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The time to buy defensive 

stocks is during economic 

booms and not busts. Only 

then can investors fetch 

the best consistent stocks 

at attractive prices. 

The myth about defensive stocks… 
 

And why investors cannot rely on them to evergreen their portfolio 
 

Investor psychology is such that it seeks innovation only in good 

times. Periods of high GDP growth and low interest rates are 

most conducive for even the weakest companies to flourish. At 

such times, with their risk appetite at its zenith, investors and fund 

managers become willing to experiment with fancy themes and 

nascent sectors. However, come economic upheaval and the 

adventurous streaks are firmly controlled. When it is no longer 

possible to strike gold with fancy themes, sunrise sectors 

and cyclical upturns, investors turn to ‘defensive stocks’. 

Interestingly, the notion of being ‘defensive’  is more often than 

not restricted to stocks from the FMCG and pharma space. The 

notion that inelastic demand for their products will keep every 

FMCG and pharma company ever profitable; is nothing but a 

myth. More importantly, investors who get convinced that being 

defensive is all about buying any and every FMCG and pharma 

stock at any and every price can be subject to huge disappointment. 

Can cyclical stocks not defend your portfolio? 

The idea of having defensive stocks in one’s portfolio is to ensure that cyclical hiccups in the economy and sectors 

do not erode one’s portfolio gains. However that certainly does not mean investors should ignore companies that by 

virtue of their business model are cyclical. As long as a company, despite being cyclical, has a track record of 

safeguarding shareholder wealth during difficult times, it merits being called defensive. Several Indian companies 

from financial and commodity sectors filter through this criterion. However, investors’ obsession for the popular 

defensive sectors leads to even best cyclical stocks getting ignored. 

Is anytime a good time to buy defensive stocks? 

2001, 2005, 2007 were years when IT, realty and infrastructure stocks respectively took to dizzying heights , only to 

crash and erode investor wealth. What followed thereafter was a flight to defensive sectors. However, by such time 

most of the defensive FMCG and pharma stocks were already expensive. And investors who hoped to make up 

their losses with the defensive bets were in for huge disappointment. The time to buy defensive stocks therefore 

is during economic booms and not busts. Only then can investors fetch the best consistent stocks at 

attractive prices. 
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The best ‘defense’ for investor portfolio during difficult times 

Instead of bottom fishing for defensive stocks during difficult times, when most are fearfully expensive, investors 

should try to make their portfolio more balanced and diversified. Buying companies out of favour, but with robust 

businesses and great managements is a great way to do so. Couple that with prudent asset allocation and a 

reasonable emergency cash provision and investors can have the best possible ‘defense’ for their portfolio during 

difficult times. 

  



 

 
27 December, 2013 

 

Lupin Ltd Page 3 of 22 

“Not every pharma company is as ‘defensive’ as this one” 

Pharma stocks have hardly been immune to investor apathy over the past year. If crackdowns by the US FDA 

were not enough, slowdown in product launches and forex losses forced most of the pharma stocks out of 

investor wish list. There were just a few that managed to hold ground. And it is not difficult to see why… 

 Being in a business where revenue growth is almost entirely dependent on number of new launches, pharma 

companies treat the frequency of such product launches as sacred. However, not everyone is able to ensure that 

the entire pipeline is value accretive. Departing from this trend, the 14th largest generic pharma company 

globally, Lupin Ltd makes no bones about deferring product launches. As long as it gets the selection 

right and is able to cater to its target markets with niche and innovative products, the company focuses 

on quality of launches as against quantity. 

 The US market over the years has become an important one for global generic players due to the immense 

opportunities there. But that has meant that competition has also considerably intensified. Because of this, it has 

become important for companies to differentiate themselves to benefit most from this market. In that sense, Lupin 

has zeroed in on a good strategy. Lupin’s aim is to launch only those products from which it believes it will be able 

to grab better market share and has accordingly created its portfolio so that it can penetrate the US market quite 

well. This has helped in generating better revenue per product and has also strengthened its portfolio. Therefore, 

even with lower launches as compared to its peers, the company has been able to grow well in a competitive 

market like the US. 

 Not just that, Lupin has also diversified its US portfolio. The company has entered into both the branded and 

generics space in the US market. Branded drugs are the drugs owned by the company and for which it has a 

patent. Such drugs are sold by the brand name and are unlike other generic drugs sold by various Indian pharma 

companies. Also, one needs a dedicated sales force to market branded drugs. Lupin’s flagship product Suprax is 

the largest contributor to company’s branded business and has been doing well over the years. By nature, 

margins in the branded business are better than that of generic drugs. So this gives us comfort with regard to 

the fact that the company will be able to sustain margins in difficult times. 

 In the generic segment too, Lupin has been focusing on making niche launches. Its consistent efforts at 

innovation have helped Lupin bag the maximum number of Para IV filings (challenge to patented drugs) 

amongst Indian pharma companies. Not just that, the company has also been focusing on launching oral 

contraceptive drugs.  In the last two years, Lupin has launched 12-13 products in the oral contraceptive space 

and has been gaining good market share. One should note that there are not many players in this space, owing to 

various entry barriers.  All of this indicates that the company has a well thought out strategy in place not just for 

gaining and protecting market share but also margins in tough times. 

 That this strategy has worked well for the company in the past can be gauged by the fact that sales from the US 

market have grown at a CAGR of 63% over the last 5 years. More importantly, while the top 4 pharma 

companies in India have grown their overall sales and profits at average annual growth rates of 19% and 

17% respectively over the past 5 years, Lupin has clocked growth rates of 29% and 26% respectively.  

At a time when many of its peers have had to succumb to regulatory pressure and volatile profitability, Lupin 

continues to surge ahead. And while every other pharma stock may not be able to provide the sought after 

‘defense’ for investor portfolios, this one certainly has all the elements in place. 
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What are Lupin’s growth drivers? 

 Growth momentum in India continues despite challenges 

Lupin is the 4th largest company in the Indian pharma market with market share of ~2.8% as per IMS. India 

contributes 25% to Lupin’s revenues. With a sales force of 5,200 medical representatives, the company has 

developed a lucrative portfolio in both the acute and chronic therapy areas. In-licensing is another strategy 

that the company has adopted in the Indian market. In the last 5 years, Lupin introduced 37 in-licensed 

products of which eight were the first to be launched in India. Going forward, Lupin is aiming to focus more on 

its chronic portfolio. This is evident from the change in sales mix from FY06 to FY13. During FY06, the 

chronic segment contributed approximately 31% to domestic sales, while in FY13 the contribution from this 

segment stood at 63%. What is more, the company intends to keep up its pace of new product launches in 

the chronic segment.  

Currently, Lupin generates large part of its revenues from cardiovascular (~22%), Anti TB (~9%), Anti 

diabetes (~15%), and Anti asthma (~9%). Not just that, the company has been growing above the industry 

rate in most of the therapeutic areas it is present in. This was evident in FY13 too (See table 1 below). Thus, 

we believe that Lupin is well poised to take advantage of the growing Indian market and expect revenues from 

the same to grow at a CAGR of 15% during FY14-16, after accounting for the impact of new pricing policy.  

 

Table1: Lupin's growth versus pharmaceutical market in FY13 
Therapy Lupin's growth (%) Market growth (%) 

CVS 21.0 12.2 

Anti-Infective 17.8 7.4 

Respiratory 13.2 4.4 

Anti- Diabetic 47.7* 18.6 

Gastrointestinal + Hepatopatoprotective 27.7 12.8 

CNS 24.6 11.0 

Pain 29.1 8.6 

Nutraceuticals 25.6 10.7 

Gynacology 13.8 6.7 

Anti-TB 5.3 2.5 

* Growth of Anti diabetes is inclusive of Huminsulin  

Source - Company reports  
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 A well diversified portfolio in the world’s most lucrative pharma market, the US 
 

Lupin derives 40% of its revenues from the US. With a portfolio of around 50 drugs in the US, the company 

generated sales of US$ 693 m in FY13. The company is the market leader in 24 products and is among the 

top 3 players in 37 products of the total portfolio.  
 

Among Indian players, Lupin is the only company that has a branded portfolio in the US. The company 

generates 72% from its generic business and 21% from its branded business. The overall US business has 

grown at a CAGR of 63% in the last 5 years.  
 

Till FY13, Lupin’s branded portfolio consisted of three products viz., Suprax, Antara and Aerochamber. 

However recently, the company saw generic entry for Antara and thus the sales of this drug has fallen 

drastically. Aerochamber too now ceases to be part of its portfolio, as this product belonged to Forest Labs 

and Lupin was the marketing partner. However, this contract expired recently. Thus, large part of sales comes 

from Suprax brand now. The company has acquired Alinia and has entered into a marketing agreement for 

Locoid Lotion. However, one should note that both the brands are small in market size.  
 

Going forward, Lupin is looking at new brand acquisitions in order to strengthen its portfolio. Overall we 

believe that the company holds a differentiated strategy of having a branded portfolio as compared to its 

peers. However, the growth of the branded segment is now more dependent on new acquisitions of brands. 
 

As far as the generics portfolio is concerned, Lupin had introduced 10 new products in FY13. As on date, 

the company has a pipeline of 116 products having market size of US$ 54 bn, of which 25 are FTFs with 

market size of US$ 13 bn, including 12 exclusive Para IV opportunities addressing market size of US$ 1.6 bn. 

Please refer to table 2 on page  6….for Lupin’s pipeline of  upcoming Para IVs.   
 

While Lupin has a robust Para IV pipeline, we have not factored in upside of the above Para IVs in our 

financials as their launch timing remains unknown.  
 

Further, as discussed earlier, the company focuses on drugs or develops a portfolio which it believes will 

strengthen its business. The recent launches in the dyslepidemia segment vindicate this. Lupin has strongly 

positioned itself in the US$ 3 bn dyslepidemia segment with the launch of Tricor (market size US$ 1.1 bn) and 

Trilipix (market size of (US$ 450 m). The company will also be launching Niaspan. One should note, there is 

very limited competition in these drugs and the company is expected to benefit from this portfolio in this 

segment.  
 

The company is also looking to enter niche therapies like Ophthalmic and Controlled release and has been 

making filings accordingly. It is pertinent to note that the company is also looking to enter the respiratory 

segment in the US, as this is one more area which has high entry barriers.  
 

Another niche area that Lupin is focusing on in the US is the oral contraceptive (OC) market. It has filed 

approximately 40 ANDAs which include Para IVs in this space. So far, the company has launched 13 

products and is quite optimistic of good growth going forward. But given that the OC segment has high entry 

barriers and various global players already command a big share of the market, Lupin could face some 

challenges here.  
 

Overall, we believe Lupin will witness decent growth in the US geography as it targets to launch around 120 

products over the next three years. While challenges will persist in its branded portfolio, we remain positive on 

the company’s generic launches. We also expect Lupin to command a decent share of the OC market, given 

the company’s marketing strength. In light of this, we expect revenues from the US to grow at a CAGR of 18% 

over the next 3 years. 
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Table2: Lupin’s pipeline of upcoming Para IVs 
Drug API Market Size (US$ m) Lupin FTF  EPS (Rs) 

Ambien CR Zolpidem Tartarte 130 No 0.3 

Cymbalta duloxetine 3172 Yes 1.6 

Clarinex 5mg Desloratidine 150 Yes 0.1 

Advicor Lovastin+Niacin 100 No 0.1 

Asacol (400mg) Meslamine 350 No 1.1 

Cipro OS Ciprofloxacin HCL 100 Yes 0.4 

Glumetza Metformin HCL 58 Yes 0.2 

Hectorol Doxeracalciferol 200 No 0.1 

Requip XL 6mg Ropinirole HCL 10 Yes 0.1 

Solodyn (45mg, 90mg and 135mg) Minocycline HCL 500 No 0.3 

Trizivir 
abacavir sulfate, Lumivudine, 
zidovudine 

150 Yes 0.6 

Prezista (400 and 600mg) Darunavir Ethanolate 400 Yes 0.7 

Niaspan Nicacin 1139 No 0.9 

Nuvigil Armodafinil 125 No 0.5 

Trilipix Choline Fenofibrate 161 No 0.6 

Vimovo Esomeprazole, Naproxen 250 No 0.2 

Welchol  Colesevelam  HCL 200 No 0.2 

Welchol Oral Suspension Colesevelam  HCL 105 Yes 0.5 

Zymar (0.3% Opthalmic solution) Gatifloxacin 80 No 0.0 

Zymaxid (0.5% Opthalmic Solution) Gatifloxacin 20 Yes 0.1 

Fosrenol Lanthanum Carbonate 90 Yes 0.4 

Lyrica Pregablin 1300 Yes 0.7 

Namenda Memantine HCL 1000 Yes 0.4 

Nexium Esomprazole 2800 No 1.2 

Oracea Doxycycline 104 No 0.1 

Ranexa Ranolazine 350 Yes 1.3 

Renagel Sevelamer HCL 300 Yes 1.5 

Renvela Sevelamer Carbonate 400 No 0.3 

Phoslo Calcium Acetate 50 No 0.0 

Coreg Carvedilol 200 No 0.2 

Lipitor Capsule Atorvastatin 505(B)2 Yes 0.6 

Lunesta Eszopiclone 787 Yes 0.3 

Lumigan Bimatoprost 500 No 0.4 

Acular - Opthalmic Solution Ketorolac Tromethamine 50 No 0.0 

Pristiq Desvenlafaxine Succinate 200 No 0.2 

Diovan HCT Valsartan HCT 1500 No 0.9 

Emtriva Emtricitabine 30 Yes 0.2 

Pennsaid Dilofenac sodium 10 Yes 0.1 

Apirso 375mg capsule ER Meslamine 100 Yes 0.8 

Prevacid Solutab Lansoprazole ODT 100 No 0.1 

Exforge HCT 
Amlodipine Besylate, HCT, 
Valsartan 

200 No 0.1 

Prandimet Repaglinide and Metformin 250 No 0.1 

Total  17721  18.6 

Note: Please note the above list is to the best of our knowledge and thus is not exhaustive. We have not included Para IVs filed for Oral contraceptives   
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 The future growth catalyst – World’s fastest ageing economy, Japan  

 

Japan is the world's second largest pharma market with a size of US$ 100 bn and has generic penetration of 

10% by value and 23% by volume. An appealing feature of the Japanese generics market is that the price 

erosion is not as high as in the US market (which sees prices fall by as much as 95%). Generic companies in 

Japan can charge maximum up to 60% of the branded drug price. Generic penetration, so far, has been low 

in Japan because Japanese people prefer branded drugs to generic drugs. However, this is gradually 

changing. Because 100% of the Japanese citizens have health insurance, there is too much of a cost burden 

on the government. Thus, the Japanese government is taking initiatives to bring down these costs and 

promote the use of generics for that.  

 

These aspects have attracted various global companies to the Japanese market. However, among the Indian 

companies, only Lupin has been quite successful so far. Lupin entered Japan through Kyowa’s acquisition. 

Later it also acquired I’rom. Lupin had entered Japan 5 years back and its revenues in the last 5 years have 

grown at a CAGR of 23%.  We believe that the acquisition route is the right one that the company has 

adopted to penetrate well in this market.  
 

While Kyowa has strong marketing and distribution networks, I’rom has a presence in Diagnosis Procedure 

Combination (DPC) segment. Recently, DPC has become an important feature in the Japan market. Hospitals 

play an important role in Japan, as this segment accounts for around 50% of the total pharma market in the 

country. With a view to reduce overall healthcare expenditure, in 2002 MHLW (Ministry of Health, Labour and 

Welfare) notified hospitals to curtail patient hospitalization costs through various means. The hospitals under 

this scheme are known as DPC hospitals. The organization pays a lump-sum amount to the hospitals for 

cutting down the overall costs. One of the proposals was to promote use of generics in the hospital segment 

in order to reduce costs. Till date as only non generic local big players command large share, generic drugs 

have played a very small role. Thus, the next best option to reduce costs is to rely on generics usage. 
 

Lupin will benefit more once the company is able to transfer drugs for manufacturing from Japanese plants to 

its Indian manufacturing plants. This will help in bringing down the costs and improving margins. The 

company is already taking steps on this front. Lupin’s Goa facility has received approval for three formulations 

for supply in the Japanese market. 
 

Thus, in the long term, we expect Lupin to witness healthy growth in the Japanese market.   Presently, Japan 

contributes 14% to its total revenues and we expect revenues from this market to grow at a CAGR of 18% 

over the next 3 years. 

 

 Other geographies to contribute too 

 

Lupin also generates revenues from geographies like Europe and rest of the world countries such as South 

Africa, Philippines, and Australia. These regions contribute 20% to Lupin’s sales. During 2013, Europe 

witnessed growth of 19% and other geographies (rest of the world, RoW) grew by 36% YoY. The company 

remains the global leader in therapeutic areas like Cephalosporins and Anti-TB. Lupin is one of the favored 

suppliers to Global Drug Facility for Anti-TB drugs. 

 

The company has entered most of these markets through acquisitions.  The important thing to note about 

these acquisitions is that they are strategic in nature. While it will be a while before Lupin achieves significant 

scale in these markets, we believe that its efforts to increase geographical reach to foray into varied product 

segments and thereby de-risk revenues will stand it in good stead in the future. We expect revenues from 

Europe and RoW to grow at a CAGR of 18% over the next 3 years.  
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Key challenges for Lupin Ltd 

 Adverse impact of forex volatility   

Lupin’s operating margins have witnessed drastic improvement over the past few years, which among many 

factors was helped by Para IV and niche product launches. However, favourable currency movement has also 

been an important contributor for margin improvement. It is pertinent to note that Lupin being an exporter, it 

remains exposed to fluctuations on the forex front. Further, the company does not disclose its forex policy. 

Hence, our margin estimates do not take into account any forex impact. 

 Tax rate to remain high 

During FY12, Lupin lost tax benefits that it enjoyed due to the expiry of EOU benefit at its Goa and Mandideep 

facilities. This resulted in the tax rates rising to the range of 25-28% against earlier tax rates which were 

around 12-15%. The tax rate since then has been hovering in the range of 30-35%. This trend can be 

expected to continue for atleast next 1-2 years.  

 Penetration in oral contraceptives segment 

The oral contraceptive market is largely dominated by few players viz., Ortho- Mc-Neil, Teva, Watson and 

Bayer. Thus it will be tough for Lupin to compete with these players who already have sizeable market share 

and a varied portfolio. Over a period of time Lupin has ramped up well by launching 13 products in this space, 

however its competitors have far higher market share. Secondly, by nature this segment has lower switching 

rate. This means a consumer taking a specific drug does not shift to a new drug unless required. While the 

company has progressed well on this front so far, it still has to compete with the existing players who have 

dominant market share. 

 Branded portfolio facing some pressures 

Although ‘Suprax' has been a key growth driver for Lupin's US business, generic competition going forward 

would drag down sales and profits from this drug. Although Lupin intends to improve the ‘Suprax' franchise 

with a focus on lifecycle management, significant generic competition will be a challenge for the company.  

Again, another of its brands Antara has already witnessed generic entry. Thus, the company has seen sharp 

fall in its Antara revenues. Plus generics have also entered in the largest selling Fenofibrates viz., Tricor and 

Trilipix. On the one hand Lupin, being among the couple of companies to launch Tricor and Trilipix generics, 

will benefit from the same. However, increasing sales of these generics has also been impacting Antara 

brand. Going forward the recent launch of Trilipix by few generic companies will further pressurize Antara’s 

sales.  

The contract for another product Aerochamber has expired. This product was marketed by Lupin and it 

received some royalty on the sales made from the innovator. While the company has added some new 

brands in its portfolio, the size of its brands is quite small for Lupin to benefit much. Thus, company needs to 

add stronger brands to its portfolio in order to ramp up well in this business segment. 

 

More About Lupin Ltd 

Lupin is a leading pharmaceutical company with a strong presence in anti-TB, cephalosporins (anti-infectives), 

cardiovascular (prils and statins) and asthma. Going forward, the company intends to launch more products in the 

chronic segment. Apart from having a strong domestic presence, the company markets its products in atleast 70 

countries which include regulated markets such as the US, Europe and Japan and semi-regulated markets such 

as South East Asia, Africa and the CIS.  Lupin has emerged as the 5th largest and the fastest growing generic 
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company in the US (by prescriptions). In the US, Lupin is among very few Indian companies having a branded 

and generic portfolio in the US market. The company has ramped up well in the oral contraceptive space. Going 

forward, the company is looking to expand its presence in technology based niche segments like Dermatology 

and Opthalmology. 

A Management That is Good At Execution However Lacks Sufficient Transparency 

The management of Lupin has so far been successful in protecting margins and shareholder returns. Moreover it 

has never chosen to pursue growth at the cost of profitability. Even in the midst of regulatory upheavals, the 

company has fared much better than its peers. This gives us comfort with regard to the company’s long term 

prospects in an extremely competitive global pharma market. Having said that, the company does not reveal 

some necessary facts about the business, and this is a cause for some concern. 

 

Key Management Personnel 

Dr. Kamal Sharma, Vice Chairman, is a graduate in Chemical Engineering from the Indian Institute of 

Technology (IIT), Kanpur and has a Postgraduate diploma in Industrial Management from Jamnalal Bajaj Institute 

of Management Studies, Mumbai. He has a PhD in Economics from IIT, Mumbai besides completing an 

Advanced Management Programme at Harvard Business School, Boston. He has vast industry experience 

spanning more than three decades. He has held a range of senior management positions in the fields of projects, 

operations, corporate development and general management in pharma and chemical industries. He is 

associated with the Lupin Group since 1979. 

Vinita Gupta, CEO, is a pharmacy graduate from the University of Mumbai and holds an MBA from the J. L. 

Kellogg Graduate School of Management, USA. She has played a key role in driving the strong growth in Lupin's 

US business.  

Nilesh Gupta, MD, is a Chemical Engineer from the University Department of Chemical Technology (UDCT), 

Mumbai, and a graduate with honours from the Wharton School, University of Pennsylvania, USA, where he 

specialized in healthcare, strategic management and finance. He is responsible for the company's research and 

IP activities. 

 

 

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 landscape in the US, which is a market most Indian pharma companies want to 
capitalise on, has become quite stringent. The USFDA has become strict with respect to manufacturing plants 
adhering to GMP norms. As a result of this, delay in product approvals is something that the pharma sector 
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will have to deal with. Also, the dynamics of the domestic pharma market have changed with the introduction 
of the new pharma pricing policy. This is expected to reduce the prices of drugs going forward. Therefore, we 
assign a risk rating of 4 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. Overall pharma is not a cyclical industry, unless there are some 
diseases such as malaria or any such disease which occur during specific seasons. For Lupin, some part of 
its revenues from the US does come from a branded product, whose sales are seasonal. As such, we assign 
rating of 6 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. Low product differentiation also intensifies competition risk. Competition is intense 
in the pharma industry both in the domestic as well as the international markets and one of the strategies for 
companies to grow their businesses is to focus on niche therapeutic areas where there are not too many 
players present. In the US especially, Lupin has come with a strategy of building a branded portfolio and 
focusing on niche products with high entry barriers for the generics portfolio. Therefore, we assign a score of 
5 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 24% for Lupin, which is reasonably good. We assign a risk rating of 7 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 24% for Lupin, which is healthy. We assign a risk rating of 7 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. Over the eight year 
period (actual history of past 3 years and explicit forecast for the next 5 years) the operating margins have 
averaged at around 21.9%, which is decent. As such, we assign a score of 6 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 
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year period (actual history of past 3 years and explicit forecast for the next 5 years) stands at 14%. As such, 
we assign a score of 5. 

 

 Return On Net Worth (RoNW)  
 

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 Lupin Ltd stands at 22% 
which is healthy. As such, we assign a score of 6. 

 

 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 eight year period (actual history of past 3 years and explicit forecast for the next 
5 years) stands at 0.7 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. While the management of Lupin Ltd has been forthcoming with their 
responses to our questions, there are certain financial aspects of the business which the company does not 
disclose. We have thus assigned a score of 4 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 
focus on capital intensive growth at the cost of profitability would also fetch a low rating. In this regard, Lupin 
Ltd has successfully deployed capital in its business. 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 Lupin’s promoter equity being pledged, we assign the highest score of 10. 
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 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 for Lupin over the 8 year period (actual history of past 3 
years and explicit forecast for the next 5 years) stands at 0.3 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. Lupin’s interest 
coverage ratio is quite comfortable and thus we have assigned rating of 8 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 92 that, on a weighted 

basis, stands at 6.8. This makes the stock a medium-risk investment from a long-term perspective. 

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 $ 4           5.0% 0.2 

Cyclicality risk $ 6           5.0% 0.3 

Competition risk $ 5           5.0% 0.3 

Performance risk 

Sales growth  7           5.0% 0.4 

Net profit growth 7           5.0% 0.4 

Operating margins  6           5.0% 0.3 

Net margins  5           5.0% 0.3 

RoIC / RoNW  6           10.0% 0.6 

Earnings Quality (OCF/PAT) 8           10.0% 0.8 

Management risk 

Transparency $ 4           10.0% 0.4 

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# 92   6.8 

 

 

  

*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. 

 



 

 
27 December, 2013 

 

Lupin Ltd Page 13 of 22 

 

Buy the stock of 
Lupin Ltd at Rs 720 or 
lower 

 

50 

240 

430 

620 

810 

Dec-08 Jun-11 Dec-13

Lupin:Rs 774

Sensex: Rs 220

Market Data 

Current price Rs 908 (BSE) 

Market cap  Rs   405,150 m 

NSE symbol LUPIN 

BSE code 500257 

No of shares 446.2 m 

Free float 53.2% 

Face value  2.0 

FY13 DPS  4.0 

Dividend Yld (FY13 at 
currcurrent prices) 

0.4% 

52 week H/L     Rs 946/569 

For Latest Update On This 
Recommendation, Click Here… 

Rs 100 Invested Is Now Worth  

 

Stock Price Performance 
(as on 27th Dec 2013) 

 Lupin Index* 

Over 1-Yr 49.8% 10.1% 

Over 3-Yrs 26.0% 1.8% 

Over 5-Yrs 50.3% 17.2% 

Returns over 1 year are compounded annual averages 
(CAGR) 
* BSE Sensex 
 
 

Shareholding (Sep-13) 

Category (%) 

Promoters  46.8  

Banks, MFs and FIs  12.1  

FIIs   31.5  

Indian public   8.1  

Others  1.6  

Total          100.0  

 

 
Why Is the Stock Worthy of Investment 

Lupin, over the years, has evolved from a pharma molecule (API) 

manufacturer to a global supplier of various formulations. Its strategy 

in the US of having both a branded 

as well as generic portfolio has 

also worked well for the company. 

Indeed, it is the first and only 

Indian company to feature in the list of top 5 generic companies by 

prescriptions in the US.   

 

Not only that, the company has strengthened its presence in the 

domestic market and is also among the few generic companies, 

which have been able to penetrate and grow in the Japanese 

generics market. It is noteworthy that Lupin was able to enter Japan 

and make timely acquisitions to take advantage of this market. This 

is commendable given the fact that Japan has one of the lowest 

penetration for generics and hardly a handful of companies have 

been able to capitalise on the opportunities there. Because of its 

successful strategies, Lupin’s overall sales and profits have grown at 

average annual rates of 29% and 26% respectively over the last 5 

years. 

 

At the current price of Rs 908, the stock is trading at 27 times its 

trailing twelve months earnings which is higher than its ten year 

average of around 22 times. This warrants some margin of safety. 

Therefore we would recommend investors to BUY the stock of Lupin 

at Rs 720 or lower. From these levels, investors can expect average 

annual returns of 15% over a period of 2-3 years. A gentle reminder 

that investors should always ensure that no single stock comprises 

more than 5% of their overall portfolio.  

 

 

Get The Latest Update On This Recommendation. Click Here… 
 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.equitymaster.com/result.asp?symbol=LUPL&name=LUPIN-LTD-Stock-Quote-Chart&utm_source=top-menu&utm_medium=website&utm_campaign=performance&utm_content=get-quote
http://www.equitymaster.com/include/pdf-interim.asp?symbol=BTVL
http://www.equitymaster.com/include/pdf-interim.asp?symbol=BTVL
http://www.equitymaster.com/result.asp?symbol=LUPL&name=LUPIN-LTD-Stock-Quote-Chart&utm_source=top-menu&utm_medium=website&utm_campaign=performance&utm_content=get-quote
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Financials At A Glance 

 
 

 

 

Valuations 
(Rs m) FY13 FY14E FY15E FY16E 

Revenue (Rs m)  96,413   112,681   131,837   149,836  

PAT (Rs m)   13,142   15,777   19,874   22,824  

EPS (Rs)   29.5   35.4   44.5   51.2  

Price to earnings (x)   30.8   25.7  20.4 17.8 

Price to sales (x)   4.2   3.6   3.1   2.7  

Price to book value (x)  7.8  6.2  4.8  3.9  

  

 (Rs m) FY13 FY14E FY15E FY16E 

Sales 96,413 112,681 131,837 149,836 

Sales growth (%) 36.1% 16.9% 17.0% 13.7% 

Operating profit             22,700      27,043       31,641        35,961  

Operating profit margin (%) 23.5% 24.0% 24.0% 24.0% 

Net profit              13,142      15,777       19,874        22,824  

Net profit margin (%) 13.6% 14.0% 15.1% 15.2% 

     

Balance Sheet         

Current assets             56,010      67,726       79,523        92,817  

Fixed assets             33,108      33,798       33,903        33,465  

Investments                     21              21               21                21  

Total Assets             89,138    101,544    113,447     126,302  

     

Current liabilities             23,926      23,122       18,035        11,388  

Net worth             52,041      65,763       83,584     103,842  

Loan funds             10,240         9,728         8,896          8,141  

Other liabilities               2,931         2,931         2,931          2,931  

Total liabilities             89,138    101,544    113,448     126,303  
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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, operating profits or capacity. The third is rating the company on the ERMTM, which takes care of our 

opinion on the sector and regulatory risks as well as management quality.  

 

The last month of the calendar year witnessed several key developments at both international and domestic 

levels. The US Federal Reserve announced a cut down in its monthly bond buying program, seen as the start of 

QE taper. Back home, the Reserve Bank of India’s (RBI) status quo on key policy rates was in contrast to its 

usual anti-inflationary stance. Going forward, high inflation, firm interest rates and low GDP growth could have a 

bearing on the already subdued profitability of corporate India.  

 

We reiterate our hold view on some of the major PSU bank stocks, primarily due to their very attractive dividend 

yields. However, on account of pertinent asset quality issues, and vulnerability to interest rate hikes, we 

recommend investors to limit their exposures to these stocks.  Despite the attractive returns expected from 

PSU banks like Corporation Bank and Union Bank, we would recommend investors to not buy more of the 

stocks at current levels. 

 

We recommend investors to subscribe to the follow on offer of Power Grid Corporation Ltd (PGCIL), and included 

the stock in list of  top 5 stocks to buy in November 2013 issue of StockSelect. At the current price of Rs 99, the 

stock is higher by over 17% from the FPO issue price of Rs 84.5 per share (post the 5% discount for retail 

investors). While we consider PGCIL to be a good business to stay invested (within the power sector), we believe 

the upside stands limited from the current levels. Having said that, we would like to add that we have been 

conservative in our estimates for the company. Given that the FPO numbers stand factored, the focus now lies on 

the company’s long term performance. In the short term though, the uncertainty over the final CERC tariff 

guidelines for the next five years does remain. We have removed the stock from the list of top 5  stocks to 

buy and we recommend investors to Hold on to the stock at current levels. 

 

Pfizer Ltd and Wyeth Ltd, the Indian subsidiaries of Pfizer Inc,  had recently declared merger In our opinion this 

merger will be value accretive once it becomes effective in a period of about 9 months. We estimate the FY16 

target price of the merged entity to be Rs 1627, based on the proposed swap ratio and upside post merger. We 

recommend investors to hold on to the stock of Pfizer at current levels and would update investors as 

and when we witness buying opportunity post merger.  

 

During the month of December 2013, the StockSelect recommendations on Biocon and Bharat Forge met their 

respective target prices and hence we closed the positions on the stocks.  

 

We recommended the stock of Biocon Ltd in June 2013 with the FY16 target price of Rs 385. The target price 

was later revised upwards to Rs 417. Both the target prices were breached in November and December  2013 

respectively. We have therefore closed the position on the stock. That said, we continue to recommend 

investors to HOLD on to the stock, as we believe the company has good upside potential and the stock should 

form part of investors portfolio from the long term perspective. 

 

Also, Bharat Forge Ltd from the auto space has breached our FY16 target price (of Rs 310), which was arrived at 

after factoring in the growth prospects for the company. Since, there is no upside left in the stock in terms of 

valuations, we have closed the position on the stock. We recommend investors to Sell the stock of Bharat 

Forge. 

 

http://www.equitymaster.com/stockquotes/sector.asp?sector=0%2CBANKPSU&utm_source=top-menu&utm_medium=website&utm_campaign=performance&utm_content=key-sector
http://www.equitymaster.com/detail.asp?date=12/03/2013&story=1&title=Power-Grid-Corp-FPO-Our-view&utm_source=homepage&utm_medium=website&utm_campaign=Content&utm_content=special-report
http://www.equitymaster.com/research-it/company-info/detailed-financial-information.asp?symbol=PFIZ&name=PFIZER-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=WYLD&name=WYETH-LIMITED-Detailed-Financial-Data&utm_source=stockquote-page&utm_medium=website&utm_campaign=more-info&utm_content=factsheet
http://www.equitymaster.com/detail.asp?date=12/03/2013&story=3&title=What-does-the-Pfizer-Wyeth-merger-mean-for-investors&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=BICN&name=BIOCON-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=BFRG&name=BHARAT-FORGE-LIMITED-Detailed-Financial-Data&utm_source=stockquote-page&utm_medium=website&utm_campaign=more-info&utm_content=factsheet
http://www.equitymaster.com/stockquotes/sector.asp?sector=Auto&utm_source=top-menu&utm_medium=website&utm_campaign=performance&utm_content=key-sector
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The stock of Tata Steel too saw a significant run up and met our target price. After surprising positively at EBITDA 

level in the last two quarters, we see a low probability of further positive surprises from European operations. We 

believe that margin traction (at consolidated level) would remain limited going ahead (despite positive impact of 

higher share of domestic volumes) as most cost benefits have flown through and price/cost differential is not 

expected to widen further. High capex requirements for sustenance (US$ 500 m for Europe and US$ 200m for 

domestic) along with capex for Orissa project is expected to delay the much needed balance sheet deleveraging.  

We note that steel valuations have moved upwards but with the industry scenario not improving in the near 

future, there is no ground in upward revision of valuation multiples. We have closed the position on the 

stock and recommend investors to Sell the stock of Tata Steel. 

 

In the last review we had revised our view on Voltas from Buy to Hold due to significant appreciation in stock 

price. We maintain our view on the stock. The company has bagged 3 large orders worth Rs 10 bn recently which 

has led to appreciation in stock price. This warrants an upward revision in estimates. However, our current 

estimates already reflect an improved outlook on order book and revenue front. Thus, in the near term we do not 

expect outperformance from the stock. However, if such order inflow performance sustains there is a possibility of 

upward revision in estimates. As a result, despite the run up in stock price, we recommend investors to hold 

on to the stock of Voltas for the time being.      

 

The robust balance sheet strength of HDFC Ltd and impeccable asset quality (the gross NPAs at 0.8% remain 

one of the best in housing finance) reinforces our positive stance in HDFC Ltd. Moreover, the residential segment 

portfolio for HDFC Ltd is one of the best performing portfolios in the industry and continues to grow even in 

challenging times. The stock has gone up by 6% since we recommended Buy on it in August 2013. However, 

since it continues to offer average annual returns close to 15% over the next 2-3 years even from current levels, 

we upgrade the stock recommendation from current HOLD to BUY. We also reckon HDFC Ltd as one of the 

top 5 picks for the StockSelect December performance review.   

 

We are constantly on the lookout for profitable opportunities. However, we advise investors to exercise caution 

with regard to valuations and asset allocation at their end as well, especially as India is not out of the woods yet 

on the macroeconomic front.  

 

Below is the table of all our StockSelect recommendations that are in Open position as on 27th December 2013. 

 
  

http://www.equitymaster.com/research-it/company-info/detailed-financial-information.asp?symbol=TISCO&name=TATA-STEEL-LTD-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=VOLT&name=VOLTAS-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=HDFC&name=HOUSING-DEVELOPMENT-FIN-CORP-LTD-Detailed-Financial-Data&utm_source=stockquote-page&utm_medium=website&utm_campaign=more-info&utm_content=factsheet
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Stock Select recommendation review - December 2013  

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   3,469  8% Hold 30% 

Corporation Bank*** 12-Aug-11 Buy  457   509   261  -43% Hold 95% 

SAIL 19-Aug-11 Buy  105   87   72  -32% Hold 21% 

Union Bank of India*** 4-Nov-11 Buy  227   231   128  -43% Hold 80% 

Hindalco 6-Jan-12 Buy  119   168   124  4% Hold 36% 

NTPC 3-Feb-12 Buy  176   182   137  -22% Hold 33% 

Pfizer India^ 10-Feb-12 Buy  1,179   1,350   1,182  0% Hold 14% 

Voltas 17-Feb-12 Buy  108   121   114  6% Hold 6% 

Axis Bank*** 20-Apr-12 Buy  1,179   1,676   1,290  9% Hold 30% 

National Aluminium 18-May-12 Buy  60   43   38  -36% Hold 12% 

IDFC Ltd  1-Jun-12 Buy  120   235   106  -12% Buy 121% 

Tata Power  29-Jun-12 Hold  99   110   89  -10% Hold 24% 

Tata Chemicals 27-Jul-12 Buy  305   470   269  -12% Buy 74% 

BPCL 3-Aug-12 Hold  353   476   347  -2% Hold 37% 

Power Finance Corp. 31-Aug-12 Buy  158   270   162  3% Buy 66% 

Grasim Industries 7-Sep-12 Hold  2,971   3,532   2,694  -9% Hold 31% 

Ashok Leyland 21-Sep-12 Buy  24   35   16  -33% Buy 116% 

BHEL 28-Sep-12 Buy  247   249   169  -32% Hold 47% 

ICICI Bank Ltd. 12-Oct-12 Hold  1,045   1,363   1,097  5% Hold 24% 

Cipla 25-Oct-12 Hold  362   510   405  12% Hold 26% 

Mahindra & Mahindra 15-Nov-12 Buy  901   1,499   965  7% Buy 55% 

SBI 21-Dec-12 Hold  2,334   2,492   1,758  -25% Buy 42% 

Petronet LNG  15-Feb-13 Buy  149   239   122  -18% Buy 96% 

PNB 1-Mar-13 Hold  789   1,095   624  -21% Hold 75% 

Coal India 15-Mar-13 Buy  320   395   283  -11% Buy 39% 

Glenmark Pharma 18-Apr-13 Hold  487   690   528  8% Hold 31% 

Kotak Mahindra Bank 10-May-13 Hold  731   960   733  0% Hold 31% 

GE Shipping 23-May-13 Hold  242   350   311  29% Hold 12% 

ACC 31-May-13 Buy  1,219   1,778   1,104  -9% Buy 61% 

GAIL 7-Jun-13 Hold  307   410   342  11% Hold 20% 

Hindustan Zinc 14-Jun-13 Buy  110   190   135  23% Buy 41% 

Bank of Baroda 28-Jun-13 Hold  575   945   658  14% Hold 44% 

Sun Pharma 19-Jul-13 Hold  540   720   577  7% Hold 25% 

Power Grid Corp*** 26-Jul-13 Buy  108   123   100  -8% Hold 24% 

Indian Hotels*** 8-Aug-13 Buy  42   75   58  39% Hold 29% 

HDFC Ltd*** 8-Aug-13 Buy  745   1,060   790  6% Buy 34% 

Dr. Reddy's 23-Aug-13 Hold  2,118   3,030   2,515  19% Hold 20% 

HDFC BANK 6-Sep-13 Buy  612   850   665  9% Hold 28% 

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=utib
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=SBI
http://www.equitymaster.com/hfyr.asp?symbol=PLNG
http://www.equitymaster.com/hfyr.asp?symbol=PNB
http://www.equitymaster.com/hfyr.asp?symbol=COIND
http://www.equitymaster.com/hfyr.asp?symbol=GLPH
http://www.equitymaster.com/hfyr.asp?symbol=kotak
http://www.equitymaster.com/hfyr.asp?symbol=GESHIP
http://www.equitymaster.com/hfyr.asp?symbol=ACC
http://www.equitymaster.com/HFYR.ASP?SYMBOL=gail
http://www.equitymaster.com/hfyr.asp?symbol=HZNC
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/hfyr.asp?symbol=HDFC
http://www.equitymaster.com/hfyr.asp?symbol=REDY
http://www.equitymaster.com/hfyr.asp?symbol=HDBK
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L&T 27-Sep-13 Buy  817   1,315   1,069  31% Hold 23% 

Bharti Airtel 29-Nov-13 Buy  327   530   328  0% Buy 61% 

*Calculated by dividing current price by price on recommendation date 
**Current price is considered as price on 24

th
 December 2013 

***Change in view or target price 
^ Please refer to the Performance Review note for the consolidated target price post Pfizer's merger with Wyeth. 
 

 
 

StockSelect positions closed during December 2013  

Company Reco. Date View 
Price on the 

Reco date 
(Rs) 

Closing  
price (Rs) 

% Gain 
/ Loss** 

Closing 
date 

BIOCON 21-Jun-13 Hold 276 472 71.0% 24-Dec-13 

BHARAT FORGE 30-Aug-13 Hold 240 337 40.4% 24-Dec-13 

TATA STEEL 2-Mar-12 Buy 466 423 -9.2% 23-Dec-13 
**Calculated by dividing closing price by recommended price 

 
 
## 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=LART
http://www.equitymaster.com/hfyr.asp?symbol=BTVL
http://www.equitymaster.com/hfyr.asp?symbol=BICN
http://www.equitymaster.com/hfyr.asp?symbol=BFRG
http://www.equitymaster.com/hfyr.asp?symbol=TISCO
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The Top 5 Stocks To Buy Now 

As you are aware, the list of top stocks allows investors to choose a handful of Best buys from amongst our buy 
recommendation. 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.  

Of the top 5 stocks recommended for buying in November 2013, we remove Power Grid Corporation of India 
Limited (PGCIL) after factoring in the dilution post the FPO that concluded a few weeks ago. The upside potential 
in ACC, IDFC Ltd and Mahindra and Mahindra allows investors to buy these stocks even at current prices. We 
recommend investors to wait before buying the stock of Coal India during the follow on offering. 

This month we include HDFC Ltd in the list of top 5 stocks to buy as these stock filters through our 
criteria of valuations as well as ERM

TM
 score. It continues to offer average annual returns close to 15% over 

the next 2-3 years even from current levels.  

As you can see in the Performance review, there are several other stocks on which we have recommended buy 
due to attractive valuations. However, none make it to the list of top 5 as their ERM

TM
 score does not meet the 

stringent criteria for featuring in the list. We have 5 stocks this month in the list of top stocks to buy. As we had 
told you earlier, 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 list of top stocks to buy: 

 

 HDFC 
 

 ACC Ltd 
 

 IDFC Ltd 
 

 Mahindra and Mahindra 

 

 Coal India Ltd 
  

 

 

 

  

http://www.equitymaster.com/qv/qdetail.asp?date=8/8/2013&story=13
http://www.equitymaster.com/qv/qdetail.asp?date=5/31/2013&story=10
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=3/15/2013&story=5
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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 advise 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, mid cap stocks represent moderate risk profile. Compared to small cap stocks, they are more resilient 
to adverse market conditions. Moreover, they usually tend to have better liquidity as compared to small caps. 
However, they are not as safe as large blue-chip stocks. We believe that mid cap stocks should comprise not 
more than 30% of your total equity portfolio. This means that a single mid cap stock should not form 
more than 4-5% of your portfolio. As such, even if your investment in a particular stock turns out to be a 
disappointment, it will not derail your overall portfolio. 

 

What does 'Closed Position' mean? 

MidcapSelect 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 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=mcs-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.  
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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 
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. 

http://feeds.equitymaster.com/stockselect?format=HTML
http://feeds.equitymaster.com/EQTM?format=HTML

