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EQUITY MARKETS

Change, %

India 27-Aug 1-day 1-mo 3-mo

Sensex 14,842  2.9     (2.6)    3.1     

Nifty 4,303    2.7     (3.2)    1.1     

Global/Regional indices

Dow Jones 13,322  (0.4)    0.4     (1.4)    

Nasdaq Composite 2,561    (0.6)    (0.0)    0.2     

FTSE 6,220    0.4     0.1     (5.3)    

Nikkie 16,332  0.2     (5.5)    (7.1)    

Hang Seng 23,632  0.2     4.7     15.1   

KOSPI 1,819    0.9     (3.4)    9.7     

Value traded - India

Moving avg, Rs bn

27-Aug 1-mo 3-mo

Cash (NSE+BSE) 123.9    157.4 154.5 

Derivatives (NSE) 527.5    657.8 425.3 

Deri. open interest 851.6    726.0 663.3 

Forex/money market

Change, basis points

27-Aug 1-day 1-mo 3-mo

Rs/US$ 41.0       -     48       53       

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

10yr govt bond, % 8.0         1         6         (22)      

Net investment (US$mn)

24-Aug MTD CYTD

FIIs 103        (2,205) 8,030

MFs 38          640     383     

Top movers -3mo basis

Change, %

Best performers 27-Aug 1-day 1-mo 3-mo

Chambal Fert 47          1.5      35.2    39.8    

Thermax 606        1.0      (4.7)     25.9    

Reliance Energy 762        3.6      (0.2)     38.4    

BHEL 1,816     3.7      9.3      33.3    

Crompton Greaves 291        5.7      3.3      21.1    

Worst performers

Escorts 79          3.1      (24.0)   (37.9)   

Polaris 111        2.9      (9.2)     (33.2)   

Balrampur Chini 53          2.1      (22.8)   (29.1)   

Punjab Tractors 229        2.8      (14.5)   (26.0)   

Raymond 257        0.9      (8.0)     (21.8)   

News Roundup

Corporate

• Delhi-based real estate developer Parsvnath Developers Ltd on Monday said it has
applied to the department of telecommunications for a unified access service licence
for 22 telecom circles across the country. (FE)

• According to dealers in the corporate bond market, the restricture on domestic
expenditure of funds borrowed through the external borrowing (ECB) route is
prompting Indian companies to consider rupee borrowing. Yet another reason is the
widening spread for Indian credit due to an overall risk aversion to emerging
markets following the subprime mortgatge market crisis. (BS)

• Hotels major EIH Ltd, part of the Oberoi Group, will be expanding capacityby 66%
by building 2,700 rooms in new properties over the next five years in India and
abroad. (FE)

• The Board of Control for Cricket in India (BCCI) managed to sell the ground
sponsorship rights and title naming rights for a total of 55 matches to be played in
India till March 2010 to the Singapore-based sports marketing firm Wroeld Sports
Group (WSG) for a whopping US$17.3.million. (ET)

Economic and political

• The Empowered Group of Ministers (EGoM) on Monday failed to reconcile the share
of inter-ministerial differeces on the price of gas to be sold by Reliance Industries Ltd
(RIL) from its D6 as field in the Krishna Godavari basin. (FE)

• Assets under management (AUM) for debt schemes have grown more than the
assets for equity schemes in the period from January to July 2007. (BS)

• Concerned by the sudden decision by Uttar Pradesh and Kerala to order corporate
retail chains to close their outlets, the Centre has asked these states to explain why
the stores have been shut. (FE)

• India's telemarketing industry is likely to see a 25% slowdown in hiring and
turnover growth in the coming months as the do-not-call registry goes live from
September 1. (ET)

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express, BL = Business Line.
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RBI discussion paper does not favour intermediary companies for
subsidiaries; may adversely impact sentiment on ICICI Bank and SBI

Tabassum Inamdar : tabassum.inamdar@kotak.com, +91-22-6634-1252

Ramnath Venkateswaran : ramnath.venkateswaran@kotak.com, +91-22-6634-1240

• RBI is not in favour of the creation of intermediate holding companies within
banks. Suggests the possibility of creating banks or financial holding companies
instead (BHC/FHC)

• If RBI maintains this stance, it will derail plans of divestment in the insurance
subsidiaries of both ICICI Bank and SBI

• We advise investors to buy ICICI Bank, given attractive valuations

The RBI has released a discussion paper titled 'Holding Companies in Banking Groups' in
response to applications made by ICICI Bank and SBI for setting up intermediary holding
companies for their key non-bank operations. The regulator will accept comments on this
paper over the next three weeks before finalizing its policy on the subject. The RBI is not in
favour of banks creating intermediate holding companies and has suggested exploring the
possibility of creating banks or financial holding companies (BHC/FHC) on the lines of
financial structure operating in the US. However, this would call for considerable change in
regulatory norms (which could take years) and this is a non-option for the banks at
present. If the RBI maintains this stance, it will derail the plans of divestment in the
insurance subsidiaries of both ICICI Bank and SBI.

Nevertheless, we believe there is significant value within the insurance business of both
these companies and believe that investors should buy into ICICI Bank on any weakness
due to this development. Besides, after the recent capital raising, ICICI Bank will likely be
able to fund the insurance business in the immediate term. Our sensitivity analysis shows
that ICICI Bank trades at attractive valuations of 1.2X FY2009 (standalone), even assuming
lower valuation for the financial subsidiary.

The reasons cited by the regulator for not being in favor of an intermediate holding
company within a bank are as follows:

• According to RBI, if a bank in India creates an intermediate holding company that
confines its investments to the shares of group companies and does not carry out any
other financial activities, it would not require registration under Section 45-I A of RBI
Act, and will thus not be a regulated entity. This implies that RBI is concerned that an
unregulated entity might do any of the following:

– Take excessive risks and expose the bank to greater risks.

– Refrain from providing critical information from the intermediary holding company,
making it difficult for RBI to enforce prudential behavior by such an entity.

Based on our understanding of the act, RBI permission is required for setting up a NBFC,
and therefore this will be a regulated entity. We believe the intention of SBI and ICICI Bank
to divest stake and list the entities was to reduce financial burden on the banks and
therefore reduce risk. Further, most financial entities in India will comply with RBI reporting
requirements and RBI could provide restricted activity license to intermediate holding
companies.

• Companies using this route circumvent legal restrictions on foreign ownership in sectors
like insurance. As per current regulations, foreign ownership in Indian insurance
companies cannot exceed 26%. However, when the holding company is a bank,
foreign holding in the bank is not considered for calculating the 26% holding limit.
According to the RBI, when a bank creates an intermediate holding company, which in
turn holds an insurance company, such an exemption is not well defined in the statute.
Even if the concerned regulator does provide an exemption for such a holding
company, RBI believes the issue could still be open to legal review.

Banking

Sector coverage view

Price, Rs

Company Rating 27-Aug Target
SBI  IL 1,557  1,450  

HDFC  IL 1,973  1,700  

HDFC Bank  IL 1,121  1,250  

ICICI Bank  OP 884     1,000  

Corp Bk  IL 322     360     

BoB  OP 263     330     

PNB  OP 464     610     

OBC  IL 200     240     

Canara Bk  IL 234     250     

LIC Housing  OP 186     240     

Axis Bank  U 577     570     

IOB  OP 117     150     

Shriram Transport OP 161     200     

SREI  IL 93       110     

MMFSL  IL 225     265     

Andhra  OP 82       120     

IDFC  IL 120     120     

PFC  U 176     125     

Neutral
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The direct foreign holding in insurance companies in India is limited at 26%—excluding
foreign portfolio investment in the Indian holding/parent company. This is currently the
case for both banks and non-banks, i.e. ICICI Bank, Bajaj Auto, HDFC Ltd, Max India and
Aditya Birla Nuvo. In our view, this argument should be a non-issue as long as the JV
partner (in the parent company) does not hold stock in the NBFC’s intermediary holding
company. This restriction is followed by HDFC Ltd.

RBI suggests floating of holding company. Instead of a bank creating an intermediate
company within itself, the RBI has suggested creation of a bank holding company/
financial holding company. Under existing regulations, a bank's aggregate investments in
financial services companies including subsidiaries are limited to 20% of paid up capital
and reserves of the bank. In a BHC/FHC model, this restriction will not apply as the
investment in subsidiaries and associates will be made directly by the BHC/FHC, releasing
capital for the bank. However, this will require several regulatory changes:

• Banking Regulation Act, 1949 has to be modified to allow the creation of BHC

• A separate legislation would be required for companies to function as FHC

• Government holding in public banks through a BHC/FHC is not possible under the
current regulations and this too will need to be incorporated in the Act

• Currently, the voting rights are restricted to a maximum of 10% in private banks and
1% in PSU banks. These threshold limits will have to be redefined in India

• Internationally, the key difference between a BHC and FHC is as follows: a BHC is
allowed to make only limited investments in the non-banking companies, whereas FHC
can invest in banking and non-baking financial entities

• The RBI will have to be given the power to regulate such entities

SOTP valuation of ICICI Bank

ICICI 
Share 
(%)

Assuming 
ICICI Financial 
Services value 

at US$7 bn

Ascribing 20% 
discount on ICICI 
Financial Services 

valuation - 
US$8.8 bn

Assuming 
ICICI Financial 
Services value 
at US$11 bn Valuation methodoly adopted

Value of ICICI standalone 100 546 546 546 Based on Residual growth model

Subsidiaries
ICICI Financial Services 94 256 306 382

ICICI Prudential Life 74* 203                  

General Insurance 74* 37

Mutual Fund 51* 16

Other subsidiaries/associates
ICICI Securities Ltd 100 25 25 25 PER of 45X FY2007 EPS 
ICICI Securities  Primary Delaer 100 19 19 19 PBR of 5X FY2007 BVPS 

ICICI Homes Ltd 100 6 6 6 PBR of 2X FY2007 BVPS 

ICICI Bank UK 100 14 14 14 PBR of 2X FY2007 BVPS 

ICICI Bank Canada 100 6 6 6 PBR of 2X FY2007 BVPS 

ICICI Bank Euroasia 100 4 4 4 PBR of 2X FY2007 BVPS 

3i 11.18 2 2 2 Market value

Venture capital/MF 100 19 19 19 15% of AUM FY2009E of US$2.6bn 

ICICI One Source 25 11 11 11 20% premium over Market value
NCDEX 8 1 1 1 Valued at US$300 mn based on last transaction

ARCIL 29.7 2 2 2 Based on value assigned by IDFC at Rs7.15bn

NSE 5.5 6 6 6
Based on value assigned by recent divestment to 
FT. NSE valued @ Rs125 bn

Value of subsidiaries 371 421 497
Value of company 917 966 1,043

Source: Company, Kotak Instititional Equities estimates.
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Forecasts and valuation for ICICI Bank
March fiscal year-ends, 2005-2010E.

Assuming value of
US$11 bn for IFS

Assuming value of
US$7 bn for IFS

EPS P/E BVPS P/B RoE
P/E 

(standalone)
BVPS 

(standalone)
P/B 

(standalone)
P/E 

(standalone)
P/B 

(standalone)
P/E 

(standalone)
P/B 

(standalone)
(Rs) (X) (Rs) (X) (%) (X) (Rs) (X) (X) (X) (X) (X)

2005 27.2 32.5   170.3  5.2   19.5  26.8 142.3 3.3 22.4 2.7 29.7 3.6
2006 32.8 27.0   249.6  3.5   14.6  24.7 217.4 2.1 20.6 1.8 27.4 2.4
2007E 34.6 25.5   270.4  3.3   13.4  26.9 225.1 2.1 22.5 1.7 29.8 2.3
2008E 35.0 25.2   426.9  2.1   10.8  18.4 385.9 1.2 15.4 1.0 20.4 1.3
2009E 51.3 17.2   463.3  1.9   11.5  10.8 418.1 1.1 9.0 0.9 12.0 1.2
2010E 63.6 13.9   508.3  1.7   13.1  8.2 463.1 1.0 6.9 0.8 9.1 1.1

Source: Company, Bloomberg, Kotak Institutional Equities.

Illustration of a banking and financial holding company

Source: RBI.

BHC/ FHC

Insurance     Banking  subsidiary               

Other banking  subsidiaries          

Securities AMC Others

Illustration of a banking and financial holding company with an intermediate holding company

Source: RBI.

 BHC/FHC

 Life insurance

Securities

AMC

OthersIntermediatre holding company  Housing finance
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Ratings and other definitions/identifiers

Current rating system

Definitions of ratings

OP = Outperform. We expect this stock to outperform the BSE Sensex over the next 12 months.
IL = In-Line.  We expect this stock to perform in line with the BSE Sensex over the next 12 months.
U = Underperform. We expect this stock to underperform the BSE Sensex 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: Tabassum Inamdar."

"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 June 30, 2007

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 06/30/07 Kotak Institutional Equities Investment 
Research had investment ratings on 144 equity 
securities.
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Copyright 2007 Kotak Institutional Equities (Kotak Securities Limited). All rights reserved.

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

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

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

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