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 Taking Stock 
 Insurance – Volume and Value Cover? 
 

 Insurance investments: Key market support (volume, value?) — India’s insurance 
companies have been a key support for market turnover with volumes falling 
meaningfully less than the broader market (-45% vis -60%), with stable churn. 
They have also probably been a key market support with a) investment balance 
shift toward equities (+20%); b) higher ownership levels in India’s top 500 
companies (+100bps); and c) sustained net buyers through 20/last 21 months. 
Bottom line, India’s insurance companies are key market volume and value cover. 

 But insurance premium growth is easing – volume, value risk? — It’s a tough 
market for insurers too – new premium growth is now negative (-2.4 YTD), equity 
investment losses could theoretically bias investors/managers away from equity, 
and rising redemption risks. This will likely sober insurance equity inflows; and 
while a rising share of renewal premiums provides basic momentum, insurance 
companies might be less of a market volume/value influencer ahead. 

 3Q09 result review: Revenues remain sluggish — 3Q09 results for brokerages were 
slightly above estimates, profits were down 43% yoy (-60% estimates). The key 
variance was in non-core incomes; and key positive came from evidence of some 
cost flexibility in 3Q09. However, revenues continue to be depressed with no 
change in outlook and market shares for larger brokerages dipped further. 

 Jan 2009: Turnover declines 6% mom, FIIs pull out US$870m — The new year 
started relatively weak with cash ADT declining 6% mom (-51% yoy) and 
derivatives turnover down 1%. Institutional turnover fared better, rising 12%  
(-64% yoy). FIIs were net sellers again to the tune of US$868m and MFs sold 
US$177m. Sensex was down 2% and CIR brokerage Index –18% for the month. 

Figure 1. India Brokerage Universe: Valuation Summary 

Domestic Peers Px (Rs.) TP (Rs.) CIR Rating PE 10E PB 10E ROA 10E ROE 10E Div. Yield (%)
Motilal Oswal 62 61 3H 9.6  1.0 4% 11% 1.3%
Religare 328 197 3H 42.0  4.1 1% 10% 0.3%
Edelweiss 292 240 3H 11.9  1.0 4% 9% 0.7%
Kotak Mahindra 286 282 3H 16.4  1.4 1% 9% 0.3%
Reliance Capital 409 500 3M 9.0  1.2 4% 14% 1.6%
India Infoline ** 45 NA Not Rated 7.8  0.7 3% 10% 5.0%
Mkt. Cap. Wtd. Avg     15.0   1.5 3% 11%

Source: Citi Investment Research, ** Bloomberg Estimates 
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Figure 2. Brokerage – P/E Bands (1 Year Rolling fwd., Times)  Figure 3. Brokerage – P/B Bands (1 Year Rolling fwd., Times) 
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Figure 4. Brokerage P/E vis-à-vis SENSEX P/E  Figure 5. Brokerage P/E vis-à-vis SENSEX P/B 
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Figure 6. Price Performance of Market and Financials stocks 

 Absolute Relative to SENSEX Relative to Brokerage Index 
30-Jan-09 1W 1M 3M 6M 12M YTD 1W 1M 3M 6M 12M YTD 1W 1M 3M 6M 12M YTD
Sensex 9% -2% -4% -36% -50% -5% NA NA NA NA NA NA NA NA NA NA NA NA
CIR Brokerage Index 10% -18% -23% -59% -74% -21% 2% -16% -19% -23% -25% -16% NA NA NA NA NA NA
Edelweiss Capital 19% 1% 8% -52% -72% -1% 10% 3% 11% -17% -22% 4% 8% 19% 30% 7% 3% 20%
Religare 3% -3% -1% -16% -38% -3% -6% -1% 3% 20% 11% 2% -8% 15% 21% 43% 36% 18%
Motilal Oswal 1% -18% -12% -38% -75% -19% -7% -16% -8% -2% -26% -15% -9% 0% 11% 21% -1% 1%
Reliance Capital 11% -22% -35% -69% -79% -25% 2% -20% -32% -33% -30% -20% 1% -4% -13% -10% -5% -4%
Indiabulls 21% -17% 2% -62% -84% -20% 13% -14% 5% -27% -34% -16% 11% 1% 24% -4% -10% 0%

Source: Citi Investment Research 

 

Valuations
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Industry ADT has declined significantly from the peak (-60% from October 
2007). While FII volumes were the first to decline followed by retail activity, 
insurance volumes were relatively strong going into 3QFY09. This was driven by 
continued growth in First Year Premiums (FYP) and growing AUMs of the life 
insurance industry. However, over the last few months the decline in FYP 
growth has been significant, and trends for growth in 4Q are not looking bright. 
Typically 4Q is the strongest quarter for insurance premiums (with about 40% 
of annual FYP), and any weakness in the quarter could substantially reduce 
overall growth expectations for the industry. 

Moreover, with over 90% of private sector insurance premiums being equity 
linked (ULIPs), persistently weak equity markets could potentially bias 
investors/managers away from equity and/or raise redemption risks. Even 
though there is an increasing pool of renewal premiums that provides a natural 
hedge, any weakness in insurance premium collections can affect market 
turnover and even market values. We take a more detailed look at these 
characteristics of the insurance industry. 

Large AUM base – Private Sector has grown rapidly 

The life insurance industry has grown significantly over the past few years with 
a FYP CAGR of 93% for the private sector players over FY04-08 (49% overall 
including LIC). The life insurance industry has over an estimated Rs7,500bn of 
AUMs (about Rs1,200bn for the private sector) and is growing quite rapidly. 
This is now significantly higher than the AUMs of the domestic MF industry 
with a total AUM of Rs4,211bn as at December 2009. 

Figure 7. AUMs for Insurance and Domestic Mutual Funds (Rsbn)  Figure 8. AUMs for Select Life Insurance Players (Rsbn) 
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Insurance – A "Cover" for the Market
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Equity Inflows and investments are also high 

A significant proportion of premiums (over 90% for most private sector players) 
come from unit linked policies (ULIPs), which have a large equity component. 
With the current market weakness, incremental ULIP sales have declined 
leading to some pressures on industry premium growth. Moreover, the 
proportion of equities in the life insurance AUMs is also relatively high at 50-
70% for most private sector players. 

Over the past year – insurance companies have invested about 40-70% of their 
premium collections in equities. This proportion has increased in the past few 
months from about 45% to about 65% possibly due to a) lower equity 
valuations, b) longer-term investment horizons and c) anticipation of higher 
premium growth for the remaining part of the fiscal year. Over 9MFY09 
insurance companies have so far invested about 80% of the incremental 
premiums collected into equities – high relative to historical standards. 

Figure 10. Insurance – 12-month Rolling Investments as % of 12-month Rolling FYP  

-

10

20

30

40

50

60

70

May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08
 

Source: BSE, NSE and Citi Investment Research 

 

Insurance – Relative importance has increased 

During the recent market weakness, insurance companies have been the least 
affected. As a proportion of total industry volumes, the proportion of insurance 
volumes has been relatively constant. While insurance volumes are relatively 
lower than FII and MF volumes, the relative importance of the segment has 
increased substantially due to lower trading volumes of the other segments. 

Figure 9. Proportion of ULIP Sales (%) 
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Figure 11. Proportion of Total Volumes – Insurance, MFs and FIIs (Percent) 
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Source: BSE, NSE and Citi Investment Research 

 
In absolute terms, however, insurance turnover volumes have also fallen from 
peak levels (down 45% since Oct 2007). However, relative to other segments 
the fall has been much less (-72% for FII turnover and -50% for MFs) and 
overall Insurance volumes are still relatively similar to May 2007 levels. 

Figure 12. Relative Turnover of FII, MF and Insurance Segments (May 2007 = 100) 
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In terms of turnover velocity (Total Turnover/Total Market Ownership), the 
insurance segment has been quite stable during the last 18 months even as 
velocity for most other segments has been relatively volatile, suggesting that 
turnover for insurance has been at similar levels as it was even before the 
correction in equity markets. 

Figure 13. Turnover Velocity – Insurance, FII and MFs (Percent) 
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Longer-term investment horizon; increased ownership levels 

Another key support provided by the insurance companies has been their 
longer-term investment horizon, which has enabled them to continue to buy 
equity assets even when most others have been busy offloading. While this 
might be a good contrarian strategy (and something that might earn significant 
returns over the medium to long term) it has also provided some much needed 
support to the market – both in terms of volumes and possibly values. 
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Figure 14. Insurance Net Purchases (Rsm) and Sensex  Figure 15. Insurance Net Purchases relative to Other Institutional Segments 
(Rsm) 
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Also insurance companies have increased their market ownership levels during 
this period – a reflection of the continued net investments during the period. 
Insurance companies now own 5.0% of the BSE 500 against about 4.0% in Dec 
2007. 

Figure 16. Trends in Ownership Levels: Insurance and FII (%)  Figure 17. Ownership Pattern of BSE 500 Companies (Dec 2008) 
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It's Getting Tougher Though 

The sharp drop in equity values and rapid decline in investor confidence has 
raised a few concerns for insurance companies as well – a) new sales are down 
YTD; b) equity bias in sales/investments could potentially be lowered; and c) it 
also raises risks of redemptions. While these can potentially be offset by rising 
share of renewal premiums, it will likely make the insurance companies less of 
a force in the period ahead. 

Industry FYP growth has turned negative for the first time in December 2008 
(still positive for private sector players but has been declining every month). 
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Persistent equity market weakness seems to have finally caught up with new 
premium sales - FYP for April-Dec 08 is down 2.4% yoy overall (+20% growth 
for private sector players). Moreover, any weakness carries into 4Q (typically 
the strongest quarter with over 40% of annual sales); combined with higher 
redemption risks and potential shifts in investment mix, could lead to further 
declines in market turnover and possibly even market levels. 

Figure 18. FYP Growth – Industry, Private Players (% YoY, Cum Premiums)  Figure 19. Proportion of First Year Premium to Total Premiums (Percent) 
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Figure 20. Sector and Religare Enterprises: 3QFY09 Financial Highlights (Rupees Million, Percent) 

 Sector Religare Enterprises 
 3Q09A Difference - 

Est. Vs. Act.
YoY Change 

(%)
QoQ Change 

(%)
3Q09A Difference - 

Est. Vs Act. 
YoY Change 

(%)
QoQ Change 

(%)
Broking 2,212  -31.7% -58.2% -21.4% 1,041 -32.7% -51.1% -11.7%
Interest Income 1,856  -13.1% 26.3% -8.0% 745 -31.6% 10.1% -23.3%
Other Income 3,121  73.6% 85.5% 74.5% 2,454 374.4% 3181.0% 315.6%
Gross Total Income 7,189 0.3% -14.8% 8.6% 4,241 34.4% 47.2% 54.7%
less: Interest Expense -1,100 -32.8% -23.4% -28.2% -819 -28.6% 13.1% -20.9%
Net Income 6,088  10.1% -13.1% 19.6% 3,421 70.3% 58.7% 100.6%
Operating Expenses (4,373) 7.1% 4.9% 0.8% (2,727) 44.0% 74.3% 23.5%
Pre-Tax Profit 1,715  18.4% -39.5% 128.0% 694 507.2% 17.5% NA
Tax (619) 26.5% -37.4% 30.9% (250) 12232.5% -2.2% 6288.0%
Minorities (66) -14.8% 30.1% -15.8% 0  -100.0%
Net Profit 1,030  16.9% -42.7% 357.8% 444 295.6% 32.8% NA

Source: Citi Investment Research 

 

Figure 21. Motilal Oswal Financial Services and EdelWeiss Capital: 3QFY09 Financial Highlights (Rupees Million, Percent) 

 Motilal Oswal Financial Services EdelWeiss Capital 
 3Q09A Difference - Est. 

Vs Act.
YoY Change 

(%)
QoQ Change (%) 3Q09A Difference - Est. 

Vs Act. 
YoY Change (%) QoQ Change 

(%)
Broking 694  -29.4% -63.8% -27.6% 477 -32.4% -61.8% -29.7%
Interest Income 184 -12.9% 46.0% -8.5% 927 11.1% 39.2% 9.8%
Other Income 84 -67.4% -70.4% -62.5% 583 -43.0% -56.0% -40.2%
Gross Total Income 962 -33.8% -58.6% -30.5% 1,986 -22.5% -38.6% -20.4%
less: Interest Expense -23 -71.2% -40.5% -68.1% -258 -37.3% -61.7% -39.1%
Net Income 939  -31.6% -58.9% -28.4% 1,728 -19.7% -32.5% -16.6%
Operating Expenses (643) -30.0% -56.5% -26.9% (1,003) -21.1% -10.8% -19.7%
Pre-Tax Profit 296  -34.8% -63.3% -31.4% 725 -17.6% -49.6% -12.0%
Tax (93) -44.8% -64.2% -35.6% (276) -13.4% -41.7% -15.0%
Minorities 1  -110.7% -112.6% -108.3% (67) 2.9% 69.9% 7.3%
Net Profit 204  -25.2% -62.0% -24.7% 381 -23.0% -58.7% -12.5%
Key Parameters   
Average daily turnover 22,000  -52.2% -29.0% 31,500  -47.5% -33.0%
Market Share 3.9% -0.7 -0.5 5.6%  -0.3 -1.2
Debt 10  -99.3% 8,000  -38.5%
Debt/ Equity Ratio 0.1% -18.1 40%  -26.0
Shareholders’ Funds 7,910  2.7% 20,200  13.3% 1.9%
Book Value Per Share 56  2.7% 270  13.3% 1.9%
Customer Base 527,368  36.8% 3.5%  

Source: Citi Investment Research 

 

3Q09 Results Review
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Figure 22. Sector Broking Income (Rsm) and its YoY Growth (%)  Figure 23. Sector Interest Income (Rsm) and its YoY Growth (%) 
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Figure 24. Revenue of Sector: Split in 3Q08  Figure 25. Revenue of Sector: Split in 3Q09 
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Figure 26. Sector: Cost to Income Ratio  Figure 27. Sector: Net Profit to Net Income Ratio 
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Equity Volumes and Flows 
FII outflows were $868m and the Mutual Funds withdrew $177m in January 
2009. This trend was a reversal compared with the previous month in which 
the FIIs and MFs were net buyers to the extent of $271m and $63m 
respectively. The broad market index (Sensex) fell 2% during the month and 
CIR brokerage index fell by 18%. 

Figure 28. FII, DMF Flows and SENSEX 
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Average Daily Turnover (ADT) in cash and F&O segment fell by 5.7% mom 
(down 51% yoy) and 1.5% mom (-39% yoy) respectively. Within the cash 
segment, institutional ADT increased 12% mom (-64% yoy) whereas retail ADT 
fell 15% mom (-49% yoy). 

Figure 29. Cash Equity ADT (NSE + BSE, Rsm) and YoY Growth (%)  Figure 30. Derivative ADT (NSE, Rsm) and YoY Growth (%) 
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MFs told not to give indicative portfolios, yields 

SEBI has reduced the limit of maturity of papers that liquid funds can invest in 
and also disallowed mutual funds from offering indicative portfolios and yields 
on their debt schemes. (Business Line. Jan 19). 
http://www.thehindubusinessline.com/2009/01/20/stories/2009012051711000
.htm and http://www.business-standard.com/india/news/sebi-comes-down-
harddebt-funds/00/41/346573/ 

BSE set to relaunch derivatives products 

BSE is planning to re-launch various products in its derivatives segment in the 
coming days. The exchange has been facing a severe crisis in its F&O 
category, which is threatening its profitability. (Financial Express. Jan 22). 
http://www.financialexpress.com/news/BSE-set-to-relaunch-derivatives-
products/413654/ and 
http://economictimes.indiatimes.com/Opinion/Fourth_currency_exchange_gets
_Sebi_approval/rssarticleshow/4014473.cms 

LIC employees' union demands 50% wage hike 

The All India Life Insurance Employees Association has demanded a wage hike 
of 50%. The association has rejected the management's offer of a 12% wage 
hike. (Financial Express. Jan 14). 
http://in.biz.yahoo.com/090113/203/6zawt.html 

Jeevan Aastha mop-up much below target 

LIC has collected around Rs40b through the sale of its policy Jeevan Aastha, 
substantially lower than its targeted collection. The corporation had planned to 
collect Rs 250b through the sale of this policy. (Business Line. Jan 19). 
http://www.thehindubusinessline.com/2009/01/20/stories/2009012050690600
.htm 

IRDA eases solvency margins for ULIPs 

IRDA has eased solvency margins for unit-linked insurance plans. “The move 
will help enhance ULIP sales, especially pension and health products. It will 
also lower the cost structure in ULIPs. Life insurers selling ULIPs will have a 
level playing field vis a vis companies selling traditional products whose 
solvency margins were lowered recently,” said R Kannan, member, IRDA. 
(Economic Times. Jan 2). 
http://economictimes.indiatimes.com/Insurance_news/IRDA_eases_solvency_m
argins_for_ULIPS/articleshow/3924137.cms 

IRDA seeks Ulip investment details 

IRDA will ask companies to disclose their ULIP exposure to all firms. “If the 
exposure of individual insurance companies exceeds 0.25% of the AUM, 
insurers will have to inform the regulator,” an IRDA official said. (Business 
Standard. Jan 13). http://www.business-standard.com/india/news/irda-seeks-
ulip-investment-details/02/46/345990/ 

IRDA liberalizes investment norms 

Insurance companies can invest more in infrastructure, housing sectors. The 
IRDA allowed insurers to acquire up to 20 per cent debt and equity in an 
infrastructure-related company, compared with 10 per cent earlier. (Business 

Industry News
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Standard). http://www.business-standard.com/india/news/irda-liberalises-
investment-norms/11/01/344797/ 

IRDA asks insurance cos to reapply for offshore offices 

IRDA has asked the domestic insurance companies, whose applications for 
permission to open representative offices aboard are pending, to apply again in 
conformity with the fresh guidelines. (Economic Times. Jan 26). 
http://economictimes.indiatimes.com/Insurance_news/IRDA_asks_insurance_c
os_to_reapply_for_offshore_offices/articleshow/4030551.cms 
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Reliance Cap gets nod for housing fin biz 

Reliance Capital Ltd, the financial arm of the Reliance Anil Dhirubhai Ambani 
Group (ADAG), announced that the company has received the necessary 
approval from the National Housing Bank (NHB) for setting up a housing 
finance company. (Financial Express. Jan 15). 
http://in.biz.yahoo.com/090114/203/6zb25.html 

ICICI Prudential Life records 28% premium growth for 9MFY2009 

ICICI Prudential Life Insurance garnered a total premium (new business + 
renewal) of Rs99.2b for the nine month period ended December 31, 2008 
(9MFY2009) as against Rs77.6b during the corresponding period last year, 
registering a growth of 28%. (Business Standard. Jan 19). 
http://www.business-standard.com/india/storypage.php?autono=346531 

Kotak Life ties up with DHFL Vysya 

Kotak Life Insurance (on Jan 20) announced its tie-up with the Bangalore-
based housing finance company, DHFL Vysya, which has tied up with the 
former as its corporate agent. (Economic Times. Jan 20). 
http://economictimes.indiatimes.com/Personal_Finance/Kotak_Life_ties_up_wit
h_DHFL_Vysya/articleshow/4007138.cms 

HDFC MF demands fee refund 

In a move that is expected to create a flutter among mutual fund distributors, 
HDFC Mutual Fund has asked its distributors to refund a part of the brokerage 
they received for selling fixed maturity plans, as a result of premature 
redemptions in those schemes. (Economic Times. Jan 22). 
http://economictimes.indiatimes.com/Personal_Finance/HDFC_MF_demands_f
ee_refund/articleshow/4014108.cms 

Future Capital net at Rs62.5m 

Kishore Biyani-led Future Capital Holdings said it has posted at standalone net 
profit of Rs62.5m for the third quarter ended December 31, 2008. (Financial 
Express. Jan 23). http://www.financialexpress.com/news/rel-power-net-at-rs-
106-cr-maricos-at-rs-51-cr/414111/3 and http://www.business-
standard.com/india/news/future-capital-holdings-q3-net-at-rs-625-
cr/14/30/53446/on 

Extraordinary income pushes up Geojit net by 74% 

Geojit Financial Services reported a 74% increase in its consolidated third 
quarter net profit, at Rs386m. But the increase was only because of 
extraordinary gains amounting to Rs400m. (Business Line. Jan 13). 
http://www.thehindubusinessline.com/2009/01/14/stories/2009011451571000
.htm 

BNP Paribas ups stake in Geojit Financial 

French bank BNP Paribas has substantially increased its stake in broking firm 
Geojit Financial Services after conversion of 140m warrants issued to the 
former on preferential basis on March 13 '07. (Economic Times. Jan 24). 
http://economictimes.indiatimes.com/Stocks_in_News/BNP_Paribas_ups_stake
_in_Geojit_Financial/articleshow/4021073.cms 

Company News
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Companies Mentioned 

Edelweiss Capital (EDEL.BO; Rs290.40; 3H) 

Valuation 

Our target price of Rs240 is based on a sum-of-the-parts valuation. We use 9x 
1yr Fwd PE to value its brokerage business. Our target multiple is at par with 
the broader Sensex multiple currently due to a weaker capital market outlook. 
This values the brokerage and related businesses at Rs30 per share. We value 
the financing business and arbitrage businesses at 1.0x 1yr Fwd BV, valuing 
them at Rs104 and Rs107 per share respectively.  

We value the brokerage/related businesses at par with broader market earnings 
multiples to factor in a weaker capital market outlook and relatively low 
visibility of a rebound in volumes. To better capture the asset-heavy nature of 
the capital-intensive financing and arbitrage businesses, we use a P/BV 
approach. We value the financing business at 1.0x 1yr Fwd BV, largely in line 
with our target multiples for other similar financing businesses, after factoring 
in its risk-reward profile, growth potential, capital-market dependence and 
wholesale funding model. We use a similar multiple for arbitrage trading 
(compared to the financing business) to reflect its relatively lower return profile 
but lower balance sheet risks. 

Risks 

We rate Edelweiss High Risk, though our quantitative risk-rating system, which 
tracks 260-day historical share-price volatility, suggests Speculative Risk due 
to the stock's short trading history. We prefer High Risk to Speculative Risk 
because Edelweiss is diversifying its revenue profile from purely brokerage and 
arbitrage to financing, wealth management, asset management and retail 
brokerage; and the company has a good track record. However, its revenues 
continue to be closely linked to capital market growth and volatility. Upside 
risks to our target price include: a) stronger than expected growth in brokerage 
volumes; b) higher than expected returns on the treasury portfolio; c) further 
infusion of capital/faster than estimated growth in the financing portfolio; d) a 
decline in interest rates; e) forays into other businesses, including retail 
brokerage; and f) regulatory changes. 
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Kotak Mahindra Bank (KTKM.BO; Rs281.10; 

3H) 

Valuation 

Our target price of Rs282 (previously Rs400) is based on our valuation of 
KTKM's different businesses via the sum of parts methodology. This values the 
banking business at Rs157 per share 1.1X PBV 1 year fwd (previously Rs213 
at 1.5X PBV 1 year fwd), the investment banking and broking business at 9X 
1Yr Fwd PE or Rs31 (previously 10x, Rs66 per share), the insurance subsidiary 
at Rs56 at 8x FY10E NBAP (previously Rs68 per share at 10x NBAP multiple), 
and we attribute Rs38 to the AMC business (4% of AUM for MF, and 6% for 
Portfolio and alternative assets, previously Rs53 per share). While our target 
multiples are relatively conservative in the historical India scenario, they are 
not worst case scenarios, and only factor in a continued weak economic and 
market outlook, rather than one with significant deterioration. 

Risks 

We rate KTKM as High Risk. We believe the High risk rating is justified on 
account of revenue pressures, its relatively small balance sheet, and on 
account of the global uncertainty surrounding financial institutions. Our 
quantitative risk rating system which tracks the 260-day share price volatility of 
the stock suggests Speculative risk, but the broad-based nature of the 
businesses, high capital levels and conservative management of the company, 
moderate the risk levels of the business. Upside risks to the stock and business 
would be: a) Strong bounce-back in the capital markets; b) Its large capital 
position - which positions it at a distinct advantage to competitor and peer 
banks; and c) Less than anticipated pressures on the banking business, and its 
quality. These risks could prevent the stock from achieving our target price. 

 

Motilal Oswal Financial Services (MOFS.BO; 

Rs62.40; 3H) 

Valuation 

Our target price for MOFS is Rs61, which is set at 9x one-year forward 
earnings, and is at par with the broader market (Sensex) P/E multiple. We value 
brokerages on a P/E basis, benchmarked off the broader market multiples, as 
we believe it best captures the cyclical nature of the business. While trading 
volumes have come off significantly in recent months, valuations for 
brokerages are still not significantly cheaper vs. the broader market. 
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Risks 

We rate MOFS High Risk, though our quantitative risk-rating system, which 
tracks 260-day historical share price volatility, suggests a Speculative Risk 
rating. MOFS has a broad and diversified business revenue mix, is well 
balanced between the retail and institutional segments and has a strong and 
relatively risk-averse management, which we believe reduces operating risk. 
Key risks that could prevent the shares from reaching our target price are: a) 
higher than expected trading volumes; b) aggressive expansion; c) strong 
market share gains; and d) regulatory changes. 

 

Reliance Capital (RLCP.BO; Rs409.55; 3M) 

Valuation 

We have a target price for Reliance Capital of Rs500. We use a sum-of-the-
parts methodology to value RCap as it is present in diverse businesses, and 
each of these businesses is valued based on a different methodology. As many 
of its businesses are still growing or are not consolidated, we believe P/E or 
P/BV approaches are not properly reflective of value. We value the AMC 
business at Rs124 per share (a DCF approach, implying a value of 4.7% of 
AUM); the life insurance business at Rs294 per share (12x 1-year forward 
NBAP; 15-20% premium to peers due to higher growth profile); the non-life 
insurance business at Rs21 per share (10x 1-year forward economic profits, in 
line with peers); the broking business at Rs22 per share (10x 1-year forward 
earning, in line with the Sensex), and the consumer finance business at Rs42 
per share (1.0x 1-year forward book value, in line with peers). We do not 
attribute any value to unrealized gains on its investment portfolio due to the 
continued uncertainty in capital markets. 

Risks 

We rate Reliance Capital as Medium Risk even though a Speculative Risk rating 
is suggested by our quantitative risk model, which tracks 260-day historical 
share price volatility. We believe a Medium Risk rating is appropriate as RCap's 
businesses, though related to capital markets, are significantly diverse in 
nature. Key upside risks to our valuations and target price include: a) 
sustained buoyancy in capital markets; b) an easy liquidity environment or a 
reduction in interest rates; b) a reversal in the asset quality environment; d) 
higher than anticipated growth and market share gains in different businesses; 
and e) early execution of growth plans. 
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Religare Enterprises (RELG.BO; Rs321.10; 

3H) 

Valuation 

Brokerages are usually benchmarked off P/E multiples in aggressively growing 
markets. We believe REL is one of the most aggressive, fastest growing and 
most leveraged retail brokerage exposures in the Indian market. We would 
expect its primary valuation benchmark to be the broader market (Sensex) PE 
multiple in a normalised environment; however, due to the sharp fall in current 
turnover, we value REL at 1.5x 1yr Fwd Revenues, which is comparable to its 
peers. Our target multiple implies a target price of Rs197. 

We are basing our target multiple on a) REL's singular dependence on retail for 
its broking revenues (institutional broking revenues are less 2% of total 
revenues); b) higher leveraged business model (broking volumes are backed by 
its large margin finance book, which growth is susceptible to volatile market 
conditions); c) relatively higher execution risks given rapid gains in a short 
period and aggressive expansion plans; and d) rapid expansion in volumes over 
a relatively short period of time. 

Risks 

We rate REL share as High Risk due to its high linkage to capital market 
volatility in revenues, though our quantitative risk rating system which tracks 
260-day historical share price volatility, suggests a Speculative rating based 
purely on the lack of a full year of trading history. Though REL is increasingly 
diversifying its revenue profile, it will continue to significantly depend on retail 
broking and margin finance businesses for growth and earnings. Key upside 
risks that could cause the shares to continue to trade above our target price 
include: a) Stronger-than-expected broking volumes in the retail segment; b) 
Infusion of fresh capital in the margin/ asset finance business; c) Faster-than-
anticipated value crystallization in planned new forays in life insurance, asset 
management and wealth management; and d) Regulatory changes. 
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report, all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities. Each research analyst(s) also 
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research 
analyst in this research report. 
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A member of the household of Aditya Narain, CFA, Analyst, holds a long position in the securities of Reliance Capital. 

Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Kotak Mahindra Bank, Reliance Capital. This 
position reflects information available as of the prior business day. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Edelweiss Capital, Kotak 
Mahindra Bank, Religare Enterprises, Reliance Capital. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Edelweiss Capital, Kotak 
Mahindra Bank, Motilal Oswal Financial Services, Religare Enterprises, Reliance Capital in the past 12 months. 
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Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Edelweiss Capital, Kotak Mahindra Bank, 
Religare Enterprises, Reliance Capital. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, securities-
related: Edelweiss Capital, Kotak Mahindra Bank, Religare Enterprises, Reliance Capital. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, non-
securities-related: Edelweiss Capital, Kotak Mahindra Bank, Motilal Oswal Financial Services, Religare Enterprises, Reliance Capital. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research product ("the Product"), 
please contact Citi Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same important disclosures, 
with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at www.citigroupgeo.com. Private 
Client Division clients should refer to www.smithbarney.com/research. Valuation and Risk assessments can be found in the text of the most recent research note/report 
regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research Ratings Distribution    
Data current as of 31 Dec 2008 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage 46% 37% 17%

% of companies in each rating category that are investment banking clients 48% 43% 38%
Guide to Fundamental Research Investment Ratings: 
Citi Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and 
risk rating. 

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are:Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-
Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10% 
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
Guide to Corporate Bond Research Credit Opinions and Investment Ratings: Citi Investment Research's corporate bond research issuer publications include a fundamental 
credit opinion of Improving, Stable or Deteriorating and a complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the 
company featured in the report. The fundamental credit opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to 
securities market vagaries. The fundamental credit opinion is not geared to, but should be viewed in the context of debt ratings issued by major public debt ratings 
companies such as Moody's Investors Service, Standard and Poor's, and Fitch Ratings. CBR risk ratings are approximately equivalent to the following matrix: Low Risk 
Triple A to Low Double A; Low to Medium Risk High Single A through High Triple B; Medium to High Risk Mid Triple B through High Double B; High to Speculative Risk Mid 
Double B and Below. The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a company 
is held to maturity, based upon both fundamental and market risk factors. Certain reports published by Citi Investment Research will also include investment ratings on 
specific issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citi Investment 
Research's expectations for total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: 
Buy/Overweight the bond is expected to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), 
performances of which are updated monthly and can be viewed at http://sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight the bond is expected to perform in 
line with the relevant Citigroup bond market sector index; or Sell/Underweight the bond is expected to underperform the relevant sector of the Citigroup indexes. 

OTHER DISCLOSURES 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent with 
the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies.  However, it should 
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice.  Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product.  Although Citi Investment Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Investment Research to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
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informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.  
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through Citi 
Smith Barney Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments Commission.  
Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 
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