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Investment Strategy

The Most Difficult Choice

Investing isn‘t easy. Invest in equities, and you will lose money when the market goes down. Don’t
invest in equities, and watch from the sidelines as your friends get infuriatingly rich. Try to time the
market, and do it well, and you can add value. Try to time the market and don’t do it well, could
mean selling too early, not re-entering and losing out.

Invest aggressively in small caps, and you'll do great in a bull market. Invest aggressively in a bear
market, and you'll take a beating. Concentrate your portfolio in a bull market, you'll win bigger.
Concentrate your portfolio in a bear market, you'll lose bigger. Leverage your portfolio, you'll
compound wealth faster in a bull market. Leverage your portfolio in a bear market, and it could
lead to permanent loss of capital.

Investing isn't easy. Moreover, there is a constant urge to sell. There are two instances when
investors want to sell: one, when markets go up and the other, when markets go down. In up
markets, fear of losing out on hard earned gains creates the urge to sell. In down markets, fear of
large losses creates the urge to sell.
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Holding Is Always, the Difficult Choice

The market has been characterized by doom and gloom, barring isolated periods, for over a
decade. Whether it was the Nasdaq bubble, Great Recession, Greek default, the Taper Tantrum,
the China bust, Brexit, VIX, the Grand Recession, the Coming Crash, PSU NPAs, there are always
reasons to exit. Holding is often, the difficult choice, and the rewarding one. With one caveat:
you need to have held reasonable quality investments. The biggest winners have been investors
that have held on to quality portfolios through thick and thin. Today, the fears are trade wars, Fed
balance sheets, election risks and a slow economy. There is one necessary precondition, which
is owning a sensible portfolio. Surprisingly, that’s not as commonly followed as one would expect.

Collateral Damage in Mid & Small Caps

There’s mounting evidence that well-intentioned efforts by SEBI - mandating portfolio integrity and
restricting market manipulation by leveraged derivative speculation - have contributed to
unpleasant near-term consequences for some good quality stocks.

The Global Economy Remains Healthy... U.S. Is Healthy, and the Yield Curve Positive
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The Domestic Economy Is Showing an Uptick In June 2018
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Currency in circulation (% YoY)

M3 (% YoY)

Bank non-food credd growth (%YoY)
Personal credit (%YoY)

'Credtt to industry (%YoY)

Credit to sences (%YoY)

|Depostt growth (%YoY)

10 year G-Sec yields (%)
Commercial Paper issuance (%YoY)

Industry
Cement production (% YoY)
Steel production (% YoY)
‘Coal production (% YoY)
1P (%YoY)

Mining (% YoY)
'Manufacturing (%YoY)
|Electncity (%YoY)

‘Capital goods production (%YoY)
Consumer durables production (% YoY)
'Consumer non-durables production (% YoY) 4
PMI Manufactuning Index 5120
PMI Services Index
PMI Composae Index

Rural wage (% YoY)
Petrol consumption (% YoY)
‘Diesel consumption (%YoY)
Foreign tounst armals (%YoY)

Export growth (% YoY)
Import growth (% YoY)
Non-Oil Import growth (% YoY)

[CP1 (%YoY)
Core CPI (%YoY)
WP (%YoY)

The pressure on small and mid caps as a result of portfolio re-shuffling has led to severe mark
downs in the small and mid cap universe. An analysis of the largest decline in fund holdings versus
price performance demonstrates a strong correlation (see chart below). In many cases, there is
limited fundamental rationale supporting the sharp fall in prices.

Meanwhile, Valuations Have Improved Markedly in Mid and Small Caps
Reviewing the landscape, valuations in mid and small caps have improved markedly. Over half mid
and small caps sell cheaper than the market multiple. Small caps have the most attractive ratio
of 60% of companies cheaper than the market. While 365 small cap stocks sport a P/E multiple
above 25, a much larger number - 540 - sport a P/E multiple below 25.

In midcaps, 63% of companies, or 70 companies sport a P/E above 25, while 40 are cheaper than
the market multiple. In large caps, 59% of companies, or 64 companies are selling above a 25
multiple, while 45 companies are below P/E of 25. Finally, 250 companies — or less than 22% - sport
a P/E multiple above 40 times.

Valuations Have Compressed and 60% of Small Caps are Now Cheaper Than the Market
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Mid Caps Trailing P/E is 32.8, While 3 Year EPS Growth is 20.3% and ROIC is 31%...
..Much Lower than the Stated Midcap Index Multiple of 58 Times
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Meanwhile, Some Quality Companies Have Experienced Massive Selling For No Apparent

Good Reason...

~45%

0%

Hindustan Consruction Company Lid
BEMIL Ltd

Everaady Indusries (inda) Lud
Raliis india Ltd

Cylert Ltd

Sobha Ltd

Sormany Ceramics Lid

V-Gusrd Indostries Lid
Dishrman Carbogen Amcs Ltd
Redirgton | India) Lud

Cagpital First Lid

APL Apolis Tubes Lud

Deita Corp Ltd

Kalpatan Power Transmission Led
BlueStarLid

KENR Congtruction Ltd

Jet Alrways (India) Lid
Dizh TV Indhs Led

KEC intevnational Ltd

Sadbhay Enginsering Ltd

MNCC Ltd
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Mid Caps On a Bottom Up Cap Weighted Basis Are Selling at 32.8 Times

The average trailing P/E for the 120 stocks in the Midcap universe on a bottom up basis is 32.8.
We use 10,000 to 25,000 Cr as the market cap cut-off. A trailing P/E of 32.8 with expected 20%
EPS growth brings the forward P/E comfortably below 30. That puts mid cap valuations in line
with large caps, while offering much stronger growth. Our number is significantly lower than the
multiple shared on the NSE website of 58.7 times.

Further, midcaps have delivered 20.3% CAGR EPS growth over the past three years, and
12.3% CAGR sales growth. That's significantly better than the large cap index, which has stayed
generally stagnant during this time. We've made no adjustments to the data. Further, midcaps
sport an impressive 31.6% Return on Capital Employed, and a respectable 14.0% ROE.

Outlook

Equities

Since May 2018, we’ve been of the view that equities look better positioned than they have
in some time now. (See “Change — In Macro and Equity Investments”, May 25, 2018). The Nifty
50 was at 10,605 at the time. Despite the market ready to test new highs, we find generally
pervasive angst and concern amongst investors. From our perch, the fundamentals remain
generally healthy. We see no reason to alter our positioning, remaining invested but vigilant.
Earnings will provide further clarity in coming days.

We're reminded of Peter Lynch’s refrain: “Far more money has been lost by investors preparing for
corrections, or trying to anticipate corrections, than has been lost in corrections themselves.”

The Large Cap Conundrum & Quality

The talk of the investing circles remains the outperformance of large caps. As always, history does
not always repeat, but it does rhyme. In times of fear and uncertainty, large caps outperform. As Fl
selling and SEBI mandated selling abates, and the macro environment improves, we expect
performance to revert.

We've been expecting this year to be one where earnings improve but P/Es would provide a
headwind. Both those things are happening. Portfolio performance will remain widely dispersed.
Despite the doom and gloom, the economy is in the midst of a credit and consumption driven
recovery. While holding is the hardest of choices, it is made significantly easier by combining
reasonable insights with sound portfolio construction. Time is the friend of the great investment.

Fixed Income

As we stated in our prior fortnightly, fixed income remains attractive on relative yield basis
relative to equities, with the yield on bonds at levels that have traditionally resulted in
attractive bond returns.

Decline in GST Tax Rates and Rising MSP

The MSP price rise came through in early July, at 1.5 times cost. We estimate the direct impact on
CPI to be roughly 50 bps. The costs have already been budgeted into the food subsidy bill,
therefore there will no impact to the fiscal deficit. Further, the government’s GST rate reduction
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announcement this weekend will help as an offset to price inflation and spur volume growth, but
could add pressure to the fiscal.

India Well Positioned on Trade Wars

For now, the trade war remains focused on China and the U.S. We are already witnessing rising
exports to China from India, as well as the opening of trade negotiations with partners gaining
strategic importance, such as Australia, Canada.

Good News on Iran, OPEC

It's been an eventful month on the crude oil front, with India’s increasing bargaining power
becoming evident on Iranian crude, Russia’s dismissal of sanctions and deepening of ties with Iran,
alongside the formation of a buyer’s cartel that includes India and China and possibly additional
Asian countries. This could be crude’s last hurrah, as Shale will come on in 2019 and India, China
and European nations will use the threat of mass deployment of EVs as a bargaining chip. The fall
in crude remains supportive of a peak in yields.

RBI Rate Hike

With the RBI raising rates in June and moving to neutral, the bank telegraphed a wait and see
approach to further rate hikes. The outlook on growth remains optimistic and it's clear the central
bank will not move too aggressively to derail the recovery. The rate hike was also driven by RBI's
intent to shore up the currency amidst aggressive Fl selling and targeting.

What's clear from the language and positioning is that the MPC is not ready to commit to a
prolonged tightening cycle.

One could argue that MPC policy could be front loaded; however, that view is muddled by the
recent decline in crude oil. The action in the 10 year g-sec has remained benign.

Short bond yields remain reasonably steady, and the front end continues to be priced for a short
hiking cycle. Public sector banks have started to nibble in the market for the first time in weeks.
Foreign selling seems to have abated and talk of a bottom in EM assets is coming to the fore. The
biggest support to the bond market will be OMO by the RBI, and these are likely to lend support
to the market over the second half of the financial year.

With the possibility of a spike in rates abating, our preference remains corporate bonds with low to
moderate duration.

Technical Outlook

It was flat close for the week with the Nifty settling at 11010 levels. For the week index has formed
doji candlestick pattern indicating indecisiveness in market. After a runup at the start month of the
index has been consolidating its gains. For the last eight sessions Nifty has been trading in range
of 11080 and 10920 odd levels. Thus, crossing above 11080 market can initially rally towards its
all-time high of 11172 and then 11230 levels. While on the downside breaking below 10920 levels,
expect decline towards 10850 and 10760 levels. In Nifty options, highest open interest is seen in
strike price 11000, 10900 and 10800 suggesting market has good support at lower levels. India VIX
measure of volatility has increased from 12.32 to 13.54 levels. If it crosses above 14 levels then
market may see selling pressure; whereas decline in volatility is likely to propel markets higher.
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Nifty Daily Chart
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NIFTYS50 Earnings Calendar

Release Date Company Name Estimated Net Base (_)uarter Net Estimated
Profit (INR m) Profit (INR m) Growth
July 24 Asian Paints Ltd 5,167 4,274 20.9%
July 25 Bharti Infratel Ltd 6,039 6,639 -9.0%
July 25 Hero MotoCorp Ltd 10,099 9,140 10.5%
July 25 Larsen & Toubro Ltd 12,264 8,925 37.4%
July 26 Bharti Airtel Ltd -4,271 3,673 -216.3%
July 26 Dr Reddy's Laboratories Ltd 2,896 591 390.0%
July 26 ITC Ltd 27,998 25,605 9.3%
July 26 Maruti Suzuki India Ltd 22,685 15,564 45.8%
July 27 HCL Technologies Ltd 22,938 21,713 5.6%
July 27 Reliance Industries Ltd 95,540 91,080 4.9%
July 28 NTPC Ltd 26,910 26,182 2.8%
July 30 Axis Bank Ltd 5,466 13,056 -58.1%
July 30 Housing Development Finance Co 30,727 27,339 12.4%
July 30 Tech Mahindra Ltd 9,077 7,986 13.7%
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Sunil Sharma Hemang Kapasi

Chief Investment Officer & Executive Director Portfolio Manager

97177 19898, 983322 7605

sunil.sharma@sanctumwealth.com hemang.kapasi@sanctumwealth.com

Ashish Chaturmohta Rohit Laungani

Chief Advisor — Technical Strategies Investment Analyst, Investment Office

77386 48833 93241 68860

ashish.chaturmohta@sanctumwealth.com rohit.laungani@sanctumwealth.com

Viraj Vajratkar Anway Bhujbal

Investment Analyst, Investment Office Technical & Derivative Analyst

98334 95395 98702 12498

viraj.vajratkar@sanctumwealth.com anway.bhujbal@sanctumwealth.com
Offices

Mumbai Delhi

Sanctum Wealth Management Private Limited Sanctum Wealth Management Private Limited

Unit 1501, Tower 2B, One Indiabulls Centre, 841, 812 - 816, 8th Floor, Narain Manzil,
Jupiter Mills, Off Senapati Bapat Marg, Lower 23, Barakhamba Road, New Delhi — 110001
Parel, Mumbai — 400013 Telephone: +91 11 66125713

Telephone: +91 22 610648000

Bengaluru Chennai

Sanctum Wealth Management Private Limited Sanctum Wealth Management Private Limited
Unit 1102, 11th Floor, HMG Ambassador, 137, Level 4, Suite no. 503, Apeejay Business Centre,
Residency Road, Bengaluru — 560025 39/12, Haddows Road, Nungambakkam, Chennai -
Telephone: +91 80 67427900 600006

Telephone: +91 44 28224949

Kolkata

Sanctum Wealth Management Private Limited
Regus Business Centre Office no. 131, The
Legacy, 1st Floor 25-A, Shakespeare Sarani
Kolkata — 700017 West Bengal

Telephone: +91 33 44000509

Disclaimer

Different types of investments involve varying degrees of risk, and past performance is not indicative of future results. Do not assume that future
performance of any specific investment or investment strategy {including the investments and/or investment strategies recommended or undertaken
by us) will be profitable. Results may vary over time and from client to client. Any projections or other information illustrated in this presentation
which may have been provided to you regarding the likelihood of various investment outcomes are hypothetical in nature, and do not necessarily
reflect actual investment results nor should they be considered guarantees of future results. Historical performance results for investment indices
and/or categories have been provided for comparison purposes and index returns may vary substantially from past performance in the future. Other
investments not considered in the analysis and the recommendations resulting from this analysis may have characteristics similar or superior to those
being analyzed. Please remember to contact Sanctum Wealth Management if there are any changes in your financial situation or investment
objectives or if you wish to impose, add or modify any reasonable restrictions to our services.
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