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After posting robust gains for three consecutive months, the markets entered an
overbought territory and witnessed a slight correction during the month.
Initially the markets opened on a firm note and rallied on the back of continued heavy
FII inflows into the domestic markets. The government’s plans to raise money through
divestment of its stake in PSUs also helped the market sentiment. After continuing the
rally till the middle of the month, the markets turned volatile, and profit booking set in,
as investors turned cautious on concerns of overvaluations at higher levels. Also the
announcement of the RIL-RNRL gas dispute verdict in favour of RNRL led to a sharp
selloff in RIL, leading to a drag on the broader markets. The markets have since
entered into a correction mode. The weakness in the global space, correction in
commodity spaces, concerns of below normal monsoon and the FII selling seen towards
the end of the month also triggered the downward momentum.
Towards the month end, the markets recovered some of its losses on the back of short
covering witnessed due to derivatives expiry. Signs of onset of the monsoons, along
with Nifty moving to a free-float methodology for calculation of the index, aided the
market recovery to some extent. By the end of the month, the BSE Sensex was down
by 131.41 or 0.90% to close at 14,493.84, while the Nifty fell 157.85 points or 3.55% to
4,291.10.
After remaining net buyers for major portion of the month, FIIs turned net sellers
towards the end of the month. For the month, FIIs were net buyers to the tune of Rs
3,830.20 Crs, while the Mutual Funds were net buyers in the equity markets worth Rs
839.10 Crs.
After being in the red for four consecutive months, the Index of Industrial Production
increased by 1.4% for April ’09, against –2.3% seen in March, indicating an improvement
in the health of the overall economy. During the month, WPI Inflation was down to –
1.14%, while the CPI inflation remained at 9.0%, belying any hopes of a rate cut.
At the sectoral level, Capital Goods rallied on expectations that the government might
increase spending in infrastructure, while IT sector outperformed the markets, tracking
the weakness in the rupee and taking cues from the global IT space. As the investors
turned a bit cautious before budget, defensive sectors such as FMCG and Healthcare
witnessed buying interest. Realty was the major under performer and came in for
correction, after its post-election rally. Oil & Gas under performed the markets tracking
the continuing strength in the global oil prices. PSUs were down as their weightage in
the indices declined after the NSE adopted the free-float method for calculation of
individual stock weightage in the Nifty.

Sensex During June 2009

Week 1 Week 2 Week 3 Week 4

" There is no correlation between good trading and intelligence. Average intelligence is enough.
Beyond that, emotional makeup is more important." -William Eckhardt

Week 5
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Market Outlook

Free Float Market Capitalization

Index - Stock market indices are meant to capture the overall behavior of equity markets. A stock market index is created by
selecting a group of stocks that are representative of the whole market or a specified sector or segment of the market. An
Index is calculated with reference to a base period and a base index value. There are various methods to calculate the index,
one of them is Free float market capitalization which is very widely used by major stock exchanges such as Nikkei, MSCI,
FTSE, BSE, STOXX, S&P, Dow Jones, etc. From June 26th 2009, NSE has adopted the Free Float Market Capitalization method
in calculating its indices. To understand this concept we should first understand the term Market Capitalization.
Market Capitalization: - It is a tool to measure a company’s size by multiplying the current market price of a share with the
total outstanding shares of a company.
Free float market capitalization is a product of market capitalization and free float factor, where free float factor is the ratio
of shares that are readily available to be traded in the market to that of the total number of outstanding shares of the
company. This method is used to calculate the index value by the stock exchanges, whereby the free float market value of the
companies in that index are shown relative to the base period free float market capitalization.
How are “shares readily available to be traded in the market” determined?
It is determined by subtracting the illiquid shares from the total number of shares. The illiquid category of shares include the
shares held by directors, founders and acquirers, by persons and bodies with controlling interest, shares held by govt. as
promoter or acquirer, holdings through the FDI route, strategic stakes by private corporate bodies and individuals, equity
held by cross-holdings, Employee Welfare Trusts, locked-in shares and shares which would not be sold in the open market.
What are the advantages of free float market capitalization method?
Some of the advantages of free-float market capitalization method are:
● It reflects the market trends more rationally as it takes into consideration only those shares that are available for trading in

the market.
● This method makes the index more broad-based by reducing the impact of illiquid shares, while increasing the weightage

of liquid counters.
● It aids both active and passive investors by enabling them to benchmark their returns vis-a-vis an investible index for an

active one, while it enables the passive ones to track the index with lower tracking error.
● This method helps us to include closely held large cap companies in the index, while at the same time preventing their

undue influence on the index movement.
Impact of changing Capital Structure:
● In case of a rights issue, market capitalization increases by the additional shares issued based on its theoretical price &

proportionate adjustment is then made to the Base Market capitalization, taking into account the number of additional
shares issued.

● In case of a bonus share the market capitalization of that company does not undergo any change.
● Base Market capitalization adjustment is required when new shares are issued by way of conversion of debentures,

mergers, spin-offs etc. or when equity is reduced by way of buy-back, corporate restructuring etc.
Investors’ Perspective
Adoption of free-float methodology would present a better picture of the market movement, while simultaneously lowering
the scope for market manipulation. The weightage of large-cap stocks with higher number of shareholders would increase.
For fund houses, and other large investors, the impact cost is also expected to be lower, on account of higher liquidity.

India’s annual budget would be presented on July 6th 2009, and with the economy continuing to be under pressure, the budget is
expected to be a reform oriented one. The budget announcements are expected to dictate the market trend in the short term. The
markets would also be keenly watching the 100-day reforms agenda of the government for the short-term direction.

The developments in the global markets should be keenly watched, as any significant correction after the recent recovery is expected
to affect the market sentiment.

After languishing in the negative territory for four consecutive months, the IIP numbers turned positive for the month of April 2009,
indicating an improvement in the health of the economy. Further improvement in the IIP data is likely to be perceived positively by
the markets.

Thereafter, the Q1 results of corporate India, which would start trickling in from the second week of July 2009, are expected to dictate
the direction of the market movement.

FIIs have been bullish on the Indian markets, and the Indian equities have outperformed all other emerging markets in the recent rally.
However, towards the end of the previous month, FIIs turned net sellers, taking the markets lower. FII inflows are expected to play
a major role if the markets were to retest their recent highs.

The monsoons this year have been disappointing so far, and the MET department has estimated a 7% below normal rainfall for the
current season. The market sentiment would be affected if this trend continues, as the agriculture sector is likely to be hit, resulting in
a lower GDP growth for FY 10.

Oil prices have rebounded and the crude oil has breached the $70/barrel mark towards the end of the month. Further rise in crude
prices is expected to strain the fiscal position of the government, and in the process affect the market sentiment.
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Earnings Per Share (EPS)
Who are Investors/Shareholders?

Investors/Shareholders are part owners of the companies in which they own shares. In the long run, the stock prices of the company
are determined by its current value and future growth prospects. The earnings of the company are the key indicators of its future
prospects. The factors affecting the earnings of the company, usually also dictate its stock price movement.

The earnings and its importance:

Earnings per share or EPS is the most commonly followed yardstick by the investors. EPS is calculated as Earnings/number of shares
in the company. For example, if the company you have invested in has earned Rs.1,00,00,000 as profit (earnings) for FY09 and the
company has nearly 10,00,000 shares, then the EPS = Rs.1,00,00,000/10,00,000 = Rs.10. If you have bought the stock at Rs.80, then you
have paid 8 times multiple (P/E) of the current EPS.

The market focuses a lot on the quality of the earnings i.e. whether the earnings are from the operational income or the other income.
How volatile or stable are the earnings of the company? Are the earnings of the company seasonal or cyclical? If the quality of the
earnings is good then the market could give a higher P/E for the company. Usually, most of the companies with stable earnings and
strong growth in operational income would command higher P/E, while the companies with volatile earnings and lower operational
income would command lower P/E.

The sustainability of the company's EPS growth is also a key factor that would dictate the stock price of the company. If the company
is able to witness sustainable growth in EPS, the investors are usually willing to pay higher P/Es to purchase its shares. Investors can
achieve higher EPS growth through earnings growth and/or reduction in the number of shares of the company.

The earnings of the company are the difference between its sales and its costs (earnings = sales – costs). The earnings can be increased
both by a rise in the sales of the company and/or by a fall in the costs incurred by it.

Investors prefer companies that are able to increase their earnings through sales growth rather than only through cost cutting, as
sustainable sales growth could lead to a sustainable growth in earnings. On the other hand, investors try to avoid companies where
there is deceleration of sales and earnings growth.

The number of shares of the company can be reduced through a buy-back done by the company of its own shares. While in the long
run investors prefer companies that are buying-back their own shares, they try to avoid companies that frequently issue additional
equity shares.

The stock prices of many companies advance in anticipation of a turnaround in their earnings i.e. companies that might be making
losses but have good earning potential in the immediate future. If the investors anticipate the projected EPS to improve, even though
the current earnings might be subdued or weak, there would be more demand for the stock in spite of its current weak earnings
performance.

Investors should be alert for signs of any possible accounting manipulation by the management/promoters of the companies to inflate
their earnings.

Since, the current EPS would also dictate the amount of dividend a company could pay to its shareholders, the long-term investors
would like to invest in companies that witness sustainable earnings growth, as it would enable the company to pay higher dividends
going forward.

Conclusion:

EPS is one of the key parameters that the investors have to take into account while making an investment decision in any stock. The
bigger the number, the better it is. The more a company earns, the more successful it is and the more desirable it becomes to investors.
With companies disclosing quarterly results, the change in the EPS of the company is being reflected in the stock price within short to
medium term. Successful investors tend to buy stocks when expectations of the company’s earnings growth prospects are low and
there is scope for positive earnings surprise. While a better than anticipated EPS growth in a company often causes a rise in the stock
price, a weaker than anticipated EPS could result in a fall in the stock price.

Current Technical Outlook
After 3 months of continuous rise, the recent market rally has encountered resistance between 15500-16000 and witnessed
a correction. If the market falls below the 14000 mark, the correction in the market is expected to intensify and it would
correct further to 13479 and thereafter to 12500 levels.

On the other hand, if the market closes above 15046 or crosses 15257, it would indicate that the market could resume its
rally. However, it would continue to face stiff resistance between 15500 and 16000 levels. If the market is able to cross the
16000 mark, then the maximum upside in the market could be till 16666.

Investors should take stock-specific view ahead of events such as the Budget and quarterly numbers. Investors should
enter stocks where valuations are still attractive and exit from stocks that are currently expensive. Traders should
remain alert and stick to strict stop losses.
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After growing at a CAGR of 8.8% during the five-year period 2003-08, the India’s overall
GDP growth for 2008-09 decelerated to 6.7%. Along with the cyclical cooling off that
would usually be seen in an economy after years of consistent high growth, the sharp
downturn in the global economic scenario had an adverse impact on various sectors of
the economy during FY 2008-09.
The ongoing economic downturn resulted in a fall in global and domestic demand, along
with high volatility in the value of rupee, sharp fluctuations in crude prices etc. The
government stepped in to alleviate the impact of these developments on various sectors
of the economy, by providing oil and fertilizer subsidies, farm loan waiver, various
stimulus packages and implementation of Sixth Pay Commission recommendations etc.,
resulting in considerable strain on the government’s finances. The total fiscal deficit as a
percentage of GDP rose to 6.2% during 2008-09, as compared to 2.7% in 2007-08. Currently,
the government is expected to have limited resources at its disposal to provide any
major sops to the industry.
With the economy on a growth path, FII inflows touched record highs during FY 2007-
08, resulting in a sharp appreciation in the rupee (The rupee touched 39.37 in Jan 2008).
However, once the global meltdown started, FIIs began pulling out of emerging markets,
and the rupee recorded sharp losses, falling below the Rs 52/$ mark. With the domestic
equity markets showing resilience since March 2009, the FII inflows have resumed and
the rupee rose against the dollar and currently trades above Rs 48/$.
During FY 08-09, spiralling food prices, along with the sharp rise in the price of crude oil ($147/Barrel in August 2008), resulted in the WPI
inflation crossing the 12% mark during August 2008. To counter this, RBI adopted a contractionary monetary stance and hiked the key
interest rates in order to decrease the money supply in the economy. However, in the second half of FY 2008-09, the sharp fall in commodity
prices, along with an acute global credit crunch resulted in the RBI reversing its stance and adopting an expansionary monetary policy to
increase the supply of money in the economy. Although the WPI has dropped significantly, Consumer Price Index (CPI) continues to be high,
signifying high prices of food and other essential articles. Crude oil prices dropped below the $40/barrel mark in mid FY 2008-09, before
rebounding to the $70/barrel, tracking the strength in the global equity markets that is being seen since March 2009.
During December 2008, the sharp fall in global demand on account of the financial crisis resulted in the country’s exports falling for the
first time in fifteen years, as demand in the overseas markets declined. Imports were also down on account of the sharp depreciation
of the rupee and the reduced domestic demand. However, by May 2009, the trade deficit reduced and stood at $5.2 Bn, as compared
to $11.3 Bn in May 2008, primarily on account of lower oil import bill.
The deceleration of growth in 2008-09 was spread across all the sectors, except mining & quarrying and community, social & personal
services. The community, social & personal services segment grew mainly on account of government’s stimulus packages and
government spending. The growth in agriculture and allied activities decelerated from 4.9% in 2007-08 to 1.6% in 2008-09, mainly due
to the fall in production of non-food crops including oilseeds, cotton, sugarcane and jute. After recording a rise of more than 10 million
tonnes for ten consecutive years, on account of irregular monsoons, the food grain production stood at 229.85 million tonnes, against
the initial target of 233 million tonnes. In spite of the rise in prices globally, the fertilizer prices in the country were kept at the 2002
levels, taking the government’s fertilizer subsidy bill to Rs 99,456 Cr during 2008-09. The deficit rainfall in the current season is also
expected to adversely affect the agriculture sector.
The manufacturing sector saw a sharp decline in 2008-09 as the exports fell and domestic demand too saw a sharp fall. The prices of steel
and other metal ores touched record highs resulting in higher input costs, while the cost of credit also rose, having an impact on the
margins. With exports continuing to decline, manufacturing sector may not see a significant improvement in the near term. Electricity
sector grew by 3.4% during 2008-09. The slow growth was on account of constraints in the availability of coal, decline in hydropower
generation on account of a fall in reservoir levels and sluggish addition of new capacity. With the monsoons being below the normal
level in the current year, the power generation levels in the country would be affected.
The domestic banking sector had little exposure to the sub-prime lending market and in the process, remained fairly insulated from the
global banking meltdown. With foreign credit drying up, domestic banks played a key role in extending credit to the corporate sector.
With interest rates being maintained at low levels by the RBI, bank credit now remains an important source for maintaining the growth
momentum. Construction sector grew by 7.2% in 2008-09, as compared to 10.1% in 2007-08. Initially the rising input costs (steel, cement
etc.) had a negative impact on the sector, and thereafter the bursting of the speculative bubble that had built up in some of the areas,
overcapacity and fall in demand affected the growth. Government spending on infrastructure, roadways is expected to play a role in

reviving growth in this sector.
Petroleum sector grew 3% in FY
09, aided by the growth in private
refineries, while the telecom sector
improved upon its performance in
the previous fiscal. With
competition intensifying, telecom
space has started showing signs of
slowing down, and 3G services are
now expected to drive the next
phase of growth.
For the economy to get back onto
the growth track, improvement in
the global economy would play an
important role. Apart from this,
policy reforms on the domestic front
would be the key for reviving the
economy. Privatization of some

PSUs can be on the government’s agenda as it can provide it with valuable resources to reduce fiscal deficit. Permitting FDI in multi-
brand retail, passing the Forward Contracts Bill, phasing out of various taxes etc. would be some of the key reforms on the agenda.
Increasing the FDI cap in insurance sector, and passage of the long pending Pension Fund Regulatory and Development Authority Bill
etc. are expected to provide the government with long-term funds to take up infrastructure and social security projects to improve the
quality of life.

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09
Agriculture, Forestry & Fishing 10.00 0.00 5.80 4.00 4.90 1.60
Mining & Quarrying 3.10 8.20 4.90 8.80 3.30 3.60
Manufacturing 6.60 8.70 9.10 11.80 8.20 2.40
Electricity, Gas & Water Supply 4.80 7.90 5.10 5.30 5.30 3.40
Construction 12.00 16.10 16.20 11.80 10.10 7.20
Trade, Hotels & Restaurants 10.10 7.70 10.30 10.40 10.10 *
Transport, Storage & Communication 15.30 15.60 14.90 16.30 15.50 *
Financial, Insurance, Real Estate & 5.60 8.70 11.40 13.80 11.70 7.80
Business Services
Community, Social & Personal Services 5.40 6.80 7.10 5.70 6.80 13.10
Total GDP at Factor Costs 8.50 7.50 9.50 9.70 9.00 6.70

* - Trade, Hotels & Restaurants, Transport, Storage & Communications together grew by 9% in 2008-09.

Sectoral Growth - Trends
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Company Profile: Merck Ltd, the Indian arm of the Merck KgaA (Germany) was incorporated in 1967. It operates in 2 segments i.e.,
pharmaceuticals and chemicals, accounting for close to 82% and 18% share of revenues respectively. The Pharma business comprises two
divisions i.e., Ethicals and Consumer Health Care (CHC). Ethicals used in the treatment of cardiovascular & metabolic diseases and
vitamins are the core focus areas of the pharma division. The CHC division caters to 4 major global health segments, namely, Mobility
(Flexijoints), Everyday Health Protection (Maxepa), Cough & Cold and Women & Children’s Health. The Chemicals business comprises
Bulk Drugs, Pigments and Active Pharmaceutical Ingredients. In the Bulk Drugs category, the Company is the sole manufacturer of
Thiamine Disulfide, Oxynex ST and Guaiazulene. The company has increased its Installed capacity of Bulk Drugs from 300 MT to 318 MT
per annum. In 2008, it has commissioned a 100%-export-oriented unit, with a capacity to produce around 150 tonnes per year of its
patented molecule, Oxynex ST. The Thiamine Disulfide and Guaiazulene manufacturing plants of the company are dedicated to exports.

CMP: 388.55 Merck Ltd. EPS : 37.14

Company Profile: Hyderabad Industries Ltd (HIL), a CK Birla group company was incorporated in1947 and enjoys a strong position in the
building material industry in India. The Company's business is divided into: Building Product Segment and Thermal Insulation Products. The
Building Product Segment consists of Fibre Cement Sheets (Asbestos as well as Non Asbestos), Autoclaved Aerated Concrete Blocks (Light
Weight Bricks) and Aerocon Panels, while the Thermal Insulation segments consists of Calcium Silicate Insulating Materials. It is one of the
leading manufacturers of fibre cement sheets in India with an estimated market share of around 20.5%. To keep up with the existing demand
and competition, it had recently set up a new fibre cement sheet line with a capacity of 90,000 MT per annum in Vijayawada. The company’s
research and development segment has developed environment friendly building and value added products, new products like Aerocon
Insta - panels, access flooring system, pressed sheets, fire protection boards, light weight AAC Blocks, non-asbestos jointing material for
automobile industry etc. The company has 13 patents for machines and products in India and other countries.

Key Financials (Rs. Cr.) FY 04 FY 05 FY 06 FY 07 FY 08
Net Sales 375.78 393.86 328.05 312.55 387.44
Operating Profit Margin (%) 31.23 31.74 53.70 34.06 25.16
PAT 69.40 78.52 79.86 68.33 62.62
Equity 16.86 16.86 16.86 16.86 16.86
Reserves 231.32 281.27 376.17 406.04 434.53
Debt 0.00 0.00 0.00 0.00 0.00
EPS (Rs) 41.16 46.57 47.37 40.53 37.14
Book Value (Rs) 147.20 176.83 233.11 250.83 267.73
Dividend(%) 100 150 200 200 175
Promoter Holding (%) Last 5 Qtrs 51.00 51.00 51.00 51.00 51.00

Weaknesses:
● Government’s pharmaceutical pricing

legislation DPCO hinders the realistic pricing
and this can lead to reduced profits.

● High dependence on the vitamins
therapeutic segment for revenues.

● Competition from domestic and international
manufacturers along with government
imposed anti dumping duty on imports,
continue to seriously impact the realisation
and margins of the pigment division.

Key Financials (Rs. Cr.)   FY 05   FY 06   FY 07   FY 08   FY 09
Net Sales 407.93 447.10 436.68 480.96 623.40
Operating Profit Margin (%) 9.24 16.37 8.45 8.48 14.89
PAT 11.32 39.40 16.22 13.67 44.84
Equity 7.17 7.48 7.49 7.49 7.49
Reserves 77.28 124.88 134.32 143.52 178.71
Debt 111.71 59.79 75.31 91.77 80.32
EPS (Rs) 15.79 52.67 21.66 18.25 59.87
Book Value (Rs) 109.54 176.16 181.90 194.41 241.62
Dividend(%) 25 50 50 50 100
Promoter Holding (%) Last 5 Qtrs 42.93 42.93 42.45 42.19 42.19

CMP: 240.05 Hyderabad Industries Ltd. EPS : 59.87

Strengths:
● The company has access to R&D facilities and technical & research assistance from

its parent company Merck KgaA, Germany in addition to assistance in getting
export orders from its other group companies.

● Merck is a zero debt company with huge cash reserves and is currently undertaking
buy-back of shares worth Rs.451.1Mn from the existing shareholders for a price
not exceeding Rs. 435/- per share.

● The company is the only manufacturer of Thiamine Disulfide, Oxynex ST,
Guaiazulene and largest Vitamin E manufacturer in the country.

● The company’s diversified product range for pharma, health care, food, biosciences
and cosmetics has immense scope in the country.

Weaknesses:
● Pressure on margins due to high raw

material input costs of OPC Cement, fly ash
etc. Also on the raising crude oil prices, the
company’s margins are under pressure.

● Concerns on the usage of Asbestos affecting
the health and safety are still present in some
segments. Threat of ban or restrictions on
use and transport of raw asbestos (chrysotile).
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Outlook: Due to its wide range of product
offerings & heavy promotional measures, Merck
is in a position to sustain the growth momentum
even in the economic downturn. In 2009, Merck

has launched cardiometabolic division, catering exclusively to cardio & diabetes management. With its diversified product line, launch of new
profitable products in both pharma & chemicals segment and strategic alliances with other major pharma companies for research in drug
discoveries, Merck is expected to maintain the growth momentum in the days ahead.

Strengths:
● Even during the current slow down, the company is able to generate revenues

due to the demand from the rural segment.
● The company’s diversified product range that caters to emerging sectors such as

infrastructure, power plants, agricultural buildings and warehouses etc., is an
advantage.

Outlook:The increase in demand for the low
cost housing can benefit the company’s products. Development in the growth driving sectors such as infrastructure, cement, agricultural
buildings, warehouses etc. can boost the company’s topline. The company’s strong network, wide product range, stress on environment
friendly products and offering end to end solutions from concept to commissioning are an added advantage. The company has a good
land bank in prime areas which can be monetized in the future.
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Company Profile : Established in 1989, Ramco Systems is a global provider of enterprise software and services, with a presence in over
nine countries. The company provides solutions to a range of verticals including aviation, banking, insurance, manufacturing, supply
chain, logistics, healthcare, e-governance and retail etc. The company specializes in offering custom made solutions for various
industries, and offers its products under Ramco Virtual Works brand. Apart from its usual offerings, the company has recently
launched On Demand ERP catering to growing businesses. It has an R&D unit that mainly focuses on enhancing usability, productivity,
performance and quality based on the user feedback. It provides managed software services, and has recently forayed into the BPO
space to offer outsourced payroll management systems. The company has been certified with ISO 9001:2000 quality standards, ISO
27001 security standards and has been assessed at SEI CMMi - SW Level 5.

CMP: Rs. 107.20 Ramco Systems Ltd. EPS : Rs. -26.09

Company Profile : Tata Communications, previously known as VSNL was established by the government of India in 1986, as the sole
provider of International Long Distance (ILD) voice services for the Indian market. It became a part of the Tata group in the year 2002.
The current operations of the company can be divided into three segments – Wholesale Voice Business, Carrier & Enterprise Data and
Retail Business. Under the wholesale voice services, the company sells voice minutes at both international and national level to other
telecom carriers, offers telecom signalling and VOIP services. Through its Carrier and Enterprise Data segment, the company offers IP
VPN, IPLCs, Leased Lines, Managed Services and Telepresence etc. to corporates and Internet Service Providers. The company’s Retail
business consists of dial up, broadband Internet and calling cards. Some of the company’s acquisitions include Tyco Global, Teleglobe,
Neotel (subsidiary) and CEC China (50%).
Strengths:
● The company has been able to acquire bulk of its current wholesale capacity at

competitive prices. The company’s global portfolio consists of 140,000 miles of
terrestrial and undersea cables, with 300 points of presence.

● The company has strategically invested in emerging markets, and is in a position
to significantly expand its presence in markets such as China, South Africa etc.

● Unlike its competitors, the company does not suffer from legacy networks, and
has been able to deploy the latest IP networks for its recent expansions.

● The company is widely diversified and derives only 43% of its current revenues
from the Indian markets.

Strengths:
● It is one of the first companies to offer complete ERP solutions on a SaaS (Software-

as-a-Service) model.
● The company has forayed into emerging sectors such as healthcare, infrastructure

and retail etc., which are expected to increase their contribution to the company’s
topline in the future.

● The company’s strategy to focus on customization is expected to give it an edge
over its rivals.

● The company’s focus on annuity-based contracts is expected to provide it with
stable revenues.

CMP: 475.10 Tata Communications Ltd. EPS : Rs. 11.08

Weaknesses:
● Due to the current slow down in this sector,

the company might face a threat in its
business both domestically and globally.
Also, the US protectionist measures might
impact the company’s business in BPO,
Consulting etc.

● The company derives more than 45% of its
revenue from exports, and is exposed to
currency movement risks.

Outlook: The company provides ERP solutions
to a variety of industries, ranging from retail to
aviation, and is expected to improve its topline
tracking the growth of the user industries. During

Outlook: The company’s focus on the high margin
enterprise and carrier services sector, especially in
the emerging markets of Asia and Africa, is expected
to be a key growth driver in the future. The company

Key Financials (Rs. Cr.) FY 05 FY 06 FY 07 FY 08 FY 09
Net Sales 220.51 261.18 266.70 195.32 187.65
Operating Profit Margin (%) -16.97 4.74 0.06 27.44 2.97
PAT (Adjusted) -32.97 -23.68 -37.71 -49.69 -40.15
Equity 12.28 15.39 15.39 15.39 15.39
Reserves 139.00 176.61 136.54 145.53 147.52
Debt 160.57 147.45 165.57 130.42 130.42
EPS (Rs) -26.85 -15.39 -24.50 -32.29 -26.09
Book Value (Rs) 123.19 124.76 98.72 104.56 173.60
Dividend(%) 0.00 0.00 0.00 0.00 0.00
Promoter Holding (%) Last 5 Qtrs 61.69 61.59 61.59 61.59 61.59

the last two years, although the adjusted profits of the company have been negative, the company reported positive net profits after extra-
ordinary items as it sold some of its real estate assets. Along with entering into strategic alliances with domain experts such as HP, IBM,
Sabre etc., the company’s focus on Software-as-a-Service model is expected to provide it an edge in the industry. The company derives
more than 50% of its revenues from the domestic markets, and is relatively insulated from the ongoing global slowdown.

is in a position to cater right across the communication spectrum, from wholesale to managed services, resulting in high potential for
growth. Although the company’s revenues might be hit in the short to medium term, the company is expected to weather the current
economic downturn. The company also has large tracts of land in prime localities spread across Delhi, Pune, Kolkata and Mumbai,
which can be monetized in the future.

Weaknesses:
● The company continues to derive a significant

part of its revenues from the Wholesale Voice
services, where the margins are under pressure.

● On account of its diversified nature, the company
has greater vulnerability to the current global
meltdown.

● With most of the global wholesale players
ramping up their existing capacity, an oversupply
of bandwidth may be created, leading to
underutilization of capacity.

Key Financials (Rs. Cr.)   FY 05   FY 06   FY 07   FY 08   FY 09
Net Sales 3308.31 4562.42 8611.21 8262.98 9963.17
Operating Profit Margin (%) 38.10 17.61 14.02 13.42 13.55
PAT 412.41 79.83 16.66 11.12 315.80
Equity 285.00 285.00 285.00 285.00 285.00
Reserves 5189.49 5115.19 4967.41 4866.98 6305.35
Debt 16.93 2042.68 2568.06 3388.88 3388.88
EPS (Rs) 14.47 2.80 0.58 0.39 11.08
Book Value (Rs) 192.09 189.48 184.30 180.77 231.24
Dividend(%) 60 45 45 45 45
Promoter Holding (%) Last 5 Qtrs 76.23 76.23 76.24 76.24 76.21
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We have provided below a short list of  companies which we feel are currently available at attractive valuations, particularly when viewed

with a medium\long term perspective. The CMP and the Market Cap. are based on 30/06/2009.

This document was prepared by Zen Securities Ltd (ZSL), on the basis of publicly available information, internally developed data and other
sources believed to be reliable. The material contained herein is for information only and under no circumstances should be deemed as an offer
to sell or a solicitation to buy any security. ZSL or its employees, may, from time to time have positions in the stocks mentioned in this
document. While all care has been taken to ensure that the facts are accurate and the opinions are reasonable, ZSL shall not be liable for any
loss or damage howsoever arising as a result of any person acting or refraining from acting in reliance on any information contained therein.

DISCLAIMER\CAUTIONARY NOTE

CONSERVATIVE INVESTOR (Low Risk Profile)

Sl.Sl.Sl.Sl.Sl. Company NameCompany NameCompany NameCompany NameCompany Name IndustryIndustryIndustryIndustryIndustry CMP(Rs.)CMP(Rs.)CMP(Rs.)CMP(Rs.)CMP(Rs.) EPSEPSEPSEPSEPS BVBVBVBVBV FVFVFVFVFV DivDivDivDivDiv EquityEquityEquityEquityEquity Market CapMarket CapMarket CapMarket CapMarket Cap TimeTimeTimeTimeTime
No.No.No.No.No. (30/06/09)(30/06/09)(30/06/09)(30/06/09)(30/06/09) (Rs.)(Rs.)(Rs.)(Rs.)(Rs.) (Rs.)(Rs.)(Rs.)(Rs.)(Rs.) (Rs.)(Rs.)(Rs.)(Rs.)(Rs.) (%)(%)(%)(%)(%) (Rs.Cr)(Rs.Cr)(Rs.Cr)(Rs.Cr)(Rs.Cr) (Rs.Cr)(Rs.Cr)(Rs.Cr)(Rs.Cr)(Rs.Cr) FrameFrameFrameFrameFrame

MODERATE INVESTOR (Medium Risk Profile)

1 Tata Communications Telecommunications 475.10 11.08 231.24 10 45 285.00 13540.35 M,L
2 Sundaram Finance Finance 285.00 31.13 228.27 10 65 55.55 1583.18 L
3 Whirlpool Consumer Durables 48.80 1.72 5.41 10 0 279.21 1362.54 M,L
4 BOC(I) Chemicals 149.25 7.20 121.31 10 15 85.28 1272.80 L
5 BASF Chemicals 254.95 20.76 119.77 10 70 28.19 718.70 L
6 Clariant Chemicals Chemicals 242.85 25.22 119.14 10 190 26.66 647.44 L
7 IndoTech Transformers Power Equipment 278.15 36.77 115.63 10 60 10.62 295.40 M,L
8 Hyderabad Industries Cement Products 240.05 59.87 241.62 10 100 7.49 179.80 M,L
9 Ineos ABS Petrochemicals 101.70 10.27 131.13 10 25 17.59 178.89 L
10 TTK Prestige Consumer Durables 134.20 15.76 58.90 10 35 11.33 152.05 L

Sl.Sl.Sl.Sl.Sl. Company NameCompany NameCompany NameCompany NameCompany Name IndustryIndustryIndustryIndustryIndustry CMP(Rs.)CMP(Rs.)CMP(Rs.)CMP(Rs.)CMP(Rs.) EPSEPSEPSEPSEPS BVBVBVBVBV FVFVFVFVFV DivDivDivDivDiv EquityEquityEquityEquityEquity Market CapMarket CapMarket CapMarket CapMarket Cap TimeTimeTimeTimeTime
No.No.No.No.No. (30/06/09)(30/06/09)(30/06/09)(30/06/09)(30/06/09) (Rs.)(Rs.)(Rs.)(Rs.)(Rs.) (Rs.)(Rs.)(Rs.)(Rs.)(Rs.) (Rs.)(Rs.)(Rs.)(Rs.)(Rs.) (%)(%)(%)(%)(%) (Rs.Cr)(Rs.Cr)(Rs.Cr)(Rs.Cr)(Rs.Cr) (Rs.Cr)(Rs.Cr)(Rs.Cr)(Rs.Cr)(Rs.Cr) FrameFrameFrameFrameFrame

AGGRESSIVE INVESTOR (High Risk Profile)

1 Dalmia Cements Cements 135.65 32.20 135.94 2 200 16.17 1096.73 M,L
2 Graphite India Capital Goods 46.00 9.42 49.98 2 150 30.22 695.06 M
3 Tata Elxsi IT 140.70 16.97 38.26 10 70 31.14 438.14 L
4 Shanthi Gears Gears 45.00 5.39 24.76 1 120 8.17 367.65 L
5 Agro Tech Foods Food Processing 133.60 6.56 45.91 10 0 24.37 325.58 L
6 Numeric Power Power Equipment 385.45 83.96 290.81 10 50 5.05 194.65 L
7 Nagarjuna Agrichem Agro-Chemicals 128.80 17.30 74.23 10 45 14.90 191.91 L
8 Ramco Systems IT 107.20 -26.09 173.60 10 0 15.39 164.98 M
9 VST Tillers Agro-Machinery 269.90 24.90 117.33 10 50 5.76 155.46 L
10 ETC Networks Media & Entertainment 106.45 23.70 99.27 10 25 9.74 103.68 L

Sl.Sl.Sl.Sl.Sl. Company NameCompany NameCompany NameCompany NameCompany Name IndustryIndustryIndustryIndustryIndustry CMP(Rs.)CMP(Rs.)CMP(Rs.)CMP(Rs.)CMP(Rs.) EPSEPSEPSEPSEPS BVBVBVBVBV FVFVFVFVFV DivDivDivDivDiv EquityEquityEquityEquityEquity Market CapMarket CapMarket CapMarket CapMarket Cap TimeTimeTimeTimeTime
No.No.No.No.No. (30/06/09)(30/06/09)(30/06/09)(30/06/09)(30/06/09) (Rs.)(Rs.)(Rs.)(Rs.)(Rs.) (Rs.)(Rs.)(Rs.)(Rs.)(Rs.) (Rs.)(Rs.)(Rs.)(Rs.)(Rs.) (%)(%)(%)(%)(%) (Rs.Cr)(Rs.Cr)(Rs.Cr)(Rs.Cr)(Rs.Cr) (Rs.Cr)(Rs.Cr)(Rs.Cr)(Rs.Cr)(Rs.Cr) FrameFrameFrameFrameFrame

1 GAIL Gas-Transmission 287.95 33.00 160.26 10 70 845.65 24350.49 L
2 Alfa Laval Engineering 880.60 49.55 169.19 10 250 18.16 1599.17 L
3 Ingersoll Rand Diversified 293.35 23.55 222.47 10 60 31.57 926.11 L
4 Merck Pharmaceuticals 388.55 37.14 267.73 10 175 16.86 655.10 L
5 Esab(I) Welding 414.05 39.57 89.03 10 155 15.39 637.22 L
6 Timken India Bearings 81.90 7.98 46.61 10 0 63.72 521.87 L
7 Indraprastha Medical Healthcare 35.15 1.77 12.44 10 14 91.67 322.22 L
8 Gwalior Chemicals Chemicals 83.80 10.10 70.56 10 12 24.68 206.82 M
9 Amrutanjan Healthcare Healthcare 364.95 15.47 81.41 10 70 3.20 116.78 L
10 Kabra Extrusion Extrusions 104.95 14.76 90.88 10 60 7.98 83.75 L

NA = Not Applicable;  S = Short Term (3 Months);  M = Medium Term (3-12 Months);  L = Long Term (12 Months and Above)
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Head Office :  Zen Securities Ltd., IIIrd Floor,Vamsee Estates, Ameerpet, Hyderabad - 500016. Ph : 040-23400855
 For details : Log on to www.zenmoney.com or  call 040-39112345 or email : money@zenmoney.com or
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