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pwar ias early week as post-budget week
Seoul 1,635 A 25 ¥ 29 : _
Shanghai 3031 v 07 v 75 euphoria leads fresh capital flows by the FII and four
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Semeox 1-Week Budget has left higher disposable income in the hands
FM Nifty of tax payers by decreasing the impact of direct taxes,
— which will lead to higher consumption and higher
BSE 500 .
Cs . savings.
peR My The indication given by FM is very clear that there
pensmicar should be no hurdle in the way to return to high
CINX MidCap growth trajectory of ~9%. Indirect taxes were partially
(%) 2 4 6 rolled back to balance out the relief given under direct
&
Sensex CYTD taxes. The only major concern left unaddressed was
P‘J Nifty inflation, which is spiraling and will start pinching
CD BeE 500 further, after the hike in excise and custom duty and
) increase in retail fuel prices.
BSE MidCap . . . L.
Gradual reduction in fiscal deficit over next three
BSE SmlC
) . years comforted bond market, however with
. borrowings being frontloaded early in the new fiscal,
%) - o s worries over high supply has pushed ten year yield
BSE Sectoral Indices above 8%.
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Global scenario has started improving. US Fed says
economy improved in most regions at modest rate
soothing jobs concerns and bolstering hopes of
consumption revival. We believe global economy is
still accident prone; however the nature of accident is
not discernible.

I I Events during the week

Metal ~ O&G

Date Events

08-Mar GER: Industrial Production; JP: Trade Balance
Auto  Bank CapGd FMCG  Health

11-Mar US: Trade Balance, Initial Jobless Claims
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FM oils Economy, PSUs slip

The FY11 Budget offers some stupendous measures
for the economy but none for the oil PSUs. The fiscal
deficit target has been set at 5.5% of GDP for FY11.
The net borrowing is estimated to be reduced to INR
3.45 tIn from INR 3.98 tIn. However, Oil PSU’s have
again been made the scapegoat of government
actions. Companies producing crude oil and
different value added petroleum products are
expected to contribute a lot in the reducing fiscal
deficit and thereby lower market borrowing.

Some of the noticeable announcements concerning
oil PSUs which are as follows;

Oil marketing companies (OMCs) would continue
to be compensated by cash. However no amount
was affirmed upon except for ~ Rs 31 bn for LPG
and kerosene. No fresh subsidy has been
announced for OMCs.

v" Economic Impact

Government hasn’t provided any amount to
subsidize OMCs ~ Rs 200 bn in FY10 and ~Rs
350 bn in FY11 . This may reduce FY11 budgeted
tiscal deficit (Rs 3.8 tln) by 8.4%.

% Impact on Companies

OMCs have been issued mere Rs 151 bn of cash
subsidy as against expected under recovery of
~Rs 330-350 bn on cooking fuels. If crude oil
price stabilizes at current levels, underrecoveries
on cooking fuel will continue to be in same range
keeping OMCs in red in FY11 as well.

Custom Duty restored to 5% on Crude oil, 7.5% on
Petrol and Diesel and 10% on non petro refined
products. Central Excise duty on petrol and diesel
enhanced by Re 1 per liter each and by Rs 2 per
liter on other products.

v Economic Impact

Total receipts would enhance by ~ Rs 450 bn into
government’s Kitty.

% Impact on Companies

The companies got an opportunity to hike the
administered petrol and diesel prices only to
recover the cost arising out of hike in duties. The
refining margins of the export based and
domestic refiners would shrink since they won’t
be able to recover the hike in input duty fully
and avail benefit of effective protection.

£

Sec 80IB not restored for gas producers operating
and developing blocks allotted in NELP I and
NELP VII

v Economic Impact

Apart from profit petroleum government will
also be entitled to receive corporate tax on the
profits earned from these gas blocks.

x  Impact on Companies

The payback period for the gas producers would
increase since the capital cost incurred will take
more time to recover on account of lower net
earnings. The IRR of the projects could reduce
and the cash earnings may shrink.

Increase in MAT by 300 bps to 18%
v Economic Impact

This move could strengthen government’s direct
tax receipts in the medium term since major oil
and gas and other PSUs availing infrastructure
status will be required to pay higher tax.

x  Impact on Companies

Major companies in the PSUs avail tax holiday
under section 80IA/80IB making them liable for
MAT. Their cash outlay could increase on
account of higher tax rate.

Government mulls to raise Rs 400 bn via
disinvestment route

v Economic Impact
Could reduce fiscal deficit burden by ~9.5%.
x  Impact on Companies

No benefit would be availed by PSUs since
whole proceeds will go in government’s kitty by
sale of stake.

Contribution to Exchequer by Oil Companies

(INR Bn) FY0O5 FY06  FY07 FY08  FY09
Custom Duty 117.0 916 1004 1263 63.0
Profit Petroleum 24.5 40.5 34.6 415 471
Dividend 76.4 723 79.6 76.5 45.0
Sales Tax 389.2 4688 5395 5645 6335
Excise Duty 4304 5206 5882 6169  608.8
Corporate Tax 111.8 109.0 121.5 163.2 120.3
Others (Centre) 413 39.7 48.2 58.6 50.9
Others (State) 43.2 55.9 60.1 70.0 494
Total 1,233.8 1,398.3 1,572.2 1,717.3 1,618.0
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Short-term trading based on technical indicators is a risky and skill oriented practice, which may result into huge losses or profits. It is
not advisable to trade a stock if it reaches the target price first and then comes within recommended range. Target prices are just
indicative based on the various technical parameters. Actual stock prices may come nearer or breach those levels. Always follow stop
losses to avoid larger losses.

Important Disclosure: The Research team of Khandwala Securities Limited (KSL) on behalf of itself has prepared the information given
and opinions expressed in this report. The information contained has been obtained from sources believed to be reliable and in good
faith, but which may not be verified independently. While utmost care has been taken in preparing the above report, KSL or its group
companies make no guarantee, representation or warranty, whether express or implied and accepts no responsibility or liability as to its
accuracy or completeness of the data being provided. All investment information and opinion are subject to change without notice. Also,
not all customers may receive the material at the same time.

This document is for private circulation and information purposes only. It does not and should not be construed as an offer to buy or sell
securities mentioned herein. KSL shall not be liable for any direct or indirect losses arising from the use thereof and the investors are
expected to use the information contained herein at their own risk. KSL and its affiliates and / or their officers, directors and employees
may own or have positions in any investment mentioned herein or any investment related thereto and from time to time add to or
dispose of any such investment. KSL and its affiliates may act as market maker or have assumed an underwriting position in the
securities of companies discussed herein (or investments related thereto) and may sell them to or buy them from customers on a principal
basis and may also perform or seek to perform investment banking or underwriting services for or relating to those companies.

The investments discussed or recommended in this report may not be suitable for all investors. Investors must make their own
investment decisions based on their specific investment objectives and financial position and using such independent advisors, as they
believe necessary. Income from investments may fluctuate. The price or value of the investments, to which this report relates, either
directly or indirectly, may fall or rise against the interest of investors. The value of or income from any investment may be adversely
affected by changes in the rates of currency exchange.

This document is strictly meant for use by the recipient only. None of the material in this report shall be reproduced, resold or re-
distributed in any manner whatsoever without the prior explicit written permission from KSL.
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