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Economy News
 The UP government issued an ultimatum to millers that they resume
operations and fixed new deadlines - of December 4 and 7 for the
western and eastern part of the state, respectively - for sugar millers to
start operations. (BS)
 Union cabinet deferred a decision on a contentious proposal that seeks to
prevent multinational companies from taking control of existing critical
care drug companies, following strong opposition from key stakeholder
ministries, including finance, and the Planning Commission. (ET)
 An inter-ministerial panel is scheduled to meet on December 3 to decide
on the long-awaited mergers and acquisitions norms for the telecom
industry, widely expected to spark consolidation in the sector. (ET)
 The department of fertilizer plans to roll our special baking arrangement
for the first time for all categories of fertilizer and not only urea unlike
earlier. This follows a proposal for soft loan soon to be finalized by the
ministry of finance to the tune of RS 100bn-120bn over and above the
subsidy of RS 55bn already disbursed to the ministry of fertilizer. (BS)
 The Ministry of Heavy Industries has told that it favours an increase in
customs duty on capital goods. The Ministry said that the prevailing rate
of 7.5% is much lower than the WTO bound rate of customs duty for
capital goods, which varies between 25 and 40%. (BL)
 The Reserve Bank of India (RBI) said it would consider relaxation of the
50% group limit for non-banking financial companies (NBFCs) investing in
insurance companies, on a case-to-case basis. (Livemint)

Corporate News
 NTPC, Larsen & Toubro, JSW Energy and five other companies have
submitted initial bids for the proposed 4,000-MW power project in
Cheyyur, Tamil Nadu. Jindal Steel and Power, Adani Power, Sterlite
Infraventure, GMR Energy and CLP India are the others in the fray for
the ultra mega power project (UMPP), which will use imported coal. (BL)
 Wind turbine maker Suzlon Energy Ltd, said its subsidiary REpower
Systems SE had announced the conclusion of EPC contract with Mitsui and
Co. (Australia) Ltd. to deliver 52 wind turbines with a total rated output of
106.6 megawatts (MW). (Livemint)
 Tech Mahindra is considering merging Mahindra Engineering Services, a
unit of Mahindra Group with itself. Mahindra Engineering Services has a
yearly turnover of ~Rs 2.5 bn & has about 1,300 employees. (ET)
 The Reserve Bank of India has initiated a special inspection of Kolkatabased United Bank of India, apparently prompted by an alarming rise in
bad loans that has forced the bank to report loss in the 2nd quarter. (ET)
 Gap Inc, the largest casual wear retailer in the US, looks set to enter the
Indian market next year though a joint venture with Arvind Brands, two
people familiar with the development said. (ET)
 TCS bagged a major deal to handle nearly 1,000 offshore jobs for British
energy giant NPower as part of its restructuring. (ET)
 Prime Minister will preside over a meeting today that could see a decision
on the long-delayed plans to sell government's stake in Balco and
Hindustan Zinc. Both companies are part Vedanta Group which holds a
controlling 51% stake in Balco and 65% in Hindustan Zinc (ET)
 The Calcutta high court extended status quo on the sale of 155 million
shares of ailing Haldia Petrochemicals Ltd (HPL), over the control of
which The Chatterjee Group (TCG) and West Bengal government are
embroiled in a legal battle. The Indian Oil Corporation (IOC) had bid
for the shares of HPL, which the state wanted to disinvest. (Livemint)
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PRICE: RS.300
TARGET PRICE: RS.330

RECOMMENDATION: ACCUMULATE
CY14E P/E: 26.7X

Castrol has launched various premium products in 9MCY13 which will
improve its realization. Additionally, the recent appreciation of the rupee
against dollar by ~10% (last three months) augurs well for the Company as
its raw material is denominated in dollar terms. We believe the full benefit
of the same will be reflected in Q4CY13 and onwards. Despite this, the stock
(-5%) has under-performed nifty (15.4%) by ~20% in the last three months.
Our revised earnings estimate with EPS of Rs.9.6 CY13E and Rs.11.2 CY14E.
On the basis of our estimates, the stock at current market price of Rs. 300 is
reasonably valued at 18.1x EV/EBIDTA, 26.7x P/E and 24.3x P/BV on the basis
of CY14 earnings. Based on our DCF valuation model, the 9-month target
price of Castrol is Rs.330 and we recommend Accumulate (earlier Reduce) on
Castrol.
Summary table
(Rs mn)

CY12

CY13E

CY14E

Sales
31,114
Growth (%)
4.3
EBITDA
6,347
EBITDA Margin
20.4
PBT
6,663
Net Profit
4,474
EPS (Rs.)
8.7
Growth (%)
(7.7)
CEPS
9.2
BV (Rs/Share)
13.1
DPS (Rs.)
7.0
ROE (%)
51.8
ROCE (%)
51.6
Net Debt / (Cash) (5,629)
NW Capital (Days)
16.9
P/E (X)
34.6
P/BV (X)
22.9
EV/Sales (X)
4.6
EV/EBITDA (X)
22.5

31,950
2.7
6,817
21.3
7,409
4,984
9.6
10.9
10.2
12.7
9.0
52.9
52.7
(5,963)
19.1
31.2
23.5
4.5
20.9

34,271
7.3
7,875
23.0
8,227
5,549
11.2
16.7
11.9
12.3
10.0
61.1
61.1
(5,896)
20.0
26.7
24.3
4.2
18.1

Source: Company, Kotak Securities - Private
Client Research

New product launches
 Some of the key launches offered are Castrol CRB and Castrol CRB Turbo with
Durashieldtm Boosters, re-launch of BP brand of lubricants, revamp of the Castrol
RX portfolio, Castrol Activ with Actibondm molecules, and Castrol Magnatec
with intelligent molecules. The Company also has few more products in pipeline
which will be launched in next few quarters. We expect this to improve the
margins going forward as they are premium products.
 Recent approval of Castrol's products by three original equipment manufacturers
(OEMs) namely Bharat Benz (Daimler), Mahindra for two-wheelers, and Ford
Motors will ensure higher demand for Castrol's products.
 In the commercial vehicle segment, Castrol India and Tata Motors Limited has
co-developed lube oil named as "Castrol RX Super Max Fuel Saver" which can
increase the fuel efficiency of trucks by 1.5%. This will save substantial amounts
of diesel as well as operating costs. It is expected that with the use of this latest
lube oil the truck operator can save up to Rs. 20K annually in fuel cost. Castrol
has priced this lube at Rs.389 / ltrs. As per 9MCY13 results, the average selling
price of all the products of Castrol is Rs.158.4 / ltrs. Premium pricing of the new
product can significantly improve Castrol's realizations, going forward. Both the
companies were working on the product from last four years. The JV has invested ~USD $ 1 Mn on the product.
 In 2013, the Company expects the two-wheeler lubricants segment to continue
on its growth path, given that OEMs are all geared up to tap two key opportunity
areas - rural and scooters. The emergence of women scooter owners/riders presents a new segment opportunity for differentiated products.
 The company is focusing on driving volume growth through increasing distribution reach and strengthening advocacy amongst key stakeholders.

Key risk remains in terms of:
 Forex volatility can adversely impact its margins
 Falling sales volume and rising competition is a big concern
 Industrial demand of lubricant is dependent on GDP growth. Any major fall in
GDP growth can impact Castrol's industrial sales volume.

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.
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Castrol's key developments
Share capital reduction

 The Company has proposed to reduce the share capital from the present face
value of Rs.10/share to Rs. 5/Share. The Company will return or pay Rs.5 / share
to all the shareholders of the Company whose name appears as on the record
date, Subject to approvals. The Company has yet to fix the record date for share
capital reduction. On the current share price of Rs. 300/share, this results in additional cash inflow for investors (1.6%) besides dividend. We expect Castrol to
give a dividend of Rs. 9/share for CY13 (dividend yield of 3.0%) and Rs. 10/share
for CY15 (dividend yield of 3.4%).
New product launches

 Some of the key launches offered are Castrol CRB and Castrol CRB Turbo with
Durashieldtm Boosters, re-launch of BP brand of lubricants, revamp of the Castrol
RX portfolio, Castrol Activ with Actibondm molecules, and Castrol Magnatec
with intelligent molecules. The Company also has few more products in pipeline
which will be launched in next few quarters. We expect this will improve the
margins going forward as they are premium products.
 Recent approval of Castrol's products by three original equipment manufacturers
(OEMs) namely Bharat Benz (Daimler), Mahindra for two-wheelers, and Ford
Motors will ensure higher demand for Castrol's products.
 In the commercial vehicle segment, Castrol India and Tata Motors Limited has
co-developed lube oil named as "Castrol RX Super Max Fuel Saver" which can
increase the fuel efficiency of trucks by 1.5%. This will save substantial amounts
of diesel as well as operating costs. It is expected that with the use of this latest
lube oil the truck operator can save up to Rs. 20K annually in fuel cost. Castrol
has priced this lube at Rs.389 / ltrs. As per 9MCY13 results, the average selling
price of all the products of Castrol is Rs.158.4 / ltrs. Premium pricing of the new
product can significantly improve Castrol's realizations, going forward. Both the
companies were working on the product from last four years. The JV has invested ~USD $ 1 Mn on the product.
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Raw material prices have significant impact on the profitability
 Castrol's earnings are highly leveraged to raw material prices. In Q3CY13, the
Company's performance got impacted due to steep depreciation in currency.
However, the recent reversal of the currency can partly lower its raw material
cost. Castrol imports its raw material, which is denominated in dollar terms, and
sells lubricants in the domestic market which is realized in rupee terms. Hence,
rupee appreciation lowers its raw material cost and can partly improve its margins.
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Rupee Dollar
 We expect rupee to strength further from here on account of various actions
taken by government and RBI.
Chart showing currency volatility

Source: Bloomberg

 The lubricant business is a seasonal business and volume gets affected due to
various seasonal factors. We have observed that for Castrol Quarter 2 (AprilJune) and Quarter 4 (Oct-Dec) of the calendar year are generally the best quarters. We expect Castrol to report a better performance in Q4CY13 on sequential
basis as the last quarter is generally one of the best quarters, secondly lower raw
material cost due to rupee appreciation and finally improvement in realizations.
Castrol vs Sensex
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Key Financials:
 Revenue growth: We expect revenues to grow by 2.7% and 7.3% in CY13E
and CY14E respectively on account of realization growth with premium product
launch.
 Volume Growth: We model -3.28% YoY growth in volumes in CY13E and
2.0% YoY growth in volumes in CY14E. Stronger emission norms and demand
for fuel efficiency is pushing OEMs to develop new engine technology at a faster
pace. India has also become an export hub for many global players, who are demanding higher specification engines and engine oils to meet the more stringent
international specifications. These factors could result demand for higher quality
lubricants, leading the industry towards wider acceptance of synthetic technology
superior and semi synthetic lubricants.
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Sales volume (mn ltrs)
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 Operating margins: We expect operating margin of 21.2% and 22.83% in
CY13E and CY14E respectively as against 20.4% in CY12E. In CY13E, we expect EBIDTA to be Rs.6.8 Bn and Rs. 7.9 Bn in CY14E.
 Earnings: Our revised earnings estimate stands at Rs. 9.6 CY13E and Rs. 11.2
CY14E after considering strong rupee and lower raw material cost.

Valuations:
Our revised earnings estimate with EPS of Rs.9.6 CY13E and Rs.11.2 CY14E. On the
basis of our estimates, the stock at current market price of Rs. 300 is reasonably
valued at 18.1x EV/EBIDTA, 26.7x P/E and 24.3x P/BV on the basis of CY14 earnings. In the longer run, Castrol India is in a strong position to benefit from growth
opportunities in the lubricant market on account of its strong brands, and enduring
relationships with key stakeholders.
Based on our DCF valuation model, the 9-month target price of Castrol is Rs.330 and
we recommend Accumulate on Castrol. We have assumed zero debt.

Key risk remains in terms of:
 Forex volatility can adversely impact its margins
 Falling sales volume is a big concern in the industry.
We recommend ACCUMULATE
on Castrol India with a price
target of Rs.330

 Industrial demand of lube oil is dependent on GDP growth. Any major fall in GDP
growth can impact Castrol's sales volume
 Lower Industrial growth may led to lower lubricant consumption in manufacturing
units

Company Background
Castrol India manufactures and markets a range of automotive and industrial lubricants. With the largest manufacturing and marketing network among the lubricant
companies in India, the Company has leadership positions in most of the segments
in which it operates including passenger-car engines oils, four-stroke oils and multigrade diesel engine oils. The three manufacturing facilities include a state-of-the-art
plant in Silvassa. Customers are reached through distributors, servicing over 91,000
retail outlets.
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Trade details of bulk deals
Date

Scrip name

Name of client

Buy/
Sell

Quantity
of shares

Avg.
price

28-Nov

Aagam Cap

28-Nov

Aagam Cap

Winsome Tracom Pvt Ltd

B

30,000

132.0

Mono Herbicides Pvt. Ltd.

S

30,000

132.0

28-Nov

Arrow Securi

28-Nov

Crest Animation Yusons Investment Pvt Ltd

Niraj Rameshbhai Shah

S

59,800

4.9

S

242,392

3.0

28-Nov

Eastern Sugar

28-Nov

Eastern Sugar

Surendra Singh Bengani

B

150,000

4.3

Anoop Nopany

S

169,449

4.3

28-Nov
28-Nov

Eastern Sugar

Supriya Kishor Hadawale

B

100,000

4.6

G Tech Info

Jhaveri Trading & Investment Pvt Ltd

S

523,401

28-Nov

0.4

Jay Mahesh Infr Om Prakash

S

34,141

15.4

28-Nov

KBS India

Rudraksha Expo Pvt Ltd

S

50,000

9.2

28-Nov

KBS India

Shree Mallikarjun Trad Invest Pvt Ltd

B

50,000

9.2

28-Nov

Neha Intl

Blue Peacock Securities Pvt Ltd

B

151,000

11.8

28-Nov

Pankaj Poly

Saryu Pandey HUF

S

131,500

12.9

28-Nov

Pankaj Poly

Hem Insurance Brokers Ltd

B

131,484

12.9

28-Nov

Parikh Herbals

Heena Rameshbhai Patel

S

562,787

22.1

28-Nov

Polychem

Rai Investments Ltd

S

2,070

237.5

28-Nov

Prime Cap

Shardaben Kakadia

S

56,000

20.2

28-Nov

Prime Cap

Divya Drishti Traders Pvt Ltd

B

125,700

20.2

28-Nov

Prime Cap

Ravjibhai Lajibhai Kakadia

S

67,000

20.2

28-Nov

Saint Gobain

Shri Gopal Rajgarhia

S

732,576

14.0

28-Nov

Tiger Logs

Vikas Meel

B

32,000

74.0

28-Nov

Tiger Logs

Kunj Bihari Ajmera (HUF)

S

32,000

74.0

28-Nov

Westlife Dev

Stichting Pensioenfonds Abp

B

1,067,940

400.0

28-Nov

Westlife Dev

Bay Capital Investments Ltd

S

2,197,525

400.0

Source: BSE

Gainers & Losers

Nifty Gainers & Losers
Price (Rs)

chg (%)

Index points

Volume (mn)

45.7

Gainers
Jaiprakash Asso
BHEL
Power Grid

49

7.2

(0.0)

151

3.3

(0.0)

8.5

95

2.8

(0.0)

12.3

Losers
Cairn India

318

(1.9)

(0.0)

2.9

Cipla

380

(0.5)

(0.0)

2.0

NDFC

125

(0.5)

(0.0)

2.3

Source: Bloomberg
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