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Omniscience Capital’s Four-Folio Study Reveals Investment Opportunities

in Overvalued Markets
e Companies are categorized as Capital Destroyers, Eroders, Imploders, and
Muiltipliers to enable investment decisions
e India's equity markets require a well-defined strategy to navigate over 5,000 listed companies
e Large caps are pretty reasonably valued; midcaps and small caps overvalued
but with latent growth opportunities

Bangalore 27" January 2025: According to a report by smallcase manager - Omniscience Capital, "Omni
Four Folios: Study on Indian Equity Markets" —The Indian stock market has over 5,000 listed companies.
This requires a structured and disciplined investment strategy. It reveals that, as of December 25, 2024,
the trailing twelve-month price-to-earnings (PE) ratios for major indices such as Nifty 50 (23.3), BSE
Midcap (29.9), BSE Smallcap (32.6), and Nifty 500 (26.7) reflect a market close to its historical averages
for large caps but overvalued in midcaps and small caps. Despite this, the deep pool of smallcap stocks
often presents some hidden opportunities for significant growth when approached strategically. The
study advises against market timing and instead focuses on long-term wealth creation through systematic
analysis.

Index TTM-PE Ratio
Nifty 50 233
BSE Midcap 29.9
BSE Smallcap 326
Mifty 500 26.7

Speaking on the study, Dr Vikas Gupta, smallcase Manager and CEO, of Omniscience Capital said, “Our
view at OmniScience Capital is to always invest in at least 20 companies. Typically, our recommended
portfolio would have 20-50 companies. We would suggest the same to investors when selecting
companies for their portfolio; never allocate more than 5% to a single company. Further, attempt to
diversify across sectors and industries. Ideally, one would allocate to 4-6 different industries.”

Total investible universe chosen for this study are companies having Market Cap of INR 1,000 crores or
above. As of 25th December 2024, this number stood at 1,377 companies. Once the total investible
universe is selected, Omniscience Capital applies their proprietary Scientific Investing Framework to the
universe, dividing the market into the above categories.

The core of the research by Omniscience Capital is the Scientific Investing Framework, which incorporates
the mental model of ‘inversion’ inspired by Legendary investor Charlie Munger. This approach starts with
identifying and eliminating companies likely to destroy or erode investor wealth. The research highlights
the challenges of the current market landscape, where perceptions of overvaluation and conflicting advice
leave many fund managers sitting on cash instead of identifying alpha-generating opportunities.

The framework categorizes companies into four distinct groups: Capital Destroyers, Capital Eroders,
Capital Imploders, and Capital Multipliers.

e (Capital Destroyers have weak fundamentals with high risk.
e (Capital Eroders are profitable companies that generate a low return on capital.
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e (Capital Imploders are fundamentally very strong but extremely overvalued and likely to
underperform.

e Ideal investment targets will be Capital Multipliers, which show strong balance sheets,
competitive advantages, and favorable valuations.

Basis the study, Omniscience Capital has detailed some actionable insights.

Capital Destroyers folio companies are likely to cause the largest damage to investors. Smallcaps
dominate this folio, 341 of the 374 companies are Smallcaps. Chemicals, Real Estate Operations, Textiles
& Apparel, Construction & Engineering, Telecommunications Services, Metals & Mining, and Automobile
& Auto Parts are some of the industries which are represented significantly in this folio. If one is allocated
in these industries, one should do a rigorous due diligence of these companies.

Capital Eroders folio is dominated by industries such as Automobiles & Auto Parts, Chemicals, Oil & Gas
and Machinery/Components. Many of these industries also constitute a significant proportion of the
Capital Destroyers portfolio, suggesting that some of these industries are avoidable due to the
underperformance and/or weak competitive advantage of the industry as a whole. (Having said that, any
industry can and probably would have at least some companies within the Capital Multipliers portfolio,
dependent on having superior growth and better competitive advantages over their competitors).

Capital Imploders folio companies have strong balance sheets, consistent profitability and high growth
rates. However, these companies are extremely overvalued and thus need to be avoided. For example,
one could avoid the Personal & Household Products & Services companies since most of them are
overvalued. The Capital Imploders portfolio also has presence of Chemicals, Software & IT Services,
Pharmaceuticals, Textiles & Apparels, and Food & Tobacco companies. Many of these companies have
high growth rates but are extremely overvalued even accounting for those high growth rates.

Where to look for Potential Alpha?

Capital Multipliers are the favorite hunting grounds for alpha-generating opportunities. Even better is the
Super Folio which is a subset of Capital Multipliers folio. This folio has companies with strong balance
sheets, persistent competitive advantages, high growth rates and are, typically, available at significant
discounts to their intrinsic values. For example, Banking Services is more than 50% by weight and large
caps are more than 80% by weight. This means that one could look at large cap banks as a potential
investment.

Besides, some specialized infrastructure NBFCs, and housing finance companies could hold a higher
likelihood of undervaluation. Besides, the Banks, Construction & Engineering, Chemicals, Automobiles &
Auto Parts, and Metals & Mining are some of the other industries in this folio. The most promising subset
of the Capital Multipliers is called the Super Folio, which consists of companies with high growth potential,
competitive moats, and undervaluation. These companies have the highest probability of delivering
exceptional returns in the long term. This framework is to be applied to about 1,400 companies with a
market capitalization of INR 1,000 crore or more, in order to guide investors to make informed decisions
on the Indian markets.
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About OmniScience Capital

OmniScience Capital is a Global Investment Management firm focused on global equity investments
empowered by its proprietary Scientific Investing philosophy.

Disclaimers & Disclosures

OmniScience Investment Adviser is the advisory division of OmniScience Capital Advisors Pvt. Ltd. which
is registered as a non-individual Investment Adviser with SEBI with a valid registration No. INAOO0007623,
BASL Membership Id 1197 and CIN U93000MH2017PTC290053. Investment in securities market are
subject to market risks. Read all the related documents carefully before investing. Registration granted by
SEBI, membership of BASL and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors. Any securities quoted above are for
illustration only and are not recommendatory unless specified as advice. Nothing in this communication
should be considered as implying any assured returns, or minimum returns or target return or percentage
accuracy or service provision till achievement of target returns or any other nomenclature that gives the
impression to the client that the investment advice/recommendation of research report is risk-free and/or
not susceptible to market risks and/or that it can generate returns with any level of assurance. An investor
should consider the investment objectives, risks, and charges & expenses carefully before taking any
investment decision. Wherever there is the potential for profit there is also the possibility of loss.
Therefore, investors may lose capital in markets. Past performance is not necessarily indicative of future
results. This is not an offer document. This material is intended for educational purposes only and is not
an offer to sell any services or products or a solicitation to buy any securities mentioned or otherwise. Any
representation to the contrary is not permitted. This document does not constitute an offer of services in
jurisdictions where the company does not have the necessary licenses. As a firm-wide philosophy and rule
OmniScience Investment Adviser and OmniScience Capital Advisors Pvt. Ltd., or any of its employees,
officers, management, directors, shareholders, associates, distribution partners or others related to the
company in any other capacity, or any communication from the company, including any of its tagline,
motto, slogan, etc. do not provide any guarantees on investment strategies or their returns etc. If you feel
that you had been provided such guarantees at any time before or after the initiation of your relationship
as an advisory client of OmniScience Investment Adviser, or, if any communication from OmniScience
seems to give you a feeling that — “any investment advice implies any kind of assured returns or minimum
returns or target return or percentage accuracy or service provision till achievement of target returns or
any other nomenclature that gives the impression to the client that the investment advice is risk-free
and/or not susceptible to market risks and or that it can generate returns with any level of assurance”,
then you agree to bring it to our notice immediately and initiate to terminate the advisory agreement with
OmniScience.



