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Date: 11th October, 2011
Dear Fellow Investors,
We have been in volatile times and as someone wisely has said volatile times create the best
opportunities for people who have a discipline and process in place. At Multi-Act, we have a stringent
process in place which helps us pick stocks during such volatile times. As Warren Buffet says it best "Occasional outbreaks of those two super-contagious diseases fear and greed will forever occur in the
investment community. The timing of these epidemics is equally unpredictable, both as to duration and
degree. Therefore we never try to anticipate the arrival or departure of either. We simply attempt to be
fearful when others are greedy and to be greedy only when others are fearful."
Coming to the consolidated performance of the PMS portfolios.
Equity
Total
Portfolio
Allocation as Equity
Returns before Benchmark
Portfolio Performance on 30.09.2010 Returns Expenses
Returns
Since Inception 27.01.11
40.8%
19.6%
6.9%
-14.4%
September Quarter
1.7%
1.3%
-11.3%
• PMS portfolios returns are for less than 1 year and not annualized.
• Benchmark returns are based on BSE 500 and BSE Mid Cap in equal weight.
• The benchmark returns are also for a period less than one year and are absolute returns.
• Returns are cash flow adjusted and time (Daily) weighted returns after expenses.
• The actual returns of clients may differ from client to client due to different portfolio and timing of investment.
• Past performance is not guarantee for future performance.

We would like to highlight that although markets have underperformed significantly in this quarter, our
performance has managed to remain healthy and this can be attributed to


Majority of our portfolio consists of High Quality names which haven’t corrected as much as the overall
indices and so there are chances these companies could see some correction. History has shown that Good
quality usually corrects in the last leg of the bear market.
Secondly, one of our positions has run up sharply on news of the parent wanting to take the Indian arm
private by making an open offer in the market.

Optimum Allocation and actual selection
The market has managed to slip slightly below trend line in the last quarter and there has been a lot of
negatives news around the globe. Although FII’s have been heavy sellers, there has been selective cherry
picking going around within selective sectors. We have managed to get up our equity allocation close to
45% as we write this newsletter, although we would optimally like to be at around 50% weight within
equities at around trend levels but as mentioned earlier that since good quality hasn’t corrected as much,
we have been slightly tied down. We are confident that we shall get to that level sooner rather than later.
Portfolio - breakup
Moat/Limited Moat
Non Moat

In the current economic scenario, there is a lot of value emerging within equity
71% as an asset class but majority of that is within the low to mid quality companies
(low barriers to entry), in which we prefer to have minimum weight age.
29%
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Unlike the previous quarter it has been slightly better in regards to buying High Quality companies at
reasonable prices due to markets having been in a bearish mode currently driven by global macro events
and high interest costs. In spite of this environment bottom up stock picking has helped us stay afloat.

Sector Allocation:
We have been increasing our exposure to the MNC pharma sector since
we believe those companies are in a structural upturn (helped by
regulation changes as well as the money power) and should continue to
outperform the overall market. We have been positive on Auto & auto
ancillaries which will benefit from the low penetration levels in the
country aided by an increasing consumer class. We are positive on the
telecom space with the recent price hikes taken by the leader supported
by valuations, although there are slight hitches on the regulation side.
We are currently underweight the banking sector as we believe
valuations are not compelling enough for the level of bad news that
would be coming along. Although with the recent correction we would
be seeing some level of action in that sector. FMCG as a space continues
to remain expensive which is factoring the huge shift in the consumption
pattern in this country. We have a few names on our radar and would be
buyers with any slight correction there.
Pharma & Research
Auto/ Auto Ancs
Finance & Banking
Capital Goods
Telecom
Utilities
Credit Rating
FMCG
Logistics
Metals
IT
Others

17.7%
14.5%
13.5%
11.6%
8.3%
8.3%
6.1%
4.6%
3.9%
3.6%
2.3%
5.6%

Fund activities during the Quarter:
Our PMS has seen quite a bit of activity in this quarter created by the volatility. Such volatile times are
our good friends since that’s where fear is the highest and hence good quality companies can become
available at reasonable prices.
During the quarter, we initiated a position in a leading logistics provider in the country. We believe the
company has certain barriers to entry. Since the key to this business of transportation of containers is the
rail linked container depots for which one needs strategic locations and this company has established its
presence across the country. We believe the stock is currently being valued below its true intrinsic value
due to near term negatives which we believe is a temporary phenomenon and hence we will continue to
add at lower levels.
We have also added shares in a major auto company whose fundamentals are one of the best in the world
and hold a huge market share although due to intense competition we could see that market share +
margins erode which is currently being factored in the stock price. We believe the distribution network
the company holds will help maintain its competitive advantage for some time to come. This company
has been able to run a tight ship in regards to its working capital, it has a net cash situation and has been
able to generate above average return on capital and will continue to have first mover advantage in this
country.
We also initiated a position in one of the lowest cost producers of Aluminium in the world with the help
of its bauxite mines which gives it the lowest cost producer status. This advantage could help the
company earn above cost of capital in the foreseeable future. The company has net cash on its balance
sheet and is able to generate strong free cash flows as well. Currently the economic environment has
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been slightly bad due to which global prices of aluminium along with all major metal prices have
collapsed. At current prices the market is giving no value to their growth that will come in the future.
Regards,
Jinal Sheth
Portfolio Manager
Statutory Details: Portfolio Manager – Multi-Act Equity Consultancy Private Limited
Disclaimer
This is an Internal Document and not meant for unlimited public circulation. This document has been solely prepared for the PMS Clients of Multi-Act Equity
Consultancy Private Limited (MAECL) 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 Client.
The information is prepared on the basis of publicly available information, internally developed data and other sources believed to be reliable. MAECL 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.
The information is meant for general reading purpose and is not meant to serve as a professional guide. Hence the client may or may not be holding the Company
mentioned in the newsletter in its/his/her PMS portfolio as the portfolio will vary from client to client depending upon the investment strategy followed by the Portfolio
Manager for each client.
MAECL, its associates or any of their respective directors, employees, affiliates 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 MAECL strictly confidential and will not use, share or disclose such information to any third party.
It is stated that, as permitted by SEBI Regulations and the Company’s Employee Dealing Policy, MAECL 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. MAECL
is not responsible for any error or inaccuracy or any losses suffered on account of any information contained in this document. Neither MAECL 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.
Risk factors
General risk factors
a.

Securities investments are subject to market risks and there is no assurance or guarantee that the objective of the investments will be achieved.

b.

Past performance of the Portfolio Manager or its affiliates does not indicate its future performance.

c.

Investors are not being offered any guaranteed or assured returns i.e either of principal or appreciation on the Portfolio.

d.

As with any investment in securities, value of the Client’s Portfolio can go up or down depending on the factors and forces affecting the capital market.

e.

The Portfolio Manager is neither responsible nor liable for any losses resulting from the operations of the Portfolios.

f.

The investments made are subject to external risks such as war, natural calamities, and policy changes of local / international markets which affect stock
markets.

g.

The Portfolio Manager has obtained SEBI PMS registration effective October 14, 2008 and has no previous experience / track record in providing Portfolio
Management Services. However the Portfolio Manager has more than 10 years of experience in managing its own funds invested in the domestic
market.

Specific risk factors
The product portfolios offered by the Portfolio Manager are subject to the following risk factors:
a.

The Moat & Special Situations Portfolio will primarily invest in companies which by and large are not well followed by brokerage houses, foreign
institutional investors and domestic institutions. Hence liquidity may be relatively less as compared to companies which fall in the population of
stocks from which most brokerage houses draw up their coverage list for investments. Market pricing of such securities is also relatively
inefficient. Further information flow on these companies is restricted as they lack attention.

b.

The Client’s investment with the Portfolio Manager could be subject to a lock-in period as per terms and conditions mentioned in the Agreement and to that
extent liquidity would be restricted.

c.

Investors may note that the Portfolio Manager’s investment decisions may not always be profitable, as actual market movements may be at variance with
anticipated trends.

d.

The liquidity of the Portfolio’s investments is inherently restricted by trading volumes in the securities in which it invests, settlement periods and transfer
procedures in the equity and debt markets. Different segments of the financial markets have different settlement periods and such periods may be
extended significantly due to unforeseen circumstances. The inability of a Portfolio to make intended securities purchase due to settlement
problems could cause the Portfolio to miss certain investment opportunities. Similarly, the inability to sell securities held in the portfolio due to
absence of a well developed and liquid secondary market would at times result in potential losses in the Portfolio, in case of a subsequent decline
in the value of securities held in the Portfolio.

e.

Investments in equity and equity related securities involve high degree of risks and the Clients should not place funds with the Portfolio Manager to invest
unless they can afford to take the risk of losing their investment.
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f.

The Portfolio is also vulnerable to movements in the prices of securities invested in, which again could have a material bearing on the overall returns from
the portfolio.

g.

The valuation of the Portfolio’s investments may be affected generally by factors affecting the securities markets, such as price and volume volatility in the
capital markets, interest rates, currency exchange rates, changes in policies of the government, taxation laws or policies of any other appropriate
authority and other political and economic developments and closure of stock exchanges which may have an adverse bearing on individual
securities, a specific sector or all sectors including equity and debt markets. Consequently, the value of the Portfolio may fluctuate and can go up
or down.

h.

While securities that are listed on the stock exchange carry lower liquidity risk, the ability to sell these investments is limited by the overall trading volume
in the stock exchanges. Debt and money market securities, while fairly liquid lack well-developed secondary market, which may restrict the
selling ability of the Portfolio(s) and may lead to the investment(s) incurring losses till the security is finally sold.

i.

The performance of the Client’s portfolio may be adversely affected by the individual company’s changes in the market place and industry specific and
macro economic factors.

j.

Risk arising from the investment objective, investment strategy and asset allocation: Each portfolio will be exposed to various risks depending on the
investment objective, investment strategy and the asset allocation, market risk, political and geopolitical risk and risk arising from changing
business dynamics, which may affect portfolio returns. The investment objective, investment strategy and the asset allocation may differ from
client to client. However, generally, highly concentrated portfolios with lesser number of stocks will be more volatile than a portfolio with a larger
number of stocks. Portfolios with higher allocation to equities will be subject to higher volatility than portfolios with low allocation to equities.

k.

Risk arising out of non-diversification - diversified portfolios (allocated across companies and broad sectors) generally tends to be less volatile than nondiversified portfolios.

l.

At times, portfolios of individual Clients may be concentrated in certain companies/industries. The performance of the portfolios would depend on the
performance of such companies / industries / sectors of the economy.

m.

Any policy change / technology change / obsolescence of technology would affect the investments made in a particular industry.

n.

Unrated / lower rated securities: The Portfolio Manager may invest in lower rated / unrated securities offering higher yields. This may increase the risk of
the Portfolio. Such investments will be subject to the scope of investments as laid down in the Agreement.

o.

Risk due to participation in securities lending: The Portfolio Manager may subject to the authorization given by the Client in writing, participate in
securities lending. In the case of stock lending, risks relate to the defaults from counterparties with regard to securities lent and the corporate
benefits accruing thereon, inadequacy of the collateral and settlement risks.

p.

Debt and fixed income securities: Given below are some of the common risks associated with investments in fixed income and money market securities.
These risks include but are not restricted to: Interest rate risk: As with all debt securities, changes in interest rates will affect the valuation of the
Portfolios, as the prices of securities generally increase as interest rates decline and generally decrease as interest rates rise. Prices of longer-term
securities generally fluctuate more in response to interest rate changes than do shorter-term securities. Interest rate movements in the Indian debt
markets can be volatile leading to the possibility of large price movements up or down in debt and money market securities and thereby to
possibly large movements in the valuation of Portfolios. Liquidity or marketability risk: This refers to the ease at which a security can be sold at or
near its true value. The primary measure of liquidity risk is the spread between the bid price and the offer price quoted by a dealer. Liquidity risk
is characteristic of the Indian fixed income market. Credit risk: Credit risk or default risk refers to the risk which may arise due to default on the
part of the issuer of the fixed income security (i.e. will be unable to make timely principal and interest payments on the security). Because of this
risk debentures are sold at a yield spread above those offered on Treasury securities, which are sovereign obligations and generally considered to
be free of credit risk. Normally, the value of a fixed income security will fluctuate depending upon the actual changes in the perceived level of
credit risk as well as the actual event of default. Reinvestment Risk: This risk refers to the interest rate levels at which cash flows received from
the securities under a particular Portfolio are reinvested. The additional income from reinvestment is the “interest on interest” component. The risk
refers to the fall in the rate for reinvestment of interim cashflows.

q.

Risks associated with investment in securitised instruments: As with any other debt instrument, the following risk factors have to be taken into
consideration while investing in pass through certificate (PTCs): a. Credit risk: Since most of the PTCs are drawn from a cherry picked pool of
underlying assets, the risk of delay / default due to poor credit quality is low. Furthermore most of the PTCs enjoy additional cashflow coverage in
terms of subordination by another lower class of PTCs or in terms of excess cash collateralisation. b. Liquidity risk: Since the maturity of the
PTCs will be in line with the maturity of the Portfolio, the risk arising from low secondary market liquidity of such instruments is low. c. Price
risk / interest rate risk: The price risk of these instruments shall be in line with the maturity / duration of such instruments. However given the fact
that these instruments will have a maturity profile up to 2 years, the duration risk is relatively less. d. Domestic securitised debt can have different
underlying assets and these assets have different risk characteristics. These may be as given in the following example: Security 1 -Backed by
receivables of personal loans originated by XYZ Bank. Specific risk factors: Loss due to default and/or payment delay on receivables, premature
termination of facility agreements, limited loss cover, delinquency and credit risk, limited liquidity and price risk, originator/collection agent risk,
bankruptcy of the originator, co-mingling of funds. Security 2 - senior series pass through certificates backed by commercial vehicles and twowheeler loan and loan receivables from ABC Bank Limited.

r.

Different types of securities in which the Client’s funds would be invested carry different levels and types of risks. Accordingly, the portfolio’s risk may
increase or decrease depending upon its investment pattern; e.g. corporate bonds carry a higher amount of risk than government securities. Further,
even among corporate bonds, bonds which are AAA rated are comparatively less risky than bonds which are AA rated.

s.

Mutual fund risk: This risk arises from investing in units of mutual funds. Risk factors inherent to equities and debt securities are also applicable to
investments in mutual fund units. Further, scheme specific risk factors of each such underlying scheme, including performance of their underlying
stocks, derivatives instruments, stock lending, off-shore investments etc., will be applicable in the case of investments in mutual fund units. In
addition, events like change in fund manager of the scheme, take over, mergers and other changes in status and constitution of mutual funds,
foreclosure of schemes or plans, change in government policies could affect performance of the investment in mutual fund units.

t.

The Clients may not be able to avail of securities transaction tax credit benefit and/or tax deduction at source (TDS) credit and this may result in an
increased incidence of tax on the Clients. The Client may incur a higher rate of TDS/ dividend distribution tax in case the investments are
aggregated.

u.

In case of investments in mutual fund units, the Client shall bear the recurring expenses of the portfolio management services in addition to the expenses of
the underlying mutual fund schemes. Hence, the Client may receive lower pre-tax returns compared to what he may receive had he invested
directly in the underlying mutual fund schemes in the same proportions.
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v.

After accepting the corpus for management, the Portfolio Manager may not get an opportunity to deploy the same or there may be delay in deployment. In
such situation the Clients may suffer opportunity loss.
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