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Date: 4th July 2016 

 

Dear Investors, 
 

Below is the performance of the Moats & Special Situations Portfolio (MSSP) as of 30
th
 June 2016.  

Portfolio Performance 

Equity 
Allocation as 
on 30.06.2016 

Total Portfolio 
Returns 

Benchmark 
Returns 

Since Inception (annualised) ~82% 16.6% 8.5% 

June Quarter  5.0% 9.3% 
• Benchmark is an average of the BSE 500 and BSE Mid Cap index. 

• Equity allocation mentioned above is for older accounts (who have been with us over 1 ½ years). New accounts equity allocation would be lower.  

• Returns time weighted and after management expenses but before performance 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. 

• Inception Date is 27
th
 January 2011.  

 
Markets have witnessed a sharp recovery from the lows it had touched in February. As discussed in our 
March newsletter, the market seemed, at that point, to be factoring in a lot of negatives, ignoring the 
possibility of any positive surprises. Positive surprises did come through: in the form of the Indian 
Meteorological Department (IMD) and International agencies suggesting a high probability of a better than 
normal monsoon this year after two back to back years of poor monsoons. Another positive was better than 
expected corporate earnings (ex PSU Banks and commodity sector). This was also on the back of a 
rationalization of expectations by market participants after consistent disappointments in the preceding few 
quarters. The RBI in its June policy statement has specified that its latest rounds of forward looking surveys 
have indicated an improvement in capacity utilization and in order books. 
 
While we witnessed some positive news on the domestic front, the global markets were impacted by 
Britain’s vote to exit the European Union that came as a major negative surprise. Although the direct impact 
of this event on the Indian economy can be limited, it is the indirect consequences (currency, fund flows) 
that one needs to be cognizant of, considering the fact that in the current global economy no country is an 
island. However, we would not like to speculate on the eventual outcome of this event and of any potential 
disintegration of the European Union. Our view is that the process of exit is complex and has many multiple 
paths but in any event the impact of Brexit on the markets per se is highly exaggerated for the time being. 
Focusing on High Quality businesses would help us to sail through an uncertain environment like the one we 
are in today. To give you a better understanding of our exposure to the international market, ~27% of the 
invested portfolio is in companies that have a major export business. This also comprises of commodity 
companies which are mainly supplying to the domestic market but whose prices may be determined by the 
international prices. Considering the quality of the businesses and the competitive advantages that they 
enjoy, we are comfortable with our exposure. 
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In the last quarter, our portfolio underperformed the benchmark. This is partly on account of High Quality 
stocks not participating on a relative basis in the sharp recovery from the February bottom as can be seen 
by performance of NSE Quality 30 and our in house High Quality Index in the table below. FMCG and IT have 
not participated to that extent. Amidst that we managed to cross our earlier portfolio peak in August, while 
most indices continue to hover below their earlier peaks in spite of a sharp bounce back (Except Midcap 
index).  
 

Performance 2015 Peak 
to 2016 
Bottom 

Recovery 
from 

Bottom 

2015 Peak 
to 30th Jun 

2016 

MSSP -9.5% 13.4% 2.6% 
NIFTY -22.5% 18.8% -7.9% 
Midcap -17.6% 22.8% 1.1% 
Smallcap -21.3% 23.6% -2.8% 
NSE Quality 30 Index -17.7% 14.1% -6.2% 
Multi-Act HQ Index -16.7% 13.6% -5.3% 
Multi-Act LQ Index -22.5% 27.3% -1.4% 

 
 
How is the Market placed? 
We are starting FY 2017 on a relatively low base in terms of corporate earnings. As shown in the chart 
below, the Quarterly sales growth for BSE 500 companies (Ex-Financials) is at -1 Standard Deviation, 
indicating extreme diversion from the long term average of ~15%. Median Sales growth has been used to 
get better feel of the health of the companies across the board without getting influenced by size. We have 
seen an uptick in March, but one needs to see if this momentum is sustained going forward. We do believe 
there are positive triggers in place which could help sustain and build on the momentum. 
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BSE 500 (Ex-Financials) - Median Sales Growth 

YoY Sales Growth Average +2 SD +1 SD -1 SD -2 SD

Multi-Act HQ and LQ indices are 30 stock equal weighted indices of the Top 30 
High quality and Low quality stocks respectively as graded by Multi-Act. NSE 
Quality 30 Index is MCap weighted index whose constituents are High Quality 
stocks as defined by NSE. 
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At the same time though, valuations continue to remain a cause of concern for an absolute return investor. 

Broader market valuations have already factored a recovery as can be seen in the charts below. Whether 

one sees the PE ratio or the EV/Sales ratio, valuations are above +1 Standard deviation. Again the median 

has been used to get the true feel of the underlying valuation rather than getting affected by Market Cap.  

 
 

 
 
 
As highlighted in our earlier newsletters, this overvaluation is mostly in the Mid and Small cap space. 
Barring a few select stocks, we believe prospective return in Mid and Small cap space is extremely low even 
if economic recovery comes through. There is value in the Large Caps and select sectors like commodities. 
But again one needs to be extremely selective in this space. In a nutshell high valuations (+1SD) are 
balanced by low sales growth (-1SD) and so on balance if one is able to construct portfolios with both 
reasonable valuation and low past sales growth, there is a prospect of a positive surprise. 
 

 
Asset Allocation:  
 
As we continue to see value in High quality large caps our current equity exposure stands at ~82% (would 
vary from client to client based on timing of entry of client and risk profile). Our asset allocation is determined 
by the bottom-up ideas which are based on opportunities that market provides and which suit our valuation 
and quality criteria. But in addition to quality and value criteria we also focus on earnings momentum and 
market interest (technical momentum) in the stock. Once all the 4 criteria are satisfied – i.e. Quality, Value, 
Earnings momentum and Technical Momentum we take our full potential exposure in a particular stock. 
 
Since inception of our PMS, we haven’t seen a period where all the 4 criteria have been consistently 
satisfied. But if we see earnings momentum picking up along with technical momentum, our equity 
allocation could continue to remain at high levels. But if one witnesses a “hope” based rally without any 
backing of fundamental improvement on the ground (like the one we saw in 2014-15) we would  most likely 
reduce our exposure. 
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Portfolio Activity:  
 

Business Model and Sector Allocation: 

Moat/Limited Moat Sep-15 Dec-15 Mar-16 Jun-16 

Moat 44% 39% 35% 35% 

Limited Moat 30% 30% 36% 35% 

Moat + Limited Moats 73% 69% 71% 71% 

Special Situations 14% 17% 18% 18% 

Regulated Utility 12% 14% 12% 11% 

Grand Total 100% 100% 100% 100% 

        
        

Sectors Sep-15 Dec-15 Mar-16 Jun-16 

FMCG 22% 21% 22% 23% 

Financials & Financial Services 16% 18% 20% 21% 

Auto & Auto Ancs 18% 17% 17% 15% 

Information Technology 13% 14% 16% 15% 

Utility 12% 14% 12% 11% 

Pharma 9% 6% 5% 5% 

Materials 5% 5% 5% 5% 

Industrials 2% 2% 3% 3% 

Capital Goods - - - 2% 

Telecom 4% 3% - - 

Grand Total 100% 100% 100% 100% 

 
We took an initial weight in a Capital Goods company that supplies to Foundries. It is a MNC with good 
technology backing from its parent. It is one of the largest players in India with high market share in its 
space. We believe the company would be the biggest beneficiary of Foundry automation in India. We would 
increase our exposure once we get better valuation comfort.  
 
Regards, 

Jinal Sheth     Rohan Samant 

Sr. Portfolio Manager    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. 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 st rategy 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, a ffiliates 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 
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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, consequent ial, 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 invest ments 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 marke t.  

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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