
 

AUGUST 2, 2017 

   

  



 

 

 

Kotak Securities – Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation  2 

   Monthly Market Strategy August 2018 
 

MONTHLY OUTLOOK FOR AUGUST 2018 

Domestic markets were up by around 6% in July on the back of favourable GST regulation 

(reduction in GST rate from 28% to 18% on consumption items), strong quarterly results on a 

low base of Q1FY18, healthy domestic flows at ~$1.5 bn per month, expectation of normal 

monsoon, correction in crude prices, base metals and industrial metals and improving corporate 

confidence and capex. Also, the uncertainty of the central government losing support from its 

alliance partners is now behind us, as the trust vote was won with a high margin with the support 

of its alliance partners. 

Focus of market would now be on RBI policy stance, future Fed rate hike, implications of global 

trade war, progress of monsoon, government spending in a pre-election year, strong domestic 

flows and valuations. India is currently facing weaker macros with higher inflation/interest rates, 

higher current account deficit (CAD) and weaker INR. Under the above circumstance we 

recommend investors to focus on companies that are capable of delivering strong earnings 

growth and with good corporate governance. Nifty and Midcap index are currently trading at 

18.2x and 20.8 x one year forward earnings, which is still at a premium to historical five year 

average on one year forward earnings. 

Global growth remains strong with US GDP growing by 4.1% in the second quarter of 2018. The 

trade war seems to be intensifying with US threatening China with 10% import duty on another 

USD 200 bn worth of goods. India looks to be better placed in the global trade war as compared 

to neighbouring China. Since the beginning of trade war commodity prices have corrected 

materially and we expect them to remain soft in the near future. This could provide relief to 

many hard core manufacturing sectors. After the recent spurt, inflation looks to have peaked 

out. We expect CPI inflation to average ~4.6% in FY19 as compared to the print of 5% in June 

18. On a YoY basis corporate earnings growth is expected to be better in Q1FY19 due to low 

base effect caused by destocking of goods in the month of June 17 (due to GST implementation 

from July 17). 

Portfolio strategy - Adding companies which are exhibiting improvement in earnings (IT and 

banks), companies which are exhibiting strong volume growth and which would benefit from 

normal monsoons (FMCG and Paints), defensives with lowering regulatory risk (Pharma), 

companies which would benefit from government spending in a pre-election year (infrastructure 

companies) and export driven sectors (IT, Pharma, Textiles and Jewellery) 

Key risks to our recommendation include unfavorable outcome of forth coming state elections, 

further increase in Brent crude, INR depreciation, widening trade deficit, increasing inflation and 

interest rates and waning liquidity from FIIs and domestic mutual funds. 

Market performance – sector wise (July 2018) 

 

Source: Bloomberg 
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INTERNATIONAL 

Global markets have remained generally calm in recent weeks and months despite the eruption 

of a full-blown U.S.-China trade war and a host of other conflicts that Trump has ignited between 

the United States and key trading partners, including Canada and the European Union. 

Strong Q2CY18 US growth  

US GDP grew at a solid 4.1% pace in the second quarter of 2018, its best pace since 2014, 

boosting hopes that the economy is ready to break out of its decade-long slumber. The growth 

rate for Q2CY19 is also the third-best growth rate since the Great Recession. In addition to the 

strong second quarter, the Commerce Department revised its first-quarter reading up from 2% 

to 2.2%. The number matched expectations of economists and was boosted by a surge in 

consumer spending, business investment, increases in exports and government spending. 

The next big question is whether the growth spurt sustainable. We believe that going forward, 

the pace of expansion will slow as the effects of tax cuts made by the government fades, 

companies pull back in the face of foreign tariffs, trade war and a strong dollar and the Federal 

Reserve raises interest rates further. US Fed hiked the interest rates by 25 bps during June and 

indicated for two more rate hikes in this year, thereby totaling 4 rate hikes during 2018. 

US GDP growth in % 

 

Source: Bloomberg 

Global trade war – India better placed 

After four months of negotiations and tit-for-tat threats, trade war of US on China finally broke 

out on July 7, when a 25% tariff began to be levied on $34 billion worth of Chinese goods. But 

the story has not stopped here. The U.S. administration has threatened another $200 billion 

worth of Chinese imports with a 10% tariff. The Chinese government, which had hit back at the 

first wave of US tariffs with similar measures, was quick to warn of further retaliation. IMF in its 

latest report has warned that the protectionist measures could hinder business investment, 

disrupt global supply chains, slow the spread of productivity-boosting technologies and raise 

the price of consumer goods costing  global economy US$430 billion or 0.5% growth by 2020. 

With respect trade war between India and the United States (US), the US is expected to share a 

list of its trade issues with India shortly with the two countries positively moving towards 

removing the differences over bilateral trade that have arisen from tit-for-tat tariff actions in the 

last few months. The two countries are keen to resolve the issues before Indian retaliatory tariffs 

worth $235 million on 29 American products, in response to the US’ decision to raise import 

duties on Indian steel and aluminum, come into effect on August 4. India has also demanded 

market access in agriculture, automobiles, auto components and engineering goods, and 
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pressed for resumption of duty cuts for $5.6-billion worth of goods under US Generalized System 

of Preferences (GSP). This bodes well for India’s export sector. India's exports to the US in FY18 

were $47.9 billion, while imports stood at $26.7 billion.   

Assessing the impact from the recent fall in commodity prices 

Since the beginning of the year in 2018 till May end, we saw an inverse relationship between the 

dollar and various commodities with significant rally in commodities including base metals and 

crude which benefitted metal companies and upstream oil companies. 

However since May end, in the international commodity space, we have seen sharp volatility 

caused by geopolitical issues and US President Donald Trump can be seen as the instigator. 

Trump initiated the US-China trade war, threatened to pull out of Iran’s nuclear deal, imposed 

sanctions on Russian companies and conducted airstrikes on Syria for its alleged use of chemical 

weapons. Since, the beginning of trade war till date, the Dollar index (DXY) is up around 0.5% 

while industrial metals are down 10.9%, agri index is down 13.8% and crude is down 9%. Within 

industrial metals, copper is down 8%, zinc 20% and lead 12%. 

Price performance of Commodities 

Commodity 27-Jul-18 31-Mar-18 % Change 

Sugar Rs/quintal 3,501 3,232 8.3 

Soybean Rs/quintal 3,365 3,797 -11.4 

Cotton Rs/quintal 22,310 20,185 10.5 

        

Copper $/tonne 6,123 6,679 -8.3 

Aluminum $/tonne 2,079 1,987 4.6 

Lead  $/tonne 2,116 2,395 -11.6 

Zinc $/tonne 2,618 3,284 -20.3 

        

Gold Rs/10 gram 29,780 30,400 -2.0 

Silver Rs/ kg 38,326 38,360 -0.1 

Source; Bloomberg, Industry 

We expect commodities to remain soft in near term which will provide some relief (at least 

temporarily) to the bond/rupee markets while lifting sentiments in equity markets. The near term 

fall in commodity prices is estimated to benefit sectors like Oil Marketing, Paints, FMCG, Tyre 

and Packaging. 

Oil Prices – we are bullish in the long term 

In 2018 YTD, Brent crude oil price has increased ~10.5% to US$ 74/barrel and can further spike 

to touch US$80-90/barrel for the following reasons: 

 Average oil production per rig from seven major U.S. shale regions peaked at 16,703 barrels 

a day in May 2016 and has since declined to 7,614 barrels a day in June 2018, according to 

data provided by the U.S. Energy Information Administration. This 55% drop in over two years 

indicates significant decline in rig productivity and also means shale production is not 

increasing as much as expected. 

 Chronic underinvestment in new supply while energy demand continues to remain strong. 

This is because of a deceleration in the oil industry’s reserves and the reserve replacement 

ratio. The reserve replacement ratio, measured as total oil and gas discoveries relative to 

production, declined to 11% in 2017 from over 50% in 2012, according to energy research 

firm Rystad Energy. In 2019, as per International Energy Agency (IEA) global oil demand is 

expected to increase by 1.5 million barrels/day, reaching 99.3 million barrels/day, from the 

estimated 97.8 million barrels/day in 2018. 
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 The U.S. said the world should stop importing oil from Iran by early November 2018. Instead, 

American President Donald Trump has been pressing Saudi Arabia to increase production.  

Saudi Arabia has already increased its production to 10.5 million barrels a day, close to its 

highest annual average production clocked in 2016, and maintains a spare capacity of 2 

million barrel a day. The risk is that if Saudi increases production more, it will further reduce 

spare capacity, creating the potential for an even bigger oil price spike should there be other 

supply disruptions because the industry would be running out of spare capacity. It is 

important to note that Saudi Arabia was not able to increase its oil production in July 2018 

as promised to tame crude prices  

Key risk to our assumption of higher crude oil prices are: 

 Meaningful jump in crude supply by OPEC 

 Relaxation of sanctions on Iran 

 Release of crude from US Strategic Petroleum reserves 

Higher crude negative for India  

India’s crude oil import dependence to oil consumption is 81%-83% which makes it highly 

sensitive to crude oil price movement. India is a net importer of ~3 mn barrels/ day (154 MMT 

per annum) of crude oil resulting in a sensitivity of US$ 11 bn i.e. 40 bps of GDP for every 

US$10/bbl. move in oil. 

Sensitivity Analysis – Crude oil and Current Account Deficit (CAD) 

Particulars Units   

India's net Imports MMTPA 154 

Assuming crude price rise $/barrel 10 

Import bill rise $ bn 11.3 

Nominal GDP at market prices $ Trillion 2.8 

Sensitivity for every US$10/bbl. move in oil to GDP bps 40 

Source: Kotak Securities – Private Client Research 

As per our analysis, every $10 increase in per barrel price of crude has the potential to increase 

our import bill by $11.3 bn per annum and erode 40 bps of GDP. Higher crude prices would also 

increase raw material cost, working capital requirements and operating cost for user industries 

such as lubricant manufacturer, chemicals industry including consumer staples and paints.  

China’s bond yields can fall despite the falling Yuan – negative for rupee 

Trade War causing Yuan to depreciate 

The Chinese Yuan is generally considered to be a stable currency by traders all over the world. 

However, its performance has not been very good in recent times. The Yuan fell to its lowest 

point in 2018, resulting in its longest losing streak in the past two years. The Chinese Yuan has 

depreciated by over 8% against the USD in the past three months amid a global trade spat and 

concerns over an economic slowdown in China. 

Fall in Yuan is negative for Indian Rupee 

Generally, a falling currency does not spell good news for bond yields. When a currency 

depreciates, inflation rises and global investors tend to keep away from bonds. This causes bond 

yields to rise up. However, China’s bond yields reached their lowest level in more than a year. 

This has happened despite the falling Yuan. One of the reasons is that foreign investors held just 

around 2% of Chinese government debt at the end of last year. As a result, this was not large 

enough to make a big difference in bond yields. A weaker Yuan against the dollar puts pressure 

on the Indian rupee. If the Yuan continues to slide, it is possible that the rupee gets dragged 

down too. This could have a negative impact on many fronts including imports.  
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DOMESTIC 

Indian Markets  

Indian stocks are currently jostling weak emerging markets, rising rates, higher oil prices, an 

election year and relatively rich mid-cap valuations. 

What is in favor of Indian equities? 

 Strong macro stability evident in a positive BOP and backed by a Central Bank that is 

committed to keeping real rates positive. 

 A low and falling beta, which augurs well in a weak global equity market environment. 

 India's growth is likely accelerating relative to EM. IMF expects India’s GDP growth at 7.3% in 

2018 and 7.5% in 2019. 

 Improving corporate confidence and capex 

 Strong domestic flows, currently averaging around US$1.5billion a month, which we believe 

is a structural uptrend with SIP contributing almost 2/3rd of domestic flows.  

 Expectation of normal monsoons 

 Progressive GST reforms- GST compliance expected to improve as rates come down. 

What is against Indian equities? 

 Rising crude oil prices, which could put pressure on growth. 

 Peaking inflation, which is a lead indicator of rate hikes by the RBI 

 Pre-election period which brings in a lot of uncertainties. 

 Relatively rich mid-cap valuations (even after the recent drawdown). 

Events 

Trade deficit widens 

The double whammy of a weaker rupee and high crude oil prices led to further increase in India’s 

foreign trade deficit in June. While the rupee depreciated 5.2%, the average price of crude oil 

rose 61% YTD in June18. Exports were reported at USD 27.7bn for the month of June'18 (+17.4% 

YoY), while imports were reported at USD 44.3bn (+ 21.4% YoY, in which POL imports was 

reported at USD 12.7bn (+57% YoY) and highest since September 2014. Consequently the trade 

deficit has jumped to USD 16.6bn (a five year high) and for 1QFY19 the combined trade deficit 

is at USD 46 bn, highest since June 2013. This threatens our current account deficit (CAD). 

Monthly foreign trade aggregates of India 

      YTD   

USD bn Jun-17 May-18 Jun-18 YoY (%) MoM (%) FY18 FY19 YoY (%) 

Oil exports 2.7 5.2 4.1 51.9 (21.2) 8.0 12.0 50.0  

Non-oil exports 20.9 23.6 23.6 12.9 0.0  64.0 70.0 9.4  

Total exports 23.6 28.8 27.7 17.4 (3.8) 72.0 82.0 13.9  

                  

Oil imports 8.1 11.5 12.7 56.8 10.4  23.0 35.0 52.2  

Non-oil imports 28.4 32 31.6 11.3 (1.3) 89.0 93.0 4.5  

*gold imports 2.5 3.5 2.4 -4.0 (31.4) 11.0 8.0 (27.3) 

Total imports 36.5 43.5 44.3 21.4 1.8  112.0 128.0 14.3  

                  

Trade Balance (12.9) (14.7) (16.6) 28.7 12.9  -40.0 -46.0 15.0  

Source: Bloomberg 
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Update on domestic inflation 

WPI inflation has peaked out – we expect 25 bps rate hike in August policy 

WPI inflation has increased to 5.77% in June 2018 as against 4.43% in May, partly led by an 

unfavorable base effect, with increases across the board. We believe that the WPI has likely 

peaked for FY19. We estimate it to glide down to around 4.1% by March 2019. From a policy 

perspective, RBI’s Monetary Policy Committee (MPC) will continue to focus on CPI inflation. We 

remain cautious on the inflation trajectory as higher input prices feed into retail inflation over 

the next few months in addition to the extent of pass-through of MSP prices, and potential lower 

crop output. We maintain a call for another 25 bps of rate hike in the August policy though it 

will depend on how/when the RBI factors in risks from higher agriculture prices. 

CPI inflation increased marginally  

CPI inflation increased marginally, and possibly reached a peak, at 5% in June, in line with street 

expectations (Consensus: 5.3% for June, Actual for May: 4.87%). Along with unfavorable base 

effects, the sequential increases in food prices also added to the inflation pressures in June. Food 

and beverages inflation remained stable at 3.2% (3.3% in May) helped by a sequential increase 

of 1% against 0.4% in May. Vegetable prices increased 6% MoM while pulses prices fell 0.7% 

MoM. High-frequency mandi data for July indicates that prices have picked up from June levels. 

We believe that FY19 CPI inflation trajectory reached its peak in June and will glide down to 4.8% 

by March 19. We expect CPI inflation to average 4.6% in FY19 (3.6% in FY18). 

Positive progress of Monsoon – healthy for the economy 

Till July 26, cumulative rainfall was 2.4% below normal with the weekly rainfall 1.9% below 

normal. On a regional cumulative basis, central, south, and west India has seen a favorable 

rainfall while east, north-east and parts of north India remain significantly deficient. Out of the 

36 sub-divisions across India, till date, seven have received excess rainfall, 19 have received 

normal rainfall, and 10 have received deficient rainfall. We see this 2.4% deviation as normal with 

both Indian Meteorological Department (IMD) and SkyMet predicting third consecutive normal 

monsoon for the four month period from June to September 2018 subject to 5% deviation of 

the long term average. 

Seasonal Rainfall Scenario in mm (01 June to 26 July, 2018) 

Region Actual Normal % Deviation from LPA 

All India 395.7 405.6 (2.4) 

East & Northeast India 501.4 721.6 (30.5) 

Northwest India 242.2 249.7 (3.0) 

Central India 499.1 434.2 14.9 

South Peninsula 372.9 344.5 8.2 

Source: IMD 

Normal monsoon is critical in the following ways: 

 Basin-wise reservoir levels moved in to surplus compared to long-term average levels. Larger 

river basins of Godavari, Krishna, and Mahanadi are in surplus while Ganga, Indus, and 

Narmada are in deficit. Overall, basins are around 16% above long-term average for week 

ending July 26 

 Sowing is at normal level and at around the long term average. As of July 26, the total Kharif 

acreage is 9.3% lower than the same period last year.  

 There is an expectation that farmers will continue to have a bumper crop this year and would 

drive rural growth. Farm loan waivers, hike in prices of minimum support prices for farmer 

produce of select crops are all expected to boost rural income and spending. The above has 

the potential to drive rural consumption and would be healthy for companies concentrating 

on rural markets like two wheelers, FMCG, consumer durables, paints and retail. 
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 Normal monsoon is a downside risk to inflation and provides RBI with plenty of cushion 

against rising WPI and CPI in FY19 

 Normal monsoon also leads to high farm production which will lower raw material costs for 

companies that make packaged foods in rest of FY19, for instance, Britannia, GSK Consumer, 

ITC and Nestle. 

 Normal monsoon can lead to good times for farmers, which in turn can influence voters in 

favour of the incumbent government in a pre-election year. 

State of domestic economic recovery 

Annual industrial production growth decelerated to 3.2% in May from April’s revised 4.8% 

(previously reported: +4.9 YoY), undershooting market expectations of 4.4% and representing a 

seven-month low. The reading in May was weighed on by a slow expansion in the manufacturing 

sector but supported by strong growth in the mining and electricity sectors. Manufacturing 

sector production grew 2.8%, owing to contraction in consumer non-durables (-2.6% due to 

unfavorable base effect) even as capital goods growth remained steady at 7.6% (likely 

contribution from CV production) .Electricity sector increased to 4.2% (2.1% in April), while 

mining grew 5.7% (4% in April). The May IIP performance indicates that there is a risk that the 

industrial economic recovery may be prolonged. 

While there is slight deterioration in macro factors, the economy is on a much stronger footing 

today with narrowing fiscal and current account deficit, long-term positive real interest rate (we 

can expect FII outflow reversal), healthy forex reserves at $405bn and outperforming INR vs. 

other emerging market currencies. 

YTD performance of key emerging market currencies versus the USD 

Currency Depreciation 

Indian Rupee (8.1) 

Argentina Peso (46.9) 

Turkish Lira (28.6) 

Brazilian Real (12.1) 

South African Rand (6.8) 

Russian Ruble (8.7) 

Indonesian Rupiah (7.0) 

Chinese Yuan (4.9) 

Mexican Peso 4.6 

Source: Bloomberg 

Corporate earnings growth has also started to look up. Based on the results declared by 110 

companies (both large and small) so far, aggregate PAT for Q1FY19 has increased by 28.1% YoY. 

Corporate earnings growth in Q1FY19 (till 30th July 2018) 

  Q1FY18  Q1FY19 

(Rs bn) Sales PAT Sales PAT 

All sectors (excluding banks) 4154 394 4957 506 

Banks 745 73 873 92 

Total 4899 467 5830 598 

YoY change (%)     19.0 28.1 

Source: Equitymaster 
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Nifty Earnings growth (%) 

 

Source: Bloomberg 

Forex outlook - Strength in USD to remain intact 

After a strong performance in CY17, the INR has depreciated by more than 8% YTD in CY18 

(from 63.85) due to factors like: (1) trade wars translating into currency wars, (2) escalating 

geopolitical tensions, (3) strong uptrend in Brent: (4) Strong US economy and hawkish US Fed 

(5) domestic political uncertainty in a pre-election year and (6) weak domestic trade.  The 

unrelenting capital outflow from EMs is a reflection of the increasing global risks as DM 

monetary policies normalize and trade war threatens to derail the global economic recovery. 

Another source of INR volatility has been policy dissonance across global central banks with the 

Fed signaling faster policy normalization while ECB postponing its rate hike decision to mid-

2019. We expect another 50 bps of rate hike by the Fed in CY18 and 75 bps in CY19. The 

divergence in global monetary policy along with geopolitical risks should continue to provide a 

case for a strong USD in the medium term. The spillover from these uncertainties has led to the 

worst quarter for the EM currencies since CY15. Such swings in EM currencies have prompted 

several central banks to use interest rate hike as a defense mechanism. 

Adverse global backdrop, deteriorating domestic political uncertainty could continue to keep 

the INR under pressure. We expect USD-INR to range 67.5-71.0 for the rest of FY19. Rupee 

depreciation is likely to be positive for sectors like IT and Pharma, which have majority of their 

revenues in USD. 

Increase in MSP prices 

Average MSP increased by ~17.4% in FY19  

Minimum Support Prices (MSPs) for FY19 kharif production were increased 3.7-52.5% to 

remunerate farmers with a minimum of 1.5X of their cost of production. This is the biggest 

increase in MSP over the past few years. The MSP for paddy - the most important Kharif crop - 

has been increased by Rs 200 per quintal (13%). This is much higher than the 5.4% increase last 

year. Other crops that received a booster dose were Ragi (52%), Jowar (43%) and Bajra (37%). 

On a production-weighted basis, overall MSP was increased by around 17.4% in FY19 against 

around 5.6% in FY18. 

Impact on the economy – We expect another rate hike in August policy 

The implementation of MSP could boost rural demand. However, it has the potential to stoke 

inflation too. This rise in inflation, in addition to the rising crude oil prices and depreciating 

currency, could have a negative impact on the financial arithmetic of the country. With near-

term inflation expected to increase, we believe that another rate hike by the RBI could on the 

cards during the next monetary policy meeting on 1st August, 2018. 
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GST – progressive reforms continue 

Rationalization of GST rates 

The GST Council in its meeting on July 21 reduced tax rate on key consumer durables such as 

paints, refrigerators, washing machines, domestic electrical appliances such as food processors, 

shavers, televisions, along with trailers, semi-trailers, etc., to 18% from 28%. Further, tax rates 

were also lowered for select other goods in other tax slabs. The first big change to GST rate 

structure and ensuing rationalization was on Nov 10th, 2017 when GST rates on a large set of 

FMCG products, housing products and some categories of capital goods was brought down 

from 28% to 18%. Subsequently, minor tweaking continued based on industry feedback and was 

followed up with another big announcement on 21st July to further cut rates on mid-ticket 

consumption items. As per rough analysis, the likely loss to exchequer is estimated at around Rs 

70 bn per annum. However, we assess the event as positive on the following grounds: 

 The losses can be absorbed by way of higher consumption, widening tax base and greater 

compliance as rates come down. 

 These changes are demand positive and at 18% the GST rate on these products and are below 

the excise + VAT combined rate of 25-28% from the pre-GST days. 

 The tweaking is a lead indicator that the system has stabilized to a level which gives comfort 

to states and center to bring down rates. 

 These steps opens up the possibility that in future too, as comfort from revenues increase, 

states will be more amenable to GST cuts to other products in 28% category like cement, ACs 

and 2-wheelers as well. 

Ease of filing 

Apart from rate rationalization the rates, the Council has also proposed to ease the compliance 

burden by (1) extending the optional filing frequency mechanism for smaller tax payers having 

turnover below Rs 50mn to a quarterly duration (Earlier limit was Rs 15mn) (2) approving a simple 

return filing form for monthly returns with two main tables with an option of live 'checking' from 

both seller and buyer, ensuring that returns are automatically checked (3) Further deferring the 

Reverse Charge Mechanism or RCM (in case of supplies made by unregistered persons to 

registered persons) 

Progress of the monsoon Session of Parliament and upcoming state elections 

The Monsoon Session of Parliament began on 18th July and wound extend till 10th August with 

an estimated total of 18 sittings. In the current Session, 25 bills - out of total 60 bills pending in 

the Parliament - are listed for consideration and passage, and three for withdrawal during the 

session. Apart from this, 18 new bills are listed for introduction, consideration, and passage.  In 

the current session, the Congress has also moved a privilege motion against Prime Minister 

Narendra Modi and defence minister Nirmala Sitharaman in the Lok Sabha over the Rafale deal. 

Of all the bills, we are listing the bills which would have economic and market implications 

List of important bills from economy and stock market perspective 

Bill  Lok Sabha Rajya Sabha Implication 

The Motor Vehicles (Amendment) Bill Passed Passed Positive for trucking industry 

The Negotiable Instruments  Bill  Passed Passed Prevents bouncing of cheques, promotes trade 

Prevention of Corruption Bill Passed Passed Prevent corruption in government departments 

Fugitive Economic Offenders Bill  Passed Passed Prevent economic offences 

Source: Government of India  
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What to look out for in Industry Specific developments in Q2FY19 

Two wheelers – Price cut by Bajaj Auto has negative implications for the two-wheeler industry 

Bajaj Auto indicated that they will pursue market share in the domestic motorcycle segment 

through CT100 and Platina over the next 2-3 years. They want to reach a market share of 24% in 

domestic motorcycle segment from current market share of 16% in the next 2-3 years. This has 

implications for the industry, Hero and TVS will also get impacted as they defend their market 

share in the economy segment. If industry growth is driven by the economy segment, industry 

profitability will decline. Our analysis suggests that in CT100 and Platina segment, Bajaj Auto is 

making negative 10% EBITDA margin and it forms 15% of Bajaj Auto’s revenues. Post the price 

cut, we have turned negative on Bajaj Auto and lowered our rating to Accumulate from BUY for 

Hero MotoCorp. 

Overall market share of top two wheeler companies 

(In %) 1QFY18   4QFY18   1QFY19  

 Bajaj Auto              8.7              9.7            10.5  

 Hero MotoCorp            37.0            37.8            36.3  

 TVS Motors            13.8            14.1            12.9  

Source: Companies  

Government increases axle load of trucks, trailers - Positive for trucking industry 

Government of India recently released a notification on increase in load bearing capacity of the 

truck. As per rough calculations, government has increased the load bearing capacity of the truck 

by 10-25% depending on the number of axle and tyres in the vehicle. Also gross vehicle weight 

shall not exceed total permissible safe axle weight and in no case exceed 49 tons for rigid 

vehicles and 55 tons in case of truck trailers.  

It is not clear as per notification whether these rules apply only for vehicles registered post this 

notification or it is applicable to the entire population of trucks. If it is only on new vehicles as 

indicated by truck manufacturers, then it will actually have a positive impact on new truck 

demand and re-sale prices of old trucks may get impacted.  

Another point to note is that overloading is quite prevalent in the truck industry, though the 

extent of overloading is not known. The implication on the industry will depend on the strict 

implementation of this notification, which is also questionable. In our view, government needs 

to give more clarity on this issue before we can ascertain any impact on truck sales.  

However, our first impression is that the notification is: 

 Positive for companies in the trucking space including VRL Logistics, Transport Corporation 

of India and Gati as it lower their capex and also requirement of drivers. 

 Will not impact CV demand structurally due to the prevalence of overloading PAN India. 

However, due to an increase in load carrying capacity by 10-25%, buying decisions could be 

deferred as fleet operators would wait for the cut-off date for implementation to get the 

benefit of extra load. 

Aviation Industry showing strong traffic – INR depreciation and higher ATF may play spoilsport 

The domestic passenger traffic to continue to grow at a healthy pace of ~15% per annum due 

to conducive factors like relatively low penetration levels, favourable macro-economic 

environment, support from regulatory environment (i.e. regional connectivity scheme) and 

development of new airports. The growth will also be supported by phase-wise capacity addition 

by airlines as reflected by their large order book. However, airport infrastructure continues to 

remain a key bottleneck for the industry’s growth potential. 
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The available seat kilometers (ASKM) growth in FY19 is estimated to be ~15-17%. The key driver 

for the industry capacity growth continues to be the sizeable order backlog of the industry. As 

on date, approximately 1,033 aircraft of various sizes and configurations, are on order by Indian 

airlines. 

While growth prospects remain favourable, sharp rise in crude oil price and rupee depreciation 

are likely to exert pressure on operating profitability of airlines in the near-term. While the strong 

passenger traffic growth will allow airlines to improve yields to offset cost pressures to some 

extent, the increase may not be adequate. Thus, the revenue per available seat kilometre (RASK) 

– cost per available seat kilometre (CASK) spread is expected to get squeezed. Indigo reported 

another set of weak results for Q1FY19 with EBITDA at Rs 10.3 bn (-47% YoY) and PAT of Rs278 

mn (-97% YoY). The weak numbers by the market leader is a lead indicator of performance 

estimated in Q1FY19 & Q2FY19 for the entire airline industry. Furthermore, some of the airlines 

have large capacity expansion plans, which may be either owned (through debt funding) or on 

operating lease. Thus, the aggregate industry debt level is expected to increase going forward 

(current debt of the industry is Rs 750 bn). 

Performance of domestic airlines (lakh passengers flown) 

 

Source:  Bloomberg 

Cement – CCI penalty creates an overhang 

The National Company Law Appellate Tribunal (NCLAT) has upheld the Competition Commission 

of India’s (CCI) earlier order which imposed a penalty of Rs67 bn on 11 cement companies. We 

highlight that the order pertains to potential price collusion for the period May 2009 to March 

2011. The companies may file an appeal with the Supreme Court now. Among the large cement 

companies—ACC (Rs11.5 bn), Ambuja Cement (Rs11.6 bn), Ultratech (Rs11.8 bn) and Jaiprakash 

(Rs13.2 bn) contribute the bulk of the penalties. In terms of impact, the quantum of penalty 

accounts for 1-4% of the market cap of most pan-India companies, though it is a substantial 

part of the market cap of Jaiprakash Associates. 

We believe the order by NCLAT can lead to higher provisioning in FY19 impacting profitability. 

This would result in de-rating of the sector. Consequently, we have turned cautious on the sector. 

However, we continue to remain positive on companies where growth is likely to be led by 

volume uptick such as Ultratech Cements and Shree Cements. 

FMCG and Paints – strong volume growth and outlook 

For FMCG and Paint companies: (1) trade conditions have normalized across channels, (2) they 

are witnessing gradual improvement in demand and positive trend in urban and rural growth. 

Rural growth has outpaced urban demand; (3) have favourable GST regime ;( 4) are experiencing 

soft commodity prices and may exhibit margin expansion in Q2FY19; (5) Management 

commentary has been positive. We expect most of the companies in the consumer space to 

report strong numbers in FY19. We like ITC, Marico, Britannia, Colgate, Nestle and Kanai Nerolac. 
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Metal prices and performance of metal companies  

Base metals continue to fall since May 2018 on the back of rising trade tensions between US and 

China. Industrial metals also remain under pressure from a higher US dollar, which makes dollar-

denominated commodities more expensive for non-US firms. Looking ahead, a strong US dollar 

and trade war could continue to weigh on base metals and industrial metals.  Demand from 

India and China has slowed down with weak domestic capex. However, going ahead, with 

expectation of higher government spending on infra in a pre-election year might giving some 

respite to domestic demand and prices, which will augur well for domestic metal companies. 

However, we feel Q2FY19 to be weak for metal companies. 

Oil and Gas – we are bullish on crude in the long run and positive on upstream companies 

Brent Crude prices have corrected from US$ 79 per barrel on July 1st 2018 to US$ 74 till date on 

the back weaker than expected demand from China and increase in supply from Saudi. However, 

we believe that the crude could retest the $80 to $90 a barrel amidst uncertainties of increase in 

supply from Shale and by Saudi, disruption of supply from Iran and strong global demand for 

crude as estimated by IEA at 99.3 million barrels/day in 2019, from the estimated 97.8 million 

barrels/day in 2018. Higher crude prices and depreciating rupee is positive for upstream oil 

companies (like ONGC and OIL India) 

Brent Crude (US$/barrel) 

 

Source: Bloomberg 

IT- we are positive on large cap companies 

Strong cash generation and a lack of alternative opportunities for investment have prompted 

Indian IT companies like TCS and HCL tech to resort to buy-back which we reckon is a logical 

way to reward shareholders. These buy-backs are happening at a significant premium to market 

prices with an average acceptance ratio of over 35% for retail investors. Also management 

commentary of most IT companies indicate that the future cash flow generation would be 

healthy and share buy-back would be the way to reward share-holders in the future. Considering 

the current volatile equity markets, rising global concerns and limited attractive investment 

opportunities in the large-cap space, we believe IT companies including TCS and HCL tech offers 

low risk and moderate returns to investors who intend to tender shares in the ongoing buyback. 

We are also positive on Infosys which would be rewarding shareholders with bonus shares in the 

ratio of 1:1 

Looking at the performance and revenue guidance of large IT companies it is certain that the 

industry spending environment is healthy which makes us believe that industry-wide 

acceleration in growth rates is possible in FY19 as there are lesser drags and more deal closures. 

We are positive on Persistent systems, Infosys, L&T InfoTech, Tech Mahindra and Mindtree. 

20

45

70

95

120



 

 

 

Kotak Securities – Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation  14 

   Monthly Market Strategy August 2018 
 

Pharma – prefer companies with specialty filing in US and with good domestic share 

The sector has finally started seeing the positive news flows on the expected lines. Stable outlook 

in US business and strong growth in domestic business given the weak base due to GST 

implementation previous year. The compliance risk is almost settled for most of the players 

(except DRL and Lupin) and complex and specialty approvals should add more value. Most of 

the management have indicated that the US market outlook is stable and would expect 

maximum a high single digit price erosion. The buyer’s consolidation is also behind us for the 

US market. The GST implementation has also settled well in the domestic market and we look 

forward to healthy double digit growth in domestic market going ahead. Overall, the sector 

should reflect better earnings growth driven by good specialty and complex approvals in US, 

along with domestic market and rupee depreciation aiding the earnings. The under-ownership 

of the sector also should correct as we move ahead. We prefer the players focused on complex 

and specialty filing in US and with good domestic share. In Large Caps, we prefer -Sun Pharma, 

Dr Reddy; in CRAMs we prefer - Divis, Dishman, Suven and in Domestic MNC we prefer – Sanofi, 

GSK Pharma. 

Telecom – Competition to lower post Idea and Vodafone Merger 

The approval for the merger of Vodafone and Idea Cellular is expected shortly, post payment of 

dues totaling ~Rs 72 bn by both the companies to Department of Telecom. Once approved, 

Vodafone Idea Ltd (as the merged entity will be called) will be the largest telecom company with 

around 436 million customers and 35% market share, surpassing Bharti Airtel with 344 million 

customers. The merger is estimated to move the telecom industry to the lower end of Oligopoly 

market with 3 big players including Reliance Jio, Bharti Airtel and Vodafone Cellular controlling 

the market. Lesser number of players is estimated to bring down pricing war and competition in 

the industry. This can cap (or even increase) the falling average revenue per user (ARPU) going 

forward. This augurs well for Bharti Airtel and Vodafone Idea. 

DIIs remain strong net buyers for July  

FIIs have bought shares worth Rs.6.7 bn only (till 27th July) primarily due to sharp rise in the bond 

yields coupled with rupee depreciation. On the other hand, buying from mutual funds remained 

strong and stood at Rs.55.1bn (till 20th July). For YTD, FII’s remained net sellers to the tune of 

Rs41.7bn and MFs remained net buyers to the tune of Rs741.15 bn. 

FII & Mutual Fund investment (Rs cr) 

 

Source: Bloomberg 
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Strong SIP inflows 

Larger awareness, discipline and stability in investments, tax benefits, small ticket investment 

size (investments can be as small as Rs 500 per month) and attractive returns have resulted 

strong investments in mutual funds through the SIP route, which we believe are more stable 

domestic investments made by retail investors. Recent data from AMFI highlighted that, 

contributions to SIP’s in Q1FY19 was reported at Rs 215.5 bn (+58% YoY) and for June 2018 it 

was reported at Rs 75.5 bn (+59% YoY). The SIP flow of Rs 215.5 bn in Q1FY19 is more than 60% 

of the DII flows in the market, which indicates significant strength of domestic flows. 

DII investment vs. SIP flow (Rs bn) 

 

Source: Bloomberg & AMFI 

MSCI emerging market vs. MSCI India 

Post the trade war most of the emerging market currencies have depreciated against the Dollar. 

China has allowed the Yuan to depreciate against the Dollar which has also put pressure on other 

emerging market currencies. Most of the emerging markets have seen FPI outflows in this 

calendar year. India has seen the least outflows of USD 1 bn in this CYTD as compared to ~USD 

3.5 bn outflows from S.Korea, USD 9 bn from Taiwan, USD 6 bn from Thailand and USD 3.5 bn 

from Indonesia. This relative lesser outflows from FPI coupled with strong domestic inflows into 

Indian markets has widened the premium of MSCI India Vs. the MSCI Emerging Markets. On a 

one a year forward basis the MSCI Emerging market Index trades at 11.6x as compared to 18.1x 

of MSCI India Index. The valuation premium of MSCI India over that of MSCI Emerging Markets 

has widened to 56% and is close to its previous peaks. The premium of 56% is far higher than 

the 10 year average premium of 38% 

MSCI Emerging Market Vs MSCI India 1 Yr rolling FW PE 

 

Source: Bloomberg 
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MSCI India Vs MSCI EM - Premium (on FW PE basis) 

 

Source: Bloomberg 

Market valuations and recommendation 

The government has actively taken steps to lower GST rates & ease of filing GST returns. It is a 

positive step and will help the business & economy to grow with ease. Also, the uncertainty of 

the central government losing support from its alliance partners is now behind us, as the trust 

vote was won with a high margin with the support of its alliance partners. Given this, the market 

will focus on macro-economic data points (Crude oil, base and industrial metals, Inflation data, 

INR movement and GST collections), IIP numbers, CAD, RBI policy stance, US GDP growth, Fed 

rate hike, implications for India of global trade war and valuations. Latest trends indicate that 

India will have to contend with a weaker macros with higher inflation/interest rates, higher CAD 

and weaker INR. Focus of market would also be on progress of monsoon and government 

spending in a pre-election year. 

Under the above circumstance we would recommend investors to focus companies that are 

capable of delivering strong earnings growth and with good corporate governance. Nifty and 

Midcap index are currently trading at 18.2x and 20.8 x one year forward earnings, which is still 

at a premium to historical five year average one year forward earnings amidst falling rupee, 

increasing CAD, volatile commodity prices and peaking inflation. 

Nifty and Midcap One Year Forward Valuation 

 

Source: Bloomberg 
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We recommend investors to add cash rich companies (IT), companies which are exhibiting 

improvement in earnings (IT and banks), companies which are exhibiting strong volume growth 

and which would benefit from normal monsoons (FMCG and Paints), defensives with lowering 

regulatory risk (Pharma), companies which would benefit from government spending in a pre-

election year (infrastructure companies), rural spending (tractors, farm products), favourable 

taxation environment (Paint companies and ITC), favourable regulatory environment (trucking 

companies) and export driven sectors (IT, Pharma, Textiles and Jewellery) 

Key risks to our recommendation include unfavorable outcome of forth coming state elections, 

further increase in Brent crude, INR depreciation, widening trade deficit, increasing inflation and 

interest rates and waning liquidity from FIIs and domestic mutual funds. 

Preferred picks 

Domestic Cyclicals / Investment oriented sectors 

Sector Stocks 

Automobiles  Mahindra & Mahindra, Maruti Suzuki 

Building Material Kajaria Ceramics, Century Plyboards, Greenply Ind, Shankara Building  

 Products  

Capital Goods, Engineering  Carborundum Universal, Genus Power Infra, L&T, Voltamp. 

Cement UltraTech Cement, Shree Cements 

Construction Dilip Buildcon, Nagarjuna Construction, PNC Infratech 

Logistics, Transportation Adani Port, Container Corp, VRL Logistics and Cochin Shipyard 

Metals & Mining Jindal Stainless (Hisar), MOIL Ltd, National Aluminium 

Oil & Gas  Mahanagar Gas 

Others CDSL, Mold-tek Packing Ltd, Insecticides India, Mahindra Holidays & 

 Resorts India, VIP Industries, Wonderla Holidays and Quess Corp 

Real Estate Phoenix Mills 

Source: Kotak Securities - Private Client Research 

Export oriented / Defensive sectors 

Sector Stocks 

FMCG ITC 

IT  Cyient,  Quess Corp 

Paints Akzo Nobel India, Kansai Nerolac Paints  

Source: Kotak Securities - Private Client Research 
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Adani Port & Special Economic Zone - Buy

Current  Market Price (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn)

400 452 / 347 800899

Source: Bloomberg

Source: Bloomberg

Financials (Rs mn) FY18 FY19E FY20E

Sales 113,229 125,684 139,509

Growth (%) 34.2             11.0             11.0             

EBITDA 71,454 80,028 89,632

EBITDA margin (%) 63.1 63.7 64.2

EPS (Rs) 17.9 21.5 25.2

Growth (%) (6.4)              20.1             16.8             

CEPS (Rs) 23.8 27.6 31.4

Book value (Rs/share) 101.6 121.4 143.8

Dividend/share (Rs) 2.0 2.5 3.5

ROE (%) 17.6 17.7 17.5

ROCE (%) 14.4 14.9 15.4

Net cash (debt) (170,276) (157,818) (137,782) Source: Company

Net Worcking Capital (Days) 18.9 19.9 20.9

Valuation Parameters FY18 FY19E FY20E

P/E (x) 22.3             18.6             15.9             

P/BV (x) 3.9               3.3               2.8               

EV/Sales (x) 8.6               7.6               6.7               

EV/EBITDA (x) 13.6             12.0             10.5             

Price Performance (%) 1M 3M 6M

7.1               (1.9)              (6.8)              

Source: Bloomberg, Company, Kotak Securities - Private Client Research Source: Company, Kotak Securities - Private Client Research

Last report at Rs.365 on 4 July 2018

Analyst: agarwal.amit@kotak.com

Target Price (Rs)

485

Volume Projections (mn tonnes)

Potential Upside (%)

21.3%

Price Performance

Share Holding Pattern (%)

Quarterly Breakup of volumes (mn tonnes)

Promoter

56.3%FII

23.9%

DII

14.3%

Others

5.5%
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230 Adani Port & Special Economic Zone Nifty

Investment Argument 

 FY18 was healthy for APZ in terms of port volumes (+7% YoY), adjusted port 

revenues of 113.2bn (+34% YoY) with healthy EBIDTA margin 

 The management targets 1.5x accelerated total cargo growth and 2x 

container volume growth of 2X versus major ports. In order to achieve the 

growth objective, the company is expanding operations at several locations 

 The company intends to focus on container and Liquid cargo which adds 

value to APZ as they have higher margins, lower turnaround time and require 

lesser investment in terms of infrastructure  

 APZ now has 10 ports in its fold with the next phase of growth estimated to 

come from subsidiary ports of Hazira, Dahej and Dhamra. 

 The company expects FCF to further improve on a conservative basis in FY19 

allowing proportionately higher dividend payout (company targets 15% 

payout). 

 With deleveraging efforts, the company expects net debt/EBITDA and 

interest cost to reduce. 

 We estimate APZ to deliver earnings CAGR of 13% and ROE of ~17.5%, 

despite a tough global trade environment. 

Risks & Concerns 

Competition from ports on the west coast including JNPT, Weak coal imports , 

Slowing economy and trade and Slow capex at SEZs 

Company Background 

APZ has entered into an agreement with GMB to build, operate and maintain the 

port for a period of 30 years till 2031 extendable by another 20 years. The port is 

into providing cargo handling services for bulk, crude and container cargo. 

Sector Background 

Demand for port infrastructure is driven by the 3Cs: coal, containers and crude. 
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Current  Market Price (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn)

120 229 / 100 29447

Source: Bloomberg

Source: Bloomberg

FINANCIALS (RS MN) FY18 FY19E FY20E

Sales 60,648         63,150          65,110         

Growth (%) 8.6               4.1               3.1               

EBITDA 3,748           4,379           4,522           

EBITDA margin (%) 6.2               6.9               6.9               

PBT 2,271           2,844           3,029           

Net profit 1,599           2,236           2,387           

EPS (Rs) 6.3               8.9               9.5               

Growth (%) (31.0)            39.9             6.7               

CEPS (Rs) 12.7             15.3             15.9             

Book value (Rs/share) 95.9             102.3           108.8           

Dividend /share (Rs) 2.0               2.0               2.5               

ROE (%) 6.6               8.7               8.7               Source: Company, Kotak Securities - Private Client Research

ROCE (%) 8.6               10.1             10.2             

Net cash (debt) (5,439)          (5,038)          (4,161)          

Net WC (Days) 26.5             27.5             28.5             

VALUATION PARAMETERS FY18 FY19E FY20E

P/E (x) 18.9             13.5             12.7             

P/BV (x) 1.3               1.2               1.1               

EV/Sales (x) 0.6               0.5               0.5               

EV/EBITDA (x) 9.3               7.9               7.4               

PRICE PERFORMANCE (%) 1M 3M 6M

13.3             (14.3)            (37.9)            

Source: Bloomberg, Company, Kotak Securities - Private Client Research Source: Company

Volumes for CFS business in TEUs (Nos)

Potential Upside (%)

21.0%

Price Performance

Share Holding Pattern (%)

Volumes for MTO business in TEUs (Nos)

Last report at Rs.121 on 24 May 2018

Allcargo Logistics Ltd - Buy Analyst: agarwal.amit@kotak.com

Target Price (Rs)

145

Promoter

69.9%

FII

6.2%

DII

7.9%

Others
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Investment Argument 
 Allcargo has a strong presence in the Multimodal Transport Operation 

(MTO) business through wide network of ECU Line. 

 It also has a strong hold on domestic MTO business and continues to 

perform strongly in the MTO segment despite sluggish container shipping 

market 

 Relationship with shipping lines, vast experience in logistics business and 

presence in other verticals (MTO) should help ALL to outperform most of its 

peers in the CFS segment  

 For ALL, we expect the growth to come from the key MTO segment, new 

CFS in Kolkata and Logistics Park in Jhajjhar.  

 We believe that most of negatives have got factored in the current price 

We also estimate ALL to be the biggest beneficiary of any recovery in trade 

and GST implementation. 

Risks & Concerns 
Deterioration in Exim trade, Competition in the CFS segment 

Company Background 
Allcargo is the 2nd largest global player in LCL (less than container load) 

consolidation business. The company operates primarily in three segments, viz. 

MTO, CFS/ICDs operation and Project & Engineering Solution segment. 

Sector Background 
Multimodal transport operations (MTO) is a chain that interconnects different 

modes of transport -air, sea, and land into one complete process that ensures 

an efficient and cost-effective door-to-door movement of goods under the 

responsibility of a single transport operator 
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  Current  Market Price (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn)

420 479 / 357 108736

Source: Bloomberg

Source: Company

Financials (RS mn) FY18 FY19E FY20E

Sales 108,261       121,495        139,008       

Growth (%) 17.2 12.2 14.4 

EBITDA 9,650 11,464          14,723         

EBITDA margin (%) 8.9 9.4 10.6 

PBT 3,904 5,518 8,526 

Net profit 3,158 4,211 6,506 

EPS (Rs) 12.2 16.3 25.2 

Growth (%) (1.3) 33.3 54.5 

CEPS (Rs) 26.1 31.7 41.9 

Book value (Rs/share) 158.1 171.5 193.9 

Dividend per share (Rs) 2.4 2.4 2.4 

ROE (%) 8.1 9.9 13.8 Source: Company

ROCE (%) 8.8 10.2 13.3 

Net cash (debt) (31,171)        (30,741)         (29,730)        

Net Working Capital (Days) 105 102 103 

Valuation Parameters FY18 FY19E FY20E

P/E (x) 34.4 25.8 16.7 

P/BV (x) 2.7 2.5 2.2 

EV/Sales (x) 1.3 1.1 1.0 

EV/EBITDA (x) 14.5 12.1 9.4 

Price Performance (%) 1M 3M 6M

5.5 (0.7) 1.7 

Source: Bloomberg, Company, Kotak Securities - Private Client Research Source: IBEF

Textile and apparel industry in India (US$ billion)

Potential Upside (%)

18.9%

Price Performance

Share Holding Pattern (%)

Performance of Power Brand

Last report at Rs.398 on 23 July 2018

Arvind Ltd - Buy Analyst: pankajr.kumar@kotak.com

Target Price (Rs)
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155 Arvind Ltd Nifty

Investment Argument 

 Arvind has a portfolio of 15 international licensed brands and 12 in-house 

brands targeting different segments and are managed by qualified and 

experienced professionals. We expect all its brands to be profitable in FY19E, 

resulting in 230 bps improvement in EBITDA margins the branded apparel 

business between FY18-20E.  

 Arvind has adopted verticalization strategy in its textiles business by focusing 

on garmenting business would positively impact the RoCE.  

 Arvind being a major player in branded apparel business and having long 

history in textiles business which would be benefited by rising disposable 

income, growth in retail sector and increasing preference towards branded 

apparels. 

 We believe that the demerger of branded apparel and engineering business 

would unlock value of each of the businesses post listing. 

Risks & Concerns 

Major revision in license terms of foreign brands, Lower export incentive, Raw 

material or forex volatility. 

Company Background 

Arvind Ltd promoted by Lalbhai family, is a leading textiles company with 

presence in textiles, branded apparel and engineering business. The company 

manufactures and sells about 300 million meters of fabrics and over 30 mn pieces 

of garments (FY18). In branded apparels business, the company’s own brands 

such as Flying Machine, Colt, Ruggers and Excalibur, etc. It also has a portfolio of 

licensed brands which includes US Polo Association, Arrow, Tommy Hilfiger (TH), 

Gap, Calvin Klein (CK), etc.  

Sector Background 

The textile industry in India has grown at a CAGR of over 10% in 2009-17 (July 

2017) and is expected to reach US$ 250 bn by 2019. The current fashion retail 

market is ~ US$ 46 bn and is expected to grow at a CAGR of 9.7% to reach US$ 

115 bn by 2026. The growth is driven by increasing preference towards brands, 

favorable demographics, increasing urbanization, etc. 
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Central Depository Services (India) Ltd - Buy

Current  Market Price (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn)

263 398 / 251 26645

Source: Bloomberg

Source: Bloomberg

Financials (Rs mn) FY18 FY19E FY20E

Sales 1,910 2,089 2,366 

Growth (%) 30.8 9.4 13.2 

EBITDA 1,137 1,230 1,401 

EBITDA margin (%) 59.5 58.9 59.2 

PBT 1,414 1,520 1,720 

Net profit 1,032 1,105 1,251 

Adjusted EPS (Rs) 9.9 10.6 12.0 

Growth (%) 20.3 7.1 13.2 

CEPS (Rs) 10.5 11.4 13.0 

BV (Rs/share) 57.3 63.7 70.9 

Debtor days 36.0 36.0 36.0 

ROE (%) 17.2 16.6 16.9 Source: Company, Kotak Securities - Private Client Research

ROCE (%) 17.8 17.1 17.4 

Net cash (debt) 5,585 6,038 6,539 

Valuation Parameters FY18 FY19E FY20E

P/E (x) 26.7 24.9 22.0 

P/BV (x) 4.6 4.1 3.7 

EV/Sales (x) 11.5 10.3 8.9 

EV/EBITDA (x) 19.3 17.4 15.0 

Price Performance (%) 1M 3M 6M

(6.1) (8.1) (21.1) 

Source: Bloomberg, Company, Kotak Securities - Private Client Research Source: Company, Kotak Securities - Private Client Research

Last report at Rs.254  on 20 July 2018

Analyst: jatin.damania@kotak.com

Target Price (Rs)

320

EBITDA margin to remain strong

Potential Upside (%)

21.6%

Price Performance

Share Holding Pattern (%)

CDSL catching up with NSDL in terms of account (mn)

Promoter
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CDSL Nifty

Investment Argument 

 CDSL has a high stability of operating income from the fixed annual charges 

collected from its diversified client base. The revenue stream is diversified, with 52% 

of revenues being market-linked (transaction charges/IPO & corporate action/KYC

are 21/11/13% of revs). The company has clocked ~21% CAGR top-line over the 

past four years. We expect revenue to grow at 11.3% CAGR during the FY18-FY20E 

period. 

 Despite being a late entrant in the market, CDSL has been gaining market share

from NSDL. CDSL BO accounts market share stands at 46.5% in FY18 (almost

doubled in 10 years) and market share in incremental account additions is ~60%.

 CDSL operates in largely fixed operating cost environment, with employee

expenses and software development (IT)/maintenance costs constituting ~50% of 

its total costs. 

 CDSL’s costs recorded an 8% CAGR over FY14-18, while its revenue increased 21%

CAGR over the same period, resulting in its EBITDA margin increasing from 39.4% 

in FY13 to 59.5% in FY18, as revenue growth surpassed cost inflation. Given the

diversified but stable revenue stream, we expect EBITDA margin to remain strong.

 CDSL’s annuity based revenue stream, new growth avenues of Insurance & 

Academics, fixed operating costs, robust cash flow generation coupled with a

strong balance sheet and stable dividend policy is likely to drive earnings growth 

and keep valuation at the higher side.

Risks & Concerns 

a) Low pricing power, b) dependence on capital market volume, c) regulatory oversight, 

d) loss of KYC business after the appointment of Central Registry of Securitization Asset 

Reconstruction and Security Interest of India (CERSAI) are the key risks to our estimates. 

Company Background 

Central Depository Services (India) Limited (“CDSL” or the “Company”) was set up with 

the objective of providing convenient, dependable and secure depository services at 

affordable cost to all market participants. A depository facilitates holding of securities in 

the electronic form and enables securities transactions to be processed by book entry by 

a Depository participant (DP) who as an agent of the depository, offers depository 

services to investors. CDSL is the leading securities depository in India by incremental 

growth of Beneficial Owner (BO) accounts over the last three Fiscal years. 
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Current  Market Price (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn)

1303 1470 / 1113 1825891

Source: Bloomberg

Source: Bloomberg

Financials (Rs mn) FY18 FY19E FY20E

Sales 1,196,832     1,340,452     1,498,700    

Growth (%) 8.8 12.0 11.8 

EBITDA 135,516       154,152        172,351      

EBITDA margin (%) 11.3 11.5 11.5 

PBT 116,392       132,288        149,257      

Net profit 73,699         85,570          97,957        

EPS (Rs) 51.7 61.0 69.9 

Growth (%) 22.4 18.1 14.5 

CEPS (Rs) 65.4 75.7 85.0 

Book value (Rs/share) 397.0 437.9 487.6          

Dividend per share (Rs) 18.0 18.0 18.0 

ROE (%) 15.1 16.1 16.5 Source: Company

ROCE (%) 4.3 4.6 4.9 

Net cash (debt) (976,000)      (989,100)       (999,100)     

Net Working Capital (Days) 127.3 126.5 124.7          

Valuation Parameters FY18 FY19E FY20E

P/E (x) 25.2 21.3 18.6 

P/BV (x) 3.3 3.0 2.7 

EV/Sales (x) 2.4 2.0 1.8 

EV/EBITDA (x) 20.8 17.8 15.6 

Price Performance (%) 1M 3M 6M

2.2 (7.0) (8.0) 

Source: Bloomberg, Company, Kotak Securities - Private Client Research Source: Company

Revenue mix

Potential Upside (%)

16.7%

Price Performance

Share Holding Pattern (%)

Order intake Rs bn

Last report at Rs.1320 on 26 July 2018

Analyst: sanjeev.zarbade@kotak.com

Target Price (Rs)

1520

Larsen & Toubro Ltd - Buy

75
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125

150 Larsen & Toubro Nifty

Investment Argument 

 L&T is a diversified play on the Indian infrastructure and Industrial sector. 

 The order backlog of Rs 2.7 trn remains strong providing visibility of 34 

months of trailing four quarter revenue. 

 The company has given healthy revenue growth guidance in FY19 of 12-15%. 

 Order intake has grown 37% y-o-y in Q1FY19, ahead of our expectations. The 

orders are coming from government spending in Roads, Water and Urban 

Infrastructure etc 

 The company reported good Q1FY19 earnings numbers and if this 

performance on execution and order intake is sustained in the coming 

quarters, then the stock could outperform the markets, we believe. 

Risks & Concerns 

 Mainly project execution and commodity price risks. 

 Private sector project investments continue to remain weak. 

Company Background 

 Professionally managed engineering company. 

 Presence across Middle East and Central Asia 

 Diversified across Power, Infrastructure, Hydrocarbons, Railways, Shipbuilding, 

Nuclear etc 

Sector Background 

 The sector is a play on the growth of industrial and infrastructure investment 

in India as well as abroad 

 Government is a significant investor in the sector as it rolls out its investment 

plans in road building, railways, power and energy. 
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Current  Market Price (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn)

481 552 / 375 32234

Source: Bloomberg

Source: Bloomberg

Financials (Rs mn) FY18 FY19E FY20E

Sales 21,497         27,905          33,821         

Growth (%) 49.9 29.8 21.2 

EBITDA 3,110 4,744 5,919 

EBITDA margin (%) 14.5 17.0 17.5

PBT 2,921 4,252 5,467 

Net profit 2,001 2,891 3,717 

EPS (Rs) 29.9 43.2 55.5 

Growth (%) 73 44 29

CEPS (Rs) 41.2 54.9 67.6 

Book value (Rs/share) 446.7 486.1 537.6 

Dividend per share (Rs) 2.8 3.0 3.3 

ROE (%) 7.0 9.3 10.8 Source: Company

ROCE (%) 5.5 8.2 9.5 

Net cash (debt) 5,463.8        5,397.1         4,803.5        

Net Working Capital (Days) 183 161 156 

Valuation Parameters FY18 FY19E FY20E

P/E (x) 16.1 11.1 8.7 

P/BV (x) 1.1 1.0 0.9 

EV/Sales (x) 1.1 0.9 0.7 

EV/EBITDA (x) 7.9 5.2 4.0 

Price Performance (%) 1M 3M 6M

11.0 4.0 (4.5) 

Source: Bloomberg, Company, Kotak Securities - Private Client Research Source: Company

Revenue Mix (%)

Potential Upside (%)

27.8%

Price Performance

Share Holding Pattern (%)

Trend in PAT (Rs mn)

Last report at Rs.435 on 30 May 2018

Analyst: ruchir.khare@kotak.com

Target Price (Rs)

615

Maharashtra Seemless Ltd - Buy

Promoter

59.8%

FII

5.6%

DII
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Others

28.6%
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Investment Argument 

 Anti-dumping duty levied on Chinese imports along with fading

competition from other Indian players offers advantageous position to 

the company.

 MSL is well positioned to benefit from recovery in increasing capex in

domestic hydrocarbon industry.

 International footage offers geographical diversification to take

advantage of the growing demand in Europe/US market.

 We project 25% CAGR between FY18-20 in consolidated revenues from 

Rs.21.4 Bn in FY18 to Rs 33.8 Bn in FY20E. In our projections, we build 

EBITDA margin at 17% and 17.5% in FY19E and FY20E respectively.  

Risks & Concerns 

 Delayed recovery in Indian Hydrocarbon industry.

 Increased volatility in input prices.

 Investments in non-core activities close to Rs 11.7 Bn.

Company Background 

 Maharashtra Seamless Ltd. (MSL) (estd. 1988) part of DP Jindal group is

market leader in Indian seamless pipe industry.

 MSL activities are spreads mainly across three areas-1/Seamless pipes 2/

ERW (Electric Resistant Welded) pipes and 3/ Renewable energy.

Sector Background 

 Current domestic market size of Seamless pipes stands at 700,000 tpa.

 MSL is a market leader with c. 40% market share.
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Mahindra Holidays & Resorts India Ltd - Buy

Current  Market Price (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn)

289 415 / 271 38580

Source: Bloomberg

Source: Company

Financials (RS mn) FY18 FY19E FY20E

Sales 10,642 12,443 14,166 

Growth (%) (0.8) 16.9 13.8 

EBITDA 2,320 2,877 3,302 

EBITDA margin (%) 21.8 23.1 23.3 

PBT 2,072 2,619 2,957 

Net profit 1,344 1,702 1,952 

EPS (Rs) 10.1 12.8 14.7 

Growth (%) 2.8 26.7 14.7 

CEPS (Rs) 14.2 17.2 19.8 

Book value (Rs/share) 57.6 65.7 74.6 

Dividend per share (Rs) 4.0 4.0 5.0 

ROE (%) 18.7 20.8 21.0 Source: Company, Kotak Private Client Research

ROCE (%) 24.6 28.1 28.2 

Net cash (debt) 4,658 5,179 6,278 

Net Working Capital (Days) 218 190 178 

Valuation Parameters FY18 FY19E FY20E

P/E (x) 28.6 22.5 19.7 

P/BV (x) 5.0 4.4 3.9 

EV/Sales (x) 3.2 2.7 2.3 

EV/EBITDA (x) 14.6 11.6 9.8 

Price Performance (%) 1M 3M 6M

(1.0) (11.8) (12.6) 

Source: Bloomberg, Company, Kotak Securities - Private Client Research Source: IBEF

Last report at Rs.313 on 20 June 2018

Analyst: pankajr.kumar@kotak.com

Target Price (Rs)

390

Domestic expenditure on tourism (USD billion)

Potential Upside (%)

34.9%

Price Performance

Share Holding Pattern (%)

Operating Cash Flows & Free Cash Flows (Rs mn)

Promoter
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11%
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MHRIL Nifty

Investment Argument 

 Mahindra Holidays & Resorts India Ltd (MHRIL), part of Mahindra group is

the market leader in the vacation ownership (VO) business in India with over 

20 years of track record.

 MHRIL with its robust business model, strong management and brand image 

will be able to tap opportunity and beat competition from other players in 

hospitality business.

 MHRIL has been meeting its capex for future growth through internal 

accruals and maintains debt free balance sheet

 The recent corrective measures adopted by the company in terms of its focus 

on adding the right quality members is expected to improve profitability 

along with moderation in receivables.

Risks & Concerns 

Slowdown in consumer discretionary, Competition from large global players, 

Slowdown in infra capex. 

Company Background 

MHRIL, part of Mahindra group and founded in 1996, is a leading player in the 

leisure hospitality industry operating under brand name ‘Club Mahindra’. MHRIL 

has built a membership base of over 2 lakh members, offering them holidays 

across 50+ resorts across India. In FY15, MHRIL acquired Finnish vacation 

ownership player ‘Holiday Club Resorts”, a leading vacation ownership company 

in Europe. With this acquisition, MHRIL has become the largest vacation 

ownership company outside US with a bouquet of 81 resorts across Thailand, 

Malaysia, Dubai, Finland, Sweden and Spain. 

Sector Background 

VO industry in India has strong potential to grow keeping in mind under 

penetration, rising discretionary spending towards tour and leisure segment, etc. 

VO is the fastest growing segment in global travel industry and is expected to 

grow manifold in India. Currently, there are over 450,000 households owning 

timeshare and the concept is picking up momentum. The Indian vacation 

ownership industry has scope to grow at least five times of its current size. 
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Nagarjuna Construction Company - Buy

Current  Market Price (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn)

93 142 / 76 51452

Source: Bloomberg

Source: Bloomberg

Financials (Rs mn) FY18 FY19E FY20E

Sales 75,593         102,051        120,420       

Growth (%) (4.2)              35.0             18.0             

EBITDA 8,549           10,205          12,042         

EBITDA margin (%) 11.3             10.0             10.0             

PBT 3,678           6,657           7,439           

Net profit 2,868           4,393           4,910           

EPS (Rs) 4.8               7.3               8.2               

Growth (%) 17.7             53.2             11.8             

CEPS (Rs) 6.0               5.9               8.6               

Book value (Rs/share) 70.6             76.9             84.1             

Dividend per share (Rs) 6.7               9.6               10.7             

ROE (%) 7.5               9.9               10.2             Source: Company, Kotak Securities - Private Client Research

ROCE (%) 14.1             17.7             18.2             

Net cash (debt) (12,472)        (14,735)         (13,465)        

Net Working Capital (Days) 157.0           139.0           127.0           

Valuation Parameters FY18 FY19E FY20E

P/E (x) 19.4             12.7             11.3             

P/BV (x) 1.3               1.2               1.1               

EV/Sales (x) 0.8               0.6               0.5               

EV/EBITDA (x) 7.5               6.5               5.4               

Price Performance (%) 1M 3M 6M

(3.6)              (30.7)            (24.4)            

Source: Bloomberg, Company, Kotak Securities - Private Client Research Source: Company

Last report at Rs.114 on 25 May 2018

Analyst: teena.virmani@kotak.com

Target Price (Rs)

167

Segmentwise Revenue Break up (%)

Potential Upside (%)

80.4%

Price Performance

Share Holding Pattern (%)
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Nagarjuna Construction Company Ltd Nifty

Investment Argument 

 Nagarjuna Construction Co Ltd, a leading player in infrastructure segment 

has a strong order book of Rs 325 bn providing visibility for three years. 

 Company’s order book is well diversified across roads, building, oil & gas, 

water & railways, irrigation, electrical, mining, others  & Int'l.  

 Company is set to benefit from government’s continued push on 

infrastructure. It is quite optimistic on order inflows from AP/Telangana in 

water supply, irrigation and building segment. 

 NCC also raised nearly Rs 5.5 bn during Q4FY18 via QIP which is expected 

to be utilized for working capital requirements as well as capex. For FY19, 

capex is expected to be around Rs 2-2.5 bn.  

 Healthy order book, stable margins and reasonable leverage is likely to lead 

to CAGR of 26% on revenues and 31% on reported PAT over FY18-20. We 

maintain positive bias for the stock and recommend BUY on the stock.  

Risks & Concerns 

 Delays in order inflow across verticals may impact revenue growth going 

forward 

 Delays in resolution of arbitration regarding bank guarantee revocation 

Company Background 

Order book currently is diversified across roads, building, oil and gas, water and 

railways, irrigation, electrical, mining, international, metals and power. 

Sector Background 

Order inflow is likely to increase going forward during the fiscal due to 

continued focus of government on infrastructure creation. We expect  roads, 

buildings, water supply, and irrigation to continue to witness increased activity 

thereby leading to better order inflows.  
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Current  Market Price (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn)

835 880 / 590 66836

Source: Bloomberg

Source: Capitaline

Financials (Rs mn) FY18 FY19E FY20E

Sales 30,337         36,028          40,723         

Growth (%) 5.4               18.8             13.0             

EBIDTA 4,687           6,037           7,222           

EBIDTA margin (%) 15.5             16.8             17.7             

PBT 4,292           5,543           6,849           

PAT 3,230           4,180           5,205           

PAT Margin (%) 10.6             11.6             12.8             

EPS (Rs) 40.4             52.2             65.1             

Growth (%) 7.2               29.4             24.5             

CEPS 52.9             67.2             80.3             

Book Value (Rs / Share) 266              302              349              

Dividend per Share (Rs) 10.0             13.0             15.1             

ROE (%) 16.0             18.4             20.0             Source: Company, P&S: People and services, GTS: Global technology solutions

ROCE (%) 18.4             21.9             23.8             IFM: Integrated facility management

Net cash/(debt) 2,397           5,316           9,259           

Net working capital (Days) 38 41 41

Valuation Parameters FY18 FY19E FY20E

P/E (x) 20.7             16.0             12.8             

P/BV (x) 3.1               2.8               2.4               

EV/Sales (x) 2.1               1.7               1.4               

EV/EBITDA (x) 13.7             10.2             8.0               

Price Performance (%) 1M 3M 6M

3.0               3.4               6.0               

Source: Bloomberg, Company, Kotak Securities - Private Client Research Source: Company

Last report at Rs.827 on 31 July 2018

Analyst: sumit.pokharna@kotak.com

Target Price (Rs)

1025

Persistent Systems Ltd - Buy

Geography: Revenue Mix (%)

Potential Upside (%)

22.7%

Price Performance

Share Holding Pattern (%)

Revenue Breakup (%)
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Investment Argument 

 Persistent specializes in software product development and technology 

services. It helps enterprises to transform their business to software-driven 

business in North America, Europe, and Asia. It has moved away from effort-

based business (low growth prospects) to value-based business (high growth 

prospects and better margins). 

 Persistent expects to outperform industry-growth rates and report overall 

double-digit revenue growth for FY19E.  

 Margin improvement and strong revenue visibility makes us positive on its 

growth prospects. Additionally, cash rich balance sheet, strong free cash flow 

and healthy return ratios also provide high comfort. 

Risks & Concerns 

 Wide currency fluctuation and INR appreciation will impact earnings. 

 Volatility in revenues sourced through the partners.  

 Any major slowdown in economy can impact our growth assumption. 

Company Background 

Incorporated in 1990, Persistent is founded by Anand Deshpande. It provides 

product engineering services, platform based solutions and IP-based software 

products to its global customers. It designs, develops and maintains software 

systems and solutions, creates new applications and enhances the functionality of 

the customer’s existing software products.  

Sector Background 

Nasscom expects that the future of the industry will lie in 'Digital at Scale' as global 

digital spending is growing at 20% annually. India's digital revenues grew at 30% in 

FY18. Nasscom has a vision to build a US$1 tn digital economy by 2022 supported 

by growth across all segments — established and new-age companies, technology 

service companies, product companies, consumer internet companies and 

increased adoption of digital across enterprises, government and MSME in India. 
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Current  Market Price (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn)

222 356 / 201 826103

Source: Bloomberg

Source: Bloomberg

Financials (Rs mn) FY18 FY19E FY20E

Sales 918,660 888,061 972,134

Growth (%) 27.2 (3.3)              9.5

EBITDA 251,640 334,426 371,223

EBITDA margin (%) 27.4 37.7 38.2

PBT 166,720 245,383 284,959

Adj. Net profit 80,250 137,942 161,229

EPS (Rs) 21.6 37.1 43.4

Growth (%) 9.6 71.8 17.0

CEPS (Rs) 38.5 56.2 64.1

BV (Rs/share) 176.2 196.1 224.1

Dividend per share (Rs) 8.1 11.2 13.0

ROE (%) 12.9 20.6 21.4 Source: Company, Kotak Securities - Private Client Research

ROCE (%) 8.7 13.1 13.9

Net cash (debt) (304,273)      (281,251)       (176,322)     

Valuation Parameters FY18 FY19E FY20E

P/E (x) 10.3             6.0               5.1              

P/BV (x) 1.3               1.1               1.0              

EV/Sales (x) 1.2               1.2               1.0              

EV/EBITDA (x) 4.5               3.3               2.7              

Price Performance (%) 1M 3M 6M

(5.9)              (25.5)            (34.7)           

Source: Bloomberg, Company, Kotak Securities - Private Client Research Source: Company, Kotak Securities - Private Client Research

FCF to remain strong (Rs Mn)

Potential Upside (%)

86.7%

Price Performance

Share Holding Pattern (%)

Higher zinc and aluminium volume to drive earnings

Vedanta Ltd - Buy

Target Price (Rs)
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Investment Argument 
 Post-merger with Cairn India, Vedanta will have one of the strongest balance sheets in 

the Indian corporate sector with flexibility to balance capital allocation to the highest 
return projects while providing a strong and stable dividend. 

 Vedanta’s consolidated operating cash flows increased to Rs162 bn (before working 
capital changes) in FY2017 (Rs127 bn in FY2016) led by improvement in earnings 
across businesses, especially of zinc and aluminum. 

 The company expects FY2018E aluminum production at 1.5 -1.6mn tons (1.2 mn tons 
in FY17) further increasing to 1.9-2 mn tons in FY19E from the ramp-up of 

Jharsuguda and Korba smelters. On Zinc front, mined metal production at Zinc India is 
expected to reach 1.2 mtpa by FY20. In the power division, TSPL’s availability of 75% 
is targeted for FY18. 

 Near completion of shafts at HZ’s Rampura Agucha and Sidesward Khurdmines 

prepares ground for ramp-up to 1.2 mtpa in the next one year; production costs likely 

to decline as hauling costs decrease. Going ahead growth towards 1.5MT is on 

drawing board 

 The company will generate strong free cash flows on the back of higher metal 

volumes and prices and deleveraging is expected to play out despite healthy dividend 

and capex. The stabilization of copper, power plants and ramp-up of aluminum 

smelters by 3QFY18 will aid sequential improvement in earnings. 

 Vedanta’s key business segments of zinc and aluminum will see strong growth in 
earnings led by higher volumes and strong pricing outlook. 

  

Risks & Concerns 

 Any volatility in metal and oil and gas prices can affect the company’s earnings going 

ahead. Delay in capacity ramp up can be a concern for the company. 
 
Company Background 

Vedanta Ltd. is the Indian subsidiary of Vedanta Resources Plc., a London-listed company. 

Vedanta is a diversified natural resources company, whose business primarily involves 
producing oil and gas, zinc-lead-silver, copper, iron ore, aluminum and commercial power. 

The company has a presence across India, South Africa, Namibia, Australia and Ireland. The 
merger of Cairn India and Vedanta has recently become effective. This merger consolidates 
Vedanta’s position as one of the world’s largest diversified natural resources companies, 

with world-class, low cost assets in metals and mining and oil and gas  

 

0

50,000

100,000

150,000

200,000

250,000

FY15 FY16 FY17 FY18E FY19E FY20E

0

500,000

1,000,000

1,500,000

2,000,000

2,500,000

FY15 FY16 FY17 FY18E FY19E FY20E

Zinc (tonnes) Aluminium (tonnes)

Investment Argument 

 Vedanta’s consolidated operating cash flows expected to increase to Rs249 

bn (before working capital changes) in FY19 (Rs184 bn in FY18) led by 

improvement in earnings across businesses, especially of zinc and aluminum. 

 The zinc, aluminum and oil & gas operations account for close to 85% of 

VEDL’s EBITDA. We expect strong volume growth in all three businesses: (1) 

the zinc-lead volumes will increase by 40% over next two years led by mine 

expansion in Zinc India and Gamsberg project in RSA, (2) aluminum volumes 

will increase to 2MT in FY2019E from 1.6MT led by ramp-up of Jharsuguda-II 

smelters, and (3) in oil & gas, management guidance is of sharp increase in 

gross production volumes to 220-250 kb/d in FY2019.  

 Zinc-lead volumes to increase by 40% over the next 2 years led by (1) 

completion of 1.2 mtpa expansion at Zinc India (from 947 kt in FY2018) and 

(2) commissioning of Gamsberg project in RSA from mid CY2018. Beyond 

this, Zinc India will see its output rise by another 25% (to 1.5 mtpa) from its 

next phase of expansion. 

 The company will generate strong free cash flows on the back of higher 

metal volumes and prices and deleveraging is expected to play out despite 

healthy dividend and capex. 

Risks & Concerns 

Any volatility in metal and oil and gas prices can affect the company’s earnings 

going ahead. Delay in capacity ramp up can be a concern for the company. 

Company Background 

Vedanta Ltd. is the Indian subsidiary of Vedanta Resources Plc., a London-listed 

company. Vedanta is a diversified natural resources company, whose business 

primarily involves producing oil and gas, zinc-lead-silver, copper, iron ore, 

aluminum and commercial power. The company has a presence across India, 

South Africa, Namibia, Australia and Ireland. The merger of Cairn India and 

Vedanta has recently become effective. This merger consolidates Vedanta’s 

position as one of the world’s largest diversified natural resources companies, 

with world-class, low cost assets in metals and mining and oil and gas. 



 

JULY 2, 2018 

1-Month Portfolio 

 

1-MONTH PORTFOLIO (PF) – JULY 2018 

NIFTY: 10714  
This was the portfolio which we had recommended for July 2018. The recommendation in this portfolio now stands 
closed.  
 

Stock  M Cap Current 
  (Rs mn) Price PE (x)   Comment   
   (Rs) FY19E FY20E 
 

NALCO  125,065  65  8.7 8.3  Given the uptick in the alumina and aluminium prices, we 
believe the company’s operating margin is likely to remain 
strong. 

       Given the strong surge in aluminium prices, the management 
believes that aluminium segment will be EBITDA positive given 
the sustainability of the current prices. 

       

Cipla  497,490  618  29.4 19.9  Cipla has the least exposure to the US accounting for ~18% of 
company’s revenue in FY18E. 

       Expect minor re-rating of Cipla from FY19 onwards as RoE is 
likely to improve from 12% in FY17 to 17% in FY19/20E. 

       

Bajaj Auto  811,772  2,809  17.4 15.3  BAL is expected to witness 10% volume growth over FY17-FY20 
as against CAGR volume decline over FY12-FY17. 

       We expect volume growth for the company across domestic 
motorcycle, three wheeler and export segments. 

       

Asian Paints  1,212,176  1,264  49.0 43.1  We expect the volume trends to remain strong for the 
company  in medium term in the decorative paint segment. 

       We also expect the performance of the industrial segment to 
improve going forward. 

       Broadly we expect strong operational performance from Asian 
Paints with ROE of 23.6% in FY20E . 

       

ITC  3,233,000  265  25.7 22.5  Taxation (GST) is expected to remain stable going forward. 
       Volume is expected to grow at 6% YoY with improved 

realisations. 
       Stock available at attractive valuation of 22x FY20E relative to 

other FMCG majors which trade at 35x one year forward. 
       

Carborundum Universal  59,640  318  20.7 16.8  Company likely to report strong growth in abrasives and EMD 
divisions aided by robust demand form India/abroad. Margins 
are likely to expand y/y from Q1FY19 onwards. 

       

PNC Infratech  36,943  144  23.2 16.1  Robust order book of over Rs 100 bn gives very strong revenue 
growth visibility for the next three years. 

       The company is expecting sharp uptick in revenue in Q4FY18 
based on execution stage of new projects . 

       

Greaves Cotton  38,975  144  15.3 13.9  We see good demand for LCVs given strong growth in CVs in 
recent months. 

       Strong balance sheet, attactive valuation and good dividend 
yield. 

       

Time Technoplast  24,432  117  9.0 7.3  One of the largest players in industrial packaging 
       Rise in share of value added products to protect margins from 

cost pressures. 
       

MGL  81,813 828  16.1   15.6    We believe there exists a meaningful growth potential for MGL 
due to anticipated growth in the number of CNG operated 
vehicles. 

       Considering cost effectiveness of CNG as a fuel, potential 
growth in the number of households in the areas of operation 
and gas supply to consumers in the Raigad district. 

Source : Kotak Securities - Private Client research 



 

AUGUST 1, 2018 

1-Month Portfolio 

 

1-MONTH PORTFOLIO (PF) – AUGUST 2018 

NIFTY: 11356 
We expect the following stocks in 1 month portfolio to outperform the benchmark index Nifty in the month of August 
2018. We rate these stocks as “Short Term Buys” with a time frame of 1 month.   
 

Stock  M Cap Current 
  (Rs mn) Price PE (x)   Comment   
   (Rs) FY19E FY20E 
 

NALCO  118,976  62  8.3 7.9  Given the uptick in the alumina and aluminium prices, we 
believe the company’s operating margin is likely to remain 
strong. 

       Given the strong surge in aluminium prices, the management 
believes that aluminium segment will be EBITDA positive given 
the sustainability of the current prices. 

       

Cipla  516,005  641  30.5 20.7  Cipla has the least exposure to the US accounting for ~18% of 
company’s revenue in FY18E. 

       Expect minor re-rating of Cipla from FY19 onwards as RoE is 
likely to improve from 12% in FY17 to 17% in FY19/20E. 

       

Larsen & Toubro  1,825,404  1,302  21.3 18.6  Company reported stronger than expected results in Q1FY19 
       The company has strong ordering and order pipeline. 

dominated by government spending. 
       

BEL  283,377  116  19.7 18.5  The company has a strong order book of Rs 400 bn, providing 
revenue visibility of 46 months. 

       Government's "Strategic Partnership" policy to be a positive 
for defence vendors like BEL. 

       

VRL Logistics  31,941  351  23.7 19.9  We expect company to report strong numbers for Q1FY19 with 
strong performance of bus division. 

       VRL is one of the biggest beneficiary of GST Act and recently 
passed Motor Vehicle Act.  

       Stock is available at attractive valuation. 
       

Maharashtra Seamless  32,227  481  11.1 8.7  We believe that MSL valuations can get rerated on back of 1) 
recovery in demand for seamless pipes in the 
domestic/international market  2) limited competition from 
domestic players who are struggling with their highly 
leveraged balance sheets. 

       

Engineers India Ltd  91,647  136  18.9 16.2  EIL is expected to benefit from recovery in spending by major 
hydrocarbon players like HPCL, BPCL and IOC. Margins likely 
to expand in FY19/FY20. 

       

PNC Infratech  40,586  158  17.6 13.4  Robust order book of over Rs 150 bn gives very strong revenue 
growth visibility for the next three years. 

       The company is expecting sharp uptick in revenue in FY19E 
based on execution stage of new projects. 

       

Persistent Systems  66,800  835  16.0 12.8  Persistent Systems expects its robust pipeline to drive growth, 
going forward. The Company alluded that it is aggressively 
investing in sales and marketing which will boost its topline. 

       Persistent is optimistic in beating Nasscom's growth forecast 
backed by growth in new businesses. 

       

Century Plyboards  55625 250 25 21.0    Volume gains are going to be significant in each of its division. 
       Increased compliance towards e-way bill implementation to 

benefit the company 

Source : Kotak Securities - Private Client research 
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RATING SCALE 

Definitions of ratings 

BUY  – We expect the stock to deliver more than 12% returns over the next 12 months 

ACCUMULATE – We expect the stock to deliver 5% - 12% returns over the next 12 months 

REDUCE – We expect the stock to deliver 0% - 5% returns over the next 12 months 

SELL – We expect the stock to deliver negative returns over the next 12 months 

NR – Not Rated. Kotak Securities is not assigning any rating or price target to the stock. The report has been prepared for 

  information purposes only.  

RS – Rating Suspended. Kotak Securities has suspended the investment rating and price target for this stock, either because there 

  is not a Sufficient fundamental basis for determining, or there are legal, regulatory or policy constraints around publishing, 

  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. 

NOTE – Our target prices are with a 12-month perspective. Returns stated in the rating scale are our internal benchmark. 

 

Rating scale for 1 month portfolio 

Benchmark – Nifty 

Time horizon – 1 month 

Short term buys – Stocks expected to outperform the benchmark Nifty in the said time horizon 

 

FUNDAMENTAL RESEARCH TEAM 

Rusmik Oza  Arun Agarwal Amit Agarwal Nipun Gupta Krishna Nain 

Head of Research Auto & Auto Ancillary Transportation, Paints, FMCG  Information Tech, Midcap Special Situations 

rusmik.oza@kotak.com arun.agarwal@kotak.com agarwal.amit@kotak.com  nipun.gupta@kotak.com  krishna.nain@kotak.com 

+91 22 6218 6441 +91 22 6218 6443 +91 22 6218 6439 +91 22 6218 6433 +91 22 6218 7907 

     

Sanjeev Zarbade Ruchir Khare Jatin Damania Cyndrella Carvalho K. Kathirvelu 

Cap. Goods & Cons. Durables Cap. Goods & Cons. Durables Metals & Mining, Midcap Pharmaceuticals Production 

sanjeev.zarbade@kotak.com ruchir.khare@kotak.com  jatin.damania@kotak.com  cyndrella.carvalho@kotak.com k.kathirvelu@kotak.com 

+91 22 6218 6424 +91 22 6218 6431 +91 22 6218 6440 +91 22 6218 6426 +91 22 6218 6427 

     

Teena Virmani Sumit Pokharna  Pankaj Kumar Jayesh Kumar  

Construction, Cement, Building Mat Oil and Gas, Information Tech Midcap Economy  

teena.virmani@kotak.com sumit.pokharna@kotak.com pankajr.kumar@kotak.com  kumar.jayesh@kotak.com   

+91 22 6218 6432 +91 22 6218 6438 +91 22 6218 6434 +91 22 6218 5373   

TECHNICAL RESEARCH TEAM 

Shrikant Chouhan Amol Athawale  

shrikant.chouhan@kotak.com amol.athawale@kotak.com  

+91 22 6218 5408 +91 20 6620 3350 

DERIVATIVES RESEARCH TEAM 

Sahaj Agrawal Malay Gandhi Prashanth Lalu Prasenjit Biswas, CMT, CFTe 

sahaj.agrawal@kotak.com malay.gandhi@kotak.com  prashanth.lalu@kotak.com prasenjit.biswas@kotak.com 

+91 79 6607 2231 +91 22 6218 6420 +91 22 6218 5497 +91 33 6625 9810 
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