs) 33.3 61.8 63.1
Market Cap. (Rs bn) 584.1 EPS growth (%) 501.1 85.6 2.0

Shareholding pattern (%) P/E (X) 9.2 5.0 4.9
Promoters 62.2 Sales  (Rs bn) 110.4 197.3 231.9
FIIs 11.7 Net profits (Rs bn) 63.3 117.6 119.9
MFs 1.6 EBITDA (Rs bn) 85.4 152.6 158.9

Price performance (%) 1M 3M 12M EV/EBITDA (X) 6.6 3.5 2.9
Absolute (11.4) (13.2) (1.5) ROE (%) 16.9 25.9 22.7
Rel. to BSE-30 (12.5) (11.0) (5.4) Div. Yield (%) 0.0 1.6 6.5

Company data and valuation summary
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Crude price discounted at various levels of stock price of Cairn 
 

Stock price Crude price discounted
(Rs/share) (US$/bbl)

460                         118                       
445                         115                       
430                         112                       
415                         109                       
400                         105                       
385                         102                       
370                         99                         
355                         95                         
340                         92                         
325                         89                         
310                         86                         

Note:
(1) Crude price discounted from FY2012E in perpetuity.
(2) Exchange rate assumption (FY2013E onwards) is Rs44/US$.
(3) Inflation assumption of 2% in crude prices from FY2015E onwards.  

Source: Kotak Institutional Equities estimates 

 

We value Cairn India stock at `340 
EV and equity value of Cairn (US$ mn) 

Now + 1-year + 2-years
RJ-ON-90/1 12,996                  13,197                    11,921                    
CB-OS-2 63                         38                           18                           
Ravva 187                       159                         133                         
Upside potential (KG-DWN-98/2) 100                       112                         125                         
Total 13,346                 13,506                    12,197                    
Net debt (397)                      (1,096)                     (2,723)                     
Equity value 13,743                 14,602                    14,920                    
Equity shares (mn) 1,902                    1,902                      1,902                      
Equity value per share (Rs/share) 329                      338                        345                         

Source: Kotak Institutional Equities estimates 
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Profit model, balance sheet, cash model of Cairn, calendar year-ends, 2006-07, March fiscal year-ends, 2009-14E (` mn) 
 

2006 2007 2009 (a) 2010 2011E 2012E 2013E 2014E
Profit model (Rs mn)
Net sales 18,254 16,561 25,156 22,627 110,446 197,344 231,906 221,909
EBITDA 7,521 6,817 9,098 9,874 84,117 148,507 153,134 107,640
Other income 1,100 1,324 5,510 4,077 1,288 4,094 5,748 7,290
Interest (201) (27) (64) (148) (2,909) (1,478) (558) —
Depreciation (497) (4,589) (4,382) (3,570) (13,596) (20,243) (24,477) (25,923)
Pretax profits 7,923 3,524 10,162 10,232 68,900 130,880 133,847 89,008
Extraordinary items — (2,120) (283) (69) — — — —
Tax (2,254) (740) (1,221) (739) (4,397) (10,366) (12,892) (8,980)
Deferred taxation (22) (764) (623) 1,087 (1,159) (2,952) (1,016) 7
Net profits 5,648 (100) 8,035 10,511 63,344 117,563 119,939 80,035
Earnings per share (Rs) 3.2          (0.1)         4.3          5.5          33.3        61.8        63.1        42.1        

Balance sheet (Rs mn)
Total equity 292,804 294,358 328,023 338,683 402,932 489,800 548,418 550,524
Deferred tax liability 4,258 4,916 5,540 4,453 5,612 8,564 9,580 9,572
Total borrowings 5,122 3,124 43,564 34,007 26,782 13,282 — —
Currrent liabilities 39,716 8,372 16,132 14,806 29,266 4,671 8,308 13,575
Total liabilities and equity 341,900 310,771 393,259 391,949 464,592 516,316 566,305 573,672
Cash 61,348 1,504 18,968 6,269 44,847 61,504 119,833 150,461
Current assets 6,470 19,029 53,712 17,465 34,761 40,986 45,247 44,014
Total fixed assets 17,609 25,157 62,660 92,904 99,054 118,724 95,646 70,330
Net producing properties 2,354 4,390 3,014 4,995 20,850 30,024 40,500 43,787
Investments 4 7,129 1,713 17,124 10,945 10,945 10,945 10,945
Goodwill 254,115 253,193 253,193 253,193 253,193 253,193 253,193 253,193
Deferred expenditure — 370 — — 943 943 943 943
Total assets 341,900 310,771 393,259 391,949 464,592 516,317 566,306 573,672

Free cash flow (Rs mn)
Operating cash flow, excl. working capital 4,505 6,387 8,213 6,501 63,806 115,152 121,061 85,595
Working capital changes 34,256 (908) 1,213 (7,082) (5,032) (30,820) (624) 6,500
Capital expenditure (5,619) (11,739) (31,613) (33,662) (32,558) (47,217) (10,364) (2,444)
Investments/Goodwill (252,717) (53,863) (25,062) 25,194 6,180 — — —
Other income 1,100 1,298 1,518 2,360 1,288 4,094 5,748 7,290
Free cash flow (218,474) (58,824) (45,730) (6,689) 33,684 41,209 115,821 96,941

Key assumptions
Gross production ('000 boe/d) 91.0         75.4         68.1         64.3         150.6       204.6       262.3       262.3       
Net production ('000 boe/d) 25.1         19.4         17.8         21.0         87.9         124.5       167.3       169.4       
Dated Brent (US$/bbl) 65.3         70.3         87.4         67.0         86.7         105.0       95.0         90.0         
Discount of Rajasthan crude to Dated Brent (US$/bbl) — — — 5.0           10.0         8.0           8.0           8.0           

Note: 
(a) 15 months period starting from January 1, 2008 to March 31, 2009.  

Source: Kotak Institutional Equities estimates 
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"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." 
 
 
 
Kotak Institutional Equities Research coverage universe
Distribution of ratings/investment banking relationships

Source: Kotak Institutional Equities As of March 31, 2011

* 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 
31/03/2011 Kotak Institutional Equities Investment Research had 
investment ratings on 164 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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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. 

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, 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. 
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1. Note that the research analysts contributing to this report may not be registered/qualified as research analysts with FINRA; and 

2. Such research analysts may not be associated persons of Kotak Mahindra Inc and therefore, may not be subject to NASD Rule 2711 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 

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. 

 


