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Dear Fellow Investors,

Below is the consolidated performance of the Moats & Special Situations Product as at the end of June
2014.

Total Portfolio
Equity Allocation |Equity Returns after |Benchmark

Portfolio Performance as on 30.06.2014 |Returns |Expenses Returns
Since Inception (annualised) 28.8% 17.5% 8.2%
June 2014 Quarter 60.7% 35.4% 22.3% 25.2%

» Benchmark returns are based on BSE 500 and BSE Mid Cap in equal weight.

 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.

« Inception Date is 27" January 2011.

An election result that has given a simple majority to one party (for the first time after 1984) has boosted
market sentiment and given rise to hopes of an economic turnaround and clearer policy formulation. The
hope of investors and businessmen is that “policy paralysis” would become a thing of the past and this
clear mandate to a single party will change things for the better.

The markets have responded positively with the broader indices touching new all-time highs. Within the
broader market the mid & small cap indices along with PSU stocks have significantly outperformed the
large caps. We have certainly benefitted from this change in sentiment as the portfolio that we had built
over the last one to one and a half year had specifically focused on that segment of the market (refer the
Mar 2013 newsletter), which tends to show that our process is more proactive in seeking out prospective
returns rather than reactive in chasing past market returns.

Where do we go from Here?

Markets have moved from overt pessimism (Aug 2013) to exuberant optimism, but for the current rally to
sustain, fundamental metrics need to catch up with the “hope” factor. To elaborate, in our September
newsletter we had highlighted that pessimism had brought the Sensex to the lower end of the Dec 2014
valuation range. The rally since the August bottom has brought the Sensex slightly above the mid band of
the valuation range (marked by the grey dotted line). For any move to sustain above this mid band, we
believe, needs support from fundamental improvement in earnings.
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Figure 1: Sensex Valuation range:
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Though mid & small caps have rallied sharply, there are pockets of value still available, on a relative
basis, as compared to large cap stocks. But the High Quality (HQ) mid & small cap stocks which were
providing value until now have rallied sharply in the last 3 months and thus opportunities remain only in
the average and low quality space which is not our preferred market segment. This has reduced our
opportunity set and thus our equity weights, as we have started trimming some of the cyclical names
which have already factored a cyclical recovery, and now therefore exhibit speculative prices.

The scramble of market participants into cyclical stocks and out of “defensive” names has provided us
with opportunities in the FMCG space. We have already started adding weights to some of the FMCG
names and weights would further go up if, as we expect, we get a stiff market correction and get some of
our preferred companies within our target range.

Global Macro:

Though we are cautious about the Indian market moving ahead of fundamentals, we are not yet worried
about Indian equities from a standalone basis as we are coming out of a bad business environment and
moving into one which would be hopefully governed by a prudent policy environment along with the fact
that there is significant savings in other asset classes which has the potential to flow into equity in India.
We are however concerned of a far more serious global correction that could affect FII flows into India
and the resulting impact on the Indian market. We continue to be worried of the repercussions of the QE
unwinding that would occur because sooner or later the major mental prop (QE) that investors have used
to invest in equities will perforce dissipate and investors will begin to discount that event six to nine
months in advance.

Page 2 of 6
Prepared for Restricted Circulation

Regd. Office: 3rd Floor, Trade Centre, North Main Road, Koregaon Park, Pune — 411001, Tel. +91 20 66033141/2, www.multi-act.com



http://www.multi-act.com/

® N Multi-Act Equity Consultancy Pvt. Ltd.
/ 10t floor, The Ruby Tower, 29 Senapati Bapat Marg,
Dadar (W), Mumbai- 400028,

Tel +9122 61408989

|T|L|L7‘L'i\ET www.multi-act.com

Asset Allocation:

Figure 2: NIFTY Trend

NIFTY Index Price from 1990 to 30 Jun 2014
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We have taken advantage of the sharp rally by significantly reducing our equity weight in the portfolio
that we were holding as on March 2014 from 70% to ~56%. With the addition of some defensive names
in the current quarter our equity weight stands at ~62%. The reduction in equity weight was not driven by
any sort of “gut” feeling, but on account of sticking to our Global Rational Analysis framework (GRAF)
which presages a significant drop in the prospective return for some of our HQ cyclical holdings. Many
of these stocks have run ahead of fundamentals in the short to medium term. As our focus is to maximise
risk-adjusted returns, we would only re-enter the stocks when the prospective return compensates us for

the unit of risk being taken.

Page 3 of 6
Prepared for Restricted Circulation

Regd. Office: 3rd Floor, Trade Centre, North Main Road, Koregaon Park, Pune — 411001, Tel. +91 20 66033141/2, www.multi-act.com



http://www.multi-act.com/

o N Multi-Act Equity Consultancy Pvt. Ltd.
/ 10t floor, The Ruby Tower, 29 Senapati Bapat Marg,
Dadar (W), Mumbai- 400028,

mULmi\ET Tel +9122 61408989

www.multi-act.com

Figure 3: High Quality vs Low Quality:
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HQ vs LQ ratio is the ratio of HQ index / LQ Index. HQ and LQ indices are equal weighted indices with 30 companies each. The HQ and LQ
stocks have been selected based on Multi-Act grading criteria. The Ratio is used as an indicator to identify risk aversion.

The High Quality vs Low Quality ratio highlights the shift of preference in the market for Lower Quality
as compared to High Quality. The movement in the ratio has more to do with the sharp outperformance
of the Low Quality stocks than a decline in the HQ stocks. This is an indication of increasing
complacency amongst market participants which should be viewed as a sign of caution. If this bullishness
were to persist for a prolonged period it could lead to underperformance across portfolios since we have
been increasing our cash positions along with an increase in HQ defensive names.

Figure 4: Requlated Utilities Risk Premium:
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Regulated utilities Risk premium is the difference between the IRR based earnings yield of 5 companies and the 10 Year GOI bond yield. This
measure tries to capture the risk premium that market participants are associating with these regulated entities which have relatively
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stable businesses. Thus it highlights the optimism/pessimism amongst market participants. We have shifted this Index from a MCap
weighted to an Equal weighted to give better representation to all the companies.

The risk premium for owning regulated utilities has dropped sharply showing improving market
optimism and increasing risk appetite. If we were to get to the extreme optimism phase, our equity
weights would continue to come down further-perhaps to about 50%.

Figure 5: Portfolio activity during the Quarter:

Moat/Limited Moat Jun-13 Sep-13 Dec-13 Mar-14| Jun-14
Moat 31% 33% 37% 33% 32%
Limited Moat 44% 43% 42% 45% 42%

Moat + Limited Moats 75% 76% 79% 78% 74%
No Moat 18% 13% 10% 12% 14%
Regulated Utility 7% 11% 11% 11% 12%
Grand Total 100% 100% 100% 100% 100%
Sectors Jun-13 Sep-13 Dec-13 Mar-14| Jun-14
Auto & Auto Ancs 22% 19% 20% 24% 21%
Capital Goods 16% 10% 10% 9% 8%
Financials & Financial Services 23% 25% 20% 21% 19%
FMCG - 2% 5% 5% 13%
Information Technology 2% 3% - - 3%
Logistics 3% 4% 5% 6% -
Industrials 13% 13% 19% 20% 21%
Pharma 8% 7% 5% - -
Telecom 3% 3% 4% 4% 3%
Utility 7% 13% 11% 11% 12%
Other - 2% 2% 2% -
Grand Total 100% 100% 100% 100% 100%
Stock activity:

We recently exited Container Corporation of India as it was trading above the High End of our valuation.
We do not see substantial upside in the near term whilst the market seems to be factoring in too much of
a rosy future to current prices without factoring the inherent limitations of a PSU.

We exited Info Edge (Naukri.com, 99Acres.com) as the market was not only willing to pay peak
multiples for the core business but also willing to pay significant value for other businesses which are
currently making losses. Though, we believe some of these other businesses could turn profitable and add
significant value to the company in the long run, the valuation seemed to us to have entered the
speculative zone and prospective return from holding the company from a medium term point of view
was at best zero. We continue to believe in the strength of the Moat of its Core business and would look
for an opportunity to re-enter the stock once it comes within our comfort zone.

We have increased our weights in two FMCG stocks that we were holding in the portfolio. We have also
added a FMCG name in the hair oil space which is the market leader in a niche value-added hair oil
segment. This particular segment has been seeing faster growth in the past few years than the overall hair
oil market on account of shift from traditional coconut hair oils. Currently volume growth in this category
has slowed down because of curtailed spending on the discretionary side which also reduces conversion
from traditional hair oil to the value added category. We feel the current slowdown is temporary and as
the discretionary spending recovers, one can expect the conversion driven volume growth to return.
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We initiated a position in one of the largest IT companies in India. The company was going through a
phase of internal restructuring which led to many senior level exits. The market is sceptical of a
turnaround in the fortunes of this company in the near term which we feel is being factored in the
valuations. We also derive comfort from the fact that this is a Limited Moat business with a high “free
cash flow” generation and a customer renewal rate of around 97%. Recently there has been a change of
leadership in this company and we feel that may additionally bode well for the fortunes of this company.

Regards,
Jinal Sheth Rohan Samant
Portfolio Manager Asst. 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 renewed SEBI PMS registration effective October 14, 2011 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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