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Sankhya India Portfolio: Mar-2022

Date: 4 May 2022

Dear Investors,

We are pleased to share with you our first Sankhya India Portfolio (SIP) newsletter and our performance
since inception and over the last few highlighted periods.

Portfolio Performance Total Portfolio Returns BSE 500 TR Returns
Since Inception 17 October 2017 (annualised) 16.93% 13.49%
Annual: 1 April 2021 to 31 Mar 2022 22.85% 22.26%
Quarter: 1 Jan to 31 Mar 2022 -0.19% -0.25%
Month: 1 Mar to 31 Mar 2022 4.88% 4.24%

Performance of SIP vs BSE 500 TR index since inception date 17 October 2017

Cumulative returns of Sankhya India Portfolio as of 31 March 2022

250
200

150

100 e A e T

50

PR NS SR S N S SN ST, S A LA O S L
SR S N \QS‘ & S \,-gi‘ S N @ NS S \,gi‘

—sIP BSE 500 TR

In the initial period, SIP performed in line with the index. However, both during the Covid crash and
subsequent recovery, SIP performed in accordance with its objective of a lower drawdown and quicker
recovery, reflecting the high underlying returns of its portfolio constituents. It has continued to maintain a
lead over the index since. Since October 2021, SIP’s performance has been comparable to its Benchmark.

Sankhya India Portfolio limits its investment to Large- and Mid-cap (the top 250 companies as per market
cap). There are four building blocks to portfolio construction for SIP portfolios, viz. removing finance and
utilities, removing low (poor) quality companies, and selecting the best combination of profitability and
value.

Let’s review the performance of each of these factors independent of the other.
1. Impact of removing finance and utilities from the universe of 250 stocks

Quantitative strategies generally exclude Financials and Utilities. These sectors typically have higher
leverage, higher dividend yield and lower PE Ratios. They can therefore distort any strategy that includes
“value” as a factor by over selecting such companies. Chasing Earnings Growth in financial companies is a
inferior strategy as sometimes poor underwriting may lead to growth. Utilities generally have fixed output
& stable earnings and earnings growth is typically not an attribute associated with this sector. Therefore,
dividend yields, or PE ratios appear optically low and security selection in Quant portfolios can be tilted in
the favour of such stocks to the detriment of the final performance of a Quantitative Portfolio.
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How has the removal of these two sectors impacted the performance of the resulting universe?

Performance from October2017 to March 2022
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As seen above the performance of financials + utilities stocks basket is consistently less than that of the
remaining ones. Hence this step of removing financials and utilities has helped the strategy in stock selection.

2. Impact of Quality criteria

While investing in companies, we want to avoid investing in low-quality companies. We define quality of a
company by a proprietary 5-parameter score called Q-Score, which tests whether a company is generating
returns above the cost of capital with positive operating cash flow while possessing a favourable debt to
equity structure. We have found that this Q-Score sufficiently differentiates low-quality stocks from the rest.

Companies that score less than 5 are said to be low (poor) quality companies and are removed from the
universe. Following chart shows the performance of companies passing and failing the Q-Score criterion.

Performance from October 2017 to March 2022
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The performance of companies passing our proprietary Q-Score, is consistently better than those failing Q-
Score. Since January 2022, low-quality companies however have started gaining (or falling less) than high-
guality companies, usually an anomalous feature in a “rational” market .

Next, Sankhya chooses the best combination of profitability and value to finalize the list of 30 stocks. To

review whether each of these factors work, we will study the performance of top 20% i.e., 50 stocks with
highest profitability with remaining stocks, and top 50 stocks with highest value with remaining stocks.
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3. Performance of profitability factor

In our historical analysis as well as actual fund management, we have found that the profitability factor is
consistently rewarded by the market. But there are a handful of years when the most profitable companies
underperform the rest. The following chart shows the performance of the 50 most profitable companies as
compared with rest of the universe.

Performance from October 2017 to March 2022
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The profitability factor has worked as expected for most of the period since SIP inception. In the recent
period though, the performance of the less profitable companies in the universe has accelerated to catch up
with the 50 most profitable companies. How has this year been for the 50 most profitable companies?

Performance from 1 April 2021 to 31 March 2022
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==Top 50 Profitable companies Remaining 200 companies

Till September 2021, the basket of the 50 most profitable companies performed well. But post 1%t October
2021, the returns of the remaining companies have substantially outperformed that of the 50 most
profitable companies.

This shows that market penalized the profitability factor in latter half of this year.
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4. Performance of value factor

Finally, we add a value parameter that helps us choose companies within the selection criteria available at
relatively better prices. Let’s review how the value factor has performed over the fund’s lifetime.

Performance from October 2017 to March 2022
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The value factor has in fact not worked since SIP’s inception, and the performance of companies outside the
value bucket is quite high as compared to the bucket classified as value. Has the value parameter worked
this year?

Performance from 1 April 2021 to 31 March 2022
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==Top 50 Value companies Remaining 200 companies

The basket of top 50 value stocks lagged the remaining companies for almost all the review period, finally
catching up in the last month, and surpassing the performance slightly. So, the value factor appears to have
caught up with its initial underperformance and is performing at par with the non-value basket.
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Summary of the factor-wise performance

Let’s review the performance of all four factors at one go. The inner areas represent the performance of

companies that pass each of the parameters, and their respective outer areas show the performance of the
remaining companies.

eFinance- eLow (Poor)
Utilities 9.2% Quality stocks
10.6%
Non .
Finance- QUi
ees stocks
Utilities 17.0%
14.5% 0
Value Profitable
stocks stocks
9.4% 12.6%
eRemaining *Remaining
stocks 14.0% stocks 12.9%

Key takeaways

1. For SIP, not considering financials & utilities in its universe proved helpful to portfolio performance.

2. The Quality factor has worked in favour of SIP, with the quality stocks universe having a greater return
than the low (poor) quality universe. In the recent year, though, low-quality companies have rallied
more than quality ones.

3. The profitability factor worked for most part, but recently it was punished by the market, with top
50 profitable companies severely underperforming the remaining companies. Thus, the performance
of most profitable companies is at par with the remaining companies.

4. Value factor hasn’t worked over SIP’s inception, with value stocks having lower returns than

remaining stocks. At the end of the last fiscal year, value factor picked up to slightly exceed the
performance of the remaining stocks.
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Comparison with other quant funds (June 2019 to March 2022)

We have identified seven comparable quant funds in India which claim portfolios being constructed using a
guantitative investment logic. All seven of these funds have been started after SIP’s inception. Of these, we
have compared the performance of SIP with three comparable quant funds which started in June 2019 or
earlier.

We will see the positioning of SIP with the comparable funds as well as the indices in following chart/table.

@ SIP, 22.5% Max Drawdown znd Sharpe Ratio
21% Low Risk-High Return  High Risk-High Return _25. 1.16 SIP
-38.1% 0.64 BSE 500
19%
£ Nifty
3 BSES00, 17.9% g 0.56 o
7%
-32.8% 0.66 Quant fund 1
15%
-33.0% 0.62 Quant fund 2
Low Risk-Low Return High Risk-Low Return
13% -320056 0.73 Quant fund 3
15% 20% 25% 30%
Risk (Standard Deviation)

On the left, the quadrant chart shows the relative position of each fund, considering their risk-return position
as compared to the benchmark the BSE 500 index. SIP, with highest return and lowest risk lies at the top of
the low risk-high return quadrant. Only one other quant fund lies in the same quadrant with significantly
lower returns. The remaining two quant funds and Nifty index lie in the low risk-low return quadrant as
compared to the BSE 500.

Another important criterion for an investor is the maximum drawdown — the worst return from crest to
trough faced by the investment —and the Sharpe ratio (the excess return per additional unit of risk). Investors
would want the investment to fall less from its peak, and to give highest excess return with least additional
risk. The right-hand chart shows the maximum drawdowns and the Sharpe ratios for the SIP, all Quant funds,
and indices under review. Here too, SIP stands out with lowest drawdown and highest Sharpe ratio.

Concluding remarks

Sankhya India Portfolio is designed to select the top 30 stocks that are most likely to perform the best over
the next one year. Of the four building blocks of SIP, some may not perform at any given time. It is the
combination of these four blocks that we have found works consistently well over most market conditions
& regimes.

Regards,

Aniruddha Meher Jyoti Mhaske

Sr. PM & Associate Director PM & Associate Director
aniruddha.meher@multi-act.com jyoti.mhaske@multi-act.com
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Statutory Details: Portfolio Manager — Multi-Act Equity Consultancy Private Limited (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. This Document
and the Information do not constitute a distribution, an endorsement, an investment advice, an offer to buy or sell or the
solicitation of an offer to buy or sell any securities or any other investment products/strategies mentioned in this Document or an
attempt to influence the opinion or behaviour of the Investors/Recipients.

The statements made herein may include statements of future expectations and other forward-looking statements that are based
on our current views and assumptions and involve known and unknown risks and uncertainties that could cause actual results,
performance or events to differ materially from those expressed or implied in such statements. The Stocks mentioned herein
forming part of the existing PMS Investment Approach may or may not be bought for new client. Past performance may or may
not be sustained in future and should not be used as a basis for comparison with other investments. MAECL does not provide any
guarantee/ assurance of any minimum or maximum returns. Investment in Securities is subject to market and other risks and
there is no assurance or guarantee that the objectives of any of the Strategies of Portfolio Management Services will be achieved.

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, understanding of intended recipient and is not meant to serve as a
professional guide and/or the same should not at any point of time be construed to be an invitation for subscribing to Sankhya
India Portfolio — Investment Approach. The client may or may not be holding the Stocks 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 based on the Investment approach selected by the 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.

Note:

1. All cash holdings and investments in liquid funds, is considered for calculating the performance.
2. All performance data are reported net of all fees and all expenses (including taxes).

3. The above performance numbers are not verified by the SEBI

Disclosure as per Global Investment Performance Standards (GIPS®) —

Multi-Act Equity Consultancy Pvt. Ltd. claims compliance with the Global Investment Performance Standards (GIPS®). You can
refer to the GIPS Compliant performance presentation here. Multi-Act Equity Consultancy Pvt. Ltd. has been independently
verified by M/s. M. P. Chitale & Co., Chartered Accountants for the periods April 1, 2011 through March 31, 2019. The verification
is available upon request. MAECL has claimed GIPS compliance for the Financial Year 2021 and such performance numbers shall
be made available upon request.
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Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS standards
on a firm-wide basis and (2) the firm’s policies and procedures are designed to calculate and present performance in compliance
with the GIPS standards. Verification does not ensure the accuracy of any specific composite presentation.

The Composite representing the Sankhya India Portfolio was created on 17th October 2017. Performance has been compared
with Total Return of the Index. For Sankhya India Portfolio Composite, blended benchmark of BSE 500 Total has been used. The
Gross Return is before all expenses (except Brokerage). Net Return is after all actual expenses. A complete list of composite
descriptions, policies for valuing portfolios and calculating performance fees are available on request.

Multi-Act Equity Consultancy Pvt. Ltd. is an independent SEBI registered Portfolio Manager. The firm maintains a complete list
and description of composites, which is available upon request. This SIP Composite includes all discretionary fee-paying portfolios
that are being managed with the objective of is to invest in the companies that are highly probable to generate good returns based
on back testing of the strategy. The selection of stocks will be from Large-cap and Mid-cap universe. Roughly the top 250 stocks
based on market cap will be the candidates for the “Sankhya India Portfolio”. The portfolio manager has also the discretion of not
being fully invested if he is not able to find ideas that meet the above criteria along with valuation criteria, thus, indirectly taking
an asset allocation call between Equity and Cash (& Cash Equivalents).

The information provided in this document should not be construed as a recommendation to purchase or sell any particular
security. There is no assurance that any securities discussed herein will remain in the composite or that the securities sold will not
be repurchased. The securities discussed do not represent the composite’s entire portfolio. Actual holdings will vary depending
on the size of the account, cash flows, and restrictions. It should not be assumed that any of the securities transactions or holdings
discussed will prove to be profitable, or that the investment recommendations or decisions we make in the future will be profitable
or will equal the investment performance of the securities discussed herein.

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 December 04, 2020 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.

(Registered Office: Katariya Capital, A-19, Vidyut Nagar Society, Lane 5, Koregaon Park, Pune —411 001 Telefax: +91 22 2615 3738
| CIN: U67120PN1993PTC074692)
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