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The primary purpose of reaching out to you is to highlight a few seemingly difficult challenges in
managing our family wealth which we have overcome through a disciplined, unique and
differentiated approach.

At the outset allow me to introduce ourselves as a boutique investment house focused largely on
equities research and analytics — both Indian and Global.

Multi-Act was started in 1997 by two Wharton graduates and has grown to a 40 member team
today, of which, 25 are in research and investment. Most of them are CAs, CFAs and a few
statisticians.

Since inception, Multi-Act has been engaged in creating a process for stock-selection and
valuation in order to construct a portfolio of investments in Indian and Global markets. Our Global
Rational Analysis Framework (GRAF) is a process which uses tools from fundamental, technical
and quantitative analysis, and is set against backdrops of behavioral finance and Austrian
economics.

Multi-Act has been providing research based investment advisory services for its principals’ funds
as well as to its institutional clients which include some highly respected global hedge funds.

Multi-Act’s success with managing our “proprietary” funds over the last several years led to a few
select families to request us to manage their funds as well. This led us to believe that GRAF could
be of interest to like minded people who value their wealth and are focused on maximizing growth
through prudent investing and a high degree of focus on capital preservation. Our principals have
over 25 years of experience in investment management and research across the globe.

The cornerstone of Multi Act’s investment philosophy is risk control. To that end, the primary
goal is that of capital preservation. The belief is that the ‘compounding engine’ works most
efficiently when there are no large ‘draw downs’ in the value of the portfolio — and no permanent
impairments or ‘permanent losses of capital’ in any of the portfolio constituents.

Our discussions with like-minded investors have frequently come up with posers with respect to
“Challenges faced by families” and | would like to share my views with you.

The biggest challenge that families face today is that the macro economic landscape is very
different from the most recent past.

Memories in India of equity investors are most pronounced of the glorious 2003-2007 period.
Even the experience of the 2008-9 period has not dented the basic correlation that equity investors
seem to make between the expected GDP growth of 8%-9% and glorious equity returns in the
future-especially when the equity markets are running hot.

Yet since 2003-2007 the macro environment, especially the impulses from overseas, are very
different. India is no longer an isolated market and is very much buffeted by FII inflows. FlI
inflows are to a certain extent, captive to the macro environment globally.

The complexity of links in the Global Economy makes it very difficult for families to understand
the crux of the issues that are relevant for investing in the appropriate Asset classes.
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So what are the global macro- impulses that affect India and Indian investors?

In all the various mainstream press & media reports very rarely do | see a complete or honest
discussion of what I consider the main risks facing the global economy.

For us the main one is that the US $ , which is the de facto global currency (money ?) is clearly
in it’s death throes, with no credible candidate to take over the mantle of a global reserve currency.
In fact the monetary authorities of all the candidates: the Yen or the Euro are more interested in
devaluing their own currency in order to meet their domestic challenges.

This means that the entire global monetary system built on the accumulation of US$ reserves and
the issuance of local fiat currencies is inherently flawed and facing its twilight years. We think
there is alternative money that needs to be made a currency again, but that will be discussed later
in this article.

US Monetary and Fiscal authorities no longer exercise the care that behooves of an entity that
enjoys the “exorbitant privilege”: The privilege of issuing your own currency in settlement of your
liabilities. Quite clearly US authorities have come to the conclusion that Richard Nixon came to in
the 1970’s “it’s our money but your problem”.

So ever since the Global Financial Crisis in 2008-9, the US has tried vainly to export the impact of
debt deflation to the rest of the world, but in particular to Asia, via low and negative “real” interest
rates. The Asian “peggers” have had a choice: they can

1) either try and match these negative ‘real” rates by lowering their own administered rates at the
risk of sparking “asset bubbles” and high domestic inflation or

2) They can run a monetary policy more appropriate to their own domestic economic
circumstances, and suffer a high and an increasing “real” exchange rate (with a concomitant
deflation).

In the aftermath of the GFC, Asian Central Banks and Fiscal authorities bought into the story that
they needed to engage in coordinated action of the same sort with the developed world, with the
result that all the Asian countries suffer from persistent and high inflation today. With the
domestic angst that has hit the more underprivileged sections of society as inflation is wont to do,
Asian Central Banks and Governments are now reversing course and switching to policy option 2.
The deflationary impact of this switch has yet to feel its impact on Asian economies, but sooner or
later it will and exporters will be the most affected.

The second macro-economic impulse is that Governments everywhere but especially in the
Developed World, has decided to live in a “twilight zone”, a world where interest rates are close to
zero and fiscal deficits touch nearly 6% to 10 % of GDP in a variety of countries. When this
“twilight zone” world is threatened by the inevitable increases in long duration interest rates, they
unveil one Quantitative Easing (QE) after another. By perpetually penalizing savers and
subsidizing consumers how in the world do Central Banks expect any “real” growth (domestic
savings & domestic investments) to take place by having the private sector take the lead in
investing.

Finally the third macro- impulse is that there still seems to be an underlying belief, naive to us,
touching nonetheless, that somehow Central Banks and Governments-central planners both - will
“fix” what ails us. So market participants, leveraged speculators and the “lady in Peoria “ever
since March 2009, have been happy to buy and sell securities at prices that clearly do not take into
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account the possibility that CB’s do not have a magic wand and midnight will surely strike. What
then?

So what is the implication of all this for families that per force need and have to have some
exposure to Indian equities and assets?

We would argue it has three implications:

As far equity exposure goes

Firstly, the business model is more important than the valuation of the business. By that we mean
that business models that do not depend upon access to the capital markets for their existence are
prized over any business model that is dependent upon access to the capital markets-either debt or

equity. When investing ask yourself this question: if the capital markets shut down for two years
can this business survive?

To demonstrate this point, Multi-Act track two indices High Quality and Low Quality and below
we exhibit the performance of these indices and the ratio of HQ/LQ since May 2007.

Ratio of High Quality Index India Vs Low Quality Index India
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The second implication is that investors should expect periods of stable equity price performance
to be interrupted by violent and heightened volatility when from time to time when international
participants take fright on account of any one of the 3 macro challenges!

As investors in equities we would urge you to make sure that your cash positions allow you to take
advantage of these periodic sightings rather than being forced to react. Re-balancing at the Y2

Upper and Lower limit is critical in being able to take advantage of this volatility rather than
become a victim of the volatility.

NIFTY TREND CHART
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10000 -

CAGR of trend is 11.79% p.a. -
AdjRSqis83% e

1000 4=~

Vo ' UL=9889.21
e 1/2 UL=7416.91

Px=5040

T Trend = 4944.6
1/2 LL=3708.45

LL=2472.3

100 T T T T T T T T T T

 dF F f X P F P PN
——PX_IAST —Trend ——- UL ——- LI ~—HalfUL -~ HalfLL

SENSEX TREND CHART

SENSEX Index Price from 1990 to 02 Sep 2011
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The third implication is that we think that Indian families need to have a healthy exposure to
gold and gold mining shares, as much as perhaps 10% of their investable assets.

GOLDS Comdty Price from 1973 to 21 Sep 2011
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Disclaimer
This is not meant for unlimited public circulation.

This document has been solely prepared for educational and illustrative purposes for the recipient only and is not meant for circulation to any
third party. The information contained herein does not constitute any guidelines or recommendations on any course of action to be followed
by the investor.

The information is prepared on the basis of publicly available information, internally developed data and other sources believed to be
reliable. Multi-Act Equity Research Services Private Limited (MAERS) does not solicit any course of action based on the information provided
by it and the investor is advised to exercise independent judgment and act upon the same based on its/his/her sole discretion based on their
own investigations and risk-reward preferences.

MAERS, its associates or any of their respective directors, employees, dffiliates or representatives do not assume any responsibility for, or
warrant the accuracy, completeness, adequacy and reliability of such information and consequently are not liable for any decisions taken
based on the same.

This information is not intended to be an offer or solicitation for the purchase or sale of any security or financial product.

The investor shall at all times keep such information / data and material provided by MAERS strictly confidential and will not use, share or
disclose such information to any third party.

It is stated that, as permitted by SEBI Regulations, MAERS and/or its associates, affiliates and/or individuals thereof may have positions
in securities referred to in the information provided by it and may make purchases or sale thereof while the information is in circulation.

MAERS is not responsible for any error or inaccuracy or any losses suffered on account of any information contained in this report. Neither
MAERS nor any of its associates, directors, employees, affiliates or representatives shall be liable for any direct, indirect, special, incidental,
consequential, punitive or exemplary damages, including lost profits arising in any way from the information provided by it.

Multi-Act Equity Research Services Private Limited

Pune Address: 3rd Floor, Trade Centre, \
[}
North Main Road, Koregaon Park,

Pune 411001, India.

Tel: +91 20 6603 3140/1/2 mULﬁ_AET

Mumbai Address: 3rd Floor, Kshamalaya,
37 New Marine Lines, Churchgate,
Mumbai 400020, India.
Tel: +91 22 6140 8989

www.multi-act.com
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