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MARKET OUTLOOK FOR FEBRUARY 2019 
Market Outlook: We see the next three-four months very challenging and filled with volatility 
for Indian markets (i.e. till the final outcome of Lok Sabha elections). Expect Nifty to be range 
bound till election outcome and then see a directional move on either side after the election 
results. Post interim budget we see pressure on bond markets to persist as the Gross GSec 
borrowing of Rs.7.1 tn for FY20BE is quite high as compared to Rs.5.7 trilllion of FY19RE. Any 
rise in bond yields could impact equity valuations and equity performance. Q3-FY19 results of 
Nifty companies are ahead of expectations and provide comfort to FY20E earnings forecast. 
Top-down market valuations look reasonable with Nifty trading at 16.3x FY20E and 14.1x 
FY21E. However, there is a wide dispersion in valuation across ‘quality’ stocks and ‘value’ 
stocks, which renders the top-down valuation view less meaningful. Till the election outcome 
‘quality’ stocks will rule but investors may not want to buy them as they are too expensive in 
terms of valuations. On the other hand ‘value’ stocks are very cheap but investors may stay 
away from them as they are not performing and the situation could remain similar till the 
election outcome.   

Portfolio strategy: Expect defensive sectors to continue their outperformance till the election 
results. FMCG & consumption related stocks along with Information Technology and few 
agriculture/rural plays will continue to draw investor interest. We prefer ITC, Marico, Britannia 
and Colgate Palmolive in the FMCG space and HCL Tech, L&T Infotech & Tech Mahindra in the 
IT space. Apart from this, the theme of hard core corporate banks (i.e. ICICI Bank, Axis Bank, 
SBI) is also playing out and could remain so in the course of the year. We also prefer the capital 
goods sector driven by base orders, pace of execution and low base (i.e. L&T, Kalpataru Power, 
KEC Int’l). Valuation of mid cap Index has gone down below that of Nifty but this space is not 
attracting any investment as of now and the situation could continue to be alike till the 
outcome of election result. Hence, it is ideal to focus on good quality large caps for next three-
four months and change stance post-election based on result outcome. If view is 2-3 years 
then select high earnings growth mid-caps, with sound management could be accumulated. 

Macro Outlook: Global GDP growth is expected to slow down in CY19 (from 3.8% in CY18 to 
3.6% in CY19). The U.S. and China which comprise ~40% of global GDP will lead the trend led 
by the trade war and its impact on their economies. The Eurozone GDP growth is also expected 
to come down from ~1.9% in CY18 to ~1.6% in CY19. Price movement of crude will be crucial 
for oil dependent economies in Asia. We estimate India’s macroeconomic conditions to be 
fairly stable through CY19 unless oil prices were to surprise negatively on the upside (beyond 
US$75/barrel). We expect FY20 GDP growth at 7.2%, average CPI inflation at 4.1% (with March-
20 inflation at 4.3%) and CAD at 2.6% of GDP (assuming oil price of US$72.5/barrel). We expect 
the RBI to reduce repo rates in 1HCY19 by 50 bps if CPI inflation were to stay below 4% in 
1HCY19, in line with our inflation trajectory. 

Earnings: Q3-FY19 results of 29 companies out of the Nifty 50 so far have been ahead of 
expectations. Excluding energy, earnings of these companies have gone up by 21% on YoY 
basis. Our institution expects earnings of Nifty-50 to go up by 12.2% in FY19E and 26% in 
FY20E. Banks, IT services and Oil & Gas (i.e. RIL) will drive incremental profits of Nifty-50 in 
FY19-21E. These three sectors are expected to contribute ~87% & ~72% to incremental profits 
of Nifty-50 in FY19 & FY20, respectively. Earnings growth of Nifty-50 is expected to be lop-
sided and skewed by Banks (led by corporate banks) to a large extent. Banks are expected to 
drive 50% & 54% of incremental profits of Nifty-50 in FY19 & FY20, respectively.     

Valuation: Based on Fw PE of 22x & 16.8x (KIE estimates), the revised EPS of Nifty-50 works 
to ~495 & ~650 for FY19E & FY20E, respectively. On a 1 Year Fw basis, MSCI India is trading 
at 17.4x Vs 11.2x of MSCI Emerging Markets. China has led to a sharp correction in valuations 
of MSCI EM. At present the premium of MSCI India over MSCI EM is 50% as compared to the 
10 year average of 40%. Considering the election overhang and slightly higher premium over 
MSCI EM we see less room for any re-rating in India’s valuation. 
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1-month performance of benchmark global indices (%) - (January 2019) 

Source: Bloomberg 

Market performance – sector wise (January 2019) 

Source: Bloomberg 
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KEY GLOBAL DEVELOPMENTS 
Global Economy to slow down in 2019 
The outlook for the global economy in 2019 is straightforward: GDP growth is expected to slow 
down in most major countries. The U.S. will lead the trend, as fiscal stimulus wanes and 
monetary policy normalization will continue, with both weighing on growth. China's expansion 
will continue to moderate despite a pause in corporate deleveraging, and there is expectation 
of further policy easing as ongoing trade tension and the effects on both business and investor 
confidence continue to weigh. European growth will be weighed down by concerns about 
Brexit, Italy's budget, and Germany's new leadership ahead of a reshuffling of the European 
governance. Across emerging markets, tech and oil exporting economies may struggle in 
relative terms. 

In terms of numbers, we forecast global growth to ease from a six-year high of 3.8% in 2018 to 
3.6% in 2019 .This decline will take place in the two largest economies: the U.S. and China 
(comprising 40% of world GDP, as measured by purchasing power parity, or PPP). Both the 
countries will be hit particularly hard by the trade war. It's also true that growth will decline in 
the two economies that contribute most to global expansion: China and India (contributing 
45% to global GDP growth in 2018 on a PPP basis). Eurozone is also expected to slow down 
from 1.9% in CY18 to 1.6% in CY19. There may be outliers elsewhere, but they aren't big enough 
to move the global growth needle. 

Global GDP growth (%) 

Year World US Eurozone China Japan 

2017 3.7 2.2 2.4 6.9 1.7 
2018 3.8 2.9 1.9 6.5 0.9 
2019 3.6 2.3 1.6 6.2 1.1 

Source: Industry 

US markets at cross-roads 
On January 30th, the Federal Reserve signaled that its three-year-drive to tighten monetary 
policy may be at an end amid a weak outlook for the U.S. economy due to global headwinds 
and impasses over trade and government budget negotiations. The Fed believes that the case 
for rate increases had “weakened” in recent weeks, with neither rising inflation nor financial 
stability considered a risk, and “cross-currents” including slowing growth overseas and the 
self-inflicted wound of a federal government shutdown making the U.S. outlook less certain. 
The current Fed policy rate of between 2.25 percent and 2.5 percent is well below historical 
averages and, if it remains at current level, the Fed will have little room to cut the rates to face 
any future downturn with rate cuts alone. 

State of US Markets  

CONSUMER SPENDING Consumer confidence is near all-time highs with recent tax reform providing further 
support. The holiday shopping season was one of the strongest on record. 

FED POLICIES The Federal Reserve implemented its fourth interest rate hike of the year in December. 
Rising interest rates tend to reduce economic growth potential and can lead to repricing 
of income producing assets. 

BUSINESS PROFITABILITY Corporate earnings remain strong, but we anticipate earnings growth will taper off in 
2019. We are also beginning to see a higher number of companies reducing forward 
earnings guidance, a sign that earnings growth may have reached its peak in 2018. 

EMPLOYMENT The US economy added 312,000 new jobs in December, blowing estimates out of the 
water. The unemployment rate rose to 3.9% as a result of new workers entering the labor 
force. Growth in the size of the labor force is a sign of a healthy labor market. 

INFLATION Inflation is often a sign of “tightening” in the economy, and can be a signal that growth 
is peaking. The inflation rate remains benign at this time, but we see the potential for 
an increase moving forward.  

Source: Industry, Kotak Securities – Private Client Research  
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Brexit looking imminent 
In mid-January the MPs of the British Parliament overwhelmingly rejected — by a vote of 432 
to 202 — the withdrawal deal painstakingly negotiated between Prime Minister Theresa May 
and her European counterparts. The landslide vote was pure humiliation for a British leader 
who has spent the past two years trying to sell her vision of Brexit to a skeptical public, and 
her failure raised serious questions about how — and if — Britain will leave the E.U. as promised 
on March 29. This political turmoil heightened fears among global leaders that Britain will 
crash out of the EU bloc without any formal agreement in a chaotic way that would have harsh 
economic and humanitarian consequences globally. 

A hard Brexit without a trade agreement would eliminate Britain's tariff-free trade status with 
the other EU members. Tariffs would raise the cost of exports/imports. That would hurt 
exporters/importers as their goods became higher-priced in Europe. Global companies would 
no longer use London as an English-speaking entry into the EU economy. The United Kingdom 
would lose the advantages of EU’s state-of-the-art technologies. The EU grants these to its 
members in environmental protection, research and development, and energy. Also, U.K. 
companies could lose the ability to bid on public contracts in any EU country. A hard Brexit 
would hurt Britain's younger workers seeking job in EU. Under a hard Brexit, the U.K. could lose 
Scotland, which could join the EU on its own, as some countries within the kingdom of 
Denmark have. It may even have a referendum to leave the United Kingdom. A hard Brexit 
would also create a customs border between the UK and the Ireland. A no deal exit could lead 
to a swift drop in the Pound, similar to the aftermath of the Brexit referendum in 2016. We 
conclude that, Brexit would be akin to a tax on GDP, imposing a persistent and rising cost on 
the UK economy. 

GBP vs. USD  

 
Source:  Bloomberg 

Britain could ask to postpone Brexit beyond March 29 and try to buy more time to work out its 
problems. An extension would require unanimous consent from the remaining E.U. countries. 
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China-US trade war - no signs of abatement 
So far, the US has slapped tariffs on US$250 billion worth of Chinese products, and has 
threatened tariffs on additional goods worth US$267 billion. China, for its part, has set tariffs 
on US$110 billion worth of US goods, and is threatening qualitative measures that would affect 
US businesses operating in China. This war has resulted in billions of dollars of losses for both 
sides in 2018, hitting industries including autos, technology and agriculture. The losses may 
give U.S. President Donald Trump and his Chinese counterpart, Xi Jinping, motivation to 
resolve their trade differences before a March 2 deadline, although talks between the economic 
superpowers could still devolve. With neither Trump nor Chinese President Xi Jinping willing 
to back down, US-China trade tensions could erupt into a full-blown trade war impacting global 
economy. 
Currently, both the countries are observing a temporary truce to de-escalate trade tensions. 
According to the truce agreement, both the US and China will refrain from increasing tariffs or 
imposing new tariffs for 90 days (until March 1, 2019), as the two sides work towards a larger 
trade deal. In their latest meeting on January 31st, the US and China claimed progress in 
tackling some of the key issues in their trade war as US President Donald Trump suggested 
that a new presidential summit might be necessary to settle the economic conflict within the 
next month. 

Weak China growth in the Spotlight 
Concerns about the global economy was magnified after China reported the slowest pace of 
annual growth in nearly three decades. Gross domestic product (GDP), the value of all goods 
and services produced in the economy, grew 6.6% annually, the slowest since 1990. In the 
fourth quarter, China’s annual growth rate slipped to 6.4%. Also the International Monetary 
Fund (IMF) has once again revised down its estimate for global growth, warning that the 
synchronized global recovery was losing steam. The IMF now estimates China’s economy to 
grow at 6.2 percent in 2019 which is 0.2 percentage points lower from its October estimates.  

Oil prices could rise from current levels 
OPEC, Russia and other producers had agreed to remove 1.2 million barrels per day from the 
market beginning in January 2019. The intention was shown post correction of more than 30% 
in oil prices with international benchmark Brent crude falling from more than $86 a barrel to a 
13-month low of $57.50 last month. Later, OPEC and allied countries published production 
quotas for 24 nations participating in a production cutting deal. They aim to keep 1.2 million 
bpd off the market during the first six months of 2019 to prevent a repeat of the oil glut that 
caused crude prices to tank from 2014 to 2016. These gave investors some clarity that the 
cartel intends to take approximately 3% of their production off the market. This has also 
encouraged U.S. drillers to put more crude in the market. 

Production cut by OPEC+Allies (in '000' barrels)    

Country Original  Cuts Quota 

Algeria 1,057 -32 1,025 
Angola 1,528 -47 1,481 
Iraq 4,653 -141 4,512 
Kazakhstan 1,900 -40 1,860 
Kuwait 2,809 -85 2,724 
Mexico 2,017 -40 1,977 
Nigeria 1,738 -53 1,685 
Russia 11,421 -230 11,191 
Saudi Arabia 10,633 -322 10,311 
UAE 3,168 -96 3,072 
Others 4071 -107 3964 

Source: OPEC    
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We expect oil prices to increase from current levels (around US$55/barrel) on the back of 
deterioration in global demand-supply balance arising from OPEC’s decision to eliminate 1.2 
mn bpd of oil supply in H1FY19 and Canada’s decision to restrict oil sands production by 0.3 
mn bpd from January 1, 2019. We expect incremental global oil demand of 1.4 mn bpd to be 
offset by OPEC non-supply of 1.5 mn bpd (after factoring in 0.4 mn bpd of production cut by 
non-OPEC countries). 

Estimated global crude demand and Supply (mbpd) 

CY14 CY15 CY16 CY17 CY18 CY19E 

Demand (mn bpd) 
Total demand 93 95 96.4 97.9 99.2 100.6 
YoY growth (%) 1.2 2 1.3 1.5 1.3 1.4 
Supply (mn bpd) 
Non-OPEC 57 58.1 57.1 58 60.4 61.9 
YoY growth (%) 2.4 1.1 -0.9 0.8 2.4 1.5 
OPEC 
Crude 30.5 31.8 33 32.6 32.5 31.8 
NGLs 6.3 6.6 6.8 6.9 7 7 
Total OPEC 36.8 38.4 39.8 39.5 39.5 38.8 
Total supply 93.7 96.5 96.9 97.5 99.9 100.7 
Total stock change 0.7 1.5 0.6 -0.4 0.7 0.2 
OPEC crude capacity 35.2 35.2 35.9 35.6 35.5 35.5 
Implied spare capacity 5.5 4.8 3.4 2.5 3.7 3.9 

Source:IEA, OPEC, Kotak Institutional Equities estimates 
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STATUS OF INDIAN ECONOMY 
The revised GDP estimates for FY16-18 indicate that India’s growth has been strong (relative 
to earlier estimates). FY18 real GDP growth has been revised up by 49 bps to 7.2% while that 
of FY17 has been revised up by 106 bps to 8.2%. Our house retains the GDP growth estimates 
of 7.1% for FY19 and 7.2% for FY20. Given strong uptick and revision of FY18 real GDP growth, 
there could be downside risks to FY19E.  

In the budget the government has built in 10.2% & 11.5% growth in Nominal GDP for FY19E & 
FY20E. The Nominal GDP growth of 11.5% budgeted for FY20 seems to be on the higher side. 
GST collection, which has been budgeted at Rs.7.6 tn (i.e. CGST, unallocated IGST and 
compensation cess) will remain key to meeting government’s revenue targets for FY20. GST 
collection target for FY19 has been cut by Rs.1 lakh cr and on the Revised Estimate the 
government is building in 18.2% growth for FY20. GST targets for FY20 could disappoint 
compared to the budgeted CGST run rate of Rs.508 bn per month.   

The government has projected an overall fiscal deficit of Rs.7 tn in FY20BE and 3.4% as a 
percentage of GDP (in line with 3.4% of FY19RE). The government has outlined its medium-
term target of bringing down GFD/GDP to 3% by FY21E. 

Real GDP and Components (% growth) 

 FY15 FY16 FY17 FY18 FY19E FY20E 

Real GVA 7.2 8.1 7.1 6.5 7.0 7.0 
Agriculture and allied -0.2 0.6 6.3 3.4 3.8 3.9 
Industry 7.0 9.8 6.8 5.5 7.8 6.7 
Mining 9.7 13.8 13.0 2.9 0.8 0.2 
Manufacturing 7.9 12.8 7.9 5.7 8.3 8.0 
Electricity 7.2 4.7 9.2 7.2 9.4 7.5 
Construction 4.3 3.7 1.3 5.7 8.9 5.8 
Services 9.8 9.6 7.5 7.9 7.3 7.9 
Trade, hotel, transport, communication 9.4 10.3 7.2 8.0 6.9 7.8 
Financial, real estate, professional services 11.0 10.9 6.0 6.6 6.8 8.9 
Public admin, defence, and others 8.3 6.1 10.7 10.0 8.9 6.7 
Non-agriculture GVA 8.7 9.6 7.2 7.0 7.5 7.5 
Real GDP 7.4 8.2 7.1 6.7 7.2 7.2 

Source: CEIC, CSO, Kotak Economics Research estimates  

RBI likely to change stance in February and follow with 50 bps of rate cuts 
The softer CPI and WPI prints are likely to give confidence to the MPC to change its stance to 
‘neutral’ from ‘calibrated tightening’ in February. This is the fifth consecutive month that the 
CPI reading has been below the RBI’s target of 4%. We expect CPI at around 3.3% in March 
2019. Concerns, however, remain about the stickiness of core inflation, especially at a time 
when growth is expected to slow down in 2HFY19. While volatile crude oil prices and concerns 
on fiscal slippage may warrant some caution, the seemingly structurally benign food inflation 
along with softening growth should help in capping the upside pressures. We continue to 
expect 50 bps of rate cut in 1HCY19. 
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Trend in key macroeconomic indicators 

CY14 CY15 CY16 CY17 CY18 CY19E CY20E 

Real GVA growth (%) 6.1 7.2 8.1 7.1 6.5 6.9 7 
CPI inflation (%) 9.4 5.9 4.9 4.5 3.6 3.6 4.1 
WPI inflation (%) 6 1.3 -3.6 1.8 2.9 4.5 3.3 
IIP growth (%) 3.3 4.1 3.3 4.6 4.4 4.8 5.2 
GFD/GDP (%) 4.5 4.1 3.9 3.5 3.5 3.5 3.2 
CAD/GDP (%) -1.7 -1.3 -1.1 -0.7 -1.9 -2.7 -2.6 
BOP (US$ bn) 15.6 61.4 17.9 21.6 43.6 -20.1 -6.7 
USD/INR (average) 60.4 61.2 65.4 67.2 64.5 69.9 72 

RBI, CEIC, Kotak Institutional Equities estimates 

Outlook for Indian Rupee 
Emerging Market (EM) FX outlook seems to be marred by various global and domestic 
uncertainties. INR too has witnessed large swings in recent months in sync with not so benign 
global environment and fluctuation in crude oil prices. After falling by around 14% to an all-
time low of 74.48 against the USD in CY18, INR has reversed some of the losses. The sharp 
fall in INR in 2018 has led to a meaningful correction in Real Economic Exchange Rate (REER) 
suggesting that the INR is now in a fairly valued range after a prolonged period of extreme 
overvaluation. The correction in crude oil prices have led to an improvement in the external 
sector matrix. We expect the FY20 CAD/GDP to moderate to 2.5% from 2.6% in FY19. The BOP 
is also expected to improve significantly to near neutral in FY20E compared to around US$(-) 
20 bn in FY19E. Given the global uncertainties and concerns on general election outturn, we 
expect the INR to trade with a depreciation bias, although the extent of depreciation is likely to 
be less sharper than seen in CY18 given the stable fundamentals. For FY20, we expect USD-
INR to remain broadly in the 68.5-74.5 range, with an average depreciation of 2%. 

INR vs. USD INR / USD REER 

Source: Bloomberg Source: Bloomberg 

Capex cycle 
With Lok Sabha elections very close we might see some kind of a slow down in capex activity 
from the Centre. However, ordering from states/PSUs should continue based on past history. 
Private sector capex is still elusive with deterioration in demand conditions of core sectors 
like power, steel etc. Capital outlay accounts for a low 15% share of total expenditure of states 
but routinely accounts for more than 80% of their Gross Fiscal Deficit indicating less focus on 
capex. Capacity utilization of Corporate sector which was ~71% in Q1-FY18 has reached a 
healthy level of 76% in Q2-FY19. Leverage levels in private sector stands at a modest level 
which can allow industry to participate in the next capex cycle. Our understanding is that 
Corporates may revisit their fresh capex plans post-election results.   
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Industrial capacity utilization level (%) 

Source: RBI, Kotak Institutional Equities 
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GENERAL ELECTIONS 
Markets will be keenly watching emerging political equations, election dates, pre-poll alliances, 
Prime Ministerial candidates and more importantly the government’s ability for striking a fine 
balance between populism and prudence. These factors will keep markets on their toes in the 
coming months. In terms of timelines, the Lok Sabha elections of 2014 took place in nine 
phases from 7 Apr’14 to 12 May’14. Even though the official Lok Sabha election schedule for 
2019 is not yet announced (announcement likely by March 1st Week); 2014 timelines provide 
reasonable indication about likely schedule.  

BJP faces a stronger opposition in MP, Rajasthan and UP- estimated loss of 59 seats in 2019 
Our hypothetical exercise based on extrapolating the votes of BJP and INC in the assembly 
seats of Madhya Pradesh and Rajasthan in the 2018 state assembly elections into their 
corresponding Lok Sabha constituencies shows that the BJP will likely win around 15 seats in 
Madhya Pradesh and around 10 seats in Rajasthan in the 2019 general elections, thereby 
notching 25 seats less than its cache in the 2014 general elections in these two states alone. 

Our hypothetical exercise for Uttar Pradesh based on votes of the major parties in the 2014 
general elections shows even more intriguing possibilities. We club the votes of BSP and SP 
together in each LS constituency to re-compute the votes of each party and ‘alliance’. Our 
hypothetical exercise shows the BJP’s seats declining by about 35 (50%). 

Loss for BJP based on Hypothetical scenario 

2014 General Elections Hypothetical scenario 2019 
State/Seats BJP Others BJP Others Loss for BJP 

MP 26 3 15 14 11 
Rajasthan 23 2 10 15 13 
Uttar Pradesh 68 12 33 47 35 
Total loss for BJP 59 

Source: Election Commission of India, Kotak Institutional Equities 

Recent surveys put BJP at around 200 seats 
Two recent opinion polls (ABC-CVoter Survey and India Today-Karvy Survey) on the 2019 
general elections and results of recent state elections suggest that the BJP will find it harder 
to repeat its phenomenal victory of 2014 and the ruling NDA coalition may need a different 
path to 272+ seats compared to the 2014 elections. Both the opinion polls forecast about 200 
seats for the BJP and about 235 seats for the ruling NDA coalition. We note that the BJP has 
153 of the 171 seats in Chhattisgarh, Gujarat, Madhya Pradesh, Rajasthan and Uttar Pradesh. 
(1) A revived INC (Congress) in Chhattisgarh, MP and Rajasthan, (2) a credible pre-poll alliance 
of BSP and SP in UP and (3) anti-incumbency may make it tougher for BJP to replicate its 2014 
performance in these five states. 

Recent opinion polls predict the NDA falling short of majority 

Party ABP-CVoter India Today-Karvy 

NDA 233 237 
BJP 203 
UPA 167 166 
INC 109 
Others 143 140 

Source: Media reports, Kotak Securities – Private Client Research 
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Along with general elections in April-May 2019, major states such as Andhra Pradesh, Haryana, 
Maharashtra and Odisha and smaller states such as Arunachal Pradesh and Sikkim will also 
hold state elections between April and October 2019. 

Election Schedule 

State/Elections Term completion Election Month Total No of seats 

Lok Sabha 03.06.2019 Apr-May, 2019 543+2 
Sikkim 27.05.2019 Apr-May, 2019 32 
Arunachal Pradesh 01.06.2019 Apr-May, 2019 60 
Odisha 11.06.2019 May-June, 2019 147 
Andhra Pradesh 18.06.2019 May-June, 2019 175 
Haryana 02.11.2019 Sep-Oct, 2019 90 
Maharashtra 09.11.2019 Sep-Oct, 2019 288 
Jharkhand 05.01.2020 Nov-Dec, 2019 81 
NCT Delhi 22.02.2020 Jan-Feb, 2020 70 
J&K 16.03.2021 Jan-Feb, 2021 87 

Source: Election Commission of India  

Expect CY19 to be mixed but FY20 to be relatively better for Indian Markets 

Supportive macroeconomic conditions in CY19 to support earnings growth 
We expect macroeconomic conditions to be supportive of the market in CY19 with (1) low 
inflation (4.1% average CPI inflation for FY20) and possible 50 bps rate cut in 1HCY19, (2) mild 
depreciation in the INR with manageable CAD (2.5% of GDP for FY20 at US$72.5/barrel crude 
price) with possible downside risks and (3) continued strong GDP growth at 7.2% for FY20. We 
do note global risks stemming from tighter global monetary conditions, higher-than-expected 
crude oil prices and an escalation in China-US trade hostilities. 

Q3-FY19 results of 29 companies out of the Nifty 50 so far have been ahead of expectations. 
Excluding energy, earnings of these companies have gone up by 21% on YoY basis. Our 
institution expects earnings of Nifty-50 to go up by 12.2% in FY19E and 26% in FY20E. Banks, 
IT services and Oil & Gas (i.e. RIL) will drive incremental profits of Nifty-50 in FY19-21E. These 
three sectors are expected to contribute ~87% & ~72% to incremental profits of Nifty-50 in 
FY19 & FY20, respectively. Earnings growth of Nifty-50 is expected to be lop-sided and skewed 
by Banks (led by corporate banks) to a large extent. Banks are expected to drive 50% & 54% of 
incremental profits of Nifty-50 in FY19 & FY20, respectively.  
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FIIs remain net sellers and DIIs net buyers 
FIIs turned sellers January 2019 at Rs 32.6 bn due to factors like 1) Weakening domestic 
growth; 2) Concerns over political uncertainty; 3) Concerns over populism by the government 
in an election years; 4) Weak GST and Direct tax revenues; 5) Concerns over containing fiscal 
deficit. Buying from mutual funds January 2019 stood at Rs 83.5 bn. 

MF/FII flows (in crores) 

Source: Bloomberg 

Inflows into equity mutual funds has seen some slowdown since the start of this fiscal year. 
As per AMFI data, flows into equity Mutual Funds slowed down to 27-month low of Rs.44.42 
bn in Dec’18. Lump-sum investments by market participants has been slowing down in the 
last few months due to the uncertainty in markets.  

Strong SIP flows 
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. Despite flows into equity funds slowing down, 
the contribution of systematic investment plans (SIPs) stood at Rs.8,000 cr in the month of 
Dec’18 as compared to the average monthly flow of Rs.7,500 for this fiscal year. Recent data 
from AMFI highlighted that, contributions to SIP’s in 9MFY19 was reported at Rs 685 bn (+46% 
YoY) and for December 2018 it was reported at Rs 80.2 bn (+29% YoY). 

SIP flows in 9MFY19 (in crores) 

Source: AMFI 
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Nifty valuations reasonable -10-15% potential return in base-case scenario 
Valuations for the broader market with Nifty-50 Index trading at 16.8x FY20E is reasonable, 
especially when viewed against recent historical valuations (18-20x 12-month forward P/E) 
and bond yields (gap has closed with the recent sharp fall in 10-year bond yields). Based on 
Fw PE of 22x & 16.8x (KIE estimates), the revised EPS of Nifty-50 works to ~495 & ~650 for 
FY19E & FY20E, respectively. On a 1 Year Fw basis, MSCI India is trading at 17.4x Vs 11.2x of 
MSCI Emerging Markets. China has led to a sharp correction in valuations of MSCI EM. At 
present the premium of MSCI India over MSCI EM is 50% as compared to the 10 year average 
of 40%. Considering the election overhang and slightly higher premium over MSCI EM we see 
less room for any re-rating in India’s valuation. 

For CY19, we expect 10-15% potential return from the Indian market assuming (1) a broadly 
stable global and domestic macroeconomic environment with modest tightening by global 
central banks and oil prices staying below US$75/barrel, (2) a fairly valued currency on 
fundamental basis; (3) no adverse outcome in India’s general elections in April-May 2019 and 
(3) no meaningful downgrades to earnings estimates; we expect the net profits of the Nifty-50 
Index to grow 26% in FY20. 

MSCI Emerging Market Vs MSCI India 1 Yr rolling FW PE 

Source: Bloomberg 

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

Source: Bloomberg 

5

7

9

11

13

15

17

19

21

MSCI EM Fw PE MSCI India FW PE

0%

20%

40%

60%

80%

MSCI India is 
trading at 17.3x 

Fw PE Vs 11.2x of 
MSCI EM. China 

has led to a sharp 
correction in 

valuations of MSCI 
EM. 

Current premium 
of MSCI India over 

MSCI EM is 50% 
Vs average 

Premium of 40% in 
last 10 years. 



Kotak Securities – Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation  15 

Market Strategy February 2019

One Yr Fw PE chart: Nifty Vs Mid Cap Index 

Source: Bloomberg 

Bond PE Vs Fw Equity PE of Nifty 

Source: Bloomberg 

6.0

9.0

12.0

15.0

18.0

21.0

24.0

27.0

Au
g-

07
De

c-
07

Ap
r-0

8
Au

g-
08

De
c-

08
Ap

r-0
9

Au
g-

09
De

c-
09

Ap
r-1

0
Au

g-
10

De
c-

10
Ap

r-1
1

Au
g-

11
De

c-
11

Ap
r-1

2
Au

g-
12

De
c-

12
Ap

r-1
3

Au
g-

13
De

c-
13

Ap
r-1

4
Au

g-
14

De
c-

14
Ap

r-1
5

Au
g-

15
De

c-
15

Ap
r-1

6
Au

g-
16

De
c-

16
Ap

r-1
7

Au
g-

17
De

c-
17

Ap
r-1

8
Au

g-
18

De
c-

18

NSE Mcap Nifty 50

7.0

9.0

11.0

13.0

15.0

17.0

19.0

21.0

Au
g-

07
De

c-
07

Ap
r-0

8
Au

g-
08

De
c-

08
Ap

r-0
9

Au
g-

09
De

c-
09

Ap
r-1

0
Au

g-
10

De
c-

10
Ap

r-1
1

Au
g-

11
De

c-
11

Ap
r-1

2
Au

g-
12

De
c-

12
Ap

r-1
3

Au
g-

13
De

c-
13

Ap
r-1

4
Au

g-
14

De
c-

14
Ap

r-1
5

Au
g-

15
De

c-
15

Ap
r-1

6
Au

g-
16

De
c-

16
Ap

r-1
7

Au
g-

17
De

c-
17

Ap
r-1

8
Au

g-
18

De
c-

18

Bond PE Nifty 50
Bond PE will be 

crucial for any re-
rating or de-rating 
in Equity PE. The 
average premium 
of Equity PE over 

Bond PE in last 10 
years has been 

250-300 bps. 
Current Premium 

is 310 bps 

From high of 25x 
the 1 Yr Fw PE of 

the Mid Cap Index 
is now trading at 
15.2x. The Nifty 

trades at 16.8x on 
1 Yr Fw PE basis. 
Previous bottom 

of both Nifty & Mid 
Cap Index was 
formed in early 

2017 at ~15x. 



Kotak Securities – Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation  16 

Market Strategy February 2019

INTERIM BUDGET REVIEW 
As it is an election year, the government has presented only an interim budget. The full-fledged 
budget will be presented by the new Government in Jun-Jul’19, after it assumes office.  

Central Government Finances (Summary) 

(Rs bn) FY17 FY18 FY19 FY20 % chg % chg 
Actual Actual RE BE FY19 FY20 

Gross Tax Revenue 17,158 19,190 22,482 25,521 17.2% 13.5% 
  Direct taxes 8,539 10,074 12,053 13,859 19.7% 15.0% 
  Indirect taxes 8,620 9,117 10,428 11,662 14.4% 11.8% 
  (Transfers to states, Uts) -6,145 -6,765 -7,638 -8,471 12.9% 10.9% 
Tax Revenue (Net to Centre) 11,014 12,425 14,844 17,050 19.5% 14.9% 

   Non-Tax Revenue 2,728 1,927 2,453 2,726 27.3% 11.2% 
   Recoveries of Loans 176 156 132 125 -15.9% -4.9% 
   Other Receipts (Incl. Divestments) 477 1,000 800 900 -20.0% 12.5% 

Total Receipts 14,396 15,509 18,228 20,802 17.5% 14.1% 
Total Expenditure 19,752 21,420 24,572 27,842 14.7% 13.3% 
Fiscal Deficit 5,356 5,911 6,344 7,040 7.3% 11.0% 
as % of GDP -3.5% -3.5% -3.4% -3.4% 
Nominal GDP 153,624 170,950 188,407 210,074 10.2% 11.5% 
GDP Growth Rate 11.3% 10.2% 11.5% 

Source: Annual Budget 2019-20 

Break-up of Revenues 

(Rs bn) FY17 FY18 FY19 FY20 % chg % chg 
Actual Actual RE BE FY19 FY20 

  Direct taxes 8,539 10,074 12,053 13,859 19.7% 15.0% 
  Corporation tax 4,849 5,712 6,710 7,600 17.5% 13.3% 
   Income tax 3,646 4,308 5,290 6,200 22.8% 17.2% 
   Other taxes 43 54 53 59 -0.8% 11.3% 

  Indirect taxes 8,620 9,117 10,428 11,662 14.4% 11.8% 
   Central GST 4,426 6,439 7,612 45.5% 18.2% 
   Customs duty 2,254 1,290 1,300 1,454 0.8% 11.8% 
   Excise duty 3,821 2,588 2,596 2,596 0.3% 0.0% 
   Service tax 2,545 812 93 

Source: Annual Budget 2019-20 

On budget 
financials, the 

government has 
built in 10.2% & 

11.5% growth in 
Nominal GDP for 
FY19E & FY20E. 

The Nominal GDP 
growth of 11.5% 

budgeted for FY20 
seems to be on the 

higher side. 

Direct tax & 
Indirect Tax 
collection is 

expected to rise by 
19.7% & 14.4% in 

FY19RE and by 
15% & 11.8% in 

FY20BE, 
respectively. 
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Break-up of Expenses 

 (Rs bn) FY17 FY18 FY18 FY19 % chg % chg 
Actual BE RE BE FY19 FY20 

Total Expenditure 19,752 21,420 24,572 27,842 14.7% 13.3% 
   Revenue Expenditure 16,906 18,788 21,406 24,479 13.9% 14.4% 

  Interest Payments 4,807 5,290 5,876 6,651 11.1% 13.2% 
   Subsidies 2,348 2,244 2,992 3,342 33.3% 11.7% 

  Food Subsidy 1,102 1,003 1,713 1,842 70.8% 7.5% 
  Fertilizers Subsidy 663 664 701 750 5.5% 7.0% 
  Petroleum Subsidy 275 245 248 375 1.5% 50.9% 
  Other Subsidy 308 332 330 376 -0.7% 13.8% 

   Pay, allowances & Pensions  3,996 4,464 4,936 5,239 10.6% 6.1% 
   Agriculture & farmers welfare 369 374 678 1,296 81.3% 91.2% 
   Education 720 800 809 917 1.1% 13.4% 
   Health & Family Welfare 364 483 518 596 7.3% 15.1% 
   Rural development 951 1,086 1,124 1,175 3.5% 4.6% 
   Others 3,350 4,048 4,473 5,262 10.5% 17.6% 

   Capital Expenditure 2,846 2,631 3,166 3,363 20.3% 6.2% 

Source: Annual Budget 2019-20 

Fiscal Defecit (Rs bn) 

Source: Annual Budget 2019-20 

Conclusion 
The gross GSec borrowing has been budgeted at Rs.7.1 tn compared to Rs.5.7 tn in FY19RE, 
implying higher average weekly issuances of Rs.158 bn compared to Rs.127 bn in FY19. 
Higher gross borrowing and concerns on the credibility of the revenue assumptions have 
pushed yields higher. With the government’s adoption of an expansionary fiscal stance and 
concerns on the elevated core inflation, the probability of monetary accommodation could 
reduce in the near term. However, the seemingly structurally benign food inflation along with 
softening growth should provide space for the MPC to shift the policy stance to neutral. We 
expect the RBI to cut rates in the forthcoming policy meetings. 

However after some time, receding expectations of a rate cut, heavy GSec supply and a likely 
reduced pace of OMO purchases in FY20 (around Rs.1 tn Vs Rs.3.1 tn in FY29E) will weigh on 
the bond markets. Benign global conditions, muted oil prices, and relatively more dovish global 
central banks could cap the sharp downside to bonds. A range bound bond yield can provide 
comfort to equity valuations.  
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TOP INVESTMENT IDEAS 
Recommended Stocks  

Company CMP* Target Price Potential Upside 52 Week H/L Market Cap  
(Rs) (Rs) (%) (Rs) (Rs mn) 

ITC Ltd.  281 325  15.7  323/251 3439869 
ICICI Bank  355 430  21.2  384/256 2284534 
L&T Infotech 1769 2000  13.1  1987/1155 306789 
Supreme Industries 1010 1165  15.3  1448/938 128309 
NCC 79 135  70.2  137/63 47631 
Dishman Carbogen 204 450  120.5  386/200 32941 

Source: Kotak Institutional Equities; Kotak Securities – Private Client Research; * CMP as on 1st February 2019 



ITC Ltd

CMP (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn) 
281 323 / 251 3439547

Financials (Rs mn)* FY18 FY19E FY20E
Sales 402,547      438,371      475,695     
Growth (%) 1.5               8.9               8.5              
EBITDA 151,681      166,400      188,645     
EBITDA margin (%) 37.7% 38.0% 39.7%
PBT 164,388      181,847      204,184     
Adjusted Net profit 109,466      120,928      134,761     
Adjusted EPS (Rs) 8.9               9.8               11.0           
Growth (%) 78.0             10.1            12.2           
P/E (x) 31.6  28.7  25.5  

Source: Bloomberg

ROAE (%) 22.6             22.7            23.7           
RoACE (%) 27.8             27.7            29.6           
Free cash flow 101,030      90,982        103,169     
Source: Kotak Insitutional Equities; *Consolidated
Financials (Rs mn)* 9M-FY18 9M-FY19 % Chg
Revenues 297,754      325,824      9.0              
EBITDA 114,124      127,339      12.0           
EBITDA Margin (%) 38.3% 39.1%
PAT 80,205        89,824        12.0           
PAT Margin (%) 26.9% 27.6%
EPS (Rs) 7.0               7.4               12.0           
Source: Kotak Insitutional Equities; *Consolidated Source: Bloomberg

This one pager on the company is extracted from last two KIE updates dated December 13, 2018 and January 23, 2019 and it does not contain events beyond that date. We take no 
obligation to update the KIE recommendations. While source of all other information is taken from Kotak Institutional Equities, the price performance and shareholding pattern 
chart is inputted by Kotak PCG research team (with source as Bloomberg). It is advisable to read the full KIE report before taking any investment decision on the above company 
recommendation.

Share Holding Pattern (%)

Analyst: Rohit Chordia/Jaykumar Doshi/Aniket Sethi (Email: kspcg.research@kotak.com; Contact: +91 22 6218 6427)

Price Performance (3 Years)

Target Price (Rs)
325 15.7%

Potential Upside (%)

FII
17.0%

DII
38.1%

Others
44.9%

Key Highlights: 
 We expect the recent trend of acceleration in cigarette business EBIT growth to sustain and expect 11.4% cigarette

EBIT CAGR over FY2019-22E. We also note that ITC (and cigarette businesses in general) have ample pricing power
to grow EBIT at a reasonable clip as long as tax increases are not punitive 

 Revenue growth of 11.5% in FMCG segment was led by (1) atta, snacks, premium cream biscuits and noodles in
branded packaged foods, (2) fragrancing products, bodywash and handwash in personal care, and (3) classmate
notebooks. 

 Revenue growth in Hotels of 12% was driven by improvement in ARR and newly commissioned properties at ITC
Kohenur (commissioned in 1QFY19) and ITC Grand Goa Resort & Spa (erstwhile Park Hyatt Goa Resort & Spa,
commissioned in October 2018). Reported EBIT growth of 10% was impacted by gestation costs of new properties;
adjusted for the same, underlying growth was about 29% indicating continued improvement in profitability in this
business. 

 ITC leveraged market opportunities in Wheat, Coffee, Oilseeds and Aqua resulting in robust revenue growth during
the quarter. Profitability was impacted by escalation in tobacco leaf costs pertaining to Andhra 2017 crop and
subdued demand for leaf tobacco in the international markets. 

 Segmental EBIT growth in paper board business of 24% yoy was driven by product mix enrichment, higher
realization, strategic investments in imported pulp substitution, process innovation leading to improved pulp yield
and benefits of cost-competitive fiber chain. 

 We value the cigarette business at 24X post-tax EBIT and the FMCG business at 6X EV/sales 
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ICICI Bank

CMP (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn) 
355 384 / 257 2284236

Financials (Rs mn)* FY18 FY19E FY20E
Net Interest Income 230,258      265,612      316,100     
Non-interest Income 174,196      147,118      173,360     
Total Income 404,455      412,731      489,460     
Growth (%) 2.0% 18.6%
PBT 93,119        71,553        244,492     
Net profit 86,549        53,665        173,590     
EPS (Rs) 13.5             8.3               27.0           
Book Value (Rs) 149.0          170.0          191.0         
P/B (x) 2.5  2.2  1.9              

Slippages (%) 6.2% 2.3% 1.4% Source: Bloomberg
Gross NPL (%) 9.5% 7.2% 5.5%
Net NPL (%) 5.4% 2.4% 1.3%
ROE (%) 8.3% 5.0% 15.0%
RoA (%) 1.1% 0.6% 1.8%
Source: Kotak Insitutional Equities
Financials (Rs mn)* 9M-FY18 9M-FY19 % Chg
Net Interest Income 170,042      193,947      14.1%
Non-Interest Income 117,410      108,912      -7.2%
Total Income 287,452      302,859      5.4%
PBT 65,459        29,948        -54.2%
PAT 57,570        23,942        -58.4%
Slippages (%) 4.0% 2.4%
Source: Kotak Insitutional Equities; *Consolidated Source: Bloomberg

This one pager on the company is extracted from last KIE update dated January 31, 2019 and it does not contain events beyond that date. We take no obligation to update the KIE
recommendations. While source of all other information is taken from Kotak Institutional Equities, the price performance and shareholding pattern chart is inputted by Kotak PCG
research team (with source as Bloomberg). It is advisable to read the full KIE report before taking any investment decision on the above company recommendation.

Share Holding Pattern (%)

Analyst: MB Mahesh, CFA/ Nischint Chawathe/ Dipanjan Ghosh/ Shrey Singh

Price Performance (3 Years)

Target Price (Rs)
430 21.2%

Potential Upside (%)

FII
42.9%

DII
46.3%

Others
10.8%

Key Highlights: 
 ICICI Bank reported PAT of Rs 16 bn in 3QFY19 (down 3% YoY) led by robust NII growth (21% YoY) but offset by

elevated credit cost.  
 ICICI Bank reported another quarter of steady improvement in most operating metrics. Slippages have moved to

normalized levels (1.5% of loans), gross NPL ratio is at a two-year low while net NPL ratio is at a three-year low.  
 The bank reported its third consecutive quarter of improvement in headline NPL ratios. Importantly, gross NPLs

declined 80 bps QoQ to 8.5% of loans, a two-year low while net NPL declined 120 bps QoQ to 2.9% of loans, a three-
year low. Slippages have normalized to 1.5% of loans, which is at an 18-quarter low.  

 Slippages for the quarter were low at 1.5% of loans (lowest in the past 18 quarters) as compared to 2.4% of loans in
2QFY19 and 3.6% of loans in 2QFY18. 51% of gross slippages came from the retail portfolio whereas the rest was
from the corporate and SME book. 

 Loan growth maintained steady pace of growth at 12% YoY in 3QFY19. Muted loan growth on the domestic
corporate lending side remains a drag as there is a large share of loans that the bank is looking to reduce its
exposure. On the corporate side, domestic corporate loans saw flat YoY growth. 

 Deposit growth was strong at 17% YoY in 3QFY19 led by robust improvement in CASA. The growth in CASA at 15%
YoY in 3QFY19 was led by 18% steep rise in CA and modest 13% increase in SA. CASA ratio dropped 150 bps QoQ to
49% though it remains one of the best in the industry. 

 The bank intends to reduce net NPL ratio to below 1.3% by FY2020 with provision coverage ratio of 78% (excluding
write-offs). We expect slippages to decline to ~2.3% in FY2019E and 1.4% in FY2020-21E.  

 We see scope for valuations to re-rate as investors are getting firm visibility in improvement in asset quality and
recovery in RoEs. We retain our view of ICICI Bank as one of our top picks to ride the corporate recovery cycle. 
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L&T Infotech Ltd

CMP (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn) 
1769 1990 / 1155 306732

Financials (Rs mn)* FY18 FY19E FY20E
Sales 73,065        94,507        110,363    
Growth (%) 12.4            29.4            16.8           
EBITDA 11,876        19,063        21,390       
EBITDA margin (%) 16.3            20.2            19.4           
PBT 14,415        20,372        22,886       
Net profit 11,120        15,219        17,101       
Adjusted EPS (Rs) 63.5            85.8            96.0           
Growth (%) 13.8            35.1            11.9           
P/E (x) 27.9  20.6  18.4  

Source: Bloomberg

ROAE (%) 31.8% 34.9% 31.4%
ROACE (%) 28.7% 38.9% 35.2%
Free cash flow 8356 9998 15291
Source: Kotak Insitutional Equities; *Consolidated
Financials (Rs mn)* 1H-FY18 1H-FY19 % Chg
Revenues 34,215        44,869        31.1%
EBITDA 5,740          8,979          56.4%
EBITDA Margin (%) 16.8            20.0            
PAT 5,398          7,640          41.5%
PAT Margin (%) 17.00          15.80         
EPS (Rs) 30.90          43.20         39.8%
Source: Kotak Insitutional Equities; *Consolidated Source: Bloomberg

This one pager on the company is extracted from KIE update dated October 24, 2018 & January 18, 2019 and it does not contain events beyond that date. We take no obligation to 
update the KIE recommendations. While source of all other information is taken from Kotak Institutional Equities, the price performance and shareholding pattern chart is inputted 
by Kotak PCG research team (with source as Bloomberg). It is advisable to read the full KIE report before taking any investment decision on the above company recommendation.

Share Holding Pattern (%)

Analyst: Kawaljeet Saluja / Sathishkumar S (Email: kspcg.research@kotak.com; Contact: +91 22 6218 6427)

Price Performance (3 Years)

Target Price (Rs)
2000 13.1%

Potential Upside (%)

Promoter
75.0%

FII
9.5%

DII
5.2%

Others
10.3%

Key Highlights: 
 Larsen and Toubro Infotech  is the subsidiary of Larsen and Toubro. It is a global technology consulting and digital

solutions company helping more than 300 clients succeed in a converging world. It operates in 30 countries.
Company has an excellent management team that has come from a large organization and have understanding of
what it takes to build a scalable business model. 

 Company has impressed with industry leading revenue growth at stable profitability and more importantly healthy
cash generation. The growth momentum is likely to sustain courtesy an excellent sales process reflecting in
improved client metrics, strong pipeline of large deals and strength of delivery. 

 LTI’s continued sales process evolution combined with robust outcome based delivery approach lends comfort on
overall growth. Company has multiple large deals in the pipeline with a combined value of USD 1bn. The sale
transformation that started two years ago has been refined further and encompasses multiple strategies for new
customer acquisition and large deal conversion. 

 Strategy followed by the company is the hunting pack strategy where every elements of the sales process viz sales,
marketing, practice sales, alliances, large deal, practice units and finance & legal have a specialized role to hunt for
business. 

 Company has strengths in core transformation, which is a far larger estate of IT spending. Most other competitors
that are similar or smaller in size have strengths in experience layer or lack the power of integrated service delivery
to scale relationships. 

 Digtial contributes 37% to overall revenue for the company. LTI has strong capabilities in multiple areas of digital
across verticals. Success of digital initiatives such as ADEA( analytics and digital in every account) contributes to
strong digital revenue. 
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Supreme Industries Ltd

CMP (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn) 
1010 1448 / 936 128310

Financials (Rs mn)* FY18 FY19E FY20E
Sales 49,663        57,240        65,412       
Growth (%) 11.3            15.3            14.3           
EBITDA 7,871          8,388          10,049       
EBITDA margin (%) 15.8            14.7            15.4           
PBT 6,028          6,520          8,026         
Net profit 3,971          4,295          5,287         
Adjusted EPS (Rs) 31.3            33.8            41.6           
Growth (%) 5.4              8.2               23.1           
P/E (x) 32.3  29.9  24.3  
BV (Rs/share) 149.1          168.9          196.5         
Dividend / share (Rs) 12.0            12.0            12.0           Source: Bloomberg
ROE (%) 22.1            21.3            22.8           
ROCE (%) 30.1            29.0            32.3           
Net cash (debt) (2,164)         (1,891)         (276)           
Source: Company; Kotak Securities - Private Client Research *Consolidated

Financials (Rs mn)* 9M-FY18 9M-FY19 % Chg
Revenues 34,948        40,720        16.5           
EBITDA 4,999          5,729          14.6           
EBITDA Margin (%) 14.3% 14.1%
PAT 2,435          3,480          42.9           
PAT Margin (%) 7.0% 8.5%
EPS (Rs) 19.2            27.4            42.9           
Source: Kotak Securities - Private Client Research; *Consolidated Source: Bloomberg

This one pager on the company is extracted from past updates of Kotak Securities – Private Client Group with the last one being 28 January 2019. It does not contain events 
beyond the last update. Above company recommendation is of Kotak Securities – Private Client Group. Detailed rating scale and disclaimer is provided at the end of this report. It 
is advisable to read the last report of Kotak Securities – Private Client Group before taking any investment decision on the above company recommendation

Share Holding Pattern (%)

Analyst: Pankaj Kumar  (Email: pankajr.kumar@kotak.com; Contact: +91 22 6218 6434)

Price Performance (3 Years)

Target Price (Rs)
1165 15.3%

Potential Upside (%)

Promoter
49.7%

FII
7.0%

DII
22.8%

Others
20.5%

Key Highlights: 
 Supreme Industries Ltd (SIL) is the major player in the plastic pipes business with established brand equity and

diverse presence across other business segments such as packaging, industrial products, plastic furniture, etc. 
 The company manufactures and sells diverse range of plastic products broadly categorized across 5 different

verticals, plastic piping system, consumer products, industrial products, packaging products and composite
products. 

 SIL has track record of generating high ROCE of ~30-35% with low debt/equity and strong positive operating cash
flows driven by 1) efficient utilization of assets 2) diverse products mix with increasing share of high margins value
added products 3) better working capital management v/s its peers.  

 SIL management has guided for 10% growth in volume with 14-14.5% EBITDA margin in FY19E driven by robust
plastic demand across most of the segments and increased contribution from high margin and value added
products. 

 SIL has 25 manufacturing units spread across geographies with plastic processing capacity of 567,850 tonnes per
annum. 

 The company is increasing capacity across segments which would help in maintaining volume growth. It is adding
50,000 tonne per annum capacity every year in FY19E-FY21E with total capex of Rs 12-13 bn funded largely
through internal accruals. 

 The company believes that the plastic demand from pipes segment to be strong on account of government
emphasis on infrastructure activities and favourable policies related to affordable housing. 

 SIL has gained market share in plastic pipes segment and is positive on strong growth in the same in Q4FY19 as
well based on demand from building segment.  
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Nagarjuna Construction Company Ltd

CMP (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn) 
79 137 / 63 47631

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         
Adjusted EPS (Rs) 4.8              7.3               8.2              
Growth (%) 17.7            53.2            11.8           
P/E (x) 16.6  10.8  9.7  
BV (Rs/share) 70.6            76.9            84.1           
Dividend / share (Rs) 1.00            1.00            1.00           Source: Bloomberg
ROE (%) 7.5              9.9               10.2           
ROCE (%) 14.1            17.7            18.2           
Net cash (debt) (12,472)      (14,735)       (13,465)      
Source: Company; Kotak Securities - Private Client Research

Financials (Rs mn) 1H-FY18 1H-FY19 % Chg
Revenues 33,139        54,644        64.9           
EBITDA 2,953          6,329          114.3         
EBITDA Margin (%) 8.9% 11.6%
PAT 833             2,288          174.7         
PAT Margin (%) 2.5% 4.2%
EPS (Rs) 1.5              3.8               154.0         
Source: Kotak Securities - Private Client Research Source: Bloomberg

This one pager on the company is extracted from past updates of Kotak Securities – Private Client Group with the last one being 15 November 2018. It does not contain events 
beyond the last update. Above company recommendation is of Kotak Securities – Private Client Group. Detailed rating scale and disclaimer is provided at the end of this report. It 
is advisable to read the last report of Kotak Securities – Private Client Group before taking any investment decision on the above company recommendation

Share Holding Pattern (%)

Analyst: Teena Virmani (Email: teena.virmani@kotak.com; Contact: +91 22 6218 6432)

Price Performance (3 Years)

Target Price (Rs)
135 70.2%

Potential Upside (%)

Promoter
18.1%

FII
15.9%

DII
31.8%

Others
34.2%

Key Highlights: 
 Nagarjuna Construction Co Ltd, a leading player in infrastructure segment has a strong order book of Rs 329 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 segment. 
 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. The payments from these projects are also coming on time. 
 Company is also planning to monetize its investments in real estate in domestic (Jubilee hills and Telapur project) and

international projects (Dubai real estate project).  
 In next 1-2 quarters, it is important to watch out for the developments on key cases under arbitration. Decision on Himachal

Sorang case is likely to come by March 2019. NCC had already provided for Rs 1.15bn against the total disputed amount of Rs
1.5 bn. It believes that company has strong grounds to prove that no further provisioning will be required.  

 Development on Semcorp-Gayatri power project arbitration is also important as its outcome is expected by June 2019. NCC
expects to recover the entire amount of Rs 7.5 bn from the client via arbitration project. 

 NCC’s balance sheet has become much stronger in past few years post stake sale in road BOT projects and debt reduction.
Company also raised nearly Rs 5.5 bn during Q4FY18 via QIP and Rs 1.1 bn via warrants issue to promoters during Q1FY19 
which is expected to be utilized for working capital requirements as well as capex. 

 Better than expected order inflow and a robust order book provides healthy visibility of future earnings and company maintains 
its target to achieve Rs 110 bn of revenues in FY19.  

 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.  

 Key risk to our estimates and recommendation would come from adverse ruling on power project cases where arbitration is
going on or delays in receivables. 
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Dishman Carbogen Amics Limited 

CMP (Rs) 52 Week H/L (Rs) Mkt Cap (Rs mn) 
204 387 / 200 32941

Financials (Rs mn)* FY18 FY19E FY20E
Sales 16,527        18,716        21,333       
Growth (%) 1.2              13.2            14.0           
EBITDA 4,453          5,280          6,450         
EBITDA margin (%) 26.3            27.6            29.7           
PBT 2,308          3,181          4,274         
Net profit 1,546          2,386          3,162         
Adjusted EPS (Rs) 9.6              14.8            19.6           
Growth (%) 6.3              54.3            32.6           
P/E (x) 33.5            14.3            10.8           
BV (Rs/share) 311             324             342            
Dividend / share (Rs) 0.7              1.1               1.5              Source: Bloomberg
ROE (%) 3.1              4.7               5.9              
ROCE (%) 4.3              5.5               7.1              
Net cash (debt) (7,549)         (6,615)         (5,767)        
Source: Company; Kotak Securities - Private Client Research * Consolidated

Financials (Rs mn)* 9M-FY18 9M-FY19 % Chg
Revenues 12,002        13,085        9.0              
EBITDA 3,242          3,825          18.0           
EBITDA Margin (%) 27.0            29.2            
PAT 1,035          1,350          30.4           
PAT Margin (%) 8.6              10.3            
EPS (Rs) 6.4              8.4               30.4           
Source: Kotak Securities - Private Client Research; * Consolidated Source: Bloomberg

This one pager on the company is extracted from past updates of Kotak Securities – Private Client Group with the last one being 29 January 2019. It does not contain events 
beyond the last update. Above company recommendation is of Kotak Securities – Private Client Group. Detailed rating scale and disclaimer is provided at the end of this report. It 
is advisable to read the last report of Kotak Securities – Private Client Group before taking any investment decision on the above company recommendation. 

Share Holding Pattern (%)

Analyst: Cyndrella Carvalho / Ledo Padinjaratahala (Email: cyndrella.carvalho@kotak.com; Contact: +91 22 6218 6426)

Price Performance (3 Year)

Target Price (Rs)
450 120.5%

Potential Upside (%)

Promoter
61.4%

FII
7.4%

DII
13.0%

Others
18.1%

Key Highlights: 
 CRAMS contributed to 76% of revenues in FY18 while remaining came from marketable molecules. CRAMS

business has been the growth (5% CAGR) and margin (at 85% of total EBITDA FY18) driver.  

 DCAL’s oncology focused portfolio of R & D projects further adds to the investment attractiveness. 

 Carbogen Amcis helps acquire and engage global R&D partners at early stage and enables company to offer
sustained supplies using support from India and China operations. 

 Sales growth was slower at 3% CAGR over FY15-18 which we expect to accelerate at 13% CAGR over FY18-20E
given the traction in the R&D projects globally along with strong project pipeline. The margins of the company have
improved meaningfully from 20% in FY15 to 26% in FY18.  

 Company’s current development pipeline has 35-37 products in phase III out of which 15-17 are in late phase III.
The order book presently stands at USD 95 mn. The highest concentration of the existing developmental pipeline is
focused on oncology molecules (60% of overall 450 projects on hand presently). 

 We appreciate company's efforts to revive core margins despite flat revenues for almost last two years. Company’s
long term focus remains on turning the CMO holistic with addition of formulation technology and moving to add
some own HiPO APIs. 

 We are looking at the ongoing business based on current pipeline and any new addition to add further value to the
business. Valuing the company at 12x FY21E core EPS of Rs 28 and adding the pipeline value considering at-least
20% of late phase three over 4-5 years going commercial to Rs 100. Enabling us with a target price of Rs 450. At
CMP of Rs 211, the stock trades at 11x FY19E core EPS of Rs 19 and 8x FY21E core EPS of Rs 28.  
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SELL – We expect the stock to deliver < -5% returns over the next 12 months 
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