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What is Economic Moat?
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combination of multiple business forces. St AR WA SEAR TR st \
Traditional management theory terms 4 b4

" . . Economic Moat
such as Sustainable = Competitive Fountainhead of Wealth Creation
Advantage" or "Entry Barriers" essentially HIGHLIGHTS

. 3 ~ Economic Mioat protects profits and profitability of companias from
connote the idea of an Economic Moat.

competitive attack.

~. caP (comp d ge period) of Moat
Companies |EMCs) leads to superior levels of profits and stock retums.

7z » Ower 20022012, EMCs in India hawe outpecformed benchmark indices.
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» Breach of Economic Moat causes massive wealth destruction.
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» Markets seem poised to touch now highs in the next 12 months.
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Source: Motilal Oswal Wealth Creation Studies.




Role of Industry Structure - Porter’s 5 Forces

Assessing competitive landscape

Threat of new
entrants

s A

#® Industry structure is the first-level
determinant of a company's profitability

- . ® A favorable industry structure implies
= Rivalry Ve that competitors prohibitive cost/entry

. among . barrier for new players
Bargaining power existing Bargaining power

of suppliers competitors / of buyers

® On the other hand, an unfavorable
industry structure makes it easy for
competitors to step in

% /

Influences Size of industry profit pool

Threat of substitute
products or services

[ Influences Distribution of profit among various constituents J

Source: Motilal Oswal Wealth Creation Studies
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Competitive Advantage Period (CAP)

Companies usually enjoy a certain CAP ...

Rate of Competitive forces work to
Return bring down excess return /
Excess ‘/ / * C'ompetit?ive ad_vantage period. (CAP) is the
Return / time during which a company is expected to
generate returns on incremental investment
WACC BeEtUm~WACC that exceed its cost of capital
N— I
—
CAP ® Markets are generally efficient and do indeed
Time (in years) assign premium valuations to EMCs , given
. i their reasonably accurate assessment that
.. but successful companies tend to extend it such companies enjoy a very long CAP
gate of Incremental excess return #® This rollover phenomenon continues so long
eturn y
| / as EMCs successfully at least defend (if not
| deepen) their moat, leading to their stock
| achieving both sustained outperformance in
the markets, despite their premium
I Return=WACC valuations
WACC N — /
| g \
CAP rolls over by 1 year
|
0 Year 1 Time (in years)

Source: Motilal Oswal Wealth Creation Studies
Disclaimer: Past performance may or may not be sustained in future. The above graph is used to explain the concept and is for illustration purpose only and should not used for development or implementation of an

investment strategy.
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Economic Moat Companies (EMCs) handsomely outperform the markets

EMCs outperform benchmark, but non-EMCs don’t

’ EMCs Non-EMCs Overall '
Return 25% 12% 18%
Sensex 18% 18% 18%
. Alpha 7% -6% 0%
S . .

Payoff profile of EMCs, non-EMCs and Sensex (2002-2012)

1000 —@— EMCs @)= Non-EMCs 25%, 9.3x

(All rebased to 100 in March 2002)

R 33% CAGR, 5.5x
500
250 WA
s 20% CAGR, 3.0x
0

FYO2 FYO3 FYO4 FYO5 FYO6 FYO7 FYOS8 FYO09 FY10 FY11 FY12

Source: Motilal Oswal Wealth Creation Studies
Disclaimer: Past performance may or may not be sustained in future. The above graph is used to explain the concept and is for illustration purpose only and should not used for development or implementation of an
investment strategy.
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What is Mid to Mega?

e Crossover by company from Midcap
to Mega cap category

#® Achievement of critical mass & scale
#® Recognition by markets of the same

#® 101 to 400 Companies by Market cap

The above transition is mainly seen in
companies who are
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Source: Motilal Oswal Wealth Creation Studies.
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Mid-to-Mega an exciting journey : crossovers offer a healthy strike rate

Study of Crossovers: Mar 2016 to Mar 2021
[Sensex Return: 14%]
Category returns in %; (No. of companies in brackets)
/ \ : 38% 12% / \
® Only 32 of 2,630 Mini companies Mega ® 13 of 200 Mid companies
crossed over to Mid size (0) (13) (74} > crossed over to Mega size
generating 38% CAGR
#® Strike rate is very Low at 1.2% _ 46% 15% -1%
To Mid Strike rate is 6.5% (5x higher)
® Downside risk high < (32) (101) (26)
2% 8% } Applying MQGLP filtration
Mini processes can significantly
(2,598) (86) (0) improve the strike rate
\ / Mini Mid Mega \ /
From
Total no.
of Stocks 2,630 200 100

Source: Motilal Oswal Wealth Creation Studies

Disclaimer: Past performance may or may not be sustained in future. The above graph is used to explain the concept and is for illustration purpose only and should not used for development or implementation of an
investment strategy.
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M-Q-G-L-P Investment Philosophy

Growth

e PAT growth of ~20% for 1/2years

Quality e Revenue growth and market share gains .

Quality of business x Quality of management e Growth in margin & profitability LO"gEVlty

e Stable business, preferably consumer facing ¢ Reliable high growth flows e Long-term relevance of business

e Leadership in Industry e Extending competitive advantage period
e Preferable with ROE of ~20% e Sustenance of growth momentum

e Sustainable competitive advantage e Seculars over Cyclicals

e Healthy financials & ratios

Price

e Reasonable valuation, relative to

Midsize

e Benefit of low-base

e Well-established track record growth prospects (PEG)
e Focus on companies ranked e High margin of safety

101 to 300
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Crossover stocks - a high alpha generating machine

T No. of | Return of Alpha Average P/Ein )
FY Period crossover stocks ’ crossover stocks | Sensex return | over Sensex | PAT CAGR RoE base year
2000-05 17 55% 5% 50% 35% 22% 5
2001-06 12 86% 26% 60% 44% 27% 3
2002-07 12 82% 30% 52% 83% 21% 11 7 i
2003-08 12 115% 39% 76% 67% 24% 6 ® AS5year rolling
2004-09 11 53% 12% 41% 31% 16% 12 :Aortfolio of Mid to
ega crossovers
2005-10 9 46% 22% 24% 44% 21% 15 generated a portfolio
2006-11 11 32% 12% 21% 49% 32% 23 return of 38% CAGR
2007-12 13 29% 6% 24% 32% 31% 22 and an alpha of 26%
over Sensex.
2008-13 19 30% 4% 26% 26% 30% 20
2009-14 20 46% 18% 28% 28% 26% 15 ¢ Median PAT CAGR
2010-15 24 33% 10% 23% 20% 26% 22 of 2:%, ROE of 24%
2011-16 24 28% 5% 23% 22% 25% 20 Wikh.g RE o1 Thae
: ~ aspirational yet
2012-17 18 ' 38% 11% 27% 24% 24% | 18 possible
2013-18 16 . 42% 12% 30% 22% 21% | 15 \_ Y,
2014-19 13 32% 12% 20% 14% 21% 12
2015-20 13 20% 1% 19% 18% 20% 28
2016-21 13 38% 14% 24% 20% 11% 19
. Median 13 38% 12% 26% | 1 28% 24% 15 1 )

____________________________________________________________

Source: Motilal Oswal Wealth Creation Studies. Past performance may or may not be sustained in future.
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EMERGENCE
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Emergence

® Uncommon profits in companies lead to / )
uncommon wealth creation in stock markets. P \\

. / \
® In the long run, investors earn only as much / TGRSO} § DU 13 \
& 3 Moriiar Oswar
money on a stock as the underlying business //

T—
itself earns.

18th ANNUAL WEALTH CREATION STUDY (2008-2013)
® Hence, it pays off well to invest in companies, Engfgeﬂg‘ggnmﬂc?
which generate Uncommon Profit S

Uncommon Profits in comparies = Uncommon Wealth Creaticn in
stock markets

® Emergence signaled by first occurrence ' e e N R aioe

the probabllity.
+ Endurence of alue Creators is mainly threatencd by disruptive

of RoE > Cost of Equity e eyl e ety cteses

innowtion/competition, major regulatory cheages, and
capital misaloeation.

=
7 State-owned companies have become marginalized in Weakh
‘ Creation with their share collapsing from S1% in 2005 to 9% in 2013 @
Emergence P WS S O

favarabls for ang:tern nuetiog

® |s company’s first entry into the %
potential Uncommon Profit zone ;

the | 1, it hand for a stovk fw eam & ruch better o

Aur s & @arns I the ousiness earns 6% on capltal over 40

8 you 1013 & for That 90 years, ¥o.'re 1GT g0 ng Ko Make much diffarens
eturmn - even i you erigzl huge discount. Cenve rsely, it a

busness eams 18% cn sagitel over 0 years, even i you pey a0 expensive

Keukivg price, you'l end up with upe bzl of o resull”

— Charlle Murge-, Vice-Chalrma, Berbahira Hathaway

® Successful emergence is a combination ‘
of key factors at the industry level as

TOP 10 WEALTH CREATORS (2008-2013)
We” as the company |eve|' THE BIGGEST THE FASTEST THE MOST CONSISTENT
® Successful emergence is rare W i et | R A
(INF. 5} CAGR (%) | Study (x] CAGR(%]
1 Tes 2384 TIX Precrige 95 | Astan Pamisc I s

® Strong corporate-parent in a non-cyclical 2 e pe o 3 | o wameas e =

= e s 5 3 HIPC Bank Fzge Incustries

4 nfusys Wockhardi 50 Hindustsn Znc < 32

business significantly increases the A= | e %
] 6 oNGC 47 Axis 2ok 1< 27
probab|||ty 7 | HDFC 47 | HORC Bent 1c 2
8 Teta Motors S18 45 MaM 1< -1

9 HWadustan Urilever 516 won 45 Bosch 1< 2

1 Wipre 469 Gedre Cemumer Ead HDTC 1c 2

Raamdeo Agrawal (Reamdeo® Moti al0swal.cow) [ Shrinath Mithanthaye (ShrinathM@Mcti al0swal.com)
Wa thank M- Dhvey Mohtz {heuv.Manta@ ok rovme bz in], Imestmant Consutant, for hic ivaluable confrisut an te tis rapert

Source: Motilal Oswal Wealth Creation Studies.
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Framework to identify Emerging Value Creators

A suggested methodology to identify Emerging Value Creators R
Aspects Covered Methodology
Determine age From among the listed companies, select companies less than

of the company 25 years old from date of incorporation

1. Calculate RoEs of the past 10-15 years, and see which of

4 PAT (b) Renewal comI:aer:‘ig:ywith these under-25-year companies crossed 12% for the first
E?r?xlérgal‘gce Maturity meaningful time in the last year.
1 first-time 2. To ensure that the Emergence in meaningful, consider
Emergence companies with a certain minimum PAT level, say,
. INR1OOm.
Growth (a) Decline
Filter companies 1. Whether the corporate-parent is a multinational company
for corporate or a large domestic corporate house with a reputation for
Point of parent/ good governance
Emergence management

2. Performance track record of other group companies, if any

3. Management statements made in investor communications
/ (Annual Reports, results releases)

Pre-emergence 4. Dividend history and payout policy, etc.
struggle for
Introduction | survival Avoid cyclicality | Cyclicals may vyield healthy returns over 3-5 years post
> emergence, but may not sustain their performance across cycles
Time
Reasonable Assessed on reasonable entry PE multiple
valuation
List of likely The residual companies are most likely to be Emerging Value
Emerging Value Creators
Creators
% /

Source: Motilal Oswal Wealth Creation Studies
Disclaimer: Past performance may or may not be sustained in future. The above graph is used to explain the concept and is for illustration purpose only and should not used for development or implementation of an

investment strateg
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2001 to 2008 Emerging Value Creators' financial and stock market performance highlights

( | Year of | 5-year post emergence (%) B \
Company Name 'Emergence Agein YoE  P/Ein YoE PAT CAGR Avg RoE Price CAGR Rel Perf. K The 2001-08
Shriram Transport 2001 22 1 56 28 85 60 Emergm,g Valia .
Creators' portfolio
ACCEIya Kale 2008 22 3 36 31 60 56 performed well both
Shriram City Union 2004 18 3 45 24 70 58 in terms of financial
GRUH Finance 2003 17 4 33 24 60 22 - i
performance
Plastiblends (I) 2004 13 4 1 20 4 -8
Manappuram Finance 2007 15 4 123 28 70 64 ¢ Average PAT CAGR
(0)
Havells India 2004 21 7 Ptol 34 39 27 Wae24% over years
post-emergence;
Cera Sanitaryware 2008 10 7 36 24 29 17 average 5-year RoE
KPIT Tech 2004 14 8 36 30 4 -7 was 32%
Titan Industries _ 2003 . 19 12 53 33 85 46 performance,
. . average stock return
Hitachi Home _ 2006 . 22 12 14 41 22 11 CAGR was 41% over
Emami 2007 24 18 31 35 33 27 post-emergence,
» ) outperforming the
Suprajit Engg. 2006 21 18 21 28 0 12 benchmark by an
IL&FS Invt Managers 2007 21 18 32 57 9 3 average 24%
Asahi India Glass 2002 18 19 25 43 51 21 \ Y,
9 AVERAGE | . 10 24 32 41 24 )

P to L: Profit to Loss . .
Source: Motilal Oswal Wealth Creation Studies

Disclaimer: Past performance may or may not be sustained in future. The above graph is used to explain the concept and is for illustration purpose only and should not used for development or implementation of an
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Investment Framework

( Criteria )

N

( Frameworks

1. Company RoE > Cost of Capital
(10-12% depending on industry) or

Economic Moat
2. Company RoE > Industry RoE

1. 20% RoE or minimum 20% expected growth or

Mid to Mega o o
2. Value Migration beneficiary

0,
Uncommon Profits: Emergence C_rosged/expected to cross 12% RoE threshold for
Small Caps first time

R

Blended QGLP
Portfolio

*up to 20% of the portfolio may be an exception to the above frameworks

. EQUITY. MOTILAL OSWAL.




Portfolio aligned to the strategy framework

Economic Moat Mid to Mega Emergence/Expected Emergence
Stocks Company RoE Stocks Expected
c ¢ Rank Current RoE growth Stocks RoE FY23 RoE FY25
17% (Current Rank) (FY23-25E)
17% 21% 20% 27% 24%
17%
29% 23% 20% 21%
29%
21% 26% 19% 15% 18%
13%
1% 49% 9% 15%
18%
22% 17% 50% 10% 13%
13%
22% 22% 18% [4%
12%
H . () H . O,
Weight: 51.9% Weight: 32.4% Weight: 15.7%

*up to 20% of the portfolio may be an exception to the above frameworks
Data as on May’23
Disclaimer: The Sectors/Stocks mentioned above are used to explain the concept and is for illustration purpose only and should not be used for development or implementation of any investment strategy. It should not be construed as investment advice to any party. The stocks/sectprs
may or may not be part of our portfolio/strategy/ schemes. Past performance may or may not be sustained in future.
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Application of frameworks towards wealth creation

Economic Moat Mid to Mega Emergence
300 e—Ficher =—==BSE 500 TRI e Phoenix ==BSE 500 TRI —Safari =—BSE 500 TRI
500
400
160
150 110 200
100 60 100
O O O O — — —_— — AN N N AN N m NN OOOO T ANANANANMM i i — — — (V] (V] (V] (@] (@] on on
g g g g g g agoqg g ogoaoda Teld g dgiaa oo oo g Yy g g g g qgog g qgoq A
L3535 5558558 588 H | zhiornioisiitrreisivias £ 53 588 53585 5
< u.N TS <0 ~D<C< >2uv Qw3 O3-S0V AO>SS VOS> NO3SISIZLESIZLES s - N O w S - O ao s S
i Stock Returns: ! B?Rif::\:'m ] Alpha ' | Stock Returns: ! B;EetSS::I:RI ] Alpha: ' | Stock Returns: ! Biliztsl?:\:m ] Alpha ]
i 0 i : i 0, I 0, i * i 0, i i [ i ° i 0 i
| 159% | 116% | 43% o 141% | 83% | 58% | | 402% | 29% | 373% |
e ————————— e e e ————— e ————— 0 S e e e ————— e ————— d e ————————— e ————————— e d

Data as of 31t May,2023 Source: Bloomberg & Internal

The stocks mentioned above are used to explain the concept and is for illustration purpose only and should not be used for development or implementation of any investment strategy. It should not be construed as investment advice to any party. The

schemes.
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Portfolio Quants

Delivered Expected

BOP BOP BSE 500

34% 18% 15%
52% 17% 16%
l.1x 1.5x

Data as of 315t May,2023 Source: Bloomberg Consensus estimates
The data mentioned above are used to explain the concept and is for illustration purpose only and should not be used for development or implementation of any investment strategy. It should not be construed as investment advice to any party. The
stocks may or may not be part of our portfolio/strategy/ schemes.
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Motilal Oswal Business Opportunities Portfolio: Proposition in a Nutshell

4 2 3 4 5 6
A Blended and Research in Action Concentrated Rigorous Risk Market cap strategy: Bottom on Stock
High Conviction - Based on three Portfolio of up to Management Minimum 50% in Large selection powered
Focused Portfolio Wealth Creations 30 Stocks — A True Framework caps, 30% to 50% in by proprietary
Studies PMS Offering Midcap and up to 20% QGLP Investment
in Small Caps Philosophy
;o N

| don’t want to spend my time trying to earn a lot of little profits.
| want very, very big profits that I’'m ready to wait for.

THINK EQUITY. THINK MOTILAL OSWAL. ——

ASSET MANAGEMENT




Portfolio Performance

e BOP Strategy

S&P BSE 500 TRI

20
1.8x
18
16 1.7x
14 A
12
~a,
10 nﬂ'\,,-«/""*"’iw» =~ ~
8
6
~ (o] (o] (o] o] (o] (o] ()] [e)] [e)] (o)} (o] [e)] o o o o o o i — — — — i o~ ~N ~N ~N ~N ~N o™ o™ [a2]
N N - - - NN - N - - iy Y - N A o o a o o a aq o N A A N Ry o N Ry o o o
H BOP S&P BSE 500 TR
28.0
22.8
17.5
12.9 12.6
70 89 7.1
5.5
] o
-0.8
1 Month 3 Months 6 Months 9 Months 1Year 3 Years 5 Years Since Inception

BOP Strategy Inception Date: 18" Dec 2017; Data as on 315t May 2023; Data Source: MOAMC Internal Research; Please Note: Returns up to | year are absolute & over | year are Compounded Annualized. Returns calculated using Time Weighted Rate of Return (TWRR) at an aggregate strategy level. The performance related

information is not verified by SEBI. All portfolio related holdings and sector data provided above is for model portfolio. Returns & Portfolio of client may vary vis-a-vis as compared to Investment Approach aggregate level returns due to various factors viz. timing of investment/ additional investment, timing of withdrawals, specific
client mandates, variation of expenses charged & dividend income. Past performance may or may not be sustained in future and should not be used as a basis for comparison with other investments.

[INK EQUITY. THINK MOTILAL OSWAL.
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Fund Manager

Passionate about investing; have been an investor since 13 years of age.

~15 years of experience in equity research and fund management specializing in mid and small

cap space, with ~10 years with Motilal Oswal Group.

#® Before joining Motilal Oswal, associated with Edelweiss Capital.

#® Chartered Financial Analyst (CFA) Charter Holder from CFA Institute, USA and a Masters in

Commerce.

Atul Mehra, CFA
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Disclaimer

Disclaimer: This presentation has been prepared and issued on the basis of internal data, publicly available information and other sources believed to be reliable. The information contained in
this document is for general purposes only and not a complete disclosure of every material fact and terms and conditions. The information / data herein alone is not sufficient and shouldn’t be
used for the development or implementation of an investment strategy. It should not be construed as investment advice to any party. All opinions, figures, charts/graphs, estimates and data
included in this presentation are as on date and are subject to change without notice. While utmost care has been exercised while preparing this document, Motilal Oswal Asset Management
Company Limited does not warrant the completeness or accuracy of the information and disclaims all liabilities, losses and damages arising out of the use of this information. The statements
contained herein may include statements of future expectations and other forward-looking statements that are based on our current views and assumptions and involve known and unknown
risks and uncertainties that could cause actual results, performance or events to differ materially from those expressed or implied in such statements. Readers shall be fully responsible /liable for
any decision taken on the basis of this presentation. No part of this document may be duplicated in whole or in part in any form and/or redistributed without prior written consent of the Motilal
Oswal Asset Management Company Limited. Readers should before investing in the Scheme make their own investigation and seek appropriate professional advice. * Investments in Securities
are subject to market and other risks and there is no assurance or guarantee that the objectives of any of the strategies of the Portfolio Management Services will be achieved. ¢ Clients under
Portfolio Management Services are not being offered any guaranteed/assured returns. ¢ Past performance of the Portfolio Manager does not indicate the future performance of any of the
strategies. * The name of the Strategies do not in any manner indicate their prospects or return. * The investments may not be suited to all categories of investors. * The material is based upon
information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such. ¢ Neither Motilal Oswal Asset Management Company
Ltd. (MOAMC), nor any person connected with it, accepts any liability arising from the use of this material. The recipient of this material should rely on their investigations and take their own
professional advice. * Opinions, if any, expressed are our opinions as of the date of appearing on this material only. While we endeavor 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. * The Portfolio Manager is not responsible for any loss or shortfall resulting from the
operation of the strategy. * Recipient shall understand that the aforementioned statements cannot disclose all the risks and characteristics. The recipient is requested to take into consideration
all the risk factors including their financial condition, suitability to risk return, etc. and take professional advice before investing. As with any investment in securities, the Value of the portfolio
under management may go up or down depending on the various factors and forces affecting the capital market. Disclosure Document shall be obtained and read carefully before executing the
PMS agreement. * Prospective investors and others are cautioned that any forward - looking statements are not predictions and may be subject to change without notice. ¢ For tax
consequences, each investor is advised to consult his / her own professional tax advisor. * This document is not for public distribution and has been furnished solely for information and must not
be reproduced or redistributed to any other person. Persons into whose possession this document may come are required to observe these restrictions. No part of this material may be
duplicated in any form and/or redistributed without ’'’MOAMC:s prior written consent. * Distribution Restrictions — This material should not be circulated in countries where restrictions exist on
soliciting business from potential clients residing in such countries. Recipients of this material should inform themselves about and observe any such restrictions. Recipients shall be solely liable
for any liability incurred by them in this regard and will indemnify MOAMC for any liability it may incur in this respect.

Custodian: Deutsche Bank A.G. | Auditor: BDO India LLP | Depository: Central Depositary Services Ltd Portfolio Manager: Motilal Oswal Asset Management Company Ltd. (MOAMC) | SEBI
Registration No. : INP 000000670 THINK EQUITY THINK MOTILAL OSWAL For any PMS queries please call us on +91 81086 22222 / 022-4054 8002 (press 2 for PMS) or write to
pmsquery@motilaloswal.com or visit www.motilaloswalmf.com
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THANK YOU
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