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Investors and Traders: Are they two faces of the same coin?

How do you differentiate between "'trading'’ and "investing"? I'm always curious to
hear what people think is the difference.

The main difference between "trading" and "investing" is time horizon. Inves-
tors are long term players. They are investing in a business and are making an
optimistic bet about the fundamentals of that business in the future. If they
pay a reasonable price, and their analysis of the business prospects are cor-
rect, they will make money over time (regardless of overall market environ-
ment) because over the long term both valuation and earnings determine the
value of a business, and thus the per share price of a company's stock.

Furthermore, since investors are willing to take a long term view (years rather
than days, weeks, or even months) on an investment, they are likely to buy
more shares as a stock drops in price. The main goal is to minimize one's cost
basis in order to maximize profits over time. Temporary drops in share price
aren't likely to change an investor's opinion of a stock's long term investment
merit, unless of course the fundamental outlook changes in a meaningful way.
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Conversely, traders are short term oriented. They tend to care very little about
valuation or the long term earnings power of a business. Since they won't own
the stock long enough for future business fundamentals to influence share
price, they are more likely to use chart patterns and follow the momentum
when buying stocks.

Since traders are more like speculators (making educated guesses as to short
term price movements) than investors are, they are likely to use stop loss orders
to limit downside risk. If a trade goes against them, they cut their losses quickly
and look for other opportunities. Even if the market reaction in the short term is
illogical and unsubstantiated, since they aren't willing to hold the stock long
term and wait for the inefficient market to correct itself, they cannot afford to
wait things out until cooler heads prevail.

Here is an analogy for you; investors are the casinos, whereas traders are the
gamblers. Investors have the odds stacked in their favor, just as the casinos are
guaranteed winners over time because the games they offer have a win percent-

age built -in. Over time, the economy grows and corporate earnings grow, hence

stock prices rise over long periods of time. Thus, investors (who by definition are
long term players) have the odds stacked in their favor.

Traders, on the other hand, are trying to win big on short term trends, much
like a blackjack player hopes for a hot shoe and then cashes out his/her chips.
The gambler knows that they don't have a statistical advantage but they play
nonetheless, trying to make some money and getting out before they give it all
back. Now, | grant you that traders aren't at a statistical disadvantage, so the
comparison isn't perfect, but whether or not the market goes up or down tomor-
row is pretty much a coin flip, so traders' odds are about 50/50, although they
try and boost those numbers with technical analysis, momentum trading, etc.
Much like a trader's stop loss order will limit losses in the market; many gam-
blers will come to a casino with a certain amount in their wallets, to ensure they
don't incur severe losses.

Casinos and investors know very well that in the short term they might lose
money to a hot table or an analyst downgrade, but over time they feel comforta-
ble because they know the odds are in their favour to make money. They are pa-
tient enough to wait for their payout, whether it comes from the 5% edge at the
roulette table they operate, or long term earnings growth generated by a public-
ly traded company they have invested in.
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Infosys Ltd. (INFLTD)
RETURNS £t Y ~ o Aata et D et B atiien B
- LTP (chg%) Close date Target Price Target Return % 21|
0.07% 3,013.00 0215  27Dec 2013  3,300.00 9.60 | P
BUSINESS OVERVIEW (QUICK DATA
Face Value (Rs) 50
{ Infosys Ltd. is the second -largest IT services pjy vield () 1.4
company in India providing consulting and IT No of shares (mm 5742
services to cillents globqlly. It is alsp among the 52 week HighlLow(Rs) 3138 / 2060
fastest growing IT services organization in the )
, , MNSE Symbol INFY
world and a leader in the offshore services - ) -
space with a pioneer in Global delivery model. BSE Code 500209
Infosys provides business consulting, applica- Edel Code INFLTD
tion development and maintenance and engi- Market cap (Rs. bn.) 1734
neering services to 798 active clients spread
across Banking, Financial Services, Insurance,
Retail, Manufacturing, and Ultilities verticals SHAREHOLDING PATTERN (%)
and 50 countries. The company has also its Promoters 16.0
own proprietary core banking software - MFs Fls & Banks 18.2
Finacle used by some of the leading banks in Flls 20 4
I ndia, Middle East, Afri o
Others 26.3
total employee force stands at 156,688 and the
companyds TTM revenues ¢
(USD7.4bn). , o .
EDELWEISS CLASSIFICATION
INVESTMENT THEME Market Cap Large Cap
) Relative Risk Low
i Infosy; has appomted NR Narayana Murthy a; Relative Reco  Sector Outperformer
executive chairman of the board and as addi- Sector Ratin T - Overweiaht
tional director with effect from June 1 2013 for — 2 - DVerwEE
a period of five years. KV Kamath who was ap-
pointed non -executive chairman on Murthy's o , R
. . . GROWTH METRICS (%)
retirement in 2011 will step down and take up
the position of lead independent director effec- YeartoJune FY13 FY14E FY15E
tive June 1. We believe the above move to bring Revenues 196 17.6 6.7
back NR Narayana Murthy as executive chair- EBITDA 78 13.1 6.6
man will help thg _company tg not _only BT 04 92 101
strengthen leadership in a challenging environ- _
ment but also improve growth amid stiff com- NetProfit  13.3 8.2 13.0
petition from players like TCS and HCL. EPS 133 8.2 13.0
' d
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Infosys, in the recent past, lost market share to peers like TCS and HCL
Technologies due to lack of strong presence in Infrastructure manage-
ment services, lack of presence in emerging geographies and its aversion
to provide flexibility in structuring contracts and offer discounted pricing

to clients. The restructuring exercise also led to some distractions which
led to slower growth compared to peers. Going forward, Infosys is unlike-
ly to bridge the gap in revenue growth with peers but will deliver decent
growth rate of 10 -12%.

Infosys outperforms its peers in terms of operating metrics such as cash

flow generation and margins. It has well managed its margins across cy-

cles with EBITDA margins remaining in a narrow 31 -35% band despite
the sharp swings in the currency over the past few years. We believe, In-
fosys will sustain its margins at this band, which makes it a better play
compare to its peers in challenging & volatile environment.

Infosys has healthy cash & equivalent of ~Rs. 23,958 crore in hand
(~10% of the Mcap) as of March 2013. Effective usage of cash remains a
key issue for long -term investors. Any special dividend to shareholders or
value accretive acquisition can be a positive trigger for the stock.

Infosys trades at attractive valuations at P/E of 17x FY14E and at a P/E

of 15x FY15E. Also, INR depreciation would support the earnings of the
companies. Hence, stocks are unlikely to correct sharply in the near
ter m. We expect I nfosysfés valuati on
back of potential trigger of large deal being won, inline growth compared

to larger peers and likely margin improvement in coming two quarters.

INVESTMENT RISKS

il
il

T

Sustained slowdown in the US;

Failure in maintaining margins at current levels, while pursuing large
deals;

Appreciation of the Rs. against the USD, EUR and GBP.

OUTLOOK AND VALUATIONS

COMPARATIVE VALUATIONS

. Tata Consultancy ]
C Infi HCL Technol Wipi
ompany nfosys echnologies Services ipro
1'Wk Price - . . \
performance (%) \13) 4.7) 0.2) 0.2)
o
sMprice 23.9 313 37.4 37.4
performance (%)
PE (x] 18.2 17.7 26.6 17.4
Dri ]
Hr}u:etu Book Value 16 54 10.0 a4
)
EV to EBITDA (x) 10.9 18.6 19.7 12.4




PAGE 5

" FINANCIAL SNAPSHOT

Year to March {INR mn) F¥12 F¥13 FY14E FY15E
MNet revenue 337,340 403,520 474,616 506,405
Cost of revenues 188,740 241,580 290,357 308,733
Gross profit 148,600 161,540 134,260 197,672
Total SG&A expenses 41,470 46,430 53,623 58,362
EBITDA 107,130 115,510 130,637 139,310
Efﬂpgifz'ii'i‘;: & 9,340 11,220 13,075 13,181
EBIT 97,790 104,290 117,562 126,129
Other income 15,040 23,554 21,984 27,510
Profit before tax 116,830 127,844 139,546 153,639
Provision for tax 33,670 33,660 37,597 38410
Profit After Tax 83,160 94,184 101,350 115,229
Diluted EPS (INR) 145.5 164.8 178.4 2007
Diluted P/E () 20.5 18.1 16.8 14.8

TECHNICAL VIEW

Resistance
Resistance 1-315 N
Resistance 2-3230 4l A s’

Support ' "}
Support 1-2890
Support 2 - 2850

Mhar Y kpr 2003 My X0 3 &3N3 STl b Aug A3 g I 3

Post Q1FY14 result, the asking CQGR to achieve high -end of guidance stands at
1.5%. We believe with return of Mr. Murthy all the levers will fall in place and a se-

ries of steps taken by him fi change in pay structure, wage hikes i will reap benefits
going forward. Also, his focus on cutting additional costs and utilising bench via

higher growth will play out in the future. On our FY14E and FY15E EPS estimate of

Rs. 178 and 202 the stock is currently trading at a P/E of 17x on FY14E basis and

at a P/E of 15x FY15E basis. Given these attractive valuations and its growth pro-
spects, we believe the stock offers upside potential in the near term.
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Why Indians love it when government makes gold expensive®

Government of India makes
gold more expensive by hik-
ing duties four times in 20
months, hoping this will de-
ter citizens of India from
holding more gold. But not
only does gold remain at-
tractive for Indians, expec-
tations of a high price re-
gime have increased its at-
tractiveness.

This is not a perverse out-
come. It's more a case of
wrong official logic.

Economics 101 says high
prices dampen
demand for a
product or a ser-
vice. But Invest-
ing 101 says ex-
pectations that
an asset class
will get pricier
can increase de-
mand for that
asset. Gold is an
asset class.

Plus, sharp ru-
pee depreciation
has also made gold holdings
more attractive.

Investors who expect gold
price to rise say they will
invest the same amount of
money even if they buy a
few grams less - the only
risk, ironically for the gov-
ernment, is that import du-

ty may come down at some
stage.

The World Gold Council's
data for April -June this year
shows higher appetite for
gold in India, despite gov-
ernment measures to curb
demand. Consumer demand

vas 310 tonne, up 71% on
Sy
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last year. Bar and coin in-
vestment rose 116%, while
jewellery demand rose by
51%.

K Bhaskar Reddy, a Chen-
naibased software engineer,
chose to buy a 5 gram gold
coin. He was initially plan-
ning to purchase a 10 gm
coin but the higher cost of
gold made him settle for
less. Riddhima Banerjee, a
housewife in Kolkata, took a
leaf out of Reddy's book and
bought an 8 gm gold earring
instead of 10 gm. But they,

and thousands of other In-
dians, still bought gold
and are happy that gold
price is increasing thanks to
GOl.

Jewellers also say govern-
ment action has not
changed the mindset of In-
dian buyers. Biren Vaidya,
managing director, Rose
Group of Companies that
sells high -end branded jew-
ellery, said in a country
deeply rooted to the culture
of savings through jewel-
lery, gold will always find
favour. High price is not a
deterrent, he said.

N9

"At Rose, we have also seen
our patrons creating invest-
ment through jewellery not
just purely in value terms
but also as heirlooms which
they can pass on to their
generations," Vaidya noted.
In the past six months, gold
has already delivered re-
turns of 15% -20%, largely
due to the weak rupee.

Those who bought gold at
Rs 26,000 per 10 gm got a
chance to offload it at Rs
31,000 - Rs 32,000 in the
last week of August when
rupee slipped to nearly 69
| against dollar.

¢ Leading Mumbai -based
gold scrap dealer Anish
Jitendar Jain of Jugraj
Kantilal & Co said the last

gold of 10 kg arriving eve-
ry day.

. "Indians still believe that
" gold is a safe investment
product. So, duty hikes
can't check gold con-
sumption.

" People will keep on buying,

more so when high prices
mean better returns" said
Amit Sampat, director of
Mumbaibased Pushpak
Bullion.

In urban India, people in-
vest 10% -15% of their in-
vestible surplus in gold.
This, gold traders and fi-
nancial firms say, hasn't
changed despite a price in-
crease.

In fact, say gold watchers,
Gol may have created ex-

pectations of higher returns

/
-
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than would have been the
case.

In rural India, where banking
penetration is low, affluent
farmers typically park 50% of
their surplus funds in gold.
"Gold is extremely precious to
them and they see it an easy

route to get liquid cash. In
case of any crisis they mort-
gage the gold with the local
moneylender to get easy
cash," said Sampat.

For the rich farmer, too, gold
experts say, high domestic
gold prices are a positive de-

velopment for his portfolio.
And there's another outcome
that officials don't want but may

happen because of their policies:

illegal gold trade.

Lok Sabha passes long-pending Pension Bill

MUMBAI: In order to boost for-

eign fund inflows into India, a

Sebi study today suggested a
slew of measures including
simpler registration norms for

overseas investors and removal
of wvarious quantitative re-
strictions in the government
bond market.

The study, 'Foreign Investment
in Indian Government Bond
Market', conducted by Sebi's
Development Research Group
(DRG), said that there is for-
eign appetite for rupee denomi-
nated debt, but India has
placed many restrictions on
foreign investment in rupee de-
nominated bonds.

The study is part of an initia-
tive by Sebi's Department of
Economic and Policy Analysis
and is aimed at undertaking
"quick and effective policy
oriented research, essentially
on subjects contributing clarity
and solutions to challenges”
faced by the regulator.

However, market regulator Sebi
said that the views expressed
in the study are essentially of
the authors and do not reflect
its opinions.

The study, co -authored by lla
Patnaik, Sarat Malik, Radhika

Pandey and Prateek, further
said: "The existing framework
of quantitative restrictions on

foreign investment in govern-

ment bond market should be

dismantled.

"This will encourage greater
engagement of foreigners in the
government debt market."

In case restrictions need to be
imposed at some stage, the ex-
isting quantitative restrictions
could be replaced by percent-
age limits on foreign owner-
ship.

Foreign ownership should be
capped at a certain percentage
of the outstanding government
debt, such as at 10 or 15 per
cent of the total government
debt.

"Under this framework, the
government debt market
should be made operationally
similar to the equity market.
The regulator should allow free
investments till the prescribed
limit at any time,” it noted.

The 25 -page study noted that
Know Your Client (KYC) regime
for foreign investors should be

simplified and the current
practice of submitting docu-
ments to multiple agencies
should be done away with.

Sebi has as such been taking
various steps in the recent past
to simplify the KYC require-
ments for overseas investors.

The study recommended that
government should clarify the
tax treatment of foreign asset
managers who build perma-
nent establishments in India.

The country has placed many
restrictions on foreign invest-
ment in rupee denominated
bonds. These include caps on
the total as well as limits by
investor class, maturity and
issuer and have been imple-
mented through a complicated
mechanism for allocation and
reinvestment.
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DIPP proposes 100% FDI in railway projects

NEW DELHI: The department
of industrial policy and promo-

tion (DIPP) on Wednesday cir-
culated a cabinet note propos-
ing 100% FDI in railway pro-

jects involving infrastructure

development. A major step to-
wards opening up the railways
sector to foreign investment,
the move is expected to pro-
vide significant relief to the re-

source -starved Indian Rail-
ways.

According to the proposal, for-
eign investors would be al-
lowed to hold 100% stake in
the special purpose vehicles
(SPVs) constructing port con-
nectivity projects as well as
railway lines that will connect
mines and industrial hubs to
the existing rail network,
which in turn would allow

Service tax on

smoother evacuation of

materials.

raw

"On the Railways' recommen-
dation, we have proposed
100% FDI be allowed in only
infrastructure  projects for
building lines and maintaining
it. The operations side will re-
main with the Railways," said
a senior DIPP official adding
that FDI will be permitted for
first -to-last mile connectivity
projects between ports and
mines. Currently, no FDI is
allowed in railways at all. DIPP
will send the note for Cabinet
approval after receiving com-
ments from various ministries.

The severe financial crunch
has slowed down railway infra-
structure development includ-
ing construction of new lines,
gauge conversion and doubling
projects.

This has led to at least Rs 2
lakh crore in throw -forward
projects even while huge losses
in the passenger segment, cur-
rently amounting to about Rs
25,000 crore owing to subsi-
dized fares, have aggravated
the problem.

The Railways have a target of
raising Rs 6,000 crore through

Public -Private Partnership this
year and Rs 1 lakh crore for
the Xlith Plan. In order to at-

tract private investors who
have largely given railway PPP
projects a miss, the railways
ministry also formulated five

participative models for rail

connectivity and capacity aug-

mentation projects. This was
approved by the CCEA last
year.

skill development companies rolled back

NEW DELHI: In a big relief for
youth  pursuing vocational
training courses to land a job,
Finance Minister P Chidam-
baram has rolled back the
12.36% service tax on skill de-
velopment and training firms
imposed in the Finance Bill of
2013 -14.

Experts had warned that the
service tax introduced this year
on all training firms working in

tandem with the National
Skills Development Corpora-
tion (NSDC) could jeopardise
the government's ambitious
goal of training 500 million
people by 2022 by raising the
effective fees payable by stu-
dents. The NSDC, set up by the
finance ministry as a public

private partnership , has been
assigned the task of fostering
and funding private sector skill
development initiatives to 150
million people.

Though the government had
put training firms in the nega-
tive list of activities attracting
service tax last year, this year's
Budget fine print explicitly
omitted NSDC -affiliated train-
ing providers, from that list
making over 100 such firms
liable to pay service tax.

The government has set a tar-
get of skilling 9 million youth
this year. The finance minister,
who had addressed the Nation-
al Skills Development Corpora-
tion board in June, personally

ensured that a fresh notifica-
tion was issued earlier this
month to correct the anomaly.
As per the new natification,
service tax is not payable on
any services provided by the
National Skills Development
Corporation or any training in-
stitutes, assessment agencies
and sector skill councils ap-
proved by it.

"This has resolved the uncer-
tainty about service tax being
levied on the course fees
charged by our training part-
ners for skill development pro-
grammes and related activi-
ties," Dilip Chenoy, chief exec-
utive officer and managing di-
rector of NSDC, told ET.
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Terminology

Trickle-Down Theory

An economic idea which states that decreasing marginal and capital
tax rates- especially for corporations, investors and entrepreneursan
stimulate production in the overall economy. According to trickdewn
theory proponents, this stimulus leads to economic growth and we

creation that benefits everyone, not just those who pay the lower tax

Floating Rate Note FRN

A debt instrument with a variable interest rat
terest rate is tied to a benchmark such as the U.S. Treasury bill rate, LIBOR, the fed funds or the prime r
Floaters are mainly issued by financial institutions and governments, and they typically have dotwo

five-year term to maturity.

Deed Of Reconveyance

A document issued by a mortgage holder indicating that the borrc Z
is released from the mortgage debt. The deed of reconveyance tra P
the property title from the lender (also called the beneficiary) to ¢
borrower (also called the trustor). This document is most comm =
issued when a mortgage has been paid in full. It contains a lega
scription of the property and
notarized. Some states use a satisfaction of mortgage document instead

of a deed of reconveyance.
B-Share

A class in a family of mukiclass mutual funds. This class is characterized by a4sauk load structure

that is paid only when the fund is sald
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Market Watch




ISSUE 37

Brain Storming

CROSSWORD TP

Identify the person

Across Down ANSWER TO LAST
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7) 3 Card run incIudingMggkeEMary
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. . A |
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or maicA yaungeslcagpydndtr ofr =

) 8 Feast has appl e, s E.-
1_8, 19 Competitors be fi W Spdeidse afy(g)res CA
with Chel sea exhibit? hga}most sore (9) mﬂ
2|2' Featu;e of—cmbuh;agé] Jé)po a/r relocati m
gl tmpse of erouse (8) o . rald o, t LIOINIGLRIAINGIET [GlolalLls]
24 Square dance I’Il(éi)ar'\é m@yd%nc% WS n

by queen (9)
26 Human being not h?aq f Id elm%fntd,i tn(b_?@%yeméﬁ)d
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h [S h b . m
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. l;evol t
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29 Unheal thy pantry %% \é”?:ékzl Par'%u%%tac}.\,\.
to help digestion (7)Sear
25 Somethlng on the floor next to game

(5)
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A.M. Naik

Early Life

A.M. Naik was born into a family of
teachers in June 3, 1942 in Endhal in

Southern Gujarat. His father was a
teacher and also a strict Gandhian.
Naik received his early education in
Navsari. He finished a degree in me-
chanical engineering from the prestig-
ious Birla Viswakarma Mahavidyalaya
Engineering College in VV Nagar in
Anand.

Career

In 1965, Anil. M. Naik joined Larsen &
Turbo as a junior engineer and became
the youngest manager in the history of
the organisation. In 1985, he was made

ly through the ranks. In 1989, he took
over as the Vice -President of the organ-

isation and became the member of the

Director Board. Anil M. Naik's broader
perspective enabled the company to

4 expand its horizons beyond domestic

borders and reach a position which
enabled it to become a global player. He
restructured the company into several
operating divisions and focused on im-
proving shareholder value. The empha-
sis on HR and IT as twin engines of
growth yielded the organization fruitful
results. In 1995, Anil became the Presi-
dent of L&T and in 1999, took over as
the 'Chief Executive Officer' and the
Managing Director. In 2003, he became
the Chairman and Managing Director
of the organisation.

In the early nineties, Anil M. Naik came
up with the idea of manufacturing engi-
neering equipments which saw the or-
ganization treading down the manufac-
turing path. It began manufacturing
plastic machinery, tire machinery and
custom engineering products. This ena-
bled L&T to achieve major success in
the indigenization of technology and in
the technology and nuclear sectors.
This paid rich dividends and the turno-

ver of the company grew fifty times in
eight years. This happened when Anil
M. Naik took over as the Chief Execu-
tive Officer. Under his leadership, the
company expanded its horizons in the
IT sector and made huge profits. An-
il.M. Naik has involved himself in many
social activities and is currently into
the development of an educational in-
stitution set up by his father in Navsari

in Gujarat. He is also associated with
several educational and charitable in-
stitutions that help support the rural

population of India. He is also a mem-
ber of the Board of Trustees of the Indi-
an Business Trust for HIV/AIDS.

Contributions

As soon as he took over as the CEO of
L &T, he came up with a 90 days action
plan. He brought back a merit system
to attract the younger generation to the
company. According to him, the best
way to attract young engineers to an
organization was to change the way of
rewarding them. Anil Manibhai Naik
was also instrumental in leading the
organization through a manufacturing
path which helped raise the turnover of
the company fifty times over in around
eight years.
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FINVEST which symbolizes finance and investment is a stu-
dent managed club and it aims to spread knowledge to all

those who aspire to learn the nitty gritty of Finance. The

uniqueness about this club is its focus on practical aspects of

finance and regular research by students which keeps them

updated with the changing scenario.

FINVEST— Finance Club

INSTITUTE OF TECHNOLOGY & SCIENCE
Mohan Nagar, Ghaziabad

Send us your articles at: Disclaimer:

Y manjulamba@its.edu.in This newsletter is just a compilation of news from various sources
\% anupammaity@its.edu.in (newspapers, websites, journals and magazines) and hence, no
. personal analysis is being done by the members. Thus, readers
Y vijayabharti@its.edu.in are expected to cross-check the facts before relying upon them.

Winning articles will get prizes
And their article will be published in FINVEST TIMES
You can also send your suggestions, feedback, stories etc.

Though much care has been taken to present the facts without
error, still if errors creep in, necessary feed backs will be always
welcomed. Editors would not be responsible for any undertak-
ings.

Editors:- ANUPAM MAITY, VIJAYA BHARTI, RANA VISHWA PRATAP SINGH , AANCHAL GANJOO
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