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An Open ended Equity Scheme

./-

dicicr

L ASSET MANAGEMENT

March 15, 2008

Concentrate all your thoughts upon the work at hand. The sun's rays do not burn until brought to a focus.
- Alexander Graham Bell - An eminent scientist, inventor and innovator

The need for Focus
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To illustrate whether such Focus works in
practical market conditions, more so in Indian
market conditions, we constructed a portfolio
of 20 (randomly selected) stocks from the list
of stocks in the BSE 100 Index. We sorted all
the constituent stocks for 10 calendar years till
2007. Out of 100 index stocks, based on the
yearly performance of each stock, we created
10 buckets of 10 stocks each. To build a
portfolio of 20 stocks, now we picked up the
best and the worst performing stock from each
bucket. We observed that the returns from this
focused portfolio out-performed the BSE 100
for 9 out of the 10 years under consideration,

with an average out-performance of 22.37% p.a.
(Data Source: BSE website, Capitaline)

To the core of sound investing lies the need for
balancing risk and return. The most scientific and
commonly used approach to balance risk and return is
diversification. The higher the diversification, the lower
the risk and moderate the return, and vice a versa.
However beyond a point, diversification does not help
reduce the risk effectively while continuing to hurt the
returns. According to Edwin J. Elton and Martin J.
Gruber’s book “Modern Portfolio Theory and
Investment Analysis”, the point of balance is at 20, i.e., a
portfolio of stocks focused on 20 stocks is optimal in
reducing risk while retaining return potential of a
portfolio.
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This was the outcome, when the portfolio was not actively managed and randomly distributed. When the
portfolio is actively managed based on research and proven stock selection capability, the return potential could

be much higher.




Introduction to ICICI Prudential Focused Equity Fund

ICICI Prudential Focused Equity Fund is an open-ended equity scheme that aims to maximize long-term capital
appreciation by investing in equity and equity related securities of about 20 companies. The Scheme seeks to
capture the best opportunities that the market presents, without any sector bias. The fund shall look at such
opportunities in the universe of large and established companies.

Concentration:

We all know that, putting all your eggs in one basket increases the risk of losing all or most of the eggs and

hence one needs to diversify. While that is true, one also cannot allocate one basket to one egg and needs to

hold the optimal number of eggs in each basket. This holds good for investments in equities as well. While

diversification is needed to reduce risk, one could end up losing the potential higher returns if there is over-

diversification. As we keep adding additional securities the risk keeps on reducing. However, after a certain

point, adding more stocks to the portfolio does not reduce risk to a great extent but may end up diminishing the

returns. In Edwin J. Elton and Martin J. Gruber’s book “Modern Portfolio Theory and Investment Analysis”,

they conclude that you'd come very close to achieving optimal diversity after adding about the 20th stock.

The following are the key benefits that are intended to be derived from portfolio concentration:

e Potential to generate Alpha from being over weight on certain high conviction picks.

e The portfolio could take exposure to any particular theme and has the flexibility to choose between stocks
across themes / sectors / investment styles.

o The fund believes that risk of higher concentration can be more than offset / compensated by higher returns.

Large Cap Orientation:

The Fund will look at investing in companies in the large cap space. Large caps have an inherent attribute of
resilience to short-term turbulence in the markets. These are less volatile as compare to small and mid cap
stocks. Large caps also show the general direction of the economy in a much broader sense. Large caps make
perfect sense for a focused portfolio, as the fund takes large exposure to certain stocks and liquidity is very
important to avoid a high impact cost at the time of buying or selling. Large caps are generally characterized by
the following:

e Reflects broad economic direction

Higher Liquidity due to (typically) broader investor and higher institutional participation

Relatively lower volatility compared to their smaller counterpart

Since large companies are well researched, they are less prone to misinformation shock

Large caps are more resilient as they recover faster than small and mid cap stocks

Bottom-up stock picking:

The fund will follow the bottom-up approach to identify stocks available at bargain price. This will involve
intensive company visits and research to arrive at an intrinsic value of the company and identifying and
investing in stocks with promising potential for long-term growth.

Investment Strateg

The fund, while following the broad investment strategy as per the offer document, would follow the below
mentioned internal investment guidelines:

Stock Universe: The funds portfolio will comprise of Top 200 companies in terms of Market Capitalization
from the companies listed on the National Stock Exchange of India Ltd. (NSE).

Stock Allocation: Subject to liquidity, market volatility and the size of the portfolio, the Fund reserves the right
to increase the number of companies to more than 20. Nearly 80% of the portfolio of the scheme is intended to
be invested into a maximum of 20 stocks belonging to the large cap domain.

Sector Allocation: Bottom up stock picking. Sectoral allocation will be dynamic and could be concentrated
based on market theme or momentum.




Scheme Features|

Type Open ended Equity Scheme

Investment Pattern Equity & equity related securities — 70% to 100%, Debt & Money Market Instruments (including cash
equivalent) — 0 to 30%

Investment Objective Seeks to generate long-term capital appreciation and income distribution to unitholders from a portfolio
that is invested in equity and equity related securities of about 20 companies belonging to the large cap
domain and the balance in debt securities and money market instruments. The Fund Manager will always
select stocks for investment from among Top 200 stocks in terms of market capitalization on the National
Stock Exchange of India Ltd. If the total assets under management under this scheme goes above
Rs.1000 crores the Fund Manager reserves the right to increase the number of companies to more than 20.

Options Retail Option and Institutional Option |
Sub-Options Retail: Growth and Dividend (Payout and Reinvestment)
Institutional Option I: Growth
Min. Application Retail: Rs.5000 and in multiples of Re.1 thereafter
Amount Institutional Option I: Rs.10 crores and in multiples of Re.1 thereafter
Entry Load Retail: (i) For investments of less than Rs.5 Crores: 2.25% of applicable NAV

(ii) For investments of Rs.5 Crores and above: Nil
Institutional Option I: Nil

Exit Load Retail: (i) For investments of Rs.5 Crores and above: Nil

(ii) For investments of less than Rs.5 Crores made during the NFO period and redeemed before 6 months
from the date of allotment: 1% of applicable NAV.

Institutional Option I: Nil

Recurring Expenses Retail: Upto 2.5%
Institutional Option I: Upto 2.5%

NFO Period April 8, 2008 to May 7, 2008

Concentration Risk: Since this fund will invest in only about 20 stocks concentration risk is expected to be high however, since it will be a multi-sectoral fund without any
sector bias sector-specific risk is expected to be relatively low.

Market Risk: The scheme is vulnerable to movements in the prices of securities invested by the scheme, which could have a material bearing on the overall returns from the
scheme.

Derivatives Risk: Derivatives are highly leveraged instruments. Even a small price movement in the underlying security could have a large impact on their value.

Statutory Details: ICICI Prudential Mutual Fund (the Fund) was set up as a Trust sponsored by Prudential plc (through its wholly owned subsidiary namely Prudential
Corporation Holdings Ltd) and ICICI Bank Ltd. ICICI Prudential Trust Limited (the Trust Company), a company incorporated under the Companies Act, 1956, is the Trustee to
the Fund. ICICI Prudential Asset Management Company Ltd (the AMC). a company incorporated under the Companies Act, 1956, is the Investment Manager to the Fund.
ICICI Bank Ltd and Prudential Plc (acting through its wholly owned subsidiary namely Prudential Corporation Holdings Ltd) are the promoters of the AMC and the Trust
Company. Risk Factors: Mutual Funds and securities investments are subject to market risks and there is no assurance or guarantee that the objectives of the Schemes will be
achieved. As with any securities investment, the NAV of the Units issued under the Schemes can go up or down, depending on the factors and forces affecting the capital
markets. Past performance of the Sponsors, AMC/Fund does not indicate the future performance of the Schemes of the Fund. The Sponsors are not responsible or liable for any
loss resulting from the operation of the Schemes beyond the contribution of an amount of Rs.22.2 lacs, collectively made by them towards setting up the Fund and such other
accretions and additions to the corpus set up by the Sponsors. Investment Objective: ICICI Prudential Focused Equity Fund is an open-ended equity Scheme, that seeks to
generate long-term capital appreciation and income distribution to unitholders from a portfolio that is invested in equity and equity related securities of about 20 companies
belonging to the large cap domain and the balance in debt securities and money market instruments. Asset Allocation Pattern: Equity & Equity Related Securities$** - 70% to
100%, Debt & Money Market Instruments (including cash equivalent)* - 0% to 30% (* - Including securitised debt of upto 50% of the net assets. $ - Including derivatives
instruments to the extent of 75% of the Net Assets as permitted under SEBI Guidelines ** Including ADR/GDR to the extent of 50% of net assets as permitted by SEBI and
RBI). Terms of issue: The Units of the Scheme can be subscribed during the New Fund Offer (NFO) at Rs. 10/- per unit plus applicable loads and at NAV bases prices subject
to load upon re-opening. Liquidity: Being open-ended in nature, the Scheme will commence sale and redemption of units not later than 30 days after the close of the New Fund
Offer period Retail and Institutional Option | are available for investments. Entry Load - Retail Option: i)For investment of Rs. 5 crores and above: Nil. ii) For investment of
less than Rs. 5 crores 2.25 % of the applicable NAV. Institutional Option I: Nil. Exit Load - Retail Option : i)For investment of Rs. 5 crores and above: Nil. ii) For investment
of less than Rs. 5 crores and redeemed before 6 months from the date of allotment: 1% of the applicable NAV. Institutional Option I: Nil. ICICI Prudential Focused Equity
Fund is only the name of the scheme and does not in any manner indicate either the quality of the scheme, its future prospects or returns. Investors in the scheme are not offered
any guaranteed returns..For Scheme Specific Risk Factors and other details, Please refer to Offer Document and Key Information Memorandum, contact your financial advisor
or log onto www.icicipruamc.com or visit any of the branches of the AMC. Mutual Fund Investments are subject to market risks. Please read the Offer Document carefully
before investing.

Disclaimer: In the preparation of the material contained in this document, ICICI Prudential Asset Management Company Ltd. (the AMC) has used information that is publicly
available, including information developed in-house. Some of the material used in the document may have been obtained from members/persons other than the AMC and/or its
affiliates and which may have been made available to the AMC and/or to its affiliates. Information gathered and material used in this document is believed to be from reliable
sources. The AMC however does not warrant the accuracy, reasonableness and / or completeness of any information. We have included statements / opinions /
recommendations in this document, which contain words, or phrases such as “will”, “expect”, “should”, “believe” and similar expressions or variations of such expressions, that
are “forward looking statements”. Actual results may differ materially from those suggested by the forward looking statements due to risk or uncertainties associated with our
expectations with respect to, but not limited to, exposure to market risks, general economic and political conditions in India and other countries globally, which have an impact
on our services and / or investments, the monetary and interest policies of India, inflation, deflation, unanticipated turbulence in interest rates, foreign exchange rates, equity
prices or other rates or prices etc.

ICICI Prudential Asset Management Company Limited (including its affiliates), the Mutual Fund, The Trust and any of its officers, directors, personnel and employees, shall
not liable for any loss, damage of any nature, including but not limited to direct, indirect, punitive, special, exemplary, consequential, as also any loss of profit in any way
arising from the use of this material in any manner. The recipient alone shall be fully responsible/are liable for any decision taken on this material.
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