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Morning Insight 

Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client Group. The views 
and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional Equities Research Group of Kotak 
Securities Limited. 

  

News Highlights 
 A top panel formed by the central government to outline a road map 

for 5G telecom services has recommended additional spectrum for its 
rollout. The report suggested the government should announce its 
5G policy by the end of December, besides setting up a standing 
committee to advise on building the infrastructure for spectrum 
technology. (Mint) 

 The board of directors of Larsen & Toubro approved the acquisition 
of 60mn shares at a maximum of Rs1,500 apiece. The total buyback 
will be worth Rs90bn. (BL) 

 IndiGo’s troubles with its new Airbus A320neo aircraft continued, 
with the company grounding an undisclosed number of planes on 
Thursday because of non-availability of spare engines from engine 
maker Pratt and Whitney. (Mint) 

 Lenders of Ruchi Soya have approved the Rs 60 bn bid of Adani 
Wimar to acquire the debt-ridden edible oil firm, sources said. (ET) 

 The telecom department is likely to ask Reliance Communications 
to furnish Rs28-29bn as spectrum usage charge or give bank 
guarantees for the amount, which, if not given, may lead to another 
hurdle in the telco’s effort to sell its airwaves to Reliance Jio and pare 
debt. (ET) 

 The board of Britannia Industries approved a share split in 1:2 ratio. 
The company will split shares with a face value of Rs 2 into two equity 
shares of Re 1 each. (Mint) 

 Force Motors Ltd said that it has agreed to acquire Pithampur-based 
manufacturing plant of German commercial vehicle maker MAN 
Trucks for an undisclosed amount. (Mint) 

 TVS Motor Company introduced Radeon, a 110 cc bike. Priced at 
Rs48,400 (ex-showroom, New Delhi), Radeon will target people aged 
25-35 years, living in small towns and villages. TVS Motor has spent 
about Rs600 mn in the development of the Radeon. (BL) 

 Reliance Power said one of its subsidiaries has won an arbitration 
award in a contractual dispute over its Indonesian coal mines. The 
company will receive $56 million as compensation. (BS) 

 Dr Reddy’s Laboratories Ltd said that it has received an 
Establishment Inspection Report (EIR) from the United States Food 
and Drug Administration (USFDA) for its Srikakulam facility in Andhra 
Pradesh. (Mint) 

 A consortium of lenders, led by the State Bank of India, is looking 
for a bidder to replace Lanco Devihalli Highways Ltd as the operator 
of a road project in Karnataka to recover loans of Rs3.4bn, according 
to two bankers involved in the deal. (Mint). 

What’s Inside 
 Buyback Offer: Larsen & Toubro Ltd  

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express, IE = 
Indian Express, BL = Business Line, ToI: Times of India, BSE = Bombay Stock Exchange, 
MC = Moneycontrol  

 
23-Aug 1 Day 1 Mth 3 Mths

Indian Indices 
SENSEX Index 38,337 0.1      5.0      10.6    
NIFTY Index 11,583 0.1      5.2      9.9      
NSEBANK Index 28,028 (0.8)     4.3      8.7      
NIFTY 500 Index 9,873 0.1      6.3      7.9      
CNXMcap Index 19,600 (0.2)     8.6      5.3      
BSESMCAP Index 16,923 (0.1)     7.6      (0.8)     

World Indices
Dow Jones 25,657 (0.3)     1.6      3.4      
Nasdaq 7,878 (0.1)     0.5      6.1      
FTSE 7,563 (0.1)     (1.9)     (2.0)     
NIKKEI 22,411 0.2      (0.1)     0.2      
Hangseng 22,411 0.2      (0.1)     0.2      
Shanghai 27,790 (0.5)     (3.7)     (10.3)   

Value traded (Rs cr)
Cash BSE 31.2    
Cash NSE 14.1    
Derivatives -     

Net inflows (Rs cr) 21-Aug MTD YTD
FII 427 (607) (4,017)
Mutual Fund 563 2,130 74,728

Nifty Gainers & Losers Price Chg Vol
23-Aug (Rs) (%) (mn)

Gainers
Tech Mahindra 727     2.4      11.5    
L&T 1,352  2.2      8.3      
Dr Reddy's 2,464  2.2      1.6      

Losers
Tata Motors 257     (4.4)     18.7    
BPCL 358     (3.0)     7.1      
Indian Oil Corp 153     (2.7)     11.5    

Advances / Declines (BSE)
23-Aug A B T Total  % total
Advances 182   451     60       693     100     
Declines 248   582     79       909     131     
Unchanged 2      27       16       45       6        

Commodity
23-Aug 1 Day 1 Mth 3 Mths

Crude (US$/BBL) 75.0    0.3      2.1      (4.9)     
Gold   (US$/OZ) 1,186  (0.9)     (3.1)     (9.1)     
Silver  (US$/OZ) 14.5    (1.7)     (6.0)     (12.8)   

Debt / forex market 23-Aug 1 Day 1 Mth 3 Mths
10 yr G-Sec yield % 7.9      7.8      7.8      7.8      
Re/US$ 70.1    69.8    68.9    68.4    

Nifty

Source: Bloomberg
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LARSEN & TOUBRO LTD (L&T) 
PRICE RS.1352 BUYBACK PRICE RS. 1520 BUY 

L&T’s buyback announcement is in line with the company’s endeavor to 
enhance its Return of Equity. 

We see the buyback as a positive signal regarding the current valuations and 
the future outlook. 

L&T Buyback Details 

 In the board meeting held on 23rd Aug 2018, L&T has announced further 
details of its buyback programme. 

 It will buy back upto 60 mn shares i.e. upto 4.3% of the paid-up equity capital. 

 The buyback is proposed to be made under the tender offer route. 

 The company has announced buyback price of upto Rs 1,500/share, ~21% 
and 11% premium to the closing price of the day of buyback announcement 
and yesterday’s close respectively. 

 The buyback would entail an outlay of Rs 90 bn, which is 18% of the 
standalone net worth. Since the outlay is more than 10%, the company would 
need to shareholder approval for buyback.  

 As of March 2018, on standalone basis, the company had a gross debt of Rs 
105.6 bn and cash and treasury investment of Rs 53.8 bn. Thus, the debt equity 
ratio stands at 0.1x. Hence, the buyback programme would result in an 
increase in debt/equity ratio to 0.3x, which in our view is manageable. Further, 
the company should be able to generate free cash of ~ Rs 40-45 bn in FY19E, 
which will further mitigate impact on balance sheet. 

 We expect minor drop of 3.3% in EPS in FY20E due to the buyback.  

 On the positive side, the buyback should potentially improve the ROE by 90 
bps in FY20E. 

 Rationale for Buyback – While the buyback has a dilutive effect on earnings 
per share, we believe it makes sense on account of  

1) We expect the buyback to enhance ROE of the company. It will enable the 
company to move closer to the target ROE of 18% by 2021. 

2) Sizeable capacity in most manufacturing verticals amid tepid demand 
conditions leading to modest capex needs in the medium term 

3) In the recent years, the company’s focus has been on monetizing its 
various investments viz Dhamra Port, Kattupalli Port and REITs. 

Recommend BUY: On forward earnings basis, L&T is trading at 22.2x and 19.4x 
FY19E and FY20E earnings respectively.  

In the recent quarters, the company has demonstrated good traction on the 
execution front. 

In terms of order intake, the company has started on a good note in the current 
fiscal. 

We remain positive on the company’s endeavor on improving its ROE through 
divestments and limiting its role as a EPC contractor. 

We maintain our target price of Rs 1520 (unchanged) on the stock, valuing it at 
21x FY20 earnings. Due to adequate upside, we upgrade rating to “BUY”. 

Buyback Offer 

Stock Details   

Market cap (Rs mn)  : 1895206 

52-wk Hi/Lo (Rs) : 1470 / 1114 

Face Value (Rs) : 2 

3M Avg. daily vol (Nos) : 2,488,622 

Shares o/s (mn)  : 1402 

Source: Bloomberg   

Financial Summary  

Y/E Mar (Rs mn) FY18 FY19E FY20E 

Revenue 1,197 1,340 1,499 

Growth (%) 8.8 12.0 11.8 

EBITDA 136 154 172 

EBITDA margin (%) 11.3 11.5 11.5 

PAT 73.7 85.6 98.0 

EPS 52.6 61.0 69.9 

EPS Growth (%) 22.0 16.1 14.5 

BV (Rs/share) 397 438 488 

Dividend/share (Rs) 18.0 18.0 18.0 

ROE (%) 13.7 14.6 15.1 

ROCE (%) 6.7 6.3 6.2 

P/E (x) 26.2 22.2 19.4 

EV/EBITDA (x) 20.6 17.6 15.4 

P/BV (x) 3.4 3.1 2.8 

Source: Company, Kotak Securities - PCG 

Shareholding Pattern (%)   

(%) Jun-18 Mar-18 Dec-17 

Promoters 0.0 0.0 0.0  

FII 18.7 16.9 17.2  

DII 38.9 16.0 13.4  

Others 29.7 67.1 69.4  

Source: Company    

Price Performance (%)   

(%) 1M 3M 6M 

Larsen & Toubro  5.7   1.9   3.9  

Nifty  5.2   9.9   11.6 

Source: Bloomberg    

Price chart (Rs) 

 

Source: Bloomberg 
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Key details for BUYBACK 

C.M.P. (Rs./share) 1352 

M. Cap. (Rs. bn)  1895 

Total No. of Shares (mn)  1402 

Open offer (In Shares – mn) 60 

Max Open Offer Price (Rs./share)  1500 

Outlay in buyback (Rs. bn.) 90 

Source: Company 

Shareholding pattern 
Pre-Buyback Shareholding Pattern of the Company as on June 8, 2018 

Shareholders % of shares 

Promoters  0 

MFs 15.4 

FIIs 18.7 

Fis 23.5 

L&T Employee welfare association 12.5 

Public 29.9 

Source: company 

Expected retail acceptance ratio 

Particulars Units Calculation 

Total equity shares Mn shares                     1,402  

      

The company will buy-back Mn shares 60 

Max. Buy back price Rs./share                     1,500  

Max. buy-back amount Rs. bn                90  

      

Buy-back to total equity %                       18  

      

SEBI guidelines (Reserved) 15% (Mn shares) 9 

Small shareholders means Rs.2 lacs (max) 147 

      

1-500 shares  Mn shares 81.6 

Acceptance ratio * % 11% 

Source: Kotak Securities - Private Client Research and company data. 

Note * In the absence of data on shareholders holding shares less than two lacs 
in market value, we have worked out the acceptance ratio based on the data 
available in the annual report 2018 for shareholders holding shares between 1 to 
500 (Rs 1352 to 676000). To that extent, we believe that the Acceptance ratio of 
11% may be conservative. 

Sensitivity analysis 

We have worked out couple of scenarios regarding acceptance ratio and post 
buyback sale price. 

 

Gain from the transaction (%) * (pre tax) Acceptance Ratio (%) 
Post buyback price Rs 11 20 30 

1300 -2.20% -1% 0.60% 

1350 1.10% 2.10% 3.20% 

1400 4.40% 5.0% 5.80% 

Source: Kotak Securities - Private Client Research.  

*Although the company has announced maximum buyback price of Rs 1500, for 
the sake of simplicity, we have assumed the buyback price at Rs 1500. 
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Financials: Consolidated 

 

  

Profit and Loss Statement (Rs bn)    

(Year-end Mar) FY17 FY18 FY19E FY20E 

Revenues 1,100 1,197 1,340 1,499 
% change YoY 7.9 8.8 12.0 11.8 
EBITDA 111 136 154 172 
% change YoY 5.8 22.4 13.8 11.8 
Other Income 14.0 14.3 15.0 15.5 
Depreciation  23.7 19.3 20.5 21.2 
EBIT 101 131 149 167 
% change YoY 5.5 29.2 13.8 12.1 
Net interest 13.4 15.4 16.3 17.4 
Profit before tax  88   115   132   149  
% change YoY 10.6 31.4 14.9 12.8 
Tax 21 32 36 40 
as % of PBT 24.5 27.8 27.0 27.0 
PAT before exceptional items 66.2 83.2 96.6 109.0 
% change YoY 20.6 25.7 16.1 12.8 
Exceptional items 1.2 1.2 0.0 0.0 
Reported PAT  67   84   97   109  
Minority interest  (4)  (6)  (7)  (7) 
Share of profit loss from asso cos  (3)  (4)  (5)  (5) 

Consolidated PAT  60   74   86   98  
Shares outstanding (m) 1,402.0 1,402.0 1,402.0 1,402.0 
EPS (before exp items) (Rs) 43.1 52.6 61.0 69.9 
CEPS  (Rs) 59.1 65.4 75.7 85.0 
DPS (Rs) 18.0 18.0 18.0 18.0 

Source: Company, Kotak Securities – Private Client Research 
    

Cash flow Statement (Rs bn)    

(Year-end Mar) FY17 FY18 FY19E FY20E 

PBDIT  111   136   154   172  
Direct tax paid  (32)  (32)  (36)  (40) 
Adjustments  14   (36)  (5)  (5) 
Cash flow from operations  92   68   114   128  
Net Change in Working Capital  (30)  (102)  (22)  (49) 
Net Cash from Operations  62   (34)  92   78  
Capital Expenditure  (30)  (20)  (20)  (20) 
Cash from investing  (68)  (100)  15   16  
Net Cash from Investing  (97)  (120)  (5)  (5) 
Interest paid  13   15   16   17  
Issue of Shares/(buyback)  1   -     -     -    

Dividends Paid  (21)  (28)  (28)  (28) 
Debt Raised  58   135   192   99  
Others  (16)  57   0   0  
Net cash from financing  35   179   180   89  
Net change in cash  0   25   267   162  
Free cash flow  33   (54)  72   58  
cash at end  54   80   347   509 

Source: Company, Kotak Securities – Private Client Research 
 
    

Balance sheet (Rs bn)     

(Year-end Mar) FY17 FY18 FY19E FY20E 

Cash and cash equivalents 56 80 347 509 
Accounts receivable 280 347 367 411 
Inventories 41 48 51 57 
Loans and Adv & Others 701 777 777 777 
Current assets 1,078 1,253 1,543 1,755 
Intangible assets 132 149 149 149 
Other assets 528 703 703 703 
Investments 198 153 153 153 

Net fixed assets 168 128 127 126 
Def tax assets 17 21 21 21 
Total assets 2,121 2,407 2,697 2,908 
     
Payables 601 378 378 378 
Others 0 273 273 273 
Current liabilities 601 651 651 651 
Provisions 32 30 32 32 
     
Debt 940 1,075 1,267 1,367 
Other liabilities 10 38 70 105 
Equity 2 3 3 3 
Reserves 500 554 611 681 
Minority Interest 36 56 63 69 
Total liabilities 2,121 2,407 2,697 2,908 
BVPS (Rs) 358 397 438 488 

Source: Company, Kotak Securities – Private Client Research 
    

Ratio Analysis    

(Year-end Mar) FY17 FY18 FY19E FY20E 

EBITDA margin (%) 10.1 11.3 11.5 11.5 
EBIT margin (%) 9.2 10.9 11.1 11.1 
Net profit margin (%) 5.5 6.2 6.4 6.5 
     
Receivables (days) 92.8 105.7 100.0 100.0 
Inventory (days) 13.7 14.8 14.0 14.0 
Sales/gross assets(x) 7.5 11.2 12.7 14.3 
Interest coverage (x) 8.3 8.8 9.4 9.9 
     
Debt/equity ratio(x)  1.9   1.9   2.1   2.0  
     
ROE (%) 12.5 13.7 14.6 15.1 
ROCE (%) 6.6 6.7 6.3 6.2 
     
EV/ Sales 2.4 2.3 2.0 1.8 
EV/EBITDA 23.9 20.6 17.6 15.4 
Price to earnings (P/E) 32.0 26.2 22.2 19.4 
Price to book value (P/B) 3.8 3.4 3.1 2.8 

Source: Company, 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.  

SUBSCRIBE  -  We advise investor to subscribe to the IPO. 

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. 
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Disclosure/Disclaimer 
Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution house.  
Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan 
Stock Exchange of India Limited (MSE). Our businesses include stock broking, services rendered in connection with distribution of primary market issues and financial 
products like mutual funds and fixed deposits, depository services and Portfolio Management.  
Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak 
Securities Limited is also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life Insurance Limited and 
is also a Mutual Fund Advisor registered with Association of Mutual Funds in India (AMFI). We are registered as a Research Analyst under SEBI (Research Analyst) 
Regulations, 2014. 
We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years. 
However SEBI, Exchanges and Depositories have conducted the routine inspection and based on their observations have issued advise/warning/deficiency letters/ or 
levied minor penalty on KSL for certain operational deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; 
nor has our certificate of registration been cancelled by SEBI at any point of time.  
We offer our research services to clients as well as our prospects. 
This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. 
Persons into whose possession this document may come are required to observe these restrictions. 
This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to 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. It is for the general information of clients of 
Kotak Securities Ltd. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual 
clients. 
We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be 
guaranteed. Neither Kotak Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material 
should rely on their own investigations and take their own professional advice. Price and value of the investments referred to in this material may go up or down. Past 
performance is not a guide for future performance. Certain transactions -including those involving futures, options and other derivatives as well as non-investment grade 
securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock's price movement and 
trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a company's fundamentals. 
Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed 
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looking statements are not predictions and may be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions 
that are inconsistent with the recommendations expressed herein. 
Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client 
Group. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional 
Equities Research Group of Kotak Securities Limited. 
We and our affiliates/associates, officers, directors, and employees, Research Analyst(including relatives) worldwide may: (a) from time to time, have long or short positions 
in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or 
other compensation or act as a market maker in the financial instruments of the subject company/company (ies) discussed herein or act as advisor or lender / borrower 
to such company (ies) or have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of 
publication of Research Report or at the time of public appearance. Kotak Securities Limited (KSL) may have proprietary long/short position in the above mentioned 
scrip(s) and therefore may be considered as interested. The views provided herein are general in nature and does not consider risk appetite or investment objective of 
particular investor; readers are requested to take independent professional advice before investing. This should not be construed as invitation or solicitation to do business 
with KSL. Kotak Securities Limited is also a Portfolio Manager. Portfolio Management Team (PMS) takes its investment decisions independent of the PCG research and 
accordingly PMS may have positions contrary to the PCG research recommendation. Kotak Securities Limited does not provide any promise or assurance of favourable 
view for a particular industry or sector or business group in any manner. The investor is requested to take into consideration all the risk factors including their financial 
condition, suitability to risk return profile and take professional advice before investing. 
The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and 
its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report. 
No part of this material may be duplicated in any form and/or redistributed without Kotak Securities' prior written consent. 
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