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Background About Myself
• Investing runs in the family
– Accompanied father to AGMs from a young age, went through ARs
– Participated in college games on stock markets,

• Entered stock market immediately after graduation
–
–
–
–

Experience of 4.5 years at KR Choksey (sell-side)
Experience of 4 years at Prime Securities (buy-side)
Strong networking across the stock market ecosystem
Introduction to Lashit Sanghvi, Ashwin Kedia, Ashish Kacholia and
Rakesh Jhunhunwala who became mentor and guide

• Stared Alchemy Capital (PMS) in 1999, operational in 2002
– Dabbled in Public and Prrivate Equity between 1999-2001
– Several lessons learnt in this period (positive and negative)
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Investment Style
• Initial years (2002-2008) – Value Oriented
–
–
–
–
–
–

Based on bottom up fundamental research
Primary, on the ground (visiting plants, companies, reading ARs)
Not concerned about macro
Embrace volatility, long term vision (5-10 years or forever)
Excited about small and micro caps, focus on next big idea (“navu su”)
Lots of questionable investments which became mistakes, money lost

• Middle years (2008-12) – GARP
–
–
–
–
–

Started appreciating large high quality companies
Understood the value of consistent cash flow generation
Size and scale, longevity of the business matters
Consistency of growth more important
Also started considering global and local macro environment in
investing decisions

4

Investment Style
• Recent years (2013 onwards) – GARP and Quality
– Busting of few myths (MNCs have better corporate governance, capex
means growth)
– Holistic view of business model of company
– Sustainable ROCE of business, capex trends, funding mix for the same
– Good blend of bottom up and top down approach to idea generation
– Sector approach to investing
– Different valuation approaches for different companies

• Investing style evolved every 10 years with differentiation in
–
–
–
–
–
–

Cyclical vs Structural
Small caps, Mid caps, and Large caps
Not all small companies can scale, cross the chasm, and evolve
New age and evolving business models vs Well established models
Continuous learning and adapting
‘Value at KR Choksey’ -> ‘Momentum at Prime’ -> ‘GARP at Alchemy’
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Investment Process
• Idea generation
– Networking, meeting with experts and clients, companies, etc,
– Reading (newspapers, business magazines, ARs, sell side reports)
– On-ground research – visits to shops, exhibitions, etc.

• Meeting company management
–
–
–
–
–
–

Across the organisation structure, at various levels, at various forums
Repeat and regular visits – to the AGMs, plants, markets, offices, etc.
Scuttlebutt/channel checks, meeting with vendors and customers, etc
Collect qualitative feedback from trade, industry, banking channels
Sharing it with company management (e.g of Honda Power)
Qualitative aspects, work environment, ESG, etc.

• In-depth Financial Analysis and Evaluation
– Detailed financial models, Ratio Analysis, Balance Sheet, Cash Flows
– Understanding growth drivers, sustainability, Operating leverage

• Analytics to parameterise past trends, universe building, etc.6

Investment Philosophy – GARP
• Large and growing market opportunity
• High quality ethical and disciplined management
– Proactive, Aligned to business outcomes, respect for capital allocation

• Growth orientation (20%+ CAGR in sales and profits)
– Ability to surprise positively, Consistency, on a larger scale
– Growth in earnings biggest driver of stock price returns

• Long term investment horizon
– 3-5 year holding period or even more

• Healthy financial metrics
– High leverage is a strict no-no

• Reasonable valuations
– 3D equation – growth over next 3-5 years, ROCE, Valuation

• Market cap agnostic, benchmark agnostic
• Bonus – valuation rerating + earnings growth
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Portfolio Construction, Entry, Exit
• Size of position
– % of total capital, How long, comfort levels, management quality

• Sensitive to valuation at time of entry, Not so in case of exit
–
–
–
–

Margin of safety , GARP at time of entry
Type 1 error vs. type 2 error
Bajaj Finance vs. Bosch
Re-rating potential

• So what causes an exit
– Wrong investment thesis, Growth falters, external environment
– Financial profile goes for a toss (ROCE declines, negative FCF for long)
– Out of whack valuation, De-rating potential

• Sensitivity to ROE/ROCE, growth rates
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Differentiating From Others
• Everybody trying to get information first and fastest
– Ethics, what and how to ask, long term orientation

• How you act on the information
– Holistic approach – stage of business in its lifecycle
– No excess focus on few metrics like ROCE, PE, etc.

• Risk Reward, Time Horizon, Context
• Valuations – consist of several aspects – evolves over time
–
–
–
–

Available headroom for long term growth, near term concerns
Not stuck on specific valuation multiple
Liquidity, corporate governance, capital allocation, subjective
Relative to sector average, leader, qualitative and quantitative

• Long lasting relations with ecosystem
– Humanitarian, being in touch with everyone, respecting subordinates
– Active work life balance (Gym, running, reading)
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Some Examples Of Success
• Auto companies in the early 1990s
• Pharma, Chemicals in late 1990s
• Technology stocks in 1998-2000
• Domestic growth stocks in 2010s based on the J-Curve effect
– Consumption (FMCG and Consumer Durables), Retail
– Retail oriented financials

• Selective on Special Situations, Events, Turnarounds, Deep Value
• Avoiding certain sectors and companies like cyclicals
– Equally important aspect of investing
– Version 1.0 and 2.0 investing
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Case Study – Bajaj Finance
• Bought at Rs.35-40 –Rs.3500 now (almost 100x in 9 years)
– Valued less than 1x P/B at time of entry, Now trades at 6x
– Actually increased position size as confidence increased

• Different way of looking at the company
–
–
–
–

Absolute size of balance sheet made of multiple different segments
Each business segment relatively small to segment leader
Retail, HFC, SME, consumer durables, 2W, insurance,
So long runway to growth

• Re-evaluated every time it doubled or tripled
–
–
–
–
–
–

Would meet management to get updates - reinforced belief
Positive vibes from the meeting, something unique
Ahead of the curve in terms of using technology
Strict rules based approach to every aspect of business
Proactive to different macro and regulatory environments
Active benchmarking to different competitors on various parameters
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Case Study – Bajaj Finance
• Re-rating happened gradually
– First few years were only driven by earnings growth
– Stayed the course, didn’t switch just because others were doing better
– Big re-rating took place when HDFC Bank MD admitted in open forum
that Bajaj Finance took share away from them

• Current situation (Strong growth rates + low NPAs)
– Despite NBFC crisis and tight liquidity situation
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Not Everything Is Hunky Dory
• Laggards, opportunity losses, and even outright errors
– Continuous monitoring and hard work, ups and downs, volatility

• Opportunity losses
– Cynical attitude, Fixation on certain metrics
– Page Industries, Bharti Airtel, Eicher Motors

• Sudden changes in external environment
– Need to actively manage such positions through the business lifecycle
– Can be affected due to a variety of reasons
– Dynamatic Technologies, Praj Industries

• CAGR killers
– Dilemma of remaining invested in small caps, slow movers, value traps
– SBI, Greaves Cotton

• Running after fads while ignoring realities
– Leveraged companies, stretched WC cycles, tough externals
– Jain Irrigation, Inox Wind, Software Product companies
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Case Study – Jain Irrigation/Inox Wind
• Carried away by government focus on irrigation, renewables
– Classic case of large external opportunity
– Jain irrigation (JI) – pioneer of micro-irrigation and pipes
– Inox Wind (IW) – emerging company in wind power sector, had strong
order book, modern plants, and from a cash rich promoter group

• JI faced high leverage, IW faced stretched WC cycle
– Management assurance about reducing it over time
– However, cash flows used to acquire new businesses
– Financial re-engineering to show lower WC cycle

• Inox Wind – Underestimated regulatory risks
– Government changed regulations to competitive bidding, company got
negatively impacted in terms of order book, negative operating
leverage, and financial profile

• Exited eventually at a loss
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Learning From Mistakes
• Avoid cynical attitude, Have a Positive attitude
• Avoid complexity – invest in simple businesses
– Simplicity is easy to scale, not complexity

• Be humble and open
– Pay attention to other’s ideas, OK to make money from their ideas
– You are not the only fountain of wisdom

• Investing is all about killing your ego
– Balance between independent thought process and personal ego

• Even the best among us fail in various ways
– Position sizing, entering or exiting too early, not being patient enough
– Confluence of external and internal factors, luck
– Being at the right time and right place

• Learning is exponential, not linear
– Knowledge builds up with experience, Past learning applied to new ideas
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Concluding Remarks
• Collective wisdom of market is far superior than our own
• Investing is part Science, part Art
– Art = experience, judgement, reflection
– Science = facts, figures, data based

• All aspects are important
– Management, business model, financial profile, etc.
– Relative importance depends on size of business and maturity

• Temperament, right behavior, and risk management
• Contextual investing
– Don’t be rigid in investing style, and philosophy
– Be aware of the context of the market

• Avoid leverage in investing/trading
• Best time to buy is when macro is bad
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Risk Factors & Disclaimers
General Risk factors
• An investment in the Fund is speculative and involves a high degree of risk. Opportunities for withdrawal and transferability of interest are
restricted, so investors may not have access to capital when it is needed. There is no secondary market for the interests and none is expected
to develop.
• Investments in financial instruments or other products carry significant risk, including the possible loss of the principal amount invested.
Financial instruments or other products denominated in a foreign currency are subject to exchange rate fluctuations, which may have an
adverse effect on the price or value of an investment in such products.
• Please read Offer Documents (includes Private Placement Memorandum and Subscription Agreement)/ Investment Agreement carefully
before investing. Investors are expected to understand the risk factors associated with investment & act on the information solely at their
own risk.
• As a condition for providing this information, you agree that Alchemy Investment Management Pte. Ltd., its Group or affiliates (collectively,
“Alchemy”) do not accept any liability in any way arising to them for any loss or damage (whether direct, indirect or consequential), from any
use of this document or the information contained herein.
General Disclaimers
• Information and opinions contained in the document are disseminated for the information of authorized recipients only and are not to be
relied upon as advisory or authoritative or take in substitution for the exercise of due diligence and judgment by any recipient. This document
and its contents has not been approved or sanctioned by any government authority or regulator.
• This document does not constitute an offer to sell or a solicitation of an offer to buy any securities. Any such offer or solicitation will be made
only by means of the appropriate confidential Offering Documents/ Investment Agreement that will be furnished to prospective investors.
Before making an investment decision, investors are advised to review the confidential Offering Documents/ Investment Agreement carefully
and consult with their tax, financial and legal advisors. This document contains depiction of the activities of Alchemy and the advisory services
that it provides. This depiction does not purport to be complete and is qualified in its entirety by the more detailed discussion contained in
the confidential Offering Documents/ Investment Agreement. Any reproduction or distribution of this document, as a whole or in part, or the
disclosure of the contents hereof, without the prior written consent of Alchemy, is prohibited.
• Performance estimates contained herein are without benefit of audit and subject to revision. Past performance does not guarantee future
results. Future returns will likely vary and investment results will fluctuate. In considering any performance data contained herein,
prospective investors should bear in mind that past performance is not indicative of future results, and there can be no assurance that the
Fund will achieve comparable results or that the Fund will be able to implement their investment strategy or achieve their investment
objectives will achieve comparable results.
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Risk Factors & Disclaimers
General Disclaimers (continued)

• The information and opinions contained in this document may contain “forward-looking statements”, which can be identified by the use of
forward-looking terminology such as “may”, “will”, “seek”, “should”, “expect”, “anticipate”, “project”, “estimate”, “intend”, “continue” or
“believe” or the negatives thereof or other variations thereon or comparable terminology. Due to various risks and uncertainties, including
those set forth under the Private Placement Memorandum/ Investment Agreement actual events or results or the actual performance of the
Fund may differ materially from those reflected or contemplated in such forward-looking statements.
• Index performance and yield data are shown for illustrative purposes only and have limitations when used for comparison or for other
purposes due to, among other matters, volatility, creditor other factors (such as number and types of securities) An index does not account
for the fees and expenses generally associated with investable products. The S&P BSE 500 Index serves as a comprehensive representation of
the Indian economy, covering all 20 major sectors in the country. The index comprises of the top 500 companies listed on the Bombay Stock
Exchange, with selection based on a combination of average float-adjusted market capitalization, average value traded, and average total
market capitalization. Rebalancing occurs semi-annually on the third Friday of June and December, after the markets close.
Investor(s) are invited to ask questions and obtain additional information, concerning the contents of this document or any other relevant
matters, which shall be provided, to the extent the Investment Manager possesses such information or can acquire it without unreasonable
effort or expense.
Queries:
If you have any queries or questions, you can contact us directly on clientservicing@alchemycapital.com or reach out to;
B-4, Amerchand Mansion 16 Madame Cama Road Mumbai 400 001
Tel :
+91-22-6617 1700
Fax :
+91-22-6617 1701
www.alchemycapital.com
Date: June 2019

18

Thank You

Questions ??

