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Scary side of ‘Super Quality Stocks’ comes into the Spotlight 

‘Mean reversion is one of the great truism of capitalism’ – Anthony Bolton 

 

January 3, 2023 

 

Dear Investors, 

 

Wishing you a Happy New Year 2023. Hope you are keeping safe and healthy. 

 

This is the seventh newsletter from the desk of Monarch AIF and we are glad to interact with you once again. 
You may recall that we had shared our bold view on ‘Super Quality Stocks’ trading at astronomical valuations 
in our January 2022 newsletter titled “Scary side of super quality stocks hiding in plain sight” 
(https://bit.ly/3sZXO0q) and we are sharing our updated stance on the same through this newsletter as we 
notice that the valuation normalization in these stocks has begun in earnest in CY22 (with our identified ‘Super 
Quality Stocks’ basket of 54 stocks delivering a negative 16% alpha vs Nifty50 in CY22!). However, we firmly 
believe that much more of the same can be expected going ahead since valuation normalisation of these stocks 
appear far from over which we discuss in detail in our current newsletter.  

Quick Recap -- In our Jan’22 newsletter, we had identified a basket of 54 stocks comprising India’s best 
managed, highly profitable and high-quality companies (labelled as ‘Super Quality Stocks’ by us then) which 
had seen massive valuation re-rating in the previous 3-5 years and were trading at astronomical bubble-like 
valuations as of Dec 2021 end. These stocks had long been market’s favorites and were considered as 
perpetual ‘Buy & Hold’ stocks or ‘Buy at any Price’ stocks and they were supposed to keep compounding the 
capital for the investors regardless of the fact that many of them had been delivering lower than expected 
earnings in the past or trading with virtually no margin of safety. We had noticed this irrationality of the market 
and put out our thoughts accordingly in our Jan’22 letter categorically mentioning that while Super Quality is 
perceived Super Safe but it could well be Scary backed by our dispassionate analysis. We had also noted that 
similar instances had also happened in US markets in 1970s and the outcome in terms of returns from such 
stocks over the next decade was underwhelming. On similar lines, we had expected this basket of ‘Super 
Quality Stocks’ in India to underperform for years going ahead as a high probability outcome.  

CY22 Outcome -- With some of the concerns on valuations getting noticed by the market coupled with 
tightening of liquidity conditions we note that the ‘Super Quality Stocks’ basket has fallen by (11.6)% vs Nifty 
50/NIFTY 500 gain of 4.3%/3% in CY22 (staggering underperformance of 16% vs Nifty50 for some of the most 
loved, well discovered, highly profitable and high quality companies which were bid upto a bubble zone on 
valuations). We are reminded of the timeless quote from Anthony Bolton – ‘Mean reversion is one of the 
greatest truism of capitalism’ and this is what has started playing out for the ‘Super Quality Stocks’ basket 
identified by us. We continue to believe that the valuation normalization of high-quality companies in India 
would be a long-drawn out phenomenon and hence, notwithstanding the underperformance seen in CY22, 
the time/value correction from the ‘Super Quality Basket’ is a high probability outcome for even the next few 
years and more so if the higher interest rate/higher inflation regime stays for longer.  

We would not claim prescience on this; it is a straightforward materialization of our belief that first, even the 
best quality is not the best at all prices, and second, if and when the equity risk premium rises for whatever 
reason, the first front of attack is on those stocks where valuations are way too out-of-sync with fundamentals. 
While the attack is brutal on companies with insane valuations and no real current earnings (new age tech 
etc), it can be still damaging for the ones where earnings & business fundamentals are good but valuations 
make no sense and factor in unrealistic future expectations.   

 

https://bit.ly/3sZXO0q
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Our view now --> Expect more of the same -- In our current newsletter, we depict the snapshot of how the 
returns from the basket has been in CY22 and categorically mention that the initial hypothesis that we had 
put forward on ‘Super Quality Stocks’ basket in our Jan’22 newsletter holds itself even stronger as we stand in 
Jan’23. We then discuss on the current valuation for the basket and note that despite the sharp 
underperformance in CY22, the basket still enjoys a disproportionately large premium across key metrices 
including cash flow-based valuation which clearly indicates that the valuation normalisation has only began 
and is likely nowhere near its end. Hence, we expect the coming year(s) to be similar for these stocks as 
market takes its own sweet time to come back to its senses in realizing that even Great businesses need to 
be valued with some rationality and not insanity. We also show that expected returns for the basket remains 
unimpressive on 3Y forward projections despite aggressive EBITDA growth assumptions when multiples 
applied are sane (10Y averages over 5Y averages). Lastly, we ponder on the implications for investors from our 
study and we reiterate our view that successful and balanced investing requires sound assessment of business 
models as well as margin of safety in valuations else outcomes of returns can be very erratic and environment 
dependent (for instance low interest rate environment for a decade or so can give a false sense of comfort to 
an investor in ignoring valuations altogether for great businesses). We conclude by mentioning that there is 
no guarantee that a Great business is also a Great stock at all points of time, and this is mentioned by all great 
investors like Buffett/Munger time and again but is conveniently forgotten by the investor community during 
times of euphoria or easy liquidity conditions.  

In the second part of the newsletter, we discuss in detail about the performance of our fund across both of 
our long only closed ended schemes and mention the sectors that we like. On an overall basis, we remain 
highly confident on the portfolio positioning which consists of growing good quality businesses trading at 
attractive valuations. 

 

Disclaimer Note: Our objective at Monarch AIF is not to signal/suggest a Buy or Sell on any stock mentioned 
in this note, and we have tried to just analytically discuss our thoughts on the prevailing scenario in the market 
for ‘Super Quality Stocks’, and we try to reason for a possible case of irrationality which is apparent in their 
valuations. We would also like to categorically state that at Monarch AIF we may have had a position in past 
or may have a position today or may have a position in future in any stock mentioned in this note based on 
various other reasons/factors if it fits our overall investment strategy. Needless to say, all these stocks have 
been and continue to be great businesses and all that we are debating is whether being a great business is 
enough to be categorised as a great stock for investment at all levels. 
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A - ‘Super Quality Stocks’ basket identified by us has fallen sharply 
in CY22 as valuation normalisation process started  

In our January 2022 newsletter (https://bit.ly/3sZXO0q), we had identified a basket of 54 high quality 
companies trading at astronomical valuations (refer Exhibit 13/14 in annexure for complete list) and argued 
that there appeared a large disconnect between these companies’ fundamentals and valuations attributed by 
the market.  We note that the valuation normalisation for this basket of ‘Super Quality Stocks’ has begun with 
the basket returns in CY22 being significantly lower than the returns of both NIFTY50 and NIFTY500. While we 
infer that the market is beginning to take cognizance of the fact that valuation premium for the basket has 
been way too high for comfort and not in sync with the underlying earnings growth potential for the basket, 
we do believe that the valuation excesses still have a long way to go before they get normalized. The market 
showed the importance of margin of safety in CY22 across these stocks and we believe that the same shall get 
repeated over next few years as reasoned by us in this note going ahead.  

From the basket of ‘Super Quality Stocks’ the returns so far have been as follows: - 

▪ Equal weighted basket of 54 stocks has fallen (11.6)% in CY22 vs gain of 4.3%/3.0% in Nifty50/Nifty500 
which implies a large underperformance of ~16% vs Nifty50 

▪ 40 stocks out of 54 stocks in the basket closed in RED for the year CY22. 23 stocks out of these have fallen 
more than 20% and 19 stocks out of these have fallen more than 25% 

 

Exhibit 1: Performance snapshot of ‘Super Quality 
Stocks’ basket – Large underperformance seen 

Exhibit 2: 74% of the stocks in the basket closed 
negative for the year CY22! 

 

 

 

Source: Bloomberg, Monarch AIF, Returns are from 1 Jan to 30 Dec 2022 Source: Bloomberg, Monarch AIF, Returns are from 1 Jan to 30 Dec 2022 

Exhibit 3: 23 stocks within 54 stocks have fallen more than 20%+ in CY22 

 
Source: Bloomberg, Monarch AIF, Returns are from 1 Jan to 30 Dec 2022 
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B – The hypothesis that we laid down on ‘Super Quality Stocks’ 
basket’s valuation in Jan 2022 holds itself stronger in Jan 2023  

In our Jan 2022 note (https://bit.ly/3sZXO0q) we had emphatically reasoned that valuation normalisation for 
the ‘Super Quality Stocks’ basket was highly likely on account of 3 key reasons: -  

1. Likely earnings disappointments vs lofty expectations – This played out in many stocks led by 
variety of reasons and is likely to happen going forward also as street remains over optimistic in its 
assessment of highly valued businesses so that forward nos can justify the valuations to some degree. 

2. Tightening of liquidity conditions impacting flows and attractiveness of these stocks – This played 
out in a big way during CY22 but would most likely play out in coming year(s) too.  

3. Market mood swing towards quality stocks with valuation comfort – This was one of the most 
important points in our view where market is no more comfortable in just resorting to great hiding 
places. Also, with Indian markets becoming deeper with more and more quality businesses being 
available across variety of sectors, the market is beginning to choose quality stocks with much better 
margin of safety. The ‘Buy at any Price’ tendency of the market has taken a backseat for the last decade 
darlings and this trend is also likely to continue going forward, in our dispassionate assessment.  

We believe that the arguments laid down by us for valuation normalisation of ‘Super Quality 
Stocks’ in India hold themselves even stronger in Jan 2023!  

 

Exhibit 4: Extract from our Jan’22 Newsletter on valuations – We believe these reasons hold today too 

 
Source: Bloomberg, Monarch AIF 

https://bit.ly/3sZXO0q
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C - ‘Super Quality Stocks’ basket still enjoys large valuation 
premium on all metrics including cash flow-based valuation! 

Despite the steep correction over CY22, the valuation premium enjoyed by the ‘Super Quality Stocks’ basket 
is still very high on all key valuation parameters like P/E, EV/EBITDA and EV/OCF. We have included EV/OCF 
parameter and used average OCF for calculations to take care of higher volatility in OCF due to intermittent 
working capital issues in any given year (for example FY22 OCF is average of FY21 & FY22 and so on). We note 
the following: 

▪   TTM P/E for the basket at end of Dec’22 is still at 58x (vs 84x at end of Dec’21) and is still at a premium 
of 38% to its 10Y average  

▪   TTM EV/EBITDA for the basket at end of Dec’22 is 37x (vs 49x at end of Dec’21) and is still at a premium 
of 49% to its 10Y average 

▪   TTM EV/OCF for the basket at end of Dec’22 is 69x and is at a premium of 54% to its 10Y average 

▪   The premiums for all 3 valuation metrics are 100%+ when compared with the basket’s average 
valuations during FY12-17 period, which implies that major valuation expansion happened post FY17 
due to market’s flight to safety as one after the other disruptions kept coming in the domestic market 
(refer our Jan’22 note page 5 (https://bit.ly/3sZXO0q) on the arguments on why the valuations may 
have expanded post FY17 for ‘Super Quality Stocks’). 

 

Exhibit 5: P/E –‘Super Quality Stocks’ basket Exhibit 6: EV/EBITDA –‘Super Quality Stocks’ basket 

 

 

 

Source: Bloomberg, Monarch AIF, TTM valtn as on 30 Dec 2022 Source: Bloomberg, Monarch AIF, TTM valtn as on 30 Dec 2022 

Exhibit 7: EV/OCF – ‘Super Quality Stocks’ basket 

 
Source: Bloomberg, Monarch AIF, TTM valtn as on 30 Dec 2022, OCF for each year is taken as average of two years (normalised basis) for calculations   
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D - Earnings CAGR of ‘Super Quality Stocks’ basket in last 5Y/7Y 
periods is similar vs FY12-17 period while valuation premium is 
still steep 

Our analysis of earnings CAGR for the ‘Super Quality Stocks’ basket across key metrics of EBITDA/OCF reveals 
that earnings CAGR has remained in double digits but is still slightly lower than the CAGR achieved by the same 
set of companies during FY12-17 which is understandable since the disruptions in the economy were more 
since FY17. However, the valuations during the last five years took off as argued by us earlier and despite the 
correction in CY22, the valuation premium remains too high for comfort. We also note the fact that last 10Y 
averages for valuation multiples are themselves distorted by low interest rate environment prevailing in the 
global markets and hence the future multiples could easily trend towards a lower number than 10Y averages 
if the higher interest rate environment prevails for longer. The markets have remained very generous in 
ascribing multiples for too long led by excess liquidity and allowed the party to go on and on without budgeting 
for the hangover. We suspect that the market is also going to take its own sweet time to come back to its 
senses in realizing that even Great businesses need to be valued with some rationality and not insanity! 
 

Exhibit 8: Earnings CAGR of ‘Super Quality Stocks’ 
Basket have remained similar to past…. 

Exhibit 9: …while valuations have taken off vs past 
averages 

 

 

 

Source: Bloomberg, Monarch AIF, OCF for each year is taken as average of 
two years for calculations based on normalised cash flows 

Source: Bloomberg, Monarch AIF, TTM valtn as on 30 Dec 2022, OCF for each 
year is taken as average of two years for calculations based on normalised 
cash flows 

Cash flow-based growth and EV/OCF valuation analysis show over-valuation is still 
very high for ‘Super Quality Stocks’ basket 

We believe that operating cash flow (OCF) growth is one of the key metrics to judge the superiority of the 
business and demonstrates the business’ ability to generate real cash flows to be ploughed back for growth 
capex or get distributed to shareholders by way of dividends/buyback. While free cash flows (OCF less capex 
for organic/inorganic expansion) are also important to track but for growing companies and emerging market 
like India, the capex spend would remain high for the business to reach newer heights which in turn would keep 
FCF muted for majority of companies. Hence, OCF CAGR is one of the most important metrics to track, in our 
view. We calculated the OCF CAGR for ‘Super Quality Basket’ of 54 stocks and to normalize the yearly 
fluctuations in OCF, we used the normalized OCF for each year for every company (for example the OCF for 
FY22 is average of OCF of FY21 & FY22 and so on) so that the analysis of CAGR is not skewed due to one-off 
yearly movements in OCF due to intermittent working capital requirements. 

Since the average EV/OCF multiple for the basket stood at 69x and 5Y OCF CAGR stood at 12%, it implies that 
the EV/OCF to growth multiple (as a cash flow substitute of PEG basically) remains high at 6x+ for the basket 
and this has been trending upwards in last 5 years for the whole basket since the same EV/OCF multiple stood 
at average of 29x during FY12-17 period.   
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E - Expected returns of ‘Super Quality Stocks’ continue to remain 
humbling despite aggressive EBITDA growth assumptions 

As investors, we understand that valuation is an art and depends on the longevity of growth and ability of 
businesses to allocate incremental capital for growth at high return on capital. But we also appreciate and 
remain well aware of the often forgotten fact that market’s ability to make a very solid judgment on longevity 
of growth for any business would always remain constraint in a fast-paced world full of disruptions and high 
competition. Investors would do well to recall that a 2% increase in WACC or 2% change in terminal growth 
rate in a DCF based valuation could make the fair value of stocks drop by large double-digit magnitudes, and 
hence the role of multiple based valuations on the medium-term forecastable earnings can’t be shunned 
altogether to judge the risk-reward in investing.  

We estimate expected returns (over next 3 years) from the basket of ‘Super Quality Stocks’ based on optimistic 
yet sane assumptions. We use EV/EBITDA as valuation tool for our analysis as we believe that it is a more 
robust parameter vs P/E, since it factors in the EV of the business and less volatile EBITDA on the earnings 
front. We derive expected 3-year CAGR returns for stocks assuming 20% EBITDA CAGR (for next 3 years applied 
on TTM EBITDA) and reversion of EV/EBITDA multiple to its 10Y average multiple by end of next 3 years. The 
reversion of multiples to those levels is not a pessimistic assumption by any means. On doing this exercise we 
find that 35 companies out of 54 end up delivering less than 10% CAGR over the next 3 years (refer Exhibit 15 
in annexure for full table with calculations). We appreciate the fact that some companies in the basket might 
deliver much higher than 20% EBITDA CAGR over next 3-5 years and hence could see better sustenance in 
multiples but that set could be small. On the multiples front we expect continued correction towards long term 
averages (in fact we are tempted to say lower than long term averages since last 10Y averages are themselves 
distorted) in a higher for longer interest rate world where equities must compete with other investing classes 
offering better yields vs the past.  
 

Exhibit 10: Expected returns from ‘Super Quality Stocks’ basket of 54 stocks 

 
Source: Bloomberg, Monarch AIF Estimates, Refer Exhibit 15 in annexure for detailed calculations 
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F – Implications for investors  

We believe that rational investing involves dispassionate analysis of all facets of right stock selection one of 
which is premised on margin of safety or the valuations. Investors often get carried away in ignoring 
valuations aspect particularly for high quality past winners or for new upcoming hot trend as many market 
intermediaries including some sharp minds (at many times) lure the investor community at large in believing 
that the prospects for such stocks are so great that money can be made from them at any or all valuations. 
In the process the margin of safety aspect is ignored and future outcomes on returns can become environment 
dependent or matter of luck. We list down the key implications for investors from our study of last two years 
on valuations of ‘Super Quality Stocks’ below: - 
 

I. Ignore valuations at your own peril – We believe that sound investing is incomplete without fair 

assessment of valuations done through application of various valuation techniques including both 

approaches of DCF as well as earnings multiples while application of approaches like P/S or EV/S is 

best left ignored. Not giving any importance to valuations altogether for great businesses in the 

pretext of fancy expectations of future can be a recipe for disaster as the business is always an evolving 

story and can see large changes in its valuations ascribed by the market in a short time frame on small 

issues which can come up in the interim. An astute investor is better served by trying to take 

advantages of such anomalies for good businesses (when the long-term thesis remains intact) rather 

than buying good businesses at all price levels.   

 

II. Growth cannot be taken for granted in a disruptive world and hence margin of safety would 

always be important – We are of the firm view that growth for any business cannot be taken for 

granted in a highly disruptive and rapidly evolving world. We have observed that great managements 

acknowledge the same all the time, but it’s the investors who take it for granted that a great business 

would keep growing perpetually without needing huge efforts to sustain such growth or even facing 

strong hurdles in its growth journey. We have seen that for even great businesses like Facebook, future 

growth areas look uncertain in the face of competition from new platforms in their core services and 

hence the company has been rapidly pivoting towards development of a new platform (Metaverse) 

which as per them can bring them growth in coming decades. In the meanwhile, due to this large pivot 

for growth, Facebook stock has gone from High PE (& highly loved) to Value stock (which not many 

like) in just 12-18 months. There are many such examples from the past in all markets and across 

sectors. Painting of a rosy picture of growth in earnings by the street for market as a whole and more 

so for popular stocks is something which never goes out of fashion for the analysts, but almost always 

ends up getting downward revised later. We believe that investors in India have been guilty of 

assuming very high growth rates from ‘Super Quality Stocks’ while conveniently ignoring the fact that 

even from a low base, many of these companies have reported only mid-teens growth rates in the 

past, and going ahead they could well deliver lower growth rates vs market’s lofty expectations due 

to high competition. We have observed that as the valuations of high-quality companies expand, the 

growth assumptions of analysts start becoming more and more unrealistic (possibly to justify 

valuations on forward estimates) and ultimately the earnings do not live upto those lofty expectations 

repeatedly. We firmly believe that since growth cannot be taken for granted and is always an evolving 

picture for any business, margin of safety must be kept as an important parameter for selecting stocks 

by the investors which invariably implies that valuations need to be given a hard look. 
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III. Low interest rates have remained for last decade; it could be prudent to be prepared for a 

reversal for longer, which in turn would bring back importance of valuations in Sell/Buy side 

stock assessments – While it’s no secret that interest rates have remained very low for last 10-12 

years (particularly in the aftermath of GFC 2008 and Covid 2020) and this in turn has helped all risky 

assets including equities, what is conveniently ignored is that such a low interest rate environment for 

a decade or so can give a false sense of comfort to an investor in ignoring valuations altogether for 

great businesses. This is because such an environment ends up distorting the past averages of 

multiples higher and ends up giving a false sense of security to the investor even at otherwise high 

absolute valuations. Hence, it’s no surprise that P/S and EV/S have become one of the well-accepted 

and infact a favourite method of valuation in many sectors for market participants in the last decade 

or so. The iconic comment of Sun Microsystems CEO on P/S valuation method is well known to every 

long-standing investor and hence we feel no need to add any further on how we feel about usage of 

P/S in valuing any business. We believe that Mr. Market has behaved like an arrogant person when 

valuing the good quality companies in last 10-12 years (period of easy liquidity & low interest rates) 

and this arrogance is now being snatched away gradually thereby making Mr. Market behave more 

rationally while valuing the companies. While we are not economists and have no great acumen to 

predict interest rate trajectory for next 3-5 years, what we do know is that investors can be prudent 

enough to be prepared for higher for longer interest rate regime for the globe (given the issues of 

decarbonisation and deglobalisation) and rationally assess valuations in that scenario while estimating 

returns from equities for their chosen stocks over next 3-5 years. We believe that importance of 

valuations would come back in a bigger way in Sell/Buy side assessments going ahead and more so 

if interest rates or inflation remain sticky. Then the narratives would change quickly, and investors 

would find it too late to pivot from the so called safe ‘Super Quality Stocks’. We conclude by 

mentioning that there is no guarantee that a Great business is also a Great stock at all points of time 

and while this has been repeatedly seen from the actions of great investors like Buffett/Munger but 

is conveniently forgotten by the market participants during times of euphoria or easy liquidity 

conditions.  

 

‘In investing, what is comfortable is rarely profitable’ – Robert Arnott 
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Portfolio performance & updates  

MNCL Capital Compounder Fund 

We present the performance of MNCL Capital Compounder Fund below. As at end-Dec 2022, the fund was 
98% invested into equities and the balance 2% was held in liquid/cash instruments. The fund had 16 stocks 
and mix in terms of large cap/midcap/small cap stocks stood at 31%/14%/53% as per SEBI classification. The 
AUM for the fund stood at 88cr as at end of Dec’22. 
 

Exhibit 11: Portfolio Performance (as at end-Dec 2022 - % change) 

   
Source: CAMS FA, Monarch AIF, Note: i) Inception date is 23 Oct 2020, ii) Returns as on 30 Dec 2022, iii) Returns are net of fees and expenses but on pre-tax 
basis, iv) Returns above 1Y are on CAGR basis, v) NIFTY 500 total return index considered for comparison, *Please refer the disclaimer 

MNCL Capital Compounder Fund - I 

We present the performance of MNCL Capital Compounder Fund – I below. As at end-Dec 2022, the fund was 
91% invested into equities and the balance 9% was held in liquid/cash instruments. The fund had 20 stocks 
and mix in terms of large cap/midcap/small cap stocks stood at 39%/8%/44% as per SEBI classification. The 
AUM for the fund stood at 268cr as at end of Dec’22.  
 

Exhibit 12: Portfolio Performance (as at end-Dec 2022 - % change) 

   
Source: Kotak FA, Monarch AIF, Note: i) Inception date is 23 Aug 2022, ii) Returns as on 30 Dec 2022, iii) Returns are net of fees and expenses but on pre-tax 
basis, iv) NIFTY 500 total return index considered for comparison, *Please refer the disclaimer   
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Our portfolio positioning across our two funds – Positive stance on BFSI continues 
while exposure to Cement/Infra/Auto Ancs is being preferred 

We have executed limited churn in our portfolio as we have been maintaining a high conviction on our 
positions, with fundamentals remaining strong for majority of the companies. Our exposure to BFSI space has 
been high since last 12-18 months and we remain positive on the space (particularly large banks) as the 
fundamentals are surprising on the positive side continuously and earnings upgrades continue thereby 
keeping valuations reasonable. We also prefer sectors like cement, select pockets in infra and auto ancillaries 
(CV focused high-quality smallcaps). Our exposure to tech remains limited across both funds but we are 
increasing turning constructive on the space, given a long runway of growth, high cash flow generation ability 
of companies in the sector and valuation turning comfortable post correction seen in CY22. On an overall basis, 
we remain highly confident on the portfolio positioning which consists of growing good quality businesses 
trading at attractive valuations.  

For MNCL CCF fund -- As at Dec’22-end, the portfolio had 16 positions and aggregate TTM P/E for the portfolio 
stood at 25.4x and FY24E P/E stood at 18.5x with expected EPS CAGR of 27% over FY22-24E for the portfolio 
on aggregate basis. 

For MNCL CCF – I fund -- As at Dec’22-end, the portfolio had 20 positions and aggregate TTM P/E for the 
portfolio stood at 26.3x and FY24E P/E stood at 19.2x with expected EPS CAGR of 29% over FY22-24E for the 
portfolio on aggregate basis.  

 

We once again thank you for your investment and trust in Monarch AIF. We immensely value your collective 
belief in our ability to make the optimal investment decisions on your behalf through our fund.  

 

Please refer our previous investor newsletters below: 

 

April 2022: Consistently increasing Screen Time – The Real Enduring Trend? - https://bit.ly/3iZJuij  

January 2022: Scary side of ‘Super Quality Stocks’ hiding in plain sight? - https://bit.ly/3sZXO0q 

October 2021: The formal engine is beginning to whizz - https://bit.ly/3B0nHyA 

July 2021: The mine or the axe – playing the commodity sweepstakes - https://bit.ly/3GzLIBy   

April 2021: The eye of the Tiger – On deals in listed space -  https://bit.ly/3WIj1s6  

January 2021: Terra Mollis vs Terra Firma – separated by data – https://bit.ly/3IjtOo6  

 

We would be happy to hear your feedback and/or any queries. 

 

Warm Regards 
Abhisar Jain, CFA 
Fund Manager 
Monarch AIF  

https://bit.ly/3iZJuij
https://bit.ly/3sZXO0q
https://bit.ly/3B0nHyA
https://bit.ly/3GzLIBy
https://bit.ly/3WIj1s6
https://bit.ly/3IjtOo6
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Annexure 
Exhibit 13: Returns of ‘Super Quality Stocks’ in CY22 and change from all time high 

Company Sector CMP (Rs) Mkt Cap (Rs Cr) CY22 - % Chg 
v/s all time high - 

% Chg 

Hindustan Unilever Ltd. FMCG 2,560  605,960  9.6  (10.5) 

Asian Paints Ltd. Chemicals 3,092  297,207  (8.3) (13.9) 

Avenue Supermarts Ltd. Retailing 4,071  270,527  (13.1) (31.0) 

Pidilite Industries Ltd. Chemicals 2,551  130,353  2.9  (42.5) 

Divi's Laboratories Ltd. Healthcare 3,413  91,324  (25.7) (12.6) 

Godrej Consumer Products Ltd. FMCG 874  89,537  (8.6) (37.1) 

Britannia Industries Ltd. FMCG 4,307  104,437  21.3  (23.2) 

Havells India Ltd. Capital Goods 1,100  69,317  (20.6) (26.9) 

LTIMindtree Ltd. IT 4,364  129,353  (40.3) (5.1) 

Berger Paints India Ltd. Chemicals 581  56,727  (23.5) (33.4) 

Eicher Motors Ltd. Automobile & Ancillaries 3,229  88,956  23.7  (17.0) 

Marico Ltd. FMCG 510  66,319  0.8  (16.1) 

Mphasis Ltd. IT 1,975  37,425  (43.1) (46.0) 

L&T Technology Services Ltd. IT 3,684  39,174  (32.5) (38.2) 

Jubilant FoodWorks Ltd. FMCG 511  33,784  (28.0) (44.3) 

PI Industries Ltd. Chemicals 3,423  52,158  14.8  (7.5) 

Page Industries Ltd. Textile 42,862  48,073  7.9  (26.0) 

Astral Ltd. Plastic Products 1,964  39,771  (14.2) (21.1) 

Voltas Ltd. Consumer Durables 803  26,702  (34.6) (10.5) 

Abbott India Ltd. Healthcare 21,431  45,551  11.1  (40.8) 

Honeywell Automation India Ltd. Consumer Durables 41,674  36,834  0.2  (16.6) 

Aarti Industries Ltd. Chemicals 611  22,218  (38.6) (41.6) 

Tata Elxsi Ltd. IT 6,287  39,438  9.6  (40.1) 

UNO Minda Ltd. Automobile & Ancillaries 521  30,050  (13.6) (17.3) 

Dixon Technologies (India) Ltd. Consumer Durables 3,905  23,411  (28.7) (37.5) 

Kansai Nerolac Paints Ltd. Chemicals 439  23,443  (26.5) (37.1) 

Relaxo Footwears Ltd. FMCG 910  22,724  (31.2) (46.7) 

Dr. Lal Pathlabs Ltd. Healthcare 2,264  18,941  (40.8) (35.4) 

3M India Ltd. Diversified 21,945  24,786  (10.8) (29.2) 

Hatsun Agro Product Ltd. FMCG 915  20,252  (28.7) (30.9) 

Crompton Greaves Consumer Electricals Ltd.* Consumer Durables 336  21,493  (23.0) (34.4) 

Schaeffler India Ltd. Automobile & Ancillaries 2,745  42,952  58.2  (39.3) 

APL Apollo Tubes Ltd. Iron & Steel 1,093  30,696  6.2  (8.4) 

Syngene International Ltd. Miscellaneous 585  23,596  (7.1) (16.4) 

Indian Energy Exchange Ltd. Power 140  12,622  (45.2) (56.1) 

Solar Industries India Ltd. Chemicals 4,408  39,589  70.6  (1.8) 

Navin Fluorine International Ltd. Chemicals 4,068  20,176  (1.9) (23.3) 

Grindwell Norton Ltd. Abrasives 1,785  19,837  (3.9) (16.1) 

Vinati Organics Ltd. Chemicals 1,992  20,470  (1.2) (16.2) 

Alkyl Amines Chemicals Ltd. Chemicals 3,089  14,694  (12.4) (35.0) 

Natco Pharma Ltd. Healthcare 561  10,197  (38.1) (52.8) 

Sheela Foam Ltd. FMCG 1,298  12,674  (21.2) (36.0) 

Timken India Ltd. Automobile & Ancillaries 3,102  23,364  57.2  (17.5) 

TTK Prestige Ltd. Consumer Durables 803  11,139  (17.2) (36.8) 

Century Plyboards (India) Ltd. Construction Materials 513  11,589  (13.5) (31.5) 

Zydus Wellness Ltd. FMCG 1,508  9,642  (19.9) (68.3) 

Quess Corp Ltd. Miscellaneous 413  6,128  (51.4) (39.1) 

Saregama India Ltd. Media & Entertainment 385  7,389  (30.3) (30.1) 

V-Guard Industries Ltd. Capital Goods 261  11,317  17.7  (8.4) 

Poly Medicure Ltd. Healthcare 895  8,620  (8.9) (23.1) 

HLE Glascoat Ltd. Capital Goods 662  4,620  (45.2) (56.2) 

GMM Pfaudler Ltd. Capital Goods 1,566  6,901  (6.5) (32.0) 

TeamLease Services Ltd. Miscellaneous 2,531  4,332  (39.7) (54.4) 

Johnson Controls - Hitachi Air Conditioning India Ltd. Consumer Durables 1,103  3,007  (44.4) (68.3) 

Basket Average       (11.7) (30.3) 

      
Nifty       4.5  (3.8) 

NSE500       2.8  (3.7) 

Source: Bloomberg, Monarch AIF, CMP and returns are as on 30 Dec 2022  
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Exhibit 14: Snapshot of ‘Super Quality Stocks’ current valuations and earnings 

S.No Name 
Mkt Cap 
(Rs Cr) 

TTM P/E 
TTM 

EV/EBITDA 
TTM 

EV/OCF 
7 Yr EBITDA 

CAGR 
7 Yr PAT 

CAGR 
7 Yr OCF 

CAGR 
10 Yr Avg 

ROCE 
10 Yr Avg 

P/E 
10 Yr Avg 

EV/EBITDA 
10 Yr Avg 
EV/OCF 

1 Hindustan Unilever Ltd. 605,960  62.7  44.1  65.8  13.2  12.5  15.5  100.8  48.6  33.9  47.8  

2 Asian Paints Ltd. 297,207  80.6  51.0  125.9  11.5  11.7  (2.6) 39.3  53.4  33.7  56.4  

3 Avenue Supermarts Ltd. 270,527  117.2  76.5  195.3  27.4  32.2  29.7  20.9  110.2  64.4  120.5  

4 Pidilite Industries Ltd. 130,353  100.8  65.8  110.9  13.3  12.9  8.2  35.0  50.3  33.6  51.2  

5 Divi's Laboratories Ltd. 91,324  30.5  24.2  45.9  18.7  19.5  12.7  30.7  28.5  20.2  35.0  

6 Godrej Consumer Products Ltd. 89,537  56.2  40.8  51.6  8.3  8.9  5.1  19.8  39.0  29.9  39.6  

7 Britannia Industries Ltd. 104,437  66.3  45.4  65.9  14.3  14.4  12.1  51.8  42.4  28.8  43.4  

8 Havells India Ltd. 69,317  63.7  42.5  57.2  13.7  17.6  8.7  26.9  40.7  26.2  36.3  

9 LTIMindtree Ltd. 129,353  50.4  36.7  62.0  17.1  17.1  14.4  45.3  22.0  15.8  22.2  

10 Berger Paints India Ltd. 56,727  60.7  37.9  83.9  14.7  17.7  4.6  28.7  53.9  31.9  55.8  

11 Eicher Motors Ltd. 88,956  41.1  27.4  50.9  10.0  12.7  5.5  28.3  35.4  23.0  29.7  

12 Marico Ltd. 66,319  52.7  37.1  42.6  9.8  11.5  6.2  43.3  39.7  28.4  40.3  

13 Mphasis Ltd. 37,425  23.8  15.0  22.2  13.6  11.3  15.7  20.0  18.3  11.4  15.8  

14 L&T Technology Services Ltd. 39,174  36.6  23.7  31.8  19.5  17.5  19.5  35.8  25.2  18.0  23.1  

15 Jubilant FoodWorks Ltd. 33,784  69.4  27.2  39.7  23.4  21.5  18.9  34.0  80.8  30.8  37.2  

16 PI Industries Ltd. 52,158  51.2  36.1  79.5  17.3  19.2  16.3  28.6  29.2  20.3  32.7  

17 Page Industries Ltd. 48,073  65.5  45.4  93.5  13.7  15.5  10.1  63.6  59.4  37.9  66.0  

18 Astral Ltd. 39,771  89.9  54.2  65.5  23.9  30.1  24.5  25.1  47.1  26.9  37.7  

19 Voltas Ltd. 26,702  53.0  35.0  42.6  7.5  5.2  9.4  18.2  32.1  23.9    

20 Abbott India Ltd. 45,551  51.7  37.5  52.7  19.6  19.5  23.6  38.4  33.1  22.0  35.1  

21 Honeywell Automation India Ltd. 36,834  96.3  76.2  111.3  11.0  13.4  53.7  26.6  51.4  34.4  61.8  

22 Aarti Industries Ltd. 22,218  17.4  13.0  37.5  22.5  31.6  4.8  18.3  18.3  11.9  18.7  

23 Tata Elxsi Ltd. 39,438  58.9  43.1  83.8  24.2  27.2  19.0  52.3  26.7  16.8  29.1  

24 UNO Minda Ltd. 30,050  59.3  28.3  85.4  28.7  32.4  16.0  16.4  32.0  11.7  18.5  

25 Dixon Technologies (India) Ltd. 23,411  100.6  50.2  105.7  42.8  48.1  29.6  27.9  70.5  36.4  73.3  

26 Kansai Nerolac Paints Ltd. 23,443  57.5  30.5  68.3  5.3  3.2  (30.1) 19.1  44.5  27.1  55.7  

27 Relaxo Footwears Ltd. 22,724  117.1  59.2  78.7  11.0  12.3  (8.9) 26.6  49.1  26.9  44.5  

28 Dr. Lal Pathlabs Ltd. 18,941  75.5  36.4  42.3  20.1  20.2  20.4  41.6  53.1  33.0  45.7  

29 3M India Ltd. 24,786  67.3  48.0  72.9  9.7  14.1  9.1  29.3  78.9  45.8  75.0  

30 Hatsun Agro Product Ltd. 20,252  114.3  31.8  39.2  20.3  30.2  37.7  17.8  67.2  20.4  27.0  

31 
Crompton Greaves Consumer 
Electricals Ltd.* 21,493  37.0  25.0  27.1  24.2  31.3  26.6  35.5  37.1  26.4  40.1  

32 Schaeffler India Ltd. 42,952  51.2  33.8  75.0  22.0  22.4  21.7  22.6  29.5  16.9  28.3  

33 APL Apollo Tubes Ltd. 30,696  53.4  34.6  38.0  26.6  38.4  11.0  22.8  16.6  10.0  16.7  

34 Syngene International Ltd. 23,596  55.2  28.8  36.6  14.8  13.2  63.6  18.1  39.4  24.5  28.3  

35 Indian Energy Exchange Ltd. 12,622  41.2  34.9  23.1  19.6  18.9  35.3  66.8  35.7  25.9  28.6  

36 Solar Industries India Ltd. 39,589  60.8  39.6  123.6  16.4  15.8  3.7  22.5  29.8  19.3  32.4  

37 Navin Fluorine International Ltd. 20,176  73.0  51.7  127.8  25.5  24.0  85.5  20.0  21.9  16.0  31.9  

38 Grindwell Norton Ltd. 19,837  57.6  41.5  74.5  12.0  16.1  8.5  24.1  31.1  19.2  29.5  

39 Vinati Organics Ltd. 20,470  51.0  39.3  116.3  12.4  17.0  1.7  33.1  26.1  18.7  32.3  

40 Alkyl Amines Chemicals Ltd. 14,694  64.8  43.5  51.6  21.0  25.6  18.9  36.2  19.6  13.1  18.0  

41 Natco Pharma Ltd. 10,197  25.0  16.4  54.4  3.1  2.8  (9.4) 18.5  34.0  23.0  43.2  

42 Sheela Foam Ltd. 12,674  59.6  39.6  54.6  19.5  26.3  4.3  27.9  44.8  28.4  45.6  

43 Timken India Ltd. 23,364  57.4  38.6  208.4  21.1  22.1  (3.6) 23.0  37.3  21.6  51.5  

44 TTK Prestige Ltd. 11,139  35.9  24.6  36.8  15.8  18.9  23.4  23.7  39.4  25.9  52.4  

45 Century Plyboards (India) Ltd. 11,589  31.3  20.0  35.7  11.0  11.1  9.2  21.1  25.5  15.2  23.3  

46 Zydus Wellness Ltd. 9,642  31.9  29.2  37.7  19.2  15.7  19.2  10.0  32.1  28.1  38.6  

47 Quess Corp Ltd. 6,128  22.4  9.2  9.4  25.2  20.1  67.7  12.2  97.6  23.4  188.8  

48 Saregama India Ltd. 7,389  41.3  33.4  50.3  50.2  43.2  66.5  16.1  25.1  23.0  24.5  

49 V-Guard Industries Ltd. 11,317  47.0  31.0  119.2  14.3  18.2    28.5  38.5  25.8  63.1  

50 Poly Medicure Ltd. 8,620  61.9  38.5  69.4  14.0  17.1  10.0  25.0  30.9  18.2  28.8  

51 HLE Glascoat Ltd. 4,620  70.2  37.2  160.9  39.2  46.0  10.7  34.3  22.0  12.6  33.8  

52 GMM Pfaudler Ltd. 6,901  32.4  19.9  37.6  35.1  21.9  34.2  23.4  32.1  15.7  29.5  

53 TeamLease Services Ltd. 4,332  36.1  28.8  26.3  28.1  16.1    17.6  62.3  48.3  82.0  

54 
Johnson Controls - Hitachi Air 
Conditioning India Ltd. 3,007    61.6  21.2  (5.1) (19.8)   15.0  96.5  29.9  115.3  

  Total Average  58.2 37.4 69.0 18.4 19.3 18.0 29.8  42.3  25.1  44.9  

Source: Bloomberg, Monarch AIF, *CAGR is 6 years for Crompton, 7Yr CAGR data is FY15-22, TTM is 12M ending Sep’22, CMP is as on 30 Dec 2022  
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Exhibit 15: Expected returns of ‘Super Quality Stocks’ basket based on 20% EBITDA CAGR 

Stock (Rs Cr) TTM EBITDA 
3Y Fwd EBITDA 

@20% CAGR 

Ascribed 3Y Fwd 
EV/EBITDA - equal to 

10Y avg 
3Y Fwd EV 

3Y Fwd 
Mcap 

Current Mcap 
3Y Expected Stock 

Price CAGR - % 

Hindustan Unilever Ltd. 13,591  23,485  33.9  795,669  802,863  605,960  9.8 

Asian Paints Ltd. 5,769  9,969  33.7  335,834  339,047  297,207  4.5 

Avenue Supermarts Ltd. 3,506  6,058  64.4  390,001  392,293  270,527  13.2 

Pidilite Industries Ltd. 1,979  3,421  33.6  115,015  115,145  130,353  -4.1 

Divi's Laboratories Ltd. 3,669  6,341  20.2  127,886  130,559  91,324  12.7 

Godrej Consumer Products Ltd. 2,198  3,799  29.9  113,518  113,346  89,537  8.2 

Britannia Industries Ltd. 2,302  3,978  28.8  114,717  114,593  104,437  3.1 

Havells India Ltd. 1,609  2,780  26.2  72,751  73,763  69,317  2.1 

LTIMindtree Ltd. 3,420  5,910  15.8  93,097  96,869  129,353  -9.2 

Berger Paints India Ltd. 1,507  2,605  31.9  82,980  82,557  56,727  13.3 

Eicher Motors Ltd. 2,992  5,170  23.0  119,088  126,206  88,956  12.4 

Marico Ltd. 1,738  3,003  28.4  85,173  87,047  66,319  9.5 

Mphasis Ltd. 2,348  4,057  11.4  46,205  48,433  37,425  9.0 

L&T Technology Services Ltd. 1,571  2,714  18.0  48,803  50,789  39,174  9.0 

Jubilant FoodWorks Ltd. 1,225  2,117  30.8  65,105  65,548  33,784  24.7 

PI Industries Ltd. 1,379  2,383  20.3  48,456  50,773  52,158  -0.9 

Page Industries Ltd. 1,053  1,820  37.9  68,982  69,217  48,073  12.9 

Astral Ltd. 730  1,262  26.9  33,973  34,199  39,771  -4.9 

Voltas Ltd. 694  1,200  23.9  28,703  31,115  26,702  5.2 

Abbott India Ltd. 1,177  2,033  22.0  44,829  46,271  45,551  0.5 

Honeywell Automation India Ltd. 459  793  34.4  27,292  29,179  36,834  -7.5 

Aarti Industries Ltd. 1,942  3,355  11.9  39,909  36,909  22,218  18.4 

Tata Elxsi Ltd. 895  1,547  16.8  25,910  26,766  39,438  -12.1 

UNO Minda Ltd. 1,095  1,892  11.7  22,103  21,157  30,050  -11.0 

Dixon Technologies (India) Ltd. 466  806  36.4  29,306  29,315  23,411  7.8 

Kansai Nerolac Paints Ltd. 750  1,297  27.1  35,129  35,655  23,443  15.0 

Relaxo Footwears Ltd. 378  654  26.9  17,556  17,880  22,724  -7.7 

Dr. Lal Pathlabs Ltd. 492  849  33.0  28,060  29,121  18,941  15.4 

3M India Ltd. 492  851  45.8  39,000  40,155  24,786  17.4 

Hatsun Agro Product Ltd. 675  1,167  20.4  23,837  22,637  20,252  3.8 

Crompton Greaves Consumer Electricals Ltd.* 843  1,457  26.4  38,407  38,841  21,493  21.8 

Schaeffler India Ltd. 1,236  2,136  16.9  36,072  37,242  42,952  -4.6 

APL Apollo Tubes Ltd. 894  1,545  10.0  15,441  15,188  30,696  -20.9 

Syngene International Ltd. 814  1,407  24.5  34,400  34,536  23,596  13.5 

Indian Energy Exchange Ltd. 354  611  25.9  15,854  16,145  12,622  8.6 

Solar Industries India Ltd. 1,023  1,767  19.3  34,103  33,236  39,589  -5.7 

Navin Fluorine International Ltd. 386  667  16.0  10,676  10,919  20,176  -18.5 

Grindwell Norton Ltd. 465  803  19.2  15,453  15,992  19,837  -6.9 

Vinati Organics Ltd. 511  883  18.7  16,520  16,887  20,470  -6.2 

Alkyl Amines Chemicals Ltd. 337  583  13.1  7,645  7,672  14,694  -19.5 

Natco Pharma Ltd. 574  992  23.0  22,770  23,582  10,197  32.2 

Sheela Foam Ltd. 311  537  28.4  15,276  15,636  12,674  7.3 

Timken India Ltd. 598  1,033  21.6  22,340  22,609  23,364  -1.1 

TTK Prestige Ltd. 437  755  25.9  19,536  19,942  11,139  21.4 

Century Plyboards (India) Ltd. 577  997  15.2  15,142  15,176  11,589  9.4 

Zydus Wellness Ltd. 338  584  28.1  16,412  16,173  9,642  18.8 

Quess Corp Ltd. 653  1,128  23.4  26,370  26,511  6,128  62.9 

Saregama India Ltd. 214  369  23.0  8,492  8,740  7,389  5.8 

V-Guard Industries Ltd. 353  609  25.8  15,702  16,081  11,317  12.4 

Poly Medicure Ltd. 218  377  18.2  6,859  7,073  8,620  -6.4 

HLE Glascoat Ltd. 127  219  12.6  2,748  2,659  4,620  -16.8 

GMM Pfaudler Ltd. 371  641  15.7  10,082  9,594  6,901  11.6 

TeamLease Services Ltd. 136  234  48.3  11,323  11,746  4,332  39.4 

Johnson Controls - Hitachi Air Conditioning India Ltd. 46  79  29.9  2,372  2,554  3,007  -5.3 

Source: Bloomberg, Monarch AIF, TTM is 12M ending Sep 2022, Current Mcap is as on 30 Dec 2022 
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Disclaimer 

This material is for your private information only and is not intended as an offer or solicitation to buy or sell securities. Any unauthorised use or 
reproduction of any information contained in this document is strictly prohibited. This document is not directed to, nor intended for distribution or use 
by, any person or entity in any jurisdiction or country where the publication or availability of this document or such distribution or use would be contrary 
to local laws or regulations. 

Past returns are not indicative of future results. Investment in securities market is subject to market risk, read all related documents carefully before 
investing. 

Monarch AIF is a SEBI Registered AIF as per SEBI (Alternative Investment Fund Regulations) 2020 with registration no. IN/AIF3/20-21/0787, and all the 
Contents/Activities/Materials of Monarch AIF are covered under SEBI (Alternative Investment Fund Regulations) 2020. 

All views and opinions in this document are construed based on information that is publicly available, certain research reports including information 
developed in-house at Monarch AIF (Investment Manager). The Investment Manager warrants that the contents of this document are true to the best 
of its knowledge, however, assume no liability for the relevance, accuracy or completeness of the contents herein.  

The Investment Manager (including its affiliates) and any of its directors, officers, employees and other personnel will not accept any liability, loss, 
damage of any nature, including but not limited to direct, indirect, punitive, special, exemplary, consequential, as also any loss of profit in any way 
arising from the use of this document in any manner whatsoever. 

Investments in securities markets involve substantial risk and past performance is not an indicator of future performance. Investors are advised to read 
this document carefully and form their investment decision based on advice from independent professional. The investments discussed in this 
document may not be suitable for all investors. Prospective investors are advised to review the Disclosure Document, Private Placement Memorandum, 
the Contribution Agreement, presentation(s) and other related documents carefully and in its entirety. 

The views and recommendations are based on information and analysis as on specific date and may change based on various factors, including, but not 
limited to, changes in the market conditions, micro and macro factors and forces affecting capital markets. 

 

 


