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“If the job has been correctly
done when a common stock is
purchased, the time to sell is
– almost never”
– Philip Fisher

EDITOR’S NOTE
Welcome to the first edition of ACUMEN – Power of Insights
Every single world-class investor comes with their own set of special
qualities. These investors are not just academics, but they have a long
term-track record of outperformance that backs their investment
philosophies.
In the words of Warren Buffett, "Valuing a business is part art and
part science." Through these newsletters, we will take you through
both the art and science that successful investors employ to pick
stocks for long-term wealth generation.
Developing the right perspective, mental models and decisionmaking framework is the key to successful investing. A successful
investor needs to commit his time and efforts to research and
uncover information that others do not know.
How can you develop such an approach? Simple, you apply the
teachings of investing mentor Philip Fisher. Fisher consolidated years
of investing experience into a well-defined framework. The
Scuttlebutt technique is the key investing ideology established by
him.
We hope the insights of Phil Fisher will help you pick stocks that
make money and avoid those that won’t.
In the forthcoming series of this report, we will apply Phil Fisher’s 15point checklist in the Indian context and highlight companies that
met or failed to meet Fisher’s checkpoints.

Regards,
Siddharth Vora
CA-CFA-MSc
Investment Research & Products Strategy

Philip Fisher

INVESTOR OVERVIEW

Philip Fisher
“Reading the printed financial records about a
company is never enough to justify an investment.
One of the major steps in prudent investment must
be to find out about a company's affairs from those
who have some direct familiarity with them”
About
Philip Arthur Fisher (aka Phil Fisher), is a renowned investor and author of the famous book
“Common Stocks and Uncommon Profits”. In fact, Warren Buffett used the teachings of Mr
Fisher’s book to build his famous investments in Apple, American Express and Coco-Cola. At
a time when analysts create complex valuation models, Mr Fisher’s approach is deeply
rooted in the idea that intangible factors have an enormous impact on the long-term value
of a stock.
Company Founded
Fisher & Company.
Nationality
American. Born on September 8, 1907 in California, United States
Tenure in Investment Management
His investment career spanned from 1928 to 1999
Education
Stanford School of Business (dropout)
Books Authored
Common Stocks And Uncommon Profits, Conservative Investors Sleep Well, Paths To Wealth
Through Common Stocks and Developing An Investment Philosophy.
Famous Investments
Dow Chemical, FMC Corporation, Motorola, Texas Instruments, Raychem and, Reynolds and
Reynolds.
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INVESTMENT STRATEGY
“There are two approaches to accumulating wealth in the stock market. One is to
time the market, buying stocks when they are cheap, and selling when they are
expensive. The other is to find outstanding companies and hold them.”
Fisher preferred the latter. He sought companies run by high-quality management, which were
leaders in a growing industry, and those with a long history of above-average profit margins or low
cost structures vis-a-vis the industry. Additionally, he specialized in identifying innovative companies
driven by research and development. His growth investing style stems from the “15-point Checklist”
also known as the “Scuttlebutt” approach.

What is the Scuttlebutt Technique?
‘Scuttlebutt’ is an informal term that refers to a rumor or gossip. Phil Fisher popularized the term
among investors and made it more meaningful. For investors, Scuttlebutt is about getting first-hand
information of a company from authentic market sources.
The Scuttlebutt technique refers to a method of learning about a company and its investment merits
by talking to all the people in the company and industry, through which you can to educate yourself
thoroughly before making an investment. This is, of course, beyond the investment analysis and due
diligence required by an investor.
Asking suppliers, vendors, customers, competition, trade association executives, research scientists
from universities or in government and previous employees may all be intangible sources of
qualitative information. However, Fisher believed or in fact noticed that most investors never used
this approach. Instead, they relied on local rumors spread by publicists and Wall Street noise—the
main motto of which is to sell you a product.
Fisher in his book “Common Stock and Uncommon Profits” mentioned the importance of a business
grapevine, thereby explaining the best sources from where one could get the best understanding of
the business while carrying out the Scuttlebutt technique.
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We list the key sources for the Scuttlebutt technique
Representatives of Competitors
Talking to sales representatives of a company’s competitors is one of the best practices as per Fisher.
Most people, when there is no danger of being quoted, will talk rather freely about their
competitors. He therefore says,

“Go to five companies in an industry, ask each of them intelligent questions about
the strength and weakness of the other four, and nine times out of ten a
surprisingly detailed and accurate picture of all five will emerge”
Former Employees
Another great source of information is a group of former employees. At the same time, it could be
more harmful than helpful, if the investor does not use good judgment and does not cross-check the
information with others. Employees often have a real inside view with regard to their former
employer’s strengths and weaknesses. Equally important, ex-employees will usually talk freely about
it and hence it is equally important to check carefully into why employees left the company.
Suppliers
One may also speak to the suppliers of the company and understand not only the relation that the
company maintains with them, but also get insights on the real sales-volume growth of the
company. After talking to the suppliers, if one concludes that the supplier wasn’t impressed, it gives
an indication that the supplier’s other customers are doing well and ordering more.
Customers
It is often helpful to talk to a company’s customers to understand what drives their buying decisions.
One can also query about the after sales service of a company and estimate its impact on future
sales.
Kenneth Fisher, son of Philip Fisher, has also explained the importance of Scuttlebutt Technique in
the preface of his father’s book “Common Stock and Uncommon Profits” published in 2003. He
pointed out that if one had applied the “15-point checklist” and thereby sourced the information
from “Main Street” instead of Wall Street, one would never have bought scandal stocks like Enron,
Tyco and WorldCom, as it was very easy to avoid such stocks then. As per the Scuttlebutt approach,
investors who put money in such stocks may have relied more on gossip and Wall Street’s opinion.
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Highlights of Fisher’s 15-point Checklist
1) Expanding Market – Companies should have products and/or services that have an
expanding market.
2) Management must have determination to Develop New Products – No product can remain
successful and yet remain the same.
3) Efficient research and development – Look at how much the company has gained in
revenue per rupee spent on research
4) Above-average sales organization – This is the most basic activity of an organization and
should be seen that it is handled better than its competitors
5) Pick companies with Handsome Profit Margin – Look at how much each rupee in sales
produces in operating profits. The higher it is, the greater is the cushion in bad times.
6) Keeping that Profit Margin – A company not only needs to
generate good profit margins today, but it also needs to do
everything to maintain them in the future. Thus, it is important to
check how efficiently a company has been in cutting costs.
7) Great labour relations – Most investors underestimate the
importance of strong employee relations. It is important for the
companies to have great relations with their employees as they
are the roots of the organization
8) Awesome executive relations – If the relations with blue collars
are important, a firm’s relationship with its executive personnel is
vital. These are the people that can make or break any venture
9) Depth in Management – You want to invest in a business that has
depth in its management. A one man show can be successful for a
while, but organizations where people grow can stay successful
forever
10) Great Cost Analysis – Without this, a firm cannot know where to
allocate its resources most effectively. It’s difficult to decide if a
company is truly outstanding in this perspective but it’s easy to
identify if they are deficient
11) Great Industry specifics – The key strengths of a business differs from one industry to the
other. For a retailer, it might be how they handle their inventory. For an airline, it might be
how efficient they are at pricing every available seat. Find that strength.
12) Long range on profits – Few businesses create great profits today at the expense of profits
tomorrow. But, for long-term investors this is undesirable. A company aiming for profits in
the long-run creates a sustainable business plan.
13) Low risk for dilution – Seek out companies having strong cash positions and/or great
borrowing opportunities that would avoid the need to dilute shareholder’s equity.
14) Communicates risks too – Avoid firms where the management brags about good news as
soon as they get a chance to, but don’t reveal bad ones until absolutely necessary
15) Unquestionable integrity – The management is much closer to the assets of the company
than the investors are, and the number of ways that they can benefit at the expense of the
shareholders legally is infinite. Therefore, this is the only one of the 15-points that is
absolute. Which means, if it’s not fulfilled, you should not invest.
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FISHING IN THE RIGHT POND
Evaluating a stock idea takes a considerable amount of work. It is virtually impossible to apply all of
Fisher’s 15 points for every publicly traded company. You would spend too much time researching
cases that you could have dropped much earlier. Therefore, you need a process that can quickly
separate the winners from the losers. In investing terms, we refer to this as “screening”. To make big
money on investments, it’s unnecessary to get an answer to every investment possibility—it is more
important to get the right answer for the select few.

Fisher’s Fishing Process
Fisher streamlines his approach. Firstly, he talks to people within the investment industry. He will
consider around 250 companies from various sources of people that he trusts in the industry.
Unfortunately, an average investor might not have such connections.
Thankfully, several digital platforms, with advanced screeners and scanners offer a decision support
system for the modern investor. There are portals such as Trendlyne, Screener.in, marketsmojo,
ratestar, stockedge, etc. You can freely see portfolios of successful investors on these platforms,
along with screening stocks with your own filters. Through these platforms, one can easily conduct
the initial screening process to arrive at the first 250 stocks.
Fisher then aims to narrow down the list to 50 companies from 250. At this stage, he won’t do an indepth analysis, but he will glance over the balance sheet, look at the breakdown of total sales by
product lines, profit margins and evaluate the competition.
Now we’re finally ready to apply the “Scuttlebutt” technique as outlined earlier. Out of 50
companies, only 2-3 of them will actually survive, as it’s hard to tick all 15 boxes of Fisher’s checklist.
The final stage involves visiting the management of the business. Out of the 2-3 companies visited by
him, Fisher typically invested in only one of them. This is a thorough process to find a single
company and that’s the reason Fisher is considered as one of the greatest of all time.
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How to arrive at 1 Stock out of 250 Stocks?
Once you have identified 250 companies from various sources, both physical and digital, you can
follow the below process.

Step 1
Highlight companies that can achieve sustainable sales growth and profits greater than the overall
market and thereby delivering much higher returns

Step 2
Favour them opportunistically, either when


the market temporarily undervalues the company due to unexpected bad news, or



when the overall markets are depressed

Step 3
Investigate further, in order to identify potential companies that are either in or entering into an
area with opportunities for unusual sales growth, but in which other newcomers or competitors
would struggle.

Step 4
Examine the financial statements of potential companies for a thorough understanding of the nature
of the business, primarily:


Capital structure and Financial position



Profit Margins



Breakdown of Total Sales by Product lines



Extent of Research Activity



Earning statement figures that throw light on depreciation and abnormal or nonrecurring costs in prior years' operations



Major owners of the stock



Degree of ownership by management

Step 5
Use “Scuttlebutt” approach – i.e. answer Fisher’s Checklist (based on three broad categories;
Management’s Qualities, Characteristics of the Business and Functional Items) after talking to
competitors, analysts, and other stakeholders or people who have a decent understanding of the
company.

Step 6
Invest in companies fulfilling most of the above 15 points.
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Fisher’s Comprehensive Checklist based on 3 Broad Categories
BUSINESS CHARACTERISTICS
1 What are the trends in the profit to sales ratios for the company?
2

Does the firm operate so efficiently that high margins are protected by that
efficiency?

Increasing □
Decreasing □
Yes □

No □

Yes □

No □

Yes □

No □

Yes □

No □

Yes □

No □

Yes □

No □

Yes □

No □

Yes □

No □

Does the company change the way it does things in order to improve
4 processes?

Yes □

No □

When changes are made, does the management turn a blind eye to the
5 risks of those changes?

Yes □

No □

6 Do employees feel invested in the company and its success?
7 Do employees believe they are treated well?

Yes □

No □

Yes □

No □

8 Do employees feel motivated by benefits and work environment?
9 Do employees feel comfortable expressing concerns with managers?

Yes □

No □

Yes □

No □

Yes □

No □

Yes □

No □

Does the company have an effective marketing program that keeps a close
3 eye on costs and effectiveness?

Yes □

No □

Does the firm have a strong research capability that allows it to produce
4 new products/better products or for non-manufacturing firms to provide
services more effectively or efficiently?

Yes □

No □

Yes □

No □

Yes □

No □

Yes □

No □

3 Is the firm’s competitive advantage easy to identify?
4

Does the firm have the ability to enter new markets and compete against
established players in those markets?

When the company enters a new market, does it use ingenuity or novelty to
gain traction?
Does the company display excellence in areas such as technology that will
6
help it guard against competition?
5

MANAGEMENT QUALITIES:
Does the company have a leader with a determined entrepreneurial
1 personality combining the drive, the original ideas, and the skills necessary
to build the fortunes?
2 Has management shown an ability to work as a team?
Does the company usually find its CEO from inside the firm? (Outside hires
3 should be watched carefully)

FUNCTIONAL ITEMS:
1 Is the company a low cost producer?
Does the company have a customer relationship that allows it to react
2 quickly to changes in tastes and preferences?

5 Does the company focus on high margin lines of business?
6 Does the company deploy its capital wisely and deliberately?
Does the company have a system that warns management of potential
7 threats to profits with sufficient lead time to adjust to those threats?
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FISHER’S TOP 3 DON’TS
Fisher identified three don'ts when approaching a stock investment. He explained this elaborately in
his book, "Common Stocks and Uncommon Profits." These cautions provide investors with timeless
advice on how to avoid common pitfalls that lead to underperformance.

1. Don’t overstress diversification
“I don’t want a lot of good investments; I want a few outstanding ones”
One should not over-diversify his portfolio, unless confident about the nature and actual business
activities of the company. Sufficient diversification would cover an investment in 10 or 12 larger
companies in a variety of industries with different characteristics, and an holding of over 20
companies is probably too much as per Fisher’s philosophy. Wall Street tells you not to “put all your
eggs in one basket.” However, Fisher states that over-diversification can lead to lower returns and it
would be hard to keep a track of all the investments.
Investors who are oversold on diversification put far too little money into companies they
thoroughly understand, and far too much in others about which they know nothing at all. But the
more companies you have, the less you know about each of them, thus increasing the risk of the
unknown.

2. Don’t quibble over eighths and quarters
One should not quibble over small differences if the market price is attractive for a fundamentally
sound company. Attempting to shave points off the price often results in a trade not going through,
and the investor misses a long-term investment in an outstanding firm.

EXAMPLE: TITAN COMPANY LTD
Exactly two years ago, when Titan was trading around 450-460 levels (mid March-2017), an investor
wanted to buy 200 shares at Rs 420 a share. He knew that the company was fundamentally strong,
but just to save a few bucks he didn’t execute the order. Unfortunately, by the end of December
2017, the share price had reached Rs 850 and he gave up his chase. Today, Titan is trading around Rs
1,130 levels, that is 2.5x to its price compared to two years ago. Had he not thought much on saving
Rs 6000-8000, the stock would’ve added nearly Rs 1.3 lakh to his portfolio.
Fisher therefore advises investors to keep their investing activity little flexible for companies that are
fundamentally strong and it can add great value to one’s portfolio.
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3. Don’t follow the crowd
One really has to be contrarian at heart to follow Fisher’s footsteps. Contrarian in this regard
means to avoid following fads and styles of the stock market, but instead, search for stocks in the
areas the crowd has left behind. Fisher particularly liked to purchase stocks during
macroeconomic gloom, or when a particular sector was disfavored by the investment
community. Many times depressed sectors resulted in unduly discounted
companies.
EXAMPLE: BAJAJ FINANCE
In the second half of 2018, the NBFC crisis rocked the markets. IL&FS, an Indian infrastructure
development and finance company, defaulted on its obligations for the first time. It was then DSP
Mutual Fund, offloaded Rs 200-300 crore worth of commercial papers of DHFL at higher yields, in
what seemed like a fire sale. All the NBFCs stocks including IndiaBulls Finance, DHFL, Edelweiss
Finance and PNB Housing tanked during that period losing anywhere between 10% and 65% of their
market capitalization, signaling concerns of their ability to rollover their credit and raise fresh
borrowings.
Due to the crisis, investors started losing confidence in stocks like Bajaj Finance even though it had
strong fundamentals. This dragged the stock price to as low as Rs 1,974 in October. However, a Philip
Fisher follower would’ve taken a contrarian view by buying Bajaj Finance purely on the basis of the
company’s fundamentals and ignoring the panic sell-off by other investors across the sector. The
company posted solid Q3 numbers with 54% net profit growth (YoY) led by robust loan book growth
and controlled expenses.
From the below graph we can see that companies like Bajaj Finance don’t stay in the dark for very
long and stand out during tough times. One could have bought the stock when it was trading around
Rs 1,970 levels and would have made more than 50% (as on 29th March, 2019) on his investment in
less than 6 months.

Down
34%

Up
53%

(Source: ACE Equity, Moneycontrol)
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STOCK MONITORING & WHEN TO SELL?
Philip Fisher was a strong advocate of long-term investing, advising investors to hold onto their
stocks until he’s not encountered with either of the followings:

1. Wrong Facts
Fisher advises selling "mistakes" quickly, once they are
recognized. There are times after a security is purchased when
the investor realizes that the facts do not support the idea
behind the original purchase. It’s probably the case where the
investor has made an error in his/her assessment of the
company. If the purchase thesis was initially built on a shaky
foundation, then the shares should be sold.

2. Changing Facts
One should sell the stock if a company has deteriorated in some
way and no longer meets Fisher's 15 points for purchasing a stock.
Fisher specifically points out that if the company's growth slows
to a rate similar to that of the economy, the stock should probably
be sold. He suggested that investors use a three-year rule for
judging results. One should have the courage to hold the stock
and see it underperform the market for a period of three years,
keeping other things constant. However, if the stock continues to
underperform beyond that period, then he recommends the
investor to sell the stock.

3. Scarcity of Cash
One should sell the stock of a company if there is a
shortage of cash and at the same time the investor
finds a better company which promises higher
long-term results after factoring in capital gains. If
a unique opportunity presents itself, it would be
imprudent to let such a good opportunity go. Thus
an investor should be selling some of his or her
existing holdings to take advantage of the new
opportunity. But, caution is advised here because
it is crucial that we are well-informed about the
new opportunity
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FISHER’S VIEW ON DIVIDENDS
When it comes to dividends, unlike other investors, Fisher argued that high dividend payments are
not always preffered. At the end of the day, the important factor is where the capital can be
employed in order to provide the highest value to the shareholder. Earnings that are retained could
be used for new manufacturing plants, major cost-saving initiatives over the long run, or product
development. Whether or not the highest value for the shareholder would be achieved through
dividends or through the management retaining earnings is therefore a subject that must be
examined from time to time.
We take an example to understand why Fisher is not interested in current dividends:
Let’s assume two investors planned to infuse around Rs 6800 in tyre stocks in 2010. Investor A, who
prefers to invest in high dividend paying stocks, invested in Goodyear India by looking at the
dividend payout history of the company. On the contrary, Investor B who favors growth companies
and gives least importance to high dividend paying companies invests in MRF Ltd.
Between 2010 and 2018, Goodyear India dividend payout ratio averaged around 23.5%, whereas
MRF was concentrating more on its growth and paid just over 2.25% (on an average) to its
shareholders during the same period. MRF preferred utilizing its profits for capacity expansion (over
high dividend payments) thereby making a conscious move to maximize its shareholders’ wealth in
the longer run.
Investment
Company

Month-Year
March-10

Share Price
Rs
272

No.of
Shares
25

Investment
Rs
6,800

Investor A

Goodyear

Investor B

MRF Ltd

March-10

6800

1

6,800

Over the 8-year holding period, Goodyear paid out a total dividend of Rs 1,937, while MRF paid out
just Rs 400. By looking at dividend numbers one might think that Investor A made a wise decision,
however, let’s look at the total wealth the each investor accumulated during the same period.
Total Wealth Accumulated:

Investor A (Goodyear)
Investor B (MRF Ltd)

Invested

CMP (Mar19)

No. of
Shares

6800
6800

935
56900

25
1

Capital
Appreciation
Value
23375
56900

Dividends

Total

1937
400

25312
57800

One can now notice that Investor B made a wise decision and generated more than 750% return
compared to Investor B who made just under 300% between 2010 and 2019.
From the above table we can also notice that MRF’s strategy worked well in the favor of
shareholders as the revenues and profits of the company grew at a CAGR of 9.7% and 16.6%
between 2010 and 2018, whereas it only grew by a meagre 3.5% and 7.9% respectively in the case of
Goodyear India Ltd. By this example, one can understand that current dividends don’t always stand a
chance against future growth prospects.
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THE 15-POINT CHECKLIST IN THE
INDIAN CONTEXT
FROM THE NEXT ISSUE OF ACUMEN, WE WILL DELVE IN DETAIL ON THE
BELOW 15 POINTS IN FISHER ’S CHECKLIST
For each point on the checklist, we have provided a relevant example in the Indian market

1. Expanding Market – Page Industries
2. Product Development/Product Innovation – Saregama India
3. Efficient Research and Development activities – Cipla
4. Above Average Sales organization – Britannia Industries
5. Handsome Profit Margin – Colgate-Palmolive (India)
6. Initiatives to Improve Margins – Eicher Motors
7. Relations with Employees – Godrej Consumer Products
8. Relations with Executives – HDFC
9. Depth in Management – Hindustan Unilever Ltd (HUL)
10. Cost Analysis and Accounting controls – Jubilant Foodworks
11. Industry Specific factors – HDFC Bank
12. Long Range on Profits – Reliance Jio
13. Financial Strength (Avoid Equity Financing) – Tata Consultancy
Services (TCS)
14. Good Investor Relations/Disclosures – Kwality (as a negative example)
15. Unquestionable integrity – Vakrangee(as a negative example)
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KEY TAKEAWAYS
The investing principles of Phil Fisher dates back more than half a century, but most of his
teachings are still relevant today. Even though today, high frequency trading systems
execute a thousand trades a second, investing still requires in-depth qualitative research, in
order to find businesses with the potential to generate long-term wealth.
Some of us may be born with a greater or lesser degree of each of the required traits than
others. However, Fisher believes all of us can “grow” our capabilities in each of these areas
if we discipline ourselves and make the effort.
While good fortune will always play some part in managing common stock portfolios, luck
tends to even out. Sustained success requires skill and consistent application of sound
principles. Within the framework of Fisher’s guidelines, we believe that the future will
largely belong to those who, through self-discipline, make the effort to achieve it.
Through Phil Fisher’s investment checklist, we aim to enhance your cognitive apparatus to
make more intelligent and strategic decisions.

Stay tuned for the upcoming issues of Acumen!
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CONTACT US
INVESTMENT STRATEGY RESEARCH DESK
Prabhudas Lilladher Advisory Services Ltd.
3rd Floor, Sadhana House,
570. P.B. Marg, Behind Mahindra Tower,
Worli, Mumbai – 400 018. India.
T: +91 22 6632 2222 | F: +91 22 6632 2229
E: Acumen@plindia.com
www.plindia.com
www.plindia.com/blog

TEAM
Siddharth Vora, CA-CFA-MSc (Head - Investment Research & Products Strategy)
E: SiddharthVora@plindia.com T: +91-22-6632-2236

Jason Monteiro (AVP – Research Editor)
E: JasonMonteiro@plindia.com T: +91-22-6632-2469

Karan Fatnani (Executive- Investment Research)
E: KaranFatnani@plindia.com T: +91-22-6632-2399

Investment Strategy Research Desk

| 15

Philip Fisher

DISCLAIMER
This document has been prepared by PL and is meant for sole use by the recipient and not for
circulation. The returns mentioned in this document are compiled based on simulation carried out
on historical price data and not based on actual data. The information and opinions contained herein
have been compiled or arrived at, based upon information obtained in good faith from sources
believed to be reliable. Such information has not been independently verified and no guaranty,
representation of warranty, express or implied, is made as to its accuracy, completeness or
correctness. All such information and opinions are subject to change without notice. This document
is for information purposes only. The document should not be construed as an offer or solicitation of
an offer, to buy or sell any securities or other financial instruments.
Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of
whatsoever nature for the information, statements and opinion given, made available or expressed
herein or for any omission therein. Recipients of this document should be aware that past
performance is not necessarily a guide to future performance and value of investments can go down
as well. The suitability or otherwise of any investments will depend upon the recipient’s particular
circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.
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