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Economy News
 In a hint that it may have got more than the actual price in the recent coal

block auctions, the government has decided against going piecemeal for
auction of coal linkages to prevent artificial scarcity that leads to
"aggressive bidding by large players". (DNA)

 Google India said that increasing Internet penetration and growing
preference for online shopping is expected to help the online fashion
retail market touch USD 35 billion by 2020, Fashion retail on e-commerce
portals is expected to constitute 35 percent of the total online retail
revenue generated in India by 2020. (moneycontrol)

 With the Maharashtra Budget proposing to increase the premium on floor
space index (FSI) to generate more revenue, the urban development
department headed by Chief Minister Devendra Fadnavis has issued a
notification increasing both the premium amount and the FSI in Mumbai's
suburbs. (Indian Express)

Corporate News
 SpiceJet Ltd is facing prospect of flight cancellations with the Delhi High

Court ordering the aviation regulator Directorate General of Civil Aviation
(DGCA) to de-register six of its 32 aircraft. The high court order was passed
on the petition filed by two Irish aircraft leasing firms which took control
of their six Boeing 737s because of non-payment of dues by SpiceJet.
(DNA)

 Everest Industries is planning to make operational its first overseas unit
at Ras Al-Khaimah in the UAE by December this year or January 2016. Built
at around Rs. 1 Bn, the facility will manufacture boards and panels. It will
cater to the company's exports in West Asian and African nations. (BL)

 Blue Star is eyeing a bigger share of Uttar Pradesh AC market. The annual
AC market of Uttar Pradesh and nationally are pegged at around 0.3
million and 3.75 million units, respectively. The domestic AC market is
growing by 10 and 19 per cent in volume and value terms respectively. (BS)

 Aurobindo Pharma Limited has received the tentative approval for
Lacosamide tablets from the US Food and Drug Administration (US FDA).
The drug, a generic equivalent of UCB Inc's Vimpat, is used in the
treatment of partial-onset seizures in patients with epilepsy aged 17 years
and older. (BS)

 Rajesh Exports Ltd has bagged an export order worth Rs 12.6 Bn of
designer range of gold and diamond studded jewellery and medallions
from UAE-based Al Sultan Jewellery. The order is to be completed by May
31, 2015. (BS)

 Jet Airways is introducing a daily direct international flight linking Pune
with Abu Dhabi and beyond. It is also adding three new additional daily
flights from Pune to Mumbai, Delhi and Chennai. (BL)

 Tata Steel's soon to be commissioned six million tonne greenfield steel
plant at Kalinganagar has provided direct employment to 2602 people.
Tata Steel is setting up a six million tonne steel mill at Kalinganagar of
which the first phase with three million capacity is expected to be
commissioned. (BS)

 Axis Bank has reduced interest rates offered on retail deposits by 25 basis
points across maturities. The cut by the country's third largest private
bank comes after the Reserve Bank of India slashed its key policy rate by
25 basis points to 7.50% on March 4. (ET)

 Wipro has won a legal victory with the Karnataka High Court allowing it
to save a significant amount in taxes from its overseas operations. The
judgment is likely to have an impact on Indian companies that have
overseas operations. (BL)

Equity
% Chg

19 Mar 15 1 Day 1 Mth 3 Mths

Indian Indices
SENSEX Index  28,470  (0.5)  (2.6)  4.0
NIFTY Index  8,635  (0.6)  (2.3)  5.0
BANKEX Index  21,539  (1.8)  (1.4)  1.9
BSET Index  11,600  (0.1)  (2.6)  9.8
BSETCG INDEX  17,262  (1.0)  (0.5)  12.2
BSEOIL INDEX  9,487  (0.7)  (2.6)  (5.0)
CNXMcap Index  13,207  (0.4)  0.1  8.3
BSESMCAP INDEX  11,098  (0.6)  (2.9)  1.6

World Indices
Dow Jones  17,959  (0.6)  (1.0)  0.9
Nasdaq  4,992  0.2  0.7  4.8
FTSE  6,962  0.2  0.7  6.4
NIKKEI  19,477  (0.3)  6.3  10.6
HANGSENG  24,469  1.4  (1.6)  5.7

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

Cash BSE  3,758  5.0
Cash NSE  18,596  2.2
Derivatives  385,459  65.9

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

FII  (462)  (239)  5,700  32,282
Mutual Fund  231  (40)  2,348  7,159

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

FII Index Futures  20,671  0.3
FII Index Options  65,111  1.2
FII Stock Futures  60,175  (2.3)
FII Stock Options  3,197  (2.4)

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

Advances 92 773 172  1,037 36
Declines  206  1,280  233  1,719 60
Unchanged  2  85 31  118 4

Commodity % Chg

19 Mar 15 1 Day 1 Mth 3 Mths

Crude (US$/BBL)  43.9  (0.2)  (12.8)  (22.4)
Gold   (US$/OZ)  1,169.3  1.4  (3.0)  (2.2)
Silver  (US$/OZ)  16.1  3.3  (1.3)  0.8

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

10 yr G-Sec yield %  7.8  7.8  7.7  8.0
Re/US$  62.5  62.7  62.3  63.3

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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been prepared by the Private Client Group. The views and opinions expressed in this document may or may not match or may be contrary
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ITC LTD

PRICE: RS.333 RECOMMENDATION: SELL
TARGET PRICE: RS.314 FY16E P/E: 24.7X

Given continued aggression in policy action displayed in the budget, and
potential for extra-budget regulation of cigarette consumption, we
maintain a SELL recommendation on ITC. While the expected price hikes
will have a positive impact on near-term visibility in profits, we think that
continued pricing action would, as has been displayed in 3Q results,
continue to have an adverse impact on near-term and habit formation. We
view the aggressive stance of the government as a negative signal on the
potential for passage of proposed changes in COTPA, and believe the
proposed changes could have a (further) significant impact on cigarette
consumption. Given these, along with modest growth expectations in
earnings, we think that 5-year average P/E should be the ceiling, and not
the floor, for valuation of ITC. Until clarity emerges on these regulations/
until medium-term earnings growth rises significantly, we believe a 5%-
10% discount to 5-year averages is warranted. Valuing ITC at 23.3X FY16E
PER (5% discount to 5-year average), we cut our price target to Rs 314 (Rs
335 earlier).

Price Hikes post budget on expected lines, near-term volumes to be impacted:
ITC is likely to raise cigarette prices post the excise duty hikes affected in the
budget by ~15% on average, in our estimate.

Due to continual steep hikes in excise duties, ITC is faced with unattractive
choices: the company may either raise its prices (in order to maintain/ enhance
margins), or it may raise prices less than proportionately relative to the rise in
excise duties. In the former case, the company risks losing long-term consump-
tion habits, while in the latter, the company faces two risks : a/ reduced visibility
in near -term EBIT, and b/ sending a wrong signal to the government (since the
government excise collection rises more if the company). As such, cigarette
price hikes were expected, with the only question remaining on the timing, ex-
tent, and frequency of intervention.

The company has reportedly chosen to raise prices, and the prices of key brands
that have been presented by media outlets are as follows:

Likely changes in ITC cigarette prices

Pre-Budget Price Likely Post-Budget Price* % chg

Classic 190 218 15%

Gold Flake Kings 190 218 15%

Gold Flake Regular 68 78 15%

Will Navy Cut 69 78 13%

Super Star 38 44 16%

Source: Media reports

We note that 15%-20% hike in prices, affected after the last year's budget
have had an impact of -8% on volume growth in ITC's 3QFY15 numbers (ciga-
rette volumes, y/y). As such, we see reason to believe that a further such hike
will likely have similar impact on volumes. We would expect that following this,
no price hikes would be taken this year.

Summary table

(Rs mn) FY14 FY15E FY16E

Sales  328,826 364,223 399,678
Growth (%) 11.1 10.8 9.7
EBITDA  120,988 133,879 147,461
EBITDA margin (%)  36.8  36.8  36.9
PBT  126,591 141,953 159,539
Net profit  87,852  96,528 106,891
EPS (Rs)  11.1  12.2  13.5
Growth (%)  16.7  9.9  10.7
CEPS (Rs)  12.2  13.3  14.7
BV (Rs/share)  29.3  33.9  39.7
Dividend / share (Rs)  6.0  6.5  6.5
ROE (%)  40.5  38.5  36.6
ROCE (%)  32.5  31.2  30.3
Net cash (debt)  33,458  57,911  88,045
NW Capital (Days) 186 206 227
P/E (x)  30.1  27.4  24.7
P/BV (x)  11.4  9.8  8.4
EV/Sales (x)  7.9  7.1  6.4
EV/EBITDA (x)  21.6  19.3  17.3

Source: Company, Kotak Securities - Pri-
vate Client Research

COMPANY UPDATE

Ritwik Rai
ritwik.rai@kotak.com
+91 22 6621 6310
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Quarterly Volume Growth (Cigarettes, %, y/y)

Source: Kotak Securities - Private Client Research

As discussed in our earlier reports, continual price hikes that are well in excess
of inflation are detrimental to the long-term consumption of cigarettes in India.
Cigarettes are essentially a habit product, and we believe that continual price
hikes shall impact total recruitments, as intended by the government.

Near-term negatives: Results, Cigarette Packaging Norms, Potential
changes in COTPA

While ITC's new (higher priced) stock is yet to hit the market, retailers have
raised prices to consumers, as per anecdotal accounts. This implies that: 1/ sec-
ondary sales are likely to see impact in 4QFY15, and 2/ primary sales of 1QFY16
could likely be weak, in line with 3QFY15. As such, near - term weakness is
likely to persist for the coming 2-3 quarters (although some relief will likely be
seen on a q/q basis in the 4QFY15 results).

The Cigarette Packaging rules, which specify that the minimum size of statutory
warnings (85% of both sides, as compared with 40% on one side presently) that
should be made on all cigarette packs, will become applicable from April 1,
2015, and are likely to be a further negative for the stock.

Further to these, there could be more negative news-flow on ITC, in relation to
the changes that were proposed to the Cigarettes and Other Tobacco Products
Act. These changes include, among other things, a ban on sale of loose ciga-
rettes. Of the provisions mentioned in the bill, we believe two could be the most
damaging: a/ ban on sale of loose cigarettes, b/ change in legal age for buying
tobacco products (18 to 21 years).

In several interactions with us, several investors point that these (potential
changes to COTPA)  are surmountable issues after all, given that it is difficult to
regulate every nook and corner and every kiosk, and that cigarette companies
could bring in sachets that would offset the impact of the changes. In this con-
text, we think it needs noting that: i/ ban on smoking in public places would
have sounded equally hard to implement but it was implemented with consider-
able success (so implementation does not become impossible simply because it
involves dealing with many small outlets), ii/ given the government's stance on
the size of statutory warnings on packs, it seems to us unlikely that sachets of
all sizes will be allowed. Further, the draft bill for changes in COTPA, placed in
public domain, specifically states that one of the reasons for seeking ban on
sales of loose cigarettes is that sale of loose cigarettes makes them affordable
for minors. As of now, we believe that cigarette manufacturer's might be al-
lowed to have a 5-cigarette pack at best.

We note that loose cigarettes sales account for ~70% of total sales. The prefer-
ence for loose cigarettes is based on: 1/ affordability issues, and 2/ several
smokers tend to believe that purchasing single cigarettes will reduce total in-
take. It is our belief that the affordability issues will dominate the net impact of
such a regulation.
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Given that ITC's profits continue to be primarily cigarette driven, we believe that
these regulations could have a further detrimental impact on earnings expecta-
tions.

Valuations cheap relative to sector, but expensive relative to
growth prospects

ITC has been a significant underperformer within the FMCG pack, over the past
two years, and current valuations of the stock are at a significant discount to
peers. Further, current valuation of the stock is at an 21% discount to peak
valuations, and is in line with 5 years' average.

However, we think: 1/ current growth prospects of the company are weakest in
the past five years, 2/ the commitment of the government to reduce cigarette
consumption is the highest in several past years, in our opinion. We believe ITC
should trade at no more than its average for the past five years, i.e. the 5-year
average should serve as a ceiling rather than a floor for valuations.

NTM P/E (X) versus EPS growth (%)

Source: Bloomberg, Kotak Securities - Private Client Research

As the chart above shows, ITC's re-rating from ~20X one-year forward earnings,
to 25X-30X one - year forward earnings had been driven by consistent earnings
growth in the 2008-2012 period. We see reason to believe that as earnings
growth expectations have moderated significantly, ITC is unlikely to see higher
valuations until long-term earnings expectations grow stronger.

As regards the discount of the stock to peers, we believe the same is justified on
account of two factors: 1/ ITC's growth prospects in the near-term are weaker
than peers, 2/ ITC faces structural negatives in the long-term that are dissimilar
to peers, 3/ it is not implausible (given the market cap, float of ITC relative to
other FMCG companies) that valuations of other FMCG stocks have been driven
up in anticipation of ITC's underperformance.

We maintain SELL on ITC, and value ITC at 23.3x PER FY16E, or Rs 314 (cut from
Rs 335 earlier). Our target valuation multiple is derived as a 5% discount to 5-
year average valuation multiple of 24.5x one-year forward earnings.

Risks
Key risks to our negative view on ITC include: 1/ higher - than expected resil-
ience of cigarette volumes, 2/ news-flow/ rumors on potential for spin-offs of
various segments from ITC.

We mai9ntain SELL on ITC with
a price target of Rs.314
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Bulk deals Trade details of bulk deals

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

19-Mar BERLDRG Pinkal Ratilal Shah S  28,851  39.4

19-Mar BERLDRG Kamlesh Kantilal Shah B  26,255  39.4

19-Mar BHANDHOS Nagarathinam P B  75,000  32.7

19-Mar CENPORT Ramadevi Kancharla B  11,000  27.0

19-Mar CENPORT Sanichetty Muni Venkatesh S  18,000  27.0

19-Mar CHMBBRW Arch Capital Advisors Llp B  56,500  12.3

19-Mar CHMBBRW Deepak Real Estate Developers India S  64,800  12.3

19-Mar HINDTIN-$ Religare Finvest Limited S  54,375  60.3

19-Mar INTLCONV Pace Stock Broking Services Pvt Ltd S  613,535  25.3

19-Mar LLOYDELENG Pivotal Business Managers Llp B  300,000  184.4

19-Mar LLOYDELENG Rajul Estate Private Limited S  275,000  183.9

19-Mar OASISEC Pooja Parikh B  12,956  30.9

19-Mar OASISEC Nishma Gorwara S  12,956  30.9

19-Mar OLPCL Mohamed Iqbal N B  85,000  23.9

19-Mar ORICON-$ Surendra Shrikrishna Somani S  850,000  64.5

19-Mar ORICON-$ Sk Somani & Co S  5,982,713  64.5

19-Mar ORICON-$ Rajendra Somani S  850,000  64.5

19-Mar ORICON-$ Oriental Enterprises S  2,700,000  64.5

19-Mar ORICON-$ Naf India Holdings Ltd B  10,752,400  64.5

19-Mar PFLINFOTC Mahesh Dinkar Bhosle B  55,950  275.5

19-Mar PFLINFOTC Dhanlaxmi Cotex Ltd S  53,965  285.6

19-Mar PRISMMEDI Vandana S  21,036  18.6

19-Mar PRISMMEDI Rajeev Garg S  20,600  18.6

19-Mar PRISMMEDI Mithani Investment & Trading Private B  21,676  18.6

19-Mar PURSHOTTAM Rajendra Prasad Agarwala B  40,000  23.1

19-Mar SIEL Open Online Securities Pvt Ltd S  130,000  19.6

19-Mar SIPROJECTS Dipti Jitesh Parmar B  30,250  29.8

19-Mar SIPROJECTS Deepa Dixit Patel B  23,250  29.8

19-Mar SIPROJECTS Amita Hirabhai Parmar B  49,750  29.8

19-Mar SIPROJECTS Jitesh Shankarbhai Parmar B  30,250  29.8

19-Mar SIPROJECTS Kailash Tantia S  492,269  29.8

19-Mar SIPROJECTS Chintala Aruna B  39,645  29.8

19-Mar SIPROJECTS Kandlakunta Josephbala Prathap B  26,500  29.8

19-Mar SIPROJECTS Mohan Reddythokala B  27,500  29.8

19-Mar SIPROJECTS Rani Elzabeth B  27,000  29.8

19-Mar SIPROJECTS Vangala Sreedevi B  29,250  29.8

19-Mar SIPROJECTS Srivalli Yarramsetti B  27,350  29.8

19-Mar SIPROJECTS Raja Reddy Kommareddy B  27,500  29.8

19-Mar SIPROJECTS Prasad Reddy Vennapusa B  27,250  29.8

19-Mar SIPROJECTS G Venkatappaiah B  30,500  29.8

19-Mar SIPROJECTS T Vijay Prakash Reddy B  29,250  29.8

19-Mar SIPROJECTS T Suguna Reddy B  29,250  29.8

19-Mar SKIL Viewlink Dealers Private Limited B  15,575  138.0

19-Mar SUDAR Tulshiram Sitaram Manwal S  121,687  21.7

19-Mar VGCL Vinod Garg B  210,000  19.0

19-Mar VIRTUALG Parag Jagdishbhai Sheth S  2,715,000  10.0

19-Mar YAMNINV Gopal Bansal S  12,100  69.0

19-Mar YAMNINV Bij Buildcon (India) Private Limited B  12,100  69.0

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.

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

Gainers

Lupin Ltd  1,922  2.6  NA 1.7

Asian Paints  835  2.5  NA 2.0

Gail India  390  2.1  NA 1.8

Losers

Punjab National Bank  162  (3.9)  NA  3.5

Bank of Baroda  177  (3.2)  NA  4.0

Axis Bank  564  (3.1)  NA  7.7

Source: Bloomberg
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Disclaimer
Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution
house.
Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), MCX
Stock Exchange Limited (MCX-SX), United Stock Exchange of India Limited (USEIL) and a dealer of the OTC Exchange of India (OTCEI). 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 under the process of seeking registration
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 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 in-
formation 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 forward-looking statements are not predictions and may be subject to change without notice. Our proprietary trading and investment businesses may make
investment decisions that are inconsistent with the recommendations expressed herein.
Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private
Client Group. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the
Institutional Equities Research Group of Kotak Securities Limited.
We and our affiliates/associates, officers, directors, and employees, Research Analyst(including relatives) worldwide may: (a) from time to time, have long or short
positions in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn
brokerage or other compensation or act as a market maker in the financial instruments of the subject company/company (ies) discussed herein or act as advisor or
lender / borrower to such company (ies) or have other potential/material conflict of interest with respect to any recommendation and related information and
opinions at the time of publication of Research Report or at the time of public appearance. Kotak Securities Limited (KSL) may have proprietary long/short position
in the above mentioned scrip(s) and therefore should 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.
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 com-
panies 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 our website ie www.kotak.com
Research Analyst has served as an officer, director or employee of Subject Company: No
We or our associates may have received compensation from the subject company in the past 12 months. We or our associates may have managed or co-managed
public offering of securities for the subject company in the past 12 months. We or our associates may have received compensation for investment banking or
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