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Review of our macro thesis
Strong cash generation with steady growth is what we are looking for

As we prepare to launch our offshore fund (River Valley Core Compounding Fund — RVCC), it would be an opportune time to have a re-look at our world
view and opportunity set. These form the core of the underlying belief on which our portfolios are constructed.

Historically low interest rates and high leverage have to reverse

In spite of the increase in interest rates over the past year, we remain at the bottom of a 30-year interest rate cycle and at the top of a leveraging cycle.
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This had created a strong tailwind for high growth — unsustainable, unprecedented and probably un-replicable

This tail wind will at best become “no wind”, but the
most likely scenario is that it will be a head wind.

The returns in the 1960s and 1970s were low, as could
be expected over a period of rising interest rates.
These returns were below long term averages and
clearly below the average returns in both the equity
and bond markets since the early 1980s (the peak of
the interest rate cycle).

Global Total Returns in USD (%p.a.)
us UK Japan Germany
Time period
Equity Bonds Equity Bonds Equity Bonds Equity Bonds
Last 100 years 9.5 1.4 8.5 5.1 2.5 6.2
Last 50 years 9.7 8.0 10.4 1.5 9.2 10.0 9.2 9.1
1540-1949 9.0 2.7 5.2 -0.2] -25.6 -32.3 -10.8 -21.5
1950-1959 19.3 0.4 17.2 3.4 339 6.0 25.9 5.9
1560-1969 7.8 2.8 6.7 3.4 13.0 12.3 7.3 7.1
1970-1979 5.8 6.1 9.2 8.6 16.9 11.2 10.3 16.7
1580-1989 17.5 12.8] 20.0 10.4 27.7 14.5 16.1 8.4
1990-1939 18.2 8.0 14.9 10.2 -0.9 11.0 10.5 5.4
2000-2009 -0.9 6.6| 1.6 5.4 -4.1 2.8 2.7 9.6
2010-now 15.9 5.4 10.6 6.4 10.0 -0.3 11.5 3.0
Source: Bloomberg
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These low rates will continue in the medium term as the only
corrective factor — inflation — is still benign.

With global growth being slow and inflation being low, the short
term push up on rates is not too strong. But, in the long term, this
reversal of rates is here to stay.
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Though Asia’s growth will slow down, it will continue to remain high in absolute and relative terms

The average USD nominal growth for Asia in the past ten years has been 14.8% p.a. Even if this halves, it will still be a very large number. With operating
leverage still working in favour of corporate earnings, growth could easily be in the high single digits.

But as we explain later, this steady but lower earnings growth will be accompanied by a strong cash generation cycle, which will significantly enhance total
returns.

Perspective: Demographics and Key Economic Statistics

Population and demographics [ Nominalgop |
Population Age Gross Secondary 2013 10 year CAGR (in USD) 10year CAGR Persanal Disposable
2013 Growth Dependency Schaol uss Per capita ot Per capita Total Per capita 10 year Yoy %
Million | %YoY Ratio Enrollment (%) billion (uss) (%) (%) (%) (%) (%) (%)
Japan 127 -0.5 0.5 102 4,799 37,8609 1 15 0.8 0.9 0.0 -0.2
China 1,361 0.5 0.4 81 9,252 6,801 22, 22,0 10.2 9.0 12.6 10.0
India 1,267 1.4 0.6 63 1,823 1,440 8. 6.8 7.7 6.2 12.8 12.0
Australia 23 1.3 0.5 131 1,459 62,622 12, 10.7 2.9 1.4 5.7 4.7
Karea 49 0.1 0.4 97 1,207 24,614 7.9 1.6 3.6 3.4 8.7 79
Indonesia 248 1.2 0.5 81 842 3,393 9.5 8.3 5.8 4.6 na na
Taiwan 23 0.3 0.4 na 451 20,987 6.1 5.7 3.9 3.5 4.4 2.8
Thailand 70 0.6 0.4 78 350 5,543 12.7 119 3.8 3 na na
Malaysia 30 2.0 0.6 69 310 10,337 13.3 11.2 5 3.1 8.4 13.0
Hong Kong 7 0.7 0.4 80 280 38,587 5. 51 4.5 3.7 na 4.4
Singapore 5 1.5 0.3 na 296 55,595 15. 12.3 5.5 3.2 na na
Philippines 98 18 0.6 83 290 2,951 16, 14.3 5.3 3.5 11.5 12.0
New Zealand 5 1.0 0.5 119 177 39,308 10/7] & 9.4 1.9 0.8 2.4 2.7
MSCI APx] 3,187 10 16518 | 5278 | \ 14.9% 12.6

Source: JP Morgan research, Bloomberg
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While growth slows, corporate free cash flow is improving

Sales growth remains positive though it is slowing down and bottoming out. Steady operating cash flow, peaking leverage and, most importantly, dropping
capital expenditure are leading to a strong uptick in free cash flow.
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The dropping leverage for listed Asia is incongruous with the continuous media bombardment of Asian corporate default risk rising and huge balance sheet
weakness. This is probably truer outside the listed space. Anecdotally also, our research shows a large collection of small and large companies maintaining

and growing their cash flow.

MSCI (ex-finance): Net debt to equity trend
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MSCI Asia ex JP: Free cash flow
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MSCI Asia ex JP: FCF Yield
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Improving free cash flow enhances returns in not so obvious ways

Investors tend to look at returns from stocks coming purely from EPS growth. But improvement in free cash also gives other sources of returns:
e |t enhances returns through a sustainable and growing dividend stream.
e |t could lead to stock buy back

e [t could lead to value enhancing M&A activity

% of Stocks in MSCI Asia x-Japan
The universe of companies in Asia with significant dividend support is growing. Div.Yd (%) >2 >4 =6 > 8
Mar-14* 61% 24% 6% 1%
Dec-13 41% 16% 3% 1%
Dec-12 26% 8% 1% 0%
Dec-11 50% 23% 10% 4%
Dec-10 29% 9% 2% 0%
Dec-09 29% 9% 2% 1%
* Data based on 12m forward forecast numbers
Also, in the past, dividend has been a significant and non-volatile part of total Rest of the data bazed on 12 month trailing numbers
return. Source ; Bloomberg
MSCI Asia ex-JP - Disintegrating total return index e R
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Conclusion

e The world will see slower growth going forward, as leveraging and a dropping interest rate cycle reverse.

e Through this slow down, Asia will still give solid though lower growth.

e The corporate cash flow from the Asian listed space is improving.

e Improving cash flow opens up other sources of returns for investors.

e The universe of companies in Asia with improving cash flow and dividend yield is fast growing.

e Qur investment strategy hence combines elements of free cash flow and dividend, with our ongoing hunt for quality growth.
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Disclaimer

This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Information has been obtained from sources believed to be reliable. However, neither its accuracy and
completeness, nor the opinions based thereon are guaranteed. Opinions and estimates constitute our judgment as of the date of this material and are subject to change without notice. Past performance is not
indicative of future results. This information is directed at accredited investors and institutional investors only.
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