ALFACCURATE ADVISORS

Winning the Game of Change

The average S&P500 company’s life duration has reduced from 90 years in 1935 to 18 years in the present,
according to a Mckinsey study. The fast-changing dynamics make the world volatile, uncertain, complex,
and ambiguous. That VUCA effect in turn brings challenges to the corporate world and forces the
corporate to adapt, innovate and respond with agility. Constant changes in industry dynamics results in
changes in corporate earnings, sectoral leadership, and the consequent weightages in the equity indices.

During FY22, Corporate India was impacted by the second wave of the pandemic, supply chain
complexities, the Russia-Ukraine war, and higher raw material prices. However, as the economy normalises,
FY23 is likely to see a reversal of such trends and improvement in demand causing significant changes in
incremental contribution to Nifty earnings growth. For instance, metal, which made up 30% of Nifty's
incremental profit in FY22, is probably going to make a negative contribution in FY23. However, the auto
sector is expected to make up 38% of Nifty's incremental profit in FY23 (v/s negative contribution in FY22)
(refer Figl).

At AAA, we strongly believe that buying the best business is just one leg of a successful investment journey.
It is extremely important to have the foresight to change the portfolio ahead of market dynamics to align it
with future earnings growth. In Mar 2020, we increased our weight in pharma to 8%. Within 4-8 months of
our purchase, most of our pharma companies witnessed sharp share price gains in the range of 40-60%
driven by one-time high demand for covid-related drugs in the world markets. Then, we decided to trim the
exposure as we could foresee a delay in US FDA approvals, pressure on domestic pharma business,
increasing input cost, and unsustainability of covid-related demand. On the other hand, cyclical sectors like
the banking and automobile sector's valuations became attractive and we took that as an opportunity as
structural growth drivers were intact, hence we increased weight in those sectors. Our disciplined exit
strategy enabled us to capture the profit in the pharma sector and at the same time, it created space to
buy the cyclical sectors at a high margin of safety.

Our assumptions on earnings growth proved right. Pharma sector profit growth reduced drastically to
19.8% in FY22 - and consequently, many pharma companies' stock prices came down to two-year lows
wiping out entire gains it witnessed during the Apr-Oct20 period.

The importance of exit strategy is under-appreciated and underrated but at AAA, we use it judiciously to
meet our Investment Philosophy objective of protecting capital and Create Wealth.

Figl: Nifty50 Incremental Profit Sectoral Fig2: Winning the Game of Change — AAA Portfolio
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1QFY23 corporate India reported strong earnings growth not only compared to 1QFY22 (low base effect)
but also when compared on a 3 years CAGR basis. During the same period, all our PMS plans reported
strong earnings growth of about 21.4% on 3-year CAGR basis (v/s Nifty earning growth of 15.8%).
Excluding Banking, Oil & Gas, and Metal, Nifty reported only 3.7% CAGR (3 Years Basis) against which our
PMS plans (IOP and Focus) reported a solid 14.4% CAGR. Our Mid and Small cap PMS plan companies
continued to grow at a faster pace as it delivered 19.3% CAGR. The impressive earnings performance is
driven by gains in market share with improved profitability.
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The markets have recovered sharply since its lows in Jun 22. Easing raw material prices and supply chain
management as well as improving demand trends are key reasons for underlying optimism. We maintain
our view that stock specific strategy will be more rewarding notwithstanding the higher volatility in the
market.



AAA PMS Performance

Compounded Annual Returns (%) 2 Year 3 Years 5 Years 10 Years . Slnc'e *
inception

AAA IOP PMS 6.6% 29.5% 23.7% 12.0% 20.3% 18.8%
BSE 500 TRI (Benchmark) 7.0% 29.8% 21.3% 13.6% 15.4% 12.3%
BSE Midcap TRI 7.9% 33.2% 25.0% 11.5% 16.9% 12.7%
BSE Smallcap TRI 7.3% 42.5% 33.0% 13.4% 17.4% 12.2%
Nifty TRI 5.1% 26.5% 18.6% 13.8% 14.3% 11.6%

Since
Compounded Annual Returns (%) 2 Year 3 Years 5 Years . .

inception#

AAA FOCUS PMS 8.9% 28.5% 22.9% 13.2% 15.0%
BSE 500 TRI (Benchmark) 7.0% 29.8% 21.3% 13.6% 12.5%
BSE Midcap TRI 7.9% 33.2% 25.0% 11.5% 13.6%
BSE Smallcap TRI 7.3% 42.5% 33.0% 13.4% 13.6%
Nifty TRI 5.1% 26.5% 18.6% 13.8% 11.4%

Since

Compounded Annual Returns (%) 1 Year

EHONE

BSE MidSmall Cap TRI (Benchmark) ~ 7.6%  28.9%
BSE Midcap TRI 7.9% 24.7%
BSE Smallcap TRI 7.3% 32.9%
Nifty TRI 5.1% 17.1%

* (23 Nov 2009 - 31 August 2022); #(17 Nov 2014 - 31 August 2022); @(01 Jan 2021 - 31 August 2022)

Performance is after all expenses and fees from April 2018 onwards. Prior to April 2018, the performance is after all expenses and Fixed
Management fees. Index performance is calculated using Total Return Indices, as per SEBI guidelines.

Note: Returns of Individual clients may differ depending on the time of entry in the strategy. Past performance may or may not be
sustained in the 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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the date appearing on this material only. While we endeavour to update on a reasonable basis the information discussed in this material, there may be
regulatory, compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements
are not predictions and may be subject to change without notice. We and our affiliates, officers, directors, and employees worldwide, including persons
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