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Economy News
 Trade deficit narrowed in January, helped by a 77 per cent drop in

imports of gold and silver while exports ticked up, improving the outlook
for the country's fragile current account balance. The trade ministry said
it had recommended easing curbs on gold imports, prompted by the
brighter trade picture. (ET)

 The Reserve Bank of India said it accepted all 2 bids for Rs 7.70 billion at
its 1-day reverse repo auction on Monday, through which it absorbs
liquidity from the banking system. (ET)

 Industry lobby Nasscom has forecast software exports from India in the
year starting 1 April will increase 13-15%, driven by higher spending from
top clients such as General Electric Co. and Citigroup Inc. Software exports
in 2014-15 are forecast to rise to as much as $99 billion, according to
Nasscom (Mint)

 The Finance Ministry sanctioned Rs 100 bn as cash subsidy to fuel retailers
to make up for part of the losses they incurred on selling diesel and
cooking fuel below cost in December quarter. (ET)

 Car sales in India fell 7.6 percent in January, the fourth straight month of
decline, according to figures released by the Society of Indian Automobile
Manufacturers (SIAM), in a market set to fall for the second straight. (BS)

 The Cabinet Committee on Economic Affairs (CCEA) today deferred a
decision on giving subsidy for export of raw sugar for the third time as
differences between the Agriculture and Food Ministry remained
unresolved. (ET)

 No major announcements or tariff changes for freight or passenger
segments are likely to be announced in the interim rail budget to be
announced today. (BS)

Corporate News
 Delhi Government ordered filing of criminal cases against Union minister

Veerappa Moily, former minister Murli Deora, Reliance Industries chief
Mukesh Ambani and others following complaints of irregularities in
pricing of natural gas in KG basin. (BL)

 Mobile value-added solutions provider OnMobile said it aims to raise Rs
476 mn through an open offer by diluting 10.03 per cent stake. The offer
price has been set at Rs 40 per share, aggregating to Rs 476 mn, it added.
(ET)

 Construction company Leighton Holdings Ltd said it had acquired
Welspun Group's entire 39.9% stake in its India-based joint venture
company Leighton Welspun Contractors Pvt. Ltd to consolidate its
operations in the country. (Mint)

 Fitch Ratings said United Bank of India (UBI) was at risk of becoming
the first lender in Asia to breach the minimal capital ratios mandated by
Basel III norms after the small lender posted a net loss and said bad debts
increased.(Mint)

 The Competition Appellate Tribunal (Compat) adjourned the hearing on
the petition filed by Coal India challenging Rs 17.73 bn penalty slapped
by CCI to April 16. (ET)

 NTPC paid an interim dividend of Rs 2,4.7 bn to the government. The
amount is part of total interim dividend payout of Rs 33 bn for the
current financial year. (BL)

 Tractors India Pvt Ltd, a wholly owned subsidiary of TIL Ltd, has the
acquired marketing rights for Caterpillar's new product range. The new
line of products is from Bucyrus International Inc, which Caterpillar had
acquired in 2011. TIL's marketing rights also cover Nepal and Bhutan. (BL)

 United Spirits Ltd (USL) has cut prices of two key whisky brands,
McDowell's No.1 and Royal Challenge , as India's largest distiller seeks to
regain and protect its market share from rivals that have grown faster
this fiscal year.(Mint)

Equity
% Chg

11 Feb 14 1 Day 1 Mth 3 Mths

Indian Indices
SENSEX Index  20,363  0.1  (1.9)  0.4
NIFTY Index  6,063  0.2  (1.8)  0.7
BANKEX Index  11,720  0.3  (5.0)  (3.0)
BSET Index  9,220  1.0  (1.0)  8.1
BSETCG INDEX  9,450  (0.1)  0.4  7.7
BSEOIL INDEX  8,335  (0.6)  (2.5)  (0.7)
CNXMcap Index  7,582  0.1  (3.0)  0.7
BSESMCAP INDEX  6,347  0.1  (3.4)  6.2

World Indices
Dow Jones  15,995  1.2  (2.7)  1.5
Nasdaq  4,191  1.0  0.4  6.9
FTSE  6,673  1.2  (1.0)  (0.8)
NIKKEI  14,718  1.8  (6.8)  4.0
HANGSENG  21,963  1.8  (3.3)  (3.5)

Value traded (Rs cr)
11 Feb 14 % Chg - Day

Cash BSE  1,616  2.3
Cash NSE  9,524  6.8
Derivatives  125,850  15.7

Net inflows (Rs cr)
10 Feb 14 % Chg MTD YTD

FII  (438)  73  (1,778)  (1,919)
Mutual Fund  (321)  872  (186)  (2,701)

FII open interest (Rs cr)
10 Feb 14 % Chg

FII Index Futures  11,486  4.1
FII Index Options  47,258  1.7
FII Stock Futures  30,017  (0.2)
FII Stock Options  1,621  6.4

Advances / Declines (BSE)
11 Feb 14 A B T Total % total

Advances 110 782 355  1,247 46
Declines  97  824  357  1,278 48
Unchanged  1  96 68  165 6

Commodity % Chg

11 Feb 14 1 Day 1 Mth 3 Mths

Crude (NYMEX)  (US$/BBL)  100.3  0.3  8.2  7.8
Gold   (US$/OZ)  1,290.1  1.2  3.2  0.8
Silver  (US$/OZ)  20.2  0.5  (0.3)  (3.5)

Debt / forex market
11 Feb 14 1 Day 1 Mth 3 Mths

10 yr G-Sec yield %  8.7  8.7  8.8  9.1
Re/US$ 62.2 62.4 61.5 63.2

Sensex

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express,
BL = Business Line,  ToI: Times of India, BSE = Bombay Stock Exchange
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THE INDIA CEMENTS LTD

PRICE: RS.52 RECOMMENDATION: REDUCE
TARGET PRICE: RS.48 FY15E P/E: 14.6X

Revenue growth of the company during quarter is in line with our estimates
but is impacted by decline in cement dispatches on yearly basis. Costs
continued to remain high due to higher power and fuel and freight
expenditure. Though cement prices have improved marginally on sequential
basis, but demand continues to remain weak in Southern region. We thus
continue to maintain our REDUCE recommendation on the stock.

 Company's revenues for Q3FY14 were in line with our estimates but were im-
pacted by 5% YoY decline in cement dispatches. Revenues reported a decline of
4% YoY.

 Operating margin for Q3FY14 declined on YoY basis due to increase in power
and fuel and freight expenses

 Company has posted net profits during Q3FY14 as against our estimates of net
loss due to forex gain coupled with no tax outgo during the quarter.

 At current market price of Rs 52, stock is trading at 14.6x P/E and 4.5x EV/
EBITDA on FY15 estimates. We revise our estimates downwards to factor in
Q3FY14 performance and continue to value company at an average of EV/Tonne
of $65 per tonne and 4.5x EV/EBITDA on FY15 estimates and arrive at a revised
price target of Rs 48 (Rs 50 earlier). We maintain REDUCE recommendation on
the stock.

Financial highlights

(Rs mn) Q3FY14 Q3FY13 YoY (%)

Net Sales 10,365 10,824 -4
Expenditure 8,922 8,897

Inc/Dec in trade 13 -127

RM 1,377 1,419

As a % of net sales 13.3 13.1

Staff cost 831 827

As a % of net sales 8.0 7.6

Power and fuel 2,961 2,974

As a % of net sales 28.6 27.5

Transportation & Handling 2,318 2,374

As a % of net sales 22.4 21.9

Other expenditure 1,423 1,430

As a % of net sales 13.7 13.2

Operating Profit 1,444 1,927 -25

Operating Profit Margin 13.9 17.8

Depreciation 686 708

EBIT 757 1,219 -38
Interest 773 822

EBT(exc other income) -15 397 -104

Other Income 19 34

EBT 4 431 -99
Tax 0 169

Tax Rate% 0.0 39.3

PAT 4 261 -98
Net Profit 4 261 -98

NPM (%) 0.0 2.4

Equity Capital 3,071.8 3,071.8

EPS 0.0 0.9

Source: Company

Summary table

(Rs mn) FY13 FY14E FY15E

Sales  45,970  44,971  51,047
Growth (%) 9.4 -2.2 13.5
EBITDA  8,433  6,510  8,367
EBITDA margin (%) 18.3 14.5 16.4
PBT  2,524  374  1,660
Net profit  1,636  251  1,112
EPS (Rs) 5.3 0.8 3.6
Growth (%) -44.2 -84.7 343.8
CEPS (Rs) 14.5 9.7 13.1
BV (Rs/share) 133.1 131.6 132.9
Dividend ? share (Rs) 2.3 2.3 2.3
ROE (%) 4.0 0.6 2.7
ROCE (%) 8.1 5.6 7.8
Net cash (debt)  (30,188) (30,087) (32,190)
NW Capital (Days) 183 189 189
EV/Sales (x) 0.8 0.8 0.7
EV/EBITDA (x) 4.2 5.4 4.5
P/E (x) 10.0 65.0 14.6
P/BV (x) 0.4 0.4 0.4

Source: Company, Kotak Securities - Private
Client Research

RESULT UPDATE

Teena Virmani
teena.virmani@kotak.com
+91 22 6621 6302
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Revenues impacted by demand slowdown
 Company's revenues for Q3FY14 were in line with our estimates but were im-

pacted by a 5% YoY decline in cement dispatches and a marginal 1.3% YoY
improvement in pure cement realizations. Revenues reported a decline of 4%
YoY.

 Revenue from cement segment stood at Rs 10.16 bn while freight earnings stood
at Rs 180 mn, IPL earnings at Rs 7 mn and wind mill earnings at Rs 19 mn for
Q3FY14.

 Cement dispatches (including clinker) in Q3FY14 stood at 2.294 MT (down by
5% YoY). Adjusted cement realizations stood at Rs 4429 per tonne (up by 1.3%
YoY) for Q3FY14. During the quarter, cement prices have recovered marginally
sequentially but lack of demand resulted in putting continuous pressure on costs.

 Company sold nearly 35% of production in Tamil Nadu, 17% in Kerala, 27% in
Karnataka and AP, 17% in Maharashtra and 4% in east. Trade sales contributed
67% of the sales while remaining 33% came from non-trade sales.

 Cement demand scenario continues to remain weak across India with demand
registering a growth of just around 3% for 9MFY14. This was mainly due to
slump in the manufacturing activity and subdued construction activity which has
led to lower than expected pick up in cement dispatches for the industry. Com-
pany expects low demand scenario to continue till elections on account of stalled
projects and lack of fund flows and spending on projects.

 Company's 48MW thermal power plant at Vishnupuram, AP was commissioned
during July,13 and has also stabilized at its full capacity levels. Thermal power
plant of 48MW at Sankarnagar, TN had already stabilized. However, company
has mentioned that Indonesian spot coal prices continue to remain lower than its
mining costs so company resorted to buying coal from open markets during this
quarter also.

 We revise our revenue estimates upwards and expect revenues of Rs 44.97 bn
for FY14 and grow by 13.5% for FY15.

Operating margins better than estimates
 Operating margin for Q3FY14 declined on YoY basis due to increase in power

and fuel and freight expenses but stood better than our estimates.

 EBITDA for cement division stood at Rs 1359 mn while for IPL, EBITDA was (Rs
23.7 mn), and for freight, EBITDA was Rs 90 mn for Q3FY14. For wind mill,
EBITDA was Rs 18.5 mn. Thus EBITDA per tonne for cement stands at Rs 592 as
against Rs 792 in Q3FY13 and Rs 408 per tonne in Q2FY14. Sequential improve-
ment in cement EBITDA/tonne is largely led by improvement in cement prices.

 Following cost heads are likely to be watched out going forward -

o Power and fuel cost per tonne - Power and fuel cost per tonne for the com-
pany have moved up during the current quarter due to increase in imported
coal prices. During the quarter, company sourced 66% of the coal require-
ments from imports, 15% from pet coke and remaining 19% was sourced
domestically. Once captive power plants at AP and TN stabilize fully, this
would further reduce company's reliance on high cost power and can bring
down overall power and fuel cost per tonne.

o Freight cost per tonne continues to move up sequentially as well as on yearly
basis due to higher diesel prices, increased lead distance, increase in railway
freight rates coupled with busy season surcharge.

o Other expenditure has come down sequentially due to lower IPL expenses
and no dry dock expenses as against Q2FY14.
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 Overall, company doesn't expect costs to move up sharply from the current lev-
els. Thus, any increase in the cement realizations going forward can translate
into improvement in EBITDA per tonne for the company. We tweak our margin
estimates and expect operating margins of 14.5% (16.2% earlier) and 16.4% for
FY14 and FY15 respectively.

Sales and cost break up

Q3FY14 Q3FY13

Dispatches(mn tonne) 2.294 2.415

YoY -5.0%

Grey cem realisation/tonne 4429 4373

YoY 1.3%

Cost Per tonne

Inc/dec in material 6 -53

Raw material 600 588

Staff cost 362 342

Power and fuel 1291 1232

Transportation &Handling 1010 983

Other expenditure 620 592

Total cost per tonne 3889 3684

Cement EBITDA per tonne 592 792

Source: Company

Forex gain resulted in company posting a net profit during the
quarter
 Company has posted net profits during Q3FY14 as against our estimates of net

loss due to forex gain coupled with no tax outgo during the quarter.

 Finance cost during the quarter is net of Rs 27.8 mn of foreign exchange transla-
tion difference credit other than those capitalized through foreign currency mon-
etary item translation difference account. This pertains towards imported coal.
During 9MFY14, company has provided for Rs 480 mn of forex loss in P&L.

 We revise our estimates to factor in 9MFY14 performance and expect net profits
of Rs 251 mn and Rs 1112 mn for FY14 and FY15 respectively.

Valuation and recommendation
 At current market price of Rs 52, stock is trading at 14.6x P/E and 4.5x EV/

EBITDA on FY15 estimates.

 We continue to value company at an average of EV/Tonne of $65 per tonne and
4.5x EV/EBITDA on FY15 estimates and arrive at a revised price target of Rs 48
(Rs 50 earlier).

 We maintain REDUCE recommendation on the stock.

We recommend REDUCE on
The India Cements with a

price target of Rs.48
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JAIPRAKASH ASSOCIATES LTD

PRICE: RS.40 RECOMMENDATION: BUY
TARGET PRICE: RS.54 FY15E EV/EBITDA: 9.0X

 Revenues of the company in Q3FY14 came in line with our estimates but
cement division performed lower than our expectations. Construction
and real estate segment continued to perform better than our estimates.

 Operating margins in Q3FY14 declined sequentially to 23% and was im-
pacted by fall in cement division margins.

 However, continued high interest outgo resulted in company posting a
net loss for the current quarter.

 Company plans to reduce overall borrowings by selling more assets in
cement, real estate and power division. Proceeds from stake sale of
Gujarat cement plant to Ultratech Cements is also likely to be received by
Q1FY15 which should help in bringing down the debt levels of the com-
pany.

 At current price of Rs 40, stock is trading at 24.9x P/E and 9x EV/EBITDA
on FY15 estimates. We revise our estimates to factor in Q3FY14 perfor-
mance and arrive at a revised price target of Rs 54 (Rs 62 earlier). Due to
adequate upside from the current levels, we continue to maintain BUY
on the stock.

Financial highlights

(Rs mn) Q3FY14 Q3FY13 YoY (%)

Net sales 31380 33984 -8%

Expenditure 24189 26359 -8%

EBITDA 7191 7625 -6%

EBITDA margin 22.9% 22.4%

Depreciation 1968 1813

EBIT 5223 5813 -10%

Interest 7515 5327

EBT(exc other income) -2292 486

Other income 439 1176

Exceptional income -1 8

EBT -1854 1670

Tax -968 561

Tax % 52.2% 33.6%

Profit after tax -886 1109

Core business  PAT -886 1109

Equity capital 4438.2 4252.9

Core EPS -0.4 0.5

Source: Company

Revenue growth impacted by cement demand slowdown
Revenues of the company in Q3FY14 came in line with our estimates but cement
division performed lower than our expectations. Construction and real estate seg-
ment continued to perform better than our estimates.

Summary table

(Rs mn) FY13 FY14E FY15E

Sales  132,087  129,958  135,350
Growth (%) 4 -2 4
EBITDA  31,755   30,809  32,641
EBITDA margin (%) 24.0 23.7 24.1
PBT  7,508  2,934  5,408
Adjusted net profit  5,013  2,406  3,570
EPS (Rs)  2.3   1.1  1.6
Growth (%)  (53.2)  (52.0)   48.4
CEPS (Rs)  5.5   4.7  5.3
BV per share (Rs)  60.1  60.6   61.6
Dividend/share (Rs)  0.5   0.5  0.5
ROE (%)  3.9   1.8  2.6
ROCE (%)  7.8   8.0  7.7
Net cash /(debt)   (230,407)  (232,757)  (205,868)
NW capital (days)  163.4  163.4  163.4
P/E (x)  17.7  36.9   24.9
EV/EBITDA (x)  10.1  10.4  9.0
EV/Sales (x)  2.4   2.5  2.2
P/BV (x)  0.7   0.7  0.6

Source: Company, Kotak Securities - Private
Client Research

RESULT UPDATE

Teena Virmani
teena.virmani@kotak.com
+91 22 6621 6302

Holding - Dipen Shah -150 shares
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Cement division performance has remained subdued from past few quarters due to
lack of demand as well as pricing pressure in key markets of the company. Con-
struction division revenues were up by 14.4% YoY and were boosted by execution
of power projects as well as Noida land parcel. Construction revenue growth from
now on would be led mainly by execution of Nigrei and Bara thermal power project
and execution of hydro-electric project related work in Bhutan. Real estate division
revenues, though were lower than last year, but stood better than our estimates due
to higher revenue booking during the current quarter.

We revise our cement volume estimates downwards to factor in slower than ex-
pected demand recovery and expect company to sell nearly 14MT during FY14 and
15MT in FY15. Construction division performance is expected to remain strong in
FY14 and hence we expect construction division revenues to grow by 6% during
FY14 and then remain flat during FY15. Real estate sales booking is expected to
remain strong in FY14 translating into revenues of Rs 12.7 bn in FY14. We however
expect it to come down during FY15 to Rs 10 bn.

Operating margins impacted by higher costs in cement division
Operating margins in Q3FY14 declined sequentially to 23% and was impacted by
fall in cement division margins. Cement division margins were impacted by higher
costs coupled with decline in cement realizations. Cement realizations in key mar-
kets of company were impacted by entry of newer players in northern India with
aggressive pricing while costs continued to remain high due to higher coal prices as
well as freight cost.

EBIT margins in cement division stood at 2% translating into EBITDA margin of 6.7%
for Q3FY14. Construction division EBIT margins stood at 29.7% and EBITDA margins
stood at 31.5% for Q3FY14. Construction division margins are likely to remain strong
due to higher margin power and real estate projects being executed by the com-
pany. EBITDA margins for the real estate segment stood at 41.8%.

We tweak our estimates and expect operating margins of 23.7% and 24% for FY14
and FY15 respectively.

Steep interest outgo resulted in net loss for the quarter
Continued high interest outgo resulted in company posting a net loss for the current
quarter. Company also pledged 189.3 mn treasury shares to avail loans. Post
completion of the stake sale in Gujarat cement plant to Ultratech Cements, com-
pany expects to reduce its borrowings and loans and advances by nearly Rs 38 bn.
This is likely to reduce the interest expense during FY15. Along with this, company
also plans to sell assets in real estate, power and remaining cement plants which
should also help in reducing borrowings going forward.

Valuation and recommendation
At current price of Rs 40, stock is trading at 24.9x P/E and 9x EV/EBITDA on FY15
estimates. Based on Q3FY14 performance, we revise our estimates downwards to
factor in further increase in its borrowings.   We arrive at a revised price target of Rs
54 (Rs 62 earlier). Due to adequate upside from the current levels, we continue to
maintain BUY on the stock. We believe that continued high borrowings and interest
outgo may weigh on the stock performance in near term but further steps to
deleverage the balance sheet will be positive for the company in medium to long
term.

We recommend BUY on
Jaiprakash Associates with a

price target of Rs.54
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Sum of the parts valuation

SOTP FY15 Price per share Rationale

Core business

Construction       70,443             32 At 6x EV/EBITDA

Cement     178,250             80 At $120/tonne for cement, inline with peers

Jaypee greens        9,757               4 NPV of land bank

Hotels        3,246               1 6x EV/EBITDA at a discount to peers

Less net debt(FY15)     205,867             93

Core business valuation       55,829             25

JCCL valuation        4,790               2 At $100/tonne for cement, inline with peers

JPVL valuation       23,418             11 At 10% discount to the market price

Karwam Wangtoo valuation(44%stake)       13,053               6

Power assets valuation       36,471             16

Real estate valuation       16,069               7 At 10% discount to the market price

Treasury share        6,815               3 At 10% discount to the market price

Total     156,444             54

Source: Kotak private client group estimates
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PRATIBHA INDUSTRIES LTD

PRICE: RS.28 RECOMMENDATION: SELL
TARGET PRICE: RS.27 FY15E P/E: 4.2X

We discontinue coverage on the stock
Pratibha industries revenues for Q3FY14 were lower than our estimates but
operating margins also stood strong. As expected, during Q3FY14, interest
expense declined sequentially due to forex gain as against forex loss in
previous quarters. However, despite healthy order inflow for the company
as compared to its peers, execution ramp up has been below our estimates
which has led to net profits coming lower than our expectations. We had
recommended ACCUMULATE in our last update on the company at Rs 23.
Stock is trading at fair valuations and we thus recommend booking profits
and also discontinue coverage on the stock. We would relook at it once we
start witnessing signs of execution ramp up by the company.

Financial highlights

Consolidated results Q3FY14 Q3FY13 YoY (%)

Net Sales 5,555 6,143 -9.6

Expenditure 4,806 5,448 -11.8

Raw material 3,789 4,527

As a % of net sales 68 74

Employee cost 418 413

As a % of net sales 8 7

Other expenditure 599 508

As a % of net sales 11 8

EBITDA 749 695 7.8

EBITDA margin 13 11

Depreciation 123 95

EBIT 627 600 4.4

Interest 573 358

PBT(exc other income) 54 242

Other Income 87 59

PBT 141 302 -53.3

Tax 58 99

Tax (%) 41 33

PAT 83 203 -59.2

NPM (%) 1.5 3.3

No. of shares 101.06 101.06

EPS (Rs) 0.82 2.01

Source: Company

Key highlights of the results
We had expected ramp up in revenues of the company during Q3FY14 after a sub-
dued performance witnessed during H1FY14. However, revenues reported a decline
of 10% YoY for the quarter despite healthy order inflow witnessed by the company
during 9MFY14. Order inflow in the current fiscal till date stands at nearly Rs 33 bn
and current order book stands more than Rs 68 bn diversified across buildings, water
supply and urban infra. Despite excellent order inflow, execution ramp up was lower
than our expectations.

Summary table

(Rs mn) FY13 FY14E FY15E

Sales  21,575  23,516  28,220
Growth (%) 29.6 9.0 20.0
EBITDA  2,841  3,057  3,669
EBITDA margin (%) 13.2 13.0 13.0
PBT  1,195  488  959
Net profit  827  341  672
EPS (Rs)  8.2  3.4  6.6
Growth (%) 0.3 -58.7 96.7
CEPS(Rs)  11.3  7.6  11.2
BV (Rs/share)  62.6  65.3  71.2
DPS (Rs)  0.6  0.6  0.6
ROE (%)  14.1  5.3  9.7
ROCE (%)  15.5  13.7  15.2
Net debt  13,551  14,191  16,800
NW capital (days)  185.0  156.0  156.0
P/E (x)  3.4  8.3  4.2
P/BV (x)  0.4  0.4  0.4
EV/Sales (x)  0.8  0.7  0.7
EV/EBITDA (x)  5.8  5.6  5.4

Source: Company, Kotak Securities - Private
Client Research

RESULT UPDATE

Teena Virmani
teena.virmani@kotak.com
+91 22 6621 6302
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Inflow during FY13 till date

2013 Order Rs mn Segment

2nd Jan GWSSB, Gujarat 2248 Water supply

2nd jan Various players 3649 Buildings

21st Oct PHED, Ajmer 3219 Water supply

14th Oct PHED, Ajmer & Bharatpur 5166 Water supply

10th Sep PHED, Ajmer 4184 Water supply

28th Aug PHED, Ajmer 2309 Water supply

30th July PHED, Jaipur 2051 Water supply

23rd July NOIDA, UP 1684 Multi level car park

22nd July PHED, Jaipur 2270 Water supply

19th June Bhartiya City Developers 2642 Buildings

19th June Water supply development board, Nepal(JV) 2620 Water supply

18th June PHED, Jodhpur 1280 Water supply

Total 33322

Source: Company

Based on Q3FY14 results, we revise our FY14 revenue estimates downwards and
expect revenues to grow at a CAGR of 14.4% between FY13-FY15.

Operating margins stood in line with our estimates for the company and we continue
to expect operating margins to remain in the range of 13% going forward. During
9MFY14, net profit performance was impacted by nearly Rs 261 mn of forex fluctua-
tion expenses on account of company's unhedged ECB's while a gain of Rs 13 mn
was witnessed during 3QFY14 on account of rupee appreciation. Depreciation has
moved up in Q3FY14 largely on account of higher capex on tunnel boring machines
for its projects.

Borrowings continue to stay at higher levels till H1FY14 largely due to higher work-
ing capital and capex requirements. Borrowings are not expected to come down
sharply in near to medium term till execution ramps up sharply.

We tweak our net profit estimates and expect net profits of Rs 341 mn (Rs 567 mn
earlier) and Rs 672 mn (Rs 627 mn earlier) for FY14 and FY15 respectively.

Valuation and recommendation
At current price of Rs 28, stock is trading at 4.2x P/E and 5.4x EV/EBITDA on FY15
estimates. Post tweaking our estimates, we arrive at a revised price target of Rs 27
on FY15 estimates (Rs 25 earlier). We had recommended ACCUMULATE in our last
update on the company at Rs 23. Stock is trading at fair valuations and we thus
recommend SELL and also discontinue coverage on the stock. We would relook at
it once we start witnessing signs of execution ramp up by the company.

We recommend SELL on
Pratibha Industres with a price

target of Rs.27
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TV18 BROADCAST

PRICE: RS.22 RECOMMENDATION: BUY
TARGET PRICE: RS.30 FY15E P/E: 19.2X

TV18 Broadcast has reported strong financials for 3QFY14, on account of
which our FY14 estimates are revised sharply upward (+30% EBITDA versus
prior estimates, largely on account of lower losses from ETV Entertainment),
while we leave FY15 estimates largely intact (factoring in potential delays in
garnering net subscription revenues). We believe the key positive of the
results is that TV18's profits are now reaching levels where the earnings can
impose a floor on the price. With several reasons to point for stronger
visibility in earnings over the next few quarters (including, most notably,
elections and sharp reduction in losses from ETV Entertainment), we see
reason to remain positive on TV18 Broadcast. Market's muted response to
results that are a big break from past trends (TV18 has reported, including
ETV operations, broadcasting business EBITDA of Rs 1Bn+, about a third of
Zee Entertainment's 3QFY14 EBITDA) makes CMP an attractive entry
opportunity, for investors with requisite risk proclivity.  Maintain BUY, with
a price target of Rs 30 (unchanged).

Results Summary

Rs mn, FY Ends Mar 3QFY14 3QFY13 % chg. y/y 2QFY14 % chg. q/q

Revenues 5255 5124 2.6 4832 8.8

 - Advertising Revenues 3228 3123 3.4 2545 26.8

 - Subscription Revenues 441 293 50.5 397 11.1

 -Motion Pictures and TIFC 355 519 -31.6 620 -42.7

 -Distribution 1946 1443 34.9 1825 6.6

  Less Inter-Segmental Revenues -716 -293 144.4 -556 28.8

 -Other Operating Revenues 0 39 -100.0 0 -

Expenses: 4480 4644 -3.5 4436 1.0

 - Employee Expenses 563 662 -15.0 591 -4.7

 - Mktg. Distr & Promotional Exp. 504 1746 -71.1 556 -9.4

 -Production and Other Exp 2188 2236 -2.1 2030 7.8

 - HMC

 -Indiacast 1941 0 NM 1815 6.9

  Less Inter-Segmantal Eliminations-716 0 NM -556 28.8

EBITDA 775 480 61.5 396 95.7

Margin 14.7% 9.4% 5.4ppt 8.2% 6.6ppt

 -EBITDA, Broadcasting 902 445 102.7 348 159.2

 -EBITDA, Distribution 9 -11 NM 10 -10.0

 -EBITDA, Motion Pictures -136 48 -383.3 37 -467.6

Depreciation and Amortization 121 106 14.2 122 -0.8

EBIT 654 374 74.9 274 138.7

ESOP Expenses 1 1 0.0 1 0.0

Financial Expenses 171 315 -45.7 153 11.8

Other Income 61 143 -57.3 104 -41.3

Exceptional Items NM -103 -100.0

PBT 543 201 170.1 122 345.1

Provision for Tax 31 18 72.2 45 -31.1

PAT before minority interest 512 183 179.8 77 564.9

Minority Interest -5 -28 -82.1 -25 -80.0

PAT 517 211 145.0 102 406.9

Source: Company Reports

Summary table

(Rs mn) FY13(AE) FY14E FY15E

Sales 16,704 20,224 22,859
Growth (%) NM 21.1 13.0
EBITDA 1,051 1,713 3,167
EBITDA margin (%) 6.3 8.5 13.9
PBT -365 1,034 2,664
Net profit -323 874 1,973
EPS (Rs) -0.2 0.5 1.2
Growth (%) NM NM 126
CEPS (Rs) 0.1 0.8 1.5
BV (Rs/share) 19.2 19.7 20.8
Dividend / share (Rs) 0 0 0
ROE (%) -1.6 2.6 5.7
ROCE (%) 2.0 3.5 6.6
Net cash (debt) -2,117 -2,047 -459
NW Capital (Days) 47 56 58
P/E (x) NM 43.3 19.2
P/BV (x) 1.2 1.1 1.1
EV/Sales (x) 2.3 1.9 1.6
EV/EBITDA (x) 37.3 22.8 11.8

Source: Company, Kotak Securities - Private
Client Research

RESULT UPDATE

Ritwik Rai
ritwik.rai@kotak.com
+91 22 6621 6310
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 TV18 Broadcast (TV18) results beat our estimates significantly on profits, while
meeting our estimates on the topline.

 The company reported weaker-than -expected advertising revenue growth of 3%
(y/y).  The weak growth in advertising revenues is largely a result of continued
weakness in news operations' advertising revenues, which were flat on a y/y
basis. The company's investor update informs that advertising revenue grew in
double-digits in the entertainment channels.

 Subscription revenues continued to improve sequentially, with 11% q/q growth.
Motion Pictures registered a soft quarter, as there was only one major release in
the quarter ("Boss") as compared to 2QFY14/3QFY13, which had more movies/
stronger movies.

 We note that the company has made some changes to items relating with
Indiacast, which make the same incomparable on a year on year basis. On a q/
q basis, the company has registered a modest rise, in - line with subscription rev-
enues of the company.

 Staff expenses on a sequential quarter basis have seen a decline on account of
restructuring undertaken in TV18 standalone operations during the previous quar-
ter (2QFY14). We note that some of the gains made (on a q/q basis) from
standalone employee expenses have been offset by provisions for bonus payouts
in Viacom18. The company has registered a decline in marketing and distribution
expenses (likely decline in carriage fees and lower promotion expenses), and
production expenses have registered only a modest growth. Cost management
of the company has far exceeded our expectations.

 EBITDA, Rs 775mn, is significantly ahead our expectations, despite a Rs 136mn
loss that the company has taken on account of Motion Pictures (Boss, which was
released in the quarter, has been loss-making).

 With net interest expenses coming in higher than our expectations (we assume
the company has seen some stress on working capital, which was crunched sub-
stantially in FY13/ 1HFY14), PAT has beaten our estimates less substantially than
EBITDA. Nonetheless, the copmany's PAT is ahead of our expectations by c. Rs
190mn.

 TV18 Broadcast does not report ETV Financials (the company has received the
requisite regulatory approvals only in this quarter). However, the company pro-
vides the financials of the same in its investor update. ETV News has continued
to perform strongly in the quarter, with 40% growth in revenues (y/y) and profit
margins of 54% (up sequentially, from 2QFY14, by 7 ppt). ETV Entertainment,
which has been in investment mode for the past couple of quarters, has reduced
its losses significantly in the quarter, to Rs 65mn (sequential improvement of
~290mn). Decline in losses in ETV channels have been led by decline in ex-
penses, although growth in advertising revenues have also contributed (to the
extent of about a third).

 The company has launched its second-rung GEC Rishtey in the quarter. In the
coming quarter, TV18 Broadcast is also likely to launch CNBC Bajar, its Gujarati
business news channel. Also, the company intends to launch channels for re-
gional news in some languages.
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Outlook and Investment View
 We raise our profit estimates for FY14 following the results. FY14 estimates see

revision largely on account of better profitability in ETV News/ ETV/ Viacom18.
Since DAS rollout is taking longer than our expectations, we work with less ag-
gressive assumption for reduction in carriage fees from FY14 to FY15. As a result,
our FY15 estimates are relatively unchanged post revision. The revision in our
estimates is summarized below:

Earnings Revision

(Rs mn) Revised Estimates Prior Estimates  chg
FY14 FY15 FY14 FY15 FY14 FY15

Revenues 20,224 22,947 20,224 22,976 0.0 -0.1

EBITDA 1,713 3,254 1,306 3,179 31.2 2.4

PAT 874 2,042 546 1,961 60.1 4.1

Source: Kotak Securities - Private Client Research

 While advertising revenues of the company are likely below industry growth rates
(largely on account of news and niche genres, which have displayed some weak-
ness post DAS rollout, the results provide some comfort to the investor that the
company's cost expectations are playing out.

 We expect losses from new channels to be modest. Rishtey shall not have signifi-
cant content costs (largely re-runs of programs on other channels of the com-
pany), while MTV Indies shall be significantly sponsored by Pepsi in the first few
years. Our interactions with the company suggest that losses from CNBC Bajar
(Gujarati business channel) should be expected to be modest. Therefore, we
think the only channels that may have potential to run up significant losses not
factored into our estimates are the regional news channels that the company
intends to launch. However, we believe our current estimates for ETV News carry
sufficient buffer for the same.

 Reasonable valuations vis-à-vis well-diversified peers, coupled with a significant
opportunity size (for monetization) continue to be the central theme for invest-
ment in the TV18 Broadcast stock. We further think that near-term visibility in
the stock shall be fairly strong on account of several factors: 1/ standalone news
operations are likely to see improved revenue growth in the quarters ahead, as
we move to 1HFY15, 2/ ETV News operations are also likely to see continued
benefits of elections, 3/ profitability of news operations, as these results indicate,
is likely to be elevated on y/y basis for the coming few quarters, on account of
cost rationalization affected by the company, 4/ ETV Entertainment operations
are likely to see a sustained period of improved y/y performance, as yields in
channels improve, 5/ our interactions with the company suggest that the Motion
Pictures division is unlikely to take the risks it has been taking for the past few
quarters, which will reduce volatility on the EBITDA line (this is especially rel-
evant in a quarter when TV18 Broadcast's broadcast operations EBITDA is Rs
1Bn+, over a third of Zee Entertainment's EBITDA).

 Rising value chain competition and delays in implementation of billing for Phase
- 1 / Phase 2 of DAS customers is, however, an area of risk/ concern in so far as
earnings visibility is concerned. Apart from this, weaker than expected advertis-
ing environment and weaker than expected competitive position may be seen as
areas of earnings risks.

 Other risks in the TV18 stock (exercise of several impending options, as well as
risks regarding ownership and management of the company) are, and shall re-
main, high for the near-term. As such, we continue to see TV18 Broadcast as a
high risk but potentially high return opportunity. Maintain BUY, with a price tar-
get of Rs 30 (unchanged).

We recommend BUY on
TV18 Broadcast with a price

target of Rs.30
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ENTERTAINMENT NETWORK INDIA LTD

PRICE: RS.350 RECOMMENDATION: ACCUMULATE
TARGET PRICE: RS.366 FY15E P/E: 19.1X

ENIL has reported strong profits for 3QFY14, beating our EBITDA/ PAT
estimates 9%/ 10%. Revenue visibility in the coming quarters is high, since
the company is likely to benefit from : 1/ continued reliance of advertisers
on promotions (and hence rising relevance of radio), 2/ election advertising,
3/ likely disturbances in advertisers' plans as TAM data suspension shall lead
to confusion. However, the extent of earnings surprises that ENIL can deliver
in the near-term is low, provided 4QFY14 is a quarter on a fairly strong
base, and the company is likely to invest aggressively in marketing and
human resources in the near-term. Further, we think that Phase - 3 auctions
could be delayed till after the elections, which means that aggressive
valuation of the stock in the near-term is unlikely. We downgrade ENIL one
notch to ACCUMULATE, with a price target of Rs 366 (prior target Rs 384).

Results Summary

Rs mn, FY Ends Mar 3QFY14 3QFY13 % chg. y/y 2QFY14 % chg. q/q

Net Sales 982 870 13% 855 15%

Other Operating Income 3 4 -22% 10 -71%

Total Operating Income 985 874 13% 865 14%

Expenses: 603 573 5% 613 -2%

Production Expenses 44 42 4% 41 8%

License Fees 52 47 10% 47 12%

Employees cost 185 174 6% 186 0%

Marketing Expenses 139 140 -1% 171 -19%

Administration and Other Expenses 183 169 9% 169 8%

EBITDA 382 302 27% 253 51%

Margin 38.8% 34.7% 4.14ppt 29.2% 0.33ppt

Depreciation 26 26 -2% 24 5%

Amortisation 55 55 1% 55 0%

EBIT 301 221 37% 173 74%

Other Income 56 37 51% 55 3%

Interest (net) 0 0 NM 0

PBT (Pre-exc) 358 258 39% 228 57%

PBT Reported 358 258 39% 228 57%

Provision for Tax 99 71 40% 64 55%

Effective Tax Rate 27.7% 27.4% 0.27ppt 28.1% -0.01ppt

PAT 259 187 38% 164 58%

Source: Company Reports

 ENIL reported 13% growth in revenues. Growth in advertising continued to be
led by higher inventory utilization (89% on a blended basis in the quarter), but
the company was also able to improve its yields, which contributed about 4 per-
centage points to the growth.

 As per management, the radio industry continued to lead print/ TV in growth,
with growth of 12%-13% in this quarter. Political advertising, based on which
we had built in higher estimates for the company, did not contribute significantly
to revenues. The company believes that sharp monitoring of electoral spends
during the elections has contained the flows to media companies.

Summary table

(Rs mn) FY13 FY14E FY15E

Sales  3,384  3,925  4,357
Growth (%) 12.3 16.0 11.0
EBITDA  1,042  1,289  1,379
EBITDA margin (%)  30.8  32.9  31.7
PBT  895  1,172  1,302
Net profit  677  844  873
EPS (Rs)  14.2  17.7  18.3
Growth (%)  19.8  24.7  3.4
CEPS (Rs)  20.9  24.4  25.0
BV (Rs/share)  106.5  123.2  140.5
Dividend / share (Rs)  1.0  1.0  1.0
ROE (%)  14.3  15.4  13.9
ROCE (%)  14.1  15.4  13.9
Net cash (debt)  2,775  3,560  4,400
NW Capital (Days) 82 82 82
P/E (x)  24.6  19.8  19.1
P/BV (x)  3.3  2.8  2.5
EV/Sales (x)  4.1  3.3  2.8
EV/EBITDA (x)  13.3  10.2  8.9

Source: Company, Kotak Securities - Private
Client Research

RESULT UPDATE

Ritwik Rai
ritwik.rai@kotak.com
+91 22 6621 6310
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 Relative to our expectations, costs were well-contained in the quarter, with mod-
est de-growth in marketing spends, and modest growth in employee expenses.
Other expenses, which grew 9% y/y, include higher provisioning to the extent of
Rs 23mn (for doubtful debtors) as some payments have been delayed.

 ENIL therefore reported robust 27% growth in EBITDA, despite missing our
topline estimates. The reported EBITDA has come in 9% ahead of our expecta-
tions. With other line items matching our expectations, PAT has come in 10%
ahead of our expectations.

 The company expects that political advertising shall contribute more in the com-
ing quarters, as a lot of advertising shall happen well before elections. The com-
pany expects the radio industry to benefit to the extent of around Rs 500mn on
account of political advertising. Political advertising shall also generate a higher
yield for the network as a whole, thus having a positive impact on pricing. It is
likely that these benefits shall come in 1QFY15.

 Regarding Phase - 3 of the FM radio licensing, the company has said that the
government has, in a fresh decision appointed two Independent Expert Monitors
who shall examine the rollout of the tendering process. The company expects
that the rollout of the process shall take 2-3 months. While the Code of Conduct,
as per government sources cited by the company, is not likely to come in the
way of the auctions, the company believes it would be practical to expect that
the auctions shall happen post Lok Sabha elections.

 Recently, the TRAI has had discussions on the renewal of licenses for Phase - 2.
The Phase -2 licenses, which the radio industry operates under currently, are due
to expire in April 2015. ENIL believes that it is likely that the government shall go
in for auctions for these as well. These auctions (for renewal of Phase - 2 li-
censes) could take place after the Phase - 3 licenses auction.

 The company reported a cash balance of Rs 3950mn. As such, ENIL is among
the few radio companies that has a strong balance sheet going into the auction
process. The company maintained that it is unlikely that the auctions shall draw
unrealistic valuations for the frequencies, since the 'winner's curse' is now well
recognized in the FM radio industry.

Outlook and Investment View
 As earlier indicated by the company, 4QFY14 earnings are likely to see some

moderation in growth (inventory may be fully utilized, pricing growth to be key).
Further, we think that while 1QFY15 may benefit from political advertising,
growth is unlikely to be stellar, given fairly high base (1QFY15 benefited from
confusion among advertisers on 10+2 regulation).  Further, the company has
guided for some pressure on margins on account of impending investments in
branding and human resources.

 As such, while we think that earnings visibility is high, growth is likely to show
significant moderation, and we think it is unlikely that earnings shall drive a sig-
nificant re-rating for the stock in the coming quarters.

 Management comments indicate that Phase - 3 auctions could be delayed till
after the elections. While we do not think Phase - 3 auctions have any impact on
earnings in the near-term, we had expected the same to have a beneficial im-
pact on the valuations of ENIL. It is likely that the same shall not come to benefit
the stock in the near-term.

 For these reasons, we cut valuation of ENIL one turn to 20x FY15 PER (Rs 366),
and cut our rating to ACCUMULATE. We continue to have a long-term positive
outlook on the company, and shall look for better prices for entry.

We recommend
ACCUMULATE on

Entertainment Network
India with a price target of

Rs.366
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JAMMU & KASHMIR BANK

PRICE: RS.1352 RECOMMENDATION: REDUCE
TARGET PRICE: RS.1400 FY15E P/E: 5.1X, P/ABV: 1.0X

Q3FY14 Results: Stable asset quality; NIM contraction impacted
the core performance
Sharp NIM contraction (36bps QoQ) impacted the NII, despite strong loan
growth. However, PAT grew 11% YoY, largely due to write-back of NPA
provisions along with flat tax outflow. NIM contraction has come on the
back of surge in cost of deposits (35bps QoQ). Addition to impaired assets
(Rs.2.85 bn; 2.91%) came marginally higher than the previous quarter.
However, its provision coverage ratio is also one of the best in the industry
(~90.0%) providing cushion to its future earnings. We take cognizance of
the potential impact on its NIM due to lower balance sheet liquidity as well
as higher risk of loan impairments on outside J&K portfolio, which could be
lumpy in nature. With limited upside from the current levels, we retain
REDUCE rating on the stock with unchanged TP of Rs.1400 based on 1.05x
FY15E ABV.

Result Performance

(Rs mn) Q3FY14 Q3FY13 % (YOY)

Int. on advances 12656 10895 16.2

Int. on investments 4344 4211 3.2

Int. on RBI/Other balances 155 226 -31.4

Total interest earned 17155 15332 11.9

Interest expenses 10689 9391 13.8

Net interest income 6466 5942 8.8

Other income 875 905 -3.4

Net Revenue (NII + Other Income) 7340 6847 7.2

Operating Expenses 2932 2500 17.3

Employee cost 1878 1638 14.7

Other operating expenditure 1054 862 22.3

Operating profit 4408 4348 1.4

Provisions -46 224 -120.6

Taxes 1242 1230 0.9

Net profit 3213 2894 11.0

EPS (Rs.) 66.3 59.7 11.0

Source: Company

Sharp NIM contraction impacted the NII; write-back of NPA provi-
sions along with flat tax payment aided PAT
Core earnings saw moderate growth - NII grew 8.8% YoY (Rs.6.47 bn), largely im-
pacted by sharp margin contraction (36bps QoQ; 10bps YoY) while loan book contin-
ued to show strong growth (24.2% YoY). Non-interest income was muted on back
of subdued fee-income (decline in 4.1% YoY) along with 26.0% decline in treasury
profit.

Operating profit was muted due to faster rise in opex vis-à-vis net revenue. How-
ever, PAT grew 11% YoY, largely due to write-back of NPA provisions along with
flat tax outflow. Write-back of provisions on restructured portfolio, bad debts and
investment book has led to 121% decline in provisions. Similarly, flat tax outflow
helped in reporting higher than expected PAT.

RESULT UPDATE

Saday Sinha
saday.sinha@kotak.com
+91 22 6621 6312
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Trend in NIM

Source: Company

Sharp contraction in NIM (36bps QoQ) has come on the back of surge in cost of
deposits (35bps QoQ), while yield on advances was down 11bps QoQ. Management
has indicated that sudden requirement of deposits to meet the disbursement needs
forced them to borrow Rs.15-20 bn of deposits at slightly higher costs. We had indi-
cated this in our previous reports by pointing out the rise in LDR by ~5% during
H1FY14. LDR has further gone up by 1.4% QoQ in Q3FY14, reducing the balance
sheet liquidity. We have also seen that share of outside J&K has gone up in both
deposits as well as advances during previous two quarters, negative from margin
perspective.

Trend in Deposits

(Rs bn) Q1FY13 Q2FY13 Q3FY13 Q4FY13 Q1FY14 Q2FY14 Q3FY14

Deposits (Within J&K)   350.0   358.9   372.5  408.7   396.8   406.3   418.9

Growth (%) 22.0 20.0 16.4 15.7 13.4 13.2 12.5

Deposits (Outside J&K)   181.0   190.3   198.3  233.5   189.2   205.4   212.6

Growth (%) 39.2 8.1 18.0 69.1 4.5 7.9 7.2

Share (within J&K) 65.9% 65.3% 65.3% 63.6% 67.7% 66.4% 66.3%

Share (Outside J&K) 34.1% 34.7% 34.7% 36.4% 32.3% 33.6% 33.7%

Source: Company

Trend in Advance mix

(Rs bn) Q1FY13 Q2FY13 Q3FY13 Q4FY13 Q1FY14 Q2FY14 Q3FY14

Advances (Within J&K)   134.8   143.0   150.0  158.4   169.4   179.9   186.8

Growth (%) 29.1 27.7 25.0 26.0 25.7 25.8 24.5

Advances (Outside J&K)   197.0   208.2   206.6  242.9   232.9   241.0   256.0

Growth (%) 19.8 22.5 16.7 18.2 18.2 15.8 23.9

Share (within J&K) 40.6% 40.7% 42.1% 39.5% 42.1% 42.7% 42.2%

Share (Outside J&K) 59.4% 59.3% 57.9% 60.5% 57.9% 57.3% 57.8%

Source: Company

We expect its margin to witness some compression, going forward, as bank is ag-
gressively building its low yielding PSL book within J&K state while outside J&K state
book is largely consortium driven and has lower NIM. We are modelling NIM to
come at ~4.0%/3.9% during FY14/15E as against ~4.0% achieved during FY13
(4.18% in 9MFY14).
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Loan growth faster than the system; CASA mix remained stable
Loan book grew at faster pace (24.2% YoY) driven by both domestic as well as
outside J&K portfolio. J&K book has been driven primarily by agri (40.1% YoY), cor-
porate (24.5% YoY) and SMEs (24.5% YoY) segments while outside J&K loan book
grew on back of strong growth in large corporate (27.0% YoY), SMEs (23.9% YoY)
and trade (23.9% YoY) segments.

Loan break-up (Aggregate)

Q3FY14 Q2FY14 Q3FY13

Agriculture  44.3  42.1  35.7

Trade  39.9  42.1  35.7

Personal  66.4  63.1  57.1

SME  35.4  33.7  28.5

Corporate  248.0  231.5   196.1

Others  8.9  8.4  3.6

Total Advances  442.8  421.0   356.6

 Source: Company

Loan break-up (J&K)

Q3FY14 Q2FY14 Q3FY13

Agriculture  33.6  32.4  24.0

Trade  28.0  27.0  24.0

Personal  57.9  55.8  49.5

SME  28.0  27.0  22.5

Corporate  35.5  34.2  28.5

Others  3.7  3.6  1.5

Total Advances  169.4  179.9   150.0

Source: Company

Loan break-up (Outside J&K)

Q3FY14 Q2FY14 Q3FY13

Agriculture  10.2  12.1  12.4

Trade  12.8  14.5  10.3

Personal  7.7  7.2  8.3

SME  7.7  4.8  6.2

Corporate  212.5  197.6   167.3

Others  5.1  4.8  2.1

Total Advances  232.9  241.0   206.6

Source: Company

Deposit mobilization was relatively moderate (10.7% YoY) with CASA deposits
growing at 8.8% YoY. Saving deposits saw healthy growth of 9.8% YoY while cur-
rent account floats grew at moderate pace (5.4% YoY). Overall CASA mix remained
stable QoQ at 38.8% at the end of Q3FY14. Slower deposit mobilization vis-à-vis
loan book has led to further rise in C/D ratio (68.6%; 140bps), reducing the balance
sheet liquidity.
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Trend in CASA mix

Source: Company

Addition to impaired assets marginally higher than the previous
quarter; however, coverage ratio at >90% is best in the class
Addition to impaired assets (Rs.2.85 bn; 2.91%) came marginally higher than the
previous quarter. Both gross slippages (1.51% on annualized basis) and fresh restruc-
turing (1.40% on annualized basis) was higher than the previous quarter. Its out-
standing restructured portfolio stands at 3.3% (Q3FY14), lower than the industry
average. However, there could be some lumpy addition in the restructured portfolio
in future, mainly from corporate exposure of outside J&K loan book.

In percentage terms, its asset quality continued to remain amongst the best in class
- gross NPA and net NPA remained stable QoQ at 1.65% and 0.22%, respectively
(Q3FY14). Its provision coverage ratio is also one of the best in the industry (86.6%;
~90% including technical W/O) providing cushion to its future earnings.

Trend in asset quality

(Rs. mn) Q1 FY13 Q2 FY13 Q3 FY13 Q4 FY13 Q1 FY14 Q2 FY14 Q3 FY14 % (YoY) % (QoQ)

 Gross-NPAs  5,409.5  5,516.4  5,816.8   6,437.7  6,654.3  7,089.3  7,250.7 21.9% 2.3%

 Gross-NPAs (%) 1.60% 1.59% 1.61% 1.62% 1.67% 1.69% 1.65%

 Net-NPAs  481.6  553.4   495.1   552.7  561.2  775.8  969.0 56.7% 24.9%

 Net-NPAs  (%) 0.14% 0.16% 0.14% 0.14% 0.14% 0.19% 0.22%

Source: Company

Valuation & recommendation
We have marginally tweaked the earnings estimate for FY14/15E and expect net
profit to grow at 10.6% CAGR during FY13-15E. We expect its return profile to re-
main healthy (RoA: ~1.5%, RoE: ~21%) during FY14/15E. However, we do take
cognizance of the potential impact on its NIM due to lower balance sheet liquidity
as well as higher risk of loan impairments on outside J&K portfolio, which could be
lumpy in nature. With limited upside from the current levels, we retain REDUCE rat-
ing on the stock with unchanged TP of Rs.1400 based on 1.05x FY15E ABV.
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Key data

(Rs bn) FY12 FY13 FY14E FY15E

Interest income 48.36 61.37 67.71 77.25

Interest expense 29.97 38.21 41.27 47.18

Net interest income 18.38 23.16 26.44 30.07

Growth (%) 19.1% 26.0% 14.2% 13.7%

Other income 3.34 4.84 4.19 4.49

Gross profit 13.70 18.11 19.07 21.32

Net profit 8.03 10.55 11.50 12.90

Growth (%) 30.6% 31.4% 9.0% 12.2%

Gross NPA (%) 1.5 1.6 1.8 1.9

Net NPA (%) 0.2 0.1 0.3 0.4

Net interest margin (%) 3.8 4.0 4.0 3.9

CAR (%) 13.4 12.8 13.8 16.1

RoE (%) 21.2 23.6 22.0 21.2

RoA (%) 1.5 1.6 1.5 1.5

Dividend per share (Rs)  28.0  50.0  55.0  55.0

EPS (Rs) 165.6 217.6 237.1 266.1

Adjusted BVPS (Rs) 833.9 991.8 1,127.2 1,315.9

P/E (x) 8.2 6.2 5.7 5.1

P/ABV (x) 1.6 1.4 1.2 1.0

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

TATA STEEL LTD

PRICE: RS.390 RECOMMENDATION: ACCUMULATE
TARGET PRICE: RS.426 FY15E P/E: 6X; EV/EBITDA: 5.6X

Q3 performance on expected lines. Cut FY14 estimates and improved FY15
estimates . Industry macro remains challenging. Maintain Accumulate with
higher TP

Financial performance on expected lines
 TS India Q3FY14 net sales improved 2.2% Q/Q and 8.3% Y/Y to Rs101.43bn.

Sales volume improved 1.5% Q/Q and 9.5%Y/Y to 2.07mt. Average sales real-
izations improved mere 0.5% Q/Q and but declined 0.9% Y/Y to Rs44924/t.

 TS India Q3FY14 EBITDA declined 0.1% Q/Q but rose by16.2% Y/Y to
Rs29.36bn. EBITDA margins fell by 70bps Q/Q but improved 190bps Y/Y to
28.9%. EBITDA/t declined by 1.5% Q/Q but improved 6.1 1% Y/Y to Rs14183/t.

 TS consolidated Q3FY14 net sales improved 0.2% Q/Q and 14.4% Y/Y to
Rs367.36bn. Q3FY14 EBITDA improved 8.1% Q/Q and 79% Y/Y to Rs40.06bn.
EBITDA margins increased by 80bps Q/Q and 390bps Y/Y to 10.9%.

Operational performance was mixed
 TS India was able to deliver higher volumes despite weak macroeconomic condi-

tions and lower production affected due to the gas holder fire incident in Nov
2013 and planned 60day shutdown in long division. There was sequential im-
provement in realisations but not reflected in average realizations due to fall in
product mix. Flat product segment showed a robust growth due to the ramp up
of TSCR at Jamshedpur while long product volumes were affected due to the
planned  shutdown. ? Ferro alloy sales also increased in Q3.

 TS Europe - Continued production improvements following re-established opera-
tional base led to best quarterly production for more than five years. Rigorous
approach to costs and stable production rates resulted in improved y/y EBITDA
performance, despite lower margins

 TS SE Asia - Deliveries improved at NatSteel, driven primarily by Xiamen (China)
operations. Singapore production improved as the EAF and the rolling mills re-
sumed operations post the upgrade

Industry macro risks in near term
We foresee considerable steel industry macro risks in coming months as there has
been considerable fall in key steel making raw materials namely iron ore, coking
coal and scrap over last month or so. Traditionally lower raw material price trend is
a leading indicator of follow up pressure on steel prices and usually sharp falls like
present one are precursor to significant meltdown in industrial activity and weaker
steel demand in following couple of weeks. Further, LME aluminium prices had last
week briefly fallen below $1700/t which itself is not a good omen for steel prices.
We have to carefully gage the industrial commodities price trend in coming weeks
as this sudden fall in prices is indicating that monetary tightening by US and China
along with is side effect of increase in interest rates in emerging economies  has
started hurting industrial activity.

Likely positive policy action for TS India
We expect fiscal stimulus from Indian government in interim budget for FY14-15
which can be in the form of excise and service tax cuts for several sectors including
steel which is likely to have both directly and indirect benefits.

Summary table - Consolidated

(Rs mn) FY13E FY14E FY15E

Sales (Rs. mn) 1347115 1518055 1614916
Growth (%) 1.4 12.7 6.4
EBITDA (Rs. mn) 123212 156370 196116
EBITDA Margins (%) 9.1 10.3 12.1
PBT -41330 69174 100674
Net Profit (Rs. mn) -73234 37263 66002
EPS (Rs.) -72.3 36.8 65.1
Growth (%) -241.7 -150.9 77.1
CEPS (Rs.) 25.7 70.2 107.0
BV (Rs./share) 337.4 360.2 410.1
Dividend/share (Rs.) 12.0 12.5 13.7
ROE (%) -19.0 10.5 16.9
ROCE (%) -3.4 8.6 10.5
Net debt 442840 564391 675073
NW Capital (Days) 18.7 18.1 26.2
EV/Sales (x) 0.6 0.7 0.7
EV/ EBITDA (x) 7.1 6.7 5.6
P/E (x) -5.4 10.6 6.0
P/B (x) 1.16 1.08 0.95

Source: Company, Kotak Securities - Private
Client Research

RESULT UPDATE

Saurabh Agrawal
agrawal.saurabh@kotak.com
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China iron ore port inventory (mt)

Source: Bloomberg

China iron ore import price (CIF $/t)

Source: Bloomberg

North EU HRC ex-works price (US$/t)

Source: Bloomberg

China HRC & Rebar Export Prices (FOB $/t)

Source: Bloomberg

Rotterdam Export Shredded Scrap (FOB) US$/t

Source: Bloomberg

Australian Coking Coal Spot Price (FOB) US$/t

Source: Bloomberg

Industry charts
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Valuation and recommendations
We have raised our sales volume assumptions for European and South East Asian
operations based on stable and improving operations and cut Indian volume esti-
mates on continued domestic weak demand . European operations performance sta-
bility and outlook has considerably improved on improving regional macro and good
performance of refurbished blast furnace. We have improved are EBITDA/t for TSE
based on improvement in operational performance.

We have cut our FY14e EBITDA and EPS estimates of Tata Steel by 3.6% and
12.3% respectively to Rs156.37bn and Rs36.8 respectively. We have raised our
FY15e earning estimates and expect EBITDA and EPS of Rs196.11bn (increased by
7.6%) and Rs65.1 (raised by 18%) respectively.

We maintain our SOTP based valuation on FY15e earnings. However, we have
raised our valuation multiple for TS India, TS Europe and TS South East Asia by 0.5x
each. We arrive at a fair value of Rs426 (vs. Rs391 earlier). The TP improvement has
been adversely impacted by sharp increases in net debt on aggressive capex on
Orissa project and increased working capital. We maintain our ACCUMULATE rec-
ommendation 0n the stock and advise investors to be patient and wait for declines
to BUY. We are cautious on the steel cycle for near term but see Tata Steel as the
best bet for investors who want to take exposure in domestic steel sector.

Quarterly Comparative - Consolidated

(In Rs mn) Q3FY14 Q2FY14 Q/Q% Q3FY13 Y/Y%

Net Sales 367358 366448.9 0.2% 321071.4 14.4%

Total expenditure 327293 329395.40 -0.6% 298,682 9.6%

(Increase) / decrease in stock-in-trade -15083.7 1845.4 -917.4% 2026.3 -844.4%

Purchases of finished & semi-finished steel 47901.5 37754.7 26.9% 39490.7 21.3%

Consumption of RM 116327.3 115670 0.6% 97692.2 19.1%

Staff cost 49860.1 51708.8 -3.6% 47371.5 5.3%

Power 14052.5 15719.2 -10.6% 14431 -2.6%

Freight and handling 22329.5 21460.3 4.1% 18722 19.3%

Other expenditure 91905.6 85237 7.8% 78948.6 16.4%

EBITDA 40065.40 37053.50 8.1% 22,389 79.0%

EBITDA Margin 10.9% 10.1% 80bps 7.0% 390bps

Other Income 181.2 2033.6 -91.1% 558.6 -67.6%

Depreciation 15220.9 14439.9 5.4% 14628.4 4.1%

Net Interest 11084.2 10666.2 3.9% 10322.5 7.4%

PBT 13941.5 13981.0 -0.3% -2,003 -796.0%

Tax 8950.9 4471.5 100.2% 5685.4 57.4%

PAT 4990.60 9509.50 -47.5% -7,689 -164.9%

Extraordinaries 4.4 -197.8 -102.2%

Reported PAT 4995.00 9509.50 -47.5% -7,886 -163.3%

EPS 5.14 9.79 -47.5% -8.12 -163.3%

Minority Interest and Share of profit of Associates 37.4 -341.8 -110.9% 255.8 -85.4%

Profit after Minority Interest and Share of profit of Associates 5032.40 9167.70 -45.1% -7,631 -166.0%

EPS post Minority Interest and Share of profits of Associates 5.18 9.44 -45.1% -7.86 -166.0%

Source: Company
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Quarterly Comparative - Standalone

(In Rs mn) Q3FY14 Q2FY14 Q/Q% Q3FY13 Y/Y%

Net Sales 101434 99,210 2.2% 93703.1 8.3%

Total expenditure 72,075 69,831 3.2% 68,441 5.3%

Consumption of RM 23163.6 23460 -1.3% 24308.2 -4.7%

Staff cost 9039.5 9773 -7.5% 8838.6 2.3%

Power 6375.2 6569 -2.9% 6244.2 2.1%

Freight and handling 7166.4 6340 13.0% 5632.8 27.2%

Other expenditure 26330.3 23689 11.2% 23417.5 12.4%

EBITDA 29,359 29,379 -0.1% 25,262 16.2%

EBITDA Margin 28.9% 29.6% (70bps) 27.0% 190bps

EBITDA/Te 14183 14402 -1.5% 13366 6.1%

Other Income 2648.2 3256.6 -18.7% 357.2 641.4%

Depreciation 4564.6 5510.3 -17.2% 4339.4 5.2%

Net Interest 4529.2 4365.8 3.7% 5089.8 -11.0%

PBT 22,913 22,760 0.7% 16,190 41.5%

Tax 7725.5 7173 7.7% 5725.9 34.9%

PAT 15,188 15,587 -2.6% 10,464 45.1%

Extraordinaries

Reported PAT 15,187.7 15,586.7 -2.6% 10,463.9 45.1%

EPS 15.63 16.05 -2.6% 10.77 45.1%

Tax rate 33.7% 31.5% 220bps 35.4% (170bps)

Q3 results and conference call highlights:
 TS India Q3FY14 net sales improved 2.2% Q/Q and 8.3% Y/Y to Rs101.43bn.

Sales volume improved 1.5% Q/Q and 9.5%Y/Y to 2.07mt. Average sales real-
izations improved mere 0.5% Q/Q and but declined 0.9% Y/Y to Rs44924/t.

 TS India Q3FY14 EBITDA declined 0.1% Q/Q but rose by16.2% Y/Y to
Rs29.36bn. EBITDA margins fell by 70bps Q/Q but improved 190bps Y/Y to
28.9%. EBITDA/t declined by 1.5% Q/Q but improved 6.1 1% Y/Y to Rs14183/t.

 TS consolidated Q3FY14 net sales improved 0.2% Q/Q and 14.4% Y/Y to
Rs367.36bn. Q3FY14 EBITDA improved 8.1% Q/Q and 79% Y/Y to Rs40.06bn.
EBITDA margins increased by 80bps Q/Q and 390bps Y/Y to 10.9%.

 TS India production was lower sequentially due to a gas/fire incident in second
half of November which hit 3 days of production with estimated production loss
of 30-35Kt. There has been Rs200mn impact on P&L in respect of restoration of
damaged facilities. In addition there was 60 day planned shutdown in long prod-
ucts which began in late  Sep 2013. Despite weak auto industry macro, com-
pany has been able to increase volumes and gain market share on better accep-
tance of its products from plant expansion last year.

 TSE sales volumes rose 6% Y/Y to 3.19mt during Q3 but it was down 8% Q/Q
largely due to weak seasonality, so it has not been a negative surprise to us. But
what surprised us was higher production of 3.91mt in Q3 which has led to inven-
tory pile up, increased working capital and hence net debt. Steel inventory at TS
Europe has risen to 2.6mt at end of Q3. Management has given guidance of
healthy c.4mt of steel delivery volumes in Q4FY14 but even that won't cut down
much of piled up inventory.

 Management has indicated some weakness in European steel prices due to fall
in raw material prices. It expects modest growth in Europe and believes recovery
is still fragile.
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 The European Union's apparent steel demand is expected to rise by 3% in 2014,
regional steel association Eurofer has said. The world's largest steelmaker
ArcelorMittal last week forecasted higher profits for this year and said steel de-
mand in Europe was rising beyond just a restocking effect. Tata is the second-
largest steelmaker in Europe, which accounts for more than 60% of its total
annual capacity of 29mt.

 TSE Q3 operational performance benefited from GBP 23mn one-time recovery of
excess electricity charges of earlier quarters.

 TS has invested Rs 145bn on 3mtpa Phase 1 Kalinganagar Project Orissa (KPO)
till end of Q3 FY14. It did capex of Rs 68.79bn on KPO during Q3. It expects
further investment of Rs 90bn on the project till end of FY15. Till date capex has
been entirely through internal accruals and tied up project finance has not been
utilized. KPO is likely to begin phased commissioning from feeding units in
Q1FY16 then progress to Hot metal, BF, HRC and likely to get benefit of full
commissioning only from Q4FY16.

 Management has indicated sales volume growth of 0.5mt in FY15 and at best
additional c.75mt from KPO seems probable in FY16.

 TS India has increased domestic steel prices in November 2013, Jan & Feb 2014.
Average sales realizations remained flattish on Q/Q basis as increased HRC sales
and deteriorated the product mix. It expects to deliver average sales realization
improvement of Rs1000-1500/t during Q4FY14.

 Until December, Tata Steel shipped 810,000 tons of coking coal, a key ingredi-
ent used in making the alloy, from the Benga coal project in Mozambique, ac-
cording to the presentation. The company has a stake and rights to a share of
the mine's production.

 The company has also produced 1 million tons and shipped 240,000 tons of iron
ore from its mines in Canada. The coal and ore are being used at its European
factories, which previously had depended on outside sources for raw materials.

Business Outlook Guidance
 TS India: Management indicated that sentiment has improved; though sectors

like construction and auto continue to be under pressure. Rupee depreciation is
helping to restore balance in the market

 TS Europe: EU steel demand expected to show signs of gradual recovery in Q4
(+3.3%) from a low base and could translate into a recovery in end user sectors
in 2014. Continued focus remains on business performance improvements and
rigorous cost control

 TS South East Asia: Construction sector outlook remains positive in the region.
The political uncertainty still continues in Thailand with no clear solution at sight.
However, the business is focussing on customer relationships and service levels to
drive performance.

We recommend ACCUMULATE
on Tata Steel with a price

target of Rs.426
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Gainers & Losers Nifty Gainers & Losers
Price (Rs) chg (%) Index points Volume (mn)

Gainers

HCL Tech  1,473  4.0  NA  1.9

Ranbaxy  352  3.1  NA  3.7

TATA Motors  375  2.9  NA  15.7

Losers

NTPC  132  (2.3)  NA  3.6

HINDALCO  105  (2.1)  NA  4.0

RIL  805  (2.0)  NA  2.9

Source: Bloomberg

Forthcoming events Company/Market
Date Event

12-Feb Abacus Comp, Alps Inds, Ansal Housing, Apollo Tyres, Atlas Cycle, Bartronics,
Bata India, Bhushan Steel, BPCL, Cipla, Coal India, Cochin Minarals, Creative Eye,
Cubex Tubings, DCM, DCW, Dharani Sugar, Dolat Investment, Eicher Motors,
Excel Crop, Finolex Cables, Gammon Infra, Gayatri Sugars, Gulf Oil Corp,
HT Media, IL&FS Trans, Jai Corp, JBF Inds, KS Oils, Lumax Auto, Manali Petro,
Max India, Modi Rubber, National Fert, NCC, Nicco Corp, Nitin Fire, Oil India,
Page Ind, Parsvnath Dev, Ramco Systems, Simplex Mills, Sono Koyo, Star Paper,
Subex, Sundaram Clayton, Tamilnadu Petro, Time Techno, Ucal Fuel, United
Brew, UB Engg, Unity Infra, UP Hotels, Vardhman Lab, Veena Textiles, Venus
Remedies, Vishnu Sugar, Vista Pharma, Welspun Syn earnings expected

13-Feb Ahmednagar Forging, Amtek Auto, Ansal Buildwell, Autolite India, Bombay
Dyeing, Bombay Rayon, Brooks Lab, C&C Const, Coral India, Cranes Soft,
Dredging Corp, Essar Shipping, Excel Ind, GV Films, Hanung Toys, Hind Syntex,
Hindalco Ind, Hindustan Dorroliver, Hitech Plast, Hotel Leela, IG Petro, Igarashi
Motors, Indian Oil Corp, J Kumar Infra, JK Paper, Mawana Sugars, MCX, Mukand,
Natco Pharma, National Steel, ONGC, Panacea Bio, Ruchi Infra, Sun Pharma,
Technofab Engg, Total Exports, United Spirits, United Textiles, Voltamp Trans
earnings expected

14-Feb ABC Bearings, ABG Infra, ABG Shipyard, Allcargo Logistics, Apple Finance,
Aruna Hotels, Arvind Remedies, Ashirwad Steel, Asian Hotels, Bannari Amman
Sugar, Britannia Ind, Cifco Finance, Clutch Auto, CRISIL, Deep Inds, Dishman
Pharma, Elder Pharma, Financial Tech, Gammon India,  Garware Poly, Gayatri
Proj, Geodesic, GPT Infra, Gujarat Apollo, HBL Power, Hitech Gears, JBM Auto,
Kesoram Inds, Lakshmi Vilas Bank, Lyka Labs, M&M, Mcnally Bharat, Micro Tech,
MTNL, National Plastics, NCC Finance, Nestle India, Om Metals, Patel Engg, PSL,
Punj Lloyd, Rajesh Exports, Ram Informatics, REI Agro, Rico Auto, SAIL, Samtel
Colour, SBI, Shipping Corp, Simplex Infra, Spice Jet,  Steel strips, Stone India,
Suzlon Energy, Unitech, Zenith Comp earnings expected

Source: Bloomberg
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