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Economy News
 Encouraged by softening inflation and fiscal consolidation roadmap by

the government, RBI slashed key policy (repo) rate by 0.25 per cent to 7.5
per cent, the second such surprise rate cut outside regular policy review in
less than two months. (ET)

 The government approved four-laning of six highways, spread across five
states, including Himachal Pradesh, West Bengal and Uttar Pradesh,
having a total length of 712 km at a cost of Rs 126bn. (ET)

 India expects higher rainfall from the monsoon this year after patchy
rains affected farm output last season, weather office sources told.
(Reuters)

 The government mopped up about Rs 600bn with top carriers Bharti
Airtel, Vodafone India, and Idea Cellular bidding fiercely to secure
airwaves in circles where their licenses are due to expire, amid a
concerted effort by Reliance Jio Infocomm to mop up data airwaves. The
bidding has taken place in all bands. At present, a value of approximately
Rs 600bn has been committed by bidders against the value (at reserve
price) of around Rs 490bn of provisionally won spectrum. (ET)

Corporate News
 Reliance Defence Systems, along with Reliance Infrastructure, is set to

make a entry into the defence sector by acquiring Pipavav Defence in an
all-cash deal. Reliance Infrastructure will first invest Rs 8,190 mn for 17.66
per cent stake at Rs 63 a share from the promoters and, subsequently,
launch an open offer for an additional 26% stake at Rs 66 a share. (BS)

 Cairn India Ltd will spend less than half of what was originally planned
in capital expenditure in the next financial year, as low crude oil prices
make it unremunerative for energy firms to make large investments.
(Livemint)

 In the second round of coal auctions, Adani Power Ltd, JSW Steel Ltd
and Usha Martin Ltd emerged as successful bidders. Adani Power
submitted a closing bid of Rs.302 per tonne for Jitpur coal field in
Jharkhand, while Usha Martin's closing bid for Brinda and Sasai fields was
at Rs.1,804 per tonne. The Moitra coal block saw a closing bid Rs.1,512 per
tonne from JSW Steel. (Livemint)

 Zee Media Corporation fixed price at Rs 18 per share for its proposed
rights issue to raise nearly Rs2bn. (ET)

 State-owned Indian Bank said it will raise Rs2.8bn through preferential
allotment of shares to the government. The issue price for the
preferential allotment would be Rs 181.31 per share. (BS)

 State Bank of India hinted that its biggest share sale issue, which may
fetch Rs 100-150bn, may hit the markets "anytime". Last month SBI had
said its board and shareholders had approved the proposed QIP issue to
raise Rs 100-150bn from the markets, which would make it the largest
ever issue from a domestic institution. (ET)

 IDBI Bank said it proposes to raise Rs200bn through bond issuance from
domestic market next fiscal. (BL)

 Tata Motors shareholders have approved a proposal to raise Rs 75bn via
rights issue. (ET)

 Odisha Electricity Regulatory Commission (OERC) has cancelled licences of
three power distribution companies (discoms), Nesco, Wesco, and
Southco, all owned Reliance Infrastructure Ltd. (BS)

Equity
% Chg

4 Mar 15 1 Day 1 Mth 3 Mths

Indian Indices
SENSEX Index  29,381  (0.7)  1.8  3.2
NIFTY Index  8,923  (0.8)  2.4  4.5
BANKEX Index  22,515  (1.8)  3.2  4.8
BSET Index  12,022  (1.0)  4.3  10.7
BSETCG INDEX  18,401  (0.4)  9.2  12.1
BSEOIL INDEX  9,789  (1.3)  (4.0)  (7.4)
CNXMcap Index  13,243  (1.4)  2.9  4.5
BSESMCAP INDEX  11,382  (1.3)  0.9  (0.8)

World Indices
Dow Jones  18,097  (0.6)  1.2  0.8
Nasdaq  4,967  (0.3)  4.2  3.9
FTSE  6,919  0.4  0.8  2.6
NIKKEI  18,704  (0.6)  7.0  4.5
HANGSENG  24,465  (1.0)  (1.9)  1.2

Value traded (Rs cr)
4 Mar 15 % Chg - Day

Cash BSE  6,803  62.9
Cash NSE  26,326  23.4
Derivatives  299,397  76.7

Net inflows (Rs cr)
3 Mar 15 % Chg MTD YTD

FII  753  54  1,243  27,824
Mutual Fund  547  72  547  5,358

FII open interest (Rs cr)
3 Mar 15 % Chg

FII Index Futures  23,456  (0.5)
FII Index Options  52,707  2.5
FII Stock Futures  60,127  (2.1)
FII Stock Options  2,925  19.3

Advances / Declines (BSE)
4 Mar 15 A B T Total % total

Advances 69 721 176  966 33
Declines  231  1,374  259  1,864 63
Unchanged  -  79 33  112 4

Commodity % Chg

4 Mar 15 1 Day 1 Mth 3 Mths

Crude (NYMEX)  (US$/BBL)  51.8  0.6  2.7  (21.3)
Gold   (US$/OZ)  1,201.2  (0.3)  (4.6)  1.2
Silver  (US$/OZ)  16.2  (0.6)  (5.2)  0.1

Debt / forex market
4 Mar 15 1 Day 1 Mth 3 Mths

10 yr G-Sec yield %  7.7  7.7  7.7  7.9
Re/US$  62.3  61.9  61.8  61.9

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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MONETARY POLICY

Second surprise move … cuts key policy rate by 25bps (a month
earlier than our expectation)
RBI cut policy rates today by 25 bps, following 25 bps cut in Jan policy. RBI surprised
by announcing rate cut on inter-policy date, effectively making next policy date re-
dundant. RBI had indicated in Feb policy that it would wait for fiscal consolidation
and re-based CPI inflation, both of which helped in creating favorable environment.
We were expecting 25 bps rate cut in April policy and the timing is certainly a sur-
prise. We expect RBI to be on hold now in April 7th policy.

Monetary and Liquidity Measures:

 Reduce policy repo rate under the LAF from 7.75% to 7.5%

 Keep CRR unchanged at 4.0% of NDTL

 Introduced medium term (end FY18) CPI inflation target of 4% (+/- 2%)

 Continue with daily variable rate repos and reverse repos to smooth liquidity

Bank rate

Source: RBI

RBI opted to follow up January's unscheduled rate cut again by an unscheduled rate
cut, with the repo and the reverse repo rates being cut by 25 bps to 7.5% and 6.5%
respectively. In addition, RBI introduced recently agreed monetary policy framework
with government on formal inflation targeting, "Going forward, the RBI will seek to
bring the inflation rate to the mid-point of the band of 4 +/- 2 per cent provided for
in the agreement, i.e., to 4 per cent by the end of a two year period starting fiscal
year 2016-17." We believe 4% CPI-combined inflation target by end of FY18 is
achievable, with continued fiscal consolidation and tackling supply side bottlenecks.

With regard to supply side bottlenecks, it is critical for the government to get crucial
legislations like land bill, insurance bill, GST bill passed in the parliament at the ear-
liest. Given, enhanced focus of the government on creating long term sustainable
growth environment and reducing spoilage of food products, we expect inflationary
pressures to ease going forward, any monsoon surprise.

ECONOMY UPDATE

Jayesh Kumar
kumar.jayesh@kotak.com
+91 22 6652 9172
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Variable rate repo/reverse auctions

Source: RBI

Keeping in view, its stated objective of providing liquidity in the system, RBI has
been conducting regular repo-reverse repo auctions to keep the overnight rates near
repo-rate.

10-Year Government Securities Yield

Source: Bloomber

Keeping in view of moderation in rate cut, G-Sec yield has softened significantly
from over 9% to 7.7% over the course of the year. We expect G-Sec yield to stay in
the range of 7.25-7.75%.

RBI has kept its forward guidance largely unchanged, but have changed its priority a
bit, "Further monetary actions will be conditioned by incoming data, especially on
the easing of supply constraints, improved availability of key inputs such as power,
land, minerals and infrastructure, continuing progress on high-quality fiscal consolida-
tion, the pass through of past rate cuts into lending rates, the monsoon outturn and
developments in the international environment".

Language in the last policy's guidance was "Also critical would be sustained high
quality fiscal consolidation as well as steps to overcome supply constraints and as-
sure availability of key inputs such as power, land, minerals and infrastructure. The
latter would be needed to ensure that potential output rises above the projected
pick-up in growth in coming quarters so as to contain inflation."

Earlier fiscal consolidation was high on priority, which has now shifted to easing of
supply constraints and improved availability of key inputs. Introduction of the pass
through conditions of past rate cuts into lending rates puts onus on banks to first re-
duce lending rates before asking for further rates cuts. We believe banks would now
start cutting rates, enabling growth recovery.
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CAIRN INDIA LTD. (CIL)
PRICE: RS.244 RECOMMENDATION: SELL
TARGET PRICE: RS.222 FY16E P/E: 10.8X

With softening of crude oil prices, Cairn India has meaningfully deferred its
capex plan (may impact its future growth earnings) and has also lowered its
production guidance. Our negative outlook on crude oil price along with
guidance cut by CIL makes us bearish on the near term growth potential of
the Company. Ambiguity on re-negotiation of fiscal terms of Rajasthan
block and uncertainty on extension of contract for next 10 years are some
other key concerns. We downgrade CAIRN to SELL (earlier Accumulate) and
revise our target price to Rs.222.

Key developments:
 Capex guidance lowered:

With softening of crude oil prices, Cairn has lowered its capex guidance from
USD 1.2 bn to USD 500 mn for FY16E. Earlier, the Company had guided for US$
3 bn FY15-17 capex but the same is reduced to $1.6 bn i.e. US$1.4 bn capex
deferred till crude revives significantly. Moreover, lower exploration capex im-
plies not much improvement in resource base in the near future. With this some
of the projects will be deferred namely 1). Satellite Fields, 2). MPT Upgrade, 3).
Bhagyam /Aishwariya Polymer, and 4). RJ Exploration drilling. Out of $500 mn,
CIL will invest 15% in exploration activity, 40% in growth projects, and 45% in
core fields.

The Company will now focus on re-engineering projects and re-negotiating con-
tracts to improve project economics. The Company will undertake projects that
are economically viable at current oil prices.

In FY15, CIL invested US$ 1.1 bn mainly on 1). MBA Sustenance, 2). M&A
Barmer Hill, 3). Satellite Fields, 4). Gas block, and 5). Exploration & Appraisal.

 Volume growth guidance cut: The Company has withdrawn its earlier volume
growth guidance of 7 to 10% over the next three years. We have accordingly
lowered production assumption in our model. We do not rule out further cut in
production and capex guidance along with further softening of crude oil prices.

 Update on Raag Deep Gas Project: The Company has received Management
Committee approval for the Raag Deep Gas Project.

Valuation and Estimates:
 We have lowered volume growth assumption, capex and marginally tweaked

crude oil prices.

 We expect EPS of Rs. 37 and cash EPS of Rs. 50 for FY15E and EPS of Rs. 22 and
cash EPS of Rs. 42 for FY16E. We have revised our volume growth assumption
and assumed flattish volume growth in FY16E.

 We believe at current price, the stock is expensively valued at 5.7x EV/EBIDTA
and 10.8x P/E based on FY16E earnings estimates. We arrive at the fair value of
Rs. 222/Share for the stock. We downgrade CAIRN to SELL (earlier Accumulate)
and revise our target price to Rs.222 (earlier Rs.260).

Key Risk Remains -
 Any significant rise in the crude oil prices can improve its realization.

 Exchange fluctuation risk

 Any hike in taxes such as Cess, etc.

Summary table

(Rs mn) FY14 FY15E FY16E

Sales 187,617 137,051 120,425
Growth (%) 7.1 (27.0) (12.1)
EBITDA 148,371 94,572 76,438
EBITDA Margin (%) 79.1 69.0 63.5
PBT 128,496 77,365 45,500
Net Profit 124,318 69,629 41,405
Adj. EPS (Rs.) 65 37.1 22.1
Growth (%) 3.3 (43.0) (40.5)
CEPS 79.4 49.9 41.9
BV (Rs/Share) 301.1 328.6 339.0
DPS (Rs.) 12.5 12.5 10.0
ROE (%) 22.5 9.7 6.4
ROCE (%) 40.2 16.7 9.3
Net Debt/ (Cash) (17,619) (22,116) (15,051)
NW Capital (Days) 91.9 54.7 52.1
EV/Sales (x) 2.3 3.1 3.6
EV/EBITDA (X) 2.9 4.5 5.7
P/E (X) 3.7 6.4 10.8
P/CEPS (X) 3.0 4.8 5.7
P/BV (X) 0.8 0.7 0.7

Source: Company, Kotak Securities - Private
Client Research

COMPANY UPDATE

Sumit Pokharna
sumit.pokharna@kotak.com
+91 22 6621 6313
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Key developments:
Capex deferment = Volume growth deferment

Cairn had earlier guided for a capex of $3 bn during FY15-17E. However, with the
softening of crude oil prices the Company has lowered the same to US$1.6 bn. As a
result, volume growth guidance of 7 to 10% over the next three years is also low-
ered.

Revised Capex guidance

Source: Company

In FY16E, the Company is planning to invest around $500 mn mainly on 1).
Managla Polymer EOR, 2). MBA infill & sustenance, 3). New gas terminal & pipe-
line, 4). Appraisal/Testing of existing discoveries in Rajasthan and 5). Seismic activity
in non-RJ blocks.

Share price performance

Cairn India has under-performed Nifty.

Source: Bloomberg
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Valuation and recommendation:
 We expect EPS of Rs. 37 and cash EPS of Rs. 50 for FY15E and EPS of Rs. 22 and

cash EPS of Rs. 42 for FY16E. We have revised our volume growth assumption
and assumed flattish volume growth in FY16E.

 We believe at current price, Stock is expensively valued at 5.7x EV/EBIDTA and
10.8x P/E based on FY16E earnings estimates. We arrive at the fair value of
Rs.222/Share for the stock. We downgrade CAIRN to SELL (earlier Accumulate)
and revise our target price to Rs.222.

We recommend SELL on Cairn
India with a price target of

Rs.222
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Gainers & Losers Nifty Gainers & Losers
Price (Rs) chg (%) Index points Volume (mn)

Gainers

Sun Pharma  1,006  6.7  NA 7.6

DLF Ltd  154  1.9  NA 8.8

ITC Ltd  344  0.8  NA 21.5

Losers

Sesa Sterlite  212  (4.4)  NA  3.3

NMDC  133  (4.1)  NA  3.0

Bank of Baroda  180  (3.6)  NA  10.1

Source: Bloomberg

Bulk deals Trade details of bulk deals

Date Scrip name Name of client Buy/ Quantity Avg.
Sell of shares price

04-Mar ADHUNIKIND Padmalaya Advisory Services Llp S  334,882  179.5

04-Mar ADHUNIKIND Admirable Advisory Services Llp B  334,882  179.5

04-Mar COROMANDEL Foskor Proprietary Ltd S  2,400,000  275.0

04-Mar CUBIFIN Mridul Securities Pvt Ltd B  426,500  3.5

04-Mar DELTALTD Jagmohan Garg B  197,879  44.6

04-Mar DELTALTD Adhir Sachdeva S  100,000  45.4

04-Mar EICHERMOT Aktiebolaget Volvo S  1,270,000  15,114.0

04-Mar EICHERMOT Citigroup Global Markets Mauritius B  409,675  15,111.0

04-Mar IKAB Anilkumar Indrakumar Bagri B  109,000  16.0

04-Mar IKAB Skp Securities Limited S  105,750  16.0

04-Mar ISLCONSUL Deepak N Pankhiyani Huf S  70,000  25.4

04-Mar LOOKS Rajyog Share And Stok Brokers Ltd B  60,000  138.0

04-Mar LOOKS Shree Bhuvanakaram Tradinvest S  40,000  138.0

04-Mar LOOKS Shree Mallikarjun Trad Invest S  60,000  138.0

04-Mar LOOKS Savitri Sons B  36,000  138.0

04-Mar M3GLOBAL Manish Arvindlal Shah S  32,265  25.0

04-Mar PPAP Vinay Kumari Jain S  520,000  120.0

04-Mar PPAP Sri Lehra Jewellers Pvt Ltd. B  520,000  120.0

04-Mar SABOOSOD Anant Steel Pvt Ltd S  190,438  14.2

04-Mar SURYAMARK Abheek Nagpal S  300,000  49.9

04-Mar TRANSPEK-$ Pat Financial Consultant Pvt Ltd B  115,000  291.0

04-Mar TRANSPEK-$ Minal Bharat Patel S  140,000  285.8

04-Mar URJAGLOBA Jhaveri Trading & Investment Pvt Ltd S  449,364  39.5

04-Mar UVBOARDS Sasidhar Vavilala S  280,250  8.2

04-Mar UVBOARDS Dheeraj Kumar Lohia B  150,000  8.2

04-Mar VIVIMEDLAB Gautamkumar Mithalal Jain B  100,000  352.5

04-Mar VMS Shiv Shakti Agrifoods Pvt Ltd B  112,459  26.6

04-Mar VMS Uttam P Solanki S  91,980  26.6

Source: BSE
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RATING SCALE

Definitions of ratings
BUY – We expect the stock to deliver more than 12% returns over the next 9 months

ACCUMULATE – We expect the stock to deliver 5% - 12% returns over the next 9 months

REDUCE – We expect the stock to deliver 0% - 5% returns over the next 9 months

SELL – We expect the stock to deliver negative returns over the next 9 months

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

RS – Rating Suspended. Kotak Securities has suspended the investment rating and price target for this stock, either because there is not a sufficient
fundamental basis for determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The previous
investment rating and price target, if any, are no longer in effect for this stock and should not be relied upon.

NA – Not Available or Not Applicable. The information is not available for display or is not applicable

NM – Not Meaningful. The information is not meaningful and is therefore excluded.

NOTE – Our target prices are with a 9-month perspective. Returns stated in the rating scale are our internal benchmark.
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