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('94t0'99) ('94to0 '99)

1 Satyam Computers 136.9 1 Hindustan Lever 34110

2 Wipro 122.8 2 Wipro 18159

3 BFL Software 1171 3 ITC 15591
4 Infosys Technologies 101.8 4 Infosys Technologies 9145
5 Information Tech 100.0 5 Ranbaxy Labs. 4650
6 Fujitsu ICIM 88.8 6 Glaxo (India) 4632
7 NIIT 80.5 7 NIIT 4422
8 Amara Raja Batteries 75.9 8 Satyam Computers 4141

9 Pentafour Software 62.5 9 BHEL 3962
10 DSQ Software 60.3 10 Castrolindia 3482

> Sustained earnings growth is the biggest driver for wealth creation. High-growth
companies (>25% p.a.) account for 76% of the wealth created.

> Information technology companies are among the fastest wealth creators.

» High earnings growth firms with high RoE, bought at a reasonable PE/Earnings Growth

ratio (PEG), create maximum wealth.
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Concept, Objective & Methodology

Purpose

Equity markets worldwide have become the biggest source of Wealth Creation. Theworld
market capitalisation grew 20% during 1999, adding approximatdy $5 trillion, ontheback of $6
trillion added during 1998. Thesmart increasein theglobal market capitalisationimploresinto
takea closer ook at the creation of wealth in the past and the possible ramifications for the
Indian market aswell. It may benoted that the | ndian marketstoo have added almost $100 bn
inmarket cap during 1999, anincrease of 65%.

AsPhilip Fisher rightly says, "It seemslogical that beforeeven thinking of buying any common
stock, thefirst step isto seehow money has been most successfully madein the past.”

TheWedlth Creation study isaimed primarily at achieving this objective.

Concept

Wedlth Cresationisthe process by which acompany enhancesthemarket valueof capital entrusted
toit by itsshareholders. It isabasic measureof successfor any commercial venture. Wealth
Creationisachieved by rational actions of acompany inasustained manner.

For aninvestor, wesalth created by his company isthedifference between themarket valueof his
holdingsand hisinvestment cost (adjusted for dilutions). Equity investments areassociated with
agreater degreeof risk and hence, for an equity investor, wealth created by hiscompany must be
greater thanthat from other relatively low-risk assets.

At thetimeof making an investment decisonwearefamiliar with thefinancial statistics of the
company, its management, products, priceetc. Y et do we stop to ask ourselves, "Doesthis
company havethe ability to creategreat wealth for uson asustained basis?' Wehopethis study
(thefourthintheseries) bringsuscloser to an answer.

Objective

To find the financial characteristics of those companies that have created weelth for their
shareholdersintherecent past. Thiswould enableustoidentify futureWesalth Creators.

M ethodology

For the purpose of our study*, we haveidentified thetop 100 Wealth Creatorsfor the period
April 1994 toMarch 1999 inthelndian Stock Market. These companies havethedistinction of
adding atleast Rs.100 croresto their market capitalisation over thisperiod, adjusted for dilutions.
We havetermed thisgroup the " MOSt-Inquire 100 Wealth Creators' . Theranks havethen
been accorded onthe basis of thespeed of Wesalth Crestion i.e. compounded growthinwealth
over theperiod of study.

* The database used for this study is that of Capitaline Olé and Trends.



TheWealth Creator Group v/sBSE Sensex

Thisstudy pertainsto the period between April '94 and March'99. During thisperiod, theBSE
Sensex hasfallen from 3781 to 3740, afall of 0.22% CAGR. Thechart below presentsthe
relative performance of the 'MOSt-Inquire 100’ v/s the BSE Sensex during this period. The
'MOSt-Inquire 100" has demonstrated a 569% outperformanceto the market during this period.
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Wealth Creators~ BusinessAnalysis

|  Nature of Business
Theevolutionof information technology asawealth creating business,
seeninthelast study, now appears complete. Against threeinfotech
firmsthat figured in theten fastest wesalth creators between 1993-98,
the ten fastest wealth creators between 1994-99 consist of nine
infotechfirms. Moreover, thetotal representation of infotech companies
hasincreased from 5% during 1993-98 to 20% in 1994-99.

Continuing its past trend, businesses such as pharmaceuticals, FMCG
and automobiles dominatethewealth creators, constituting 53% of
thegroup, against 48% in the previous year and has contributed to

62% of wesalth created.

Industry No. of  Contributionto RoCE RoCE

Cos. Wealth Created % 1999 1994
FMCG 19 38.9 314 234
Information Tech. 20 30.2 31.3 21.5
Pharmaceuticals 21 14.1 18.5 21.7
Automobiles 13 8.8 214 23.9
Engineering 6 3.2 118 12.3
Media/Telecom 2 11 25.8 18.1
Petrochemicals 1 0.7 13.3 118
Consumer Durables 2 0.3 17.7 2.6
Cement 1 0.2 225 17.8
Chemicals 2 0.2 24.5 7.6
Banking & Finance 1 0.1 46.7 32.9
Aluminium 1 0.1 39.5 -6.0
Others 1 2.1 26.0 23.1
Total 100 100.0 22.7 18.8

Il BusinessActivity
The importance of focus in business cannot be over-emphasised.
Almost 96% of companiesin our Wealth Creatorslist havefollowed
afocused and consistent business palicy.

Business Activity 1999 Business Activity 1998
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Wealth Creators ~ BusinessAnalysis contd)

Product Attribute

Thetechnological edgeto aproduct isanimportant sourceof wealth
creation. Companieswith agreater eement of technology intheir
product lineshaveagreater propengity to createwealth. Almost 60%
of thewealth creators havetechnology as afeatureof their product
lines. Over the past four years, technology has emerged as a key
attribute of weelth creators consistently. Commodity companies, on
theother hand, arerepresented inconsistently. Thisfurther highlights
thefact that commodity businesses do not createwedlth onaconsistent
basis.

Product Attribute 1999 Product Attribute 1998
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Consumer Profile

A strong consumer or servicefranchiseiscritical towealth creation.
Consumer products and service-oriented businesses constitute 83%
of thewealth creators compared to 70% ayear earlier. Intermediate
product companiesformed only 17% of wesalth creators, afallout of
asmaller representation of commodity companies.

Consumer Profile 1999 Consumer Profile 1998
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Wealth Creators ~ Business Economics

Wealth Creation is concurrent with the overall improvement intheeconomicsof a
business.

»  Companies (fromthe'MOSt-Inquire 100", with a RoCE of lessthan 10%,

>

Year

numbered 22in 1994. Thishas reduced to ninein 1999.

At the other end of the spectrum, in theyear 1994, 28 companies earned

returnsin excess of 30% oninvested capital. Thisswelled to 42 companies
by 1999.

Of the 28 companiesthat started off with aRoCE of over 30% inthe base
year, 61% haveretained their positionsin thetop RoCE bracket, implying
that businesses with good economics generally tend to get better withtime.

W ealth Creators - Business RoCE
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Wealth Creators ~ Indian Companiesv/sMNCs

Management Cos. listed 1999 1998 Changes
MNCs 181 44 49 5)
TVS 30 5 4 1
Essel 3 2 1 1
Gol 312 2 6 @
Hero 5 2 1 1
Swaraj 3 2 2 0
ShivNadar 3 2 0 2
Tata 79 2 5 ©))
Others 7108 39 32 7
7724 100 100

Profitability of all companies expanded during 1994-99, although the
expansion has been much faster in the case of MNCs. However, the
ROE increase amongst MNCSs has risen consistently from 21.6% to
30.1%. Againgt this, Indianfirms RoE expansion hasbean duggish, risng
from 15.9%in 1994 t0 18.2% by 1999. Thisisexplained by twofactors:

1

MNCs haveaccounted for amere 17% of all thefundsraised by
theWealth Creator group.

Thedividend payout of Indian firms hasbeen avery conservative
19.7% versus 42.3% by MNCs.

Indian companies engaged in new-generation businesses such as|T,
media, retailing etc. arelikdly toincreasein future. This may seethe
Indian-MNC dividedisappearingin thecoming years.
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Wealth Creators~ DuPont Analysis

Net Profit/Sales

Thehigh-growth opportunity availableto the corporate sector between 1994-97 ledtoamassive
increasein profitability margins of wealth creators, from 5.95% in 1994 to 9.6% by 1996.
However, dower growthinthe period between 1997-99 prevented afurther increaseinmargins.

Net Profit / Sales %
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Asset turnover of wealth creators, too, has been afunction of overall growth, rising between
1994 and 1996 on the back of industrial expansionand falling subsequently. Thefall wasaresult
of growth slowing down, compared to the enhanced capital investment.

Asset Turnover

W ealth Creators - Asset Turnover

Asset/Equity Ratio (L everage)
Whenever wealth creators have exhibited strong growth, those periods have normally witnessed
arapid declinein the asset/equity ratio, indicating that growth haslargely been funded from
internal accruals. L everaging has been resorted to only intimes of slower growth.

Asset Equity

L
o

=]

m

o

[
23 tee" ™
—
e
H".
. i
e B2
et
Lt RS ¥ e i1 1} 1 B 19
Year Ended

Wealth Creators - Asset / Equity

108 107
Year Ended



Significanceof Growth

Earnings growth and earning power arethekey driversto weelth creation. Weelth creators, over the
last three studies, have been showing accd erated earnings growth, accompanied by anaccderation in
market capitalisation aswell. The high growth rates that the new-generation businesses arelikely
to demonstrateis expected to further increase the significance of growth in stock valuationsinthe

coming years.
Performance of top 10 Wealth Creators 1991-96 1992-97 1993-98 1994-99
Fastest Wealth Creators (Top 10) 5 year Mcap. CAGR % 82.8 42.4 62.7 94.4
Fastest Wealth Creators (Top 10) 5 year Earnings CAGR % 45.0 50.7 72.0 73.6

Thevalueof any company depends primarily onthreefactors:

1. Current profit
2. Current capital employed
3. Futuregrowthinprofitsand profitability

'All prices depend upon someone's estimate of future income' - Burr Williams

Future Profits Future Profitability

EPS Growth RoE/RoCE

Current Profits / Profitability

+10




Characteristics of Growth
Consistency, profitability and sustainability arethekey driverstothevaluation of growth.

Consistency of growth

Cydlica growthismuch moredifficult to predict compared to secular growth. Secular or consistent
growth hence commands much higher valuations. In short, what gets measured gets val ued.

Profitablegrowth

For growth to become sdlf-financing and capable of generating free-cash flows, it must be
profitable. Earnings growth achieved at asignificant capital cost may not beasvaluable.

Sustainability of growth

Thecurrent valueof companies depends considerably ontheperceaived longevity of ther earnings
growth. Thegreater thesustainability of such earningsgrowth, thebetter islikdy tobethevaluation
of suchgrowth.

Profit Growth of the'M OSt-Inquire 100

»  Themedian profit growth of the'MOSt-Inquire 100’ during the period between 1994-99is
31.8% CAGR.

Themedian profit growth of theBSE Sensex companiesis 23.2% during this period.
Thetop ten wealth creatorsinthe*MOSt-Inquire 100" registered a median CAGR of 95%
inearnings.

Barringfour, all other companiesinthe’ MOSt-Inquire 100" haverecorded earnings growth.

Companies with morethan 25% p.a. growth in earnings have contributed to 76% of the
total wesalth created.

»  Only 117 companies have earnings growth in excess of 25% p.a. between 1994-99. Of
these, 65 companies arewesalth creators.

Profitability of the'MOSt-Inquire 100

»  Themedian RoCE of the*MOSt-Inquire 100’ increased from 22.6% in 1994 to 29% by
1999.

»  ThemedianRoE of theMOSt-Inquire 100’ expanded from 19% in 1994 to 24% by 1999.

> Almost 66% of the companies of the'MOSt-Inquire 100" haveincreased their RoCE / RoE
inthis period.

11



Valuation of Growth

The magic of compounding

What makes growth valuableis its power to compound returns over a period of time. The
conecept of compounding can haveasignificant impact oninvestment returns (refer compounding
curve below).
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Infosys- Anexampleof compounding returns:

Theeffect of compounding earnings growth on stock returnsisbest illustrated with the
performanceof Infosys over the past fiveyears.

> EPSgrew @68.4% p.a. during 1994-99.

» RoEincreased from 29% in 1994 to 78%* by 1999, aCAGR of 22%.
> PIEgrew @21.6% p.a. during 1994-99.

»  Thecombined effect was a 102% CAGR in stock priceduring 1994-99.
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Thus, high earnings growth (68.4%), high profitability growth (22% p.a) bought at asufficiently
low PEG (0.4), led to compounded returns of 102% for shareholders

* Adjusted for capital raised through the ADR issue during 1998-99.
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How to Vaue Growth?

What istheright PEG?

Earnings compounded at different rates of growth result in different levels of
theterminal book value. The graph below depicts thePEG when earnings are
compounded at rates between 10% and 100% for a specified period of eight
years.

>

Earnings that compound @10% p.a. when bought at a PEG of 1, leadsto
recovery of capital ineight years.

Earnings that compound @50% p.a. can be purchased upto aPEG of 1.48
to ensurecapital recovery ineght years.

For earningsthat compound @100% p.a. (though high growth rates areby
itsdf unsustainable beyond aparticular leve), one could pay aPEG of even
5.1, and still ensurecapital recovery ineght years.

The appropriate PEG for any stock would vary substantially with respect toits
underlying growthrate.

PEG

PEG at different growthratesleading torecovery of capital in8years
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Thelmpact of RoE on Returns

Infosys Technologies - An example

Theanalysis presented aboveimplicitly assumesthat theRoE of any company over the specified period
of time, would approach theearningsgrowthrate. Inregdlity, thisassumption generally does not hold true
asthe earnings growth, RoE and P/E of companiesaredynamic.

Theperformanceanalysis of Infosys (presented below) however bringstheimportanceof profitability of
growthinto sharp focus. Thehigh earnings growth of Infosys during 1994-99 has been supported by a
consistently improving RoE. Thisindicatesthat the business, whilemaintaining such high rates of growth,
was becoming inherently moreprofitable. Thishd pedincreaseits PEG evenfurther.

Infosys Technologies 9903 9803 9703 9603 9503 9403
EPS Growth % 117.11 46.79 77.39 57.73 51.95 ---
P/E 71.51 48.51 19.61 17.10 25.89 26.92
PEG* -- 0.41 0.42 0.22 0.45 0.52
RoE % 78.00 45.64 35.06 26.99 21.50 28.82
5-year Mcap CAGR % 101.75

* PEG calculated on the basis of year-end P/E to 1-year forward earnings growth rate.

The Impact of PEG on Returns

Hindustan Lever - An example

HLL's performanceover the past fiveyearsisa classic exampleof theimportance of buying stocks at
reasonable P/E multiplesreativeto their underlying growth.

Thetablebeow provides a snapshot of HLL's performance during the period between 1994-99.

HLL 9812 9712 9612 9512 9412 9312
EPS Growth % 43.78 35.27 26.80 25.93 43.27
P/E 41.12 49.17 38.84 38.04 45.30 63.25
PEG* -- 1.12 1.10 1.42 1.75 1.46
ROE % 69.82 75.54 41.47 31.45 27.08 37.87
5-year Mcap CAGR % 23.67

* PEG calculated on the basis of year-end P/E to 1-year forward earnings growth rate.

EPSincreased @34.8% p.a. during 1994-99.

RoE increased from 38% in 1994 to 70% by 1999, aCAGR of 13%.

However the P/E multiple declined from 63x in 1994 to 41x by 1999, aCAGR of -8.2%.
TheHLL stock manged to ddiver areturn of 23.7% CAGR over this period.

YV V V V

The contrast between the performance of Infosys Technologies andHLL liesmainly inthe PEG prevailing
at thetimeof acquisitionin 1994.

While Infosyswas purchased at aPEG of 0.52, HLL was acquired at aPEG ratio of 1.46.
Infosys ddlivered CAGR returns of 105% against HLL'sreturns of 23.7% between 1994-99.

Thus, buying stocks at low PEG isextremdy crucial.
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Wealth Creators ~ Effect of Profit Growth on Price Performance

» The‘MOSt-Inquire 100" have been arranged on the basis of their PEG i.e. theratio of their P/E
multiples as on 1994 to their earningsCAGR during 1994-99.

» Thegroup has been divided into two parts on the basis of their medianPEG of 0.83. Companieswith
aPEG above 0.83 are denoted as 'HIGH PEG' stocks and those below 0.83 as'LOW PEG' stocks.

» Thegroups havethen been further sub-divided on a cut-off market capitalisation CAGR of 25%.

PEG 194
High (10.54) Median (0.83) Low (0.01)
137%
Qll Ql
Castrol Infosys
HLL Satyam
Nestle 15 34 PTL, Hero
Glaxo Honda
% MCap. CAGR (30.6%) | MCap. CAGR (45.2%)
£ | Earnings CAGR (27.2%) Earnings CAGR (51.3%)
25%2
b
@ Bajaj Auto Blue Star
T Bata IPCL
SB Pharma BHEL
Exide 35 16 Pentasoft
MCap. CAGR (13.4%) MCap. CAGR (15.6%)
Earnings CAGR (28.3%) | Earnings CAGR (26.9%)
I \Y,
0% Q Q
Low

Observation
Of the 50 LOW PEG stocks (QI), 68% have given superior returns. Quadrant | has a median market
capitalisation CAGR of 45%.

Conclusion
Stocks bought at aLOW PEG haveatendency to ddiver far superior returns.

Observation
Amongst theHIGH PEG stocks (QI11) 70% havegiven very low returns. The 34 companiesin Quadrant
Il have amedian market capitalisation CAGR of only 13%.

Conclusion
Stocks purchased at aHIGH PEG ratiofind it difficult to managevery highreturns.

"P/E multiples, inisolation, provide no indication to valuation. NoP/E multiplecan beregarded asHIGH
or LOW unlessit ismeasured rdativeto astock’sunderlying earnings growth potential . The PEG, hence,
becomes animportant yardstick for valuation of growth.

©15



Wealth Creators ~ Effect of Profitable Growth on Price Performance

The*MOSt-Inquire100" havebeen arranged onthebasis of their PEGi.e. theratio of their P/E multiples

ason 1994 to their earnings CAGR during 1994-99.

Thegroup has been divided into two parts on the basis of their median PEG of 0.83. Companieswitha
PEG above 0.83 are denoted as 'HIGH PEG' stocks and those below 0.83 as'LOW PEG' stocks.

The groups have then been further sub-divided on the basis of the median RoE of 24% at the end of

1999.
PEG 194
High (10.54) Median (0.83) Low (0.01)
4%
6% Tan Ql
CAGR CAGR
H - 43.6 24 26 H -136.9
M-24.1 M - 46.0
L- 6.5 L- 213
D
24% §
w CAGR CAGR
C% H - 88.8 H -101.8
M-12.2 26 24 M-21.8
L- 4.0 L- 75
23% Qlll Qlv
Low
H = High M = Median L = Low
Observations

Median CAGR of themarket capitalisation of Quadrant | isthehighest at 46% p.a.

Conclusion

Thefastest wealth creators are, thus, companies purchased at LOW PEG ratios and at discountstotheir
terminal RoE whichisreflected in Quadrant I.

Observations

Quadrant 111 recorded theleast returnsat 12.2% p.a.

Conclusion

Stocks bought at high PEG but with declining RoE do not providegood returns.
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Some thoughts for the future

Thoughthepast isaguidetothefuture, aninvestor'squest istoidentify futurewealth
creators. A few companies that can emerge as future wealth creators have been
modelled as per the PEG/RoE matrix presented eerlier.

High FEG Low
Qll Ql
Wipro (2.8, 36%) Asian Paints (0.7, 27%)
HLL (1.6, 56%) Hero Honda (0.4, 40%)
Infosys (2.6, 26%) Mico (0.7, 24%)

Electrosteel (0.3, 35%)

RoE

Qlll Qv

Low
Figures in brackets represent estimated 1 year forward PEG, ROE respectively.
RoE of Infosys computed without adjustments for cash holdings.

Hence, look for stockswith:
1. Earnings growth >25% p.a.

2. RoE / RoCE >25%.
3. PEG well below 1.0.

Sometrendsinthefuturewhich could very significantly influencebusinessperformance
andtheir valuations are outlined below.

» Theageandincomeprofileof thelndian population anditsirreversiblenature,
cantrigger ahugerevolution inthe consumer goods sector. Businesses built
upon astrong consumer franchise could henceflourish.

» TheNew Economy businesses such asIT, multimediaand entertainment are
likely todisplay very high growth rates. Such high rates of growth arelikey to
redefinebusiness valuations. However, the one caveat, wewould liketo offer
isthesustainability of thepresent valuationsis questionable.

» Market capitalisation has becomethebarometer of weelth cregtion. Corporates
engagedintraditional businessestoo, wouldincreasingly orient their actionsto
enhance market capitalisation.

» Information technology, as a business, would drive the efficiency of other
businesses. But, intheprocess, it islikely to becomean engine of growth.

» Valuation of stocksinthedomestic market will beimpacted by global valuations.

17



'MOSt-Inquire 100' ~ Wealth Creators Appendix |

DUPONT 1999 DUPONT 1994 CAGR (94-99)%
Inquire Company NP/ Sales/ Asset / NP/ Sales/ Asset / Wealth
Rank Name Sales Assets Equity Sales Assets Equity Created Earnings
1 Satyam Computer 19.3 1.0 2.2 375 0.3 1.0 136.9 91.5
2 Wipro 6.3 25 1.7 2.9 2.2 2.7 122.8 75.9
3 BFL Software 25.4 1.9 1.0 13.4 0.2 1.0 1171 186.4
4 Infosys Tech. 26.6 0.9 1.0 27.9 1.1 0.9 101.8 75.6
5 Information Tech. 29.6 1.1 1.1 23.8 1.1 1.0 100.0 445
6 Fujitsu ICIM 10.1 0.8 1.7 0.8 2.4 2.1 88.8 25.1
7 NIT 23.7 1.3 1.2 21.9 1.2 1.2 80.5 51.6
8 Amara Raja Batteries 27.3 1.2 1.1 9.2 0.6 4.0 75.9 98.3
9 Pentafour Software 22.7 0.9 1.1 25.2 1.1 1.2 62.5 71.6
10 DSQ Software 8.8 1.2 2.2 8.8 0.4 2.2 60.3 62.5
11 Vikas WSP 25.8 0.9 1.6 18.2 0.9 0.9 59.1 85.8
12 Swaraj Engines 12.7 2.9 1.3 8.6 2.9 15 54.6 45.4
13 Silverline Inds. 374 1.5 0.5 22.8 0.8 1.0 53.8 42.6
14 Tata Infotech 11.8 2.2 1.1 11.3 2.4 1.1 49.6 28.6
15 India Nippon Elec. 12.1 2.1 1.3 114 1.9 1.8 49.4 34.6
16 Rolta India 36.1 0.5 1.5 311 0.2 1.4 48.0 46.9
17 HCL Infosystems 6.6 2.6 1.7 5.4 2.8 1.3 46.3 23.7
18 Hero Honda Motors 7.9 4.4 1.1 4.2 3.3 1.8 45.8 51.0
19 Punjab Tractors 13.2 3.2 1.0 6.5 2.6 1.3 44.7 48.9
20 Tata Elxsi 29 2.3 1.3 n.a. 0.4 3.2 44.2 56.7
21 Digital Equipment 22.0 29 1.0 1.4 1.9 1.6 43.6 99.7
22 Indian Shaving 9.3 2.0 1.3 n.a. 1.1 1.2 41.6 36.1
23 Moser Baer (l) 20.2 0.6 2.0 14.2 32.3 0.1 40.9 81.1
24 Abbott Labs (1) 0.4 25 2.7 4.3 3.7 1.3 40.4 (30.1)
25 Raasi Cement 5.8 1.7 1.7 0.6 1.4 5.2 395 75.0
26 Infar (India) 5.9 2.5 1.6 5.2 2.3 1.7 39.1 21.4
27 Monsanto Chem. 9.8 2.6 1.3 5.1 6.5 1.0 39.0 53.2
28 TVS Electronics 1.3 1.7 2.1 4.2 1.9 2.6 38.8 (11.2)
29 PSI Data System 14.3 2.8 1.3 119 2.0 1.8 38.2 22.4
30 Navneet Publications 15.6 15 1.1 51 24 2.8 37.2 58.8
31 BurroughsWellcome 13.7 1.6 1.0 3.6 2.3 1.6 351 355
32 Hindustan Inks 15.7 1.5 1.6 11.0 1.3 2.5 34.2 63.8
33 Glaxo (India) 10.9 24 1.0 2.0 3.0 2.0 33.0 53.0
34 Mastek 14.9 1.4 1.2 19.9 1.1 1.1 32.6 21.9
35 Balaji Indl. Corp. 0.9 1.0 4.3 3.9 3.6 1.9 31.7 10.7
36 Elect. Steel Cast. 16.2 1.3 1.6 5.6 1.1 2.2 31.2 60.8
37 Zee Telefilms 27.0 0.9 1.3 40.3 0.5 1.0 30.6 46.0
38 Cadbury India 5.9 2.1 1.1 4.8 1.9 1.3 30.1 25.3
39 Britannia Inds. 3.9 3.8 1.8 2.8 4.6 1.3 29.6 27.2
40 Carrier Aircon 8.8 34 1.0 6.0 1.9 1.6 29.5 55.0
41 Rhone-Poulenc (1) 14.6 2.3 1.1 1.2 1.1 5.7 29.4 87.7
42 Madras Aluminium 30.4 1.3 1.0 n.a. 0.0 (0.8) 29.1 30.2
43 Global Tele-Systems 11.8 1.0 2.0 4.1 2.8 4.5 28.6 65.6
44 Thomas Cook (1) 23.9 0.6 1.8 24.1 0.8 1.8 27.4 19.0
45 Berger Paints 6.5 1.9 1.7 2.3 2.9 2.3 26.8 48.8
46 Pfizer 5.3 3.0 1.0 5.4 2.3 1.9 26.7 4.7
47 Novartis India 10.5 2.6 1.0 34 2.7 1.6 26.5 38.1
48 E Merck (India) 10.5 2.3 1.2 3.9 1.8 1.9 25.2 421
49 Pidilite Industries 11.3 1.5 1.6 6.2 1.2 2.3 25.1 33.0
50 Hindustan Lever 8.5 5.1 1.1 6.2 4.6 1.2 24.9 44.6
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DUPONT 1999 DUPONT 1994 CAGR (94-99)%
Inquire Company NP/ Sales/ Asset / NP/ Sales/ Asset / Wealth
Rank Name Sales Assets Equity Sales Assets Equity Created Earnings
51 Smith. B. Pharma 8.9 2.8 0.9 7.6 2.3 1.0 24.5 25.6
52 Intl. Best Foods (2.9) 0.8 3.3 4.9 1.7 15 24.3 (210.0)
53 TVS Suzuki 6.3 2.9 1.8 6.6 4.3 2.3 24.0 35.4
54 TC 17.7 1.0 1.6 8.8 1.7 2.1 23.2 24.8
55 OTIS Elevator 8.5 2.8 1.0 3.6 2.2 1.0 22.8 42.7
56 Wartsila NSD 5.7 2.1 1.2 1.6 1.4 2.1 225 69.0
57 CRISIL 34.4 0.8 0.9 37.4 0.6 0.8 22.5 30.1
58 Munjal Showa 7.7 2.4 1.2 5.0 1.8 1.7 22.4 38.7
59 Godfrey Phillips 9.6 2.3 1.3 4.8 3.1 1.8 21.3 304
60 Smith. B. Consumer 14.6 2.6 0.9 11.0 2.6 1.1 21.2 31.0
61 Blue Star 34 2.4 1.8 2.5 3.5 1.7 21.1 21.9
62 Orchid Chemicals 10.9 0.8 25 13.8 0.3 2.7 20.7 119.3
63 Bausch & Lomb 16.5 1.2 1.0 n.a. 0.5 2.7 20.2 411.6
64 German Remedies 15.5 1.7 1.1 6.8 1.7 1.8 19.2 35.2
65 BHEL 8.7 2.0 1.0 4.1 1.4 2.2 17.7 31.8
66 Fulford (India) 3.2 4.7 1.6 1.6 45 1.9 17.3 29.9
67 Cipla 19.5 1.2 1.1 6.4 1.5 2.7 16.5 51.0
68 Nestle India 5.6 3.0 1.9 6.6 2.1 1.2 16.4 19.4
69 Henkel Spic (1) (3.4) 0.9 7.7 n.a. 0.0 4.6 16.2 (7.2)
70 Dr. Reddy's Labs. 13.6 0.8 1.2 15.7 2.0 1.3 15.7 15.5
71 Guj. Gas Company 13.4 1.6 15 16.3 1.3 1.8 15.6 20.1
72 Hoechst Marion 4.2 1.9 1.7 2.8 1.6 2.3 15.2 16.7
73 Ranbaxy Labs. 11.7 0.8 1.2 11.3 1.3 2.2 14.7 19.7
74 Sundram Fasteners 9.7 1.2 1.7 5.3 1.5 2.8 13.5 29.6
75 P&G Hygiene 14.1 2.5 1.1 6.3 1.9 1.2 13.4 29.7
76 Exide Industries 6.2 1.0 2.6 4.0 1.1 2.6 13.4 38.1
77 Knoll Pharma 9.1 2.3 1.0 5.1 2.8 1.7 13.0 25.6
78 Morepen Labs. 13.7 0.7 2.1 16.1 1.3 1.2 12.5 53.4
79 Jagatjit Industries 5.0 0.9 3.3 3.8 1.2 4.5 115 15.3
80 Birla 3M 6.6 1.6 1.7 1.8 0.9 1.2 115 73.6
81 IPCL 0.9 0.6 1.9 5.3 0.6 2.4 11.2 (19.9)
82 Kodak India 1.1 2.3 1.8 2.2 4.0 2.2 10.9 11.0
83 Sundaram Clayton 9.9 1.2 1.1 5.3 1.3 1.6 10.9 28.3
84 Essel Packaging 17.2 0.5 1.3 21.8 0.7 2.5 10.4 24.3
85 Goodyear India 3.1 3.6 0.9 1.3 3.1 15 9.7 35.9
86 Widia India 13.9 1.1 1.2 6.4 1.3 2.0 9.7 34.1
87 Parke Davis (I) 3.7 2.1 25 5.2 4.5 1.3 9.6 (0.4)
88 Dabur India 5.7 1.7 2.0 4.6 1.4 1.9 9.5 28.7
89 Hind Lever Chem. 4.7 4.8 1.3 1.4 14.2 2.0 9.3 68.0
90 Bajaj Auto 18.2 1.0 1.1 11.0 1.9 1.4 8.6 30.0
91 Insilco 10.0 0.6 1.4 n.a. 0.3 3.1 7.5 36.2
92 Wyeth Lederle 12.0 2.0 1.0 7.4 29 1.2 7.3 23.0
93 Vesuvius India 20.9 0.9 1.1 n.a. 0.0 0.1 6.9 1191
94 Castrol India 19.1 2.1 1.0 10.1 2.0 1.3 6.5 34.6
95 Nicholas Piramal 115 0.9 1.4 15.9 0.5 1.4 6.0 21.8
96 ICI (India) 7.8 1.8 1.5 5.4 2.6 1.6 5.7 11.7
97 Bata India 3.5 2.0 2.1 4.3 3.0 1.6 5.3 4.0
98 Cummins India 115 1.5 1.0 8.4 1.9 1.5 4.9 16.9
99 Reckitt & Colman 7.7 2.8 1.1 7.5 2.1 1.0 4.9 19.1
100 Mahindra & Mahindra 6.8 1.2 1.9 4.8 1.5 1.9 4.0 27.5
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Wealth Created P/E PE/G * RoE Latest
Inquire Company Amount  CAGR 1999 1994 1994 1999 1994 PIE
Rank Name Rs.Cr. % (02.02.2000)
24 Abbott Labs (1) 319.1 404 n.a. 32.6 (1.2) 2.7 20.4 526.3
8 Amara Raja Batteries 254.9 75.9 6.7 10.2 0.1 35.6 22.0 4.6
65 BHEL 3962.2 17.7 10.7 13.5 0.4 17.7 12.0 8.6
90 Bajaj Auto 3036.4 8.6 13.6 27.6 0.9 20.0 29.8 8.2
35 Balaji Indl. Corp 225.2 31.7 52.8 7.6 0.7 4.2 26.5 52.0
97 Bata India 632.0 5.3 59.5 36.9 9.2 14.2 20.7 315
63 Bausch & Lomb 199.4 20.2 25.6 (14.1) 0.1 20.9 (55.0) 11.7
45 Berger Paints 122.5 26.8 7.4 7.1 0.1 21.0 15.6 11.8
3 BFL Software 1030.6 117.1 42.7 103.9 0.6 46.9 2.3 421
80 Birla 3M 143.5 115 41.8 372.2 5.1 17.8 2.1 90.2
61 Blue Star 159.0 21.1 13.9 9.8 0.4 15.4 15.1 34.5
39 Britannia Inds. 1955.2 29.6 68.6 63.8 2.3 26.5 16.2 53.3
31 BurroughsWellcome 716.8 35.1 36.5 30.2 0.9 22.6 13.4 19.6
57 CRISIL 186.3 22.5 23.9 335 1.1 24.7 17.5 33.7
38 Cadbury India 1077.0 30.1 60.2 47.1 1.9 13.7 114 75.2
40 Carrier Aircon 365.0 29.5 16.9 385 0.7 28.5 18.3 10.6
94 Castrol India 3481.8 6.5 29.2 43.7 1.3 40.3 26.1 24.8
67 Cipla 1703.2 16.5 24.3 68.8 1.3 25.5 25.7 67.5
98 Cummins India 300.6 4.9 18.8 32.1 1.9 17.9 24.5 33.6
88 Dabur India 736.9 9.5 371 79.0 2.7 19.2 12.0 87.1
21 Digital Equipments 1108.6 43.6 23.4 86.8 0.9 63.9 4.3 95.1
70 Dr. Reddy's Labs. 1339.8 15.7 44.1 30.9 2.0 13.5 42.8 78.0
10 DSQ Software 771.0 60.3 43.3 495 0.8 22.5 7.8 71.2
48 E Merck (India) 802.6 25.2 452 89.8 2.1 28.4 13.3 375
36 Elect. Steel Cast. 196.5 31.2 4.3 8.2 0.1 34.8 13.9 14.5
84 Essel Packaging 163.6 10.4 15.8 17.1 0.7 12.2 40.0 36.3
76 Exide Industries 353.6 13.4 18.4 33.1 0.9 15.6 11.8 19.0
6 Fujitsu ICIM 758.1 88.8 254.8 21.1 0.8 13.8 3.9 880.9
66 Fulford (India) 130.6 17.3 57.5 88.5 3.0 23.9 13.6 421
64 German Remedies 366.4 19.2 23.7 46.0 1.3 30.1 20.5 27.6
33 Glaxo (India) 4631.6 33.0 63.3 85.2 1.6 26.8 11.8 45.6
43 Global Tele-Systems 603.8 28.6 12.3 5.0 0.1 22.9 51.5 89.6
59 Godfrey Phillips 508.9 21.3 17.1 23.7 0.8 29.5 26.4 11.5
85 Goodyear India 104.8 9.7 14.9 13.8 0.4 10.4 6.0 19.4
71 Guj. Gas Company 262.3 15.6 18.3 19.8 1.0 32.7 375 26.6
17 HCL Infosystems 1693.2 46.3 341 14.0 0.6 29.4 19.1 43.2
69 Henkel Spic (I) 285.0 16.2 (86.4) (15.5) 2.2 (22.6) (37.8) n.a.
18 Hero Honda Motor 2952.3 45.8 28.8 35.2 0.7 404 25.0 35.9
89 Hind. Lever Chem. 361.2 9.3 15.8 76.5 1.1 28.8 39.2 15.5
32 Hindustan Inks 106.0 34.2 5.9 12.8 0.2 36.4 35.2 13.6
50 Hindustan Lever 34109.6 24.9 56.0 84.4 1.9 47.6 33.0 70.4
72 Hoechst Marion 821.3 15.2 73.6 73.4 4.4 13.7 10.1 112.1
81 IPCL 1178.6 11.2 93.7 13.7 (0.7) 1.0 7.8 97.9
96 ICI (India) 230.3 5.7 14.5 18.7 1.6 215 21.9 13.4
15 India Nippon Elec. 142.9 49.4 19.3 15.6 0.5 31.7 38.9 20.3
22 Indian Shaving 1791.1 41.6 123.6 (50.9) 0.2 24.6 (20.2) 159.7
26 Infar (India) 191.7 39.1 38.9 30.8 1.4 23.9 20.0 36.1
5 Information Tech. 880.4 100.0 24.5 29 0.1 37.6 26.5 160.1
4 Infosys Tech. 91454 101.8 71.5 26.9 0.4 23.5 28.2 362.1
91 Insilco 109.3 75 47.6 (13.5) 0.1 8.8 (27.5) 47.9
* Computed using 1994 P/E & 5-year earnings CAGR between 1994 - '99.
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Wealth Created P/E PE/G * RoE

Latest
Inquire Company Amount  CAGR 1999 1994 1994 1999 1994 P/E
Rank Name Rs.Cr. % (02.02.2000)
52 Intl. Best Foods 1171 24.3 (121.0) 33.0 (0.2) (7.2) 11.9 n.a.
54 ITC 15590.6 23.2 37.9 38.6 1.6 28.8 32.0 28.7
79 Jagatjit Inds. 245.6 11.5 21.4 12.1 0.8 14.8 20.6 16.9
77 Knoll Pharma 504.6 13.0 41.9 70.0 2.7 21.0 24.6 32.7
82 Kodak India 106.6 10.9 48.4 25.3 2.3 4.4 18.9 106.0
42 Madras Aluminium 113.9 29.1 25 1.7) 0.0 40.1 19.2 8.8
100 Mahindra & Mahindra, 583.7 4.0 10.3 22.8 0.8 15.4 13.4 24.8
34 Mastek 213.1 32.6 34.0 19.9 0.9 24.1 25.2 420.6
27 Monsanto Chem. 233.2 39.0 25.6 33.0 0.6 323 33.2 20.3
78 Morepen Labs. 128.1 12.5 8.0 15.1 0.3 19.0 25.9 41.3
23 Moser Baer (1) 178.0 40.9 9.6 3.8 0.0 25.2 26.9 46.2
58 Munjal Showa 100.1 22.4 13.2 25.0 0.6 22.0 15.6 10.8
30 Navneet Publications 335.2 37.2 20.4 9.7 0.2 25.2 34.1 47.0
68 Nestle India 2883.6 16.4 64.4 76.2 3.9 31.2 15.9 48.3
95 Nicholas Piramal 703.3 6.0 25.5 25.0 1.1 14.7 10.6 39.0
7 NIT 4422.2 80.5 44.6 30.8 0.6 37.9 29.2 73.1
47 Novartis India 2145.0 26.5 39.8 55.2 1.4 26.9 14.9 55.4
62 Orchid Chemicals 143.9 20.7 7.6 84.8 0.7 20.9 10.4 17.8
55 OTIS Elevator 329.8 22.8 24.4 50.9 1.2 24.2 8.1 25.9
75 P&G Hygiene 973.0 134 38.1 775 2.6 40.6 14.2 31.0
87 Parke Davis (I) 188.8 9.6 71.6 435 (117.4) 19.4 29.3 77.5
9 Pentafour Software 2133.3 62.5 21.0 10.7 0.1 215 35.4 53.2
46 Pfizer 1024.8 26.7 120.9 49.7 10.5 15.2 23.2 117.9
49 Pidilite Inds. 361.6 25.1 14.5 20.8 0.6 27.7 17.8 28.0
29 PSI Data System 421.1 38.2 82.3 39.3 1.8 54.0 425 243.4
19 Punjab Tractors 2391.8 44.7 22.4 25.6 0.5 42.1 21.7 16.7
25 Raasi Cement 354.5 39.5 21.1 34.1 0.5 16.8 4.2 68.0
73 Ranbaxy Labs. 4650.1 14.7 49.4 38.3 1.9 111 31.7 73.1
99 Reckitt & Colman 399.9 4.9 51.2 93.7 4.9 23.8 16.1 32.6
41 Rhone-Poulenc (I) 418.1 29.4 20.0 148.1 1.7 385 7.2 19.2
16 Rolta India 912.6 48.0 25.1 15.7 0.3 24.3 10.2 70.3
1 Satyam Computer 4141.5 136.9 58.0 14.8 0.2 43.6 12.1 215.1
13 Silverline Inds. 1212.4 53.8 33.3 20.8 0.5 27.7 18.7 155.7
60 Smith. B. Consumer 1955.9 21.2 38.1 53.6 1.7 354 30.6 28.5
51 Smith. B. Pharma 1059.2 24.5 47.2 48.1 1.9 22.4 17.4 27.2
83 Sundaram Clayton 106.9 10.9 15.1 28.9 1.0 12.5 10.6 41.1
74 Sundram Fasteners 167.4 13.5 12.4 24.5 0.8 19.9 23.1 25.8
12 Swaraj Engines 312.1 54.6 22.4 15.7 0.3 49.1 375 16.9
20 Tata Elxsi 332.6 44.2 145.4 (9.5) 0.1 8.8 (68.8) 250.7
14 Tata Infotech 1782.0 49.6 44.8 21.7 0.8 29.4 28.7 26.9
44 Thomas Cook (1) 906.5 27.4 72.0 46.4 2.4 24.3 35.4 37.7
28 TVS Electronics 116.8 38.8 108.8 9.9 (0.9) 45 21.0 296.3
53 TVS Suzuki 748.3 24.0 13.6 20.5 0.6 33.0 65.7 14.2
93 Vesuvius India 111.3 6.9 22.2 514.6 4.3 215 1.5 15.6
11 Vikas WSP 360.2 59.1 9.9 25.2 0.3 38.5 14.0 36.1
56 Wartsila NSD 226.6 22.5 32.1 131.1 1.9 14.0 5.0 21.9
86 Widia India 112.2 9.7 11.8 31.3 0.9 19.3 16.2 11.2
2 Wipro 18158.7 122.8 164.4 42.0 0.6 27.3 16.7 959.5
92 Wyeth Lederle 1102.6 7.3 49.2 21.4 0.9 23.9 25.2 345
37 Zee Telefilms 1277.4 30.6 30.7 65.0 1.4 31.9 20.9 387.6
* Computed using 1994 P/E & 5-year earnings CAGR between 1994 - '99.
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Thetablebdow indicates therdativePEG one can pay for stocks of companiesfor varying growth rates (y)
leading to recovery of invested capital over aspecified period of (x) years.

PEG table
X
Years
1 2 3 4 5 6 7 8
10 0.110 0.231 0.364 0.511 0.672 0.849 1.044 1.258
20 0.060 0.132 0.218 0.322 0.446 0.596 0.775 0.990
30 0.043 0.100 0.173 0.268 0.392 0.553 0.762 1.034
., 40 0.035 0.084 0.153 0.249 0.383 0571 0.835 1.204
y 2 50 0.030 0.075 0.143 0.244 (0.396) 0.623 0.965 1.478
g 60 0.027 0.069 0.138 0.247 0.422 0.701 1.149 1.864
O 70 0.024 0.066 0.136 0.255 0.458 0.803 1.389 2.385
80 0.023 0.063 0.136 0.267 0.503 0.928 1.694 3.071
90 0.021 0.061 0.137 0.282 0.557 1.080 2.073 3.960
100 0.020 0.060 0.140 0.300 0.620 1.260 2.540 5.100
Samplecalculation

Assumeastock with Re. 1inearnings bought at aP/E ratio of 50. Theinitial investment outlayi.e. theprice
paid for thestock isRs. 50.

Assumefurther, that theearningsfor the stock compound at therate of 50% p.a. over thenext 5years. The
stock is hence purchased at aPEG of 1.0 (i.e. PE=50, earnings growth rate = 50%).

Thecumulativevalueof such compounded earnings stream at theend of 5 years equatesto Rs. 19.60.

Thus, thestock if purchased at Rs. 19.60 would result in capital recovery in5 years. ThePEG at whichthe
stock should be bought is"0.396 (i.e. 19.6/50). Similarly, stockswhich can be expected to grow at 100%
p.a. can be bought upto aPEG of 0.62, for capital recovery inthe same period of 5 years.

Thetablebeow indicates the 5-year forward PE for stocks bought at current PE(x) for earnings growth (y)

PE table

< X
P/IE 10 20 30 40 50 60 70 80 90 100
10 6.21 12.42 18.63 24.84 31.05 37.26 43.46 49.67 55.88 62.09
20 4.02 8.04 12.06 16.08 20.09 24.11 28.13 32.15 36.17 40.19
30 2.69 5.39 8.08 10.77 13.47 16.16 18.85 21.55 24.24 26.93
© 40 1.86 3.72 5.58 7.44 9.30 11.16 13.02 14.87 16.73 18.59
?_— 50 1.32 2.63 3.95 5.27 6.58 7.90 9.22 10.53 11.85 13.17

y

% 60 0.95 1.91 2.86 3.81 4.77 5.72 6.68 7.63 8.58 9.54
O 70 0.70 1.41 2.11 2.82 3.52 4.23 4,93 5.63 6.34 7.04
80 0.53 1.06 1.59 2.12 2.65 3.18 3.70 4.23 4,76 5.29
90 0.40 0.81 1.21 1.62 2.02 2.42 2.83 3.23 3.63 4.04
100 0.31 0.63 0.94 1.25 1.56 1.88 2.19 2.50 2.81 3.13
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NOTES

Buy : >15% Add : 5%to 15% Hold : -5% to + 5% Reduce : -15%to - 5% Sell : <-15% (allrelative to BSE Sensex)

For morecopies or other information contact Matilal Oswal - Inquire Research Call: (9122) 207 3809/1379 Fax (9122) 207 6686
E-Mail: inquire@motilaloswal.com
For Sales Call: (9122) 281 2500 (Institutional: Nilesh Jain, Retail: Ajay Punjabi)

This document s for information purposes only. In no circumstances should it be used or considered as an offer to sell or a solicitation of any offer to buy or sell the securities or commodities
mentioned in it. The information in this document has been obtained from sources believed reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such.
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