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The BSE Healthcare index is flat over the past 2 years with almost nil returns for investors. 
While a couple of the largest weight stocks like Sun Pharma and Cipla have delivered 63% and 
10% returns over the same period, most of the other stocks are largely flat or down over the 
same period. The InCred Healthcare PMS has performed in line with the index (post fees and 
charges) but we do not own some of the best performing large caps due to our thesis that US 
dependent businesses would experience bouts of upswings and downswings which are 
difficult to predict and time.  

Aditya Khemka
Fund Manager,
InCred Healthcare Portfolio
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BSE Healthcare Sun Pharma Cipla

Note: Price taken from 31st Jan’21 to 28th Feb’23

Market cap wise

Large cap 14% 48%

Mid cap 25% 33%

Small cap 62% 19%

Fund BSE Healthcare
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Where our conviction lies and why?

Our conviction lies in mostly branded generic companies, hospitals, diagnostics and 
API/CDMO (Contract Development and Manufacturing Organization) companies. Most of 
these stocks tend to be small and midcap as these are branded businesses and cannot be 
scaled up in a short span of time. However, because their products are branded in nature, 
these businesses have higher return ratios, more consistent growth, reasonable valuations, 
and less leverage than some of the larger companies that are focused on the unbranded 
generic (US and EU pharma) business. As can be seen from the below illustration, RPG has a 
much better RoCE (Return on capital employed) profile vs Cipla and has demonstrated higher 
growth over the last 5 years. Despite a better business model (high branded mix) and superior 
return on capital, RPG is trading at 21x TTM P/E vs Cipla trading at 27x. It is worthwhile to 
note that, re-investment needs in RPG are much lower vs Cipla. While RPG has to use cash 
generated to further strengthen its brand portfolio, Cipla needs to continuously invest in its 
generics business in order to grow on its large base and overcome price erosion in US 
business.   

Why haven’t we outperformed the index by a higher margin?

Since the fund was launched in Feb 2021, we have seen a risk aversion in the capital markets 
driven by various factors including but not limited to higher interest rates, higher inflation, 
raw material and logistic constraints, oil price spikes etc. All these factors have led the larger 
cap healthcare stocks to perform better than small and mid-cap peers regardless of the 
quality of the underlying business and the sustainability of its cash flows. 
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SMID secular growth has been stalled for 2 years

*Small and mid cap index



We note that the underperformance of small and midcap healthcare companies vs large cap 
over the past 2 years is a technical deviation from the longer-term trend where over the past 
10 years the former has outperformed the latter by more than 250%.

It is therefore a point to be noted that InCred Healthcare fund despite being ~86% small and 
midcap has outperformed the BSE Healthcare Index (48% large cap) post fees and charges 
over the last 2 years of existence.

What is the outlook for our fund?

We believe that whatever could have gone wrong in the macros in the past 2 years has gone 
wrong. In our assessment, the worst is in the price for most of our holdings and things are 
likely to improve from here on. At a fund level (ex-Insurance and cash), we have seen double 
digit sales CAGR in FY22 and FY23. However, the PAT CAGR has been low single digits due to 
inflationary pressures. However, our channel checks suggest that these pressures are easing 
and hence in FY24, while top line growth may be low teens over FY23, bottom line growth 
could be in high twenties driven by easing costs.

What should investors do?

We encourage our investors to add on to their holdings / top up given the outlook is healthy 
and prices are suppressed. Healthcare is a non-discretionary expenditure and is likely to 
exhibit healthy volume growth going forward as it has done in the past. The best time to 
invest in a fund is when the price to book and RoE of its benchmark is below long term 
averages. We are at such a juncture in healthcare today. 
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INRm FY22E FY23E FY24E 3-yr CAGR

Total Sales  34,869  38,217  42,772  11%

Growth yoy (%) 12.5% 9.6% 11.9% -

EBITDA  6,515  6,750  8,330  9%

Growth yoy (%) 2.2% 3.6% 23.4% -

EBITDA Margin (%) 18.7% 17.7% 19.5% -

PAT 3,184  3,152  4,243  12%

Growth yoy (%) 5.1% -1.0% 34.6% -

PAT Margin (%) 9.1% 8.2% 9.9% -
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This document has been prepared by InCred Capital Wealth Portfolio Managers Private 
Limited (InCred PMS) and is intended for private circulation and use only by the recipients to 
which it is addressed to. This document may contain confidential and/or privileged material 
and is not for any type of circulation and any review, retransmission, or any other use is 
strictly prohibited. Any information contained in this material shall not be deemed to 
constitute an advice, an offer to sell/purchase or as an invitation or solicitation to do for 
security of any entity or as an official confirmation of any transaction. This document has 
been prepared without regard to any individual financial circumstances or objectives of the 
recipients receiving this document.

InCred PMS and its affiliates, employees, directors etc. shall not be liable for any loss, damage, 
liability whatsoever for any direct or indirect loss arising from the use of this information. The 
recipient assumes the entire risk of any use made of this information. The information 
contained herein is obtained from publicly available data or other sources believed to be 
reliable and InCred PMS has not independently verified the accuracy and completeness of 
the said information and opinions and hence it should not be relied upon as such.

Accordingly, no representative or warranty, express or implied, is made as to the accuracy, 
completeness or fairness of the information and opinions contained in this document. We 
have included statements / opinions / recommendations in this document, which contain 
words, or phrases such as “will”, “expect”, “should”, “believe” and similar expressions or 
variations of such expressions, that are “forward looking statements”.

Actual results may differ materially from those suggested by the forward-looking statements 
due to risk or uncertainties associated with our expectations with respect to, but not limited 
to, exposure to market risks, general economic and political conditions in India and other 
countries globally, which have an impact on our services and / or investments, the monetary 
and interest policies of India, inflation, deflation, unanticipated turbulence in interest rates, 
foreign exchange rates, equity prices or other rates or prices etc. Recipients of this document 
should also be aware that past performance is not necessarily a guide to future performance 
and value of investments can go down as well.

This document is subject to changes without prior notice. While we would endeavour to 
update the information herein on reasonable basis, InCred PMS, its affiliates and associated 
companies, their directors, and employees (“InCred PMS and affiliates”) are under no 
obligation to update or keep the information current. Also, there may be regulatory, 
compliance, or other reasons that may prevent InCred PMS and affiliates from doing so. 
Recipients of this document should exercise due care and caution and read the Disclosure 
Document (if necessary, obtaining the advice of finance/other  professionals) prior to taking 
any decision on the basis of this information which is available on www.incredsecurities.com. 

Disclaimer:
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General Risk Factors:

Investments in Securities are subject to market risks and there is no assurance or guarantee 
that the objective of the investment approach/ product will be achieved. The past 
performance of the InCred PMS or any of its affiliates does not indicate the future 
performance of the investment approach/ product. There is no assurance that past 
performances will be repeated. Investors are not being offered any guaranteed or indicative 
returns by InCred PMS or its affiliates. Investment decisions or recommendations made by 
InCred PMS may not always be profitable, as actual market movements maybe at a variance 
with anticipated trends.

InCred Capital Wealth Portfolio Managers Private Limited (formerly known as BSH Corporate
Advisors and Consultant Private Limited)
Registered Office: Unit No 1203, 12th Floor, B Wing, The Capital, C-70, B Block, BKC, Bandra (E), Mumbai – 400051
Phone: +91-22-6844 6100, Fax: +91-22-4161 1508, website: www.incredsecurities.com

Corporate Office: Unit No 1502, 15th Floor, B Wing, The Capital, C-70, B Block, BKC, Bandra (E), Mumbai – 400051
Phone: +91-22-4161 1500, Fax: +91-22-4161 1508
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