Fund Update: 31st March 2020

Avenues
Fund and Market Commentary: March 2020

Fund Objective
The India Avenue Equity Fund is a
registered, unlisted unit trust, which
invests in listed companies trading on
Indian stock exchanges or on other
exchanges, with significant exposure
to India’s economy. The Fund aims to
outperform its benchmark in AUD
terms, after fees and over rolling 5year periods

The India Avenue Equity Fund (wholesale) fell by -25.65% (net) for the month of March
2020, as a fall-out of the COVID-19 crisis. The result was similar over a 12-month period
with the fund falling 25.10% to the 12 months ending March 2020.
March 2020 was the continuation of what commenced the month before as investment
markets started falling as global investors grappled with the impact of the Coronavirus
on humanity, the global economy and individual companies. Over the month of March,
we saw significant stimulus from Governments and Central Bankers, trying to calm their
citizens and investment markets with regards to the potential impact of the virus.
India Avenue Equity Fund Performance (in AUD and net of fees)
40%

Fund Rating
Lonsec Rating: Recommended*
Fund Facts

20%
10%

India Avenue
Investment
Management

-10%

Portfolio
Manager

Mugunthan Siva

-20%

Structure

Registered Managed
Investment Trust

-30%

Inception Date

6th September 2016

Fund Size

$21.7 million
$27.6

Unit Price
NAV

Wholesale: 0.9062
1.0832
Retail: 0.9051
1.0751

Base Currency

Australian Dollars

Responsible
Entity

Equity Trustees
Limited

Custodian

Mainstream / BNP
Paribas

Auditor

KPMG

Benchmark

MSCI India in AU$

Distribution Freq.

Yearly at 30 June

Management
Expense Ratio

Wholesale: 1.10% p.a.
Retail: 1.50% p.a.

Buy-Sell Spread

0.50% / 0.35%
0.35%
0.50%

Fund Manager

10% of the excess
return above the
benchmark
Wholesale: 2.653
0.67 cpu
cpu
FY18 Dividend
FY19
Retail:
1.248
0.67 cpu
cpu
** Subject to a high watermark
Performance
Fee**

30.5% 28.5%

30%

3.0%

5.5%

7.7%

0%
-4.1% -5.8%

2016*

-5.1%

2017
IAEF (AUD)

2018
2019
MSCI India (AUD)

-20.8%
-24.9%
2020**

Wholesale
IAEF
MSCI India
Excess

1 month
-25.65%
-21.13%
-4.52%

3 months
-24.85%
-20.90%
-3.95%

6 months
-24.03%
-20.07%
-3.96%

1 year
-25.10%
-19.75%
-5.35%

2 years (p.a.)
-9.68%
-3.82%
-5.86%

3 years (p.a.)
-4.06%
0.47%
-4.53%

Retail
IAEF
MSCI India
Excess

1 month
-25.68%
-21.13%
-4.55%

3 months
-24.94%
-20.90%
-4.04%

6 months
-24.24%
-20.07%
-4.17%

1 year
-25.44%
-19.75%
-5.69%

2 years (p.a.)
-10.14%
-3.82%
-6.32%

3 years (p.a.)

Since Inception
(p.a.)
-1.65%
1.71%
-3.36%
Since Inception
(p.a.)
-5.26%
-0.38%
-4.88%

Past performance is not an indicator of future performance
Above returns are calculated based on the exit price of 31st March 2020 assuming the reinvestment of dividends
#Inception Date: Wholesale 6th Sep 2016, Retail 6th April 2017

As the number of infections rose rapidly and spread outside of China, investment
markets fell more substantially. Lockdowns across the world seemed to be the
immediate answer to control the spread of the virus, but left companies dealing with
almost no demand for their products in most cases and the potential massive
unemployment as businesses would strive to reign in their fixed costs.
Given India’s significant and high-density population, the likelihood of the virus
spreading quickly was high. The Modi Government put the country into lockdown for 21
days (ending 14th April 2020), with only essential services continuing. This created a
massive issue for India’s informal, non-agricultural workers (estimated 450m), of which
a significant proportion are migrant (estimated 150m from another town, city or state).
Most of these workers are paid daily and with loss of jobs could suffer from hunger.

Avenues
Slowing GDP

About India Avenue

India Avenue Investment
Management (IAIM) is a boutique
investment company focused on
providing investment solutions for
clients in Australia and New Zealand
who seek exposure to India’s growth
potential through its capital markets.
The India Avenue Equity Fund is
managed by the team at IAIM and has
a bias towards companies which are
experiencing strong growth through
rising local demand. The Indian
economy’s robust ecosystem provides
a tailwind for several well managed
and carefully selected listed
companies

The stimulus from the Government thus far has been weak compared to other nations
(0.8% of GDP) and was aimed at the lower socio-economic parts of society. We expect
more will be forthcoming to address the problem of India’s “urban poor”. Thus far the
impact seems to be mainly in metropolitan areas. Hopefully migrant workers travelling
home to their families (as out of a job or returning for the harvest season in April-May)
will not spread the infection to rural India.
The Reserve Bank of India chimed in with liquidity through lowering interest rates by
75bps to 4.40% as well as providing liquidity to banks for longer-term loans (1-3 years).
This allows them to reduce their marginal cost of funding and transmit lower cost of
funds to the corporate world, particularly medium and small sized firms. The liquidity
injection was close to 3.2% of India’s GDP.
However, there are some positives for India such as falling oil prices (as India imports
close to 85% of its oil requirement), a globally competitive generic drug making
pharmaceutical industry and the hope that the warmer weather and natural immunities
built by some of India’s population may slow the spread of the virus.

Why our Fund underperformed its benchmark so significantly in March 2020
The underperformance of our Fund during the month of March 2020 can be attributed
to the following points:
• Our Fund positioning was aligned to an “Improving India”, meaning we held
exposure to companies that would benefit from improving growth prospects going
forward after a 2-year slowdown caused by Demonetisation, GST and other reforms.

Fund Identifiers
Identifiers

Wholesale

ARSN

Retail
611 374 586

ISIN

AU60ETL04826

AU60ETL04784

Citi Code

NFCK

NF2H

Morningstar

41512

41828

APIR Code

ETL0482AU

ETL0478AU

Contact Details

India Avenue Investment
Management Australia Pty Ltd
AFSL 478233 | ABN: 38 604 095 954
Level 2, 33 York Street,
Sydney, NSW 2000, Australia
T: +612 8245 0507
E: info@indiaavenueinvest.com
W: www.indiaavenueinvest.com

• We were underweight relative to our Benchmark in sectors such as Information
Technology and Consumer Staples, which significantly outperformed the benchmark
during March as investors sought protection in companies regardless of their
valuation or forward outlook for growth.
• Close to 90% of our underperformance of the benchmark in March happened in just
two trading days during the month. The benchmark Index appreciated significantly
on these days, as investors sought safety or a “hiding spot” during the malaise. One
these days (20th and 31st of March), the Index rose 6.58% and 4.75% respectively.
• Any exposure to mid or small cap companies were punished in during March despite
as investors sought to liquidate from the portfolios which may be impacted
detrimentally in the short term. We have reduced our exposure to some companies
that may take some time to recover and increased exposure to quality companies –
there was some impact cost in this trade.
• Mid-month we took the opportunity to transition our portfolio towards Quality
companies which previously had been very expensively priced. We were able to add
to positions like Kotak Bank, HDFC Bank and Bajaj Finance at much lower levels.
Despite perceived weakness of Banks in this crisis, we felt quality companies would
win market share. The trading to re-align the portfolio for the post COVID-19
environment would have had an impact on the portfolio.
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The focus of the fund is to invest in companies which generally have a high
component of their revenue generated locally in India. This provides significant
leverage to the local economy’s strong growth potential.
80%

Top 20 Stocks
Name

Industry

ICICI Bank
HDFC
HDFC Bank
Bharti Airtel
Infosys
Reliance Industries
Bajaj Finance
Tata Consultancy Services
Avenue Supermarts
Kotak Mahindra Bank
Maruti Suzuki
L&T
Axis Bank
Escorts India
Info Edge
Divi’s Laboratories
State Bank of India
Nestle India
Symphony
Chambal Fertilizers

Banks
Housing Finance
Banks
Communication Services
IT Services
Oil & Gas, Retail & Telco
Non-Bank Finance
IT Services
Hyper/Super Markets
Banks
Automobiles
Infrastructure & Engineering
Banks
Tractors and Moving Equipment
Human Resources
Pharmaceuticals
Banks
Consumer Staples
Coolers & Air Conditioners
Fertiisers

Weight
6.1%
4.8%
4.8%
4.2%
3.9%
3.9%
3.4%
3.3%
2.8%
2.2%
2.2%
2.0%
1.9%
1.8%
1.8%
1.6%
1.6%
1.5%
1.5%
1.4%

Sector Allocation as at 31 March 2020
Cash, 8.1%
Futures, 1.0%
Real Estate, 0.7%
Utilities, 2.7%

Consumer
Discretionary,
8.6%

Consumer
Staples, 9.2%

Communication
Services, 6.0%
Materials, 4.3%

Energy, 4.9%

Information
Technology, 7.8%

Industrials, 8.5%

Health Care, 6.8%

Financials, 31.4%

Source: India Avenue, Thomson Reuters
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India Macro & Micro News
▪ As at 11th April 2020, India’s infected from
COVID-19 was recorded as 8,453 and
currently rising at 10-13% per day.
Currently 290 deaths are recorded. The
concern is that the low level of testing
does not articulate the true numbers of
infected. Currently the lockdown is due to
be lifted by April 14th, but it likely to be
extended till at least end of April. Some
states are taking matters into their hands
and extending already.
▪ India’s pharmaceutical exports account for
over 20% of global generic drugs in terms
of volume. The Industry is valued at close
to US$40bn and is growing at close to 10%
p.a. However, the Industry has been
focused on highly competitive areas and
thus only accounts for 3% by value. The
Industry in India has had issues with rising
compliance costs of the US FDA standards.
Refer to our recent report.
▪ Fitch, a US based ratings agency has
downgraded India’s GDP growth rate for
year ending March 2021 to 2% - the
slowest growth rate for the last 30 years
(since liberalization in 1991). Fitch said
that micro, small and medium sized
enterprises are likely to be amongst the
most affected amid reduced consumer
spending.
▪ COVID-19 at this stage appears to be
mainly a metropolitan problem for India.
The migration of workers back to their
homes for harvest (during April-May) has
been slowed to limit the spread of the
virus. The harvest at this stage looks set to
be a good one given the last monsoon had
plentiful rainfall and water resources are
full. Additionally, rural workforces have
not been impacted. However, the problem
may be a logistical problem to ensure the
harvest is not wasted, given shortages in
the transfer mechanism.

Survive and Thrive Through Quality
As we have explained before, our investment process allows us to build an investment
portfolio of listed companies, through the company selection skills of highly
credentialled investment managers based locally in India. March 2020 was an extremely
tough month for all active fund managers in India given it is an event that could not
have been predicted or something one can prepare for. The lockdown in India
effectively brings economic activity to a standstill.
In this environment it was our view that quality companies would outperform the
benchmark going forward. Typically, quality companies in India have been very
expensive to buy given investors love for compounding growth companies, with high
return on their invested capital, strong brand leadership, low levels of leverage and
solid profit and cash flow generation. However, the sell-off in March provides the
perfect opportunity to buy-in to those companies at much more feasible valuations for
the long-term success of the India Avenue Equity Fund.
Rather than simply buy into companies which will benefit in the next quarter given they
lose less in the June 2020 quarter as a result of their fortuitous business model, we have
sadas
used the opportunity to buy new companies and add to existing holdings which are
likely to thrive from a competitive environment by winning market share. These
companies are effectively either market leaders or close to in their segment.
Sector
Information Technology
Banks
Consumer Staples
Non-Bank Financials
Pharmaceuticals
Consumer Electricals

Other Category Killers

Market Leaders
Infosys, Tata Consulting
HDFC, ICICI, Kotak
Hindustan Unilever, Nestle
HDFC Ltd, Bajaj Finance
Cipla, Divi’s Labs
Crompton Greaves, TTK Prestige, Symphony
Titan (Jewellery, Watches)
Britannia (Biscuits)
Avenue Supermarts (Groceries)
Maruti Suzuki (Automobiles)
Info Edge (Job-seeking)
Larsen & Toubro (infrastructure)
Reliance Industries (Oil & Gas)
Bharti-Airtel (Telecom)

Weighting
7.2%
13.1%
2.9%
9.5%
2.9%
3.6%

18.6%

Our three advisers in India are Aditya Birla, Axis (newly added in March) and Old Bridge
(with Axis providing a focus on quality companies through their advice). Our portfolio is
a combination of their advice in percentage that we determine based on our view of
the environment, their skillset and their specific investment style. We continue to comb
the landscape in India for those who investment managers who we can partner with
and would be additive to our insights, value addition and capability.
All the investment firms and key investment personnel we partner with for stock
selection advice have been through investment cycles, including environments like the
current one previously and have a thorough understanding of which companies are
more likely to be survivors and then thrive in the current and future environment.
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Contact Details

The views and opinions contained in this document are those of India Avenue Investment
Management Australia Pty. Ltd. (IAIM) (ABN 38 604 095 954) & AFSL 478233. Equity Trustees
Limited (Equity Trustees) (ABN 46 004 031 298) AFSL 240975, is a subsidiary of EQT Holdings
Limited (ABN 22 607 797 615), a publicly listed company on the Australian Securities
Exchange (ASX: EQT), is the Responsible Entity of the India Avenue Equity Fund. This
document has been prepared to provide you with general information only and does not take
into account the investment objectives, financial situation or particular needs of any person.
It is not intended to take the place of professional advice and you should not take action on
specific issues in reliance on this information. IAIM does not express any view about the
accuracy and completeness of information that is not prepared by IAIM and no liability is
accepted for any errors it may contain. Past performance should not be taken as an indicator
of future performance. You should obtain a copy of the product disclosure statement before
making a decision about whether to invest in this product. No part of this material may be
copied, duplicated or redistributed without prior written permission of IAIM or Equity
Trustees. The user will be held liable for any unauthorised reproduction or circulation of this
document, which may give rise to legal proceedings. Information contained here is based on
IAIM’s assumptions and can be changed without prior notice. It is not and may not be relied
upon in any manner as legal, tax or investment advice or a recommendation or opinion in
relation to an IAIM financial product or service, or any other financial product or service.
Please consult your advisors, read the relevant offer document and consider whether the
relevant financial product or service is appropriate for you before making any investment
decision. Investment in securities involves risks and there is no assurance of returns or
preservation of capital. Neither IAIM, Equity Trustees, nor any of its related parties, their
directors, employees, agents or representatives shall be liable for any damages whether
direct or indirect, incidental, special or consequential including lost capital, lost revenue or
lost profits that may arise from or in connection with the use of this information.
*Lonsec Disclaimer: The Lonsec Rating (assigned April 2019) presented in this document is
published by Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421 445. The Rating is
limited to “General Advice” (as defined in the Corporations Act 2001 (Cth)) and based solely
on consideration of the investment merits of the financial product. Past performance
information is for illustrative purposes only and is not indicative of future performance. It is
not a recommendation to purchase, sell or hold India Avenue Investment Management
Limited’s product, and you should seek independent financial advice before investing in this
product. The Rating is subject to change without notice and Lonsec assumes no obligation
to update the relevant document following publication. Lonsec receives a fee from the Fund
Manager for researching the product using comprehensive and objective criteria. For
further information regarding Lonsec’s Ratings methodology, please refer to Lonsec’s
website at: http://www.lonsecresearch.com.au/research-solutions/our-ratings

India Avenue Investment
Management Australia Pty Ltd
AFSL 478233 | ABN: 38 604 095 954
Level 2, 33 York Street,
Sydney, NSW 2000, Australia
T: +612 8245 0507
E: info@indiaavenueinvest.com
W: www.indiaavenueinvest.com
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