
GETTING SMARTER SERIES

Understanding Nifty Midcap 150 Quality 50 Index



Nifty Midcap 150 Quality 50 Index - Derivation
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Selecting Companies ranked 
101-250 in terms of M-Cap

Midcap Filter
Quality Filter

Selecting Companies based on
• Return on Equity
• Financial Leverage
• Earnings Growth variability



What are the ‘Quality’ filters?

Measures a company’s financial 
performance 

Indicates how effectively a company is 
utilizing its capital

Rising ROE indicates a company is able 
to generate higher profit without 
needing as much capital

Indicator of Financial leverage

High leverage could mean higher fixed 
costs & greater susceptibility to 
bankruptcy

Not considered for financial services 
companies

Reflects Earnings Quality of a company

Consistent EPS growth reflects healthy 
earnings quality and vice versa

Stocks with negative EPS in any of the 
previous 6 fiscal years are not considered 
for selection

Balance sheet + P&L Balance sheet Profit & Loss

Return on Equity Debt to Equity EPS Growth Variability

Comprehensive assessment of financial statements



How are companies selected using the ‘Quality’ filter?

Weighted Average Z-score is calculated for each 
stock

For Non-Financial Service sector company: 

Weighted Z score= 0.33 * Z score of ROE + 0.33 * -
(Z score of D/E) + 0.33* - (Z score of EPS growth 
variability) 

For Financial Service sector company: 

Weighted Z score= 0.5 * Z score of ROE + 0.5*-(Z 
score of EPS growth variability)

Z Score is calculated is for each of the 
Quality parameter of every stock

Z score of each parameter for each 
security is calculated as per the 
following formula

(x – μ)/ σ

Where;
x is parameter value of the stock
µ is mean value of the parameter 
σ is std. deviation of parameter.

Quality score is calculated for 
all eligible securities from the 

weighted average Z score 

Top 50 stocks based on Quality 
score are selected

Quality Score =
(1+ Average Z score) 

if Avg. Z score >0

Quality Score =
(1-Average Z 

score)^-1 if Avg. Z 
score < 0



How are stock weightages determined?

Weight of stock = 

Z score *    Free-float M-Cap 

Stock Weights are capped at lower of :
a. 5%  or
b. 5 times the weight of the stock in Nifty 

Midcap 150  Index

Higher Z Score 
Better Quality 

Parameters
Higher Weightage

Higher Free float M-cap Less promoter holding Higher Weightage



PARAMETER CALCULATION INTERPRETATION Example 

Stock A Stock B

Return on Equity 
(ROE)

Net Income
Shareholder’s Equity

Higher ROE, better prospect of 
selection

9% 12%

Debt to Equity ratio
Total Debt

Shareholder's equity
Lower D/E, better prospect of 

selection
2.5 0.9

EPS Growth 
Variability

Total earning
Outstanding shares

Lower earning variability, better 
prospect of selection

1.5 2.2

Illustration

Quality score of Stock B will be higher than that of Stock A. Thus, Stock B will have higher chance of being selected in Nifty 
Midcap 150 Quality 50 Index and will also have a higher weight compared to Stock A



MIDCAP 150

Other Features

QUALITY 50

 Constituents should have a minimum listing history of 1 
year

 Companies ranked based on quality score that are
 Top 25 – compulsorily included
 Beyond 75 – compulsorily excluded

 Reconstitution and re-capping of weights in June and 
December

 EPS growth variability is not calculated for stocks with 
negative EPS in any of the previous 6 fiscal years. Such 
stocks are not considered for selection



Disclaimer

Disclaimer: In this material DSP Investment Managers Pvt. Ltd. (the AMC) has used information that is publicly available, including
information developed in-house. Information gathered and used in this material is believed to be from reliable sources. The AMC
however does not warrant the accuracy, reasonableness and / or completeness of any information. The above data/statistic are given
only for illustration purpose. The recipient(s) before acting on any information herein should make his/their own investigation and seek
appropriate professional advice. This is a generic update; it shall not constitute any offer to sell or solicitation of an offer to buy units of
any of the Schemes of the DSP Mutual Fund.

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.
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