28th October 2020

One year up…
Twelve months is a short time in investing. As October brings a close to my first year
as Principal Advisor to the Gateway to India Fund, I can however confirm that there
has been plenty of time for investment related thinking and action. As such, this piece
takes you through that journey.
What a year it has been! When I started there was an air of optimism as India finally
appeared to be ready for a strong turn in the corporate earnings growth cycle. This,
after a few years of many structural economic reforms which necessarily involved
short term ‘disruption’ to economic activity (more on this later). And then COVID-19
struck.
Our new approach
In November 2019, we re-examined and enhanced our investment process. 850
companies with a market capitalisation higher than US$100m were whittled into a
shortlist of 140, giving us our Coverage Universe. Businesses that we feel are
unscalable, capital inefficient, conglomerated, overcomplicated, driven by commodity
prices, have governance concerns, are exposed mainly to overseas retail consumers,
or where we don’t have enough knowledge to have an informed view on any of the
above were excluded.
Just as Howard Marks explains in ‘The Most Important Thing Illuminated’, our investment
approach rests on the belief that investing is as much art as it is science. Thus, our
investment approach is both intuitive and adaptive (Art) as well as fixed and
mechanistic (Science). We expanded our analyst team from three to five and are in
the process of adding one further. Each member now covers 25-30 names. Coverage
entails detailed financial modelling, one-to-one corporate interaction at least once
annually and a final valuation based on relative and absolute metrics. The universe is
ranked on a live basis in descending order of expected return over the next 2 years.
This then not only helps guide where to direct deeper due diligence but also provides
a platform for us to use judgement, experience and even gut feeling.
In terms of stock selection, we prefer allocating to companies that exist within a zone
of preference. See Figure 1 below. Companies which appear statistically expensive on
traditional valuation metrics are not excluded should the Economic Value Add (EVA),
business quality, sustainability of growth and return on capital be sufficiently
compelling. At the other end of the zone of preference, optically cheap stocks are not
seen necessarily as value traps, and are investible as long as a minimum threshold of
EVA, business quality, growth and capital efficiency is met. There is twin objective
out here - not to compromise on the quality of business, but at the same time not to
compromise on valuations as well.
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So, we start with focus i.e. Coverage Universe of ~ 140 companies and end with
conviction i.e. a Portfolio of 25-30 businesses. But, why go for such concentration?
Analysis of the Indian markets over the last 5 to 20 years substantiates the fact that
beyond this number the benefits of ‘diversification’ wither away (please ask for the
case study if you’d like to see it). More so, restricting the portfolio names to around
25, compels us to further climb the ‘ladder’ of conviction with a full position equating
to roughly an 8% weighting.
Figure 1

We are also market cap, benchmark and style agnostic. We like to focus more on
‘businesses’ rather than statistical representations of stocks in terms of size, style or
presence in benchmarks. As the portfolio is reasonably concentrated in number of
names, we ensure that we diversify the portfolio well across sectors, trends and
themes. Importantly such high conviction ideas that are agnostic to business size must
also scale as the fund grows – alpha delivered today must be repeatable with more
assets tomorrow (again, please request our liquidity analysis that informs the capacity
of this strategy).
What was the result?
With the revamping of our investment process, we initiated changes to the portfolio
in December. Just as we were in the middle of it all the economy was shut for nearly
two months from April and the stock markets fell nearly 40% in a short span of 30
days. As long-term investors, our natural response was to try and work this to our
advantage. We used the vast fluctuations in prices to benefit from market-wide stock
opportunities and further sharpen our portfolio. As the dust settles, we are
comfortable with our portfolio positioning, since its restructuring came to a conclusion
in May.
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So, what does our portfolio stand for, and how does it capture the India opportunity?
While it is difficult to explain each business idea in the portfolio in this note, as each
of them are unique, we will make an attempt to characterise the stocks in our portfolio.
Before that, please refer to Annex on page 6 which describes our Top 10 Holdings.
One cohort of stocks we have invested in are quality businesses where we find a
‘change’ in fundamentals is underway that will help the business perform far better
than what it has done in the recent past. Two examples - Bharti Airtel ($32bn), India’s
second largest telecom company which is set to benefit from the explosion in data
usage and is expected to see increased pricing power in a sector which is fast becoming
a duopoly and ICICI Bank ($38bn), India’s second largest private sector bank which
has vastly improved its asset quality and is set to gain market share.
Beyond this we have a number of attractively valued, but dominant businesses with
high capital efficiency and strong visibility of growth in the next few years. For
instance Aegis Logistics ($1bn) – a leader in LPG terminals that is entering the highly
profitable retail LPG distribution space - potentially tripling its sales volume growth
in the next five years. Similarly, MCX ($1bn) – India’s largest commodity exchange
with a 93% market share which is witnessing deepening and broadening of the
commodity market aided by regulatory support giving it long term visibility of
growth.
This year’s market volatility enabled us to capture a number of ‘domestic cyclicals’ at
deep value. We believe as India bounces back fast to normalisation, these businesses
will have high operating leverage benefits. In this, we have been careful that we invest
only in those with a strong balance sheet with high cash and capital efficiency. Two
examples. ACC ($4bn) – India’s second largest cement manufacturer belonging to the
Holcim group, undergoing a large cost cutting initiative which is already showing
results, and Hero Motocorp ($8bn) – India’s largest two-wheeler company. It is
entrenched in rural India, the relatively more insulated part of the Indian economy in
these COVID times. Both these companies are exceptionally well managed and
trading at a free cash flow yield of higher than 5%. Our exposure to banking stocks is
also, in a way, a domestic cyclical exposure – something I’d like to delve deeper into
for my next note.
The next cohort is one where many of the previous companies mentioned have the
potential to end up in – consistent quality compounders. This includes businesses
which are leaders or have a niche positioning which gives them a double-kicker of
gaining market share in an already growing market. ICICI Lombard ($8bn) – India’s
largest private sector general insurance company in an underpenetrated sector is onboarding first time insurance customers whilst also winning market share from capital
constrained public sector incumbents. Similar names include, HDFC Bank ($92bn) –
India’s largest private bank which continues to grow consistently and is expected to
double its market share in the next five years, Computer Age Management Services
($889m) – a registrar and transfer agent servicing 70% of the Mutual Fund industry
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and Divi’s Laboratories ($11bn) who has long standing relationships with the top
twenty pharmaceutical MNCs for custom research and manufacturing services.
Irrespective of COVID…
Investors are one of the few stakeholders in society that are able to benefit when placed
at the intersection of a global pandemic, recession, supply chain disruption, and
market volatility. Not by being able to predict the unpredictable (e.g vaccine success
or infection trajectories) but by building a portfolio that can thrive in multiple futures.
Our main observation so far is the acceleration of many trends which were expected
to play out otherwise over the longer term. Digitalisation is becoming mainstream in
India with faster adoption by consumers and businesses, shifts in global supply chains
are encouraging manufacturing outsourcing within India, households are
increasingly focusing on health and wellness, and consolidation is gaining pace with
the big getting bigger. We are focussed on businesses which can benefit from these
accelerated trends.
India’s largest company, Reliance Industries ($181bn), and our third largest holding,
is rapidly transforming into a digital ecosystem and a consumer play. Westlife
Development ($771m), a McDonald’s franchisee in West and South India, is bouncing
back with its use of digital platforms to deliver its products as consumers veer towards
more branded and hygiene assured food consumption. As businesses globally
undertake a digital transformation journey with particular focus on cloud and cyber
security, IT services companies in our portfolio – Wipro ($26bn), Infosys ($63bn) and
HCL Technologies ($31bn) – are already gaining traction.
Dixon Technologies ($1bn), India’s largest electronic manufacturing services company
is expected to undergo a step-change in the scale of its business as manufacturing
outsourcing within India lifts-off aided by government policy. Aarti Industries ($2bn)
– a niche speciality chemicals business and Divis Laboratories, mentioned earlier
should benefit from the global shift in supply chains. With 45% of its sales coming
from health and wellness related FMCG products, Emami ($2bn) is well placed to
provide for the growing health consciousness amongst customers.
There is much to add beyond this but in summary the portfolio reflects our assessment
of the best combination of businesses that India has to offer from both a risk and
opportunity perspective.
A view from up high
India appears to be a market forgotten by foreign portfolio investors. This is in part
due to muted earnings growth (pre-COVID), caused by structural reforms mentioned
earlier which necessitated near term disruption to economic activity. No wonder
Corporate profit to GDP has hit such all-time lows (see figure 2). This should turn
now. Data on COVID-19 is taking an encouraging turn with active cases having fallen
40% in the last month and recovery rates scoring amongst the highest globally.
Economic resumption is gaining ground with most high frequency indicators already
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equal to or higher than pre-COVID levels. As India’s economy normalises, the benefits
of monetary easing and government action should start showing up, with headroom
for fiscal stimulus, which has thus far not been forthcoming.
Figure 2
Corporate profit-to-GDP (%)
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Meanwhile, we are confident that our focus on businesses means the portfolio is
attuned to economic realities in India. Known risks such as a COVID second wave
alongside unknown ones are ever-present but we are prepared to respond
appropriately to the emerging economic environment through our bottom-up stock
selection framework. My experience spanning thirty years tells me however that
today the main risk the team faces is one of opportunity cost through being too
cautious.
To conclude, I can’t say that my first year working on this strategy hasn’t been without
surprises but there’s nothing else I’d rather be doing. I look forward to updating you
for many more years to come.
Tridib Pathak
Principal Advisor
Gateway to India Fund
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Annex

Top ten

HDFC Bank

Weight

Category

Characteristics

Market Cap

8.6%

Compounder

Largest private sector bank,
set to gain further market
share

$92bn
Large Cap

$32bn
Large Cap

Bharti Airtel

6.5%

Strengthened survivor in a
Quality business with
consolidating market, set to
change in
grow ARPU and market
fundamentals
share going forwards

Aegis Logistics

6.4%

Attractively valued with
Leader in LPG logistics with
growth
high growth visibility
and capital efficiency

$1bn
Small Cap

ICICI Lombard
General
Insurance

6.2%

Largest private sector
general insurance company
in an underpenetrated
sector

$8bn
Large Cap

5.3%

Second largest private
Attractively valued with
sector bank, well poised to
growth
capture recovery in credit
and capital efficiency
growth

$38bn
Large Cap

Indusind Bank

4.8%

Deep value cyclical

Fifth largest private sector
bank in India poised to gain
market share. Value play
with ebbing asset quality
concerns

$6bn
Midcap

Reliance
Industries

4.7%

Emerging business
model

Business transformation of
India’s largest company into
a new economy play

$182bn
Large Cap

4.7%

Attractively valued with
growth
and capital efficiency

Dominant player across
multiple niche consumer
product categories,
attractive valuations

$2bn
Mid Cap

4.5%

Emerging business
model

Dominant player in niche
speciality chemicals
segment, with structural
tailwinds

$2bn
Mid Cap

4.4%

Attractively valued with
growth
and capital efficiency

Monopoly commodity
exchange with network
effects and regulatory
tailwinds

$2bn
Mid Cap

ICICI Bank

Emami

Aarti Industries

MCX

Compounder

As at 27 October 2020
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Regulatory Information
This Document and any related documentation provided herewith (this “Document”) is given on a confidential
basis for informational purposes only and does not constitute the provision of investment advice. In addition, the
information in this Document does not convey an offer of any type and is not intended to be, and should not be
construed as, an offer to sell or a solicitation of an offer to purchase any interest in the Gateway to India Fund or
India Capital Growth Fund (each a “Fund” and collectively, the “Funds”). Any such offer or solicitation may be
made only pursuant to the prospectus and relevant supplement of each Fund (the “Prospectus”) and not on the
basis of the information contained in this Document. This Document is qualified in its entirety by the relevant
Prospectus. In the case of any inconsistency between the descriptions or terms in this Document and the
Prospectus relating to a Fund, the Prospectus shall control.
Nothing herein shall imply that information contained herein is correct as of any time subsequent to the date of
this Document. The information in this document does not constitute or contain an offer or invitation for the sale
or purchase of any shares in any Fund in any jurisdiction, is not intended to form the basis of any investment
decision, does not constitute any recommendation by any Fund, its directors, agents or advisers, is unaudited and
provided for information purposes only and may include information from third party sources which has not been
independently verified. Interests in the Funds have not been and will not be registered under any securities laws
of the United States of America or its territories or possessions or areas subject to its jurisdiction, and may not be
offered for sale or sold to nationals or residents thereof except pursuant to an exemption from the registration
requirements of the U.S. Securities Act of 1933, as amended (the “Securities Act”), and any applicable state laws.
In addition, none of the Funds is and nor will be registered as an investment company under the U.S. Investment
Company Act of 1940, as amended.
This Document is not intended for public use or distribution. It is the responsibility of every person reading this
Document to satisfy themselves as to the full observance of any laws of any relevant jurisdiction applicable to such
person, including obtaining any governmental or other consent which may be required or observing any other
formality which needs to be observed in such jurisdiction. While all reasonable care has been taken in the
preparation of this Document and all the information prepared in this Document is believed to be accurate, no
warranty is given on the accuracy of the information contained herein, nor is any responsibility or liability accepted
for any errors of fact or any opinions expressed herein.
This Document may include indications of past performance of certain investments or asset classes. All
performance information contained herein relates to the activities of each Fund as a whole. Information presented
may not take into account (i) variations in fees, investment restrictions or other differences between various classes
of interests, (ii) the impact of any contractual arrangements between a Fund and an investor and (iii) the impact of
the timing of subscriptions and redemptions. As a result, the information may not reflect actual performance for
any specific investor. Rather, the information is intended to provide investors with generalized performance and
exposure statistics for each Fund.
All information provided herein is for informational purposes only and should not be deemed as a
recommendation to buy or sell the securities referred to herein. All performance results are calculated net of all
fees and expenses, including an investment management fee and, where applicable, a performance fee, and assume
the reinvestment of all capital gains, interest, dividends and other earnings, and should not be regarded as final
until audited financial statements are issued covering the period shown. Current performance may be lower or
higher than performance quoted. Past performance is not a reliable indicator of and is no guarantee of future
results. Investment returns may fluctuate with market conditions and every investment has the potential for loss
as well as profit. The value of investments may fall as well as rise and investors in the Fund may not get back the
amount invested. Emerging market equities can be more volatile than those of developed markets and equities in
general are more volatile than bonds and cash. The value of an investment in a Fund may go down as well as up
and there is no guarantee that an investor will get back the amount that they invested. Currency movements may
also have an adverse effect on the capital value of your investment. Investing in a country specific fund may be
less liquid and more volatile than investing in a diversified fund in the developed markets. The Funds may use
derivatives (financial instruments whose value is linked to the expected price movements of an underlying asset)
for investment purposes and the objective of protecting of the value of the Fund, including taking long and short
positions, and may use borrowing from time to time. The use of derivatives in this manner may have the effect of
increasing the overall risk profile of a Fund.
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The Funds should be seen as long term investments and you should read the Prospectus, paying particular
attention to the risk factors section, before making an investment. This Document may include case studies. Such
studies express no views as to the suitability of the products or strategies described herein for the reader of this
Document or to the individual circumstances of such reader or otherwise. Returns may fluctuate with market
conditions and every investment or strategy has the potential for loss as well as profit. Where reference to a specific
class of security is made, it is for illustrative purposes only and should not be regarded as a recommendation to
buy or sell that security. Market index information shown herein such as that of the S&P BSE-500 Index and S&P
BSE Mid Cap Total Return Index is included to show relative market performance for the periods indicated and
not as standards of comparison, since indices are unmanaged, broadly based and differ in numerous respects from
the Fund. Any comparisons to an index or benchmark are provided solely as a convenience to investors.
The Funds are not intended to track any index, and may hold positions which are not contained within the index
shown. The volatility and risk associated with an investment in any Fund may differ materially from the volatility
and risk associated with an investment in the index shown. This document is issued by Ocean Dial Asset
Management Limited and views expressed in this document reflect the views of Ocean Dial Asset Management
Limited and its Mumbai based affiliated company and adviser, Ocean Dial Asset Management India Private
Limited as at the date of publication. Comments on individual sectors and companies also reflect those views as at
that date. Subsequent events may cause such views to change. It may contain forward-looking statements, which
can be identified by words like “anticipate,” “intend,” “believe,” “plan,” “hope,” “goal,” “initiative,” “expect,”
“future,” “intend,” “will,” “could” and “should” and by similar expressions, in reliance upon certain “safe
harbour” provisions of applicable securities laws.
Other information herein, including any estimated, targeted or assumed information, may also be deemed to be,
or to contain, forward-looking statements. Prospective investors should not place undue reliance on forwardlooking statements as this information is subject to various risks and uncertainties. Forward-looking statements
are necessarily speculative in nature, and it can be expected that some or all of the assumptions underlying any
forward-looking statements will not materialize or will vary significantly from actual results for many reasons.
Variations of assumptions and results may be material. This information is for the use of intended professional
and institutional investor recipients only and may not be reproduced, redistributed or copied in whole or in part
without the express consent of Ocean Dial Asset Management Limited. Ocean Dial Asset Management Limited is
authorised and regulated by the Financial Conduct Authority in the United Kingdom. Registered office 13/14
Buckingham Street, London WC2N 6DF.
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