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MARKET OUTLOOK FOR FEBRUARY & BUDGET OVERVIEW
CY20-21 are abnormal years when the world economies are and will be spending huge
amounts on fiscal and monetary stimulus. In this background India has got some liberty to
relax the Fiscal consolidation targets. The Union Budget has capitalized on the opportunity to
spend more and boost the economy at the expense of higher borrowings. Reforms,
disinvestment, status quo on tax rates and long-term infrastructure development have been
the focus of this year’s Budget. As expected, the government has stepped up the expenditure
on various large-scale projects to provide impetus to the economy and largely relied on asset
monetization and borrowings to fund the same.
The government has understandably rationalized expenditure compared to high FY21 levels
resulting in a 1% growth in total expenditure in FY22. It may be better to compare FY20 and
FY22 figures. The government’s spending on major welfare schemes over FY20-22 has
increased 54% on overall basis and 23% adjusting for food subsidies. The government has also
budgeted a 26% increase in capital expenditure to Rs5.5 lakh crore for FY22 with 14% yoy
growth in the key sectors of housing, railways and roads. Between FY20 and FY22BE (i.e. 2
years) the capital expenditure is expected to go up by a whopping 65% or 28% CAGR. This
could lead to a healthy multiplier effect in the economy and allow for a faster and more
productive recovery in the economy. A Healthy nominal GDP growth of 14% should lead to
improvement in credit offtake also in FY22.
One key thing to note is that in last February we were budgeting for 3.5% Fiscal Deficit/GDP
for FY21E. Now we are building in Fiscal Deficit/GDP of 9.5% For FY21RE and 6.8% for FY22BE.
We find the government’s central FY22 GFD/GDP target of 6.8% quite realistic as (1) it has
prudently budgeted for 17% growth in tax revenues and (2) 1% growth in expenditure for
FY22BE versus FY21RE. Revenue growth will be driven by (1) 22% yoy growth in direct taxes,
(2) 22% yoy growth in GST revenues and (3) Rs1.75 lakh cr from divestments. The higher Fiscal
Deficit/GDP in FY21RE is mainly due to higher capital expenditure and Government now
including Food Corporation of India (FCI) burden within the government’s balance sheet. This
inclusion of FCI burden has increased the overall subsidies figure in the Union Budget from
Rs.2.28 lakh cr in FY20 to Rs.5.95 cr in FY21RE (jump of Rs.3.67 lakh cr). This explains part of
the increase in gross market borrowing from the expected figure of Rs.10 lakh cr to Rs.12.8
lakh cr (for FY21RE). The government’s aim of bringing down the Fiscal Deficit/GDP to below
4.5% by FY26 implies that borrowing could remain at elevated levels in the next few years. One
can also interpret that capital expenditure could also remain at elevated levels for these years.
This is good for equity market may not be good for the bond market.
There is no change in the tax rates, which achieves two objectives. First, it provides a big relief
to the tax payers as their tax outgo does not increase. Second, it sends a strong message to
the investors globally that the government is committed to a long term low tax rate regime and
provides certainty on the broad tax policy framework. Administrative reforms such as faceless
assessment at Tax Tribunal Level, reduction in the time period for the re-opening of the tax
assessments and further impetus to the digital transactions, are all moves in the right direction
to help India gain further on ease of doing business.
Strategic divestment and asset monetization has been one of the key themes of the budget.
The Government has identified 4 strategic sectors namely a) Atomic energy, space & defense;
b) Transport & Telecom; c) Power, Petroleum, Coal & minerals; and d) Banking, Insurance and
Financial services where bare minimum (Central Public Sector Enterprises) CPSE will exist –
other companies will be merged, privatized or closed. The government aims to a) within BFSI,
privatize two Public Sector Banks (other than IDBI Bank) and one General Insurance company
and bring IPO of LIC; and b) Within non-BFSI, complete divestment in key companies like Air
India, BPCL, Shipping corporation, Concor etc. Strategic divestment along with attractive
valuation are key triggers for CPSE re-rating.
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The government had previously laid the groundwork through Rs1.97 lakh crore financial
incentives for promoting domestic manufacturing under Aatmanirbhar Bharat. To further
enhance domestic competitiveness in certain sectors, the government has increased customs
duties in several sectors such as (1) certain auto components (to 15%), (2) solar invertors (from
5% to 20%), and (3) certain mobile parts (from 0% to 2.5%), while reducing basic customs duty
on textile inputs to 5%. No material push was seen in terms of consumption in the budget while
it is neutral for the India pharma sector. Overall, from an equity market perspective, we believe
the budget, on balance, has turned out well, with no negatives on the taxation front and several
long-term structural initiatives that augur well for medium-term growth.
The push for capex and investments could trigger the revival of an investment cycle, in our
view, which could then spread to multiple sectors – cement, automobiles, BFSI, metals, and
capital goods. The adoption of new-age technologies, such as Artificial Intelligence (AI) and
Machine Learning (ML) by Government is positive for Indian IT companies. We believe once
the fine-print is absorbed, the market focus would return to the fundamentals, viz. corporate
earnings growth, which is showing tangible momentum. From Q3FY21 corporate earnings till
date and improving economic indicators, we observe that demand revival is progressing quite
well.
Till end of January 28 Nifty-50 companies have come out with their results with aggregate
earnings growth of 30%. Earnings growth is spread across all sectors. In the broader Index that
is BSE 500 around 220 companies have declared their Q3FY21 results and aggregate yoy
earnings growth of these companies is a staggering 68%. We currently expect Nifty-50
earnings to grow by 27% in FY22 and 19% in FY23 following a 15% growth expected in FY21.
We see moderate earnings upgrades over the next few months, especially in banks, metals &
mining, gas & consumable fuels and telecom. After seeing a muted 2.6% earnings CAGR in
Nifty-50 for the last five years (FY15-20) we are now expecting a healthy 20% earnings CAGR
for the next three years (FY20-23E). From ‘zero’ earnings growth projected for Nifty-50 after
the lockdown we are now anticipating a healthy 15% earnings growth in FY21. The upward
revision in earnings of 15% has provided the extra run up in India markets in the last few
months.
This coming growth phase for next few years provides some resemblance to the FY04-FY08
growth phase when Nifty-50 earnings grew at a CAGR of >20%. However, the only difference
between the start of that phase and now is that in 2003 Nifty-50/BSE Sensex were trading at
~10x on Fw PE and now we are trading near 22x on Fw PE. The re-rating game has already
been played out this time so to that extent the upside in markets can only come from any
earnings surprise in future. We expect equity valuations to remain at elevated levels due to
expected economic rebound, strong earnings print and low bond yields. Given the rich
valuations equity markets will be at the mercy of the bond markets, bond yield and bond PE in
future. Considering all the aspects of growth and valuation the conviction of buying on
declines goes up after the budget. Investors should use any future market correction to
increase allocation in equities with a 2 to 3 year view. Key risk to Indian equities could be
higher-than-expected inflation and higher-than-expected bond yields in future.
Since we last gave the CY21 target for Nity-50 and BSE Sensex in Dec’21, earnings forecast
across FY21-23E have gone up by ~6%. Post the Union budget, looking at Q3FY21 numbers
that are coming and the very low base of first half of FY20 we feel there could be more earnings
upgrades possible in the next few months. Our earlier CY21 end Nifty-50 EPS estimate was
working to Rs.716 and we had benchmarked it at 19x Fw PE to derive at our 13,500 target. Our
revised CY21 end Nifty-50 EPS estimate works to Rs.770. Assigning a slightly higher multiple
of 19.5x (average of 19-20x) gives us a target of 15,000 for the Nifty-50 for end of CY21. Similar
target of BSE Sensex gets revised from 46,000 to 51,000 for end of CY21.
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TOP INVESTMENT IDEAS
Price
Rating
Company

(Rs)

Upside/

Mkt

Value Downside

Fair

cap.

1 Feb 21

(Rs)

(%)

EPS
EPS (Rs)

(Rs Cr) FY22E

growth (%)

P/E (x)

P/BV (x)

RoE (%)

FY23E

FY22E

FY23E

FY22E

FY23E

FY22E

FY23E

FY22E

FY23E

Tata Steel

BUY

636

800

25.8

73,300

82.1

96.1

54.2

17.1

7.7

6.6

0.9

0.8

11.9

12.4

Hindustan Zinc

BUY

289

335

15.9 122,000

23.0

23.7

22.5

3.1

12.6

12.2

3.8

3.8

30.1

31.0

United Spirits

ADD

573

680

18.8

41,600

14.0

17.1

136.4

22.0

40.8

33.5

7.7

6.6

20.9

21.4

DCB Bank

BUY

108

150

38.9

3,400

12.2

16.3

15.0

33.3

8.8

6.6

1.0

0.8

10.4

12.5

1152 1,500

30.2

7,600 179.9

193.1

24.4

7.3

6.4

6.0

0.9

0.8

13.9

13.3

18.7

23.1

15.0

53.9

46.9

8.4

7.3

16.6

16.6

43.5

56.8

11.7

8.3

7.4

1.0

0.9

13.5

12.9

Shriram City Union Fin BUY
SBI Life Insurance

BUY

875 1,250

42.8

87,500

16.2

Kalpataru Power

BUY

323

47.0

4,800

38.9

475

st

Source: Kotak Institutional Equities. For details refer to KIE India Daily report dated 1 Feb 2021; Note: Earnings season has started and KIE would be changing their earnings
estimates, price targets and ratings of above companies as and when their results are out in near future.

Central GFD/GDP at 6.8%.
The government’s FY22 GFD/GDP target of 6.8% aims to provide adequate fiscal support to
the economy and has accordingly deviated from its fiscal glide path. As such, the government
has relaxed its FRBM commitments and for now, the government aims to reach 4.5% of GDP
by FY2026. However, we would clarify that the 6.8 GFD/GDP number should be seen in the
context of inclusion of certain erstwhile ‘off-budget’ spending. We note that the government
has assumed 17% yoy growth in gross tax revenues buoyed by 22% yoy growth in direct taxes
and 11% yoy growth in indirect taxes. The government’s FY22BE GST estimates of Rs6.3 lakh
crore (central government part and compensation cess) yield Rs525 bn per month run-rate (for
the center), which seem reasonable in light of recent run-rate of Rs560 bn per month in the
past three months (assuming equal distribution of IGST).

Kotak Securities – Private Client Group

Please see the Disclosure/Disclaimer on the last page

For Private Circulation

4

Market Strategy

February 2021

FY22 GFD/GDP budgeted at 6.8%
Budgetary items (Rs bn)
1. Revenue receipts (2d + 3)
2. Gross tax revenues (a + b )
2.a. Direct taxes
2.a.1. Corporation tax
2.a.2. Income tax
2.a.3. Other taxes
2.b. Indirect taxes
2.b.1. Goods and Services Tax
2.b.1.1. CGST
2.b.1.2. IGST
2.b.1.3. Compensation cess
2.b.2. Customs duty
2.b.2.1. Basic duties
2.b.2.2. Others
2.b.3. Excise duty
2.b.4. Service tax
2.c Transfers to states, UTs, etc.
2.d Net tax revenues
3. Non-tax revenues
3.a. RBI's transfer of surplus
3.a. Telecommunications
4. Non-debt capital receipts (a + b)
4.a Recovery of loans
4.b Other receipts (disinvestments)
5. Total receipts (1 + 4)
Expenditure
6. Revenue expenditure
6.a. Interest payments
6.b. Subsidies
6.b.1. Food
6.b.2. Fertilizer
6.b.3. Oil
6.c. Pay, allowances and pensions
6.c.1.a. Pay and allowances
6.c.1.b. Pensions
6.d. Agriculture and farmers' welfare
6.e. Education
6.f. Health and family welfare
6.g. Rural development
6.h. Others
7. Capital expenditure
7. a. Defence
7. b. Railways
7. c. Roads and Highways
7. d. Housing and urban affairs
7. e. Others
8. Total expenditure (6 + 7)
Deficit
Primary deficit (PD)
Revenue deficit (RD)
Gross fiscal deficit (GFD)
Gross borrowings (dated securities)
Net market borrowing
Net market borrowing (adjusted for buyback)
Short-term borrowing (T-bills)
Nominal GDP at market prices
PD/GDP (%)
RD/GDP (%)
GFD/GDP (%)

FY21RE

FY22BE

FY22E

15,552
19,003
9,108
4,460
4,590
58
9,895
5,151
4,310
0
841
1,120
889
231
3,610
14
5,558
13,445
2,107
600
337
465
145
320
16,017

17,884
22,171
11,151
5,470
5,610
71
11,020
6,300
5,300
0
1,000
1,360
980
381
3,350
10
6,717
15,454
2,430
600
540
1,880
130
1,750
19,764

17,884
22,171
11,151
5,470
5,610
71
11,020
6,300
5,300
0
1,000
1,360
980
381
3,350
10
6,717
15,454
2,430
600
540
1,880
130
1,750
19,764

30,111
6,929
5,954
4,226
1,339
388
5,338
3,294
2,044
1,167
849
746
1,974
7,155
4,392
1,401
1,084
921
103
883
34,503

29,290
8,097
3,354
2,428
795
130
5,726
3,833
1,893
1,230
932
688
1,315
7,949
5,542
1,402
1,071
1,082
258
1,729
34,832

29,290
8,097
3,354
2,428
795
130
5,726
3,833
1,893
1,230
932
688
1,315
7,949
5,542
1,402
1,071
1,082
258
1,729
34,832

11,558
14,560
18,487
12,800
10,528
10,528
2,250
1,94,820
5.9
7.5
9.5

6,971
11,406
15,068
12,055
9,247
9,247
500
2,22,874
3.1
5.1
6.8

6,971
11,406
15,068
12,055
9,247
9,247
500
2,21,705
3.1
5.1
6.8

Source: Ministry of Finance, Kotak Institutional Equities estimates
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We expect earnings of the Nifty-50 Index to grow 27% in FY22 and 19% in FY23. EPS growth for Nifty
50 constituents over FY21E to FY23E
EPS Growth (%)
Sector

FY21E

FY22E

FY23E

Automobiles & Components

15

141

25

Banks

38

28

21

Capital Goods

-21

60

22

Commodity Chemicals

19

26

19

Construction Materials

29

34

23

2

18

13

Diversified Financials

-24

39

27

Electric Utilities

11

19

7

Fertilizers & Agricultural Chemical

46

15

10

Gas Utilities

-39

29

11

IT Services

10

14

12

Consumer Staples

Insurance

5

25

20

Metals & Mining

70

30

16

Oil, Gas & Consumable Fuels

13

15

20

Pharmaceuticals

43

9

26

Retailing

-38

123

25

Telecommunication Services

96

4,280

110

Transportation

-15

39

16

Nifty-50 Index

15.0

27.2

19.4

Nifty-50 Index (ex-energy)

15.6

30.4

19.1

Source: Bloomberg, Kotak Institutional Equities estimates
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Budget Impact on Sectors
Sector

Budget Proposal

Impact & View

Automobiles & components

Procure 20,000 buses to improve public
transport in Indian cities.

Bus sales has been impacted due to Covid and this will give
boost to bus demand.
Ashok Leyland, Tata Motors and Volvo Eicher JV could
benefit depending on order win

Introduction of vehicle scrappage scheme.
Vehicles would undergo fitness tests in
automated fitness centres after 20 years in
case of personal vehicles, and after 15 years
in case of commercial vehicles.

We believe that voluntary scrappage policy without
inventives may not have meaningful impact on commercial
vehicle replacement demand. However, we await for fine
print of the policy.
In case of two wheelers and passenger vehicles, we do not
expect much impact on demand as we believe that the
population of 20 year old personal vehicle is small.

Increase in customs duty of various parts
including ignition wiring sets, safety glass and
parts of signaling equipment to 15%
(from 7.5-10% earlier). The parts would also
attract agriculture infrastructure and
development cess at the rate of 5%

Changes in basic customs duty is for creating level-playing
field for the benefit of micro, small and medium enterprises
(MSMEs) and other domestic manufacturers. None of the
auto companies under our coverage manufacture these
parts.

Aviation

Proposal of tax exemption for aircraft leasing
companies on aircraft rentals being paid to
foreign lessors

Tax exemption may result in savings on the aircraft lease
rentals, which lessors may pass on to the airlines.

Banks/NBFCs/Insurance

Recapitalization of banks up to Rs.20,000 cr

We expect some of the smaller banks to benefit and do not
see any impact for the larger banks.

Creation of a new DFI with a capital of
Rs.20,000 cr and an asset reconstruction
company (ARC)

The DFI appears to be capitalized at a lower level in the
context of potential risks in this business. We do not see a
meaningful impact of the ARC as banks have seen a sharp
decline in corporate NPLs and have healthy provision
coverage.

Higher borrowing program

We expect interest rates to go higher on the back of higher
borrowing program.

Increase in FDI limit in insurance sector
to 74% from 49%

We expect competition from smaller players, backed by PE
funds, to increase over time. As such, this is negative at the
margin for large players.

Removal of tax exemption of ULIPs above
Rs.2.5 lakhs

This will reduce the IRR for the investor and hence
incrementally negative. Most large listed players have
significantly diversified their portfolio, thereby reducing
dependence on ULIPs.

Construction Materials

Increased capital outlay on various social
schemes / MoRTH / metro rail projects

This may support demand growth.

FMCG

No increase in cigarette taxes, compared
to 11-16% increase last year

No Negative news is positive for ITC

Higher allocation under Rural Infrastructure
Development Fund of Rs 40,000 crore
(+34% YoY)

Will hasten development of infrastructure for agri and allied
activities, social sectors and rural connectivity.This would
go a long way in improving penetration and helping drive
consumption of FMCG products in the hinterland.

Higher capital expenditure to Rs 5.54 lakh
crore (+34.5% YoY & 2.5% of GDP) in FY22.

It will create jobs and provide an accelerated thrust to
economic recovery,boosting the consumption cycle.

Basic customs duty (BCD) on crude edible oil
(Palm, Soyabean and Sunflower) revised to
15% along with Agriculture Infrastructure
and Development Cess of 17.5%. Earlier the
BCD was at 27.5%.

Large edible oil players such as Marico usually procure
edible oils from the domestic market. Hence this would have
negligible inflationary impact.
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Budget Impact on Sectors
Sector

Budget Proposal

Impact & View

Healthcare & Pharma

Total outlay for healthcare is Rs 2.24 Lakh crore,
a 137% YoY increase. GoI to spend Rs 64,180 cr
over 6 years to improve primary, secondary and
tertiary healthcare.

Positive; holistic approach towards health. All pharma,
hospitals & diagnostic stocks to benefit.

Internet services

"Section 80-IAC provides for 100% deduction
of profits by a start-up for three consecutive
years out of 10 years subject to certain
conditions. Eligible date for incorporation of
such start-ups has been extended to
April 1, 2022"

Tax incentive is positive for start-ups in the internet sector.

Oil and Gas

Asset monetization of oil and gas pipelines
of GAIL, IOCL and HPCL

Value unlocking for the entities, however, we await further
clarity on the shape and form of the asset monetization
program.

Application of agriculture infrastructure and
development cess (AIDC) of Rs2.5/liter on petrol
and Rs4/liter on diesel.

Negligible impact on marketing margins for auto fuels as
the additional AIDC imposed has been adjusted with basic
excise duty and special additional excise duty, leaving the
net excise duty broadly unchanged.

Gas infrastructure - (1) 100 new city gas to be
bid over three years and (2) new gas pipeline in
Jammu and Kashmir

Boost gas consumption in India.

An independent gas transport system operator
for facilitation/coordination of booking of
common carrier capacity in gas pipelines

Allow open access of gas pipeline on a transparent basis.
This may facilitate unbundling of gas transmission and
marketing business.

BPCL divestment to be concluded in FY22

Due to Covid-19, the delay of BPCL's divestment was on
expected lines.

Announced seven port projects worth
more than Rs 2,000 crore investment.
These projects would be undertaken
through public private partnership
(PPP) mode.

Adani Port which is creating a chain of ports PAN Indian
coast may participate in the PPP partnership.

The Ministry of Road Transport and Highways
received budgetary allocation of Rs 118,101
crore (+17% YoY), of which Rs 108,230 crore
is for capital expenditure.

It will improve road infrastructure and is positive for
Logistics Companies

Rs 1.1 lakh crore allocation for Indian
Railways. Of this, Rs 1.07 lakh crore would
be for capital expenditure

It will improve efficiency of railways and is positive for
Logistics companies

Indian Railways have prepared a National
Rail Plan for India 2030.

Will prepare a strong rail network and bring down logistics
cost of the industry.

It is expected that the Western Dedicated
Freight Corridor (DFC) and Eastern DFC will
be commissioned by June 2022

Will create a dedicated track for container trains and is
positive for Logistics companies

"There is specific mention of several large
corridor projects in both roads and railways
sector."

Positive for Logistics companies like Concor, Gateway Rail
and Arshiya.

Divestment of Concor to be completed
within FY22

Expected to improve operations at Concor and is positive for
the company.

Transportation
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Budget Impact on Sectors
Sector

Budget Proposal

Impact & View

Industrials/Infrastructure

Debt financing of InvITs and REITs by FPIs

Positive: Ease access of finance & possibly lower cost debt
for with InvITs and REITs, Asset monnetization would
become easier for players.

Asset monetization plan of NHAI

Positive: Will improve funding of road projects to be awarded
by NHAI in FY22.

Enhanced outlay for MoRTH, incremental road
project awards and economic corridors

Positive: To improve project awarding for the sector and
enhance revenue visibility for players focused on road
construction.

100% electrification target for broad gauge
routes by Dec-23

Positive for L&T/KEC/KPTL as these companies have a good
presence in railway electrification program.

Substantial increase in allocation for metro rail
projects

Positive: Expect higher allocation for metro rail projects to
benefit several players including L&T.

Reduction of customs duty on flat steel to
7.5% from 12.5%

Reduction of import duty by 5% reduces the landed price of
steel imports by 5%. This should result in 5% correction in
domestic flat steel prices, assuming other variables are
constant.

Coking coal - basic customs duty reduced to 1%
from 2.5%

For importers of coking coal (steel producers) the net cost is
the same as reduction in import duty is offset by AIDC.

Reduction of import duty on steel scrap to
0% from 2.5%

This will reduce scrap cost for steel producers. However,
the reduction will help secondary steel producers more
than primary steel producers and would have a deflationary
impact on long steel prices.

Removal of CVD on hot rolled and cold rolled
stainless steel flat products from China.
Provisional CVD on flat rolled products of
stainless steel originating from Indonesia,
imposed in October 2020 has been revoked

This could increase imports and put pressure on domestic
prices of flat stainless steel.

Anti-dumping duty is temporarily revoked till
September 2022 on (1) bars and rods of
alloy steel, (2) high speed steel of noncobalt
grade and (3) flat-rolled products of steel,
(Al or Zinc coated)

Removal of ADD temporarily, removes the floor prices for
these products. However, current prices are much higher
than ADD level and removal should not impact market
prices.

The Finance Bill classifies REITs and InvITs as
entities to whom if a dividend is being paid, no
TDS will be deducted

Neutral: Taxability of dividends in the hands of the recipient
makes the yields taxable at the applicable tax rate. Post-tax
dividend yield would be substantially lower for individuals.

Making suitable amendments in the relevant
legislations for debt financing of InvITs & REITs
by foreign portfolio investors"

"Positive: To ease access of finance to InvITs and REITs,
possibly could help further lower cost of debt for the REIT,
help facilitate REITs such as Embassy and Mindspace to
increase their leverage profile."

Extension of tax benefits by another year
(up to March 31, 2022) for (1) development of
affordable housing and (2) additional deduction
of Rs150,000 on interest component for buyers
of affordable homes

Positive: will maintain the momentum on development and
purchase of affordable housing projects in India.

Metals

Real Estate

Source: Annual Budget 2021-22; Kotak Securities – Private Client Group
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Dated: 1st February 2021

TATA STEEL (TATA) – BUY
February Month Pick
Current Market Price (CMP)
Rs636

Target Price
Rs.800

Our fair value of Rs800 offers upside of 25.78% from current market price.

Rationale:
• Netherlands divestment called off, a setback but no impact on base case.
• Strong spot steel spreads, suggest upside risk to earnings & deleveraging pace.
• The recent 15% correction more than fairly captures the weak sentiments.
• Spot margins are at record high levels on record high steel prices.
• We value India-6.5x & Europe-4x Sep 2022E EBITDA & arrive at a fair value of
Rs800. (Earnings Before Interest, Tax, Depreciation and Amortization).

Company update:
Positives:
• We estimate standalone EBITDA/ton of Rs19,000 in 3QFY21E (+97% yoy, +47%
qoq).
• UK steel spreads have increased by US$110/ton qoq in 3QFY21E.
• Europe cash burn to reduce with strong spreads, TATA to keep trying for an exit.
• Leverage ratios will improve with recovery in EBITDA aided by capacity ramp-ups.
Negatives:
• SSAB withdraws its interest for acquiring TATA’s Netherlands business.
For detailed report dated 31st January 2021. Note: CMP & valuation may differ due to difference in dates

`

`

`
This is a synopsis of the Research report issued by Kotak Securities Limited. This is not a comprehensive report
and before taking any investment decision we request you to refer the detailed report including disclaimers by
clicking here: https://www.kotaksecurities.com/ksweb/ResearchCall/Fundamental. Further, the recipient of this
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Dated: 1st February 2021

HINDUSTAN ZINC (HZ) – BUY
February Month Pick
Current Market Price (CMP)
Rs.289

Target Price
Rs.335

Our fair value of Rs335 offers upside of 15.9% from current market price.

Rationale:
• HZ’s 3QFY21 EBITDA was ahead of estimates led by lower costs.
• We expect earnings to grow at 22.5% in FY22 and 3.1% in FY23.
• HZ's silver EBITDA share is likely to increase to 25%+ with the expansion projects.
• Robust fundamentals coupled with volume growth gives strong growth visibility.
• We value Zinc & lead-7x & silver-10x Sep’22E EBITDA & arrive at fair value of
Rs335. (Earnings Before Interest, Tax, Depreciation and Amortization)

Q3FY21 Earnings update:
Positives:
• Sales increased to Rs6,033cr led by higher metal volumes & zinc-silver prices.
• Mined metal production increased 4%yoy in 3QFY21 on higher ore production
• Volume expansion to drive earnings & strong prices to keep cashflow intact.
Negatives:
• Zinc cost of production increased sequentially to US$946/ton.
• We have cut EPS by 2%/4%/1% for FY21/22/23E factoring lower silver volumes.
For detailed report dated 20th January 2021. Note: CMP & valuation may differ due to difference in dates
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Dated 1st February 2021

40.2

United Spirits Ltd (USL) – ADD
February Month Pick
Current Market Price (CMP)
Rs.573

Target Price
Rs.680

Our fair value of Rs.680 is 18.8% higher than the current market price.

Rationale:
• USL reported modest sequential pick-up in growth trajectory in Q3FY21.
• USL expects a broadly stable input cost environment in the coming months.
• Premiumisation and home consumption continue to see traction.
• We expect earnings (EPS) to grow by 136.4% in FY22 and 22.0% in FY23.
• We value USL on discounted cash flows (DCF) based fair value of Rs680.

Q3FY21 Earnings Update:
Positives:
• Q3FY21 operating profit (EBITDA) and earnings ahead of moderated expectations.
• Benign input costs drive gross margin and expanded 140 bps QoQ in Q3FY21.
• Continued momentum in off-trade channel and recovery in on-trade channel.
Negatives:
• Q3FY21 sales declined 4% YoY on price increases and business contraction in AP.
• Fewer social gatherings impacted P&A (Prestige and above) performance.
• Management highlighted aggression on pricing and trade spends by large peers.
Click here
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Dated 1st February 2021

DCB Bank (DCBB) – BUY
February Month Pick
Current Market Price (CMP)
Rs.108

Target Price
Rs.150

We see 38.9% upside in the stock at our Fair Value of Rs.150

Rationale:
• Reported flat earnings on the back of building provisions for Covid-related NPLs.
(NPL – non-performing loans)

• Recovery in macro would be factor for re-rating; Revised earnings upward for FY21
• DCBB trading at significant discount to peers at 0.8x FY23 expected book value.
• We value DCBB at 1.3x book & 12x FY23E EPS for RoEs of 11% in the medium term
(EPS – Earnings per share; RoEs – Return on equities)

Q3FY21 Earnings update:
Positives:
• Revenues grew 18% yoy led by treasury income; operating profits grew ~45% yoy.
• Cost-to-income ratio was lower ~4% qoq; NII up 4% yoy; NIM was flat qoq at 3.7%
(NIM – Net Interest Margin; NII – Net Interest Income)

• Current account & saving account ratio is at 23%, largely unchanged.
• GNPL & NNPL ratios down ~0.3% & ~0.2% qoq to 2.0% & 0.6%, respectively.
(GNPL – Gross non-performing loans; NNPL – Net non-performing loans)

Negatives:
• PAT down ~1% yoy led by strong provision; Deposits declined 3% yoy and flat qoq
• Building higher slippages of ~6.5% & loan-loss provisions of ~3.3% for FY21/22E
Click here

For detailed report dated 24th January 2021. Note: CMP & valuation may differ due to difference in dates
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Dated 1st February 2021

Shriram City Union Finance (SCUF) – BUY
February Month Pick
Target Price
Rs.1500

Current Market Price (CMP)
Rs.1152

There is a 30.2% upside to our Fair Value of Rs.1500

Rationale:
• Negligible impact of moratorium exit likely due to improving monthly collection
• Trends in recovery remain strong and business is reverting to normal
• We are revising estimates by -4% to +5% to reflect tailwinds in NII & trends in ECL
(NII – Net interest income; ECL – Expected credit loss)

• SCUF trades at inexpensive valuation of 0.75X FY23 expected book value
• At our fair value, we expect the company to trade at ~1 book of March 2023E

Q3FY21 Earnings update:
Positives:
• SCUF reported collection efficiency (including overdue) of 98% (95% in Sept’20)
• Almost flat Stage 3 loans qoq and about 0.50% of loan restructuring
• Provisions have declined from peak levels (down 3% yoy/13% qoq)
• We expect the company to deliver 3.5-3.7% RoA and about 14% near-term RoE
(RoA – Return on assets; RoE – Return on equities)

Negatives:
• Profit after tax declined 6% yoy while core Profit before tax was flat yoy
• NII declined ~1% yoy due to 3% yoy decline in AUM
(NII – Net Interest Income; AUM – Asset under Management)

Click here For detailed report dated 31st January 2021. Note: CMP & valuation may differ due to difference in dates
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Dated 1st February 2021

SBI Life Insurance (SBILIFE) – BUY
February Month Pick
Current Market Price (CMP)
Rs.875

Target Price
Rs.1250

We see 42.8% upside in the stock at our Fair Value of Rs.1250

Rationale:
• APE growth picked up; VNB expanded due to higher non-participating product
(APE – Annual premium equivalent; VNB – Value of new business)

• We expect 21-22% medium-term VNB margin and 17-18% operating RoEV
(RoEV – Return on embedded value)

• SBILIFE premium gap to its peers has narrowed & trades at 2.0X P/EV
(P/EV - Price/Embedded Value)

• We are valuing SBILIFE at 2.8X Embedded value March 2023E

Q3FY21 Earnings update:
Positives:
• Strong 14% yoy growth in VNB on the back of expansion in VNB margin to 20%
• Overall share of protection & non-parsavings has increased 7.15% yoy to ~20%
• Calculated cost/APE ratio declined 1.50% yoy to 9.7% (10.7% in 9MFY21)
• We are raising EV estimates by 0.7-1.3% reflecting marginally higher volumes
(EV – Embedded value)

Negatives:
• APE was muted at 4% yoy (down 15% yoy in 1HFY21); Profit after tax declined 40% yoy
• We expect APE to remain broadly flat in FY21E yoy
Click here
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Kalpataru Power Transmission (KPTL) - BUY
February Month Pick
Current Market Price (CMP)
Rs.323

Target Price
Rs.475

Our fair value of Rs 475 implies an upside of 47% from current market price.

Rationale:
• Improvement in performance was seen across all segments.
• Management’s clarification on reduction of share pledges was comforting.
• Expect earnings to grow by 56.8% in FY22E and 11.7% in FY23E.
• Stock is trading at P/E of 8.3x/7.4x FY22E/FY23E forward earnings.

Q3FY21 Earnings Update:
Positives:
• In Q2FY21, KPTL reported better than expected Revenue and profits.
• Company expects order finalization to improve in 2HFY21.
• Improved cash flow and transmission asset sale to help debt reduction.
Negatives:
• Standalone gross debt has moved up qoq.
• Order intake and Order backlog are down 72%/19% yoy respectively.
• Working Capital has moved up due to higher receivables.
Click here

For detailed report dated 5th November 2021. Note: CMP & valuation may differ due to difference in dates
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RATING SCALE (KOTAK SECURITIES – PRIVATE CLIENT GROUP) / KOTAK INSTITUTIONAL EQUITIES
Definitions of ratings
BUY

– We expect the stock to deliver more than 15% returns over the next 12 months

ADD

– We expect the stock to deliver 5% - 15% returns over the next 12 months

REDUCE

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

SELL

– We expect the stock to deliver < -5% 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

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

information purposes only.

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 (Private Client Group)
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 BSE Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan Stock Exchange
of India Limited (MSE), National Commodity and Derivatives Exchange (NCDEX) and Multi Commodity Exchange (MCX). 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
in this material, there may be regulatory, compliance or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forwardlooking 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.
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.
Details of Associates are available on www.kotak.com
1. “Note that the research analysts contributing to the research report may not be registered/qualified as research analysts with FINRA; and
2. Such research analysts may not be associated persons of Kotak Mahindra Inc and therefore, may not be subject to NASD Rule 2711 restrictions on communications
with a subject company, public appearances and trading securities held by a research analyst account
Any U.S. recipients of the research who wish to effect transactions in any security covered by the report should do so with or through Kotak Mahindra Inc. (Member
FINRA/SIPC) and (ii) any transactions in the securities covered by the research by U.S. recipients must be effected only through Kotak Mahindra Inc. (Member
FINRA/SIPC) at 369 Lexington Avenue 28th Floor NY NY 10017 USA (Tel:+1 212-600-8850).
Kotak Securities Limited and its non US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates
to non US issuers, prior to or immediately following its publication. This material should not be construed as an offer to sell or the solicitation of an offer to buy any
security in any jurisdiction where such an offer or solicitation would be illegal. This research report and its respective contents do not constitute an offer or invitation
to purchase or subscribe for any securities or solicitation of any investments or investment services. Accordingly, any brokerage and investment services including the
products and services described are not available to or intended for Canadian persons or US persons.”
Research Analyst has served as an officer, director or employee of subject company(ies): No
We or our associates may have received compensation from the subject company(ies) in the past 12 months.
We or our associates have managed or co-managed public offering of securities for the subject company(ies) in the past 12 months: No
We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company(ies) in the past
12 months. We or our associates may have received any compensation for products or services other than investment banking or merchant banking or brokerage
services from the subject company(ies) in the past 12 months. We or our associates may have received compensation or other benefits from the subject company(ies)
or third party in connection with the research report. Our associates may have financial interest in the subject company(ies).
Research Analyst or his/her relative's financial interest in the subject company(ies): No
Kotak Securities Limited has financial interest in the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report:
Tata Steel, SBI Life Insurance - Yes
Nature of financial interest is holding of equity shares or derivatives of the subject company.
Our associates may have actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of
publication of Research Report.
Research Analyst or his/her relatives has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately
preceding the date of publication of Research Report: No.
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Kotak Securities Limited has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date
of publication of Research Report: No
Subject company(ies) may have been client during twelve months preceding the date of distribution of the research report.
"A graph of daily closing prices of securities is available at https://www.nseindia.com/ChartApp/install/charts/mainpage.jsp and
http://economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose a company from the list on the browser and select the "three years" icon in the price
chart)."
Kotak Securities Limited. Registered Office: 27 BKC, C 27, G Block, Bandra Kurla Complex, Bandra (E), Mumbai 400051. CIN: U99999MH1994PLC134051, Telephone
No.: +22 43360000, Fax No.: +22 67132430. Website: www.kotak.com/www.kotaksecurities.com. Correspondence Address: Infinity IT Park, Bldg. No 21, Opp. Film City
Road, A K Vaidya Marg, Malad (East), Mumbai 400097. Telephone No: 42856825. SEBI Registration No: INZ000200137 (Member ID: NSE-08081; BSE-673; MSE-1024;
MCX-56285; NCDEX-1262), AMFI ARN 0164, PMS INP000000258 and Research Analyst INH000000586. NSDL/CDSL: IN-DP-NSDL-23-97. Our research should not be
considered as an advertisement or advice, professional or otherwise. The investor is requested to take into consideration all the risk factors including their financial
condition, suitability to risk return profile and the like and take professional advice before investing. Investments in securities market are subject to market risks, read
all the related documents carefully before investing. Derivatives are a sophisticated investment device. The investor is requested to take into consideration all the risk
factors before actually trading in derivative contracts. Compliance Officer Details: Mr. Manoj Agarwal. Call: 022 - 4285 8484, or Email: ks.compliance@kotak.com.
In case you require any clarification or have any concern, kindly write to us at below email ids:
 Level 1: For Trading related queries, contact our customer service at 'service.securities@kotak.com' and for demat account related queries contact us at
ks.demat@kotak.com or call us on: Toll free numbers 18002099191 / 1860 266 9191
 Level 2: If you do not receive a satisfactory response at Level 1 within 3 working days, you may write to us at ks.escalation@kotak.com or call us on 022-42858445
and if you feel you are still unheard, write to our customer service HOD at ks.servicehead@kotak.com or call us on 022-42858208.
 Level 3: If you still have not received a satisfactory response at Level 2 within 3 working days, you may contact our Compliance Officer (Mr. Manoj Agarwal) at
ks.compliance@kotak.com or call on 91- (022) 4285 8484.
 Level 4: If you have not received a satisfactory response at Level 3 within 7 working days, you may also approach Managing Director / CEO (Mr. Jaideep Hansraj)
at ceo.ks@kotak.com or call on 91-(022) 4285 8301.
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