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Dear Investors,

Below is the performance of the Moats & Special Situations Portfolio (MSSP) as of 315 March 2017.

Equity

Allocation as Total Portfolio | Benchmark
Portfolio Performance on 31.03.2017 | Returns Returns
Since Inception (annualised) 16.2% 10.3%
March 2017 Quarter ~87% 8.9% 15.8%
1%t April 2016 — 315t March 2017 14.9% 28.4%

¢ Benchmark is an average of the BSE 500 and BSE Mid Cap index.

« Equity allocation mentioned above is for older accounts. New accounts equity allocation would be lower.

* Returns are time weighted and after management and performance expenses.

« The actual returns of clients may differ from client to client due to different portfolio and timing of investment.
« Past performance is no guarantee for future performance.

« Inception Date is 27" January 2011.

Market indices have recovered quite sharply post the demonetization impact in the quarter. Market
participants were factoring in a very negative outcome from demonetization. But in actual fact, post
corporate results in the December Quarter and with the benefit of hearing business commentary across the
sectors, market participants realized that business wasn’t as bad as was being imagined. In fact, majority
of businesses have recovered to pre-demonetization levels. Along with this, the recent emphatic win of BJP
in the state elections, clearly signals that the people are in desire for a change, irrespective of whether
demonetization had fulfilled the primary motive that it set out to achieve.

The union budget announced for this fiscal year was quite a balanced budget with focus on the middle
income strata. The government has taken steps which indicate their intent on encouraging home ownership
for the middle income group while discouraging investment in high end real estate. Real estate as an asset
class has been subdued for a while now and even though interest rates have started correcting, Real Estate
prices remain elevated. The yield differential i.e. borrowing cost is still far higher than rental yields and
investment opportunities continue to remain unattractive. Additionally with interest rates also coming
down, investors are finding debt returns unattractive. Thus as the alternative investment avenues remain
unattractive, flows into equity as an asset class remain strong and this could continue to remain so in India
for a while yet.

The broader markets i.e. small and midcap basket have also seen a sharp recovery post demonetization and
have continued their outperformance to the larger cap indices. With the continuation of strong domestic
inflows what was also interesting to note was that FII flows have also come back quite strongly (~$5bn
buying in the last couple of months) especially post the BJP’s election victory in the state of UP. Liquidity
has been quite strong especially post Budget. Domestic Mutual funds seem to be flush with money in the
form of SIP’s (systematic investment plans). What one might need to watch out for though is that
fundamentals on the ground haven’t changed much but markets have started to price in some of the awaited
recovery, at least across the broader markets. With a liquidity driven market it is very difficult to predict
the turn in markets but this is where we believe a process oriented approach is essential and should help
investors navigate through times where exuberance obscures a rational assessment of prospective returns.
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In the year gone by our portfolio has underperformed the broader market. As we are value conscious
investors, most of the time our portfolio we would have some contrarian positions. Such a portfolio would
be expected to go through its bout of underperformance when the momentum factor is being bid up by
market participants. Our current underperformance we think is mainly driven by our conscious decision to
be underweight what we believe is the overvalued Mid and Small cap space and avoiding the Low Quality
securities. In addition to this, the broader underperformance in the High Quality space has not helped.

Performance for the FY17

Moats & Special Situations Portfolio 14.9%
NIFTY 18.6%
NSE Midcap 100 Index 34.9%
NSE Small cap 100 Index 43.0%
Multi-Act High Quality Index 11.8%
NSE Quality 30 Index 10.8%
Multi-Act Low Quality Index 36.8%

Continued Overvaluation in Mid and Small Cap Space:

In the past few quarters we have discussed why we believe there is a significant overvaluation in the Mid
and Smallcap segment. This overvaluation has only been exacerbated overtime as the fund flows in that
segment continue to be very strong. Below chart shows the monthly median PE of NSE Midcap and NSE
Small cap index. We have used the median PE to reduce the influence of index heavy weights and thus

highlights broad based high valuations. Both the charts indicate that the broad indices are trading at +2 SD
from the mean and at a higher level than they were in 2007-8!

MNSE Midcap Median PE MSE Small Cap Median PE
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Searching for Value in Low Quality:

In the latest year (especially in the quarter gone by), one disconcerting thing that we have observed is that
Low Quality stocks are seeing increased interest. What we infer from this is that market participants seem
to be running out of ideas and are willing to invest down the quality curve where valuations might appear
reasonable. When ideas become difficult to come by there is an urge to lower the bar. The migration is
visible in the below chart. The Valuation premium of our High Quality basket has narrowed as compared
to Low Quality basket and is in the zone which suggests abundant risk appetite. And even though it is not
at the extreme it had touched in 2007 (where Low Quality started quoting at a premium to High Quality),
it certainly warrants extreme caution.

High Quality Valuation Premium over Low Quality
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The above chart captures the % difference between median PE multiple of Multi-Act High Quality universe and median PE
multiple of Multi-Act Low Quality universe based on Multi-Act grading system.

We had discussed at length as to why we prefer not to invest down the quality curve in our Dec 2014
Newsletter. Our message in a nutshell was that the probability of a “permanent loss of capital” increases
as we go down the quality curve. A bull market in Low Quality stocks is something we are happily willing
to remain on the sidelines.

When faced with the risk of underperformance in increasingly overheated markets, there would be a strong
urge to chase momentum or lower the bar. But we would neither change our process (focus on value) nor
our philosophy (focus on quality) as that’s what we believe, will deliver superior risk adjusted returns in
the long run. In cricket parlance, we are on a tough pitch currently and it’s better to play defense than go
for the big hits. When runs seem difficult to come by, one might get the urge to step out of the crease or
take an unconventional hit. But in essence we are playing a test match and not T20, and thus it pays to play
by the pitch rather than going after every ball.

Asset Allocation:

With increasing valuations in the broader market, our opportunity set has narrowed further. As you are
aware we were finding value in quality large caps for a while. But some of those stocks have also moved
away from our buying zone now. This has left us with companies in the HQ basket which could be facing
short to medium term business headwinds and where time could be the risk (i.e. time taken to resolve the
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headwinds). At this point the risk of time is something which we are willing to take over risk of overpaying
for relative certainty. As new opportunities have become hard to come by, we have been able to allocate
around 40% in equity in new accounts that we have been receiving in the past one month. Although our
older accounts continue to remain invested at high levels i.e. ~86-87% (weights could differ for clients with
different entry points) as we have not yet reached the sell zone for many of the stocks. When we construct
portfolios we think in terms of a 3 year+ perspective. We believe the predominantly contrarian portfolio
that we are owning today, is well placed from a prospective return perspective on a relative as well as on
an absolute basis. If the markets were to continue to move up from here, our equity weights would probably
start coming down especially where we believe fundamentals do not justify the prices.

Portfolio Activity:

Business Model and Sector Allocation:

Moat/Limited Moat Jun-16 Sep-16 Dec-16 Mar-17
Moat 35% 37% 36% 37%
Limited Moat 35% 34% 38% 39%

Moat + Limited Moats 71% 71% 74% 76%
Special Situations 18% 19% 16% 17%
Regulated Utility 11% 10% 10% 7%
Grand Total 100% 100% 100% 100%
Sectors Jun-16 Sep-16 Dec-16 Mar-17
FMCG 23% 21% 20% 20%
Financials & Financial Services 21% 22% 18% 20%
Information Technology 15% 17% 19% 19%
Auto & Auto Ancillaries 15% 14% 12% 12%
Pharma 5% 5% 9% 9%
Utility 11% 10% 10% 7%
Materials 5% 6% 7% 7%
Capital Goods 2% 3% 2% 4%
Industrials 3% 3% 3% 3%
Grand Total 100% 100% 100% 100%

Portfolio Activity during the quarter:

We have not added any new name during this quarter. Regulated utilities that we have owned have moved
up post the fall in interest rates. They are approaching levels where the expected IRR is not that attractive.
So we have been reducing our weights there. We have increased weight in one of our capital goods name
where that company indirectly services the auto and the infrastructure sector and the company is seeing
green shoots.

Regards,
Jinal Sheth Rohan Samant
Sr. Portfolio Manager Portfolio Manager
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Statutory Details: Portfolio Manager Multi-Act Equity Consultancy Private Limit¢Registration No. INP000002965)

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. 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 renewed SEBI PMS registration effective October 14, 2014 and has commenced its portfolio management activities with effect from January
2011. However, the Portfolio Manager has more than 10 years of experience in managing its own funds invested in the domestic market.
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