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Investment Case 

What should investors desire? 

 

 

 

 

  

CAPITAL 

PRESERVATION 
Followed by GROWTH 

An ƛƴǾŜǎǘƻǊΩǎ best bet to protect capital from erosion depends on: 

ÅQuality of business 

ÅValuation of business 

Note: 
Å¢Ƙƛǎ ƛǎ ƴƻǘ ŀ ά/ŀǇƛǘŀƭ tǊƻǘŜŎǘŜŘέ ƻŦŦŜǊƛƴƎΦ Lǘ ƛǎ ƻǳǊ ǇƘƛƭƻǎƻǇƘȅ ǘƻ ŜƴŘŜŀǾƻǊ ǘƻ ǇǊŜǎŜǊǾŜ ŎŀǇƛǘŀƭ  ŀƴŘ ƎǊƻǿ ƛǘΣ ƛƴ ǘƘŀǘ ƻǊŘŜǊΦ 
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Key Attributes of such businesses 

Å Such a business: 

Å May not be the largest 

Å May not be the fastest growing but 

Å Should be of exceptional quality combined 
with minimum annual earnings growth of 12 
to 15%  

 

Å Earnings and business model of such a business 
would typically be: 

Å Self replicating 

Å Comprehensible 

Å Sustainable 

Å Consistent 

Å Predictable 

Buying a bad 
business at a 

low price 

Buying a good 
business at a 

high price 

Could result 
in permanent 
loss of capital 

Could be a 
long term 
winner 
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Introducing: Life Fund  

Objective:   

Å The primary objective of Life Fund is to deliver steady long term compounding returns from a portfolio of 

high quality companies that have demonstrated  superior capital  efficiency, are run by highly reputed 

managements, are least capital intensive and have proven business models  

Portfolio Characteristics and Construct: 

Å Invest in companies with strong underlying businesses with   

a) consistent operating history 

b) strong operating cash flows 

c) low capital intensity and  

d) high return ratios 

Å Focus on superior pedigree of management that have conservative approach to capital raising 

Å Emphasis on exceptionally high quality companies with high ROE and ROCE 

Å Endeavor to provide steady  compounding growth  
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Life Fund : Executive Summary 

Å Exceptionally high quality business with superior management pedigree 

Å Enough cash flows to sustain and nurture business growth 

Å Exceptionally high ROCE 

Å Empirical evidence of high dividend payouts with increasing dividends 

Å Minimum or no dilution of capital 

Å Empirical tests show that market capitalization compounding in line with or greater than the 

earnings growth 

Å Minimum 12 ς 15% annual earnings growth on a compounded annual basis 

Å Empirical evidence of non-destruction of ƛƴǾŜǎǘƻǊΩǎ wealth in the long term 

Å Ideal for investors seeking rising yields and compounding of returns 
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Life Fund ς 4 Pillars 
   
 

Consistent 
Operating 

History 

Strong 
Operating 
Cash Flows 

Leading to 
High Dividend 

Payouts 

Low  
Capital                     

Intensity 

High  
Return 
Ratios 
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Life Fund ς Focus on stability 
   
 

Mid Cap Portfolio 

Flexi Cap Opportunistic Portfolio 

Life Fund 

Small Cap / Deep Value Portfolio 

Large Cap Portfolio 

Fixed Income Portfolio 

Money Market Portfolio 

ÅBluest of the blue chip 
companies 

ÅSuperior pedigree of 
management 

ÅCompanies generating 
consistently high ROCE 

Note: Portfolios given are for illustration purposes only. ASKIM does not offer the above named products. 
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Life Fund ς Portfolio Construct 
 

Themes Stock examples 

Consistent Operating History 
ITC, Sun Pharma, Glaxo, Housing Development Finance 

Corporation 

Strong Operating Cash Flows ITC, Castrol, Nestle, Colgate 

Low Capital Intensity Nestle, CRISIL, Titan, Infosys 

High Return Ratios Castrol, Nestle, CRISIL, Glaxo, Colgate 

Strong underlying business with steady growth is a key feature of all companies mentioned above. The companies 
mentioned above are only some examples and may or may not form part of the investment portfolio. 
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Markets regard these as superior businesses 
   
 

Life Theme companies have added to the market capitalization at a faster rate than earnings growth 

Note: 

ÅBack-testing for companies that generated ROCE (Return on Capital Employed) of more than 25% on an average over the past 5 years with a minimum 
ROCE of 15% in each of the past 5 years among listed Indian companies with a minimum market capitalization of Rs. 500 cr as on December 2011. 

ÅPlease note that stocks in the actual Portfolio may be different from the back-tested portfolio. The back-testing is only intended to showcase the Life 
Theme and not the expected performance of the actual portfolio. 
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Consistent and High Return Ratios   
 

Note: 

ÅBack-testing for companies that generated ROCE (Return on Capital Employed) of more than 25% on an average over the past 5 years with a minimum 
ROCE of 15% in each of the past 5 years among listed Indian companies with a minimum market capitalization of Rs. 500 cr as on December 2011. 

ÅPlease note that stocks in the actual Portfolio may be different from the back-tested portfolio. The back-testing is only intended to showcase the Life 
Theme and not the expected performance of the actual portfolio. 



Advised by 

Managements willing to part with free cash   
 

Life Theme companies generate high ROCE combining with low capital intensity resulting in a high 
dividend payout 

Note: 

ÅBack-testing for companies that generated ROCE (Return on Capital Employed) of more than 25% on an average over the past 5 years with a minimum 
ROCE of 15% in each of the past 5 years among listed Indian companies with a minimum market capitalization of Rs. 500 cr as on December 2011. 

ÅPlease note that stocks in the actual Portfolio may be different from the back-tested portfolio. The back-testing is only intended to showcase the Life 
Theme and not the expected performance of the actual portfolio. 
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Consistent Positive Long Term Returns 
 

Å Stocks in the Life Theme have delivered 
consistent positive returns historically on 5 
year periods over the last 10 years. 

Å Stocks in Life Theme have displayed 
consistent outperformance over the 
benchmark. The benchmark BSE 200 even 
gave negative returns over 5 year periods at 
various instances. 

Å The focus of the Portfolio will be on bluest of 
blue chip companies with superior pedigree 
of management with an aim to provide 
stable returns over the long term period. 

Å Empirical evidence of non-destruction of 
ƛƴǾŜǎǘƻǊΩǎ ǿŜŀƭǘƘ ƻǾŜǊ ƭƻƴƎ ǘŜǊƳ 

Note: 

ÅBack-testing for companies that generated ROCE (Return on Capital Employed) of more than 25% on an average over the past 5 years with a minimum 
ROCE of 15% in each of the past 5 years among listed Indian companies with a minimum market capitalization of Rs. 500 cr. 

ÅRolling returns are calculated for 5 year periods on a daily basis over the last 10 years as on 31st Jan 2012.  

ÅPlease note that stocks in the actual Portfolio may be different from the back-tested portfolio. The back-testing is only intended to showcase the Life 
Theme and not the expected performance of the actual portfolio. 
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Better Risk Adjusted Returns 

Note: 

ÅBack-testing for companies that generated ROCE (Return on Capital Employed) of more than 25% on an average over the past 5 years with a minimum 
ROCE of 15% in each of the past 5 years among listed Indian companies with a minimum market capitalization of Rs. 500 cr. 

ÅRolling returns are calculated for 5 year periods on a daily basis over the last 10 years as on 31st Jan 2012. Risk Free Returns assumed at 8%. Risk 
Adjusted Returns calculated as Portfolio Returns minus Risk Free Rate divided by the Standard Deviation of the Portfolio Returns. 

ÅPlease note that stocks in the actual Portfolio may be different from the back-tested portfolio. The back-testing is only intended to showcase the Life 
Theme and not the expected performance of the actual portfolio. 
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Resilience of Life Theme 
   
 

Note: 
ÅBack-testing of stocks in current Life Portfolio during Market Crash and Recovery assuming equal weights for all the stocks in a notional portfolio 
ÅMarket Crash Period from 8th Jan 2008 to 9th Mar 2009 
ÅMarket Recovery Period from 9th Mar 2009 to 5th Nov 2010  
Å2nd Market Bear Period from 5th Nov 2010 to 20th Dec 2011 
ÅPlease note that stocks in the Portfolio change from time to time based on the Portfolio Manager view. The analysis is done using the stocks in the Portfolio as on 
January 2012 and the results do not in any manner indicate future performance of the Portfolio. 

Life Theme stocks exhibited defensive 
characteristics during market crash of 

2008 - 09 

Life Theme stocks have outperformed 
market indices during market rally of 

2009 - 10 

Life Theme stocks have outperformed 
market indices by a large margin during 

bear period of 2011 
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Strong Long Term Performance ς Life Theme 
   
 

Note: 
ÅBack-testing of stocks in current Life Portfolio assuming equal weights for all the stocks in a notional portfolio 
ÅPlease note that stocks in the Portfolio change from time to time based on the Portfolio Manager view. The analysis is done using the stocks in the 
Portfolio as on January 2012 and the results do not in any manner indicate future performance of the Portfolio. 

Life Theme stocks have outperformed market indices over a 5 year 
period 
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Life Portfolio ς Current Investment Themes 
   
 
FMCG:   

Å LƴŘƛŀΩǎ ǇŜǊ ŎŀǇƛǘŀ D5t ǘƻ ƎǊƻǿ ŀǘ ƻǾŜǊ мн҈ /!Dw ǘƛƭƭ C¸мп ǘƻ ǊŜŀŎƘ ¦{5 мсссΣ ǘƻ ōŜ ŀ ŘǊƛǾŜǊ ƻŦ 
consumer demand. 

Å LƴŘƛŀΩǎ ¦{5 нн ōƴ Ca/D ƳŀǊƪŜǘ ǿƛƭƭ ōŜ ŀ ƭŀǊƎŜ ōŜƴŜŦƛŎƛŀǊȅ ƻŦ ǘƘŜ ƎǊƻǿƛƴƎ ŎƻƴǎǳƳŜǊ ǎǇŜƴŘƛƴƎΦ  

Å Consumers monopolies have built in advantages like strong brands with steady growth, Strong 
distribution network, strong cash generation and large size of opportunity in an under penetrated 
country like India.  

 

 

Pharma:   

Å Global generic market is likely to grow to USD 135 bn by 2013 (CAGR of 9%) 

Å Size of domestic pharma market stands at USD 10 bn growing at 10-15%. With low penetration of 
allopathic medicines, changing lifestyles and urbanization, we expect the growth rate to continue 
over the next few years 

Å Pharma demand is largely independent of the economic cycles 

 Banking and Finance:   

Å Credit is under penetrated in India with Credit to GDP ratio standing at 52% in Fy10 which is much 
lower as compared to other developing / developed economies. 

Å As the economy grows, we believe that need for credit will accelerate at the rate of 2-3x real GDP 
growth. We expect bank credit to grow at 20 -25% over the next few years. 
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Case Study ς Consistent Operating History 
 HDFC 

ÅHDFC is India's largest provider of housing finance, primarily 

focusing on retail housing (70% of loan book). 

ÅHDFC has with the help of its deep domain knowledge in real 

estate, developed standard processes which has helped it to 

grow at a consistent pace over past 10 ς 15 years. I5C/Ωǎ 

loan book has grown at a consistent CAGR of 23.5% over past 

15 years while PAT has compounded at a CAGR of 21%. 

ÅSize of Indian Mortgage opportunity remains huge as 

Mortgage penetration is low at about 6% of GDP as 

compared to 12-20% in the emerging markets leading to 

massive housing shortage (24.7mn. as per last census). 

ÅThe company with its strong brand recall, superior real 

estate knowledge and strong distribution network to 

continue to compound its loan book at 20 - 25% going 

ahead. 

ÅAverage Dividend Payout Ratio for the past 5 years : 37% 

 

Source: Capitaline 
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Case Study ς Strong Operating Cash Flows 
 

ITC 

ÅITC was incorporated in 1910 and today it dominates India's 

USD 2.6 bn cigarettes market with 82% market share by 

value (71% by volume), which is ~8x that of its nearest 

competitor. 

ÅL¢/Ωǎ business model enables strong cash generation. Over 

past 5 years ITC has generated cumulative operating cash 

flow of USD 4.3 bn (i.e., USD 780 mn of annual cash flow). 

We believe that L¢/Ωǎ cigarette business will continue to 

generate significant amount of cash flow going forward.  

ÅThe long-term growth potential for cigarettes is huge given 

its low share (15%) in tobacco consumption. India's per 

capita consumption of cigarettes is 85 sticks per capita 

versus 844 sticks world average and offers a huge scope of 

upgrading bidi users to cigarettes (since bidi outsells 

cigarettes in India by ~10x). 

ÅAverage Dividend Payout Ratio for the past 5 years : 53% 

 

Source: Capitaline 
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Case Study ς Low Capital Intensity 
 

Nestle 

ÅNestle has a market share of ~85% in the USD 330 mn infant 

foods and nutrition category, with successful brands such as 

Cerelac, Nestum (infant food), Lactogen, NIDO (infant and 

children milk) etc and contributes 46% of ŎƻƳǇŀƴȅΩǎ sales. 

Nestle's Maggi Noodles has 80% market share in the USD 

290 mn instant noodles category. 

ÅbŜǎǘƭŜΩǎ strong business model leads to strong cash flow 

from operations which cumulatively over the last 5 years has 

been ~USD 660 mn. The business model requires minimal 

capital for growth which is depicted by cumulative capital 

expenditure for the last 5 years at ~USD 270 mn.   

ÅWe believe that readymade food products and easy-to-cook 

food items have a huge growth opportunity as discretionary 

incomes rise and working women adopt these products for 

their families. 

ÅAverage Dividend Payout Ratio for the past 5 years : 75% 

Source: Capitaline 




