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| NDI A6S FI NANCI AL SERVICES SECTOR
HAMMERED OVER THE PAST 7 YEARS

LYRAFQa o6lFyiAy3a aSOG2N) 41 &4 adzf ¥ SIBdisisshitusA G K N
Demonetisation still unfolding, says RBI, lowers
12% 11% growth estimate, leaves key rate unchanged

10% 9% 9% ) - Dec2016, The Indian Express
. 8% o IL&FS kept raising debt days before default
- Sep-2018] The Indian Express
6% . 2% Bailout buzz, RBI supersedes Yes Bank |
2 3% board, caps withdrawals at 50,000 |
- Mar 2020, Therindian<Express
2% . 1,701 NBFC licences cancelled in FY19

0% as RBI cracks the whip - July 2019, The Mint

FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20

Source: RBI m Banking sector GNPA% T Dec 2018, The Economic Times
The Covidl9 lockdown has made the situation worse by putting further pressure on weak lenders
Bank Nifty is down 39% during?¥Feb to 2t April

Indian lenders face debt reckoning due to
coronavirus lockdown - Apr 2020, Financial Times

30,000 Coronavirus impact: Franklin Templeton
Mutual Fund shuts six schemes, Rs 30,800
26.000 crore investor wealth stuck _
7 - Apr 2020, Business Today
Coronavirus impact: RBI's TLTRO
22,000 2.0 gets cold-shoulder from banks
- Apr 2020, Business Standard
18,000 Coronavirus lockdown set to hit NBFCs hard: Icra
1-Feb-20 11-Feb-20 21-Feb-20 2-Mar-20 12-Mar-20 22-Mar-20 1-Apr-2 - Mar 2020, Financial express
Bank Nifty Coronavirus: NBFCs to face liquidity pressure on lack of

Source: NSE . . . . .
clarity on RBI's moratorium, poor collection, says Crisil

- Apr 2020, Economic Times
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HOWEVER, INVESTING IN HIGH QUALITY FINANCIAL STOCKS
DURING A CRISIS PROVES TO BE HIGHLY REWARDING

Extreme negqativity during a crisis provide opportunities to
long term investors

Bank Nifty vs. Nifty

——Nifty 50 ——Bank Nift . e Qs . . .
35,000 i i ’? Worst Crisis Sinee '30s, With No End Yet in Sight
B : . - Sep 2008, Wall Street Journal
30,000 ; .ank lety
de'fifl‘gfe':j"g{” de"verfed 3yr EXCLUSIVE-Soros says US banks
25,000 CAGR of 23% eve ' : : "
CAGR of 32% A basically insolvent' - Apr 2009, Reuters

20,000 EIE i [0 & before the bottom Business model of NBFCs being

S BETEE uestioned as crisis intensifies
15,000 QRGN q

-Nov 2008, The Mint

10,000 . . . -
Buffett's Crisis- Lending Haul Reaches $10 Billion
5,000 Berkshire Hathaway Reaps Benefit From Tossing Lifeline to Handful of Firms
- Oct 2013, Wall Street Journal
0
s &8 & 8 &8 = o 3 2 3 8§ Jamie Dimon and JP Morgan are the big
5 3 3 3 3 3 3 3 3 3 = winners on Wall Street since Lehman, tripling
Law] Law] Law] vl Law] Law] vl Law] vl Law] Law] .
Source: NSE investors’ money - Sep 2018, CNBC
200809 global financial crisis Late 90s & early 2000s NBFC crisis
Invest when the Bank LS months_ Invest when the Bank LS months_
e . before the Bank Nifty e . before the Bank Nifty
Nifty is at its lowest . . Nifty is at its lowest . .
is at its lowest is at its lowest
Bank Nifty Nifty50 Bank Nifty Nifty50 Bank Nifty Nifty50 Bank Nifty Nifty50
1yrreturn 164% 96% 101% 80% 1yrreturn 35% 11% 11% -3%
3yr CAGR return 45% 28% 23% 19% 3yr CAGR return 49% 26% 32% 12%
Syr CAGR return 28% 20% 21% 17% 5yrCAGR return 46% 33% 30% 22%
Note: During the 20089 crisis, the Bank Nifty was at its Note:During the NBFC crisis, the Bank Nifty was at its lowest

lowest on 9 Mar, 2009; Source: NSE ﬁﬁMA?CELLUS on 24" Sep, 2001; Source: NSE 3



THREE QUESTIONS THAT NEED TO BE ANSWERED

Bank Nifty since % Feb, 2020
Growth?  Value?

30,000
26,000 Management? Brand?
22,000
18,000 Leader? Challenger?

O R S S S Y 4

& & & & &

U T T T Governance?

Bank Nifty

Source: NSE

Question 1:How does one Question 2:Even if the crisis Question 3:How does one

know that the crisis is IS bottoming out, how does know when to sell?
bottoming out? one select the right
Financial Services stocks to
invest in?
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THE FOUNDATIONS OF I N DI B@SIOMIC RECOVERY ARE IN
PLACE

Brent crude oil price (US$ per barrel)(LHS), US 10 year bond yield (%)(RHS), increase in Indian Real GDP
growth rate shaded in green and negative US Real GDP growth rate shaded in grey
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Improvement in India's Real GDP growth phase Negative US Real GDP growth phase

Crude Qil Price ($ per barrel) (LHS) —US 10 year bond yield (%) (RHS)

Source: Marcellus Investment Managers, Bloomberg

A Fourtimesin four decades; a strongeconomicrecoveryin Indiahasbeenprecededby a congruenceof three eventsc
a) USrecession b) alongsideFallingUSbondyields c)Fallingoil prices

A Allingredientsnow in placefor sustainedrecoveryin Indianearningsgrowth overthe nextfew years
a) Cheapoil b) Cheapmoney c¢)GSTimplementation d) Corporatetax rate cuts

A TheFinanciaServicesectoris a leveragedplay on the Indianeconomyand hencewill benefit most from the recovery However,as
we will seein the comingslides,certaincompanieswill benefitmore thanthe others
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A LONG TERM HISTORICAL VIEW OF INDIAN CREDIT CYCLES
SUGGESTS THAT CREDIT GROWTH RECOVERY IS INEVITABLE

CRB Capital goes ILFS and NBFC crisis
bust, hundreds of now combined with
16%  NBFCs shut down apandemic  35%
-------- pITTIIIIIES e ——— mm————— | mmm—————— cmmm———— pmmm——
. \ e - \ , N ;
o 14% ) E Recovery | v I Crisis ‘: {' Recovery Y | Boom 1! Crisis E 30%
o 1 1 1
< 1 » As economy ! i 1 1 H
9 ! 'l GFQ@; poor H ! 1
% 12% i recovers good i qﬁ;ﬁty i i iNFBCs and HFC$ i 25%
(,'3 10% i Ien;ﬁr;;etﬁgly h . lenders : i : : start growing: : i
= H g h WA Phase of high | 1 suffer most 1 i1 rapidly ! 1 20%
0 8% s i/ rowthand low !} i H H ! i
A 1 g 11 i ! 1 1 H
o ! i NPAg; all lenders | | i As economy H ' 1 15%
.§ 6% 1 H flourish I F recovers good ! I H
= H : i N lenders rapidly gain L 10%
o 4% ! i i I market share \ I
1 1 11 1 1 1 :
’ Slnannl ll |
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/ \ / \ U
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Source: RBI

mmm Banking sector GNPA% ——Banking sector advances growth%

What is certainly clearis that again and again, countries,banks,individuals,and firms take on excessivelebt in good times without
enoughawarenessof the risksthat will follow when the inevitable recessiorhits. Thistime may seemdifferent, but all too often a
deeperlook showsit is notX More moneyhasbeenlost becauseof four wordsthan at the point of a gun. Thosewordsare W ¢ Kmeas
different(x; CarmenReinhartand KennethRogoff,W ¢ Kimeils Different: EightCenturiesof FinancialC 2 f(20@9Q

A Asillustratedin the exhibitabove everycreditcrisisin Indiahasbeenfollowed by a period of recoveryand eventuallyrapid growth

A Historyhastaughtusthat recoveryof L Y R drddityéowth andasaresultthe growth of L y R Bahkidgsectoris inevitableno matter
how gloomythe picture mightlook sittingin the middle of a crisis

A However, it is important to note that not all lenders are able to survive a crisis or come out of a crisis without long term
ramifications It isthereforeimportantto build a handpickedoortfolio of highquality financialcompanies
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GOOD QUALITY LENDERS TEND TO GAIN MARKET SHARE
POST A CRISIS

Winnersin the financialssector. Thereare only two factorsto take a callon:
a)will the lenderbe ableto survivethroughthe crisiswithout anybailouts? and
b) will the lender have enoughstrength on the liabilities side of the balancesheeton the other side of the crisisto
help acceleratdoanbookgrowth andleadthe consolidationof marketshareoncethe crisisis behindus?
A. Thewell-fundedlendersare ableto absorbany NPAblow andtherefore areamongstthe 'lastmena (i I Y RA Y
B. OncelL y RGQVIDED outbreakis over,competitionwill reducefor well-fundedlendersand
a) Theirloanbookgrowth will acceleratebecauseof their bestquality liabilitiesfranchise
b) TheirNPAratioswill fall materially
c) NIMswill expandastheselenderswill be ableto pickandchooseborrowers
C. As point B above is implemented, P/E multiples compressionwill fully reverse and earningswill grow at an
acceleratedpace

Performance of HDFC Ltd. during the NBFC crisis of the late 1990s Performance of HDFC Bank during the 2008-09 global financial crisis

FY96| FY97| FY98| FY99| FY00| FYO1| FY02| FYO03| FY04 FYO6 | FYO7 | FYOB| FY09 | FY10| FY1l| FY12| FY13| FY14

PAT growth%  34% 27% 18% 14% 20% 18% 22% 19% 23% PATgrowth% 31% 31% 39% 41% 31% 33% 32% 30% 26%
Loan bk growth% 27% 20% 22% 18% 22% 31% 30% 26% 29% Loanbkgrowth% 37% 34% 35% 56% 27% 271% 22% 23% 26%

NIM% 33% 3.7% 30% 24% 22% 24% 2.8% 3.0% 3.2% NIM% 36% 40% 41% 42% 39% 41% 41% 42% 4.0%
GNPA% 05% 0.7% 1.0% 09% 08% 09% 1.0% 1.2% GNPA% 15% 14% 14% 20% 14% 11% 10% 1.0% 1.0%
P/E ratio 201 136 131 81 113 138 144 117 187 PIErato 218 266 294 183 30 2718 236 221 212
ROE% 7% 16% 17% 18% 20% 21% 23% 24% 27% RoE% 16% 19% 18% 1% 1% 1% 19% 21% 19%
Source: Marcellus Investment Managers, Ace Equity Source: Marcellus Investment Managers, Ace Equity; Note: Adjusting for the CBOP merger, FY09 PAT growth would have been 34¢

advances growth would have been 38%
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THE MARCELLUS INVESTMENT FUNNEL FOR INVESTING IN
GREAT FRANCHISES

SIPEEE CIS UGS SR The universe: All financial stocks including banks, NBFCs, gene
with median mkt cap of Rs.

10,191 Cr insurers, life insurers, brokers and asset managers

Run forensic
filter on the 93 Forensic Accounting ScreeRliminate

stocks companies with suipar accounting

CRLIAOLIETE | 02N
i KdA3asSNEQ OF YR
(refer next slide)

£ SHRE E TEmE; Use of proprietary capital allocation
Median mkt cap prop y cap

of Rs. 14,452 Cr models spanning the past 6 years of _ .
data Detailed analysis of annual reports
and published financials

23 stocks, 3 party/channel checks, / 2NNR2O2NI GAy 3 _
median mkt. cap management meetings GENEAZYQ 6AGK OKI
of Rs. 31,860 Cr + independent views on
governance/capital allocation

12 stock portfolio, median RoaliolofitD

mkt. cap of Rs. 60,012 C

to 14 financial
companies

Note: Mkt cap of companies is as ori"Nov, 2020
Source: Ace Equity
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FORENSIC ACCOUNTING TO IDENTIFY COMPANIES WITH CLEAN
ACCOUNTING PROVES TO BE HIGHLY REWARDING

Methodology
11 accountingratios coveringincomestatement(revenue/earnings

manipulation), balance sheet (correct representation of
assets/liabilities)NPArecognitionandaudit quality checks

Sixyearsof historicalconsolidatedinancials

First rank stocks on each of the 11 ratios individually (some
examplesoutlined in the table on the right). Theseranks then
cumulated across parametersto give a final pecking order on
accountingguality for stocks

Selectionof these ratios has been inspired by HowardM. { OK A f A
legendaryforensicaccountingpookWCA y E KO F ¢ A 3 yaQ

Strongcorrelation between accountingquality and
a KI NB K ethrisS N& Q

Afew of our forensicratios

Checks Ratio 54% for Yes
Bank vs.

Income
Statement

Balance
Sheet

Auditor

Quiality wins and wins big over the long term

Zone of Quality  Zone ofOpacity S
30% 20% g
° 0 =
i 20% Zone ofThuggery 5
= 10% 6% 7% g
- o
2 0% . ()
: I il :
5 -10% o
%_20% -11%-10%_1204-11%
N -.30% 24% -23%
CY16CY19 CAGR
-40%
D1 D2 D3 D4 D5 D6 D7 D8 D9 D10
Source: Marcellus Investment Managers, NSE
Private & Confidential. h,\ MAZCELLUS

70%
50%
30%
10%
-10%
-30%
-50%

1) Fee income as a % of net int. inco 23% flgf
2) Volatility in net interest income yields =

. A 23x for Yes
1) Contingent liability as % ofetworth Bank vs. 4x

2) NPA volatility for Kotak

DNRgGK AYy I dzRA G2 NE
growth in net interest income

53%

0, 0,
11% 3% 10%
H —

-Q0,
21% 15
21% . -25%
-32%  _35%

Cvyi6 CYi17 CY18 CY19 CY16-19
CAGR

W Zone of Quality ' Zone of Thuggery

Source: Marcellus Investment Managers, NSE
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FORENSIC ACCOUNTING CASE STUDY 1 DEWAN HOUSING
FINANCE LIMITED (DHFL)

How did we spotanomaliesin 5 | C hc@odinting? Forensiaatios that pointed to poor quality accounting

A a | NI S forerd#d &ccounting framework rates housing
finance companiessuch as DHFLon eleven different ratios
which are calculatedfrom its P&L ,balancesheetand notesto
accounts Fee income as a 9 DHFL had the second highest fee

of net int. income incomes as a % of NIl amongst its

housing finance peerssecond only to

A Theforensicframework ranks housingfinance companieson
eachof these 11 ratios and givesa final peckingorder with

D10 beingthe worstscoreand D1 beingthe best Reliance Home Finance
A DHFLwas rated as D10 (worst score)in our forensic score Treasury income DHFL had the third highest treasury
basedon the analysisof its FY1L3-FYL8 annualreport i.e. well as a % of net int. incomes as a % of NIl amongst its
beforeits collapsein FY19 income housing finance peers with XYZ HFC
A The major red flags pointed out by our forensic framework being the first one
related to upfronting of incomei.e. high fee income, earning i _
from non-core incomei.e. high treasuryincomeand multiple Change in reserve DHFL routed expenses such as intere
adjustmentsin the P&Li.e. changein reservesasa % of PAT as a % of PAT on ZCBs through the balance sheet

not equallingl 0%

a | NI Sférénslzac@ountingmodel pointed out multiple red flagsin 5 | C fcedintingwell before its collapsein 2019

4
3
2
161%
78% 94%

10% 16% 25% 1106 S°% 30% -

Fee income as a % of NIl Treasury income as a % of NIl Change in Reserves/ PAT
Source: Marcellus Investment Managers EFY16 ' FY17 mFY18 = Rank among peers (1 being the worst)
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OUR KINGS OF CAPITAL PORTFOLIO WILL SPAN THE ENTIRE
FINANCIAL SERVICES SECTOR

Life insurers; large General insurers

Lendersg long track distribution footprint, focus on long term

record of prudent customer centric rofitability and return Asset managers/
credit underwriting, product innovation P " y d a track brokers¢ moated

smart capital and an effective rggoergucl)fycias;v::i?/e business models and
allocation and good actuarial risk underwriting across strong pricing power
corporate governance management cycles
framework

10 to 14 portfolio
companies of

al NOSt t dza
Capital Portfolio

A We will createa portfolio of 10 to 14 high quality financialcompanieswith cleanbooksof accounts,a long historicaltrack
recordof profitable growth and promoterswith prudent capitalallocationskills

A To benefit from the financializationof Indian householdsavingsover the next decade,the portfolio will consistof the full
spectrum of financial service providers ¢ lenders (banks,NBFCsand housing finance companies),life insurers, general
insurersand assetmanagers/brokers

A Financialcompaniesare leveragedbusinessesaind hencethe impact of poor accountingquality is magnified By virtue of
a | NJ Siftdnsizgo€us on accountingquality and corporate governance we have a good chanceof avoiding extreme
downfalls(seeslide13 for more details)

A A portfolio of financial companieswhich have a long historical track record of profitable growth and prudent capital
allocation, will stand to benefit from the demise of the public sector institutions acrossthe financial landscapeand
accelerationn marketsharegainscausedboy the multiple disruptionscausedn the financialindustryoverthe pastfew years
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INSURERS, ASSET MANAGERS AND BROKERS ADD
RESILIENCE TO THE PORTFOLIO T FY20 IS A GOOD EXAMPLE

. General insurers Asset managers Brokers
: Life insurerglower
Lenderghigh beta, . (lower std. (unlevered (unlevered
. o std. deviation than _ ) :
high std. deviation)| Bank Nifty) deviation than business, no business, no
y Bank Nifty) balance sheet risk) | balance sheet risk

alpc);he; glﬁﬁghg:od Life insurance is a A?Set marl]glvgeerr(?c(le " Similar to AMCs

) savings product, RAL Q3 : ' :

times, 95 p LY RAL Q& Ibusmessawlfth no brokers are

underperform for a
short period during
a crisis but good
lenders rapidly
regain lost ground
post a crisis

leading life
insurers gave
positive returns in
C.,HNn @Qaada

negative 25%
return

private general
insurer gave
positive returns in
bg Tawr Qaa g
negative 25%

balance sheet risk,
recurring revenues
n& %ro argins
Py RN F 93
a f
also gave positive
returns in FY20

unlevered
businesses and
earn a fee based
| Nilt&@rie tvithna /
balance sheet risk

A We are building a multi-cap portfolio of financialstockswhich includesnot only lendersbut alsogeneralinsurerslife insurers,asse

managersandbrokers

A As equity marketstrend upwardsin the long run, lendersin the portfolio add a high beta element to the portfolio which helpsit
outperform the broaderindicesover the longterm. Asaresult,over FX09 to FY20 the BankNifty hasgivena 14.7%return vs. 9.8%for

the Nifty i.e. a 1.5x higherreturn with a 1.4x higherstd. deviation

A Thenon lending part of the portfolio addsresilienceto the portfolio during times of stressbecauseinsurershave a lower beta than

lendingbusinessesvhile assetmanagementandbrokeragebusinesseslo not take anybalancesheetrisk

Private & Confidential.
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A PORTFOLIO OF LENDERS AND NON LENDERS GENERATE
ALPHA ALONG WITH BETTER SHARPE RATIOS

Performance (2010) Returns Standard Sharpe
Backtest returns of lenders and non lenders in the Kings Deviation Ratio

of Capital Portfolio (Apr2018-eb21
2,00,00,000 P (Ap ) Backtesbf Kings of
Capital portfolio 19% 29% '
1,50,00,000 pital p
N’.J\V" Lenders 22% 34% 0.49
1,00,00,000
Non lenders 15% 26% 0.40
50,00,000
Bank Nifty | enders Non-lenders Benchmark
performance
I IRRIZT 232323228888 N _
§§§8§§§§§8§§§§§8§§ Bank Nifty 13% 31% 0.27
Nifty 13% 22% 0.37

Source: Marcellus Investment Managers, NSE; for the
period Apr, 2018 to Feb, 2021

Note:
1. The above returns are on a CAGR basis
2. The returns are for the periof Apr, 2018 to 28 Feb 2021
A Despite multiple hiccupsfor the financial sector in the past two
years ¢ the ILFScrisis, Yes Bank collapse and now Covid the

Portfolio metrics FY1520 FY20RoE P/E ratio

earnings CAG (R #A0))

Kings of Capital 19% 19% 54x portfolio would havegenerateda 19% CAGReturn vs. 10%for the
portfolio 0 0 BankNifty duringthe period

Ber]:chmark A Asseenin the table above,non lendersreducevolatility and add to
performance portfolio returns. Correlationof non lenderswith the Nifty is only
Bank Nifty 7% 10% 28x 34%vs 82%for the lenders

Nifty 1% 12% 36x

Source: Marcellus, NSE; metrics are as §n\&fv, 2020

Private & Confidential. hﬁ MAJCELLUS

13



HOW DO WE KNOW WHEN TO SELL? (1/2)

We planto sellwhen:

A Thenextragingeconomicboomis uponusc usually3 to 4 yearsafter a crisis

A BanksandNBFCstart raisingmoneythroughIPOsand QIPsagain

A NBFCstart borrowingfrom the CPmarketon a largescaleand poor-quality banksand NBFCstart growingrapidly

Investing during a crisis proves to be very lucrative..

200809 global financial crisis Late 90s & early 2000s NBFC crisis

Invest 3 months before Invest 3 months before
Invest when the Bank

Invest when the Bank

Nifty is at its lowest iils Bar;l(;vlsleifst}[/ SEUlIE Nifty is at its lowest iz Barlll(;WNeifst}[/ BEULIS
Bank Nifty Nifty50 Bank Nifty Nifty50 Bank Nifty Nifty50 Bank Nifty Nifty50
lyrreturn 164% 96% 101% 80% 1lyrreturn 35% 11% 11% -3%
3yr CAGR returns 45% 28% 23% 19% 3yrCAGR returns 49% 26% 32% 12%
5yr CAGR returns 28% 20% 21% 17% 5yrCAGR returns 46% 33% 30% 22%

VR SEAGAY3T o (G2 n &@S8SFENB FFGSNIF ONR&A& Aad LINHRSyd OF LAGI

200809 global financial crisis Late 90s & early 2000s NBFC crisis

Exit 4 years after Exit 4 years after
investing in Bank Nifty 3 investing in Bank Nifty 3
months before its lowest months before its lowest

Exit 4 years after
investing in Bank Nifty at
its lowest point

Exit 4 years after
investing in Bank Nifty at
its lowest point

point point
Bank Nifty  Nifty50 Bank Nifty  Nifty50 Bank Nifty  Nifty50 Bank Nifty  Nifty50
1yrreturn post exit -1% 10% -2% 8% 1lyrreturn 13% 42% 5% 39%
3yr CAGR returns 8% 8% 11% 9% 3yrCAGR returns 12% 19% 15% 25%
Note:During the 20099 crisis, the Bank Nifty was at its Note:During the NBFC crisis, the Bank Nifty was at its lowe
lowest on 9 Mar, 2009 on 24" Sep, 2001

Source: NSE
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No. of IPOs during the year

HOW DO WE KNOW WHEN TO SELL? (2/2)

Years which see a large number of IPOs are signs of a raging bull market and are a good time to exit financial stocks

120 140% £
>
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90% 2
4
60 I 40% g
o0
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5 v B 10% €
A 111 *
0 u . m B I I — -60% g
N~ [e0] [*2] o i N (92 <t Lo (o] N~ [ee] (o] o <
o o o i — - i - — — i — - AN O

O o o o o o o (@] o o o o o o

N AN N AN [V} AN [V} AN AN N AN [V} (Q\

mmm No. of IPOs Average no. of IPOs in a year Bank Nifty return

Source: SEBI, NSE
Narrowing of spread between commercial paper and treasury bond yields are a good SELL sign

Investors could have avoided the two most severe
BankNifty drawdownsin the pastdecadeby following
the simple strategy of exiting financial stocks during
yearswhich seea largenumber of IPOs

Year No. of IPOs Next 1-yr Bank
Nifty return

2007 108 -51%
2010 66 -28%
2017 38 7%

% spread between-bills and CP

yield

O R, N WMo o N

8

i
Apr-06

35,000
30,000
x
25,000 3
=
ﬁ 20,000 2
15,000 <
c
10,000 3
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N~ [e6] ()] o — N (90] <t Lo O N~ [o0]
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% Spread between CP index and T-bill index=—=Bank Nifty

Source: Bloomberg

Private & Confidential.

Similarly, 3 instances in the past decade where narrowin
spreads between Commercial Paper (CP) and Treasury
yields were a clear SELL sign

Min. CP and T | Next 1-yr Bank

bill spread Nifty return
during theyr*
2007 -0.04% -51%
2010 -0.47% -28%
2017 0.47% 7%

* This is the minimum spread between commercial paper yield and

t bill yield during the calend
AAMAZCELLUS treasury bill yield during the calendar year s




CASE STUDY: BAJAJ FINANCE (BIG DATA IS BARRIER TO ENTRY)

AdWe had been showing ALM data for the past

five years Two yearsago, nobody paid much

attention to it, so we pushedit back as an

annexure in our presentations Now when

investorsaskfor it, | tell myself, W ¢ K Ggd]l

did not treat ALM as an annexure to my

businessy 2 RSt ¢

T Rajeewain,MD, BajajFinance

o Found a niche, differentiated business
opportunity in consumerdurablefinancing
10 yearsago Today,more than 70% of all
consumer durables financing in India is
doneby BajajFinance

o Focuson high velocity, small ticket size
lending with turnaround times and
customer convenience  as the
differentiation rather than interestrates

o0 Ability to switch gears across products
basedon datadrivenriskand underwriting
models Completelystopped construction
equipmentfinancingin 2014due to muted
RoEand profitability prospects

Source: Company financial reports & analyst reports

Key Performance Matrices: Bajaj Finance (FY 2008 -20)

Indicators FYO08 FY20 CAGR

AUM (Rs. Cr) 2,478 1,47,153 41%
PBT (Rs. Cr) 30 7,322 58%

RoOA 0.9% 4.1%

RoE 3.2% 20.2%

NNPA 7.05% 0.65%

13 Year Financial snapshot

7.05% 73

1,471
62

1,159

38

824
28
6 o B M0.65%

bUZL '
12 Diaay, |0-43%

a 9 1 442

° 21 3%
25 25 40 16 131 [ |175

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

AUM (in BN) PBT (inBN) ==——=Net NPA

Above data is purely for information purposes and does not construe to be an offer or solicitation of an offer to buy/setiusities nor is to be construed as research.
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CASE STUDY: KOTAK MAHINDRA BANK (PERFECTION IN

Kotak Mahindra Bank Share Price Return —
2,500 Merger el
- withINg|  [aunch o £r2e QI AN
2,000 Aggressive| Vysya 811
JV with For Life insurance Qv — ES- 1,6?Icz corporate \
1,500 |_Credit with Old Mutuall I~ Got exits fore Q lending fora

NGO

/

banking

: Ford exitd
1.000 Equity JV wit license
' Goldman

500 z

n © © N~ 0 0 o O 93 d M S 0 Ww © N~ © O +d4 N N m < 0 W © ~ 0o o O
8883933228833 258858333298359883833 0004333403935 0494998
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We are going to position ourselves as a woithss financial institution. We want to do things that are

comparable to the best in the world. The ability to scale up is hard. So the best model for us is concentrated In

diversified financial services, and through this, we can get significant scale on an Indian plagorm.
T Uday Kotak, MD & CEO, Kotak Mahindra Bank

o Conservative approach to lending without any concentrated bets on a sector or troubled corporate groups
helped them come out stronger through multiple credit cycles

o HDFC Bank héscussedn processes. Kotak on the other hand has been built with a strong entrepreneurial
culture. As seen in the chart above, smart capital allocation calls have led to shareholder wealth creation

0

Have been able to achieve antithe high CASA ratio of 56% at a time when many financial institutions are
struggling to raise deposits

Source: Company financial reports, analyst reports, NSE
Above data is purely for information purposes and does not construe to be an offer or solicitation of an offer to buy/sedudties nor is to be construed as research.
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CASE STUDY: HDFC BANK (THE SOP BANK)

42 K Svgf came here, we had foreign banks Key Performance Matrices: HDFC Bank vs Peers (FY 2015 -20)

with products and servicesand nationalized Indicators HDEC Bar ICICI AXIS
bankswith brand and money 1t and we said Bank Bank
we will bring both togetherg

T AdityaPuri, MD,HDF@ank

Net Interest Margins | 4.4 % 3.3% 3.3%
Gross NPA to Gross

0,
o Strategic focus on building a low-cost Advances . 63% | 46%
franchise ¢ first to build low cost CASA Avg. ROAs 1.9% 1.0% 0.8 %
franchise, first to introduce & | {par Avg. ROEs 17.7 % 9.4 % 8.5 %

OK S |j daf éoéperative banksin return ) _ ased )
of these banks keeping interest free Share Price (rebased to 100) over 10 Years- HDFC Bank vs Peers

800
depositswith HDF@ank 00

0 Heavy focus from 2000 on building a o0

market leading position retail franchise ¢
pioneerin mobile banking

500
400
300

o Learns from 2 (i K SmNi#taRes before °%

. . 100 ™t
venturing in any new segment- started
pushingcredit card businesspost Lehman SS9 398938233ILB3339553335333.QK
ici i ; LoD e bl ads oL Ll HecsLaoas O Le L
crisis and is now the market leader in 5383588893888 828332883888%83
segment
e AXiS Bank Ltd. ==HDFC Bank ICICI Bank

Source: Company financial reports, analyst reports, NSE
Above data is purely for information purposes and does not construe to be an offer or solicitation of an offer to buy/setiusities nor is to be construed as research.
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LIVE PORTFOLIO PERFORMANCE (AS ON 28™ FEB, 2021)

70% .
60% 57.4%
50%
40% 28.5% 28.3%
. 0 . 0
0 23.9%
oot 2155 o
0 0 0 0, .
100, 9.8% i 6_8%.43470/ 11.4% 5.602.8@ 7.6% 6 70
0 0.3% 3.0% 170 o
0% m 3t - |
-100 '0-30/92,10/ :1.2%
;802 2.0% 49879 6.196-2%22 594
Jul-20 Aug-20 Sep-20 Oct-20 Nov-20 Dec-20 Jan-21 Feb-21 Since
inception
: . : . 28th Jul
m Kings of Capital PMSm Bank Nift Nift ( ’

All returns are absolute returns, net of fees and expenses and calculated by using TWRR method

Under the TWRR method of calculating portfolio performance the initial performance looks optically lower
in an upward trending market because of large inflows on a relatively small AUM. As dhFzb, the first
customer of the Kings of Capital PMS had generated returns of 32.9% vs 57.4% for the Bank Nifty since
inception.

At Marcelluswe R 2 ybéliévein timing the market and hencedeploythe moneyinto our strategiesas soonas

the investortransfersthe fundsto us. However,we do recognisethe emotional aspectof lossaversionin the

short term and have launched STP(SystematicTransfer Plan) plan using which clients can stagger their

investment in tranches spread over 5 months For more details please refer to our FAQs
https://marcellusin/wp-content/uploads?2020 1 1/STRFAQdf

Past Performance is not indicative of future performance of the Strategy. The data presented above is not verified by SEBI
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https://marcellus.in/wp-content/uploads/2020/11/STP-FAQs.pdf

FUND STRUCTURE

Marcellusoffers the Kingsof CapitalPortfolio in a PMSconstructwith zeroentry/ exit load andwith no lock-in.

Clientswho are onboardedthrough intermediaries/distributorscan choosefrom one of the following two fee
structures

A Option 1 (fixed fee model): 2.5%p.a. fixed feesand zeroperformancefees

A Option 2 (hybrid model): 1.5% p.a. fixed fees and performancefees of 15% profit shareover a hurdle of 10%
without catchup

Highwatermarkappliesfor performancdees Minimum investment INR50 lakhs

** *Clientsalsohavethe option to be onboardeddirectly (DirectFeeCode)

Marcellusis delightedto offer its clientsa SystematidnvestmentPlan (SIP) Investorsnow havethe optionto save
and invest regularly in Marcellus Funds For more details please read our FAQs
https://marcellus.helpscoutdocgom/article/100-systematieinvestmentplan-sipfags

At Marcelluswe R 2 yb@liévein timing the market and hencedeploythe moneyinto our strategiesas soonas the
investortransfersthe fundsto us. Howeverwe do recogniseéhe emotionalaspectof lossaversionin the shortterm
and havelaunchedSTRSystematiclTransferPlan) plan usingwhich clientscanstaggertheir investmentin tranches
spreadover5 months Formoredetailspleasereferto our FAQshtips://marcellushelpscoutdocsom/article/96-stp
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KCP FACTSHEET (1/2)

Fund Details

Sector Wise Allocation

Strategy Name Kings Of Capital 1%
Fund Manager Tej Shah ‘ = Lenders
AUM In INR Crs 332
Category Multi-Cap = Non-Lenders
Benchmark Bank Nifty 50 Total Return
Index
= Cash
Top 4 Holdings (accounts for ~50% of allocation)
HDFC Bank Lender
Bajaj Finance Lender Portfolio Metrics
Kotak Mahi L
otak Mahindra ender Wid. Avg. Market Cap (INR Cr.) 248,526
HDFC Life Non-Lender _
Portfolio P/E (FY20) 61.6x
Market-Cap Wise Allocation Churn Ratio (YTD FY21) 3.5%
Large-Cap 4% Std Dev (Back Test Apri8-Feb21)  29%
Mid-Cap 21.5% Sharpe Ratio (Back Test Aprl8-
0.50
Feb21)
Small-Cap 3.5%

Cash 1% AAMAZCELLUS 01



KCP FACTSHEET (2/2)

NAV Comparison
180

160
140
120
100 e
80
60
40
20

0
29-07-2020 29-08-2020 29-09-2020 29-10-2020 29-11-2020 29-12-2020 29-01-2021 28-02-2

e KCP PMS NIFTY BANK TRI

* Based on NAV's rebased to 100
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TEAM MARCELLUS (1/3)

Saurabh Mukherjea, CFAChief Investment Officer

Saurabhis the former CEQof Ambit Capitaland playeda key role in ! Y 0 Arife@sia broker and a wealth
managerWhen SaurabHeft Ambitin June2018 assetsunderadvisorywere $800mn. In London,Saurabhwvas
the co-founder of ClearCapital,a smallcapequity researchfirm which he and his co-founderscreatedin 2003
andsoldin 2008 In 2017, upon{ 9 . ihvi€a#on, he joined{ 9 . As€eiManagementAdvisoryCommittee In
2019 Saurabhwas part of the five man Expert Committee created by SEBko upgrade& update the PMS
regulations Saurabhhas written three bestsellingbooks Gurusof Chaos(2014), The UnusualBillionaires
(2016 anda / 2 Tanh¢esting Thelow risk route to stupendouss S | f (ZDKBE Saurabhwas educatedat
the LondonSchoolof Economicsvhere he earneda BScin Economicgwith First ClassHonours)and MScin
Economicgwith distinctionin Macro & Microeconomics)

Pramod Gubbi, CFAHead of Sales

Pramodis Headof Salesn Marcellusand manageshe sales& marketingefforts of the firm. He alsositson
InvestmentCommitteethat discussesnd approvesinvestmentstrategiesof the firm. Pramodwas previously

the MD & Headof Institutional Equitiesat Ambit Capital Priorto that Pramod,servedasthe headof! Y6 A (i Q
Singaporeoffice. Before joining Ambit, Pramodworked acrosssalesand researchfunctions at ClearCapital
Besidesbeing a technologyanalyst, Pramodhas servedin technologyfirms such as HCLTechnologiesand
PhilipsSemiconductorsPramoddid his BTechfrom RegionalEngineeringCollege,Surathkaland hasa Post
graduateDiplomain Managementrom the Indianinstitute of Management; Ahmedabad

Rakshit Ranjan, CFAFund Manager

Rakshitis a Portfolio Managerat MarcellusinvestmentManagers He spent 6 years(20052011) coveringUK
equitieswith LloydsBank(Director, Institutional Equity Researchjand ExecutionNoble (SectorLeadanalyst)
During these six years, he was ranked amongstthe top-3 UK Insuranceanalysts(ThomsonReutersExtel
survey)in the mid-cap space Since2011, Rakshitled Ambit/ I LJA dotsdim@riesearchfranchisewhich got
voted as No.1 for DiscretionaryConsumerand within top-3 for ConsumerStaplesin 2015 and 2016 He
launched! Y 6 AQbfleé@&CanPMSin a I N&&and managedit till 5 S 18.Under his management,! Yo A (i Q
CoffeeCanPMSwas one of L y' R fopp fe@orming equity products during 2018 Rakshithas a B.Techfrom
[IT(Delhi)
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TEAM MARCELLUS (2/3)

Ashvin Shetty, CFAFund Manager

Ashvinis a Portfolio Managerat MarcellusinvestmentManagers Ashvinhasmore than 10 yearsof experience
in equity research He led the coverageon automobile sector at Ambit Capitalfrom 2010to 2017. He was
rankedin StarmineAnalystAwards2013and 2016for his stockpickingabilitiesduringthis stint. He thereafter
worked as a senior analystfor | Y 6 AMidCaad Smallcap PMSfunds till November2018 Prior to joining
Ambit, he workedwith ExecutiorNobleasan analystcoveringconsumerand mediaspace He hasalsoworked
with Yt a Da@d5 St 2 statitddyGadit departmentsfrom 2004 to 2007 gaining extensive experience
acrossindian accountingstandardsand financial statementanalysis Ashvinis a BComgraduatefrom Narsee
Monjee Collegeg(Mumbai) Heis a qualified CharteredAccountant(ICAlindia) and CharteredFinancialAnalyst
(CFAnNstitute, USA)

Salil Desag Portfolio Counsellor

Saliljoins Marcellusfrom Premijilnvest,L y R largeSt&amily office by assetsunder managementwhere he
spent 6 yearsas a senior member of the team that managed~U$2bn in listed equities Priorto that, Salil
worked for IDFCSecuritiesa prominent equity brokeragein Mumbai, where he cameto be known as one of
L v R leddifganalystsfor core economysectors Overa careerspanningl? yearsin equities, he hastracked
multiple sectors,includingindustrials,infrastructure, utilities, insurance cement,metalsand logistics Salilis a
Chartered Accountantand a Post GraduateDiplomain BusinessManagementfrom NMIMS, Mumbai He
completedhisgraduationin Commercegrom MumbaiUniversity

Tej Shah, CFAFund Manager

Tej is a Portfolio Managerat Marcellus Prior to joining Marcellus, Tej worked at Mayfield, a SiliconValley
headquarteredventure capitalfund which manages$3Bn globallyand $220Mn in India Tejspent2 yearsasa
part of Mayfield L y* R ikvesidentteam coveringmultiple sectorsand beingat the centreof L Yy R dvb\ihg
venture ecosystem Prior to Mayfield, Tejwasa part of the equity and capital marketsteam of Ambit Capital
‘ , where he wasinvolvedin the endto end executionof IPOsQIPsand buybacksTejis a CharteredAccountant
% &\ andhasclearedall levelsof the CFAexam Heholdsa B. Comdegreefrom AhmedabadJniversity
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TEAM MARCELLUS (2/3)

Sudhanshu Nahtg Portfolio Counsellor

Prior to joining Marcellus,Sudhanshwas ExecutiveAssistantto the CECat Ambit Capitaland worked in the
Institutional 9 |j dzA Siraté&gte@m. He hasalsoworked with KPMGin the statutory audit team from 2013to
2016 gainingextensiveexperienceacrossindianaccountingstandards financialcontrol systemsand financial
statementanalysis& reviews

Sudhanshus a qualified CharteredAccountantand a CFALevel3 candidate He hascompletedhis graduation
in Commercdrom MumbaiUniversity

Manish Hemnanig COO & Head, Client Relations

Manish comesfrom quantitative data analyticsand researchbackground,and has more than 12 years of
experienceworkingwith banksandfinancialinstitutionsacrosseastAsia,Indiaand Europe

Prior to foundingMarcellus,he founded CrosstabLimited (2011, a Londonbasedquantitative data analytics
outfit. Priorto that he worked with a Mumbaibasedboutique analyticsconsultingfirm. Manishholdsan MBA
from Universityof Warwick¢ WarwickBusinessSchoolUK)

Nitesh Bhadant, Director, Sales

In his 6 yearsstint in Ambit Private Ltd, Niteshworked acrossinstitutional Equitiesand InvestmentBanking
divisionof the firm. Priorto that Niteshworkedin the investmentteam of private equity firm SAIRPartnersin

Gurgaon Beforejoining SAIFNiteshworked as equity researchanalystin CRISIand usedto track the Indian
Telecom& Cementsector

Niteshis a CharteredAccountantand MBAfrom the IndianSchoobf Businesg, Hyderabad
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STRONG 10 YR EARNINGS GROWTH MAKES P/E REDUNDANT

P |=| PE | & E

DOES NOT
COMPOUND OVER
TIME

COMPOUNDS OVER
TIME

Private & Confidential. ﬁﬁIﬂA?CELLUS o7



STRONG 10 YR EARNINGS GROWTH MAKES P/E REDUNDANT

AP |= |AP/E | 4| AE
Afor Aifines ~ P/Edoudles|  +700 | == +7% | o 0% ﬁ
(e.g.Telcog
P/E halves -719%0 — -19%0 + 0% .
B for Buffett PIE doubles +19% = +7% + 12% .:!Z)
(e.g. Maruti, 45
HUL) P/E halves +500 | = -9 + 12% Ny
4 )
[ F2NJ a! w/ 9 [, {[@ N
CONSISTENT  PIE dotiled] “+3200| =2 [ +7% 3= | 25% oy
COMPOUNDERS (e.g. —
gziﬁl?) Paints, HDFCP/E halves | +71 800 | == -79% gL 250/ "!*:)
\- Y,
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FINANCIALIZATION OF INDIAN HOUSEHOLD SAVINGS IS WELL
UNDERWAY

gndiahasthesit I NHSal K2dzaSK2tR al@day3da 3It2okffexX 20% —
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' 0, 0
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) A . Q’({Q <<<b @Q’ g N © 600 &?’Q 0‘—}"\ h C (/Q’Q \@} \(\?‘ R
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_ R . m Savings (USD Bn) @ Household Savings (% of GDP) < . R
XgKAOK 'Nb NI LARte Y20Ay3 K NBughindlalbsng dv edinoudbdidsalidosfidoady i viedith hds iéed S
. locked up in gold and real estate since generations Thisis unusualin the global
100% contextandespeciallysofor a youngpopulation
A The gainsfrom reallocationof householdwealth to financial assetsover the next
80% decadewill accrueto:
, 580 639 6 N 1. Lenders¢ Bankswhich will be able to gain deposits and then act as efficient
60% distributors of credit will benefit. From the perspectiveof Indian households,a
simpleshift to organisedenderswill increaseannualincomesby 2%-4%
40% 2. Life insurers ¢ Indian householdfinance landscapeis distinctive through the near
total absenceof pensionwealth. A large sectionof the Indian population has not
20% 10 330 379 e A59 taken anyactive stepsto financiallysecuretheir retirement. Lifeinsurerswhich are
able to offer customer centric products along with strong risk management
0% frameworkswill benefit
FY2012FEY2013FY2014FY2015FY2016FY2017FY2018 3. Qeneral In§urers With the incrgasingawarenessof health iqsurance,general
insurerswhichare ableto underwrite well acrosscycleswill benefit
m Financial Savings ® Non financial savings 4. Asset Managers/brokers Indian hoqseho!dscan benefit greatly by reallocating
assetsfrom gold and real estate to financial markets As per the RBIHousehold
Source: RBI FinanceSurvey annualhouseholdincomescanmove up between 1%to 5%just by
reallocationof wealth held in the form of goldto financialassets
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PRIVATE PLAYERS ARE RAPIDLY CAPITALISING ON THE
FINANCIALIZATION OPPORTUNITY (1/2)

Bankingc market share of private banks increased from 25% to 38% in the past 15 years

20% pvt. sector banking credit CAGR o 34%
0

29%
27%  27%
25% 2I6% IO IO 25%  oo00 230  24% @ 24%  24% 5% I I I

FYO05 FYO06 FYO7 FY08 FY09 FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18

m Market share of private banks

Source: RBI

Life Insurance& market share of private life insurers increased from 9% to 34% in the past 15 years

25% pvt. sector total premium CAGR R

»

9 % 31%
o oW 30 30%  20% 5, o7%  27%  28% 6

25%
18%
14%
] I I

FYO05 FY06 FYO7 FY08 FY09 FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18

H Market share of private life insurers

Source: IRDAI
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PRIVATE PLAYERS ARE RAPIDLY CAPITALISING ON THE
FINANCIALIZATION OPPORTUNITY (2/2)

General Insurance market share of private general insurers increased from 20% to 55% in the past 15 years

el

1 55 /()
/ s g / / I'; /0 9/()

%
20%  41%  41%  41% 4%  43% 46
35%
27%
20% I

FYO05 FYO06 FYO7 FY08 FY09 FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19

®m Market share of private general insurers
Source: IRDAI
Asset Management market share of private asset managers increased from 86% to 93% in the past 12 years

el

243% pvt. sector AUM CAGR > - o0
90% 91% 91% 91% 91% 91%

90% 88% 89%
86% 85%
85% 84%

75%
FYO7 FY08 FY09 FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19

95%

®m Market share of private asset managers
Source: AMFI
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HOWEVER NOT ALL PRIVATE PLAYERS ARE BENEFITTING, PROFITS
ARE GETTING CONSOLIDATED IN THE HANDS OF A FEW PLAYERS

Tdr 2F GKS o6FylAy3a aSO02NQ0a LINPFAGA NS SIFENYSR oe@
2009 2014 2019

»—>—>q

M Market share (based on PAT) of 4 largedt banks B Market share of all other players
Source: RBI, Company financials

63% of the private life insurance sector premiums are earned by 4 private life insurers
2009 2014 2019

$¢D$

B Market share of 4 largegivt. life insurers m Market share of all other private players
Source: IRDAI, Company financials
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HOWEVER NOT ALL PRIVATE PLAYERS ARE BENEFITTING, PROFITS
ARE GETTING CONSOLIDATED IN THE HANDS OF A FEW PLAYERS

2/31 of the profits of the general insurance industry are earned by the 3 private general insurers
2009 2014 2019

»&»0

B Market share (based on PAT) of 3 largedt general insurers i Market share of all other players
Source: IRDAI, Company financials

odiz 2F GUKS AYRdAzZAGNRQa !!'a Aa y2¢ YIylF3aSR o6& o ! al
2009 2014 2019

:> ﬁ&%

I Market share of the 3 largegvt. AMCs [ Market share of all other players

Source: AMFI
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