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Summary

While our unwavering focus is on bottom-up fundamental investing, in this newsletter we take a top-
down view and discuss a unique characteristic of ‘small-caps’. Given their relatively lower size, low
liquidity, lack of institutional ownership and higher information asymmetry, the small-cap universe
periodically experiences ‘Breakouts’, which are accompanied by rapid acceleration of stock prices in a
brief period of time. In our current study of the last ten years, these breakouts were associated with a
median 4.6X increase in stock prices over a short period of 1.4 years.

However, not all breakouts are the same, in fact a few result in substantial capital losses if not
understood well. In this newsletter, we analyze the characteristics of these breakouts, discuss how
structural breakouts are different from cyclical and one-time blips, and show how investing in
structurally strong companies at the time of their breakouts can result in disproportionate wealth
generation.

We hope you enjoy reading this newsletter!
Nine-month portfolio performance update

We continue to outperform our key benchmarks by significant margins. Since inception, our
portfolio has outperformed the BSE Smallcap, BSE Midcap, and BSE Sensex by more than 2,600,
3,500 and 4,000 bps respectively on an annualized basis.

In the last 12months while returns for BSE Smallcap, BSE Midcap and BSE Sensex are flat to negative,
i.e. 1.3%, -1.6% and -2.9% respectively, we are up 41.1%.

In CY2022 as well, while all benchmark indices are down i.e. BSE Smallcap, BSE Midcap and BSE
Sensex are down -3.4%, -0.5% and -1.4% respectively, our portfolio is up 15.5% delivering
outperformance of between 1,600 bps to 1,800 bps over various indices over a nine-month period.

Performance Snapshot

Monthly performance

(Absolute returns, %) Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2021 NA NA NA 6.5 5.7 -0.5 7.7 3.9 4.3 4.2 7.1 9.6
2022 0.2 -7.0 11.7 -2.5 -5.7 -2.8 9.3 8.7 4.5
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(Absolute returns
%)

Sortino Ratio Sharpe Ratio

(Absolute returns %) (Annualised returns %)

Burman Capital Management 15.5 41.1 50.0 3.2 1.9
BSE SENSEX -1.4 -2.9 9.8 0.4 0.3
BSE Midcap -0.5 -1.6 14.4 0.7 0.5
BSE Smallcap -3.4 1.3 23.5 1.3 0.9

Notes

(1.) Portfolio inception date is Mar 23, 2021
(2.) Sharpe and Sortino Ratios are since inception



What is a ‘Breakout’?

We define a breakout as the period of fastest growth over a decade in a company’s stock price before
a 20% correction. In our current study, we looked at the last ten-year period i.e. starting Oct, 2012
and focused on stocks ranked between 251 and 1,000 by market capitalization. From this list we
excluded companies that are not traded as of Sep 30, 2022.

We added a further filter of at least Rs10 bn of market capitalization at the time of the break-out to
eliminate the most illiquid names. This resulted in 120 stocks for evaluation. Key characteristics of
these companies are described in the following sections.

Small-cap ‘Breakouts’ drive 4.6X growth in a short period of 511 days/1.4 years

At the median-level, the companies identified above deliver 4.6X returns over a period of 511 days
from the time a breakout begins. The median market cap at the time of the breakout is Rs16.5 bn.
Interestingly this period is associated with close to 83% of overall returns for these companies over
a 10-yr period!

Market cap (Rs mn) Duration Amplitude
Pre Post Multiple Days % of 10yr returns
Breakout companies 16,469 75,363 4.6 511 83

Logically, these breakouts are associated with substantial improvement in fundamentals for e.g.
two-year pre-breakout revenue growth for the companies under consideration increased from 7.8%
to 14.2% two-year post; EBITDA and PAT growth is much sharper at 7.7% to 23.5% and 9.8% to
26.0% respectively.

Revenue grow th EBITDA grow th PAT grow th RoE
Pre Post Pre Post Pre Post Pre Post
Breakout companies 7.8 14.2 7.7 23.5 9.8 26.0 12.3 14.3

In addition to improving fundamentals, breakouts were also associated with sharp re-rating
wherein the TTM P/E multiple increased from 11.3X to 36.6X. This period is also associated with
increase in institutional shareholding from 16.7% to 18.1% and a sharp rise in average daily volumes
from a median of Rs5.4 mn to Rs25.0 mn.

P/E (X) Institutional holding (%) Average daily volume (Rs mn)
Pre Post Pre Post Pre Post
Breakout companies 11.3 36.6 16.7 18.1 5.4 25.0

Not all Breakouts are the same

We classified the 120 companies into three categories basis their 10-year stock performance - (1.)
Structural breakouts, (2.) Cyclical breakouts and (3.) One-time blips.

The key characteristic of companies in each of these categories is shown in the table below. A few
areas that standout

e Revenue/profit growth rate of cyclical breakouts during the breakout period far exceed
those of structural breakouts i.e. growth rates were lumpier and more disproportionate vs.
preceding periods



Amplitude of breakout as % of 10-year return is far higher for cyclical/one-time blip vs
structural. For structural breakouts, this period only drives 33% of 10-yr returns vs 111-208%
for others

10-yr returns of companies in the structural category is 15X vs 4X and 2X for cyclical/one-
time blips. While returns generated by structural breakouts during the breakout period
were similar to cyclical/one-time blips, returns over a 10-yr period were far in excess

Time period of breakout of cyclical/one-time is shorter than structural

Structural companies had much higher RoEs at the start of the period 18.9% vs cyclical/one-
time blips at 9.6%/12.1%

From the middle of the breakout period, median IRR for structural companies was 32.9% vs
25.3% and 2.7% for cyclical and one-time blips respectively till Sep-22

Market cap (Rs mn) Duration Amplitude 10-yr returns

Pre Post Multiple Days % of 10yr returns Multiple (X)

Structural breakouts 21,053 1,08,365 51 597 33 15
Cyclical breakout 14,489 68,671 4.7 460 111 4
One-time blip 15,423 70,998 4.6 468 208 2

Revenue grow th EBITDA grow th PAT grow th RoE

Pre Post Pre Post Pre Post Pre Post

Structural breakouts 12.3 16.4 16.4 24.6 18.8 29.0 18.9 17.6
Cyclical breakout 4.5 13.3 1.0 23.3 -4.7 23.2 9.6 12.0
One-time blip 9.3 13.5 12.5 22.9 13.7 23.3 12.1 13.3

How to differentiate between structural and cyclicals/one-time blips

Figures above show how disproportionate returns are generated if one can identify structural plays
at the time of breakouts. In our assessment, there are several important parameters that can help
differentiate between structural vs other breakouts

Better quality growth associated with sustainable growth drivers

Structural businesses typically have a strong competitive advantage, evidence of which can
be found by analyzing pricing power, market share trends, among others

Strong management teams

Good quality of business as evidenced by high RoE

Fundamental nature of the industry should not be prone to periodic cycles

While the above may sound intuitive in hindsight, the key challenge is to differentiate between the
different types of businesses looking forward. Several businesses (especially untested) might look
like structural stories during a breakout but might be cyclical or even worse one-time blips.

Having a robust process of filtering-out such businesses coupled with strong on-ground diligence
are key to avoid falling prey to such mistakes.



How to identify potential Breakouts and when to invest

Basis our study we have seen several common drivers behind breakouts, please note that these
drivers are seen associated with breakouts but are far from being necessary or sufficient

¢ Global tailwinds, for e.g. China + 1 in specialty chemicals

e Regulatory tailwinds for e.g. PLI scheme in electronics manufacturing
e Management transition/renewed focus

e Competitive tailwinds such as exit or scale-down by key competitor

e Corporate actions such as divestments

If one identifies a structural breakout, there is no dire need to time the inflection point. The table
below shows how evenly distributed the returns are across four quartiles of the breakout period. To
help read the table below, for structural breakouts, the median returns is 5.1X during the breakout
period, in the first 25% days of the breakout period the return was 1.5X, for the second 25% days it
was 1.4X and so on.

Returns w ithin the breakout (time period)

Return during breakout =

Q1*Q2*Q3*Q4 (Multiple, X) Q1 Q2 Q3 Q4
Structural breakouts 51 1.5 1.4 1.4 1.5
Cyclical breakout 4.7 1.5 1.3 1.3 1.5
One-time blip 4.6 1.3 1.4 1.3 1.5
Overall 4.6 1.5 1.3 1.4 1.5

While returns are evenly distributed, the IRRs post breakout differ substantially depending on
whether the company is a structural play or cyclical/one-time blip as shown below

IRR till Sep-22 from different time periods w ithin breakouts

Qo0 Q1 Q2 Q3 Q4
Structural breakouts 45.6 43.4 32.9 21.5 8.1
Cyclical breakout 52.8 39.0 25.3 10.5 -2.5
One-time blip 11.6 6.9 2.7 -7.5 -16.7
Overall 38.3 27.7 22.0 10.8 -7.4

Notes
QO - starting date of breakout period, Q1 - IRR from the end of first 25% days of
breakout period, Q2 - end of second 25% days of breakout period and so on

From the table above its clear that its more important to identify the right opportunities than
rushing to invest. For instance, in structural breakouts, even if one invests after Q2 i.e. 2-3 quarters
post breakout starts, median IRRs are 32.9%.

On the flipside, if one erroneously invests in cyclicals/one-time blips late in the breakout period
say, Q3 or Q4, there is a possibility of substantial wealth destruction.

If you would like to know more about our journey and how we are building our strategy, please
reach out to us at info@burmancapital.com.



About Burman Capital Management

Burman Capital Management is a part of Burman Family Holdings, the strategic investment
platform of the Burman Family, which over the last twenty years has invested over US $500 million
in various businesses primarily in India and have partnered and joint ventured with many of the
leading Fortune 100 companies from around the world. The Burman family are the control
shareholders of the Dabur Group. Dabur was founded in 1884 by Dr. S.K. Burman and is today one
of the largest Indian Fast Moving Consumer Good Company in India with over US$1 billion in
revenue and a market capitalization of over USs14 billion.

At Burman Capital Management, we are long-term investors with deep passion for identifying and
investing in exceptional businesses early. We are fundamentals-driven bottom-up investors and
run concentrated portfolios focusing on small to mid-size companies. We are a SEBI-registered
Portfolio Manager with registration number INP1oooo7091.

To know more about how we approach investing, please visit www.burmancapital.com or write to

us at info@burmancapital.com.

DISCLAIMER

The information contained herein is strictly confidential and meant solely for the use of authorized recipient only. If
you have received this report by mistake or are not the intended recipient, please notify the company immediately
and destroy this report. The information contained in this report doesn't construe to be any investment, legal or
taxation advice to the recipient. It is only for private circulation and use. While care has been taken by the Company
to ensure completeness of the information in this report, as the report is system generated it has not been
independently verified and no guarantee expressed or implied is made as to its accuracy. The company shall not be
liable for accuracy of the information contained herein with respect to the recipient of this report and disclaim any
and all liability as to the information set forth herein or omissions here from, including, without limitation, any express
or implied representation or warranty with respect to such information. Performance related information provided
in this report and investment approach provided hereunder has not been verified by SEBI or any other regulatory
authority. No action shall be solicited on the basis of the contents of the information provided. Please note that past
performance of the financial products, instruments and the portfolio does not necessarily indicate the future
prospects and performance thereof. Such past performance may or may not be sustained in future. Company
investment decisions may not be always profitable, as actual market movements may be at variance with anticipated
trends. Investments in securities are subject to market risks and other risks and there is no assurance or guarantee
that the objectives of the company will be achieved. Please read the Disclosure Document carefully before investing.
Neither company nor any of its affiliates, associates, representatives, directors, or employees shall be responsible for
any loss or damage that may arise to any person due to any action taken on the basis of this report. Risk factors
associated with the investment approach have been provided under the Disclosure Document that can be referred to
at www.burmancapital.com.
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