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What does 100X P/E mean?

The benevolence and/or complacency of market participants have resulted
in a large number of stocks trading at astronomically high levels. Investors
may want to get a handle on the market size implied by such high multiples.
A 100X P/E essentially implies earnings growing at the rate of cost of equity
over 100 years or at much higher growth rates over a shorter period of time.

Astronomical valuations being ascribed to higher number of stocks

The Indian equity market appears to be fairly benevolent or complacent with
basic issues such as market size and profitability being sidelined, given its
obsession with narratives. Valuation methodologies have low or no linkage to
fundamentals, which makes high multiples palatable, no matter how
outrageous the implied math for underlying parameters becomes at higher
multiples. The current benign mood has resulted in much higher number of high
P/E companies currently compared with history. Exhibit 1 shows the number of
Indian stocks that have been trading above 50X and 100X each year in the past
decade on a one-year forward basis. Even ignoring ‘young’ companies in ‘young’
industries, the number is very high. It is interesting to see that several such high
P/E companies are in ‘traditional’ sectors, which face massive disruption risks.

100X P/E = 83,000X earnings in the 100" year

A simple but stark way to appreciate a P/E multiple is that the P/E multiple is
the number of years a company will have to grow its earnings at the current
cost of equity (ignoring terminal value). Thus, a stock trading at 100X P/E would
theoretically need to compound its earnings (FCFE) at the rate of cost of equity
over 100 years. Thus, such a company will need to deliver 10,000X-83,000X
current earnings in the 100t year, depending on the cost of equity (see Exhibit
2). Ceteris paribus, the sector will need to expand by a similar quantum.

100X P/E requires higher earnings CAGR for shorter growth phases

Companies will require sharper and higher growth rates over a shorter period to
justify very high P/Es. A 100X P/E company, which may be in the growth phase
over the next 40 years, will need to report an earnings CAGR of 20% over the
next 20 years and 9% CAGR over the subsequent 20, according to our simplistic
DCF model (see Exhibit 3). If the industry’s growth phase were to be shortened
by 20 years, required growth rates will be even higher (see Exhibit 4). Even if we
assume (1) stable market structure and (2) stable profitability, the particular
sector will then require becoming 200X in the first scenario and 30X in the
second one. Only a few sunrise sectors may pass this small test!

Current profitability is already elevated, even as competition is ramping up

We note that many sectors and stocks enjoy very high profitability and returns,
which are unlikely to last beyond the next 5-10 years, as forces of disruption
have strengthened across sectors (see Exhibits 5-6). The implied market size
would need to be even higher in case profitability were to decline from current
elevated levels. The latter is extremely likely, the former is unlikely.
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Key estimates summary

2024E 2025E 2026E
Nifty estimates

Earnings growth (%) 21.0 9.1 13.5
Nifty EPS (Rs) 995 1,093 1,245
Nifty P/E (X) 225 205 18.0
Macro data

Real GDP (%) 7.6 6.6 6.5
Avg CPl inflation (%) 54 4.4 4.2

Source: Company data, Kotak Institutional Equities estimates

Quick Numbers

104 companies trading at above 50X P/E (one-year
forward consensus) in the Indian market

A 100X P/E company should have 83,000X earnings in
the 100 year to justify its current multiple, if earnings
were to compound at cost of equity of 12%

A 100X P/E should grow its earnings at 20% over 20
years and lower growth rate after that to justify its
multiple in a hypothetical higher-growth scenario
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Number of companies trading at more than 50X P/E multiple has increased 10X over the past 10 years

I Exhibit 1; Number of companies trading at more than 50X 12-m forward P/E multiple (X)

Companies with P/E>50X = Companies with P/E>100X
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Source: Bloomberg, Kotak Institutional Equities
A company will need to deliver 10,000-80,000X current earnings in the 100™ year to justify a 100X P/E multiple
I Exhibit 2; Required earnings growth to justify 100X P/E
Year 0 10 20 30 40 50 60 70 80 90 100
Cost of equity (%) 12 12 12 12 12 12 12 12 12 12 12
Future earnings 1 3 10 30 93 289 898 2,788 8658 26892 | 83522
Cost of equity (%) 12.0 11.5 11.0 10.5 10.0 9.5 9.0 8.5 8.0 7.5 7.0
Future earnings 1 3 9 26 70 180 445 1,048 2,358 5,068 10,397

Source: Kotak Institutional Equities estimates

A company will need to deliver 20% earnings CAGR over the next 20 years, 9% CAGR over the subsequent 20 years to justify a 100X

P/E multiple
I Exhibit 3; Required growth rate to justify 100X P/E for sectors reaching terminal growth in 40 years

Assumptions 2024-43 2044-64 Terminal

[Growth (%) 20 9 5|

Discount rate (%) 12.0 11.0 10.0

2024 2025 2026 2027 2038 2039 2040 2041 2042 2043 2044 2045 2056 2057 2058 2059 2060 2061 2062 2063 2064

PAT 100 120 144 173 1,284 1,541 1849 2219 2662 3195 3486 3803 9912 10814 11,798 12872 14,043 15321 16,715 18236 19,896
FCF/PAT (X) 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
FCF 100 120 144 173 1,284 1,541 1849 2219 2662 3195 3486 3803 9912 10814 11,798 12872 14,043 15321 16,715 18236 19,896
FCF discounted 100 107 115 123 263 281 302 323 346 371 432 425 351 345 339 334 328 322 317 311 306
NPV of cash flows 11,845
Terminal value 6,428
NPV of terminal value 142
EV 11,987
P/E (X) 100

Source: Kotak Institutional Equities estimates
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A company will need to deliver 23% earnings CAGR over the next 10 years, 15% CAGR over the subsequent 10 years to justify a 100X

P/E multiple

I Exhibit 4; Required growth rate to justify 100X P/E for sectors reaching terminal growth in 20 years

Assumptions

2024-33 2034-44 Terminal

[Growth (%) 23 15 5|
Discount rate (%) 12.0 11.5 10.5
2024 2025 2026
PAT 100 123 151
FCF/PAT (X) 1 1 1
FCF 100 123 151
FCF discounted 100 110 120
NPV of cash flows 4,586
Terminal value 56,316
NPV of terminal value 7713
EV 12,299
P/E (X) 100

Source: Kotak Institutional Equities estimates

2027 2038 2039
186 1,287 1,480
1 1 1
186 1,287 1,480
132 263 270

2040 2041
1,702 1,957 2

1 1
1,702 1,957 2

278 285

2042 2043 2044
,250 2,588 2,976
1 1 1
,250 2,588 2,976
293 300 337
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The threat of disruption has accelerated across sectors in the past few years

I Exhibit 5: Key disruption themes for Indian consumer sectors

Disruption

Environment

Clean air and higher share of
renewables in India's energy
mix

Key beneficiaries:
Automobiles (EV), clean
energy companies,, pollution
control equipment suppliers

Key losers: Automobiles
(ICEV), coal, oil (E&P and
R&M)

Formalization

Shift from unorganized to
organized will gather
pace

Key beneficiaries:
Consumer companies in
sectors with high share

of unorganized sector,

private banks, large real-

estate developers and
organized retailers

Key losers: Building
component companies

Standardization

Products will be more
generic/standardized

Key losers: Semi-branded
commodities such as
building components and
consumer appliances

Technological disruption

Technological
advancement will lead to
disruption of business
models along with
increasing productivity

Key beneficiaries:
Adaptive businesses,
automobiles (EV), private
banks, clean energy
companies

Key losers: Automobiles
(ICEV), coal, oil, semi-
branded businesses

Source: Kotak Institutional Equities estimates
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Most consumer sectors face modest-to-high threats from disruptive forces

I Exhibit 6; Assessment of threats to 'moats' of various consumer sectors

New competition

Alcobev Low
Automobiles-2W High
Automobiles-4W High
Cables and wires Modest
Cement Modest
Consumer durables High
Home care High
Paints High
Personal care Modest
QSR Moderate
Tobacco Low

Source: Kotak Institutional Equities estimates

Eroding distribution

Low
Low
Low
High
High
Moderate
Modest
Low
Modest
Modest
Low

Standardization
Modest
High
Modest
High
High
High
Modest
High
Low
High
High
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report: Sanjeev Prasad, Anindya Bhowmik, Sunita Baldawa.”
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Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

|:| Percentage of companies covered by Kotak Institutional

70% o o o
Equities, within the specified category.
60% -~
|:| Percentage of companies within each category for which
50% - Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.
40% - * The above categories are defined as follows: Buy = We
31.9% 33.1% expect this stock to deliver more than 15% returns over
30% - the next 12 months; Add = We expect this stock to deliver
5-15% returns over the next 12 months; Reduce = We
N 19.0% expect this stock to deliver -5-+5% returns over the next
20% 16.0% 12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
10% 57% are also on a 12-month horizon basis. These ratings are
3.8% 1.9% 1.9% used illustratively to comply with applicable regulations. As
0% of 31/03/2024 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 263 equity securities.

Source: Kotak Institutional Equities

As of March 31, 2024

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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Copyright 2024 Kotak Institutional Equities (Kotak Securities Limited). Al rights reserved.

The Kotak Institutional Equities research report is solely a product of Kotak Securities Limited and may be used for general information only. The legal entity preparing this research report is not registered as a broker-dealer in the United
States and, therefore, is not subject to US rules regarding the preparation of research reports and/or the independence of research analysts.

. Note that the research analysts contributing to this report are residents outside the United States and are not associates, employees, registered or qualified as research analysts with FINRA or a US-regulated broker dealer; and

. Such research analysts may not be associated persons of Kotak Mahindra Inc. and therefore, may not be subject to FINRA Rule 2241 restrictions on communications with a subject company, public appearances and trading securities held
by a research analyst.

Kotak Mahindra Inc. does not accept or receive any compensation of any kind directly from US institutional investors for the dissemination of the Kotak Securities Limited research reports. However, Kotak Securities Limited has entered
into an agreement with Kotak Mahindra Inc. which includes payment for sourcing new major US institutional investors and service existing clients based out of the US.

In the United States, this research report is available solely for distribution to major US institutional investors, as defined in Rule 15a - 6 under the Securities Exchange Act of 1934. This research report is distributed in the United States by
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professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make
investment decisions that are inconsistent with the recommendations expressed herein.

In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest. Additionally, other important information regarding our relationships with the company
or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. We are not soliciting any action based on this material. It is for
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