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Wealth Creation Study

Objective, Concept & Methodology

Objective

The foundation ofWealk Creation isinbuyingbusinesses ataprice substentialy bw er
tantheirintrinsicvalle_Lower temarketvalle tan tie intrinsicvallie, higheriste
m argin of saty. In tis year ¥ study, we continue our endeavour t know the
d arackristics ofbusinesses, w h ich creat \alie for th eir sh areh o Bers.

AsR i Hshersays, “Itseem s Bgica Bbate\en before tinkingofbuyingany com m onstock s, te first
skpistosee how money hasheen mostsuccessfu ¥ m ade in the past” Weakh Creation
studies are atem pts o study the pastas aguide 10 the future and gain insigh 5 into
the valiation ofsuch successfu Bopportunities.

Concept

Weahlh Creationistheprocessby which acom pany enh ances tie m ark etvallie of
capitakntrusted © ithy its shareh o Bers. Itis abasicm easure ofsuccess for any
commercialenture Weahlh Creation is adi iexed by rationalections ofacom pany
in asustained m anner.

Methodology

For t e purpose ofour study*w e h a identified com paniesw h id h a t e distinction
ofh angadded at BastR s100cr o t eir m ark e tcgpitakation after ad justingfor di Bition
during1996-2001.0 ur findings are & aton ¥ 71 com panies fu I b iscritria. Thisist e
second bwesttaly inallhe Wealh Creation Studies conducted so far .We h ae €rm ed
the group of Wealh Creators as the 'MO Stlnquire 71 Wealh Creators’. The
Wealh Creatorsh ave been kted in Appendix 14 11.The rank sh ave been accorded
on the basis of Speed ofWealkh Creation, th atis, com pounded grow & in Wealh
Created during tie period under study.

*The database used for tis study is tatof Capitallne O I and Trends.
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The Wealth Creator Group Vs BSE Sensex

This study pertains © te period from Aprill1996 © March 2001. During tis
period, the BSE Snsex rose atam 0destCAGR of14%whill, e Wealh Creators'
Index appreciattd at a CAGR of 443%. The crartbe bw depicts the re htive
perform ance ofthe ®O Stinquire 71 A\A the BSE Snsex during the period under
revew .Despit h aingfalin by 71% from t e peak 0f2143in Marar 2000, e Weakh
Creators' Index managed t© outperform te Snsex by 427% during te study
period.

WEALTH CREATOR GROUP VS BSE SENSEX (31.3.96 TO 31.3.01)
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MAR96 MAR97 MARS98 MAR99 MAROO  MAROL
BSE Sensex 3,366.6 3,360.9 3,892.8 3,740.0 5,001.3 3,604.4
y-0-y Performance (%) - (0.2) 15.8 (3.9) 33.7 (27.9)
Wealth Creators Index 101.2 104.1 174.0 467.7 1642.6 632.6
y-0-y Performance (%) - 2.8 67.2 168.9 251.2 (61.5)
5Year CAGR (%) Sensex 1.4
5Year CAGR (%) Wealth Creators 44.3

Mark etcpitalkation of th e MO Stinquire 71 Wealh Creators increased by Rs2.17
Bh crorein te study period imp¥inga CAGR of443% whill e restofthe
marketwas in adestructinve mode with Rs2.03 Bh crore getting eroded in the
study period. The netwealh created was ameagre Rs13,926 crore.A chbser bok
at India Inc. (5,779 non-finance com panies) rexeall that its financiall were
detrioratingin the study period.
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India Inc. ~ Financials

(IN RS DO CR)

YEAR 1996 1997 1998 1999 2000 2001 CAGR
9601

Sales 4,745 5,622 6,107 6,994 8,489 10,248 16.7

EBITDA 604 683 719 782 890 1,009 10.8

Interest 231 305 345 423 462 530 18.1

Depreciation 144 193 231 278 348 389 22.0

Other Income 167 196 228 256 311 386 18.3

PBT 396 381 371 338 391 476 3.8

Tax 78 88 90 100 120 148 13.7

PAT 318 293 282 238 271 328 0.7

Networth 2,258 2,723 2,999 3,345 3,912 4,649 15.5

Debt 2,246 2,887 3,373 3,991 4,390 4,846 16.6

Interest / Sales (%) 4.9 5.4 5.6 6.0 5.4 5.2

Interest on Debt (%) 10.3 10.6 10.2 10.6 10.5 10.9

EBITDA/ Sales (%) 12.7 12.2 11.8 11.2 10.5 9.8

Tax Rate (%) 19.7 23.1 24.1 29.7 30.8 31.0

NPM (%) 6.7 5.2 4.6 3.4 3.2 3.2

RoCE (%) 13.9 12.2 11.2 10.4 10.3 10.6

ROE (%) 14.1 10.8 9.4 7.1 6.9 7.1

The Wealth Creator Group ~ Financials

(IN RS DO CR)

YEAR 1996 1997 1998 1999 2000 2001 CAGR
9601

Sales 500 615 745 948 1,217 1,535 25.2

EBITDA 58 75 99 116 149 178 25.3

Interest 11 15 18 22 24 27 19.8

Depreciation 12 15 21 26 36 44 30.2

Other Income 20 20 23 31 39 48 18.8

PBT 55 65 84 99 128 156 22.9

Tax 13 16 18 21 24 27 16.5

PAT 43 49 65 78 104 128 24.6

Networth 218 249 293 345 464 579 21.6

Debt 125 172 189 217 232 254 15.3

Interest/Sales (%) 2.2 25 2.4 2.3 2.0 1.8

Interest/Debt (%) 8.8 8.9 9.4 10.0 10.5 10.8

EBITDA/Sales (%) 11.6 12.2 13.3 12.2 12.2 11.6

Tax Rate (%) 23.0 25.0 21.8 21.6 19.1 17.6

NPM (%) 8.5 7.9 8.8 8.2 8.5 8.3

RoCE (%) 12.4 11.6 13.6 13.8 14.9 15.4

RoE (%) 19.6 19.6 22.3 225 22.4 22.2

The Wealh Creator Group had profiteb I grow tn whereas India Inc. grew
but with asimu kaneous declne in profitabi Ity .

5



MOSE-Tnguire

Wealth Creation Study

Wealth Creators ~ Business Analysis

Nature of Business

The trio IT, AMCG and P arm acontinue to dom inate e lstofWealh Creators.
These sectors com bined together h ave contributed 70% to the Wealh Created in
1996-2001 study com pared t 80% in the 1995-2000 study. S are of Rtroch em
sector in Wealh Created has increased from 8% in our prevMous study © 22% in
the currentstudy.

RS CR)
INDUSTRY NET NO CONTR. TO ROCE ROCE 5 YEAR CAGR % (1996-01)
CLASSIFICATION WEALTH OF WEALTH 2001 1996
CREATED COS. CREATED (%6) (D) ©0 NP SALES
T 69,187 13 31.9 32 38 68 34
FMCG 63,350 15 29.2 39 42 32 17
Petrochem 48,068 3 22.1 18 14 24 46
Pharmaceuticals 19,656 15 9.1 23 36 16 19
Banking and Finance 7,395 2 3.4 4 3 26 27
Automobiles 3,162 3 15 47 44 40 30
Media 1,264 1 0.6 4 33 43 34
Metals 862 3 0.4 24 14 34 16
Chemicals 744 2 0.3 27 44 8 31
Engineering 477 1 0.2 7 45 -2 6
Power Generation 277 1 0.1 13 14 13 9
Consumer Durables 256 1 0.1 14 34 3 11
Others 2,485 11 1.1 18 28 24 25
Total 217,180 71 100.0 18 22 25 25

Management—MNC Vs Indian

In the firstfour Weah Creation Studies, tie contribution of MNCs to the total
wealh created ranged between 35% and 50%. Itisonl in tie Bsttwo studies
inchding the current one, MNC contribution o the totalwealh creatd has
falln be bw 30%. The homegrow n I'T and P arm a com panies h ave disp heed the
MNCs as am apr Wealh Creatingclbss. Now , wit the recentw ae ofde Isting
by sexneralMNC subsidiaries operating in India, te question isw i BMNC stod s
attract in\estor fancy ?

NO OF COMPANIES % WEALTH CREATED
WEALTH CREATION STUDY MNCS TOTAL  MNCS % OF TOTAL MNCS OTHERS
1996-01 19 71 26.8 29.7 70.3
1995-00 21 100 21.0 14.8 85.2
1994-99 43 100 43.0 50.2 49.8
1993-98 50 100 50.0 47.3 52.7
1992-97 19 45 42.2 38.4 61.6
1991-96 38 100 38.0 35.7 64.3

January 2002 6
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Wealth Creators ~ Business Analysis

Speed Vs Size

The speed of Wealh Creation is directl corre hted to the size of market
capitabkation. Thus, ifone want speed in Wealkh Creation, then itis im perative
for investors © buy com panies w it re ktive ¥ sm allm ark et capitalsations and
w h ose businesses h axe t e potntalio create \valie for sh areh o Bers on aconsisent
basis.

RS CR)
MARKET CAPITALISATION MEAN SIZE MEAN SPEED (%)
>= 1000 4,187 13.1
>= 500 < 1000 681 29.9
>= 250 <500 342 33.9
< 250 97 34.2

Business Activity

A comm on feature across allit e Wealh Creation Studies, inclidingt e currentone, is
t atoom panies, which h ave consisently created wealh for teir sh areh o Bers, h ae
adoptd an extrem ¢ F focussed business po by . The currentstudy too states t atalit e
71 Weahh Creators have a focussed business po lcy com pared to 95% in te
1995-2000 study .

BUSINESS ACTIVITY 2001 BUSINESS ACTIVITY 2000
S Diversified
Diversified

0%

5%

Focussed Focussed
100% 5%
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Wealth Creators ~ Business Analysis

Product Attributes

A it e currentand pastsuccessfu W ealh Creatorsh ave erected high entry barriers
t rough superior tch no bgy or strongbrand bui Bing.In the currentstudy period,
79% of the Wealh Creating com panies hae one of these attributes as the
differentiating factor .

We allo obser\ed th atth e sh are ofcom m odity com paniesh asbeen increasingfrom

14% in the 1994-1999 study, 17% in tie 1995-2000 study 1 21% in te current
1996-2001 study .

PRODUCT ATTRIBUTES 2001 PRODUCT ATTRIBUTES 2000

Commodity Technology Commaodity
21% 20% 7%

Technology
36%

Brands

0
59% 47%

Consumer Profile

A strongoonsum er or servic frand ise is ariticalio W ealh Creation.Consum er products
and service-oriented businesses continue o dom inate our universe of Wealh
Creators—83% oftie wealh creating com panies fallunder tis category .

CONSUMER PROFILE 2001 CONSUMER PROFILE 2000

Intermediate
Products
5%

Intermediate
Products
%

Consumer
Products
49%

Service
Oriented

2% Consumer

Products
62%

Service
Oriented
36%
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Wealth Creators ~ New Economy Vs Old Economy

Wehae cBessified te £ no bgy, mediaand € Bcom sector com panies & New econom y
com panies and te restas O B econom y com panies.

oD NEW
Number of Companies in Inquire-MOSt 71 57 14
Earnings CAGR (%) (1996-2001) 19.9 66.0
Market Cap CAGR (%) 27.8 94.5
PE 1996 15.2 11.9
PE 2001 18.4 26.2

= Earnings ofnew econom y com paniesh ae grow n ataCA GR 0f66% as com pared
10 20% ofo B econom y com panies.

= The FEmulipl ofnew economy stocs has expanded from 12x in 1995 ©
26x in 2000 whill tatofo M economy com panies h as expanded from 15x ©
18x o\er the sam e period.

= The CAGR in market cgpitabsation for new economy com panies has been
95% com pared © 28% for o B economy com panies during tie study period

= The diferentallin teir valiation seem s t be narrowingdown, as the new
econom y com panies are sh ow ingsigns ofs bw ingdow n in th e earnings grow t
rate.Inte 1995-2000 study, tre FEm u kip I for new econom y com panies w as
122x com pared 10 26x in tie currentstudy .

January 2002 9
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Wealth Creators ~ New Economy Vs Old Economy

Return on Equity

The new economy com panies h ave disp Byed o lti Bty in tieir R oEs. As against
t at o M econom y com panies h ane registered asteady im pronem entin their R oEs.
For both te groups, the R oEs are now ah ostequal

WEALTH CREATORS - ROE
30

New —0ld

27

24

21

18

15
1996 1997 1998 1999 2000 2001

Net Profit/Sales

The new economy com panies recorded significantim proxement in teir NFM
I\e B during tie study period. These com panies saw their NFM B2 B rise from
10% in 1996 © 30% in 2000. In the o M economy, tie com panies witnessed a
m arginalldecline in NPM I B Is the m argin expansion of new economy
com panies sustainah §?

NP/SALES (%6)

35
New —— Ol 30.2

28

21 15.3 24.1

14 10.2 10.6 10.4
7 8.7 8.2 9.0 8.1 7.9 7.1
0

1996 1997 1998 1999 2000 2001
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Three Components of Value

Valie investingstartsw ith h avingabetier understandingofth e intrinsicvallie ofth e
com pany t an restofth e m ark et A com pany Tintrinsic\allie can be dinided into th ree
parts:

I AssetRep hement\Vale
Il Earning Pow er \alie
I Growt Vable

These com ponents ofvalie existin com panies in differing proportions.

Grow th \alie:

* On ¥ ifthe grow t is
witin the franchise
and benefits from the
com petitive advantage

Earning Power 4>

Vale:

* Fandise valie from
aurrent com petitive
ad van tage

Asset

Rep hcement Valie

* FHee Enty

* No com petitive
Adwvantage

Asset Replacement Value

= Basicvalie ofabusiness w ith no com petitine advantace is the rep Beem entoost
ofassets.Any new entrantcan getthese assets by paying tie currentprice.

= Typicall found in industries ke cement ste B allm inium, refining and
petroch em ical

= Com panies ke GupratAmbujp, Re Bance andH indalkbo, w here © iscom ponent
ishign, rade ata bw P/BV.

January 2002 11
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Three Components of Value

Earning Power Value

Com petition keeps eroding profitabi y ti lit fall be bw te costof capital
Com petitive adventage or some kind ofentry barrier albw s com panies t©
earn higher returns than the costof capital

H igher tie entry barriers and te bnger tiey Bst higher and Brger wilbe
te profits abowe the costofcapital

Soldity of the barrier or com petitive advantage is te starting pointof
Wealh Creation. ITitis missing, any amountofgrowth wilbe
meaning Bss in the bng run.

H LL, Infosysand H ero H ondahaw ahigh com ponentofvalie due o their
com petitive adventage o\er and abo\e assetvallie.

Growth Value

Grow th is e mostdifficu kto estim ate . Especial¥, o propct grow t for a
bng period into e future is notan easy task .

A lgrow t isnotrew arding. Grow t has to be in the sam e franch ise ofbusiness.
Free com petition albws alitie firm s to enter new businesses.

New HEnes of business with out com petitinve adventage are un ke ¥ 1 earn
attractive returns (> cost of capital on additionallcapitallfor a m eaningfu il
period.

Henc, on¥ "valiah B growth * is the grow th in businesses where the
firm enjoys a com petitive advantage.

COMPANY YEAR BV CMP (RS) ROE PBV
ENDED RS) 2412/01 2001
Gujarat Ambuja Cements Jun-01 104 192 12.2 1.8
Hindalco Mar-01 588 643 15.5 1.1
Nestle Dec-00 27 500 46.0 18.7
Hindustan Lever Dec-00 11 216 52.7 19.7
Infosys Technologies Mar-01 210 4,040 45.2 19.2
Hero Honda Motors Mar-01 32 235 39.2 7.4
12
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Wealth Creation Process of Growing Companies

A oonsistntfinding oftie Wealh Creation Studies incliding tie currentone is
that, mostoftie wealh hasbeen created by com panieswh o h ave witnessed teir
earnings grow fastr t an 25% annual¥ .

EARNINGS NO OF WEALTH % OF WEALTH
GROWTH COMPANIES CREATED CREATED
>25 38 147,435 68

20-25 10 7,383 3

15-20 10 39,257 18

<15 13 23,106 11

Total 71 217,180 100

But again, com panies which fu i lithe earnings grow t critria, need notal ays
be successfu Bin creating weahlh in the markets. Earnings grow t is a necessary
condition for Wealh Creating com panies butnotasufficientone.

Not All Growth Creates Value

We quested further to probe the process of Wealh Creation of Growing
com panies.
Valie ofashare is tie Present\alie of alfuture free cash fbws. The formu k

Present\alie of Future Cash Fbws = C x (RoC —GY(R-G)

C: CapitallEm p byed

RoC:Returnon Incem entalCapitalEm p byed / Equity
G: Grow th in CapitallEm p byed

R: Costof Capital

Valle created by grow tt depends on

» Pofithi My ofincrem entallcapitallem p byed. Greater the an ountby which
increm entallreturns (RoC)exceed te costof capital(R), greater wilbe the
\alie creatd .

=  Amountofcapitalh atcan be dep byed in the business_Intie bngrun, grow t
(G)has o be afraction of costof capital

An in\estor shou l substitute costofcapitalw it tie return thathe/she expects
on the inestmentt decide on the exentofMargin of Safety .

Wehawve termed th e above four variab Bs, abngwith the princip BofMargin
of Safety, the Hw Forces of Wealh Creation.

“I'tis actua ¥ tie intraction of capitalem pbyed, the returns on tiatcapitalland te
future capitalgeneratd \ersus tie purchase pricc day"
—W arren Buffett 1995

January 2002 | 13
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Five Forces of Wealth Creations

Force Il

Forc | $ Increasing

Foree Il

iliMargin of Sty —} Force

\ > FreeCash Fbw

_

ROE = Return on Equity
CE Capita IEm pbyed
R Cost of Capitall

Force I: High RoE

R oE substantial¥ h igher t an th e costofcapitakignifies th atth e com pany possesses
som e edge o\er its com petitors.Continuation ofth is com petitine adventage im parts
bngevity o the Wealh Creation Rrocess.

ROE (26) NO OF % OF WEALTH CREATED
IN 2001 cos TOTAL COS (RS CR) ©0)
<15 17 24 10,142 5
>15<25 27 38 66,392 31
>25<35 15 21 31,165 14
>35 12 17 109,481 50
Total 71 100 217,180 100

Force Il: High RoE coupled with Increasing Capital Employed

Whenever e RoE ishigh, tiere willbe wealh creation. But, size of the weakhh
creatd is dependenton the an ountofcapitalem p byed H igh capitalkm p byed is
afunction ofth e size ofth e opportunity . Businesses w h ich can consum e substantial

January 2002 14
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Five Forces of Wealth Creation

am ounts of capitallath igh increm entallreturns on ¥ can create BigWealh because
profiteb I grow &t t rough increasingR oE is general difficu kand Wmited.

O ur findings:

= IncreasingR oE coup Id w it increasingcapitalkm p byed is a It aloom bination.

= For albbuttiree oftie £tn faststWealh Creators, e CAGR inRoE in the
study period ranged from 5% t0 20%. For th e t ree com panies, which w itnessed
adecOne in RoE, Brge equity di Bitionswere to be b Bmed.

= For the Top-Ten Festest Wealk Creators, e CAGR in capitallem p byed
during 1996-2001 ranged from 20% for Cip hto 135% for SH.

= Growt adds vallie o the business iftie growth isin the same franchise.A l
the Wealh Creators hawve had growth happening in the same HEne of
business.

COMPANY ROE (96) CE (RS CR) CAGR (%)

2001 1996 CAGR 2001 1996 CE MCAP
Infosys Technologies 45 26 11 1,219 80 73 131
Wipro 36 24 8 1,841 469 31 115
Satyam Computer 60 25 19 900 77 64 112
Moser Baer 21 30 (35) 885 41 85 82
Ssl 7 52 (34) 842 12 135 82
Aurobindo Pharma 25 19 5 491 52 57 67
Zee Telefilms 4 31 ) 4,306 83 120 57
Panacea Biotec 30 18 11 132 32 32 54
Cipla 25 14 12 735 300 20 50
HDFC Bank 23 9 20 980 241 32 48

Force lll: Growth

High ROE starts e wealh creation process. Large capitalldep byment gives it
size . But, m ostin\estors are interested in SPEED _This com es from grow t in free
cash fbw , B atis, Cx (R oC —G).

Grow th in free cash fbw s can com e by an increasingR oE or increasing t e capital
emp byed.Gnerall, under norm allcircum stances one ofth e factors is increasing.
But, when a com pany finds ite Fin asituation when both tie RoC as we las
capitallis grow ing, the com bination is exponentiall This iswh ath as h appened in
recentyears in tie Indian € no bgy stock s. This h appens when

a. HJze ofthe opportunity is huge

b. Com petitine adventage is wide and bng

c. Management are capab B ofseizing the opportunity

An inwestor has © then forsee the grow & /degrow & in RoE ahead ofthe crowd.
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Five Forces of Wealth Creation

Force IV: Cost of Capital
“Mmesting is nothing but Rying m oney tday for m ore © be recived in te future.””

The e Bofintrestrates prevai Ingin tie economy willdetermine the discount
rate (cost of capitaP by which future free cash fbws of tie com panies wi Hbe
discounted to arrine atthe presentvalie. The tab I be bw i Bistrates te present
\alie 0fRs100 receineb I after 5 years.

Cost of Capital (%) 20.0 15.0 10.0
Present Value of Rs100 Receivable After 5 years 40.2 49.7 62.1

H icher the discountrate, bwer willbe tie presentvalie of future cash fbws.
Thus, tie costofcapitalw i Bbe akey detrminantofvaliation of businesses.

US Stok Marketexperience with the e Bofinterestrats
Intrestratshae p Byed aroll in USstock m ark etvaliations.

31-Dec64 31-Dec81 31-Dec94
DJIA 874 875 9,181
Change in GNP (%) - 373 177
Interest Rates (%) 4.2 13.7 5.0

Duringtie 17-year period 0f1964-1981 though tie US GNP increased by 373%,
te Dow JDnes index rem ained alh ostattie same I\elIn tie fo Bbwing 17-year
period, e US GNP HIss tian trip Bd buttie Dow bnes index rose more t an
tnfols.Divergence in stock m ark etbeh aour in tie tw o 17-year periods can be
exp Bined by having achbser bok athow the interestrates behaed in the same
period.

Inte firstperiod, intrestrates rose from 42% t 13.7%whilin te second period
tey decned t© 5%.H igh intrestrates shrank the business valies in tie first
period. The rexerse h appened in the second period with the business valiations
im proving as te intrestrates were trund Ingdow nh i Ml

US TREASURY 10-YEAR PAPER VS DOW JONES

155 12,000
—— US Treasury 10 Year Paper (LHS)

Dow Jones (RHS)

13.0 13.7 10,000
8,000
10.5
6,000
8.0
4,000
55 2,000
3.0 0
Dec-64 Dec-74 Dec-84 Dec-94
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Five Forces of Wealth Creation

Wil e USexperience be repeatd in India?

In India, we hae been witnessing a declning intrestrat scenario since FY97.
The bwer intrestrat regime atthis stagg—w hich m ay continue for areasonab ¥
bng period oftime—w i BMdram atical¥ alker valiations of alit e businesses in the
stock markets.Asis apparentfrom te financiall ofIndia Inc. (see page 5), adrop
in intrestrates by 2% w i Mincrease India Inc's bottom Ene by around 20%. A
higher Ihe Bofprofitebi ly com bined with a bwer discounting rate w i Miprop up
stock m arketvaliations in India.

INTEREST RATE (%) VS SENSEX

6000 - Sensex (LHS) = G-Sec Yield (RHS) Decisive - 15
, Plunge

5000 - \“

F12
4000 +
3000 +

9
2000 {_/ -
1000 6

Sep-91 May-93 Jan-95 Sep-96 May-98 Jan-00 Sep-01

Force V: Margin of Safety

Intrinsic valle of a com pany is determined by the interp by ofsum offree cash
fbw s and costof capital But, an innestor wilim a&e money on ¥ ifhe buys atan
attractive price. Exentual, purch ase price wi lldetrmine the rate ofreturn.

“Never counton making a good sall_H awe the purchase price be so atiractie,
tateven a mediocre sall gives an atiractie return®™
—W arren Bufett

Aninwestor has o understand whatthe price im p Bed is in trm s offree cash fhbw,
grow & and bngeMty.

To ad udge m ark etexpectations and acom pany's inh erentcapabi Ity to de I\er
free cash fbws in future, we hawe used our time tstd "Paybac ratio”
barometr.
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Five Forces of Wealth Creation

Payback Ratio

Generall, ithasbeen obser\ed th atm ark etprice is often based on th e assum ption
tatearnings wilgrow attheir currentrate for another fine or more years and
tenrem ain constent(Manitou In\estm entManagem entresearch )W e h ave defined
payback ratio as the resu kofm ark et capitallsation of th e com pany divided by
the sum of profits of the com pany for the nextfine years. With tie benefitof
hindsight we hawe calklu lted t e payback ratio for alltie 71 Wealh Creators.
Fo Bbw ing are our findings:

PAY BACK RATIO TOTAL
<1 1>=2 2>=3 3>=4 >4

ROE <15 (no of cos.) 8 5 2 1 1 17
% Wealth Created 1.4 1.0 0.2 0.4 1.6 4.7
Mean Rate of Return 34.6 19.4 18.3 13.9 11.8 25.7
ROE >15<25 (no of cos.) 9 6 5 3 4 27
% Wealth Created 9.5 17.3 2.3 0.6 1.0 30.6
Mean Rate of Return 31.3 24.1 12.9 26.2 17.0 23.6
ROE >25<35 (no of cos.) 5 4 4 2 0 15
% Wealth Created 0.8 10.7 2.6 0.2 0.0 14.3
Mean Rate of Return 30.9 40.2 28.5 3.3 na 29.1
ROE >35 (no of cos.) 6 2 1 2 1 12
% Wealth Created 31.2 0.8 0.1 17.5 0.8 50.4
Mean Rate of Return 74.2 34.6 29.4 16.0 18.7 49.6
Total Companies 28 17 12 8 6 71
Total Wealth Created 42.9 29.8 5.2 18.8 3.4 100.0
All Companies Mean Rate 41.4 27.8 20.4 16.4 16.4 29.6

= The three com panies - Infosys, Wipro and Satyam - had apaybad ratio of Bss
th an one and an RoE ofabowe 35% in the study period.

= Companieswith high RoOE (> 35%) num beringon¥ 12 h as created 50% of
teweal . They are few, butnecessary in tie portfo lo.

= Higertie ROE, bnger canbe the paybad .

Thoughts for the Future
Based on findings ofthe six Wealh Creation Studies incliding tie currentstudy,
we make an attem ptto identify the future Wealh Creators.

Criteria and Assum ptions

= ROE greater tan 25% in 2001 and sustainab I

=  Com panies w ith focussed business approach

= Growt inthesame franchise

= Earnings o grow by a CAGR ofat Bast20% during the nextfive years
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Five Forces of Wealth Creation

Based on these criteria, we have arrined at24 com panieswhia hae te potntal
ofcreatingw ealh foritsshareh o Bers. The ktison ¥ indicative .We h ae calu led

te paybad ratio for the com panies assum ing t attheir earnings w i Mgrow by a
CAGR ofat Bast20% during the nextfine years.

Payback Ratio <=1 1>=2 2>=3 3>=4 >4
No of Cos 2 7 6 3 6
Company BPCL Asian Paints Britannia Ind  Digital Aventis Pharma
Concor CMC Hero Honda  HDFC Bank Cipla
Hughes Software HCL Tech Pfizer HLL
ITC Novartis Infosys Tech
Polaris Software  Sun Pharma Nestle
SBCH Wockhardt Wipro

Satyam Computer

Conclusion

* High RoE (we Mabo\e costofcapitaBis te foundation of Wealkh Creation.

= Return on incrementallcapitallem p byed in tie bng run shoul be higher
than the expected rate ofreturn.

= Growt in the same business franchise is kel t be more rewardingin the
future ttan from atotal new Une ofbusiness

= To generate superior returns, purchase soxswit ahigh Margin of Safety
which isreflicted in a'Payback Ratio’ of Iss than wo.
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SR. COMPANY ROE (%) CE (RS CR) PAYBACK WEALTHCREATED MCAP
NO. NAMVE 2001 1996 2001 1996 RATIO (X) NET % CAGR
1 Adani Exports 24.8 37.9 1,038 214 0.6 251 0.12 13.2
2 Amtek Auto 14.7 17.0 100 23 0.7 216 0.10 39.3
3 Apollo Hospitals 11.5 19.7 384 90 0.6 270 0.12 28.7
4 Asian Paints 25.9 26.1 634 322 3.4 206 0.09 43
5 Astrazeneca 21.4 30.3 65 31 1.3 123 0.06 21.4
6 Aurobindo 24.7 19.3 491 52 0.2 543 0.25 66.6
7 Aventis Pharma 18.1 18.8 231 159 5.2 461 0.21 12.3
8 Berger Paints (India) 20.2 25.5 226 69 0.6 172 0.08 28.6
9 Bharat Heavy Electricals 8.2 22.6 4,795 2,504 1.1 477 0.22 3.0
10 Bharat Petroleum 20.1 22.3 7,655 1,981 1.4 1,368 0.63 5.7
11 Birla 3M 19.3 7.8 100 32 6.3 314 0.14 22.4
12 Britannia Industries 29.4 17.3 415 154 1.8 1,547 0.71 38.4
13 BSES 12.8 12.1 3,086 2,205 1.4 277 0.13 2.4
14 Cadbury India 21.5 22.0 229 101 3.3 899 0.41 27.8
15 Castrol India 34.1 41.1 408 274 3.3 307 0.14 2.3
16 Cipla 25.1 14.5 735 300 1.3 5,230 241 49.6
17 Dabur India 21.4 21.4 544 344 2.4 1,023 0.47 19.5
18 Digital Globalsoft 374 28.3 140 84 1.6 1,061 0.49 35.2
19 Dr Reddy’s Laboratories 26.1 17.1 894 313 2.9 3,203 1.47 36.8
20 E Merck (India) 29.2 26.8 135 88 2.7 466 0.21 19.7
21 Electrosteel Castings 21.1 20.7 534 123 0.2 113 0.05 5.3
22 e-Serve International 24.6 12.4 44 37 3.5 134 0.06 44.9
23 Essel Propack 17.3 13.6 390 223 2.7 226 0.10 11.5
24 FCL Technologies & Products 19.9 12.1 194 42 4.1 137 0.06 19.9
25 German Remedies 23.4 21.1 142 63 0.8 335 0.15 33.8
26 Gillette India 111 10.5 385 48 3.8 945 0.44 13.9
27 Glaxo (India) 17.9 79.6 445 275 4.2 1,204 0.55 13.6
28 Godfrey Phillips India 21.8 24.3 259 228 0.8 237 0.11 20.8
29 GTL 34.2 30.8 1,344 133 0.3 212 0.10 10.1
30 Gujarat Gas Company 374 41.0 123 33 1.3 572 0.26 34.0
31 HDFC Bank 23.0 9.2 980 241 1.3 4,738 2.18 47.9
32 Hero Honda Motors 39.2 27.4 815 105 0.8 2,224 1.02 37.1
33 Hindustan Inks & Resins 14.7 46.1 314 182 1.0 314 0.14 33.8
34 Hindustan Lever 52.7 29.3 2,364 1,070 3.8 37,738 17.38 25.2
35 Hindustan Zinc 14.6 5.0 1,108 791 0.8 532 0.25 19.9
36 Hitech Drilling Services India 12.2 12.4 15,588 5,110 0.5 127 0.06 10.7
37 HDFC 20.0 13.5 2,813 1,767 2.2 2,657 1.22 11.0
38 IBP 14.7 10.2 356 233 1.4 437 0.20 19.4
39 Information Technologies 6.3 31.1 1,036 49 1.2 723 0.33 38.5
40 Infosys Technologies 45.2 26.3 1,219 80 0.4 26,365 12.14 131.1
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'MOSt-Inquire 71" ~ Wealth Creators Appendix |
SR. COMPANY ROE (%) CE (RS CR) PAYBACK WEALTHCREATED MCAP
NO. NAVE 2001 1996 2001 1996 RATIO (X) NET % CAGR
41 ITC 29.0 24.9 4,184 1,740 1.7 14,415 6.64 29.1
42 Jagatjit Industries 135 20.6 216 99 0.9 107 0.05 2.9
43 MIRC Electronics 14.3 22.4 411 169 0.5 256 0.12 36.6
44 Morepen Laboratories 16.9 31.8 856 95 29 541 0.25 21.2
45 Moser Baer (India) 52.9 30.1 885 41 0.1 606 0.28 82.3
46 Motherson Sumi Systems 18.6 18.0 129 60 1.4 142 0.07 20.0
47 MPhasis BFL Limited 25 48.7 809 29 2.1 271 0.12 135
48 Nestle India 46.0 23.0 338 467 4.8 1,801 0.83 18.7
49 Nicholas Piramal India 16.2 13.6 500 324 25 480 0.22 15
50 NIT 36.2 36.7 616 113 0.9 2,217 1.02 38.1
51 Nirma 19.1 25.9 2,362 183 0.8 2,523 1.16 1.3
52 Panacea Biotec 30.2 17.9 132 32 0.4 240 0.11 54.5
53 Pfizer 27.8 16.8 132 98 2.1 1,087 0.50 42.0
54 Pidilite Industries 22.1 20.8 257 160 1.2 315 0.15 19.5
55 Procter & Gamble 45.0 19.7 175 122 3.0 353 0.16 6.8
56 Punjab Tractors 25.9 314 439 130 1.0 796 0.37 19.1
57 Ranbaxy Laboratories 11.5 17.2 1,799 1,047 45 3,484 1.60 11.8
58 Reliance Industries 22.1 15.9 21,618 8,438 11 30,905 14.23 30.3
59 Reliance Petroleum 17.7 n.a. 14,716 559 0.4 15,795 7.27 29.2
60 Rolta India 32.2 13.8 405 139 0.3 359 0.17 35.4
61 Roofit Industries 30.7 29.6 411 40 0.3 130 0.06 35.5
62 Satyam Computer Services 59.8 25.4 900 77 0.2 7,154 3.29 112.1
63 SB Consumer Healthcare 29.9 36.9 255 99 2.1 861 0.40 15.5
64 SB Pharma 17.0 19.0 179 85 3.3 156 0.07 5.9
65 SSl 38.5 52.4 842 12 0.3 190 0.09 82.2
66 Sun Pharma 28.8 22.9 351 109 1.4 2,103 0.97 43.7
67 Tata Elxsi 36.3 6.4 57 40 2.3 158 0.07 29.4
68 United Breweries 1.7 11.4 501 267 2.2 242 0.11 23.1
69 Vikas Wsp 43.1 37.9 215 21 0.8 109 0.05 12.3
70 Wipro 35.6 24.3 1,841 469 0.6 29,737 13.69 114.6
71 Zee Telefiims 27.6 30.9 4,306 83 1.0 1,264 0.58 56.9

Note: Payback Ratio = Market Capitalisation of 1996 divided by sum of five years profit from 1997-2001.
CE = Capital Employed
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Appendix I

COMPANY CAGR WEALTH CREATED
RANK NAME © ®SCR) %
1 Infosys Technologies 131.1 26,365 12.1
2 Wipro 1146 29,737 137
3 Satyam Computer Services 112.1 7,154 3.3
4 Moser Baer (India) 82.3 606 0.3
5 SSI 82.2 190 0.1
6 Aurobindo Pharma 66.6 543 0.2
7 Zee Telefiims 56.9 1,264 0.6
8 Panacea Biotec 54.5 240 0.1
9 Cipla 49.6 5,230 2.4
10 HDFC Bank 47.9 4,738 2.2
11  e-Serve International 44.9 134 0.1
12 Sun Pharmaceuticals Industries 43.7 2,103 1.0
13 Pfizer 42.0 1,087 0.5
14  Amtek Auto 39.3 216 0.1
15 Information Technologies 38.5 723 0.3
16  Britannia Industries 38.4 1,547 0.7
17 NIT 38.1 2,217 1.0
18 Hero Honda Motors 37.1 2,224 1.0
19 Dr Reddy’s Laboratories 36.8 3,203 1.5
20  MIRC Electronics 36.6 256 0.1
21  Roofit Industries 355 130 0.1
22 Rolta India 354 359 0.2
23  Digital Globalsoft 35.2 1,061 0.5
24  Gujarat Gas Company 34.0 572 0.3
25  Hindustan Inks & Resins 33.8 314 0.1
26  German Remedies 33.8 335 0.2
27  Reliance Industries 30.3 30,905 14.2
28  Tata Elxsi 29.4 158 0.1
29  Reliance Petroleum 29.2 15,795 7.3
30 ITC 29.1 14,415 6.6
31  Apollo Hospitals Enterprise 28.7 270 0.1
32  Berger Paints (India) 28.6 172 0.1
33 Cadbury India 27.8 899 0.4
34  Hindustan Lever 252 37,738 17.4
35  United Breweries 23.1 242 0.1
36 Birla 3M 22.4 314 0.1

COMPANY CAGR WEALTH CREATED
RANK  NAME @) ®RSCR) %
37  Astrazeneca Pharma India 214 123 0.1
38  Morepen Laboratories 21.2 541 0.2
39  Godfrey Phillips India 20.8 237 0.1
40  Motherson Sumi Systems 20.0 142 0.1
41  Hindustan Zinc 19.9 532 0.2
42  FCL Technologies & Products 19.9 137 0.1
43 E Merck (India) 19.7 466 0.2
44 Dabur India 19.5 1,023 0.5
45  Pidilite Industries 19.5 315 0.1
46 IBP 19.4 437 0.2
47  Punjab Tractors 19.1 796 0.4
48 Nestle India 18.7 1,801 0.8
49  Smithkline Beecham Cons. 15.5 861 0.4
50 Gillette India 13.9 945 0.4
51 Glaxo (India) 13.6 1,204 0.6
52 MPhasis BFL Limited 13.5 271 0.1
53  Adani Exports 13.2 251 0.1
54  Aventis Pharma 12.3 461 0.2
55  Vikas Wsp 12.3 109 0.1
56  Ranbaxy Laboratories 11.8 3,484 1.6
57  Essel Propack 11.5 226 0.1
58 HDFC 11.0 2,657 1.2
59  Hitech Drilling Services India 10.7 127 0.1
60 GTL 10.1 212 0.1
61  Procter & Gamble 6.8 353 0.2
62  Smithkline Beecham Pharma. 5.9 156 0.1
63  Bharat Petroleum Corporation 5.7 1,368 0.6
64  Electrosteel Castings 5.3 113 0.1
65  Asian Paints (India) 4.3 206 0.1
66  Bharat Heavy Electricals 3.0 477 0.2
67  Jagatjit Industries 2.9 107 0.0
68 BSES 2.4 277 0.1
69  Castrol India 2.3 307 0.1
70 Nirma 1.5 2,523 1.2
71  Nicholas Piramal India 1.3 480 0.2
Total 217,180 100.0
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Summation of Earni NJS (Cumulative earnings in x years for y% growth in profits) Appendix 11

Years
%r 1 2 3 4 ) 6 7 8 9 10 15 20
0.10 1.1 2.3 3.6 51 6.7 8.5 10.4 12.6 14.9 17.5 34.9 63.0
0.11 1.1 2.3 3.7 5.2 6.9 8.8 10.9 13.2 15.7 18.6 38.2 71.3
0.12 1.1 2.4 3.8 54 7.1 9.1 11.3 13.8 16.5 19.7 41.8 80.7
0.13 1.1 2.4 3.8 55 7.3 9.4 11.8 14.4 17.4 20.8 45.7 91.5
0.14 1.1 2.4 3.9 5.6 7.5 9.7 12.2 15.1 18.3 22.0 50.0 103.8
0.15 1.2 2.5 4.0 5.7 7.8 10.1 12.7 15.8 19.3 23.3 54.7 117.8
0.16 1.2 2.5 4.1 5.9 8.0 10.4 13.2 16.5 20.3 24.7 59.9 133.8
0.17 1.2 2.5 4.1 6.0 8.2 10.8 13.8 17.3 21.4 26.2 65.6 152.1
0.18 1.2 2.6 4.2 6.2 8.4 111 14.3 18.1 22.5 27.8 71.9 173.0
0.19 1.2 2.6 4.3 6.3 8.7 115 14.9 18.9 23.7 29.4 78.9 196.8
0.20 1.2 2.6 4.4 6.4 8.9 11.9 15.5 19.8 25.0 31.2 86.4 224.0
0.21 1.2 2.7 4.4 6.6 9.2 12.3 16.1 20.7 26.3 33.0 94.8 255.0
0.22 1.2 2.7 4.5 6.7 9.4 12.7 16.8 21.7 27.7 35.0 103.9 290.3
0.23 1.2 2.7 4.6 6.9 9.7 13.2 17.4 22.7 29.1 37.0 114.0 330.6
0.24 1.2 2.8 4.7 7.0 10.0 13.6 18.1 23.7 30.6 39.2 125.0 376.5
0.25 1.3 2.8 4.8 7.2 10.3 14.1 18.8 24.8 32.3 41.6 137.1 428.7
0.26 1.3 2.8 4.8 7.4 10.5 14.5 19.6 25.9 33.9 44.0 150.4 488.1
0.27 1.3 29 4.9 7.5 10.8 15.0 20.4 27.1 35.7 46.6 164.9 555.7
0.28 1.3 29 5.0 7.7 111 15.5 21.2 28.4 37.6 49.4 180.9 632.6
0.29 1.3 3.0 51 7.9 114 16.1 22.0 29.7 39.6 52.3 198.3 720.0
0.30 1.3 3.0 5.2 8.0 11.8 16.6 22.9 31.0 41.6 55.4 217.5 819.2
0.35 1.4 3.2 5.6 9.0 13.4 19.5 27.7 38.7 53.6 73.7 343.9 1555.5
0.40 1.4 34 6.1 9.9 15.3 22.9 334 48.2 68.8 97.7 541.0 2924.9
0.45 1.5 3.6 6.6 11.0 17.4 26.7 40.2 59.7 88.1 129.2 845.3 5435.7
0.50 1.5 3.8 7.1 12.2 19.8 31.2 48.3 73.9 112.3 170.0 1310.7 9972.8
0.55 1.6 4.0 7.7 13.4 22.4 36.3 57.8 91.1 142.7 222.8 2015.3 18052.4
0.60 1.6 4.2 8.3 14.8 25.3 42.1 68.9 111.9 180.6 290.5 3071.8 32235.4
0.65 1.7 4.4 8.9 16.3 28.5 48.7 82.0 136.9 227.6 377.1 4640.8 56784.5
0.70 1.7 4.6 9.5 17.9 321 56.2 97.2 167.0 285.6 487.2 6949.2 98700.3
0.75 1.8 4.8 10.2 19.6 36.0 64.7 115.0 202.9 356.9 626.2 10314.5 169329.2
0.80 1.8 5.0 10.9 21.4 40.3 74.3 135.5 2457 4441 801.1 15177.7 286833.1
0.85 1.9 5.3 11.6 23.3 45.0 85.1 159.2 296.4 550.3 1019.9 221455 479938.3
0.90 1.9 55 12.4 25.4 50.2 97.2 186.6 356.4 679.1 1292.2  32046.9 793564.0
0.95 2.0 5.8 13.2 27.6 55.8 110.8 218.0 427.1 834.7 1629.7 46005.6 1297186.9
1.00 2.0 6.0 14.0 30.0 62.0 126.0 254.0 510.0 1022.0 2046.0 65534.0 2097150.0

Note: % r = rate of earning growth
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This document is 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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