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Disclaimer
• The content of this presentation is only for the information of the participants
and not to be construed as investment advice. Please consult your financial
advisor before acting on it.
• Stocks mentioned in the slides are owned in my personal portfolio.
• I am not a SEBI registered analyst.
• Opinions expressed in this presentation are solely my own and do not
represent the views or opinions of my employer.
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Whether the research analyst or research entity or his associate or his relative has any financial interest in
the subject company and the nature of such financial interest.
Whether the research analyst or research entity or its associates or relatives have actual/beneficial
ownership of one percent or more securities of the subject company (at the end of the month immediately
preceding the date of publication of the research report or date of the public appearance).
Whether the research analyst or research entity or his associate or his relative, has any other material
conflict of interest at the time of publication of the research report or at the time of public appearance.
Whether it or Its associates have received any compensation from the subject company in the past twelve
months.
Whether it or its associates have managed or co-managed public offering of securities for the subject
company in the past twelve months.
Whether it or its associates have received any compensation for investment banking or merchant banking
or brokerage services from the subject company in the past twelve months.
Whether it or its associates have received any compensation for products or services other than
investment banking or merchant banking or brokerage services from the subject company in the past
twelve months.
Whether the subject company is or was a client during twelve months preceding the date of distribution of
the research report and the types of services provided.
Whether the research analyst has served as an officer, director or employee of the subject company.
Whether the research analyst or research entity has been engaged in market making activity for the subject
company.
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Time is the best test of fragility
Time is an eraser rather than a builder,
and a good one at breaking the
fragile—whether buildings or ideas.
Time is the best test of fragility—it
encompasses high doses of disorder—and
nature is the only system that has been
stamped “robust” by time.

Antifragile: Liquid that has withstood the test of time are safer to consume, and they
do not cause any harm to our bodies.
It has been shown that many people benefit from the removal of products that did not
exist in their ancestral habitat: sugars and other carbohydrates in unnatural format...
As to liquid, my rule is to drink no liquid that is not at least a thousand years old—so
its fitness has been tested. I drink just wine, water, and coffee.

Wealth protection != Wealth creation
When you are an investment counselor to a family, and in
essence, you are asked to provide guidance for the entire
wherewithal this family has, you come to the inevitable
observation that this is all the wealth this family possesses, and
no one is ever going to give them any more.
But for someone who has already acquired has the fruit of past
labors at hand, the tools of which you protect wealth are different
from the tools that are needed to create it. The tools are different.
The framework is different. The objectives are different. The
methods are different. The language is different.

Three Bucket Framework

Indexing

Symbiosis

Cherry Picking

Bucket 1: Indexing

S&P 500: Survivorship + Winners is magical

Indexing holds on to the winners, and lets go of the losers. Just by the nature of
indexing, losing company will no longer be in the index and index will hold on to the
winners. Now if you take survivorship and winners together, it is magical. The way I
think about investing is I don’t think about in 5 or 10 years period. I think about it as a
fifty-year game.

How dumb money gets smart?
Start Date

01-Jan-1980

End Date

31-Dec-2017

Starting index value

111

Ending index value

2790

IRR(including dividends)

13%

Source

Moneychimp.com

The point of this slide is not to tell that S&P 500 will generate 13% IRR in the future.
Future returns will be much lower. It is to show the power of survivorship and riding on
the winners. In spite of 90% of the top 10 companies getting replaced the index
generated a positive IRR. To finish first, you must first finish.
By periodically investing in an index fund, for example, the know-nothing investor can
actually outperform most investment professionals. Just by sitting one could have
generated a 70 bagger. $1 invested on 01-Jan-1980 is worth $70 on 31-Dec-2017.
Paradoxically, when 'dumb' money acknowledges its limitations, it ceases to be dumb.

Is it the right time to enter the market?

People think that if you had bought S&P 500 in 1999 and held onto it till 2009, you’d
have lost a lot of money. But that’s now how one approaches indexing. I would have
bought some in 1999 in January, in February, in March, April, May and I am doing
that even today. If you look at it through that lens, you’re going to capture the magic of
compounding through indexing. By dollar cost averaging, you’re neutralizing the P/E
multiple.
Even during the worst times, your portfolio loss will be much less than the
peak-to-trough losses. From the peak value of 1492 reached on January 2000 to the
lowest value of 770 in March 2009, S&P 500 lost almost 52 percent of its value.
During the same period, an investor doing a SIP with dividends reinvested would
have lost 30 percent of his cost basis. I used the following website to arrive at the
calculations. https://goo.gl/s3EzHM

What matters most in compounding?

End of the day, in investing we’re playing the compounding game. In compounding,
the magic happens when either I can compound at a very high rate(R) or I compound
at reasonable rates for a very long time(N). What indexing allows us to do is even
though the R might be around 6-7 percent, but N is super long. Remember N is an
exponent, and this makes the 8th wonder of the world happen.
You can capture N only by surviving, and indexing gets that for you provided you can
control your emotions. Even at 7 percent growth, we’re going to double every ten
years. And for 50 years we’re going to get 5 doubles. Your initial capital would have
compounded by 32 times. People don’t get it. I don't blame them as the human brain
is not wired by default to understand non-linearity.

How much IRR can we expect from S&P 500?
Low

High

Real growth

2%

3%

Inflation

2%

3%

Dividend Yield

1.5%

2%

Net share buybacks

0%

1%

IRR

5.5%

9%

I would expect S&P 500 to return an IRR of 6 to 7 percent. Dollar cost averaging over
long periods of time should neutralize P/E multiple. But if you have to take out capital
during the worst bear markets, then your IRR will shrink.

Base rates of beating US indexes is very low

S&P Dow Jones Indices(division of S&P Global) has been the de facto scorekeeper of
the ongoing active versus passive debate since the first publication of the S&P
Indices Versus Active Funds (SPIVA) U.S. Scorecard in 2002. Over the years, we
have built on our experience publishing the report by expanding scorecard coverage
into Australia, Canada, Europe, India, Japan, Latin America, and South Africa.
Stated differently, over the last 15 years from 2002 to 2017, only one in 13 large-cap
managers, only one in 19 mid-cap managers, and one in 23 small-cap managers
were able to outperform their benchmark index. So it is possible for some active fund
managers to "beat the market" over various time horizons, although there's no
guarantee that they will continue to do so in the future. And the percentage of active
managers who do beat the market is usually pretty small - fewer than 8% in most of
the cases above over the last 15 years; and they may not sustain that performance in
the future. Source: https://goo.gl/DfRjJa

Does indexing work in India?

SPIVA Scorecard: https://goo.gl/6vuQPv

Do a SIP in 2 - 3
actively
managed funds
in India

Around for a long time, reasonable expense
ratio, low churn, and outperformed their
benchmarks over a long time.
Do they eat their own dog food? Look for
fund managers and employees investing
their wealth in own fund.
Past performance is no guarantee of future
results. Make sure to read the SPIVA
scorecard every year to verify if active funds
are still outperforming.

I hypothesize that over time the gap between actively managed funds and index funds
should narrow. The last line I wrote reminds me of Buffet's tiptoes analogy. Just as it
happens when each person watching a parade decides he can see a little better if he
stands on tiptoes.
Several AMCs are coming up with several index ETFs. Look at the options from ICICI
https://www.icicipruamc.com/exchange-traded-funds. Investors have a lot of choices
including buying and holding 500 stocks via ICICI Prudential S&P BSE 500 ETF. One
strategy is to have 10% of your portfolio exposed to index funds. Over time you can
allocate more depending on the SPIVA scorecard.

Sage advice from a wise man

Bucket 2: Symbiosis

Tom Gayner’s mentor once said

To be successful in investing one has to survive for 30 years.

Symbiosis

Symbiosis is when living together is win-win
Fish don’t go to the health centre. Instead, they frequent ‘cleaning stations’ – neutral
zones where small cleaner fish – including wrasses, catfish and gobies – wait for
larger clients. When visiting a station, client fish – such as parrotfish, damselfish and
sharks – adopt a distinctive pose, signalling they want to be cleaned (and won’t eat
the cleaner). Cleaner fish then gorge themselves on parasites, mucous and dead
tissues from the surface of their client. In addition to a spick and span skin, client fish
enjoy a good tickle. It’s partly this rewarding sensation that stops the client fish
gobbling up the cleaner fish. [source]
I started cherry picking stocks from 2012, slowly building my positions over time. I am
still a newbie measured from the timescale of 30 years. I don’t want to learn the
wrong way and get wiped out entirely. So, what I did is I partnered with a few people
who have been in this business for a long time. They manage some of my portfolios.
This is a win-win relationship, and we mutually benefit from each other. I refer to them
as my partners. Over the years, I have learnt a ton from them. There is an opportunity
cost of not being invested in the markets. It take a lot of time to learn about the
markets. Symbiosis removes the opportunity cost.

What do I look
for in my
partners?

Are they good human beings? Would I love
to be associated with them irrespective of
their IRR?
What percentage of their own money do they
invest along with clients’ portfolio? In Nassim
Taleb vocabulary, Do they have skin the
game.
I like owning long-term compounders with
low-to-no churn and like to partner with able
and ethical management. Would their
investing style connect with my core
investing philosophy?

Bucket 3: Cherry Picking

Things I look for in
businesses I invest in
Top notch management with unquestionable integrity,
treats minority shareholders fairly, and compounding
wealth for long periods of time. There is a lot of
intelligence embedded in long periods of time.
Businesses that are easy to understand, having long
runways and customers can't live without their product and
services. They should have durable competitive
advantages to protect their high return on invested capital.

Few learnings from my recent trip to India

Stay Hungry
and Be Humble

Some of them attending Flame With Masters have already made millions of dollars in
the stock market. Their kids are well settled and have all the reasons to retire and do
nothing. But they didn’t retire. I see them sitting in the class and taking notes in the
middle of the night. They are humble and didn’t show off their wealth nor knowledge.
What does it tell you? You should stay hungry, be humble, keep learning, and evolve
continuously. Also, the idea of meeting people and learning from them is powerful.
You are seeking out and being open for more knowledge. Remember that knowledge
compounds over time.

Internship with Ankur Jain
Annual Reports, Concall Transcripts,
Investor Presentation and others

Business
Downside Risks
Management
Valuation
Margin of Safety

Few key points from Ankur Jain internship
Curiosity is the most important attribute to become a better investor. In fact, it is the
most important aspect of everything we do in life. Without it, we won’t push ourselves.
This means we won’t learn. Create a list of business that you are curious about and
start learning.
How can I find substitution risk without having domain knowledge? Auto industry EV
is one example. You depend on the ability of the management to take care. Look for
evidence that supports it. For that, you need to read the past annual reports,
conference call transcripts, and investor presentations like a time machine.
Don't read them blindly. Take notes by categorizing them into business, risks, and
management. Financial statements are an effect. You need to find out the cause that
made the effect happen. Just because you sliced and diced numbers in an excel
sheet it does not mean you understood the business.
If something stands while reading note it down. If it is material, then you can go ahead
and do a deep dive. Remember that the time is limited. Also in life Pareto principle is
very real and very few things really matter. Focus your time and energy on those few
things.
The most important aspect is to look at the DNA of the management, how they think,
how they behaved over long periods of time. There will be down cycles which every

company goes through, and that’s when we should know how the management acted.
Quantity and Quality don’t go hand in hand. Spend quality time in understanding few
businesses deeply. Reading is different from thinking. You need to allocate a lot of
time for reflection. Spend quality time on what you are reading. Time is limited, and
you most likely won’t come back to it. Take some notes and spend quality time
thinking about it. The power is in reflection. If not things wash away easily.

Internship with Ankur Jain
Focus - The sun's rays do not burn until
brought to a focus.
Depth - One who has sought has found but
only by diving deep.
Reflection - Need to strike a good balance
between reading and thinking.

Spend more time with one idea than sprinkle time over many ideas. Develop deep
insights in your investment thesis. Thesis will come in handy when markets are
adverse. If you wish to hold an investment for 60 months, spending 4 months on it is
just 7% of the time.

Antifragile: Things That
Gain from Disorder
There are a few books that makes one feel like
why was this book not written 20 years back.
Antifragile is such a book.

Mentally writing off
possessions
Lucius Annaeus Seneca was a philosopher
who happened to be the wealthiest person in
the Roman Empire. Seneca often started his
journeys with almost the same belongings he
would have if he were shipwrecked, which
included a blanket to sleep on the ground. Why
would he do that?

85% down to get an IRR of 30%

I am in the process of doing a deep dive on Kotak Mahindra Bank. I wanted to check
the IRR an investor would have got by holding the company for the last 18 years. It is
a mind-blowing 30%, but there is one catch. One should have stomached an 85%
drawdown.
This is what an experienced investor from India recent told me. He has been
operating in the markets for 30+ years with a CAGR of 35%. During 2008-2009 his
portfolio was down by 80%. Apart from his property he had most of his net worth
invested in equities. How did he sleep well at night?
He had the habit of mentally counting only 20% of his net worth. This helped him a lot
to stomach the drawdown. As an investor, we will have to experience a 50% to 80%
drop in net worth. Even index funds corrected by 50+ percent. Like Seneca and the
experienced investor from India have the habit of mentally writing down everything. It
helps when you actually face the crisis.

Don't take stuff
so seriously,
remember...

We are quick to forget that just being alive is an
extraordinary piece of good luck, a remote event, a chance
of occurrence of monstrous proportions. Imagine a speck of
dust next to a planet a billion times the size of earth. The
speck of dust represents the odds in favor of your being
born; the huge planet would be the odds against it. So stop
sweating the small stuff. - Nassim Taleb

