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Portfolio Manager’s commentary

2011 - The year gone by

e Indian equities lost major ground in 2011 as the Nifty
closed lower by 24.62%. The losses in the mid and small
Cap indices were more pronounced as they lost 32% and
41% respectively. Gold remained one of the best

performing asset classes with a return of 32% during the
year.

e The rupee weakened to its all time low of 53.715 towards
the end of the year amid the weakening domestic macro
situation. The RBI’s intervention was largely ineffective as
domestic currency lost 18.7% versus the dollar over the
previous year.

e FIl flows remained negative to the extent of USD 0.65 bn
for the year as overseas investors remained risk averse.
Global liquidity saw its way into assets that were perceived
to be less risky including gold.

e India’s economic growth showed signs of weakness with
Q2 GDP growing at 6.9% as compared to 8.4% in the
corresponding quarter a year ago. The data on fiscal deficit
also was not encouraging as it reached 86% of the full year
target within the first 8 months of the financial year.

e Policy actions from the government were mostly stalled as
key reforms including FDI in retail sector did not see the
light of day. Protests to pass an anti corruption bill took
centrestage during the year, thereby leading to political
instability.

Inflation remained upwards of 9% for most part of the year
forcing the RBI to maintain a tight monetary stance. Oil
prices remained stiff above USD 100 mark for most part of
the year amid political tensions surrounding oil producing
Middle East nations.

RBI’s primary objective for most part of the year was to
control inflation resulting in a series of rate hikes. Things
got tougher towards the end of the year as the rupee
weakened and the economy showed signs of weakness. In
its last monetary policy review of the year, the Central
Bank put an end to its monetary tightening cycle by
keeping rates unchanged.

Global worries heightened in the 2" half of the year amid
US rating downgrade by S & P and the European countries’
weakening fiscal situation. Emerging market indices bore
the brunt of risk aversion with Russian RTS, Shanghai
Composite, Taiwan Taiex, Hang Seng and Brazil Bovespa
losing ground by a range of 18 to 22%.
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Future Outlook

As we start the New Year, not a very high probability is being given to a breakup of the euro while the
likelihood of a double dip in the US has receded significantly. Inflationary pressures are expected to moderate
in most developed and emerging market economies through 2012. Interest rates are expected to remain very
low in the US, EU and Japan for the next few years while in the emerging markets, monetary policy loosening
which started in CY11 is expected to continue.

As in the past few years, Emerging Markets are projected to provide the bulk of the global growth in CY12.
Given the weaker global growth outlook, commodity prices are not expected to have a strong run up in CY12.
Crude price in particular is projected to be range bound but we believe crude prices are highly vulnerable to
various geopolitical sparks and could see volatility on the upside. The strength in the USD and the commodity
complex will also have a bearing and influence the performance of emerging markets.

Other visible risk to the global economy comes from the expected deleveraging of the European Banks and its
impact on global trade. European banks are expected to raise tier 1 capital ratios to 9% in CY12 but with
earnings under pressure and most banks trading below book value, banks might prefer to de-leverage rather
than raise new equity capital.

Given various sore points in the global economic and financial system we have to be prepared to see fairly
large volatility. Volatility will emerge from some of the above and other completely new sources and the policy
responses to such events. A big risk, beyond the above, would be a Euro break up.

Coming to India, under a base case scenario we would expect to see lower growth in CY12 with a possibility of
an improving growth outlook thereafter with interest rates easing and therefore a setting for a favourable
environment for good equity returns over a 2 year period. Domestic policy stance and actions will have a
bearing on key macro variables such as the fiscal deficit, inflation and investment inflows. We would like to
watch three variables in the coming year 1) government policy actions, 2) inflation trends and 3) non -
performing assets of the banking sector.

The first quarter of CY12 will see state elections (in five states of India) spread over several phases. These five
states are Uttar Pradesh, Uttarakhand, Punjab, Manipur, and Goa. Results in Uttar Pradesh, India's most
politically influential and populous state, will have a clear bearing on how progressive the Government in the
Centre can get.

As we move into CY12, the Government of India can do a lot on the policy front. Issues related to power sector
reforms (especially for State Electricity Boards), mining bill, legislation on land acquisition, attracting foreign
capital through increased FDI limits in retail, insurance and pension, environmental clearances, food subsidy
bill, rake availability, etc, will all be awaited. Clear pathway for fiscal consolidation with possible movement on
the DTC (direct tax code) and GST (goods and service tax) front will also be watched. Towards the end of CY11
the Government has been trying to push through some of these and other pending legislation especially on the
anti corruption front. The bottom line to be derived from government actions is threefold, 1) How much more
populist the Government is getting and the net impact on the state of its finances, 2) The urgency and ability of
the Government to pass through legislation which provides a clear regulatory regime to kick start investment
in infrastructure and investment activity, and 3) Ability of Government to attract foreign investments into the
country.

Development on the inflation front would also be keenly watched. With a high base effect already in place in
agri inflation as well as good monsoons in FY12, agri inflation has already eased considerably. We have to
watch for the impact of this and all the RBI tightening till date on core inflation. While fuel inflation will always
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Another trend we have to closely monitor in CY12 will be the impact of domestic/global slowdown and

remain a joker in the pack, an easing of core inflation to comfortable levels can lead to policy actions to
provide a monetary stimulus to the economy in 2012.

elevated interest rates on the non performing loans of the banks. The trends so far have been mixed for the
banking sector. While private sector banks have not yet seen deterioration in their asset quality, public sector
banks have seen a worsening in some of their sectoral exposures especially in agriculture. The RBI has already
let the system restructure loans to a few select sectors but with the ongoing concerns in the
infrastructure/power sector there is a fear of slippages.

We are cognizant that the INR can depreciate further but believe that this will be triggered by global cues like
the recent bout in Sep- Dec 2011. Estimates indicate that the current INR depreciation may improve the
earnings outlook for corporates. Current outlook is for a 9-12% earnings growth for FY12 and a +14% earnings
outlook for FY13. At year end levels the Indian market trades at 12x FY13 , a ~ 20% discount to its 5/10 year
average on 1 yr fwd basis.

To conclude, we would be cautious at the start of 2012 but are cognizant of developments which can
significantly improve the Indian investment story. We do expect Indian GDP growth to move to a lower growth
trajectory in 2012, while global developments are expected to keep markets volatile. India should see
inflation/interest rates peaking in CY12 and the RBI could begin easing rates by mid-2012. This, coupled with
some determined decision-making from policymakers, could provide economic and investment gains and
improves the growth outlook a few quarters from now. Valuations at 12XFY13, do provide comfort and lot of
the bad news may already be in the price. Reversal to mean valuations of around 15x 1 year forward earnings
would provide a significant upside once the economic outlook improves.

Portfolio Strategy

Growth

Our stance of being focussed on the consumption theme with a strong domestic bias helped the portfolio in
CY11. Furthermore our higher weight in the export oriented pharma and IT sectors are expected to augur well
in this period of INR weakness. In terms of stock picks, we will retain our style of predominantly a bottom up
approach with an overlay of top down factors as well. We remain focussed on choosing stocks with strong
business models, strong franchise, addressing large sized opportunities, characterised by good/improving
ROCEs, led by good managements and with better than average growth. Amongst the non Nifty names, our
threshold parameters on ROCE, growth and the requisite price value gap are even higher.

As we move into CY12, there are a few sectors in India with reasonably high quality firms which because of
factors mentioned earlier are trading at discounts to their historical average. There are also sectors which have
strong global linkages and trade at discount to their averages. While we retain our current stance in the early
part of CY12, there are possible developments as highlighted earlier which will make us calibrate or alter our
portfolio stance just as we did in CY11. To refresh, during the course of CY11, on continued weak cues, we had
exited Reliance Industries, BHEL, Tata Steel and L&T. We had replaced these names with Dr Reddy’s, Hindustan
Unilever, Titan and Hero Motocorp with good benefit to the portfolio.

Towards the end of CY11 we took profits in some our holdings like ITC and Hindustan Unilever. As there is a
likelihood of further stress in the loan quality for the banking system, especially from term loans to the
infrastructure and select other industries, we wanted to migrate to a bank with mostly working capital and
seasoned personal/mortgage loans. In this context we exited ICICI Bank while adding to our weight in HDFC
Bank/HDFC.




We equally believe that the long term structural story of the Indian market place are intact. Sticking with our

We strongly believe that the coming year will bring in opportunities to benefit portfolio performance.

disciplined approach to stock selection we expect to see continued outperformance.
Life Fund

Year 2011 was fraught with challenges on the domestic side relating to inflation & deficits, while on the
international front there were concerns relating to the debt overhang of Eurozone and global slowdown. We,
to an extent anticipated these challenges and highlighted these in our commentaries and constructed a
portfolio which could best withstand these macro concerns.

To a large extent our portfolio companies withstood the pressures and concerns of the macro domestic and
global environment and delivered steady revenue and profit numbers.

In Life Fund, stocks like Crisil & HUL delivered returns in range of 30 — 50% followed by stocks like ITC, IGL, Divis
which delivered Positive returns in the range of 10 — 20%. Stocks like Nestle, Sun Pharma, and Bajaj Auto &
Bosch which gave returns in range of + 0 +10%. On the other hand, Cummins, Exide, Glaxo Pharma, Infosys,
Opto, Clariant delivered negative returns.

In 2011, additions to the portfolio were Bajaj Auto, Crisil, Exide, Bosch, Indraprastha Gas, Titan and Hindustan
Unilever. We exited SBI in view of making the Fund character stronger by adding companies with better
business models.

We expect the markets in Year 2012 to continue to face pressures from the macro front and do not believe
that we need to shift the portfolio positioning significantly at this point in time. We remain well positioned
with 22 stocks in our portfolio with 20% of weight in Auto, 19% in FMCG, 16% in healthcare & 13% in Banking
& Finance. We believe that this represents a balanced portfolio which will not only address volatility in the
environment but also provide steady growth. We remain confident that our portfolio companies which have a
core RoCE of upwards of 100% and dividend payout of over 40% could deliver consistent returns with
reasonable dividend yields.

Indian Entrepreneur Fund

Indian Entrepreneur Fund seeks to harness the entrepreneurial spirit of Indian promoters. The offering seeks
to create long term compounding returns by investing in entrepreneurs of vision, integrity, passion and who
have their own ‘skin in the game. By their very nature these businesses are midsized and have ability to grow
fast for many years.

CY11 had been a challenging year for the markets, with benchmark BSE 500 declining 39%. Indian
Entrepreneur Fund has outperformed the benchmark during the year. New inclusions during the year have
been Muthoot Finance, Indusind Bank, Sun Pharma, Pidilite, Dabur, Hero Motocorp and TCS, while Shriram
Transport Finance, Ess Dee Aluminium, Motherson Sumi, Torrent Power, Tulip Telecom and Havells have been
sold during the year. Key outperforming stocks during the year have been Divi’s Laboratories, Bajaj Auto, Sun
Pharma, Hero Motocorp, Havells etc.

Divi’s Laboratories is a very strong play on the CRAMS opportunity in the country. Its unique business model
provides a mix of steady cash flows from generics and API business on one hand and the potential of strong
growth from custom synthesis business on the other hand.

Pidilite is a play on growth opportunity in consumer and industrial segments. Pidilite has historically seen
innovation led growth. Pidilite’s innovation straddles across new products, advertising, marketing and
retailing. Pidilite transformed Fevicol into an iconic adhesive brand in the commodity segment through
product innovation and clutter-breaking advertising. Recent innovation includes Fevicol Marine, Dr Fixit and M
Seal. Pidilite is a beneficiary of demand growth led by lifestyle changes, new housing and repairs. Pidilite’s
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Sun Pharma is the best domestic franchise in the growing lifestyle ailments segment. US business is another

brands (Fevicol, M Seal, Dr Fixit etc), distribution and consumer connect will help it to capitalize on the
growth opportunity.

growth driver for the company. Successful turnaround in Taro, coupled with growth in its core business and
healthy RoCE should help the company record strong sales and profit CAGR.

The portfolio currently owns 18 rich businesses from varied sectors with top three sectors being Healthcare,
Automobiles and Finance. These three sectors account for 60% of the total investments. Bias towards more
replicable and sustainable businesses continues to remain. Over the last one year, the portfolio has moved
more from predominantly midcap exposure to a fair mix of large cap and mid cap companies. The portfolio PE
currently stands at 17x with core business RoCE of 30%+.

Strategic

As discussed in our earlier note, we did a major restructuring exercise during the second half of the year to
make our portfolio more resilient in the current uncertain economic environment. We added many new
businesses and exited others to increase the sector diversity with a focus on domestic consumption theme.
Exposure to capital intensive and leveraged businesses was reduced to decrease the volatility and sources of
risks in the portfolio.

As we move into 2012, we will keep the central theme of the portfolio intact. In terms of stock picking, we will
retain our style of a predominantly bottoms up approach with an overlay of top down factors as well. We
remain focused on choosing stocks with strong business models, with strong franchise, addressing large sized
opportunities, characterized by good/improving ROCEs, led by good managements and with better than
average growth.

During the last month of the year, companies with the high import content or USD linked costs saw
deterioration in their stock prices due to sudden and steep depreciation of rupee versus USD over the last few
months. Some of our business like Clariant, Bayer, Indraprastha Gas, Castrol, 3M and BASF suffered due to the
same reason. We believe that most of these companies exhibit strong business models and will be able to
adapt to the changing dynamics quickly.

Going forward, we retain our stance of adequate sector diversification with exposure in sectors like Auto,
Agriculture, FMCG and Healthcare. We strongly believe that the long term structural story of the Indian
remains intact and the coming year will bring in opportunities to benefit portfolio performance. We believe
that our disciplined approach to stock selection will help us in our endeavor to deliver a superior performance.

India Select

The Year 2011 witnessed number of challenges on the domestic and global fronts, which led to corporates
deferring their investments leading to slowdown in capex and investment spends. In light of this environment,
we thought it’s prudent to move towards a portfolio which will offer diversification towards stronger business
models which will command pricing power in an uncertain environment lending much needed diversification
to portfolios within four themes namely Size of opportunity, Quality, Price Value Gap and Earnings Growth.

We bought stocks like HUL, Bayer, TCS, Hero Honda, Glaxo pharma, Dish TV, Titan and exited stocks like Coal
India, Havells, Cummins, PFC, Yes Bank.

The realigned portfolio has 20 stocks with 20% weight in Healthcare, 18% in automobiles, 16% in FMCG and
10% in Information Technology. The portfolio not only gave us diversification but also businesses which have
stronger business models in terms of dealing with the external environment with reduced volatility.




ASK
The Year 2012 may continue to see pressures on the macro front. While inflation may come down over v i vivg
the next few months, stress on the fiscal discipline and continued policy paralysis remains. In this scenario we
are focused on companies which have high return ratios, strong balance sheet, growing annuity businesses,

that are leading names in the respective segments and also offering value.

Disclaimer:

This note has been prepared by ASK Investment Managers Private Limited (ASKIM) solely for the information of the clients of ASKIM. While
reasonable care has been taken in it's preparation, this report does not purport to be a complete description of the securities, markets,
investment philosophy or developments referred to herein and ASKIM does not warrant it's accuracy, completeness or results. The
information contained herein may be changed without notice. To the extent permitted by law, ASKIM or its officers, employees or agents may
have bought or sold the securities mentioned in this report or may do so in future. This report is not an offer or solicitation of an offer to buy
or sell any securities mentioned herein.
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