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‘While there is no reason to 

do away with the 

fundamentally solid 

companies, good quality 

debt instruments and gold 

in your portfolio, do not 

undermine the importance 

of cash and liquid assets.’ 

Source: RBI 
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   RBI's hawkish stance - Repo rate (%) 

 

Time to keep money under your mattress? 
 

Should investors be as worried about return of  
capital as about return on capital? 

 

Irrational times call for rational behavior! We know this could 

sound absurd to you. But investors must consider keeping some 

of their wealth in cash and fixed deposits during irrational times. 

Why are we calling it ‘irrational times’? Well, we cannot call the 

US Federal Reserve’s behavior anything but that. Printing money 

has not yielded any results for the US or global economy since 

the crash of 2008. Yet, the US central bank’s resolve to stick to 

its ill conceived recovery plan is nothing but stubbornness. The 

unwillingness to accept short term pains and do away with the 

structural problems in the US economy will cost it dearly.  

Thankfully for us, the Indian central bank houses more prudent 

officers. Even the new RBI governor Dr Raghuram Rajan stepped 

into the shoes of Dr Subbarao with a great deal of maturity. If his 

maiden Monetary Policy was anything to go by, Dr Rajan too will 

choose the unpopular path. That the RBI’s hawkish stance with 

respect to inflation is back was evident in the review. And in the 

absence of policy steps to correct India’s structural problems, the 

RBI will not ease liquidity. 

 

One can therefore expect interest rates to remain firm, if not 

move up, in the near term. Definitely bad news for companies 

stuck with leverage or insufficient cash flows. We would 

recommend that investors remain wary of fundamentally unsound 

companies raising deposits at mouth watering rates. 

Now, as cheap money continues to chase risky assets, emerging 

markets are unlikely to go out of favour amongst FIIs anytime 

soon. The wide gap in the cost of capital in developed and 

emerging markets will whet the increased risk appetite. This 

means despite India’s structural problems, the low cost of capital 

overseas will allow FIIs to speculate on Indian equities. And thus 

the valuations of stocks are very unlikely to reflect the underlying 

fundamentals in the short term. Here again investors should be wary of investing in stocks where the return of 

capital is more doubtful than return on capital. 
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So what should investors do? 

With both stocks and fixed income instruments showing signs 

of unprecedented risks, holding some portion of one’s wealth 

in cash and fixed deposits is not an act of cowardice. It could 

help to know that one of the world’s finest hedge fund managers, 

Seth Klarman, has returned cash to investors recently. Going by 

the name of Baupost, and in the reckoning of hedge funds with best 

long term track record, this fund is returning cash for only the 

second time in its 31 year history. 

Thus, while there is no reason to do away with the 

fundamentally solid companies, good quality debt instruments 

and gold in your portfolio, do not undermine the importance of 

cash and liquid assets. 

 

  

Source: Globalrates.com 
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An Invincible Engineering Behemoth Near Decade Low Valuations 

In India, the ubiquitous engineer in yellow cap has yet to find his place under the sun. The country, after all, is not 

exactly known worldwide for technological innovation and engineering skills. Even with engineering colleges 

mushrooming in every corner, Indian engineers are at best associated with mundane software coding jobs. It is 

therefore of significance that a relatively small but very talented pool of engineers run India’s most dynamic 

engineering company.  

Over the past two decades, the ubiquitous engineer in yellow cap has toiled hard to create this behemoth, better 

known as Larsen and Toubro (L&T). The company founded by two Danish engineers has grown into sectors such 

as hydrocarbons, infrastructure, aerospace, power and defense. More recently even the IT and finance arms have 

gathered steam. The company’s growth over the past 2 decades has been phenomenal. Its sales and profits 

have grown 50 times and 58 times respectively since 1991. 

L&T is the only company to have strategically built its entire gamut of core infrastructure engineering capabilities; 

well before the infrastructure story began to play out in India. Be it L&T’s foray into hydrocarbon and defense 

earlier or something as recent as nuclear power. Today L&T is the only large engineering company with a 

technical edge in every sector. It has a firm footprint in sectors ranging from power, roads, railways, aerospace, 

defense to hydrocarbons. L&T has also refrained itself from going out of sync by ensuring timely exit from non-

core businesses like cement, glass and petrol pumps. This has helped immensely in leveraging its capabilities 

and strengthening its core engineering skills.  

L&T has also proven its capabilities globally and derives 13% of its business from international markets. Thus, its 

timely diversification and scalability has de risked the business from a slowdown in any particular geography. In 

fact, L&T is amongst the very few infrastructure players with the privilege to not only choose and 

negotiate its contracts but also command a premium. The premium of course is for the quality of construction 

and track record in delivery.  

It is not just L&T’s past growth in sales and profits that we find comforting. The company’s order inflow and order 

book in core sector have grown at average annual rates of 29% and 27% respectively over past 10 years. Even 

currently, despite the slowdown in GDP growth and infrastructure investments, the company’s order book offers 

revenue visibility of 2.5 years.  

The company’s brand, engineering skill sets, execution track record and experience coupled with quality of 

delivery, make it invincible.  This has been amply evident in L&T’s resilience despite thinning margins, declining 

order inflow and idle capacities over the last few years. Most important of all, L&T’s order book; despite 2-3 

tumultuous years, has shown double digit year-on-year (YoY) growth each year. This indicates that L&T, through 

its sheer diversity, has managed to add incremental business every year, albeit at a slower pace. Something that 

most of its peers have failed to do. That it has always been professionally managed and saved itself from several 

takeover attempts adds another feather to its cap.   

In our view, the near term hiccups cannot undermine the strength and economic moat of a one-of-its-kind 

engineering company like L&T. Apart from the macroeconomic concerns, lower return ratios over the past 2-3 

years have also been a reason for investor apathy towards the stock. L&T’s foray into highly capital intensive 

businesses like power equipments, ship building and forgings coincided with economic slowdown. However, it is a 

matter of time before these business segments start contributing to the shareholder returns.   
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How Will L&T Improve Its Fortunes 

 Near term hiccups shadow brilliant long term prospects   

All spheres of infrastructure sector in India present huge opportunities, be it roads, ports, airports, railways or 

power. The main aim of five year plans has been to assess the extent of investments required in infrastructure 

from government and private sector players.  However, bureaucracy, inadequate funding and policy paralysis 

have brought India’s infrastructure story to a standstill. Poor global and domestic economic scenario have 

further curbed or deferred investments in the infrastructure space. India's incremental infrastructure output 

has had a declining trend since the start of 2010. It fell to negligible growth levels in June 2013.  On one hand, 

production from industries such as crude oil, natural gas, petroleum refinery, coal, electricity, cement, fertilizer 

and finished steel were affected by lower demand as well as inefficient capacity utilization. On the other, the 

rupee depreciation hurt import of capital goods and raw materials. There is also a perennial problem of lack of 

skilled labour in infrastructure.  

According to data from Centre for Monitoring Indian Economy (CMIE), the number of new projects that have 

been approved in last few quarters is at its lowest level since 2004. This means the infrastructure growth will 

be lackluster for at least next two years.  

On a positive note, notwithstanding near term concerns, the average investment in infrastructure sector for 

the 12th Plan as a whole is likely to be about 9.2% of the GDP as compared to 7.2% during 11th plan. The 

total investment planned is close to US$ 1 trillion; almost double of the 11th five year plan investment. Despite 

the possible delay in commissioning of projects, the infrastructure investment is inevitable for India’s 

economic recovery. 

 

Preliminary Estimate of Sectoral Spending In 12th Five Year Plan 

Sectors US$ bn Share 

Electricity   350.1  32.7% 

Roads and Bridges  175.9  16.4% 

Telecom  181.5  16.9% 

Railways   123.7  11.5% 

Irrigation  97.0  9.0% 

Water Supply and sanitation  49.1  4.6% 

Ports ( incl. inland waterways)  38.0  3.5% 

Airports  16.9  1.6% 

Storage  28.6  2.7% 

Oil & Gas Pipelines  11.2  1.0% 

Total 1,072.0 

Source: Central Electricity Authority (CEA), Planning Commission 

 

For a large and diversified player like L&T there is a lot to look forward to in terms of accretion to order book.  

Transport, urban infrastructure, oil & gas, fertilizer and renewable (solar and nuclear) energy are the sectors 

which will drive maximum investment in coming years.  The government also plans to spend on healthcare and 

education. This spend shall create demand for sectors like IT, hospitals, institutional and residential buildings. In 

addition, quite a few large NHAI road projects and a major Engineering, Procurement and Construction (EPC) 

package from Dedicated Freight Corridor Corporation of India (DFCCIL) are likely to be awarded in near future. In 
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Railways, Delhi Metro Phase III and few other metro projects such as MetroLink Express Gandhinagar and 

Ahmedabad (MEGA), Ahmedabad and Kochi Metro could spur the investment momentum. On the global front, 

countries in Middle East and gulf regions like UAE, Qatar, Oman & Kuwait also offer immense opportunities in 

roads and railways. 

 

 Strong order book and good order inflows will avert revenue pressure 

L&T’s order book at June 2013 quarter end stood at Rs 1,654 

bn (2.4x trailing twelve month sales). L&T has consistently 

managed order book to sales (book to bill) ratio of close to 2.5 

years; thus providing strong revenue visibility even in tough 

times. During FY10-13; which was supposedly the most 

difficult phase for infrastructure sector, L&T’s sales grew at 

average annual rate of 19.6%. This phase was marked with 

slow moving orders and tight working capital situation that led 

to slow pace of execution and hence revenues. 

 

Although we have been conservative in our estimates for 

FY14-16E due to delays in decision making, project 

clearance, land acquisition, environmental clearance and general elections of 2014, we see no reason why 

L&T will not be able to revert to its historical average growth rate in the medium term. 

 
We believe L&T’s execution risks will subside over the next two years. The company itself is eyeing more 

opportunities in hydrocarbons, nuclear, railways, defense, power and processes. Internationally too, L&T has 

positioned itself well as a quality contractor and therefore projects in the Middle East, South Asia, select 

markets in CIS region, and Africa hold good prospects. Most importantly, the consistent inflow of orders will 

ensure that the company does not compromise on margins or quality of projects due to revenue pressures. 
 

 Diversification de-risks L&T’s business  

Most small and niche players in infrastructure space are 

currently stuck with slow moving order books. As against 

that, in the recently closed June quarter of 2013, L&T 

removed around Rs 170 bn worth of slow moving orders 

from its order book as a measure of caution. Currently just 

about 10% of its order book (in roads, mining and 

residential projects) is slow moving. However, the progress 

in hydrocarbons, material handling, power T&D and 

railways have been in line with company’s expectations. 

This proves that diversification has helped L&T immensely 

in warding off slowdown in any particular segment. 

 

Diversification has helped L&T negotiate and get better terms and margins for projects. This is because it is 

less desperate to win orders as compared to a company which is present in only a couple of sectors.  

Moreover, L&T has a cushion against domestic slowdown to a certain extent due to its overseas presence. 

Also, the domestic order book has well diversified customer base. 53% of the orders are from private players, 

followed by public (35%) and its own concessions business (12%). Therefore, L&T is best placed amongst its 

peers to benefit from a recovery of capex cycle given its wide diversification. 

Source: Company 



 

 
27 September, 2013 

 

Larsen and Toubro Page 6 of 21 

 Restructuring plan can unlock potential of subsidiaries  

In 2010, L&T set up a goal of growing its business four fold over the next decade. In order to achieve this 

goal; L&T has embarked on the path of restructuring its current portfolio of businesses. The company has 

businesses under nine different heads including - building & factories, electrical construction, infrastructure, 

heavy engineering & systems, industrial projects & water, hydrocarbons, electrical & automation, machinery & 

industrial products and power equipment. As per the restructuring plan, L&T has divided them into separate 

independent companies having their own management teams. 

 

L&T also aims to list some of these businesses going forward.  The company plans to list some of its 

subsidiaries like L&T IDPL (Infrastructure Development Projects Limited), L&T InfoTech and L&T Power. This 

will help the company unlock value in subsidiaries. The company aims to raise Rs 49 bn over next few years 

by monetizing some of its assets such as IDPL, Dharma port and an airport project. Also, many of these 

entities are operating in high-growth areas. Therefore, they will need capital to sustain growth in the coming 

years, which can be funded through the listing. The listing of separate entities will also ensure focused 

approach. The stake sale or divestment will ensure that company maintains a comfortable debt service 

coverage ratio. Also, there may not be a need of additional equity infusion from the parent company. The 

restructuring will also lead to focused management of the subsidiaries. 
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Key Challenges For L&T 

 Leadership vacuum after Mr. A M Naik   

Mr A M Naik is currently the executive chairman of the company. He joined L&T in 1965 and later progressed 

to become the chairman in 2003. He has successfully led the company through its tough times. He has been 

with the company since almost 50 years and all the new businesses that L&T ventured in the last 20-30 years 

were his brainchild.  Finding a suitable replacement for him is not an easy task. Indeed, succession planning 

is a huge problem at L&T. It is not that the current team is incapable of leading the company but the fact is 

that the business is quite diversified and is undergoing restructuring. So, once the restructuring is over and 

independent companies are formed, more talented people will be needed to oversee them. But currently 

talent retention is a big challenge in the industry. Manpower is a core requirement of the engineering business 

as it involves key technological skill-sets. L&T has indicated in the past that it fears losing key personnel to 

competition. If that happens, and there is a talent crunch at L&T, it may impact the future goals and vision of 

the company. 

 

 Bureaucratic hassles could hurt near term order inflows 

Thanks to bureaucratic hurdles, the investment appetite of India Inc in infrastructure sector has taken a blow. 

Several projects that were kick started between 2005 and 2007 are currently losing money. Further, liquidity is 

also drying up as banks are unwilling to lend amidst fear of rising delinquencies. If the domestic markets 

continue to suffer on account of indecisive policy making until elections next year, investments will certainly 

be put on hold. This will delay awarding of new projects and could hurt the near term order pipeline of L&T.    

 

 Margin pressures evident in near term  

Delays in execution make absorption of fixed costs difficult.Considering that commodity prices have increased 

in the recent past, project delays result in cost escalation as well. Further, rising competitive intensity and over 

capacity in the power sector has put more pressure on bidding margins. Over the last 3 years L&T’s operating 

margins have declined from 14.9% in FY11 to 13.2% in FY13. Considering the slowdown in power, material 

handling and industrial segments; margins are likely to get affected as the thin spread in bidding margins 

narrow further. As such, we have factored in the concerns over margins in our estimates and expect the 

margins to drop to around 12% until FY16. From there on, we expect the margin to improve driven by 

increased contribution from L&T’s new businesses and overall economic pickup. 

 

More About India’s Largest Private Engineering Conglomerate 

Larsen & Toubro (L&T) is India's largest engineering conglomerate having expertise in several fields such as 

infrastructure, oil and gas, hydrocarbons, power and processes. The company has segregated its business into 

two key segments - Engineering and Construction (E&C) and Electrical & Electonics (E&E). On a consolidated 

basis, E&C contributes around 76% of L&T's sales, while E&A is around 6%. Out of the remaining 18%, majority 

of the share comes from the company's IT services business and Machinery & Industrial products segment. 

At the end of June 2013, L&T's outstanding order book stood at Rs 1654 bn, providing revenue visibility of more 

than two years. Around, 67% of the order book caters to the infrastructure sector, 10% to the power sector while 

the balance comes from hydrocarbons, processes and other segments. In terms of geographical breakdown 12% 

of the order book comes from overseas markets with Middle East region having a major share in the overseas 

order book. 
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A Strong And Visionary Management 

L&T’s management team has time and again proven its mettle. Be it warding off takeover attempts in the past or 

striving hard to make L&T the largest and most respected engineering giant.  L&T has charted the path of such 

great heights under the visionary leadership of Mr. A.M. Naik. Mr. Naik who joined L&T as a junior engineer and 

went on to don the roles of Managing Director, CEO and now Chairman, has played a key role in efficient 

management of complex structure of L&T. The fact that L&T is one of the very few management driven company; 

which has become so strong over the years speaks volumes about its legendary management team. 

 

Key Management Personnel 

A.M. Naik, Group Executive Chairman, joined L&T as a junior engineer in 1965. He was appointed Managing 

Director & Chief Executive Officer of the company in April 1999 and then the Chairman and Managing Director in 

December 2003. Mr. Naik has been instrumental in leading the company through some of its most challenging 

times, and has enabled it to emerge stronger over the years. He retired from his capacity as Managing Director in 

April 2012 and was appointed executive chairman of the L&T group.  

 

K. Venkataramanan, Chief Executive Officer & Managing Director, has been with L&T over four decades and 

has assumed various positions through his tenure. He is a graduate in Chemical Engineering from IIT, Delhi and 

joined L&T in 1969. He was appointed as the Board of Director of the company in May, 1999. During his tenure, 

he has laid the foundations for project engineering & execution as well as conceptualized and designed the water 

front load-out facility at Hazira, Surat for large offshore platforms and has also played a key role in L&T’s power 

business initiative.  

 

R. Shankar Raman, Whole-time Director & Chief Financial Officer has been with L&T since 1994. On joining, 

he set up L&T’s wholly owned Subsidiary- L&T Finance Ltd. In 2000, Mr. Raman was transferred to L&T to 

oversee its Finance, Accounts & Taxation functions. In September 2011, Mr. Raman was appointed as Chief 

Financial Officer of L&T and was also elevated to the Board in October, 2011. 

 

Risk Analysis                                                                             Note: See the ‘ERM’ table on the page 12 

In order to further improve our risk analysis of companies we have come out with a revised Equitymaster Risk 

Matrix (ERM
TM

). The ERM
TM

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

management risk and balance sheet risk. (For details please refer to the ERM
TM

 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. The regulatory framework in India is very conducive for Engineering and Infrastructure companies. 

In fact, there is always an emphasis for the development of the manufacturing and engineering sector. 

Therefore, companies such as L&T do not face high regulatory risk. As a result, we have assigned a rating of 

9 to the stock. 

 



 

 
27 September, 2013 

 

Larsen and Toubro Page 9 of 21 

 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 stories that are not very cyclical. These 

businesses are more immune to changes in industry cycles in the sector and have less risk. In short, if the 

business is cyclical higher is the risk. Engineering and Infrastructure sectors are highly cyclical businesses as 

they are sensitive to the economic progress of a country. Thus, we assign a high risk score of 3 to the 

company on this parameter. 

 

 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. Despite intensive capital requirement and reasonable entry barriers, many 

domestic and international players have invaded the Engineering and Infrastructure sector in the recent past. 

Though companies like L&T on account of its strong brand has been able to avert the competition to a certain 

extent. We assign a rating of 3 to the company on this parameter. 

 

 Sales Growth 

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

is estimated at a CAGR of 17.3%. We assign a risk rating of 6 to the stock on this parameter. 

 

 Net Profit Growth 

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

net profit CAGR of 12.8%. We assign a risk rating of 4 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 

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. L&T’s margin profile 

is likely to change for the next 2-3 years given the slowdown but shall improve going forward. The average 

operating margins over the 8 year period (actual history of past 5 years and explicit forecast for the next 3 

years) stands at 12.9%. We therefore assign a score of 4 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 8 year  
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period (actual history of past 5 years and explicit forecast for the next 3 years) stand at 7.7% (net margin 

adjusted for extraordinary items is 6.8%) for L&T, which is on the lower side. We thus assign a score of 3 on 

this parameter. 

 

 Return On Net Worth (Ronw)  

RoNW 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 RoNW of above 15% is 

considered decent for companies that are in an expansionary phase. The average RoNW over the 8 year 

period (actual history of past 5 years and explicit forecast for the next 3 years) stands at 17.6% for L&T. This 

is better as compared to L&T’s peers. Thus, we assign a score of 6 on this parameter. 

 

 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. The average 

OCF/net profit ratio over the 8 year period (actual history of past 5 years and explicit forecast for the next 3 

years) stands at 1.4 x. L&T has always been known for its quality of earnings. Hence, we assign a highest 

score of 10 on this parameter. 

 

 Transparency  

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

company with various stakeholders, the way it displays its financial information and the frequency of 

management's desire to communicate with external shareholders whenever some unfortunate incident 

happens. The easiest way to gauge the same is checking the level of disclosures in the company's quarterly 

financial updates and annual reports. Transparent managements would get a higher rating. L&T has a 

reputation of being transparent in most of its past dealings and developments. However, due to the 

involvement of bureaucratic procedures in its business dealings, transparency has been a matter of concern. 

We therefore assign a score of 8 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. There are many 

instances where growth is given priority over returns on the investment. This results in a company with larger 

size but with poor returns. Management's are enticed to increase the size since their compensation is tied to 

the size of organization they manage. Also, they sometimes destroy shareholder wealth by making expensive 

acquisitions or by diversifying into unrelated areas. Hence, capital allocation skills assume great importance in 

gauging management quality. Capital allocation skills are good when return ratios depict resilience. In short, 

more stable/higher the return ratios better the capital allocation skills. As its average return ratios suggest, 
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L&T has been rightly deploying its capital in its business in the past. However, its foray into new businesses 

has failed to deliver the desired results so far. Considering this, we assign a score of 7 to the company. 

 

 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. L&T is a 

professionally managed company and therefore there is no promoter equity. we assign a lowest risk rating of 

10 to L&T. 

 

 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. L&T’s Debt/Equity ratio has increased from 1.1 in FY08 to about 1.6 in FY13. The 

company needed capital to meet its increasing working capital needs and deploy cash in its new businesses. 

The average D/E ratio over the 8 year period (actual history of past 5 years and explicit forecast for the next 3 

years) stands high at 1.5 x.  As such, we assign a score of 6 to the company. 

 

 Interest Coverage Ratio  

Interest Coverage Ratio is used to determine how comfortably a company is placed in terms of payment of 

interest on outstanding debt. It 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. L&T’s average 

interest coverage ratio over the 8 year period (actual history of past 5 years and explicit forecast for the next 3 

years) stands at 6x. Given the high debt levels, interest coverage ratio in next three years is expected to drop 

to 4x. Thus, we assign a score of 6 on this parameter. 

 
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 85. On a weighted basis, it 

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 $ 9           5.0% 0.5 

Cyclicality risk $ 3           5.0% 0.2 

Competition risk $ 3           5.0% 0.2 

Performance risk 

Sales growth  6           5.0% 0.3 

Net profit growth 4           5.0% 0.2 

Operating margins  4           5.0% 0.2 

Net margins  3           5.0% 0.2 

RoIC / RoNW  6           10.0% 0.6 

Earnings Quality (OCF/PAT) 10           10.0% 1.0 

Management risk 

Transparency $ 8           10.0% 0.8 

Capital allocation $ 7           10.0% 0.7 

Promoter pledging $ 10           10.0% 1.0 

Balance Sheet risk 

Debt to equity ratio  6           10.0% 0.6 

Interest coverage ratio 6           5.0% 0.3 

Final Rating# 85   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 L&T at 
current price or lower  
 

Market Data 

Current price Rs 831 (BSE) 

Market cap  Rs   768,093 m 

NSE symbol LT 

BSE code 500510 

No of shares 924 m 

Free float 90% 

Face value  2.0 

FY13 DPS  18.5 

Dividend Yld (FY13 at 
currcurrent  prices) 

2.2% 

52 week H/L     Rs 1147/678 

For Latest Update On This 
Recommendation, Click Here… 

Rs 100 Invested Is Now Worth  

 
 

Stock Price Performance 
(as on 27th Sep 2013) 

 L&T Index* 

Over 1 Year  -23.2% 6.7% 

Over 3 Years -15.4% -0.2% 

Over 5 Years  -1.0% 7.8% 
Returns over 1 year are compounded annual averages 
(CAGR) 
* BSE Sensex 
 
 

Shareholding (Jun-13) 

Category (%) 

Promoters  - 

FIIs  16.1 

DIIs 37.0 

Bodies Corp 7.2 

Others 39.7 

Total 100.0 

 

Why Is The Stock Worthy Of Investment 

L&T has built its reputation in engineering over the past two 

decades, through quality and timeliness of execution, brand 

positioning and wide diversification. 

Good capital allocation has ensured 

that the shareholders get 

commensurately rewarded. The 

order inflow and order book in core engineering and construction 

segment has grown at a strong CAGR (compounded annual growth 

rate) of about 29% and 27% respectively over the past 10 years. At 

the same time, the average return on equity over past decade has 

been 23%. Such a stellar performance has justified premium 

valuations over its domestic as well as global peers.   

 

The recent times have been very painful not just for L&T but the 

engineering and capital goods sector in general. We have been 

conservative with our estimates taking into account near term 

headwinds in terms of execution and tepid order inflow in the 

quarters running up to general elections.  

 

However, we believe that the current valuations of the stock factor in 

most of the negatives. At the current price of 812, the stock is 

trading at 12.3 times our estimated FY16 earnings. The 

valuations are way below its 5 year historical average of 19 times 

and in fact are closer to the lowest multiple over the last 10 years.  

                                                 

In our view, the current economic phase warrants investment in 

bluechips that have a comforting track record of tiding through the 

most difficult times. Also ones where the management has shown 

enough skill in safeguarding the economic moat and preserving 

shareholder returns. That is the reason we believe investment in L&T 

from at least a three year time frame comes with minimal risks and 

huge upsides in India’s infrastructure story.  

 

Moreover, at current valuation levels investors can enjoy sufficient 

margin of safety. Hence, we recommend that investors Buy the 

stock L&T with a target price of Rs 1,315 from 3 year 

perspective. The stock can offer average annual returns of 18% 

over this time frame. However, investors should ensure that no 

single stock comprises more than 5% of their overall portfolio. 

 
Get The Latest Update On This Recommendation. Click Here… 

 
 

 

-

50 
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150 

200 

Sep-08 Mar-11 Sep-13

L&T Rs 95     Sensex Rs 145

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

 
 

 

Valuations 

(Rs m) FY13 FY14E FY15E FY16E 

Net sales (Rs m)  744,980   777,562   902,330   1,045,166  

PAT (Rs m)  52,057   43,413   50,892   60,821  

D/E (x) 1.6 1.5 1.5 1.7 

No. of shares (m)  924.3   924.3   924.3   924.3  

EPS (Rs)  56.3   47.0   55.1   65.8  

Price to earnings (x)   14.8   17.7   15.1   12.6  

Price to sales (x)   1.0   1.0   0.9   0.7  

Price to book value (x)  2.3   2.1   2.0   1.8  

  

(Rs m) FY13 FY14E FY15E FY16E 

Sales  744,980   777,562   902,330   1,045,166  

Sales growth (%) 15.8% 4.4% 16.0% 15.8% 

Operating profit  98,592   91,752   108,280   128,555  

Operating profit margin (%) 13.2% 11.8% 12.0% 12.3% 

Net profit  52,057   43,413   50,892   60,821  

Net profit margin (%) 7.0% 5.6% 5.6% 5.8% 

     

Balance Sheet     

Current assets  756,933   785,298   844,012   958,949  

 Fixed assets   396,203   404,116   414,287   421,320  

Investments  87,675   90,675   93,175   95,675  

Others   190,240   203,561   242,672   287,728  

Total Assets  1,431,051   1,483,650   1,594,146   1,763,672  

     

Current liabilities  465,875   486,515   509,138   532,792  

Net worth  338,597   363,292   392,699   429,887  

Loan funds  546,880   550,880   605,880   710,880  

Others  79,699   82,962   86,429   90,112  

Total liabilities  1,431,051   1,483,650   1,594,146   1,763,672  
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Performance Review  
 

Arriving at a view on stocks involves three aspects. The first and foremost is estimating the future growth and 

earning potential of the company. The second is valuing the company as a multiple of its earnings, book value, 

cash flow or capacity. The third is rating the company on the ERM
TM

, which takes care of our opinion on the 

sector and regulatory risks as well as management quality.  

 

Given the unprecedented economic and operational headwinds that most Indian companies have been subject to, 

our earnings estimates as well as valuations of some stocks have warranted substantial changes.  

 

Investors will note the downward revision in target prices for metal stocks, particularly steel.  We expect lower 

steel prices on back of global overcapacity. The slowdown in China, on the back of tight liquidity ensured by 

Chinese central bankers to rebalance the economy from investment oriented to consumption driven one could 

lead to weak demand. Also rising input costs and delays in obtaining procedural clearances for mines will hurt 

margins of the steel companies going forward. 

 

The public sector banks have been the worst affected by the slowdown in economic growth and infrastructure 

investments. The government’s mandate to restructure loans for ailing companies further worsened their 

condition. PSU banks that were in the best of health until 2011, saw their margins and asset quality deteriorate 

dramatically over past 18 months. Moreover, the quantum of restructured assets is such that writing off all the bad 

loans from their books could dent their net worth heavily. As a result, despite the mouth watering valuations we 

believe investors would be better off holding on to the stocks and not buying any more of them. The high dividend 

yields (in some cases 7 to 8%) of some of the PSU banks could be a reason to hold on to them. 

 

We have also downgraded our earnings estimates for Grasim Industries owing to the prolonged sluggishness in 

the domestic and global business environment. In addition, excessive VSF capacities in China have put 

significant pressure on realizations, which could persist in the medium term. 

 

Engineering and power sector stocks again have been the victim of prolonged project delays, cost overruns and 

declining margins. 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, investors will have to be 

patient with these stocks. Tata Power, for instance, is a stock where the low returns on the UMPP project could 

mar shareholder returns. While some judgments are expected on tariff hikes for power supply agreements with 

SEBs, the medium terms upsides for the stock are not very enthusing.  

 

We have recommended investors to hold on to the stocks of Coal India and Power Grid Corp due to the follow on 

offering of shares (FPO) scheduled for these companies in the coming months. Given the possibility of FPO being 

at a discount to market price, we recommend that investors should not buy more of the stocks at current levels.  

 

We closed our position on IDBI Bank as the risk of staying invested in the stock can hardly be compensated by 

the expected returns. While the bank has accumulated large NPAs and continues to have high slippage rate, the 

upside in returns for shareholders is minimal. The positions on Wipro and Tech Mahindra were closed after the 

stocks met their respective target prices. 

 

Below is the table that depicts all our StockSelect recommendations that are open as 25th September 2013. 

 

   

http://www.equitymaster.com/detail.asp?date=07/20/2013&story=2&title=IDBI-Bank-Tough-times-ahead&utm_source=stockquote-page&utm_medium=website&utm_campaign=rightband&utm_content=latest-report
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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 

(%) ## 

Infosys  1-Apr-11 Buy  3,218   4,498   3,015  -6% Buy 49% 

Corporation Bank 12-Aug-11 Buy  457   673   258  -43% Hold 161% 

SAIL** 19-Aug-11 Buy  105   87   52  -50% Buy 66% 

Union Bank of India 4-Nov-11 Buy  227   283   114  -50% Hold 147% 

Hindalco** 6-Jan-12 Buy  119   168   112  -6% Buy 50% 

NTPC 3-Feb-12 Buy  176   182   145  -17% Hold 25% 

Pfizer India 10-Feb-12 Buy  1,179   1,352   1,052  -11% Hold 29% 

Voltas 17-Feb-12 Buy  108   120   72  -33% Buy 66% 

Tata Steel** 2-Mar-12 Buy  466   434   293  -37% Buy 48% 

Axis Bank** 20-Apr-12 Buy  1,179   1,676   1,026  -13% Buy 63% 

TVS Motor Company 27-Apr-12 Buy  39   50   35  -11% Hold 43% 

National Aluminium** 18-May-12 Buy  60   43   32  -46% Hold 33% 

IDFC Ltd  1-Jun-12 Buy  120   235   92  -23% Buy 155% 

Tata Power  29-Jun-12 Hold  99   110   81  -18% Hold 36% 

Tata Chemicals 27-Jul-12 Buy  305   470   243  -20% Buy 93% 

BPCL 3-Aug-12 Hold  353   476   316  -11% Hold 51% 

Power Finance Corp. 31-Aug-12 Buy  158   270   133  -16% Buy 104% 

Grasim Industries** 7-Sep-12 Hold  2,971   3,532   2,752  -7% Hold 28% 

Ashok Leyland 21-Sep-12 Buy  24   35   15  -38% Buy 134% 

BHEL** 28-Sep-12 Buy  247   249   131  -47% Hold 90% 

ICICI Bank Ltd. 12-Oct-12 Hold  1,045   1,363   945  -10% Hold 44% 

Cipla 25-Oct-12 Hold  362   510   431  19% Hold 18% 

Mahindra & Mahindra 15-Nov-12 Buy  901   1,499   873  -3% Buy 72% 

Bharti Airtel 7-Dec-12 Buy  323   530   330  2% Hold 61% 

SBI** 21-Dec-12 Hold  2,334   2,492   1,647  -29% Buy 51% 

Petronet LNG  15-Feb-13 Buy  149   239   123  -17% Buy 94% 

Crompton Greaves 22-Feb-13 Hold  97   128   87  -11% Hold 48% 

PNB 1-Mar-13 Hold  789   1,095   484  -39% Hold 126% 

Coal India 15-Mar-13 Buy  320   395   297  -7% Hold 33% 

TCS 22-Mar-13 Buy  1,535   2,368   1,940  26% Hold 22% 

Glenmark Pharma 18-Apr-13 Hold  487   690   500  3% Hold 38% 

Kotak Mahindra Bank 10-May-13 Hold  731   960   720  -2% Hold 33% 

Larsen and Tourbo** 17-May-13 Hold  1,623   1,316   826  -49% Buy 59% 

GE Shipping 23-May-13 Hold  242   350   266  10% Hold 31% 

ACC 31-May-13 Buy  1,219   1,778   1,096  -10% Buy 62% 

GAIL 7-Jun-13 Hold  307   410   337  10% Hold 22% 

Hindustan Zinc 14-Jun-13 Buy  110   190   132  20% Buy 44% 

Biocon 21-Jun-13 Hold  276   385   331  20% Hold 16% 

http://www.equitymaster.com/hfyr.asp?symbol=INFY
http://www.equitymaster.com/hfyr.asp?symbol=CRBK
http://www.equitymaster.com/hfyr.asp?symbol=SAIL
http://www.equitymaster.com/hfyr.asp?symbol=UNBK
http://www.equitymaster.com/hfyr.asp?symbol=HALC
http://www.equitymaster.com/hfyr.asp?symbol=ntpc
http://www.equitymaster.com/hfyr.asp?symbol=pfiz
http://www.equitymaster.com/hfyr.asp?symbol=volt
http://www.equitymaster.com/hfyr.asp?symbol=TISCO
http://www.equitymaster.com/hfyr.asp?symbol=utib
http://www.equitymaster.com/hfyr.asp?symbol=tvs
http://www.equitymaster.com/hfyr.asp?symbol=nalco
http://www.equitymaster.com/hfyr.asp?symbol=IDFC
http://www.equitymaster.com/hfyr.asp?symbol=ttpw
http://www.equitymaster.com/hfyr.asp?symbol=ttch
http://www.equitymaster.com/hfyr.asp?symbol=bpcl
http://www.equitymaster.com/hfyr.asp?symbol=pfc
http://www.equitymaster.com/hfyr.asp?symbol=GRSM
http://www.equitymaster.com/hfyr.asp?symbol=ASOK
http://www.equitymaster.com/hfyr.asp?symbol=bhel
http://www.equitymaster.com/hfyr.asp?symbol=ICBK
http://www.equitymaster.com/hfyr.asp?symbol=CIPL
http://www.equitymaster.com/hfyr.asp?symbol=MAHM
http://www.equitymaster.com/hfyr.asp?symbol=BVTL
http://www.equitymaster.com/hfyr.asp?symbol=SBI
http://www.equitymaster.com/hfyr.asp?symbol=PLNG
http://www.equitymaster.com/hfyr.asp?symbol=CRGR
http://www.equitymaster.com/hfyr.asp?symbol=PNB
http://www.equitymaster.com/hfyr.asp?symbol=COIND
http://www.equitymaster.com/hfyr.asp?symbol=TCS
http://www.equitymaster.com/hfyr.asp?symbol=GLPH
http://www.equitymaster.com/qv/qdetail.asp?story=6&date=05/10/2013&utm_source=search-result&utm_medium=site&utm_campaign=prem-search&utm_content=editorial
http://www.equitymaster.com/hfyr.asp?symbol=LART
http://www.equitymaster.com/qv/qdetail.asp?story=14&date=05/24/2013&utm_source=search-result&utm_medium=site&utm_campaign=prem-search&utm_content=editorial
http://www.equitymaster.com/qv/qdetail.asp?story=10&date=05/31/2013&utm_source=search-result&utm_medium=site&utm_campaign=prem-search&utm_content=editorial
http://www.equitymaster.com/qv/qdetail.asp?story=10&date=05/31/2013&utm_source=search-result&utm_medium=site&utm_campaign=prem-search&utm_content=editorial
http://www.equitymaster.com/qv/qdetail.asp?story=5&date=06/14/2013&utm_source=search-result&utm_medium=site&utm_campaign=prem-search&utm_content=editorial
http://www.equitymaster.com/qv/qdetail.asp?story=6&date=06/21/2013&utm_source=search-result&utm_medium=site&utm_campaign=prem-search&utm_content=editorial
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Bank of Baroda 28-Jun-13 Hold  575   945   505  -12% Hold 87% 

SUN PHARMA 19-Jul-13 Hold  540   700   557  3% Hold 26% 

POWER GRID CORP** 26-Jul-13 Buy  108   156   99  -8% Buy 57% 

INDIAN HOTEL 8-Aug-13 Buy  42   75   45  8% Buy 66% 

HDFC Ltd 8-Aug-13 Buy  745   1,060   788  6% Hold 35% 

DR. REDDY`S 23-Aug-13 Hold  2,118   2,815   2,397  13% Hold 17% 

BHARAT FORGE 30-Aug-13 Hold  240   310   253  6% Hold 22% 

HDFC BANK 6-Sep-13 Buy  612   850   611  0% Buy 39% 

* Current price as on Sep 24, 2013,HDFC Bank’s price as on 27
th
 Sept 2013  

$ Please refer to our Performance review note in the latest StockSelect report 
# Calculated by dividing current price by recommended price 
NA - Not applicable 
 
 

Closed Position Table  

Company Reco. Date View 
Price on the 

Reco date 
(Rs) 

Closing  
price (Rs) 

% Gain 
/ Loss 

Closing 
date 

IDBI Bank 16-Mar-12 Hold 107 70 -34.6% 19-Jul-13 

WIPRO 21-Dec-12 Buy 379 497 31.1% 3-Sep-13 

Tech Mahindra 1-Feb-13 Hold 1,004 1337 33.2% 24-Sep-13 
# Adjusted for stock split /bonus/rights issue 
^ Based on our revised estimates 

 
 
***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.   

http://www.equitymaster.com/hfyr.asp?symbol=BOB
http://www.equitymaster.com/hfyr.asp?symbol=SUNP
http://www.equitymaster.com/hfyr.asp?symbol=PGRID
http://www.equitymaster.com/hfyr.asp?symbol=IHCL
http://www.equitymaster.com/qv/qdetail.asp?story=13&date=08/08/2013&utm_source=search-result&utm_medium=site&utm_campaign=prem-search&utm_content=editorial
http://www.equitymaster.com/qv/qdetail.asp?story=9&date=08/23/2013&utm_source=search-result&utm_medium=site&utm_campaign=prem-search&utm_content=editorial
http://www.equitymaster.com/qv/qdetail.asp?story=5&date=08/30/2013&utm_source=search-result&utm_medium=site&utm_campaign=prem-search&utm_content=editorial
http://www.equitymaster.com/qv/qdetail.asp?story=8&date=09/06/2013&utm_source=search-result&utm_medium=site&utm_campaign=prem-search&utm_content=editorial
http://www.equitymaster.com/hfyr.asp?symbol=IDBI
http://www.equitymaster.com/hfyr.asp?symbol=WIPRO
http://www.equitymaster.com/hfyr.asp?symbol=TEMH
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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 ERMTM. 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 midcap 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 stock comprises more than 5% of your overall portfolio. 

 
Here is our top 5 list of stocks 

 Larsen & Toubro Ltd 
 

 IDFC Ltd 
 

 Mahindra& Mahindra 
 

 ACC 
 

 HDFC Bank  
 

 

 

  

http://www.equitymaster.com/qv/qdetail.asp?date=5/17/2013&story=8
http://www.equitymaster.com/qv/qdetail.asp?date=6/1/2012&story=9
http://www.equitymaster.com/qv/qdetail.asp?date=11/15/2012&story=7
http://www.equitymaster.com/qv/qdetail.asp?date=5/31/2013&story=10
http://www.equitymaster.com/qv/qdetail.asp?date=9/6/2013&story=8
http://www.equitymaster.com/qv/qdetail.asp?date=9/6/2013&story=8
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Where StockSelect 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.  
 
In our view, large cap/ blue-chip stocks are the safest of the lot. Because of their large size, they may not grow as 
fast as small caps or mid caps. But they are relatively more stable and resilient to negative macroeconomic 
developments. This keeps them in good stead over the long term and makes them reliable wealth creators. As 
such, we have assigned them a significantly higher weightage. According to us, large cap/ blue chip stocks 
should comprise at least 60% of your total equity portfolio. However, a single large cap/ blue-chip should 
not form more than 5-6% of your total portfolio. This is to make sure that even if a certain blue chip stock does 
not deliver as per expectations, the overall portfolio is not affected to a great extent. 

 

What does 'Closed Position' mean? 

StockSelect recommendations are meant to meet the target prices within a time frame of three 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 
price from the date of recommendation till the date on which the position was closed. 

 
  

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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 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.  
 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.equitymaster.com/write_to_us.asp?pg_title=ss-pdf+reco+may13


 

 
27 September, 2013 

 

Larsen and Toubro Page 21 of 21 

 

 

 

 

 

 

 

 

 

 

 

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 StockSelect – Get intimated about a new report as soon as it is released 

RSS feed for Views on News and Subscriber Features – Do not miss out on any new investment idea/update 
that we have posted on Equitymaster for our subscribers. 

 © 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 
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