DSP Focus Fund

An open ended equity scheme investing in maximum 30 stocks. The Scheme
shall focus on multi cap stocks.

DSP Flexi cap Fund

Flexi Cap Fund - An open ended dynamic equity scheme investing across
large cap, mid cap, small cap stocks
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DSP

meeesssss MMUTUAL FUND



Fund Overview - Key Differentiation

DSP Focus Fund  DSP Flexi cap Fund

Category Focused Fund Flexrcap
Strategy Flexi cap Flexi cap i- E
Benchmark Nifty 500 TRI Nifty 500 TR ) ;  Key Differentiation !
Siyle T Concentration T Diversified | h-mmmmenmn- :
Noofstooks ! Max30stooks 060 i
Large-Cap No constraint No constraint /,- ----------- !
Mid-Cap No constraint No constraint £, No restriction on :
l market caps :
Small-Cap No constraint No constraint : '

Fund Manager have same stock selection framework for DSP Focus Fund & DSP Flexi cap Fund & can
lead to significant overlap of stocks

The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in
DSP future depending on market conditions and other factors. Large caps are defined as top 100 stocks on market capitalization, mid caps
s UTUAL FUND  as 101 - 250 small caps as 251 and above




FUNDAMENTAL BELIEF




Core Framework to assess “Value” for any stock

Fundamental Ratio used by fund ..
manager to assess VALUE -
m Where does it appear in value equation Relationship with Value

Numerator Denominator

ROIC ( x Higher ROIC = Higher Value
Growth J J Ambiguous*
WACC x w/ Higher WACC = Lower Value

@ Growth* creates value only when ROIC > WACC

1) The company's ability to generate cash flows

The value of any business is driven by four 2) lts capacity to grow these cash flows
key elements: 3) The return on capital employed
4) The opportunity cost of capital
DSP The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in

m— MUTUAL FUND ™ fyture depending on market conditions and other factors.



Expectation Investing >> Value or Growth investing

@ Fund manager doesn’t believe in value or growth style of investing
@ Value of the company = Markets expectations of the companies future performance

@ Markets expectation may be different from companies expectations

Actual Performance < Expectations Shareholder Returns < Cost of Capital

= = e e e e e e e o e Em e e e e e o o o = = =

Critical to understand implied : Actual Performance = Expectations Shareholder Returns = Cost of Capital
expectations S el

DSP The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in
m— MUTUAL FUND ™ fyture depending on market conditions and other factors.



Earnings Growth >> Return on Invested Capital Growth

@ Return on Invested Capital (ROIC) has
diminishing marginal utility.

Return on Invested Capital (ROIC)
@ Company can get rerated faster with higher

earning growth VS ngher ROIC 12% 20% 30% 40% 50% 60% 70% 80% 90% 100%

=
1
P e \ 10% 8 . 16 20 22 23 23 24 24 25 25

-
-

\ Lets take an example of Company with, — ____----~ i
' 20% ROIC & 10% Earnings growth with ===~~~ _-15% 8 21
implied PE ratio of 16. .-
 Company can get rerated to 28 PE ratio T
with just 10% change in expected !

i earning growth. .

36

20% 8 28 38 43 46 48 49 50 51 52

25% 8 3r 52 60 65 68 70 72 73 74

Earning Growth

* Company will need to increase ROIC'!
from 20% to 100% to get rerated to 25
PE level

30% 8 49 73 8 92 9 100 102 104 106

35% 8 66 101 118 129 136 141 144 147 130

Higher expected earning’s growth is more important than higher ROIC for company to be rerated

The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in
future depending on market conditions and other factors. Above table is used for illustration purpose only



Trees grow but not to the sky

PAT doubling in the next five

Ll Total No of cos years MBI ".]a.‘king Success Rate s
Rs crores (Rs crores) the transition Success Rate
0 95 0to 25 93 56% 38%
25 46 25 to 50 22 48% 30%
50 137 50 to 100 53 39% 8%
100 148 100 to 200 57 39% 21%  Cumulative success !
200 125 200 to 400 38 30% 13% __. drops sharply >1000 |
400 78 400 to 800 24 31% 8% S--, crorePAT
800 49 800 to 1600 17 35% 5%
1600 33 1600 to 3200 11 33% 2%
3200 17 3200 to 6400 3 18% 1%
6400 16 6400 to 12800 3 19% 1%
12800 S 12800 to 25600 1 20% 0%
25600 2 25600 to 51200 0 0% 0%
| Preferenceis for smaller companies that can compound their earnings
DSP Source - Internal, Bloomberg. Data as of 31 Mar 23. The investment approach / framework/ strategy mentioned herein are currently

m— MUTUAL FUND - followed by the scheme and the same may change in future depending on market conditions and other factors. PAT — Profit after tax



INVESTMENT PROCESS




Factors driving Value Creation

Earnings Growth

Quality of Business

1
|
’--———-_--A’-_-—---_‘

create value rest on four key:
pillars o
---------------------------------- Quality of Management
- Price value Gap
DSP The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in

m— MUTUAL FUND - fyture depending on market conditions and other factors.



1. Earnings Growth

o Growth is the key differentiator between Equity and Bond

o If growth goes away = Equity becomes a bond with earnings yield = coupon

o If growth goes away permanently: Equity < Bond

o Quality of Growth matters:

\/ Organic Growth x Inorganic Growth*
v Non-Dilutive Growth /< Dilutive Growth

v~ Focus x Unrelated

DSP The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in
m— MUTUAL FUND ™ fyture depending on market conditions and other factors. *Inorganic growth refers to growth which occurs from merger or acquistion



Inorganic Growth - Important Points considered

.' Bhavin Gandhi @bhavinjan1978 - Nov 27, 2022
* When put through the five point test, most acquisitions fall short...

K sole kiddery (Vs Bidding war)

£ PF toaek (VIS fobic tover)

4 A cash (Vs M steck)

£ swal) e (Nls Large forget)

¥ st syneryies (vIs qrowth synevgler)

DSP The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in
m— MUTUAL FUND ™ fyture depending on market conditions and other factors.



2.Quality of Business

Amount of capital business can : ,
Return per unit of capital
consume
—~—— S~~——"_
Quality of Business — Capital Intensity 23 Capital Efficiency
Capital Efficiency :||:I Profit Margins 83 Asset Turnover
Business ROCE Profit Margin (%) Asset Turnover (x)
1 50% 25 2 Business 3 is more
2 50% 10 5 preferrable
3 50% 3) 10
DS The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in
e MUTUAL FUND - fyture depending on market conditions and other factors. ROCE — Return on Capital Employed



3. Quality of Management

Quality of Management

—1
—1

Capital Allocation Capital Distribution

Maintenance Operating Cashflow

Free Cashflow

Growth
Contingency

4

[ h

1 I

i . - —] . —] -

1

! Quality of Business — ROCE Quality of Management — ROE ||

I\\ ————————————————————————————————————————————————————————————————————————————— fl'

S P The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in

m— MUTUAL FUND - fyture depending on market conditions and other factors. ROCE — Return on Capital Employed, ROE- Return on Equity



Capital Allocation: Can only be judged in hindsight

o Capital Allocation decision can be a key differentiator in overall returns.

o A company that experiences a decrease in overall Return on Equity (ROE) and Return on Invested Capital (ROIC) due
to incremental capital allocation may not be preferred

o Example — Based on data of 3 Steel-Tube/Pipes sector companies, Peer-1 has been the most prudent in allocating
incremental capital

CEEECEET CEEEEEEETE  ER

Revenue 13% 20% 14% Revenue 8% 12% 6% Revenue 16% 12% 10%
EBITDA 18% 20% 14% EBITDA 20% 16% 8% EBITDA 10% 12% 1%
PAT 21% 24% 16% PAT 37% 34% 22% PAT 37% 95% 10%
CagROC 7% 16%  te% AGROIC  13%  11% 8% AGROIC  10% 9% 8%
i\ Avg ROE 22% 21% 22% Avg ROE 15% 14% 12% Avg ROE 7% 6% -1%
e e S —

The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in

future depending on market conditions and other factors. ROIC - Return on Invested Capital, ROE- Return on Equity. The
DSP sector(s)/stock(s)/issuer(s) mentioned in this document do not constitute any recommendation of the same and the Fund may or may
meessssss VIUTUAL FUND - . . . . .

not have any future position in these sector(s)/stock(s)/issuer(s). Above table is for illustration purpose only



Dynamically “Buy & Hold” Approach

o Long term 52W H/L gap for Nifty-50 is ~55%
o Each of these stocks have >30 analyst covering them
o Intrinsic value rarely fluctuate so widely, with other things remaining the same we prefer buy and hold

Median 52 Week High/Low for Nifty-50 stocks

Average - 53%
1o - = B30 = == = 55%_ _ _57%._ _ _ _ lowera g . ..,
45% 43%  42% 467 45% 50
I I I I I I I I I

FY11  FY12  FY13  FY14  FY15  FY16  FY17  FY18  FY19  FY20  FY21  FY22  FY23
Nifty Returns >> 9100,  _11% 9% 18% 26% -8% 17% 16% 14%  -28%  75% 19% 0%

DSP Source - Internal, NSE. The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and
m— MUTUAL FUND " the same may change in future depending on market conditions and other factors.



VALUATION




Measuring Implied Expectations >> Other Valuation Approaches

Intrinsic Value: Discounted Cashflow

Estimating the future cashflows of business and discounting those
cashflow back to their present value using an appropriate discounting

rate

Pricing: Relative Valuation

Valuation based on what the comparable peers are trading at by using
valuation ratios such as Price to earnings, Price to book and Enterprise

value to EBITDA

\
l 1
W Measuring implied expectations 1 e ,
1 1
(I '
E Judging the implied expectation in the stock by calculating the implied P T _?f’f ’_a'_'fff'_"f_d_‘i’{p_r?f'flz o
i growth which is baked into the current stock price ,:
‘\ ___________________________________________________________ ’/
DSP The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in

m— MUTUAL FUND - fyture depending on market conditions and other factors. EBITDA - Earnings before interest, taxes, depreciation & amortization



Context Matters - Sometimes low valuations may not mean a bargain

50
45
PER for 8-17% growth  ----PER (x)
40
35 A
30 I Position
27T . \ exited here

25 prd S--T g P S e \ as valuations
20 i TN -7 \ price in a

i | .
15 -7 ' much higher
0 -mmemmmTTTTTT '\\growth
9)

FY11 FY12  FY13  FY14  FY15 FY16  FY17  FY18  FY19  FY20 FY21 FY22  FY23 FY 24E
Market Implied

ROE 21% 18% 20% 21% 34% 33% 33% 30% 26% 20% 18% 19% 20% 21%
COE 13% 13% 13% 13% 12% 11% 11% 12% 11% 9% 10% 12% 11% 11%
Reported

ROE Average 3yr 6% 18% 15% 19% : 21% 31% 34% 32% 28%1  24% 18% 15% 15% 18%

Earnings CAGR 3yr  LTP LTP -20%  81%; 26% 60% 61% 47% 18%: 3% -12%  -9% 17% 39%

-~
- -~
- ~ -

-

-
—— e o = === e e e e e T B e e e e

i The stock should have traded at >70x on these metrics but it did not — because i
' market knew a large part of the growth were from a particular new launch ]

DSP Source - Internal. The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may
s MUTUAL FUND  change in future depending on market conditions and other factors. ROE - Return on Equity, COE - Cost of Equity, PER- Price to Earning ratio

.-



Favorable Business Cycle + Favorable Valuations

o The characteristics of the investee companies chosen would mean valuation are unlikely to be in low bucket unless overall

market valuations are undemanding

o We actively seek exposure to companies in early or mid cycle available at low to reasonable valuations

Favoured zone.given market ,: 2 :, Business Cycle ( 1 ‘: Peak earnings and
valuations S : e’ valuation
Early Mid i Advance Late
1.0 20 | 3.0 4.0
. 4.0 25 30 35 4.0
Excessive !
S . 3.0 2.0 25 | 3.0 3.5
s High PR R g . >
] 1
© i
s Low 2.0 1.5 2.0 i 25 3.0
Attractive 1.0 1.0 1.5 i 2.0 2.5
() \ 4 Valuation still
Biggest source of alpha if . 3 A alua |orr:.s !
thesis is correct =T supportive
DSP The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in

m— MUTUAL FUND ™ fyture depending on market conditions and other factors.



Position Sizing




Position Sizing - Integral to our investment process

o Portfolio objective: Generating adequate return while minimising the permanent capital loss
o A 10% position generating a 25% return is more valuable than a 1% position that doubles

o We focus on Position Sizing as much as we focus on Stock Selection

Investment Process

|
I I
. | Fundamental . [yeiment N How much to
, Analvsis Valuation Decision : Position sizing buv/sell/hold
! y Buy/Sell/Hold | | y
I I
|

Not enough time is spent thinking about
Sizing

Is spent on ideation

' Most of time in the investment process

DSP The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in
m— MUTUAL FUND ™ fyture depending on market conditions and other factors.



Position Sizing — Kelly Position Framework in Action

Position Size = Edge/Odds
—“““—-““

Probability Possible Upside (FV / CMP)
33% (Worst Case) 10 -60% -33% 0%- 11% -41% 47% 62%
33% (Base Case) 20 -20% 33% C100%  120% 18% 5% -23%
33% (Bull Case) 30 E_-_-_E_E)_;{;_-_-_-i i___1_(_)(_)i’/(_)___i 200% 233% 76% 58% 15%
Expected Value (Edge) -20% 33% 100% 122% 18% 5% -23%
Possibility of Positive Outcome (Odds) O% 67% 100% 122% 47% 32% 15%
Allocation Edge / Odds 50% - 38% 17% -
-""'"""""'————‘::::".l'“"’ """""" ! BB 5",'"""_ """ |
: When there is upside o.nly in bull case i : When there I..S upside n_r base case : , When there is no _downs:de full I
! no allocation 0l partial allocation I : allocation :

DSP The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in
m— MUTUAL FUND fyture depending on market conditions and other factors. CMP — Current Market Price. Above table is used for illustration purpose only



Position Sizing - Increases margin of safety when variability is high

Scenario 1 @ High Risk Scenario 2 @ Medium Risk Scenario 3 @ Low Risk

Scenarios Probability
50% Stdev CMP Allocation | 25% Stdev CMP Allocation |15% Stdev CMP Allocation

Bear 33% 10 18 -0.44 15 18 -0.17 17 18 -0.06
Base 33% 20 18 0.11 20 18 0.11 20 18 0.11
Bull 33% 30 18 0.67 25 18 0.39 23 18 0.28
Edge 11.0% Edge 11.0% Edge 11.0%
Odds 38.9% Odds 25.0% Odds 19.4%
(- - - - = \ (- - - - = \ (- - - - = N\
Allocation : 28.3% || Allocation : 44.0% | | Allocation : 56.6%
DSP The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in

m— MUTUAL FUND fyture depending on market conditions and other factors. Table is for illustration purpose only.



Holding company Analysis,
Public Sector Enterprise




ldeas matter, Labels not-so-much

Rather that using labels-based approach we find it more useful to categories or buckets and pick best ideas in each
o Compounders : Secular growth businesses
o Fast Growers : Recent growth acceleration
o Slow Growers : Fundamental good business growing less GDP
o Cyclicals : High variability in earnings through cycles
o Commodities : No product differentiation, price takers
o Turnarounds : Good businesses suffering due to Litigations, management, capital allocation
o Hold Cos . All kinds of holding companies

o PSUs : PSU need to be evaluated differently from privately owned companies

The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in
future depending on market conditions and other factors.



Public Sector Undertaking : Evaluation Framework

l

l

l l

Central PSU/ Government How can Is the macro

State PSU

l

ownership government disrupt turning
Business Model? favorable?

No credible proxy

Credible private competition

-
| | e .
. |
: Gas Transmission : | Insurance |
| I |
l : | b
I Defence : I Banks I :
I : I I *=7 Large Discount to private peers
I I I :
| Power | , Metal I
L = = = = = = = I e e = = = = = = = = = = J
The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in future
DS depending on market conditions and other factors. The sector(s)/stock(s)/issuer(s) mentioned in this document do not constitute any

meesssss VIUTUAL FUND

recommendation of the same and the Fund may or may not have any future position in these sector(s)/stock(s)/issuer(s).



Holding Company (Holdco): Evaluation Framework

_______________

Value of dividend Streams

Capital Gains tax

Majority
o0%+ Stake

Active Minority

20-50%

II

Passive Minority

<20%

Private Subsidiary > Public Subsidiary

o Insignificant stake generally ignored
o Value only dividend stream

Dividend Paying > Non-Dividend Paying

Operating Parent > Shell Parent

DSP

mesessss VIUTUAL FUND

The investment approach / framework/ strategy mentioned herein are currently followed by the scheme and the same may change in future
depending on market conditions and other factors. The sector(s)/stock(s)/issuer(s) mentioned in this document do not constitute any
recommendation of the same and the Fund may or may not have any future position in these sector(s)/stock(s)/issuer(s).



Disclaimer

This document is for information purposes only. In this material DSP Asset Managers Private Limited (the AMC) has used information that is publicly
available, including information developed in-house. Information gathered and used in this material is believed to be from reliable sources. The statements
contained herein are based on fund manager’s views only and may include statements of future expectations and other forward looking statements that are
based on prevailing market conditions / various other factors 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. While utmost care has been exercised while preparing this
document, the AMC nor any person connected 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 recipient(s) before acting on any information herein should make his/their own investigation and seek
appropriate professional advice. There is no assurance of any returns/capital protection/capital guarantee to the investors in any schemes of DSP Mutual
Fund (‘Fund’). The portfolio of the scheme is subject to changes within the provisions of the Scheme Information document of the scheme. Past
performance may or may not sustain in future and should not be used as a basis for comparison with other investments. The sector(s)/stock(s)/issuer(s)
mentioned herein do not constitute any research report/recommendation of the same and the scheme/ Fund may or may not have any future position in
these sector(s)/stock(s)/issuer(s). The strategy / investment approach / framework mentioned herein is currently followed by the scheme and the same
may change in future depending on market conditions and other factors. All opinions, figures, charts/graphs and data included in this document are as on
31 Mar 2024 (unless otherwise mentioned) and are subject to change without notice. For scheme specific risk factors, Investment strategy & objective, asset
allocation and more details, please read the Scheme Information Document, Statement of Additional Information and Key Information Memorandum of
scheme available on ISC of AMC and also available on www.dspim.com. For Index disclaimer click here This document is last updated as on MARCH 2024.

Large-caps are defined as top 100 stocks on market capitalization, mid-caps as 101-250 , small-caps as 251 and above. The strategy mentioned has been
currently followed by the Scheme and the same may change in future depending on market conditions and other factors

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.



Product Labelling

DSP Focus Fund

(An open ended equity scheme
investing in maximum 30 stocks.
The Scheme shall focus on multi
cap stocks.)

This Open Ended Equity Scheme is suitable for investors
who are seeking®

* Long-term capital growth with exposure limited to a
maximum of 30 stocks from a multi cap investment
universe

* Investment in equity and equity-related securities to
form a concentrated portfolio

*Investors should consult their financial advisors if in

SCHEME RISKOMETER

ol A

BENCHMARK [Nifty 500 TRI]
RISKOMETER

-

(Flexi Cap Fund - An open ended
dynamic equity scheme
investing across large cap, mid
cap, small cap stocks)

* Long-term capital growth
* Investment in equity and equity-related securities to
form a diversified portfolio

*Investors should consult their financial advisors if in
doubt about whether the scheme is suitable for them.

/ : ~\
RISKOMETER

INVESTORS UNDERSTAND THAT THEIR PRINCIPAL
WILL BE AT VERY HIGH RISK

doubt about whether the scheme is suitable for them. HISKUMETER HISKUMETER
INVESTORS UNDERSTAMD THAT THEIR PRINCIPAL IRVESTORS UNDERSTAMD THAT THEIR PRINCIPAL
WILL BE AT VERY HIGH RISK WILL BE AT VERY HIGH RISK
DSP Flexi Cap Fund This Open Ended Scheme is suitable for investors who SCHEME RISKOMETER BENCHMARK [Nifty 500 TRI]
are seeking™ RISKOMETER

/ : N\
RISKOMETER

INVESTORS UNDERSTAND THAT THEIR PRINCIPAL
WILL BE AT VERY HIGH RISK

DSP
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