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2021: Embrace Optimism

From shock to a positive surprise...

While pandemic Covid19 was the biggest shock to the world, discovering a vaccine in a record time of fewer
than 12 months is a pleasant surprise to humanity. 2020 will be known as one of the most volatile years,
with Sensex recording the sharpest fall of 32% in 13 sessions and bouncing back to pre-covid levels in 76
trading sessions — one of the fastest recoveries in the last 30 years.

For most companies, the year of the pandemic was a period of financial hibernation. Corporate India has
used this period wisely to improve efficiencies and to prune cost across functions. This is reflected in Nifty
sales, which declined 6.7% YoY, while EBITDA/PBT/PAT grew 8%/14%/17% during 2QFY21. Ex-Financials,
Nifty reported 310bps YoY EBITDA margin expansion. Corporate India is making efforts to retain some cost
savings permanently.

Just like agility is the mantra for corporate success, the same is true for Investment Managers. In early March,
we raised cash levels, which helped us to protect capital. We used correction as an opportunity to reinvest
the cash in the March-June period. Our early investments in specialty chemical and pharma were rewarding.
While we remained agile, we equally focused on high-quality businesses that meet our 3M stock selection
approach. Our zero exposure to sectors like airlines and hotels saved us from severe damage during covid
times.

Economy set for a for faster growth

We believe the Indian economy is poised for faster growth as the pain of structural reforms is behind us.
Indian government's efforts to revive the Indian manufacturing sector through various initiatives like PLI
scheme are impressive. Faster formalisation & digitization of the economy and a more robust banking system
further accelerates the pace of normalization. Fast frequency data points are encouraging, and we will
monitor them closely to see further progress on economic recovery.
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Elevated valuations: can it sustain?

Both MSCI World Index and MSCI Emerging Markets Index are trading at decade high valuations. Sensex
@47751 is at all-time high levels, and investors are rightly concerned about the current market valuations.
However, one needs to look at valuations in the backdrop of earnings growth. We expect corporate earnings
growth to revive to a strong double-digit over the next 2-3 years. Analysis of the last 20 years shows that
strong growth in economic recovery drives strong, broad-based earnings growth, resulting in substantial
market returns (refer below Fig). Higher earnings growth, improvement in ROE, and lower interest rates

justify higher valuations for the equity asset class.
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We bucket companies into three categories using a bottom-up framework: those in trouble that may take a
longer time to recover; those that are impacted but should recover in FY22; and strong companies getting
even more potent. Airlines and hotel sectors fall in the first bucket as it is more dependent on corporate. As
globally corporate have experienced virtual meetings' power resulting in significant cost savings, there is a
likelihood of permanent cost reduction impacting airlines and hotel business. We are currently avoiding this
bucket. Sectors like building material, banking & finance, automobiles fall in the second bucket. The initial
market sell-off hurt them badly, but it bounced back strongly as unlock down progressed. We have added
our exposure to this basket. Technology and healthcare sectors are in the third bucket. We remain positive
on this basket as technology companies capitalise on accelerating digitalisation trends globally while the
healthcare and chemical sector benefits from the China + 1 strategy.
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Globally investor community is debating between value and growth stocks. However, we believe that value
stock can generate returns if there is an element of earnings growth in that firm. Notably, that firm's business
cycle should ensure the longevity of that earnings growth in the medium term. We believe that select cyclical
sectors will do exceptionally well during the economic recovery period. Hence, we have increased
investment in auto, banking, and select capital goods sectors during the last six months.

While we remain positive on the Indian equity market with a 3-5 years' time frame, we expect the market to
remain volatile, and like any other bull market, corrections are inevitable. One should capitalise on such an
opportunity as there is a long run away ahead. We are positive on Mid and Smallcap companies within
market cap categorisation as they tend to benefit more during the economic recovery. Notably, many large
companies with sizable net profit are classified as Mid & Smallcap. The underperformance of Mid & Smallcap
vs Nifty Indices during the last three years, further gives comfort on valuations. To capitalise on Emerging
Giants' opportunity, we are launching our new PMS plan — AAA Mid & Small cap PMS plan. In this plan, we
intend to build a portfolio of 30-50 companies which are market leaders in their category with strong
corporate governance and high growth potential with an investment horizon of 3-5 years (pl find more
details: AAA Mid & Smallcap PMS Leaflet.pdf (alfaccurate.com)

Key risks: Important risks that concern us the most are: Effectiveness of the covid19 vaccine, reduced policy
support by global governments and central bankers, rising commodity prices leading to higher inflation, and
geopolitical shocks.

AAA PMS Performance

E‘e’:"r’:s“(':/‘:fd Annual 10 Years AAA 10P SI* AAASFlgcus
AAA IOP PMS (Fixed Fee) 22.9% 13.3% 3.2% 12.0% 17.1% 18.3% NA
AAA FOCUS PMS (Fixed Fee) 23.6% 17.5% 6.5% 13.4% NA NA 13.5%
BSE 500 Index 16.8% 12.2% 6.8% 11.5% 8.7% 9.6% 8.7%
BSE Midcap Index 19.9% 7.8% 0.2% 10.0% 8.7% 9.6% 9.2%
BSE Smallcap Index 32.1% 10.9% -2.0% 8.9% 6.5% 8.2% 7.8%
Nifty 14.9% 13.5% 9.9% 12.0% 8.6% 9.5% 8.4%
SENSEX 15.8% 15.1% 11.9% 12.8% 8.8% 9.7% 8.9%

*(23 Nov 2009 - 31 Dec 2020) * (17 Nov 2014 - 31 Dec 2020) (Performance after all expenses).
Note: Returns of Individual clients may differ depending on time of entry in the Strategy. Past Performance may or may not be sustained in future and should not be used as a basis for comparison with other investments. Performance
related information provided herein is not verified by SEBI.

For further details please contact: investorservices@alfaccurate.com; www.alfaccurate.com

Equity Investments are subject to market risks , read all plan related documents carefully.
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