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EQUITY MARKETS

Change, %

India 4-Nov 1-day 1-mo 3-mo

Sensex 10,631  2.8     (15.1)  (27.1)   

Nifty 3,142    3.2     (17.7)  (28.5)   

Global/Regional indices

Dow Jones 9,625    3.3     (6.8)    (14.7)   

FTSE 4,640    4.4     (6.8)    (12.8)   

Nikkie 9,372    2.8     (14.3)  (27.4)   

Hang Seng 15,010  4.3     (15.1)  (31.6)   

KOSPI 1,195    3.6     (15.8)  (22.2)   

Value traded - India

Moving avg, Rs bn

4-Nov 1-mo 3-mo

Cash (NSE+BSE) 157.8    146.1 161.3   

Derivatives (NSE) 337.6    449.8 434      

Deri. open interest 498.1    675 621      

News Roundup

Corporate

Kingfisher Airlines has defaulted on payment of lease rentals to GE
Commercial Aviation Services (GECAS) for four A320s, according to a
complaint filed by the US company with India’s aviation regulator. Upset at the
default, GECAS, one of the world’s top aircraft lessors, has asked the Directorate
General for Civil Aviation (DGCA) for permission to repossess the aircraft and
has demanded that the aircraft be de-registered from the airline. (ET)

The US subsidiary of Sun Pharmaceuticals, Caraco Pharmaceutical
Laboratories, has received a warning letter from the Food and Drug
Administration (FDA). The US drug regulator has pointed to “technical
inadequacies” during an inspection at Caraco’s Detroit facility in May 2008. As a
result, Caraco will not receive further marketing approvals until the FDA is
satisfied with compliance. (BS, see our analysis inside)

US mobile phone maker Motorola Inc. has said its India operations will face job
cuts as part of a plan to shed 3,000 jobs, or about 5% of its global workforce.
The company did not specify the number of employees to be given pink slip in
the country. (Mint)

The country’s biggest maker of wind-turbine generators, Suzlon Energy Ltd,
said it’s in talks with Martifer SGPS SA to set a new payment schedule for
buying its 22.4% stake in REpower Systems AG. According to the original
schedule, company had to complete the purchase of Martifer’s stake in
REpower for 270 million (Rs1,655 crore) by 15 December. (Mint)

Technology solutions company NDS Group Plc. said on Tuesday it will invest
$150 million (Rs729 crore) in India to fund expansion in the backdrop of the
growing digitization of pay TV in the country. It has already invested at least
$120 million in India operations. (Mint)

Tata Motors-owned Jaguar Land Rover has announced plans to axe 400 more
jobs in view of the current global economic downturn. The 400 redundancies are
on top of the 198 job losses JLR recently announced as part of its “annual
efficiency drive”. (ET)

Economic and political

State-owned commercial banks, which account for around 96 per cent of the
domestic credit market, have agreed to cut benchmark prime lending rates (PLR)
0.75 percentage points to stoke growth. Private sector banks (also appear) set to
join the rate cut bandwagon. (BS)

At least 30% Indian gems and jewellery players, with headquarters either in
Mumbai and Gujarat, have been forced to close down their US offices as
demand has come to a standstill. There are close to 700 offices of Indian outfits
in the US and more than 200 offices have been closed down, most of them in
the last four months. (ET)

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

Change, basis points

4-Nov 1-day 1-mo 3-mo

Rs/US$ 47.7       0 (12)      549      

6mo fwd prem, % 0.7         (25)      71       24        

10yr govt bond, % 7.6         7         (69)      (163)     

Commodity market
Change, %

4-Nov 1-day 1-mo 3-mo

Gold (US$/OZ) 758.3     (0.7) (9.2) (13.3)

Silver (US$/OZ) 10.2       (0.5) (8.7) (38.2)

Crude (US$/BBL) 64.7       (1.3) (26.8) (44.6)

Net investment (US$mn)

3-Nov MTD CYTD

FIIs 189        -     (12,758)

MFs (16)         -     3,591   

Top movers -3mo basis

Change, %

Best performers 4-Nov 1-day 1-mo 3-mo

Union Bank Of India 149        9.6      2.2      (0.5)      

Hindustan Unilever L 247        4.2      (3.7)     3.0       

Bank Of Baroda 286        15.4    (3.4)     (4.3)      

Hdfc Bank Limited 1,113     3.9      (12.8)   (6.1)      

Financial Techn (Ind -         -     -     -       

Worst performers

Housing Developme 145        4.3      (11.0)   (63.2)    

Suzlon Energy Limit 55          21.0    (62.4)   (77.0)    

Bajaj Finserv Ltd 122        1.9      (65.0)   (73.9)    

Unitech Limited 56          14.9    (49.9)   (69.1)    

Tata Steel Limited 240        6.3      (39.0)   (64.5)    
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A few good picks

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

Augustya Somani : augustya.somani@kotak.com, +91-22-6634-1328

• Attractive investment opportunities after severe price correction

• 15 picks from our coverage list of 71 mid-cap. stocks

• Key selection criteria—low valuations and high RoE with reasonable leverage

• Most of the risks priced in; macro-environment improving broadly

We believe the recent severe correction in prices of most mid-cap. stocks provides
attractive entry opportunities in some of them. We select 15 mid-cap. stocks from our
coverage list of 71 mid-cap. stocks (<US$1.5 bn market capitalization) based on their
solid business models, attractive valuations, high returns and limited risks to near-term
earnings.

Attractive investment opportunities after severe price correction

We see attractive investment opportunities in several solid mid-cap. stocks following
the severe correction in prices of most mid-cap. stocks over the past few months. The
CNXMIDCAP Index has fallen 63% CYTD and now trades at 6.8X F2010E EPS, the
lowest in the past three years.

15 picks from our coverage list of 71 mid-cap. stocks

We present 15 stocks based on a combination of (1) solid business models, (2) strong
management, (3) robust balance sheets, (4) high earnings growth with low downside
risks to earnings and (5) attractive valuations. We restrict our selection to stocks under
our coverage with market cap. below US$1.5 bn.

Key selection criteria—low valuations and high RoE with reasonable leverage

We identify opportunities based on three parameters—(1) low P/E multiple, (2)
FY2010E P/B less than one and (3) RoE greater than 20% with reasonable leverage.
We believe these companies are currently trading near trough valuations. We key
catalysts as (1) delivery of strong earnings growth and (2) return of stability in broader
financial markets.

Most of the risks priced in; macro-environment improving broadly

We believe most of the risks pertaining to (1) increasing interest cost, (2) demand
slowdown, and (3) commodity price increase already reflect in the current stock prices.
Improving macro-economic variables such as (1) improving liquidity due to active steps
of India’s central bank, (2) declining inflation, (3) stable-to-softening interest rates and
(4) falling commodity prices will support earnings growth and address near-term
funding issues (if any).

Strategy

Sector coverage view N/A
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Sun Pharmaceuticals : Caraco receives FDA warning letter, market may
have over reacted

Prashant Vaishampayan : prashant.vaishampayan@kotak.com, +91-22-6634-1127

Priti Arora : priti.arora@kotak.com, +91-22-6749-3596

• Caraco receives warning letter; some of the observations are repeated from
observations in the June 2008 warning letter

• Caraco continues to receive approvals (8 ANDAs approved YTD) and Sun received
one last night

• No impact on revenues and production expected. Caraco expects to reply within the
next two weeks

• Maintain BUY rating with an SOTP-based target price of Rs1,870

• Use weakness in stock to BUY

On October 31, 2008, Caraco received a warning letter from the FDA. The company
was also issued a notice on Form 483 in June 2008. The observations set forth in this
warning letter include, among other things, the inadequate and untimely investigation
by the quality control unit of certain incidents at the facility contrary to the company’s
standard operating procedures. The FDA considered some of its observations to be
repeat observations. According to the company, the problem relates to a previous
incident of mixing up of APIs at the material dispensing stage. This was noted during
the production process and the material was never converted into finished products.
During the recent inspection, FDA asked Caraco about internal control it has put in
place to avoid a repeat of this. Caraco has received approvals for seven ANDAs
relating to two products since the inspection that concluded in June 2008. We maintain
our BUY rating with an SOTP-based target price of Rs1,870. Use weakness in the stock
to BUY; Sun Pharmaceuticals remains one of our top two picks in large cap pharma.

Caraco received warning letter from FDA for its Detroit plant. On October 31,
2008, Caraco received a warning letter from the FDA. The letter was issued as a
follow up to the last FDA inspection of the manufacturing facility in Detroit. At the
time of publishing this note, the letter was not available on the US FDA website and
we are not aware of precise issues raised by FDA. We would comment on the
seriousness of the issues raised once this letter is available.

According to the company, the problem relates to a previous incident where APIs were
mixed up at the material dispensing stage. This was noted during the production
process and the material was never converted into finished products. Therefore, never
reached American patients.

During the recent inspection, FDA noticed papers relating to the incident and asked
Caraco about internal controls the company has put in place to avoid a repeat of the
situation. In addition, the FDA also sought documentary proof that all products sold by
Caraco contained API as mentioned in the product label. FDA is now in the process of
reviewing all these past records to satisfy themselves that quality standards were
maintained. Sun expects to revert to US FDA in the next two weeks. It is not possible
to surmise as to how long the FDA will take to arrive at a decision.

Until the company’s responses to the observations have been clarified and explanations
provided to the satisfaction of the FDA, the FDA may, in the near term, withhold
approval of pending new drug applications listing the facility as the manufacturer.

Shareholding, June 2008

% of Over/(under)
Pattern Portfolio weight

Promoters 63.7    -        -               

FIIs 20.5    1.0         0.1                

MFs 3.6      0.9         0.1                

UTI -     -        (0.8)               

LIC -     -        (0.8)               

Pharmaceuticals

SUN.BO, Rs1055
Rating

Sector coverage view

Target Price (Rs) 1,870  

52W High -Low (Rs) 1558 - 870

Market Cap (Rs bn) 218.6

Financials
March y/e 2008 2009E 2010E

Sales (Rs bn) 33.6 44.8 49.4

Net Profit (Rs bn) 14.9    18.8    17.9    

EPS (Rs) 74.7    90.9    86.4    

EPS gth 78.9    21.7    (5.0)     

P/E (x) 14.1    11.6    12.2    

EV/EBITDA (x) 11.7    8.7      8.4      

Div yield (%) 1.0      1.0      1.3      

BUY

Attractive
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Caraco continues to receive ANDA approvals (eight ANDAs relating to three
products approved YTD) Caraco filed one NDA relating to one product and four
ANDAs relating to three products with the FDA YTD and has received approval for
eight ANDAs relating to three products YTD. This brings Caraco’s total number of
ANDAs pending approval to 23 (including four tentative approvals relating to 19
products and one NDA product pending approval). 19 out of 96 ANDAs of Sun Pharma
that are now pending approval with FDA are from Caraco.

Caraco’s present product portfolio includes 53 prescription products, in 115 strengths,
in various package sizes. These include both Caraco manufactured products as well as
products distributed for Sun. The products cover the following therapeutic areas:
hypertension, arthritis, epilepsy, diabetes, depression and pain management.

The FDA concluded an inspection in June 2008 and seven approvals relating to
two products have been received since June 2008. The inspection in June 2008
was a general cGMP inspection and pre-approval inspection for three products. The
company was issued a notice on Form 483. Caraco has responded accordingly and has
received approvals for seven ANDAs relating to two products since the inspection that
concluded in June 2008.

Several measures have been taken to improve compliance as below

• Caraco has invested in more automation for improved quality and increase in output
with less human intervention

• During FY2008, and currently in FY2009, in addition to its own internal audits,
Caraco has retained independent companies to audit its laboratory as well as
manufacturing areas

• The company continues to grow its analytical staff, currently at 69 employees,
thereby enabling the laboratory to better cope with an increased workload with
improved timeliness, higher quality, and increased cGMP compliance

• The company continues to provide external training to employees as a supplement
to internal training in order to improve and maintain systems of operation. All audits
are based on a historical look back and offer improvements based on Caraco’s
future requirements. The audits also included follow up on recommendations of best
practices made by the FDA.

• The lab facility has also undergone major upgrades, including a significant increase
in working space to improve analyst efficiency and safety. Additional lab
instruments and equipment have been purchased which will enable increased
compliance with cGMP requirements, cut future costs by enabling in-house rather
than contract analyses, and speed sample testing.

Caraco guides towards FY2009E sales growth of 25%. In the recently concluded
quarterly results release, Caraco management stated, “Our internal efforts, combined
with Sun Pharma, in developing new products continue to pick up momentum and
should permit us to grow at the level of our guidance. The current level of growth is at
a high level which may not be sustainable. Based on our current distribution and sale
and marketing agreements with Sun Pharma and our internal portfolio of products and
future approved products, we believe we will achieve 25% growth in sales for Fiscal
2009, compared to Fiscal 2008. “

Maintain BUY rating with a SOTP-based target price of Rs1,870. We believe the
stock has corrected on the back of this news and do not see any more downside till
further clarity emerges from US FDA. Sun Pharma own 76% of Caraco (market cap
around US$350 mn). Since the stock closed down around 5%, removing US$235 of
Sun’s market cap, we believe the risk of a further decline in share price is limited. The
market has effectively eliminated the entire value of Caraco holding from Sun
Pharma’s market capitalization. This, we think, is an over-reaction since Caraco
continues to be in business. We continue to rate Sun Pharma  a BUY and advise
investors to use this weakness to accumulate 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: Sanjeev Prasad, Prashant Vaishampayan."

"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 September 30, 2008

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.

* The above categories are defined as follows: Buy = OP; 
Hold = IL; Sell = U. Buy, Hold and Sell are not defined 
Kotak Institutional Equities ratings and should not be 
constructed as investment opinions. Rather, these ratings 
are used illustratively to comply with applicable regulations. 
As of 30/09/2008 Kotak Institutional Equities Investment 
Research had investment ratings on 143 equity 
securities.
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Copyright 2008 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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