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The Situation

This case pertains to an unlisted company
in the pharmaceutical space. The company
was started by a first-generation
entrepreneur in the late 1980s. The second
generation has recently entered the
business. The family has come into
substantial liquidity due to the sale of their
stake in a foreign company. The
shareholders of the company are now
looking to allocate / transfer the funds lying
in this company to three separate legal
entities, which would involve a demerger
process. The main shareholders of the
company that received the proceeds of the
stake sale are the founder, his son and a
private trust. Since this process could take
6-9 months, Waterfield had to be mindful
of an investment strategy that was defined
in two stages, one which was for a
maximum period of 9 months and the other
as a long-term investment strategy, once
the funds had been allocated to the distinct
entities. During the initial phase,
Waterfield worked with the firm’s
management consultants who were
advising them on the restructuring to
ensure there were no gaps in the
understanding of the final objectives that
the family was looking to achieve.

Waterfield worked as an advisor to the
family, alongside existing wealth
distributors to enable execution of mutual
fund investments. Waterfield also evaluated
and advised on the product
recommendations made by the distributors
and directly sourced products exclusively
for the family.
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The deployment of the funds received
happened over two Phases:

Phase 1: During the Demerger process, the
liquidity received on sale of stake was
invested into Ultra-Short-term mutual
funds for a period of 6-9 months.

Phase 2: Detailed Migration plan was
constructed out for three entities, basis the
risk profile and investment horizon of the
beneficiaries.
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Watertfield’s
Strategy

Waterfield’s strategy, in the first phase of
the investments, was to ensure liquidity and
tax-efficiency. When we reviewed the
portfolio, it came to light that all the sale
proceeds had been invested in Bank Fixed
Deposits. While the family was looking at
the safety of the investments, they were
losing 90-100 bps (post-tax) on the returns
by not investing the sale proceeds into debt
mutual funds.

The family’s main concern was that the
company should not be viewed as an NBFC,
as per RBI guidelines, as for a temporary
period of time, the firm would have more
than 50% of its income coming from
Investments and that the financial assets of
the company would constitute more than
50% of the total assets. Waterfield worked
with the firm’s consultants to seek a formal
clarification from the RBI that the company
would not be classified as an NBFC and
thereafter implemented the first phase of
the investment strategy.

In Phase I of the investments, the family
specifically sought liquidity in 48 hours (if
required) and indicated that the maximum
investment horizon was 9 months.
Accordingly, Waterfield suggested that all
the investments should be made only into
Ultra-Short-Term mutual funds, as these
funds were yielding, on a Net YTM basis,
approx. 7.5%-8%, with no exit loads and
liquidity on a T+1 basis. We used
Waterfield’s whitelisting mutual fund
process, which is refreshed every quarter, to
identify the most consistent fund manager
performance in a specific category to
identify the specific funds for allocation. No
fund would have an allocation > 4% of their
corpus.
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The investments were made in the Dividend
Reinvestment options, to lower the tax impact
and all the investments were put through the
“Direct” option, to ensure optimal expense
ratios. Specifically, from a taxation point of
view, the tax being paid by the company was
34.61% on their fixed deposits, while through
the Dividend Reinvestment options, the
family was paying only 28.33% through
Dividend Distribution Tax and nominal capital
gains. In the Ultra-Short Term category,
Waterfield further identified funds with “high
credit” quality and “moderate credit” quality
(where the exposure to A rated paper was
>10%) and ensured a judicious mix of the
same to ensure optimised returns, while
ensuring a comprehensive understanding of
risk.

Once the demerger process was complete,
Waterfield initiated Phase II of the
investments, which was a long - term
investment strategy. The funds were divided
amongst three portfolios / entities:

1. Aggressive Portfolio: Earmarked for the
Promoter's son, with a mandate of generating
returns of >12 % (pre-tax) over a 10-year
period.

2. Moderately Aggressive Portfolio:
Earmarked for the Promoter's daughter's kids,
with a mandate of generating returns of >11%
(pre-tax) over a 10-year period.

3. Conservative Portfolio: Earmarked for the
Promoter of the family with a mandate of
wealth preservation, looking to generate
returns of >9% (pre-tax) over a 5-10-year
period. All the entities wanted to generate a
certain amount every year that could be
distributed to the family and its members.
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For the first portfolio, which was expected to generate a pre-tax return >12%, following is the
proposed allocation:

Liquidity S e Indicative Pre- Indicative Prnpns.el:l Proposed Sub- lletur.ns Retur_ns
Factor Horizon tax Returns || P est i) S Alleeation g eon (%) Allocation (%) Artig: | A
(%) Returns(%) (INR Crores) PreTax(%) PostTax (%)
250 50%
Mutual Funds 160 64%
Utra Short Term Funds Liquid 1-3years 7.40% 6.90% 40 16% 0.60% 0.60%
Arbitrage Funds Liquid 1-3years 6.00% 6.00% 20 8% 0.20% 0.20%
High-Yield Funds Liquid 1-3years 7.80% 7.50% 75 30% 1.20% 1.10%
Fixed Maturity Plans(AA) Tlliquid 3 years 8.00% T.40% 25 10% 0.40% 0.40%
Bonds/ CPs 25 10%
Tax Free Bonds Hlliquid 10-15 years 9.50% 6.20% 15 6% 0.30% 0.20%
Commercial Paper (High Yield) Tlliquid lyear 10.00% 6.50% 10 4% 0.20% 0.10%
Preference Shares Illiquid 3 years 11.10% 7.30% 15 6% 0.30% 0.20%
High Yield Debt AIFs Hlliquid 5- byears 14.10% 9.50% 30 20% 1.40% 0.90%
Equity 200 40%
Mutual Funds 110 55%
Large Cap Funds Liquid 3-5 years 13.00% 13.00% 45 23% 1.20% 1.20%
Large & Midcap Funds Liquid 3-5 years 13.50% 13.50% 30 15% 0.80% 0.80%
Flexicap Funds Liquid 3-5 years 14.00% 14.00% 25 13% 0.70% 0.70%
Small & Mid Cap Funds Liquid 3-5 years 15.00% 15.00% 10 5% 0.30% 0.30%
PMS Liquid 3-5 years 15.00% 15.00% 30 25% 1.50% 1.50%
Direct Equity Portfolio Liquid 3-5 years 15.00% 15.00% 25 13% 0.80% 0.80%
Alternate Equity Funds Alternates Illiquid 3-5 years 15.00% 12.80% 15 8% 0.50% 0.40%
Alternates 50 10%
:;;;':;:‘;‘l‘;:llfﬁ:; *:t;l?i‘s‘t‘nt:'mts Tlliquid 10 years+ 18.00% 11.80% 50 1.80% 1.20%
Overall Porfolio 500 12.10%

For the second portfolio, which is a moderately aggressive portfolio, expected to generate a
pre-tax return >11%, following is the proposed allocation:

Liquidity R — Indicative Pre-  Indicative Proposed ) Sub- Returns Returns

Asset Categories — Horizon tax Returns Post- tax Allocation Allocation (') Allocation(% Allocation - Allocation -
(e Returns (%) (INR Crores) of total) PreTax (%) Post Tax (%)

Fixed Income 280 T0%
Mutual Funds 210 53%
Ultra Short Term Funds Liquid 1-3years 7.10% 6.70% 40 10% 0.70% 0.70%
Arbitrage Funds Liquid 1- 3 years 6.00% 6.00% 20 5% 0.30% 0.30%
Fixed Maturity Plans (AA4) MMliquid 3 years 7.00% 6.60% 10 3% 0.20% 0.20%
Fixed Maturity Plans (AA) Iliguid 3 years 7.40% 6.90% 20 5% 0.40% 0.30%
Short Term Funds Liquid 1-3years 7.10% 6.70% 40 10% 0.70% 0.70%
High - Yield Funds Liquid 1-3years 7.70% 7.10% 80 20% 1.50% 1.40%
Bonds IMliquid 10 - 15 years 9.00% 5.90% 10 3% 0.20% 0.10%
High Yield Debt AIFs Iliguid 5 years 13.90% 9.10% 50 13% 1.70% 1.10%
Preference Shares IMliquid 3 years 10.70% 7.00% 10 3% 0.30% 0.20%
Equity 120 30%
Mutual Funds 60 15%
Large Cap Funds Liquid 3 - 5 years 13.00% 13.00% 20 5% 0.70% 0.70%
Large & Midcap Funds Liquid 3 - 5 years 13.50% 13.50% 20 5% 0.70% 0.70%
Flexicap Funds Liquid T+3 14.00% 14.00% 20 5% 0.70% 0.70%
PMS Liquid T+7 15.00% 15.00% 30 8% 1.10% 1.10%
Direct Equity Portfolio Liquid T+3 13.00% 15.00% 20 5% 0.580% 0.50%
Alternate Equity Funds IMliquid 3 - 5 years 15.00% 11.30% 10 3% 0.40% 0.30%
Total 400 100% 10.30% 9.20%
Alternates 75
'Venture Capital / Private Equity Funds / Unlisted ;/ Impact
Investments 18.00% 11.80% 75
Total (including Alternates) 475 11.50% 9.60%
Tactical Opportunities 25
Tactical Opportunities 25
Overall Portfotio | \ | | . | | | \
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For the third portfolio, which is a conservative portfolio, expected to generate a pre-tax
return >9%, Waterfield suggested the following allocation:

: Uquidity Investment Indicative Indicative Propo%ed Propos'ed Sub : Retur'ns Retur_ns

Asset Categories Factor Horizon Pre-tax Post-tax  Allocation Allocation Allocation Allocation - Allocation -
Returns (%) Returns (%) (INR Crores) (%) (%of total) PreTax (%) Post Tax (%)

Fixed Income 415 83%
Mutual Funds 345 69%
Ultra Short Term Funds Liquid 1-3years 7.40% 6.90% 100 20% 1.50% 1.40%
Arbitrage Funds Liquid 1-3years 6.00% 6.00% 55 11% 0.70% 0.70%
Fixed Maturity Plans (AAA) liquid 3 years 7.30% 6.80% 30 6% 0.40% 0.40%
Fixed Maturity Plans (AA) Illiquid 3 years 8.00% 7.40% 30 6% 0.50% 0.40%
Short Term Funds Liquid 1-3years 7.30% 6.80% 50 10% 0.70% 0.70%
High - Yield Funds Liquid 1 -3 years 7.80% 7.30% 80 16% 1.20% 1.20%
High Yield Debt AIFs Illiquid 5 years 14.20% 9.30% 25 5% 0.70% 0.50%
Tax Free Bonds liquid 10 - 15 years 9.50% 6.20% 15 3% 0.30% 0.20%
Preference Shares Illiquid 3 years 11.10% 7.30% 30 6% 0.70% 0.40%
Equity 75 15%
Mutual Funds 65 13%
Large Cap Funds Liquid 3-5years 13.00% 13.00% 35 7% 0.90% 0.90%
Large & Midcap Funds Liquid 3-5years 13.50% 13.50% 30 6% 0.80% 0.80%
Alternate Equity Funds liquid 3-5years 15.00% 12.80% 10 2% 0.30% 0.30%
Alternates 10 2%
Venture Capital / Private Equity Funds /
Unlisted / Impact Investments Illiquid 10 years + 18.00% 11.80% 10 2% 0.40% 0.20%
Overall Portfolio 500 100% 9.10% 8.00%

In case of the conservative portfolio, the family decided to take credit risk by giving allocation
to High Yield Debt, primarily due to low yields in the interest rate markets and when the
Credit market view was positive.

Within equities, a staggered approach was adopted for all three portfolios in order to take
advantage of market dips, event triggered corrections, etc.

Simultaneously, Waterfield worked with the family to set up a formal Family Board and
Investment Committee, which would ensure a risk and governance framework for all
investments. The Committee’s role along with Waterfield was to ensure the strategic risk and
asset allocation, adoption of an Investment Policy Document, monthly and quarterly reviews
of the investment portfolio, fund manager selection and product due diligence in the listed
and unlisted space. The family wanted to set up a simple, lean, and effective organization
where currently only the first two generations (male members) of the family are involved in all
decision making, with a view to extending this to the respective spouses over the next 12
months.

The patriarch of the family is looking to support philanthropic activities through allocating
funds through a trust structure for building a Charitable Hospital in their city. Waterfield is
presently in discussions with the family to set up a family foundation.
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The Results

Waterfield has been able to generate
several positive outcomes for the family
through our engagement. Specifically, we
were able to improve the short-term post-
tax returns by approx. 115 bps for the
family by shifting the investments initially
from fixed deposits to mutual funds; and
ensuring that all the investments were
done under the “Direct” option.

At the time of allocation of assets as Phase
II of the investments, Waterfield was able
to negotiate with each of the product
providers to lower the costs of investment
thereby ensuring substantial savings for
the family.

The family now has a formal Investment
process in place to monitor investment
performance and ensure all the members of
the family are involved. The family has a
benchmark portfolio returns of CPI + 5%
clearly established in its investment
guidelines. Overall, we have helped the
family in improving their financial literacy
on Investments.

The family as the next step, wants to
engage Waterfield for the following

1. Trust & Estate Planning
2. Offshore Investments

3. Philanthropic activities through the
returns generated by the Promoter on the
core investment portfolio every year.
Waterfield is in discussions with the family
to set up a family foundation.
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¢” Regulatory Information

Non-Individual Investment Advisor
Principal Officer: Ms. Soumya Rajan
Email: principal.officer@waterfieldadvisors.com

CIN: UT4500MH2012PTC234521
SEBI Reg. No. INAOD00DD1811

PMS Reg. No. INPO00007818 Co-PMS Reg. No. INPOD0003288

Alternative Investment Fund Reg. No.
FOF I IN/AIF2,/21-22/0876
FOF 1I IN/AIF2,/23-24/1275

¢” Contact Us

Website: www.waterfieldadvisors.com
Refer to our website for the SEBI Office Address

Compliance & Grievance Officer: Mr. Kartik Kini
Email ID: kartik.kini@waterfieldadvisors.com
Investor Grievance:
investor.grievance@waterfieldadvisors.com

Email: Contact:
info@waterfieldadvisors.com +91-22-66210700
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Disclaimer

The information and opinions contained herein have been compiled or arrived at, based upon
information obtained in good faith from sources believed to be reliable. Such information has not been
independently verified and no guaranty, representation of warranty, express or implied, is made as to
its accuracy completeness or correctness.

This document is for information purposes only. This report is based on information that we consider
reliable, but we do not represent that it is accurate or complete, and one should exercise due caution
while acting on it. Descriptions of any company or companies or their securities mentioned herein are
not complete and this document is not and should not be construed as an offer or solicitation of an
offer to buy or sell any securities or other financial instruments.

Past performance is not a guide for future performance, future returns are not guaranteed, and a loss of
original capital may occur. All opinions, projections and estimates constitute the judgment of the
author as on the date of the report and these, plus any other information contained in the report, are
subject to change without notice. Prices and availability of financial instruments also are subject to
change without notice.

This report is not directed to or intended for display, downloading, printing, reproducing or for
distribution to or use by, any person or entity that is a citizen or resident or located in any locality,
state, country or other jurisdiction where such distribution, publication, reproduction, availability or
use would be contrary to law or regulation or what would subject to WFIA or its associates to any
registration or licensing requirement within such jurisdiction.

Any unauthorized use, duplication, redistribution or disclosure of this report including, but not limited
to, redistribution by electronic mail, posting of the report on a website or page, and/or providing to a
third party a link, is prohibited by law and will result in prosecution. The information contained in the
Report is intended solely for the recipient and may not be further distributed by the recipient to any
third party. The information is only for consumption by the client and such material should not be
redistributed.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate
fluctuations, which could have an adverse effect on their value or price, or the income derived from
them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign
currencies effectively assume currency risk. WFIA, its directors, analysts or employees do not take any
responsibility, financial or otherwise, of the losses or the damages sustained due to the investments
made or any action taken on basis of this report including but not restricted to fluctuation in the prices
of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend
or income, etc.

The report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to
which the Report refers to website material of the Company, the Company has not reviewed the linked
site. Accessing such website or following such link through the report or the website of the Company
shall be at your own risk and the Company shall have no liability arising out of, or in connection with,
any such referenced website

WEFIA shall not be liable for any delay or any other interruption which may occur in presenting the data
due to any technical glitch to present the data. In no event shall the WFIA be liable for any damages,
including without limitation, direct or indirect, special, incidental, or consequential damages, losses or
expenses arising in connection with the data presented by WFIA through this presentation. Neither
WFIA, nor any of its other group companies or associates, shall be responsible for any decisions taken
on the basis of this report.
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Disclaimer

This information provided is for the exclusive and confidential use of the addressee only. Any
distribution, use or reproduction of this information without the prior written permission of Waterfield
is unauthorized and strictly prohibited. The prices, value, income and appreciation of the securities
mentioned are based on the information available in public or latest information provided to Waterfield
and are subject to change. Waterfield makes every effort to use reliable, comprehensive information;
but makes no representations or warranties, express or implied or assumes any liability for the
accuracy, completeness, or usefulness of any information contained in this document. No warranty or
representation, express or implied, is made by Waterfield, nor does Waterfield accept any liability with
respect to the information and data set forth herein.

The information contained here is intended solely to provide general guidance on matters of interest
for the personal use of the reader, who accepts full responsibility for its use. Recipient should evaluate
all investment risks before making any investment decisions. Any forward-looking statements made in
relation to the product are contingent on a number of risks, uncertainties and other factors that could
cause actual results to differ materially from those indicated by the forward - looking statements. For
prospective clients, any information provided is only for discussion purpose and based on the generic
information and trends in the capital market and shall not be construed as an investment advice.The
information contained in this document is intended solely to provide general guidance on matters of
interest for the personal use of the reader, who accepts full responsibility for its use. Recipient should
evaluate all investment risks before making any investment decisions. Any forward-looking statements
made in relation to the product are contingent on several risks, uncertainties and other factors that
could cause actual results to differ materially from those indicated by the forward-looking statements.
For prospective clients, this is only for discussion based on the generic information and trends in the
capital market and shall not be construed as an investment advice.

Investment in securities market are subject to market risks. Read all the related documents carefully
before investing. Past performance is not indicative of future results. The securities quoted if any, are
for illustration only and are not recommendatory. Registration granted by SEBI (INA000001811),
Membership of BASL (1627) and certification from NISM in no way guarantee the performance of the
intermediary or provide any assurance of returns to Investors/ Clients. Waterfield, its directors,
employees and agents will not be liable for any direct, indirect, incidental or consequential damages
sustained or incurred in connection with the use, operation, or inability to use, or reliance on the
information contained in this document. This document is intended to serve only as a general source
and shall not be construed as a form of recommendation.

Neither Waterfield any of its affiliates has undertaken any regulatory, legal, tax or accounting analysis
relating to the suitability of the securities. Recipients should consult their professional tax and
accounting advisors for tax or accounting treatment conclusion, prior to acting on the information set
forth herein.

Please refer to for holdings of Waterfield Financial and Investment Advisors Private Limited the
financial products or securities which are subject matter of advice.

Please visit our website to read the disclaimer -
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