umir Chadha has been literally going
up the investing curve. Kicking off his

investing career with Goldman Sachs, the

capitalist in him quit that highly lucrative
and cushy job to co-found his own India-focused venture
fund called WestBridge Capital in 2000. Chadha and his
partners grew the fund before it merged with Sequoia
Capital in 2006. In early 2011 he spun off from Sequoia to
reboot WestBridge but this time with a bigger canvas in
mind. Having been there, done that in venture investing,
if there was one notable takeaway for Chadha, it was that
as a startup you got to play for scale. Taking that lesson to
heart, Chadha took the conscious choice to deep-dive into
the bigger public market instead of ventures in the private
space. WestBridge now manages about $1.5 billion, and
has created an enviable mid-cap investing track record.
Interestingly, despite having cut his teeth in technology and
being based in Silicon Valley, Chadha is averse to investing
in tech for reasons he explains to us when we meet him at
his office at 400 South, the tallest building in San Mateo.
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== After moving out of Sequoia Capital, you

rebooted WestBridge in 2011, At that point
of time, one of the things you mentioned was
that the PIPE [private investment in public eq-
uity] opportunity seemed to be quite bigger.
Was it driven by the market condition then or
was the underlying thought different?
It was driven by a couple of things. First
and foremost, in investing you also want
to focus on a big market, India has a huge
number of listed companies — over 4,000
— which means there is a massive oppor-
tunity to find good stocks. In other eoun-
tries you don’t find this — in Brazil, there
may be 500 listed companies, in Indonesia,
it’s a couple of hundred. In India, for his-
torical reasons, it is easy to get listed and
we don’t have Sarbanes-Oxley and all that
stufl that inhibits promoters from coming
to the public market, like in the Us.

We like to focus on high quality mid-caps
and there are a lot of them in India. Sec-
ond, the Indian market is highly volatile,
So, if you are a patient long-term investor,
it actually works to your advantage. Be-
cause when things get depressed, they get
so depressed that there arises a great opportunity
to buy. And when they get euphoric, they get so eu-
phoric and that is a good time to sell. Third, even
though most people think of us as a public inves-
tor, our philosophy is that we want a shareholding
in India's best mid-sized companies. Whether they
are public or private is secondary. But we do think
there are a lot more public companies in India of
scale than there are private companies. So, in the
past four years since we started this new fund, our
portfolio is 90% public and 10% private,

== How do you say the public market in India is deep
when of the 4,000-o0dd listed companies, only about
1,500 stocks are traded regularly?

We love stocks that are not actively traded as they
tend to be mispriced. We usually buy a chunk, typi-
cally 5-25%, in a listed entity with a long-term view
of the promoter and the company. So, for us, the en-
tire listed universe matters. For example, four years
back, we had bought shares of Astral Poly Technik.
When we bought a 129 stake in the company, it had
a 300 crore market cap and was hardly traded. To-
day, it has a 25,000 crore market cap. We sold half
of our stake last year with a fantastic gain. By the
way, that listed universe of 4,000 stocks is growing
as there were no new issues for three years. Our ex-
pectation is that this year we will see 50-60 more
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&6 The Indian listed
universe of 4,000 stocks is
growing as there were no
new issues for three years

companies getting listed. It is a naturally growing
number as more companies get listed as the econ-
1““}" gr{]w:-i,

== What is long term for you?

Long term can be very long or short depending
upon the situation. But, generally, we take a five-
to 10-year view. The way our current fund works
is that, unlike a private equity fund, it is an ever
growing fund, So, in many cases, we may end up
hold something for 20 or 30 years. Some of our com-
panies we may never sell. So, our fund is designed
to be a little bit more like the wealthy families in
India, where if you are investing your own money,
just leave it there, you don't have to sell. But some-
times, we may sell very quickly if a stock runs up a
lot in a very short period. We sell because in a pub-
lic market there is always the opportunity to buy
it cheaper. Hence, unlike a PE fund, we enjoy a lot
more flexibility and that is a huge advantage,



=== |5 that due to the profile of your investors?

It is the profile of the investors but also owing to the
structure of the fund. Private equity funds are raised
with fixed time periods. Basically at the end of ten
vears you have to exit everything. At best, a company,
which you may want to hold for another five years, can
be extended by a year or two, but beyond that you have
to sell everything. Our structure, when it makes sense,
allows us to hold some of the best investments for long.

=== What do you look for in companies?

We look for high quality franchisee businesses that ean
generate superior return on capital over the long term.
For us, that means companies with unfair advantag-
es. Typically, we look for a very strong brand with a
great reputation, a very strong distribution network,
the type of things that make it very hard for a com-
petitor to come in and eat
their lunch. Take the case
of Astral, one of the things
we loved about it was that
when we spoke to plumbers
in India — our team went
and spoke to 1,000 plumbers
across the country — they
said they loved Astral. Be-
cause over a decade Astral
has gone out and reached
out to them, built the brand
and these are the decision
makers. So, when we get the
pipes replaced in our house,
none of us know which pipe
is going inside our house,
except for the plumber. So,
Astral built this very power-
ful brand in India. That is why they were able to grow
409 a year for eight years in a row. They could scale
the business beautifully. It is very hard for a competi-
tor to come tomorrow and change all these plumbers'
minds. Because over many years they have built a lot
of comfort with the brand, it is reliable and very high
quality. If a company has a long term competitive ad-
vantage like that, it can win in the market place and
make money for our investors.

=== While you are comfortable with the illiguidity risk,
how do you deal with promoter risk because in mid- and
small-caps there is always the risk of siphoning off mon-
ey, related party transactions, and so forth? How do you
make that call?

Of the 4,000 companies, we have invested only in 25
companies and, of them, only 12 really matter. We get
to say “no” a lot, There is no pressure to invest because

£t We look for a strong
brand with a great
reputation, a strong
distribution network,
the type of things that
make it hard for a
competitor to come in
and eat their lunch

we have a very concentrated portfolio, a really small
number of high quality companies. Our top 12 com-
panies account for about 75% of our asset value. So,
we don’t hold a huge number of investments. We are
not afraid to put a lot of money into these companies
because we believe in them. Or, if we don’t believe in
them we don’t invest. We are not like a mutual fund in
India that will typically own 80 stocks in the portfolio.
We find that a riskier approach. We don’t want 80. We
want the top 10 or 15, so we are really choosy.

In India, over the past 16 yvears we have invested in
200 companies. We invested in many of the companies
when they were small and we were on the board. Now
they are listed. We know either the promoters or the
board members pretty well from many years. Also, be-
fore investing, we do the usual things: a background
check, send an investigative firm to check on various
things, and our own calls or
references. We spend a lot of
time with them, and we ei-
ther get comfortable or we
don’t. Any whiff of promoter
risk and we walk away.

=== Can you give an example
of a company, without naming
it, which was a great opportu-
nity but failed to pass muster?
There are so many of them.
There was this financial ser-
vices company that had a
very weak audit firm. There
were all these rumours about
the numbers being fudged.
We told the promoter that
their stock was trading at
a deep discount, We advised the promoter to change
the auditor, hire top-notch professionals, rope in peo-
ple with eredibility on the board and then watch how
the stock price goes up dramatically. When you own
60% of the company, why wouldn’t you want that to
happen? But the promoter wouldn’t listen to us. That
was a clear giveaway. Sometimes it can happen that
some promoters don’t understand how investors look
at things, but if someone doesn’t want to double their
wealth by just changing an auditor, there is a very
good reason for it. They don’t want to change the au-
ditor because they are obviously cooking the books and
the auditors are signing off on all kinds of stuff.

»>> |s there some overarching theme in your portfolio?

The overarching theme is to invest in companies with
long-term competitive and unfair advantages that are
very hard to replicate, That is a basic theme and cuts
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£t The overarching theme

in our portfolio is to invest
in companies with long-

term and unfair advantages

across industries. So, we look for some edge. So for
example, let’s look at Mayur Unigquoters. We love
Mayur because it is a clear market leader in artifi-
cial leather in India. They have the unfair advan-
tage of having a very successful innovation engine
that constantly designs new patterns and materi-
als. Because of that Mayur charges a premium to
its customers. It has also done fantastically on op-
erational efficiency. The company runs its artificial
leather lines 24 hours a day, seven days a week. In
short, the company sweats its assets, runs very ef-
ficiently and keeps costs really low.

When you talk to Mayur's customers, you know it
has a fantastic reputation. The customers just say,
“Look, if you want the best quality in India, it is
Mayur. You will get consistent quality of supply,
and on-time delivery.” That combination of being
innovative and superior execution is something that
gives Mayur an unfair advantage.

= You have a lot of investments in building materials.
Does the current slowdown in real estate worry you?
I think the thing that is not well understood is
that companies such as Kajaria Ceramics, Cera
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Sanitaryware and the likes were growing
20-40% a year when the slowdown was
worse about three years ago. The reason
they grew so fast even in those bad years
was, firstly, most of them have a bigger
focus on residential than commereial.
Residential continues to grow well, But
within residential, around 60% is driven
by replacement demand. So, even if there
is a slowdown every 10 years, you will
change your tiles. So, that doesn't real-
ly change. Secondly, what is not well un-
derstood is that these sectors have huge
amounts of unorganised players. But
they are slowly going out of business be-
cause even though they avoid paying tax,
what is happening is that their quality is
poor, they have no brand and no distribu-
tion, and so people are saying, “Look, T'll
pay 3-4% more but I want peace of mind
so I'll buy good quality stuff.” So, com-
panies that have built very strong brands such
as Kajaria and Cera have a huge replacement
demand that is not affected by slowdown and
there is this unorganised sector whose mar-
ket share they are eating away. Kajaria is still
growing at 20% a year, Cera too has grown at
209 this year. In our view, they will continue
Lo grow at hi.'uil,h}r rates even if the real estate
market is down

== What is your exit strategy?
If prices turn too steep, we cash out. We sold quite
a lot of stuff, million dollars worth of stocks, in the
past three quarters. So, we have exited quite a bit. If
things keep going up we will keep exiting. In mid-
caps, in a bear market there are no buyers and that
is good because we are the buyers who get these
stocks at a discount. In a bull market, there are
plenty of takers. You should see how many calls we
get for many of our companies saying, “Please, can

you give me a block stake!” For a typical structure,
take Mayur as an example. The company’s promot-
er owns over 70% of the company and we own 10%.
We have the largest non-promoter holding and then
there all these small retail shareholders. The pro-
moter is never going to sell, so anyone who wants to
own something substantial will come to us. Half the
time we are saying ‘no’, but in the past three quar-
ters, we sold quite a lot.

But then, we sell only in a good market. If it is
a bad market, we will not sell. So, when the mar-
ket was really bad in 2011, 2012 and 2013 we invest-
ed heavily and we sold nothing. Then last year the



Consumption play
WestBridge has loaded up on building materials

SKS Micrafinance 6,820 2.7 168
Kajaria Cevamics 5918 741 438
La Opala AG 3,152 453 143
Greenply Industries 2,240 oz 68
Mayur Uniquoters 2,05 Bi.42 13
“Graenlam Industries i a02 am i
DOFM Foods 538 14.95 80

Mote: Holding value a5 on Augus? 15 and sharshoiding a5 of June 2005; Dther hsldings theough
EAFLE BARETY TORES B A Thish 1% Ast inchedes

market became good and we started selling, but very
selectively. We look at volatility as our friend. Say to-
morrow there is a sharp market downturn, we would
love it. We have a lot of uncalled capital and cash.
We would just start buying in our own names. When
things get too hot we start exiting, if things get cold we
use that as an opportunity to buy a lot. That is how we
manage our own risk.

- Are you sitting on a lot of cash now?
We are not sitting on a very high cash level now be-
cause our portfolio has done really well. We look at
cash divided by the value of our stock. So, the denomi-
nator is I‘l’."u“._}' la e, While the market has done r::ully
well, the companies have done exceedingly well. So, we

have been really well rewarded in that. But we have a
lot of uncalled capital, which we can avail of if we want
to buy more.

Is all of it in the public market or you have some
unlisted ventures?
It is 909% public and 109 private. Three years back, we
had invested $35 million in Dr Lal PathLabs and we
are now about to take the company public. It is a very
exciting investment. We also invested in a company in
Bengaluru called Vistaar Financial Services, which is
India’s leading lender to micro SMEs, It lends to small
dairy farmers and others that no one lends to. Vistaar
has grown wonderfully. We are also the largest hold-
er in Chennai-based Aptus Value Housing Finance,
which lends small ticket mortgages that the HDFCs of
the world don’t focus on. It is informal sector lending.
S0, we have three private companies in the portfolio
that we are very positive on.

You are sitting here in Silicon Valley, and you don't
have any investment in the technology space. Why?

&t When things get hot we

start exiting, if things get

cold we buy a lot. That is
how we manage risk

The technology sector is rapidly changing.
It makes it hard to invest in the sector. Qur
current fund has very little tech for that rea-
son. It is the reason a lot of public investors
shy away from technology because they say,
“Look, there is a lot of money to be made but
it is also very risky." A company can suddenly
lose its edge very fast. But plumbers will not
forget the Astral brand very easily. Success
can be quite short-lived in technology. But
when it ereates value it is incredible,

> Besides Astral, which are the other com-
panies in your portfolio that you are most
excited about?
There are quite a few. We have a lovely little
company called V-Mart, which is a fantastic
retailer in India serving tier 2 and 3 towns
selling low-cost apparel. T was in Harid-
war last summer for personal reasons. Then
I went to visit the V-Mart store there. The
store was packed. It was a better shopping
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experience than other stores. They have air con-
ditioning. They have prices on everything, so no
negotiating. They have changing rooms for wom-
en. If you are buying on the street, you can’t try
something on. They have very low prices. Liter-
ally, their prices will compete with the street ven-
dor because they cut out a lot of the middlemen in
the distribution chain. We own a big chunk of the
company. Another lovely company we own is La
Opala, India’s leading crockeryware maker. But
we love that market because what is happening
is that in India we are shifting from steel to opal-
ware because now we have microwaves. La Opala
has built a fantastic brand in that segment. It’s a
beautiful consumer company. We bought it at a
very low valuation a few years ago.

Many of the companies that we invest in, no
one finds them interesting. The nice thing about
Mayur is that the mon-
ey we put into the com-
pany is going to result
in a new polyurethane
(PU) plant. Today, India
imports PU from China.
We have this very good
promoter in Jaipur who
needed our money to
build a PU plant. We
gave him $12 million
and now next year the
spanking new plant will
be ready. It is pretty ex-
citing. Similarly, Kajaria
Ceramics, the country's
largest ceramics player,
is building a massive tile
plant — the biggest that
India has ever seen. The power of capital is that
it helps transform a company. We like being in
the public market and investing in these compa-
nies because they do wonderful things with our
capital such as entering new markets, creating
new producets, and expanding. That is what the
country needs.

=== Which are your biggest wins and what made
them happen?

There have been many. But it is never about me.
It is we. We operate one firm. Everything is team
work. We have team-oriented process. Hence, we
have had many successes. But the one that I am
proud of, even though it is an industry that went
through a pincer, is SKS Microfinance. We bought
a huge chunk in SKS very early on — a 25% stake
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&t We like being in the
public market because
these companies do
wonderful things with
our capital such as
entering new markets,
creating new products,
and expanding

for $8 million in 2006. The company went public
at a huge valuation. We were the biggest sellers in
the 1PO and took out $100 million. Subsequently, a
crisis hit the company and the stock tanked 90%.
Most investors sold and ran for cover, We hung
on. The company was about to go under, it needed
capital. It raised money through a preferential al-
lotment and we were the only existing sharehold-
er to buy the shares. So, we supported the com-
pany in its tough times and we got well rewarded
for that support. The company is making a mas-
sive difference and is scaling up very nicely. It has
gone through a very lean period and has emerged
incredibly strong over the past three years. That
is a company that today lends to about five mil-
lion women across India. One very simple way
to look at it is that SKS lends to about 29% of In-
dian households. Just one single entity does that
and that has a phenom-
enal impact. I think it’s
a grreat company and will
turnaround very nicely.

=== Given that you have
worked with several entre-
preneurs in India, do you
see any commonality? Any
commeon risk factors, that
you perceive, in particular?
Indian entrepreneurs
are among the best glob-
ally because the truth is
that it is so difficult to
build a company in In-
dia. Being an Indian en-
trepreneur is like being
an Ethiopian runner. The
Ethiopian runners are really fast as their countries
are very high above sea level, so there is very low
oxygen. They are used to running on very low oxy-
een. That is one of the reasons Ethiopians are one
of the world’s best runners. When they come to sea
level and they are running they are killing every-
one else because suddenly for them it is like run-
ning down. It is easy. In the same way, Indian en-
trepreneurs are used to such tough conditions in
running a business. Every distributor is trying to
squeeze you, everyone is negotiating with you. They
all make it through that. I would say the good ones
stay grounded, though there are the stereotypical
flashy entrepreneurs as well. But we like entrepre-
neurs who are down-to-earth, stable and uphold
middle elass values. That is, sort of, what we find
works in the long term. ©



