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Time to avoid small cap stocks? 
 

Should investors invest in small cap stocks at this juncture? 
 

As we sat down to ponder over what is happening around us in the investing world, a quote of 

Warren Buffett kept playing in our minds. He had once said “Price is 

what you pay. Value is what you get”. No other quote in our opinion 

sums up the importance of valuations in the process of stock picking. 

For no matter what the price, if the valuations are expensive, then the 

returns that an investor makes are either limited or heading for a 

decline. Because sooner or later, the fundamentals (or the value) and 

the prices catch up with each other. So if you buy something that is 

expensive, there is a higher probability that you will end up with 

losses instead of gains.  

 

The reason we brought up this discussion is because of what is 

happening in the small caps space in India. A glance at the chart 

below and you will see that the BSE-Small cap index has really not 

performed too well since the beginning of this year. In fact the index 

has declined by about 22% since 1st January, 2013. 

A correction or fall in prices would ideally mean that the valuations 

have corrected too. Right? After all, valuations are nothing but 

prices divided by earnings (Price-to-earnings or PE) or book value 

(Price-to-book of PBV). So if the numerator declines, then the 

multiple should also decline. Unfortunately, the story with the small 

caps is quite different. A look at the chart and it is glaringly obvious 

that valuations in fact have shot up in recent times. 

In fact even when compared to history, the valuations of small caps 

are currently ranging at all time highs. The average PE multiple for 

the BSE-Smallcap index has been around 16.2 times since March 

2006. The Index PE currently stands at 34.8 times. 

  

So what should investors do? 

 

On the face of it, it appears that small caps have gotten more expensive in recent times despite the correction in 

the prices. The reason for this is the decline in the earnings for the small cap companies. A large part of the 

index companies have seen their earnings come under pressure in the wake of the economic slowdown. Growth 

in sales has been coming down while margins are getting increasingly compressed. To add to this is the burden 

of debt that has further hurt the performance of some of the companies. As a result, the correction in prices was  

Source: BSE 

http://www.equitymaster.com/result.asp?symbol=BSMALL&name=SP-BSE-SMALLCAP-Stock-Quote-Chart&utm_source=top-menu&utm_medium=website&utm_campaign=performance&utm_content=get-quote
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probably justified. And given that the valuations still continue to be high, it can be expected that prices could 

correct even more. 

What should a long term investor do? 

During such times an investor is basically faced with two possibilities. The first and obviously the safer option is 

to completely stay away from small caps. This way no matter what happens to prices and valuations, your 

money is safe. And this is probably the ideal step for those who are not comfortable with holding high risk stocks 

in their portfolios. Because small caps are inherently more risky compared to blue-chip or mid cap stocks.  

On the brighter side, small cap stocks do present a huge growth potential. Therefore for investors who are willing 

to take the additional risks, there are options available even during such volatile times. These are stocks that 

have sound fundamentals and have safety moats that  would help them tide through the rough times. While no 

stock can offer an absolute guarantee against investment losses, but even then having such high quality stocks 

can help investors not just protect their capital but also take advantage when the situation takes a turn for the 

better. So here’s what we suggest. Focus on long-term fundamentals of the stocks, and let the stock markets do 

their thing. Over long periods of time the chance that you will make a profit is far greater.  

Of course don’t forget that during such times, the need for asset allocation has become even more prominent.  

We would like to gently remind you that your allocation to equities should be decided upon after keeping aside 

some safe cash.  Even for investors having an appetite for slightly more risk, not more than 10% of one's 

portfolio should be invested in small cap stocks. This means that a single small cap stock should not 

form more than 2-3% of your portfolio. This will ensure that even if your investment in a particular stock turns 

out to be a failure, it will not have a very adverse impact on your overall portfolio. 

 

 

 

 

 

 

  

http://www.equitymaster.com/outlook/asset-allocation/strategic-asset-allocation.asp?utm_source=homepage&utm_medium=website&utm_campaign=right-band&utm_content=asset-allocation
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We resolved to not touch realty stocks anymore…until we met this company 

The real estate sector is one that investors have become highly sceptical about. High rate of speculation, 

cyclicality, lack of transparency, corruption, project delays, leverage and regulatory risks are just some of the 

reasons why people are increasingly giving investing in the sector amiss. Therefore there is little wonder that the 

real estate stocks have seen a massive correction in the stock prices in recent times. However, the overall 

perception has penalized even players who have really good fundamentals.  

Kolte Patil Developers Ltd (KPDL), our Hidden Treasure recommendation for the month, is one such player. 

KPDL is a reputed and leading real estate developer in the market of Pune. The company has enjoyed a 

market leadership position in Pune with a market share of around 7% to 11% over last two years. The company 

has a healthy land bank of 440 acres (own share at the end of FY13). KPDL catered to both residential and 

commercial segments till a few years ago. But post the Lehman crisis, the management understood the 

increasing risks involved with the commercial segment. Therefore it has consciously reduced its exposure to the 

riskier commercial segment since then. Currently, the residential and commercial mix stands at 90:10. 

The proactive management is not the only thing that sets KPDL apart from its real estate peers. It has delivered 

impressive growth rates in the topline and bottomline (70% and 53% CAGR in topline and bottomline respectively) 

even during the past three years that have otherwise been tough ones for the rest of the industry. To dig further 

into the prospects of the company, we met the management. During our meeting, we came across not one but 

multiple reasons that convince us that the stock is a strong long term bet.  

Besides the land bank, KPDL has a strong pipeline of projects to be delivered and launched in the coming 

years. This lends it a good revenue visibility over the next few years. What is interesting about the business 

model is that the company has private equity tie ups with entities like ICICI Venture, Portman Holdings etc for 

different projects. The PE investments are equity investments with no guaranteed IRR (internal rate of return) 

structure (implying pari passu arrangement).  Because of this strategy, the company has been able to grow its 

land bank and expand without taking too much debt on its balance sheet.  In fact, despite being the largest 

player in Pune, the company’s debt to equity ratio has never crossed 0.3 times.  

Projects under execution 

 Overall (million square feet) KPDL's share (million square feet) 

Ongoing 9.4 5.4 

Forthcoming 16.8 10.4 

Future Potential 24.3 12.4 

Total 50.5 28.2 

Source : Company data, Equitymaster 

Further, the equity led expansion model has helped to improve the execution abilities. KPDL mainly acquires land 

parcels that are clear of title issues and with most of the approvals in place. While this may increase the cost of 

land, all these factors have helped company in timely delivery of projects. And in some cases helped it enjoy 

premium pricing too.  

Because of such a model, the risks have been kept under control. It has also helped the company offer products 

across price spectrum. Last but not the least; the company has enjoyed positive operating cash flows in the last 

three years. This further highlights the management’s efficiency and capital allocation skills.  
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However, the stock is trading at a price to book value of just 0.8 x and a TTM PE of 4.7 x. The latter implies a 

discount of 44% from historical average. It currently trades at 58% below its 2007 listing  price. We believe that 

the stock has been penalized due to the overall weak sentiment surrounding the real estate sector. As per our 

estimates, the current valuations of the stock offer sufficient margin of safety and potential for investors to fetch 

good risk adjusted returns over the next 3- 4 years.  That said, investors should note that real estate stocks are 

inherently risky and investors should keep this in mind before investing in the stock.  

Also, we would like to gently remind you that your allocation to equities should be decided upon after keeping 

aside some safe cash. Within your overall exposure to equities, please ensure that you broadly follow our 

suggested asset allocation. We suggest that no single small cap stock should comprise more than 2% -3% of 

your total stock portfolio.    

 

How will KPDL improve its fortunes 

 Healthy project pipeline lends revenue visibility   

KPDL’s ongoing projects under execution involve an overall saleable area of around 9.4 million square feet 

(msf) of which KPDL’s share stands at 5.4 msf. This compares to overall annual sales volumes of 2.9 msf and 

2.6 msf in FY12 and FY13 respectively. Apart from this, the company has forthcoming projects across the 

price spectrum, with an overall saleable area of 16.8 msft of which KPDL’s share is 10.4 msft. As per the 

management, the approvals for the forthcoming projects are mostly under process and are expected by the 

end of FY14. Hence, we see a strong revenue visibility over the next few years.  

Besides this, the company has already secured an area of 24.3 msft, of which KPDL’s share stands at around 

51%. This would be developed at a later stage. 

 

 Focus on maintaining positive operating cash flows 

 
In our repeated interactions, the management has emphasized that its key focus is to maintain positive cash 

flows by ensuring timely collections. As per the management, the company collects around 90% of the total 

collections at the RCC (Reinforced Cement Concrete) stage while costs incurred by this stage are just 65% -

70% of the total.  

 

Even in an industry where asset turnover is inherently low, the company has been able to maintain positive 

operating cash flows and free cash flows. This reflects well on the management’s capital allocation skills and 

efficiency.  The company has forayed in Mumbai with a redevelopment project. As per the management, this 

will further reduce the working capital cycle. 

 

Focus on cash flows 

Project stage % Cost Incurred % Collected 

Plinth 8% - 10% 35% - 40% 

RCC Structure 65% - 70% around 90% 

Source : Company data, Equitymaster 
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 Healthy land bank across markets in Pune   

The company enjoys a healthy land bank spread across regions in Pune. As per the management, the 

company is focused on project execution and maintains and replenishes land bank within three land buckets - 

city limit areas, extended city limit/town planning areas and township projects.  

 

 Further, the company has a flexible approach to undertake 

projects. In case of large scale projects where costs and 

execution risks are higher, the company favours PE (private 

equity) participation. A key distinguishing feature of the 

company here is the risk averseness. KPDL is mainly 

interested in the land parcels that are clear of title issues 

and where most of the approvals are already in place.  

 

Depending upon the approval scenario, visibility of cash 

flows and sales velocity, the company decides whether to 

go for outright purchase or joint development/joint venture 

(JDA/JV) route. As a result, the company has also been  

able to expand its land bank in through JDA/JVs without increasing the debt on its balance sheet. 

 

 Location advantage   

KPDL is the largest player in Pune market. The city offers huge demographic dividends since it happens to be 

a hub for ventures in technology, education as well as manufacturing. Unlike other big cities, the inventory 

levels in Pune are much lower. Thus the pricing risk is relatively less. Further, KPDL has a pan Pune 

presence and offers products across the price spectrum unlike other players that are present in micro 

markets. 

 

 Regulatory upsides   

Proposals like high FSI (floor space index) for township projects in Maharashtra if approved and implemented 

will be positive for KPDL. Also, in case the land acquisition bill comes into effect, the land prices will increase 

significantly. While this will increase land acquisition prices for all players, the one with larger land banks get a 

significant edge over smaller players. This will also limit the competition, raise the entry barriers and hence 

will benefit KPDL. 

  

Source : Company data, Equitymaster 
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Key Challenges For KPDL 

 Delay in the approvals/ launches or project execution   

With elections approaching in the year 2014, the approval process is expected to slow down. The success of 

the business depends on how fast the land parcels can be converted into saleable inventory. But any 

bureaucratic delays will lead to lower sales volumes and revenues. It will also lead to an increase in the input 

costs thus bringing the margins for KPDL under pressure. 

 Concentration risk with over 90% of business in Pune 

The company’s business is mainly concentrated in Pune (92% of the projects). While it is present across price 

spectrum and markets in Pune, the concentration risk cannot be denied. That said Pune is relatively better 

placed as compared to other real estate markets. For example, the inventory levels in Mumbai are around 40 

month high suggesting oversupply. However, with only 14 months of inventory, Pune seems to be a more 

promising market. Nevertheless the concentration rsk cannot be ruled out. 

While company has grown well in the markets of Pune, it has also some exposure to Bangalore and Mumbai 

where it is relatively not that strong. Since real estate is a much localized play, the company might not see the 

same success in other cities as it has had in Pune.    

 Oversupply may lead to price erosion  

There exists a huge competition in the real estate segment. The sector is subject to lack of clarity and 

speculations. Further, there are no significant entry barriers in the sector. In case the demand slows down or 

too many players enter the market, it can lead to a build up in housing inventor. As such prices could see a 

correction in such an event. This will hurt company’s profit margins. 

 Increase in the input costs could pull margins  

An increase in the raw material costs, construction costs and labour costs can adversely impact the margins 

and profitability of the company. Further, the economy is in a slowdown phase. As a result, it may not be 

possible for the real estate developers to pass on the prices without adversely impacting the demand. These 

issues could hurt the company’s near term prospects. 

 Regulatory and policy risks  

As the issues of the real estate sector have come into the lime light, there is an increasing possibility that the 

sector may witness some regulatory developments. These can restrict the amount of money that is invested 

in the sector. It could also lead to increase in the land costs which will make business conditions tough for 

developers. Further, the housing demand is highly sensitive to interest rates movements. Therefore, any 

increase in the interest rates or cost of finance may deter the demand.  

The land acquisition bill if approved will increase the cost of land acquisition for the real estate companies. 

However, this is also likely to give significant edge to the companies with large land banks in place. KPDL 

being the largest player in Pune and with a healthy land bank can also see inventory gains. That said, going 

forward in the future, the cost of land acquisition is expected to remain high. 

 Risky small caps  

It is important to note that small caps are inherently more risky as compared to the blue-chip or mid cap 

stocks. That is the reason we do not recommend small caps to those having a low risk profile. Even for 

investors having an appetite for slightly more risk, it is advisable to invest not more than 10% of one's portfolio 
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in small-cap stocks. This means that a single small-cap stock should not form more than 2-3% of your 

portfolio. The reason for this is that small-caps tend to react very sharply to market movements. 

 

More about Pune’s largest player in residential real estate segment 

Kolte Patil Developers Ltd (KPDL) is a leading real estate developer in Pune and its investments in the city are 

spread across sub markets. The company has consistently been a market leader in Pune with its market share 

varying between 7% -11% over last two years. It has delivered 

more than 7 million square feet (msf) in Pune so far.  

Further, its projects are spread across the price spectrum and 

its range includes affordable homes, middle income group 

(MIG) Township /non township, premium housing and 

townships. Of the total, MIG segment enjoys the highest share 

of around 60%-65%. Post Lehman crisis, KPDL has 

consciously realigned its portfolio to focus more on the 

residential segment. KPDL’s portfolio currently contains the mix 

of the residential and commercial projects in the ratio of 90:10.  

 

Historically, the company has been conservative in taking debt and this approach has motivated it to enter private 

equity tie ups. The PE investments so far are plain vanilla equity with no guaranteed IRR (internal rate of return) 

structure.  Of the total area of 9.4 msf of projects under execution, KPDL’s share stands at 5.4 msf (around 57%). 

Including the forthcoming projects and future potential, KPDL saleable area stands at around 28.2 msf. Of the 

total saleable area, 92% is based in Pune while the rest 8% is in Bangalore. The company has recently forayed 

into Mumbai with the initial focus on low risk society redevelopment project. As per the management, the move is 

likely to reduce the working capital cycle. The company outsources its construction to multiple partners depending 

upon the product type. 

 

A Strong And Visionary Management 

The company in the past has taken some decisions that suggest strong management qualities. Post Lehman 

crisis, the company has consciously reduced its exposure to the relatively riskier commercial segment. The 

management is also focused on positive operating cash flows and is conservative about debt which gives us 

comfort with regards to its risk profile.  To further improve transparency, the company has appointed Deloitte and 

KPMG as statutory and internal auditors respectively. 
 

Key Management Personnel 

Mr. Rajesh Anirudha Patil, Chairman and Managing Director, holds a degree in Civil Engineering from the 

University of Mysore and has more than 20 years of real estate experience. He is responsible for the business 

development, land procurement, funding requirements and strategic decision making for the various projects 

undertaken by the company. He has been associated with KPDL since its inception as its promoter. 

 

Mr. Milind Digambar Kolte, Executive Director, holds a degree in Law from the University of Amravati and a 

degree in Commerce from University of Nagpur. He has more than 20 years of experience in the field of real 

estate development and is responsible for handling the day to day operations, legal matters, procurement of land 

and construction activities. 

Source : Company data, Equitymaster 
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 Mr. Naresh Anirudha Patil, Vice Chairman, holds a degree in Commerce from the University of Pune. He has 

more than 20 years of experience in the field of real estate development and is responsible for the handling of all 

the Bangalore-based projects. 

 

Risk Analysis                                                                             Note: See the ‘ERM’ table on page 11 

In order to further improve our risk analysis of companies we have come out with a revised risk matrix. Our new 

risk matrix is broken down in to 4 sub heads namely industry risk, performance risk, management risk and 

balance sheet risk. (For details on break down please see the matrix at the end of the report) 
 

 Regulatory Risk 

Some businesses are subject to regulations by external government agencies. These companies are subject 

to regulatory risk since they do not have the liberty to operate in a free environment. Excessive regulations 

can create bureaucratic hassles and impede growth. Thus, higher the regulation, higher is the risk for any 

business. KPDL is vulnerable to risks due to adverse regulations in the real estate sector. It is further 

sensitive to regulations in the banking sector (home loans, interest rates etc). As such, we believe that 

KPDL's business has high regulatory risk. Therefore, we assign a high risk rating of 1 to the stock. 

 Cyclicality Risk 

An industry cycle is characterized by an upturn as well as downturn. Businesses whose fortunes typically 

swing with industry cycles are known as cyclical businesses. Cyclical businesses do well during an industry 

upturn and vice versa. On the other hand, there are some businesses based on consumption stories that are 

non-cyclical. These businesses are immune to industry cycle changes and have less risk. In short, if the 

business is cyclical higher is the risk. The business of a real estate company depends highly on the overall 

economic scenario and interest rates etc. As such, we assign a high risk score of 1. 

 Competition Risk 

Every industry is characterized by competition. However, some industries where entry and exit barriers are 

typically low have higher competition risk. Low barriers means more players can enter into the industry there 

by intensifying competition. Low product differentiation also intensifies competition risk. KPDL is mainly 

catering to the residential segment in Pune and faces significant competition from other players. In case of an 

oversupply, the company is likely to face high pricing risk. Further, the competition will be significant as KPDL 

makes plans for new markets. As such, we assign a score of 3 to the stock on this parameter. 

 Sales Growth 

Over the eight year period (actual history of past 3 years and explicit forecast for the next 5 years) we expect 

sales CAGR of around 41%. We assign a low risk rating of 8 to the stock on this parameter. 

 Net Profit Growth 

Over the eight year period (actual history of past 3 years and explicit forecast for the next 5 years) we expect 

net profit CAGR of around 31%.  We assign a low risk rating of 8 to the stock on this parameter. 

 Operating Margins  

Operating margin is a measurement of what proportion of a company's revenue is left over after paying for 

variable costs of production such as raw materials, wages, and sales and marketing costs. A healthy 
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operating margin is required for a company to be able to pay for its fixed costs, such as interest on debt. The 

higher the margin, the better it is for the company as it indicates its operating efficiency. Over the eight year 

period (actual history of past 3 years and explicit forecast for the next 5 years) the company’s operating 

margins average at around 29%. As such, we assign a low risk score of 8 to the stock on this parameter. 

 Net Margins  

Net margin is a measurement of what proportion of a company's revenue is left over after paying for all the 

variable and fixed costs inclusive of interest and depreciation charges. Net margin is the final measure of 

profitability. It reflects the total profits the company takes home. Higher the margin, better it is for the company 

as it indicates better pricing power and effective cost management. The average net margins over the eight 

year period (actual history of past 3 years and explicit forecast for the next 5 years) stands at 16%. As such, 

we assign a medium risk score of 5. 

 Return On Invested Capital (RoIC)  

RoIC is an important tool to assess a company's potential to be a quality investment by determining how well 

the management is able to allocate capital into its operations for future growth. A RoIC of above 15% is 

considered decent for companies that are in an expansionary phase. The average RoIC over the eight year 

period (actual history of past 3 years and explicit forecast for the next 5 years) for KPDL stands at 20%.  As 

such, we assign a score of 5. 

 Earnings Quality  

This measure helps us assess the quality of earnings reported by the company. For instance, some 

companies may follow aggressive accounting practices and recognize revenues earlier than warranted. 

Earlier recognition of revenues boosts profits. However, at the same time they do not generate sufficient 

operating cash flow (OCF). This signifies debtors are not liquidated on time as sales were booked in advance. 

Such companies face working capital issues and their quality of earnings is poor. We assess earnings quality 

by dividing operating cash flow to net profits. Higher the ratio better is the quality of earnings. KPDL 

recognizes revenues on the percentage of completion basis and its average OCF/net profit ratio over the 

eight year period (actual history of past 3 years and explicit forecast for the next 5 years) stands at 1.5 which 

is healthy. We assign a score of 8. 

 Transparency  

Transparency is the key to any business. Transparency can be gauged by assessing the past dealings of the 

company with various stake holders be it the customers, suppliers, distributors or shareholders. The easiest 

way to gauge the same is checking the level of disclosures in the company's quarterly financial updates and 

communication with minority shareholders. Most importantly, the management's willingness to explain its 

stance if there is a negative development in the company or stock shows its forthrightness. Transparent 

managements would get a higher rating. During our interactions with the management, we have found the 

management to be quite forthcoming with their responses to our questions. However, we believe that small 

cap companies in general tend to face a higher risk in terms of management transparency. We have assigned 

a score of 6 to the company on this parameter. 

 Capital allocation 

Apart from honesty, capital allocation skills are equally important in assessing management quality. By capital 

allocation we mean how the management chooses to deploy capital in the business or across businesses. 

Managements that have in the past destroyed shareholder wealth by diversifying in unrelated, unviable 

businesses or make expensive acquisitions would rank low on this parameter. Further managements that 
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focus on capital intensive growth at the cost of profitability would also fetch a low rating. In this regards, the 

company has undertaken some strategies like shifting focus from commercial to residential segment. Through 

its partnership model, it has been able to minimize risks and maintain a low debt to equity ratio. Besides, it 

enjoys positive operating cash flows and has a clearly stated dividend policy. Taking this into consideration 

we assign a score of 8 to the company on this parameter. 

 Promoter Pledging 

Promoters typically pledge their shares to take a loan which is generally infused in the company. This 

exercise is generally resorted to when all other sources of external liquidity dry out. The risk with this strategy 

arises when share price falls. This triggers margin calls. If management is unable to provide some sort of a 

collateral to the lending party from whom the money is borrowed that party may sell the shares to recover its 

money. This accentuates the share price fall. Hence, higher the promoter pledging higher is the risk. With 

none of the promoter equity being pledged we assign the highest score of 10. 

 Debt To Equity Ratio  

A highly leveraged business is the first to get hit during times of economic downturn, as companies have to 

consistently pay interest costs, despite lower profitability. We believe that a debt to equity ratio of greater than 

1 is a high-risk proposition. The average D/E ratio over the 8 year period (actual history of past 3 years and 

explicit forecast for the next 5 years) stands at around 0.2 x. Therefore, we assign a score of 8. 

 Interest Coverage Ratio  

It is used to determine how comfortably a company is placed in terms of payment of interest on outstanding 

debt. The interest coverage ratio is calculated by dividing a company's earnings before interest and taxes 

(EBIT) by its interest expense for a given period. The lower the ratio, the greater are the risks. KPDL’s 

average interest coverage ratio over the 8 year period (actual history of past 3 years and explicit forecast for 

the next 5 years) stands at 13x which is healthy. Hence, we assign a score of 8.  

It may be noted that leverage, return generating capability, earnings quality and management risk get the 

highest weight in our matrix. Hence, scores assigned to these factors influence the overall score. 

 

Considering the above analysis, the total ranking assigned to the company is 87 that, on a weighted 

basis, stands at 6.6. This makes the stock a medium-risk investment from a long-term perspective. 
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ERMTM 

Company Specific Parameters 
 
 

Points 

Riskiness (A) 
Weightage (B) 

Weighted 
(A*B)   High  -   Medium   -  Low 

Industry risk  1 2 3 4 5 6 7 8 9 10   

Regulatory risk $ 1           5.0% 0.1 

Cyclicality risk $ 1           5.0% 0.1 

Competition risk $ 3           5.0% 0.2 

Performance risk 

Sales growth  8           5.0% 0.4 

Net profit growth 8           5.0% 0.4 

Operating margins  8           5.0% 0.4 

Net margins  5           5.0% 0.3 

RoIC / RoNW  5           10.0% 0.5 

Earnings Quality (OCF/PAT) 8           10.0% 0.8 

Management risk 

Transparency $ 6           10.0% 0.6 

Capital allocation $ 8           10.0% 0.8 

Promoter pledging $ 10           10.0% 1.0 

Balance Sheet risk 

Debt to equity ratio  8           10.0% 0.8 

Interest coverage ratio 8           5.0% 0.4 

Final Rating# 87   6.6 

 

 

 

  

*Excluding extraordinary gains 
For qualitative factors, denoted by $ sign, lower the risk, higher the rating 
For any risk parameter if the score is below or equal to 4 it indicates high risk. The risk score of these parameters is highlighted in red 
color. For risk parameters where the score is above 4 riskiness is low. The risk score of such parameters is highlighted in grey. 
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Buy the stock of KPDL 
at current price of Rs 76  
 

Market Data 

Current price Rs 76 (BSE) 

Market cap  Rs   5,721 m 

NSE symbol KOLTEPATIL 

BSE code 532924 

No of shares 75.8 m 

Free float 25.5% 

Face value  10.0 

FY13 DPS  3.5 

Dividend Yld (FY13 at 
currcurrent  prices) 

 4.6% 

52 week H/L     Rs 136/49 

For Latest Update On This 
Recommendation, Click Here… 

Rs 100 Invested Is Now Worth  

 
 

Stock Price Performance 
(as on 15

th
 Oct 2013) 

 KPDL Index* 

Over 1 Year  27.4% -20.3% 

Over 3 Years 2.2% -18.8% 

Over 5 Years  16.5% 5.3% 
Returns over 1 year are compounded annual averages 
(CAGR) 
* BSE Sensex 
 
 

Shareholding (September-13) 

Category (%) 

Promoters 74.5 

Banks, MFs and FIs 0.8 

FIIs 1.4 

Indian public 23.4 

Others 0.0 

Total 100.0 

 

Why Is The Stock Worthy Of Investment 

KPDL is the market leader in Pune’s 

residential real estate market. The 

company has a reputation for 

efficient and timely execution of projects across different price 

spectrums. So far, the company has delivered more than 7 msf of 

area. And looking at the ongoing and upcoming projects, the future 

seems to be bright.  

 

The company has been able to grow its revenues and bottomline at 

an average annual growth rate (CAGR) of around 70% and 53% 

respectively over the last three years without exposing itself to too 

many risks. Despite being in a capital intensive business, the 

company has maintained a low debt to equity ratio in the past. 

Besides, the management is focused on maintaining positive cash 

flows and is committed to pay dividends in the range of 15% -25% 

(payout ratio).  

 

The company’s brand name, positive free cash flows, low debt, 

timely deliveries of the projects, ability to command premium pricing 

and strong project pipeline put it in a strong position against the 

competitors. Further, high promoter stake (74.5%) and low FII stake 

(1.4%) give us some comfort with regards to stock price volatility. 

 

However, all these strengths don’t seem to have been captured in 

the current stock valuations. The stock of Kolte Patil Developers Ltd 

is currently trading at Rs 76.  This implies a multiple of 4.7 times its 

trailing 12-months earnings. This makes the stock attractively valued 

for long term investors.  We thus recommend you to ‘Buy’ the 

stock at the current prices or lower. Our target for the stock is 

Rs 120 from a 3-4 years perspective. However, investors should 

ensure that no single stock comprises more than 2%-3% of their 

overall portfolio. 

 
Get The Latest Update On This Recommendation. Click Here… 
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KPDL: Rs 235
BSE Smallcap: Rs 131

http://www.equitymaster.com/result.asp?symbol=kolte
http://www.equitymaster.com/include/pdf-interim.asp?symbol=kolte
http://www.equitymaster.com/include/pdf-interim.asp?symbol=kolte
http://www.equitymaster.com/include/pdf-interim.asp?symbol=kolte
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Financials At A Glance 

E-Estimates 

 
 
 
 

Valuations 

(Rs m) FY13 FY14E FY15E FY16E FY17E FY18E 

Revenue (Rs m)  7,275   9,261   9,756   15,980   22,516   22,949  

PAT (Rs m)   1,074   1,097   1,002   1,718   2,421   2,515  

EPS (Rs)   14.2   14.5   13.2   22.7   32.0   33.2  

Price to earnings (x)   5.3   5.2   5.7   3.3   2.4   2.3  

Price to sales (x)   0.8   0.6   0.6   0.4   0.3   0.2  

Price to Book Value  0.8   0.7   0.7   0.6   0.5   0.4  

E-Estimates 

 

 

 

 

 

 

  

Consolidated (Rs m) FY13 FY14E FY15E FY16E FY17E FY18E 

Sales  7,275   9,261   9,756   15,980   22,516   22,949  

Sales growth (%) 191.9% 27.3% 5.3% 63.8% 40.9% 1.9% 

Operating profit  2,286   2,594   2,436   3,790   5,227   5,492  

Operating profit margin (%) 31.4% 28.0% 25.0% 23.7% 23.2% 23.9% 

Net profit  1,074   1,097   1,002   1,718   2,421   2,515  

Net profit margin (%) 14.8% 11.8% 10.3% 10.8% 10.8% 11.0% 

       

Balance Sheet       

Current assets  12,653   13,740   13,956   18,147   24,229   24,313  

 Fixed assets   2,862   3,270   3,637   3,965   4,253   4,503  

Investments  394   2,500   3,000   3,500   3,900   6,000  

Total Assets  15,909   19,510   20,592   25,611   32,383   34,816  

       

Current liabilities  4,203   6,600   6,545   10,192   13,827   13,521  

Net worth  7,172   8,014   8,783   10,101   11,959   13,888  

Loan funds  1,541   1,500   1,500   1,000   1,500   1,500  

Others  2,993   3,397   3,765   4,318   5,097   5,907  

Total liabilities  15,909   19,510   20,592   25,611   32,383   34,816  
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Performance Review  
 

Let us turn our focus to the performance review of our Hidden Treasure recommendations. 
 

Since our last review in June 2013, there have been quite a few stocks that have warranted a change in estimates 

and therefore in target prices. While most of these were on account of incorporating the FY18 estimates; 

however some revisions were the product of the macroeconomic and operational headwinds that have hurt the 

performance of Indian companies in recent times.  
 

The ones in the latter category mainly include the engineering stocks under our coverage. Most of them have 

been the victim of the slowdown in the investment cycle as well as prolonged project delays. These have led to 

cost overruns and declining margins as well as profitability. As a result of which their return ratios have been 

impacted too. While most of the strong players in the sector are certain to recover and regain their historical 

fundamentals, the exact time frame by when this would happen cannot be pinpointed. Therefore investors will 

have to be patient with these stocks.  
 

We came out with special updates on Petron Engineering,  Innoventive Industries and Tribhovandas Bhimji Zaveri 

Ltd. (TBZL) during the quarter gone by. In case of Petron, it was an update on the increased risk profile of the 

company. The increasing risks are a reflection of the poor performance of the infrastructure sector as a whole. 

Given the slowdown in the inflow of construction and infrastructure projects, growth would remain a challenge in 

our opinion. The long term picture remains rosy keeping in mind the focus of the government on these sector but 

we do expect these issues to get smoothened over time.  
 

 The second update was on Innoventive Industries and the reasons behind the sharp decline  in the company’s 

stock price. Subsequent to our update, the company had also posted a pathetic set of quarterly results which 

further aggravated the decline in prices. The demand for membrane strips (application in the power sector) and oil 

& gas products has come under pressure due to the  weak sentiment in the respective sectors. Issues such as 

capacity addition in the power sector and weak outlook on oil & gas prices may further impact the demand for 

Innoventive's products. Though we expect these segments to retain their competitive advantages; however we 

have to revise our estimates on the company and it is therefore under review.  

 

Note to subscribers who would have purchased the above two stocks on the date of recommendations: 

You could consider shifting your funds to the relatively less risky bets i.e. our top 5 picks given in the last section 

of this report. 

 

TBZL saw its stock price correct as well and it had come within the range at which we had asked investors to 

initially buy the stock. However, after taking a closer look we realized that the fall was due to the changes in the 

gold import policy by the RBI. Taking into account the regulatory risk and therefore the need for a higher margin of 

safety, we now recommend investors to buy the stock at Rs 90 or lower. From that level, the stock can be 

expected to double in 5 years despite a conservative growth estimate.  

 

We closed our position on  Shanthi Gears as the duration of the recommendation came to an end. The stock, 

despite the strategic acquisition by Tube Investments Ltd and undertaking a restructuring exercise has been 

unable to reap the benefits of either. We believe it has got caught in the general macroeconomic slowdown. We 

have also closed our position on Voltamp Transformers Ltd. The competition for the company has intensified as a 

lot of international companies have set up manufacturing capacities in the country. At the same time demand has 

come under pressure as most of the power projects have been facing difficult times. Unfortunately the situation is 

unlikely to rectify itself anytime soon. Given the bleak outlook in the medium term, we felt it better to make 

subscribers move out of the stock and into any of our top five picks given in the last section of the report. 

Below is the table that depicts all our Hidden Treasure recommendations that are open as on date. 

http://www.equitymaster.com/result.asp?symbol=PTEN&name=PETRON-ENGG-Stock-Quote-Chart&utm_source=top-menu&utm_medium=website&utm_campaign=performance&utm_content=get-quote
http://www.equitymaster.com/result.asp?symbol=INVIL&name=INNOVENTIVE-INDUSTRIES-Stock-Quote-Chart&utm_source=top-menu&utm_medium=website&utm_campaign=performance&utm_content=get-quote
http://www.equitymaster.com/result.asp?symbol=TBZL&name=TRIBHOVANDAS-BHIMJI-Stock-Quote-Chart&utm_source=top-menu&utm_medium=website&utm_campaign=performance&utm_content=get-quote
http://www.equitymaster.com/result.asp?symbol=TBZL&name=TRIBHOVANDAS-BHIMJI-Stock-Quote-Chart&utm_source=top-menu&utm_medium=website&utm_campaign=performance&utm_content=get-quote
http://www.equitymaster.com/detail.asp?date=07/31/2013&story=5&title=ERMTM-Alert-on-Petron-Engineering
http://www.equitymaster.com/detail.asp?date=07/15/2013&story=4&title=What-has-spooked-Innoventive-Industries
http://www.equitymaster.com/detail.asp?date=08/16/2013&story=3&title=Innoventive-Industries-Terrible-quarter&utm_source=views-on-news&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/23/2013&story=6&title=TBZL-Right-time-to-buy&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/23/2013&story=6&title=TBZL-Right-time-to-buy&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/research-it/company-info/detailed-financial-information.asp?symbol=SGEAR&name=SHANTHI-GEARS-LIMITED-Detailed-Financial-Data&utm_source=stockquote-page&utm_medium=website&utm_campaign=more-info&utm_content=factsheet
http://www.equitymaster.com/research-it/company-info/detailed-financial-information.asp?symbol=TUBE&name=TUBE-INVESTMENTS-OF-INDIA-LIMITED-Detailed-Financial-Data&utm_source=stockquote-page&utm_medium=website&utm_campaign=more-info&utm_content=factsheet
http://www.equitymaster.com/research-it/company-info/detailed-financial-information.asp?symbol=VAMP&name=VOLTAMP-TRANSFORMERS-LIMITED-Detailed-Financial-Data&utm_source=stockquote-page&utm_medium=website&utm_campaign=more-info&utm_content=factsheet
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Open Position Table  

Company Reco. Date View 
Price on 

the Reco 
date (Rs) 

Target 
Price 
(Rs) 

Current 
Price 
(Rs)* 

Change 
(%)** 

Current 
View 

 
Returns 

(%) ## 

Indoco Remedies# 14-Jun-08 Buy  41  
 Under 
Review  

 71  76% 
Under 

Review 
NA 

NIIT Technologies ^ ** 15-Oct-08 Buy  73   478   296  306% Hold 61% 

Page Industries ^ 15-Jan-09 Buy  305   6,478   4,495  1374% Hold 44% 

eClerx Services Ltd# ^ ** 14-Mar-09 Buy  63   1,614   1,035  1542% Hold 56% 

Take Solutions** 15-Apr-09 Buy  27   74   30  10% Buy 149% 

Balkrishna Industries# ^ ** 15-Oct-09 Buy  76   487   256  235% Buy 90% 

Ratnamani Metals & Tubes 15-Nov-09 Buy  91   220   125  37% Hold 77% 

Deepak Fertilisers & 
Petrochemicals  

15-Dec-09 Buy  99  150  121  22% Buy 24% 

City Union Bank# ^ 15-Jan-10 Buy  23   87   46  98% Buy 90% 

Gujarat Alkalies and Chemicals  15-Feb-10 Buy  122   250   150  23% Hold 67% 

Mangalam Cement  15-Apr-10 Buy  204   250   102  -50% Hold 144% 

Swaraj Engines ** 15-Jul-10 Buy  428   850   482  13% Buy 76% 

Noida Toll Bridge ** 14-Aug-10 Buy  31   40   20  -35% Hold 99% 

Tractors India Ltd (TIL) ^ ** 15-Oct-10 Buy  610   800   117  -81% Hold 581% 

Mirza International 15-Jan-11 Buy  22   50   21  -5% Buy 139% 

Ashiana Housing ** 15-Feb-11 Buy  147   350   220  50% Hold 59% 

Petron Engineering 15-Mar-11 Buy  300   350   42  -86% Hold 735% 

Esab India ^ ** 15-Apr-11 Buy  509   700   359  -29% Buy 95% 

Savita Oil Technologies Ltd ** 15-Jun-11 Buy  538   1,000   361  -33% Buy 177% 

Elgi Equipment 15-Sep-11 Buy  70   140   82  17% Hold 71% 

VST Tillers Ltd ** ^ 15-Oct-11 Buy  502   880   499  -1% Buy 77% 

Suprajit Engineering 13-Jan-12 Buy  19   50   34  81% Hold 45% 

Solar Industries 11-Feb-12 Buy  787   1,500   1,013  29% Hold 48% 

Innoventive Industries Ltd 15-Mar-12 Buy  102  
 Under 
Review  

 15  -85% 
Under 

Review 
NA 

Navneet Education Ltd **  15-Jun-12 Buy  56   110   55  -2% Buy 100% 

Globus Spirits Ltd 14-Aug-12 Buy  104   230   86  -17% Buy 167% 

Titagarh Wagons Ltd ^ ** 15-Oct-12 Buy  331   450   109  -67% Hold 312% 

Gandhi Special Tubes Ltd ** 15-Nov-12 Buy  139   260   130  -6% Buy 100% 

PI Industries#** 15-Jan-13 Buy  134   280  163 21% Buy 72% 

Astral Poly Technik # 15-May-13 Buy  161   284  250 56% Hold 13% 

Talwalkars Better Value 
Fitness Ltd** 

15-Jun-13 Buy  128   280  137 7% Buy 105% 

Tree House Education & 
Accessories Ltd** 

14-Aug-13 Buy  264   470  244 -8% Buy 93% 

*Current price as on October 11, 2013 
**Based on estimates for FY18 
#Adjusted for stock split /bonus/rights issue 
^Based on our revised estimates 
 
 

http://www.equitymaster.com/detail.asp?date=08/05/2013&story=5&title=Indoco-Remedies-A-subdued-quarter&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=07/17/2013&story=4&title=NIIT-Tech-Pressure-seen-on-revenue-growth&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/12/2013&story=10&title=Page-Industries-A-good-start-to-FY14&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=07/25/2013&story=5&title=eClerx-Services-Strong-performance&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/06/2013&story=7&title=Take-Solutions-Slowdown-Continues&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/07/2013&story=8&title=Balkrishna-Ind-Robust-growth-in-profits&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/14/2013&story=12&title=Ratnamani-Metals-Lower-costs-lift-profits&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/14/2013&story=10&title=Deepak-Fert-Topline-grows-margins-hit&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/14/2013&story=10&title=Deepak-Fert-Topline-grows-margins-hit&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/05/2013&story=7&title=City-Union-Bank-Good-start-to-the-year
http://www.equitymaster.com/detail.asp?date=08/08/2013&story=5&title=GACL-Lacklustre-quarter&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/14/2013&story=11&title=Mangalam-Cem-Profits-under-pressure&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/01/2013&story=7&title=Swaraj-Engines-Robust-start-to-the-year&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=07/30/2013&story=4&title=Noida-Toll-Bridge-Very-stable-performance&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/05/2013&story=6&title=TIL-Ltd-Losses-contract&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=07/31/2013&story=7&title=Mirza-Intl-Exchange-gains-help-profits&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/06/2013&story=6&title=Ashiana-Housing-Slow-start-to-year&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=07/31/2013&story=6&title=Petron-Engg-Yet-another-poor-qrtr&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/13/2013&story=4&title=ESAB-India-Subdued-performance-continues&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=07/29/2013&story=7&title=Savita-Oil-Tech-Ltd-Terrible-start-to-the-year&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/05/2013&story=4&title=Elgi-Equip-Overseas-business-gains-traction&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/16/2013&story=6&title=VST-Tillers-Strong-operating-performance&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/01/2013&story=8&title=Suprajit-Engg-Tepid-quarter&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/12/2013&story=11&title=Solar-Inds-Multiple-roadblocks-hit-topline&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/16/2013&story=3&title=Innoventive-Industries-Terrible-quarter&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/08/2013&story=7&title=Navneet-Publications-Subdued-performance&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/16/2013&story=4&title=Globus-Spirits-Buoyant-quarter&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/13/2013&story=8&title=Titagarh-Wagons-Ltd-Dull-start-to-the-year&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=07/26/2013&story=8&title=Gandhi-tubes-Other-income-boost&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/06/2013&story=4&title=PI-Industries-Spectacular-start-to-the-year&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/08/2013&story=6&title=Astral-Poly-Growth-intact-margins-dip&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/13/2013&story=6&title=Talwalkars-Stellar-start-to-the-year&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/13/2013&story=6&title=Talwalkars-Stellar-start-to-the-year&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/htr/htrdetail.asp?date=8/14/2013&story=7
http://www.equitymaster.com/htr/htrdetail.asp?date=8/14/2013&story=7
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***Please note: Subscribers must note that stocks with the highest expected returns may not necessarily be 
fundamentally the safest ones to invest your money. These stocks also need to be evaluated on various 
qualitative parameters like management quality, competitive advantage and stability in earnings and profit 
margins. We strongly recommend subscribers to go through our latest updates on all stocks before making any 
investment decisions.  
 
 
 

Closed Position Table  

Company Reco. Date View Price on the Reco date (Rs) 
Closing  

price (Rs) 
% Gain 
/ Loss 

Closing date 

Shanthi Gears 15-Aug-08 Buy  72  51  -30% 11-Oct-13 

Voltamp Transformers 15-Jun-09 Buy  750   349  -53% 11-Oct-13 
# Adjusted for stock split /bonus/rights issue 
^ Based on our revised estimates 

 
 
  

http://www.equitymaster.com/detail.asp?date=07/25/2013&story=4&title=Shanthi-Gears-Profits-suffer&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
http://www.equitymaster.com/detail.asp?date=08/19/2013&story=5&title=Voltamp-Transformers-Other-income-helps&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
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The Top 5 Stocks To Buy Now 
 
Allow us to introduce you to the logic, our thought process and selection criteria for the top 5 stocks to buy. 
 
Now, as we are aware, it is a tough task for investors to pick and choose a handful of Best buys from amongst our 
buy recommendation. That is the reason we decided to include this feature in our reports, where we will do the job 
of short listing the best buys. The 'must have' criteria for stocks to be eligible in the list of best buys are a high 
rating on the ERM

TM
. The additional level of filter will be their return potential over a period of three years. 

 
But as you understand, the list will not be static but will evolve over time. 
 
This month we have been able to select 5 stocks for the list of best buys. As the prices of these stocks 
change, we will tell you whether to buy more of them or hold on to them...in the coming months. Meanwhile, if 
there are few other smallcap stocks that we really like...and find attractive, we will add them too to this list. So 
while we will aim to have 5 stocks in this list every month, there could be exceptions once in a while. 
 
Please do pay attention to our latest views on the stocks mentioned in this list every month. It will help 
you decide where to invest your surplus funds. Having said that, irrespective of the number of stocks you buy, 
you must ensure that no single small cap stock comprises more than 2-3% of your overall portfolio. 

 
Here is our top 5 list of stocks 
 

 Navneet Education Ltd 
 

 Balkrishna Industries Ltd 
 

 City Union Bank 
 

 Globus Spirits Ltd 
 

 PI Industries Ltd 

 

  

http://www.equitymaster.com/htr/htrdetail.asp?date=6/15/2012&story=4
http://www.equitymaster.com/htr/htrdetail.asp?date=10/15/2009&story=7
http://www.equitymaster.com/htr/htrdetail.asp?date=1/15/2010&story=3
http://www.equitymaster.com/htr/htrdetail.asp?date=8/14/2012&story=7
http://www.equitymaster.com/htr/htrdetail.asp?date=1/15/2013&story=4


 15 October, 2013 

 

Kolte Patil Developers Ltd  Page 18 of 20 

 

Where Hidden Treasure Fits In... 

We recommend that investors should decide their exposure to 
equities, which is only one part of the overall investment portfolio, after 
they have kept aside some cash. While we are no experts in wealth 
management, we believe keeping aside some safe cash is absolutely 
necessary. Not only will this cash take care of your liquidity needs, but 
it will also come handy during market declines. Particularly when there 
will be opportunities to pick up fundamentally strong stocks at cheap 
valuations. For some of you this cash component could be 6 months of 
usual monthly expenditure, for others 36 months. You need to decide 
what amount works for you, and then set it aside. Maybe in a FD, or in 
a pure liquid fund. Or maybe just cash at home! 

 
Having decided what portion of your overall portfolio will be in equities, it is time to decide the allocation of stocks 
within your equity portfolio. 
 
As your experience will tell you, stock markets tend to be very volatile. And putting too much money in a single 
stock or sector can be very risky. That is why we recommend our subscribers to have a well-diversified equity 
portfolio comprising the appropriate proportion of small cap, mid cap and large cap/ blue-chip stocks. Based on 
their relative riskiness, we have created an asset allocation pyramid that can help you in deciding how much 
money you should invest in a stock. However, it must be noted that the allocation levels could differ from person 
to person depending on the risk appetite.  

Small cap stocks are inherently more risky compared to large blue-chip or mid cap stocks. On the brighter side, 
they present a huge growth potential. It is not unusual for a good small cap stock to turn a multibagger in a matter 
of months. But on the flipside, there is a high risk attached. We'll tell you straightaway that not all small cap stocks 
tend to be outperformers. In fact, we have seen small cap stocks plunging 80-90% when things turn sour. That is 
the reason small caps are not recommendable to those having a low risk profile. Even for investors having an 
appetite for slightly more risk, not more than 10% of one's portfolio should be invested in small cap 
stocks. This means that a single small cap stock should not form more than 2-3% of your portfolio. This 
will ensure that even if your investment in a particular stock turns out to be a failure, it will not have a very adverse 
impact on your overall portfolio. 

 

What does 'Closed Position' mean? 

Hidden Treasure recommendations are meant to meet the target prices within a time frame of five years. So when 
the stock meets target price or completes the time frame we ‘close the recommendation’.  However, since we 
keep reviewing our assumptions and estimates for the stock even in the interim, the view or target price on the 
stock may warrant a change. This could be a revision upwards or downwards. In such cases, if the previous 
recommendation on the stock is no longer valid we close that recommendation. So we essentially close 
recommendations either by giving a Sell view or putting out a changed view. 

 

How to read the returns calculations? 

For positions that are not closed returns are calculated from date of recommendation till date.  

For closed positions, there can be two types of calculations.  

 Assuming we initially gave a Buy on a stock with no subsequent recommendations on the same stock. In 
that case the calculation is fairly simple. The returns shown in this case is simply the change in stock 

http://www.equitymaster.com/outlook/asset-allocation/strategic-asset-allocation.asp?utm_source=ss+pdf&utm_medium=website&utm_campaign=website&utm_content=editorial
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price from the date of recommendation till the date on which the position was closed.  
 

 Now let us take a case where we initiated with a Buy (1st position) and subsequently came with another 
recommendation (2nd position) on the same stock. Let us assume that the subsequent recommendation 
was also a buy.  
 
In such cases, the return calculation depends on whether the 1st position is closed or not. If the first 
position is closed before we reiterate buy then the return on the first position will be calculated as shown 
previously.  
 
However, if 1st position was not closed before we reiterated buy, then the return calculation is from the 
earlier buy recommendation till the date on which the position was closed. Basically where we have 
reiterated view on a stock we try to show cumulative returns. The same logic applies with Hold 
recommendations as well.  

Now let us look at Sell recommendations. There can be two situations here.  

 If there is no recommendation subsequent to the Sell recommendation we show maximum drop in stock 
price from date of sell recommendation till date.  

 If the Sell recommendation is followed up by another recommendation, we show maximum drop in stock 
price between the two recommendation dates.  

Basically we have tried to cover all hypothetical instances in this note that may help you better understand the 
return calculations and closed positions of our recommendations. If you have any query pertaining to it please do 
write in to us for further clarifications.  
 

 

Get The Latest Update On This Recommendation. Click Here… 
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 © Equitymaster Agora Research Private Limited. All rights reserved. 

Disclosure: 

Equitymaster Agora Research Private Limited (hereinafter referred as 'Equitymaster') is an independent equity research 
Company. The Author does not hold any share in the company/ies discussed in this document. Equitymaster may hold 
shares in the company/ies discussed in this document under any of its other services. 

 

Disclaimer: 

This document is confidential and is supplied to you for information purposes only. It should not (directly or indirectly) be 
reproduced, further distributed to any person or published, in whole or in part, for any purpose whatsoever, without the 
consent of Equitymaster.  

 

This document is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, 
any person or entity, who is a citizen or resident or located in any locality, state, country or other jurisdiction, where such 
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject 
Equitymaster or its affiliates to any registration or licensing requirement within such jurisdiction. If this document is sent or 
has reached any individual in such country, especially, USA, the same may be ignored.  

 

This document does not constitute a personal recommendation or take into account the particular investment objectives, 
financial situations, or needs of individual investors. Our investment recommendations are general in nature and available 
electronically to all kind of investors irrespective of subscribers’ investment objectives and financial situation/risk profi le. 
Before acting on any advice or recommendation in this document, investors should consider whether it is suitable for their 
particular circumstances and, if necessary, seek professional advice. The price and value of the investments referred to in 
this material and the income from them may go down as well as up, and investors may realize losses on any investments. 
Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may 
occur. Information herein is believed to be reliable but Equitymaster and its affiliates do not warrant its completeness or 
accuracy. The views/opinions expressed are our current opinions as of the date appearing in the material and may be subject 
to change from time to time without notice. This document should not be construed as an offer to sell or solicitation of an offer 
to buy any security in any jurisdiction. Equitymaster and its affiliates, its directors, analyst and employees will not be 
responsible for any loss or liability incurred to any person as a consequence of his or any other person on his behalf taking 
any investment decisions based on this document. 

 

Important Message from Equitymaster: 

We request you to sign up for the following to ensure that you make the most of your Equitymaster Subscription:  

RSS feed for Hidden Treasure – Get intimated about a new report as soon as it is released 

http://feeds.equitymaster.com/hiddentreasure?format=HTML

