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Dear Patron,

In the last 4-6 quarters, corporations globally have been
disrupted largely because of COVID led uncertainty and the
ensuing lockdowns which led to an uncertain demand
environment and revenue volatility. As COVID restrictions eased
over the last 2 quarters, and demand returned back to pre-
COVID levels, corporates were faced with supply disruptions
leading to increased freight and raw materials cost that ate into
the margins and impacted profitability even as sales returned to -
or even surpassed - pre-COVID levels. Our portfolio companies
surpassed their respective benchmarks on revenue growth,
however earnings growth was impacted due to the above reasons
as corporates tried to find a fine balance between Demand and
Margin.

In this month’s newsletter, we take a closer look at the nearterm
headwinds in each of the major sector, its impact and how
companies are addressing the same. Current disruption holds all
the more importance in current context of rising inflation trend,
should it continue in the near-term.

Long-term stability or agility in service?
What would you rather choose, when it comes to investing your hard-earned money?
With Ambit Asset Management, you won’t have to.

While it uses its deep-dive research and disciplined approach to lend stability to your
portfolio, its strong digital outreach ensures an agile and transparent service.

The result?
Consistent growth with an always-available service.

Now, that's what ‘acumen at work’ helps you achieve.
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Exhibit 1: Health revenue growth across portfolios with gradual price hikes expected to aid earnings in near term

Net Sales YoY%

Ambit Coffee Can PMS Q2FY22
Weighted avg 27%
Median 24%
Nifty 23%

Ambit Good & Clean Midcap PMS Q2FY22

Weighted avg 30%
Median 27%
Nifty Midcap 100 * 15%
Ambit Emerging Giants PMS Q2FY22
Weighted avg 39%
Median 37%
BSE smallcap 35%

Source: Ambit Asset Management, Bloomberg
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Q1FY22 Q2FY21

105% 2%
54% 3%
45% -10%

Q1FY22 Q2FY21

77% 68%
29% 1%
57% 7%

Q1FY22 Q2FY21

64% 11%
81% -3%
60% 29%

# Sharp difference between Median and weighted avg for Q2FY22 EBITDA / PAT for Emerging Giants and G&C Midcap portfolio is because of base effect.
*Indices data is from Bloomberg. Nifty Midcap 100 median / weighted avg. revenue growth as per our calculation of individual constituents was 18%/33%
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THE SUPPLY DILEMMA — WHAT TRANSPIRED ?

During COVID, demand for several industries disappeared overnight with corporates struggling to predict the
future outlook as the situation was very grim. While everyone predicted a recovery, few expected it to be this
swift and sharp. The ensuing demand has positively surprised almost every industry as months of savings —
owing to lower discretionary spends — gave way to ‘revenge’ spending. As restrictions started to ease,
consumers spent heavily on discretionary products such as home improvement, consumer durables, jewelry
etc. While this strong demand came as a breather to the corporate world, the pace of it — which not many
anticipated — led to sudden supply side pressure which led to shortage of key raw materials leading to input
cost increase across industries. Also, inadequate shipping capacity to service the demand has led to frequent
delays and sharp rise in container cost (Refer to Exhibit: 2).

This sharp price increase has dented the margins of key industries and created a dilemma for the management
whether to take a steep price hike or face margin contraction. The situation becomes even trickier when cost
inflation is to the tune of 30-60% as passing this quantum of price increase may not only unsettle the demand
but also affect competitive landscape in the industry. While some companies have resisted price hikes given
the temporary nature of inflation, others have had to bite the bullet.

Exhibit 2: % increase in container freight rates from March- Exhibit 3: ~70% increase in Bloomberg Commodity Index — that
2020 to Aug-2021 from Indian ports to leading global ports tracks prices of key global commodities — from COVID bottom

Destination %Inc in Freight rate from 105 -
container Mar-20 to Aug-
21 95
Cochin Melbourne 700% 1,000% 85 -
Cochin Hamburg 1027% 873% 75
Cochin Tokyo 233% 155%
65
Cochin Penang 383% 267%
55 T T T T T T T T T T T
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Cochin Rotterdam 1,140% 873% — — - - N N N o~ N N N [}
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Cochin Los Angeles 717% 650%
Cochin Cape Town 900% 900%
Source: Ambit Asset Management, Bloomberg
Mundra Montreal 352% 314%
Mundra Hamburg 854% 759%
Mundra New York 592% 650%
Mundra Baltimore 462% 3MNM%
Mundra Ho Chi Min City 329% 329%
Mundra Yokohama 167% 245%

Source: Ambit Asset Management, Indian Spice & Foodstuff Exporters’
Association
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1. FMCG/Paints saw the surge in raw material prices
Gross Margin contraction was the major point of discussion during earnings calls across companies in the
consumer sector. There was a median GM compression of ~450bps across large FMCG and paint companies
(~250bps for large FMCG cos) (Refer to Exhibit: 5). Companies have resorted to various measures to tackle
the same:
A. Prices of Titanium Di-oxide, (a key raw material for paints) has increased by >50% YoY resulting in
~200bps GM contraction for Asian Paints despite a 7% price hike in H1 FY 22. The company has taken
2 more price hikes (of approx. 7-9% and 4-5%) post Q2 to mitigate the impact of the same.
B. Similarly for Pidilite, prices of Vinyl Acetate Monomer or VAM (primary raw material) has increased
from $900 in Q2 FY 2021 to $2000 in Q4 FY 2021. Pidilite management has taken price hikes to cover
~70-75% of RM inflation.

Most of the RM prices have started to peak out and should correct over the coming quarters
providing some breather. Managements expect to recover to pre-COVID Gross Margins by
4QFY22 through a mix of pricing action and cost savings initiatives.

Exhibit 4: Sharp commodity Inflation in HIFY21

Commodity Category impacied 3GFY21 4QFY21 1GFY22 2QFY22 YID 3GFY22
Sugar Food items -2% -4% 2% 3% 8%
Crude Oil Packaging & logistic 21% 50%_
Wheat Food items -10% -10% 2% 0% 4%
Palm Oil Food items 39%_ 59%
SMP - International Milk & derivatives -4% 14% 33% 23% 28%
PFAD Soaps 44% 43%

Tea Beverages 48% 54% 33%

Coffee Beverages 11% -2% -5% 9% 13%
Copra - Calicut* Hair oil 26% 25% 17% 1%

LLP* Hair oil 12% 29% 50% 51%

India WPI Alkyl Benzene Detergents 2% 12% 41% 35% 33%
Barley Beer e 2% 29% 56% 62%
Rectified Spirits Spirits 4% 1% 0% 0% 1%
Titanium Dioxide Paints 9% 27% 56% 58% 57%
HDPE Packaging 35% 51% 51% 33% 37%

Source: Ambit Asset Management

Exhibit 5: ...led to severe Gross Margin stress across consumer companies
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Source: Ambit Asset Management, Company
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2. Auto sector plagued by rising raw material costs

A. Commodities across the board such as steel, aluminum, plastics, rubbers etc. saw their prices increase

by ~30-70% from 1QFY21 - 2QFY22, impacting profitability. EBITDA margin declined YoY for most
companies except TVSL (+30bp) and Ashok Leyland (+ 20bp) on better revenue growth. Companies
that disappointed were Maruti Suzuki (-50bp QoQ), M&M (-140bp), Bajaj Auto (-100bp). It was tricky for

Auto OEMs to pass on the prices as the sector had already seen 30-35% increase in upfront vehicle cost
led by the BS6 transition.

Semiconductor shortage persisted in 2QFY22 as well impacting production majorly for OEMs like M&M
and Maruti in 4 wheeler space and premium motorcycle players like Bajaj Auto and Eicher Motors in 2W.
Eicher couldn't produce enough of its Royal Enfield motorcycles while Bajaj Auto talked about 50%
demand-supply gap. In the CV space too, players like Ashok Leyland struggled to meet LCV demand.

However, the chip manufacturing companies are reportedly back to normal levels of production and
hopefully the supply issue should normalize from hereon.

Exhibit 6: Prices of Steel (~40% of RM used in Autos) have risen by Exhibit 7: Aluminium prices have also continued to move up;

~75% 2QFY22 by ~75% over 1QFY21-2QFY22
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Steel India HRC (Rs/fon) Aluminum (USD/ton)
Source: Bloomberg, Ambit Capital Research Source: Bloomberg, Ambit Capital Research
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3. Cost escalation for pharmacy to the world: Indian pharmaceutical companies faced extreme cost
pressure in H1FY22. On-going supply restrictions in China led to sharp price increase of certain
Chemicals (up to 200% in certain cases) while also impacting availability. This had a median impact of
~250bps YoY on Gross Margins of leading pharma companies in Q2FY22 (Refer to Exhibit: 8).

A. Margins of B2B companies contracted much sharply as most of them have long-term contracts with
clients with limited room for price renegotiation.

B. The impact was much more for APl companies that saw a median revenue fall of —9% YoY as customers
de-stocked excess inventories built-up during COVID induced lock downs.

C. Domestic B2C companies that had sufficient inventories and ability to take price hikes were much less

impacted. These companies saw a median revenue growth of +19% YoY led by recovery in acute
therapies as patient footfalls inched back towards normalcy

Exhibit 8: Domestic focused companies were far better placed as compared to API / formulations exporters
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Source: Ambit Asset Management, Company

4. Services industry is not un-touched! : IT companies are also facing supply side challenges, albeit of a
different kind. Increased pace of digital adoption during COVID to ensure (a) Business continuity (b) Omni-
channel interaction with customers, has spurred the demand for IT services and subsequently Tech talent.
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A less-optimistic business environment pre-COVID resulted in tepid hiring and lack of talent build-up. As a
result, companies resorted to lateral hiring at elevated cost, which shot up attrition numbers and impacted
margins in the latest quarter (Refer to Exhibit: 9). In addition to wage hike and bonuses, companies are
focusing on other benefits such as (a) On-the-job Learning & Development; (b) ESOPs. Persistent Systems, for
e.g, rolled out the most inclusive ESOP programme by any IT company in India, covering 80% of its employees.
These challenges are expected to last for the next 3-4 quarters as companies train the newly hired freshers and
lookto fill the attrition gap organically.

Exhibit 9: Sharp jump in Atirition across Tier 1&2 IT companies was the main drag on Margins

1Q22 Atirition . 2Q22 Atirition ——EBIT Margin chg YoY (RHS)
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Source: Ambit Asset Management, Company

CONCLUSION

A number of companies have highlighted that they haven't seen such sharp commodity inflation, across
products, in decades. While the situation was challenging for everyone, we have seen further signs of K-
Shaped recovery playing out. Market leaders, backed by their strong Balance Sheet and better working capital
management, have been able to whether the impact much better than smaller /unorganized players that have
struggled to manage supply chain, build inventory and take price-hikes. Imports from China, too, have cooled
down during this period, benefitting domestic manufacturers. This resulted in market share gains for industry
leaders such as Asian Paints, Titan, Relaxo, Safari, during these tough times.

In last few weeks, prices of several commodities and shipping rates have started to cool off. Managements
across industries expect the situation to normalize and to reach pre-COVID gross margin by Q4FY22.

This situation, may infact, turn out to be a blessing in disguise for Indian Corporates, helping them
prepare for and better manage future cost inflation should the current rising inflation trend become
more ‘structural’ than ‘transitory’, just like how the ILFS crisis proved to be a blessing in disguise for
BFSI companies to help them better manage loan book stress during COVID.
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AMBIT COFFEE CAN PORTFOLIO
In Ambit Coffee Can Portfolio, we do not attempt to time commodity/investment cycles or political outcomes and prefer resilient franchises in the retail
and consumption-oriented sectors. The Coffee Can philosophy has unwavering commitment to companies that have consistently sustained their
competitive advantages in core businesses despite being faced by disruptions at regular intervals. As the industry evolves or is faced by disruptions,
these competitive advantages enable such companies to grow their market shares and deliver long-term earnings growth.

Exhibit 10: Ambit's Coffee Can Portfolio point-to-point performance

35%
30%
25%
20%
15%
10%
5%
0%
-5%
-10%

Management

B Ambit Coffee Can Portfolio Nifty 50
30%31%
21% 19% 20% 22%
16% 14%
1%
I T T T T 1
- -1%
% 4% ’
™ 3M 1Y 2y 3Y Since Inception

Source: Ambit; Portfolio inception date is March 6, 2017; Returns as of 30- Nov, 2021; All returns are post fees and expenses; Returns above 1-year are annualized;
Note: Returns prior fo Apr'19 are returns of all the Pool accounts excluding non-aligned portfolio, and returns post Apr'19 is based on TWRR returns of all the pool

accounts.

Exhibit 11: Ambit's Coffee Can Portfolio calendar year performance

35%
30%
25%

20% -

15%
10%
5%
0%

-5% -

B Ambit Coffee Can Portfolio Nifty 50 MF Peer Avg
29% 30%
22% 21% 22%
17% 7% 19% 18%
15% 15%1 4% 14%
12% ’ °14%
7%
3%
Ccy17 Cy18 cY19 CY20 CY21TD Since Inception
-3% (CAGR)

Source: Ambit; Portfolio inception date is March 6, 2017; Returns as of 30 Nov, 2021; All returns are post fees and expenses. Note: Returns prior to Apr'19 are returns
of all the Pool accounts excluding non-aligned portfolio, and returns post Apr'19 is based on TWRR returns of all the pool accounts.
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AMBIT GOOD & CLEAN MIDCAP PORTFOLIO

Ambit's Good & Clean strategy provides long-only equity exposure to Indian businesses that have an impeccable track record of clean accounting,

good governance, and efficient capital allocation. Ambit's proprietary ‘forensic accounting’ framework helps weed out firms with poor quality

accounts, while our proprietary ‘greatness’ framework helps identify efficient capital allocators with a holistic approach for consistent growth. Our

focus has been to deliver superior risk-adjusted returns with as much focus on lower portfolio drawdown as on return generation. Some salient features

of the Good & Clean strategy are as follows:

= Process-oriented approach to investing: Typically starting at the largest 500 Indian companies, Ambit's proprietary frameworks for assessing
accounting quality and efficacy of capital allocation help narrow down the investible universe to a much smaller subset. This shorter universe is
then evaluated on bottom-up fundamentals to create a concentrated portfolio of no more than 20 companies at any time.

= Longterm horizon and low churn: Our holding horizons for investee companies are 3-5 years and even longer with annual churn not
exceeding 15-20% in a year. The long-term orientation essentially means investing in companies that have the potential to sustainably compound
earnings, with this compounding earnings acting as the primary driver of investment returns over long periods.

= Low drawdowns: The focus on clean accounting and governance, prudent capital allocation, and structural earnings compounding allow
participation in long-term return generation while also ensuring low drawdowns in periods of equity market declines.

Exhibit 12: Ambit's Good & Clean Midcap Portfolio point-to-point performance

B Ambit Good & Clean Midcap Porifolio Nifty Midcap 100 Nifty 50

60% -
50%
50% -
40% -
31%  31% 31%
30% -

()
21% 19% 21%] 9%

20% - 16% 17%1 50,16% 15%, .
°10%
10% - " I
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| 0%
-3%-3% _49 ° “1%
-10% - TR
1M 3M 1Y 2Y 3Y 5Y Since Inception

Source: Ambit; Portfolio inception date is March 12, 2015; Returns as of 30" Nov, 2021; All returns above 1 year are annualized. (CAGR)
Returns are net of all fees and expenses

Exhibit 13: Ambit's Good & Clean Midcap Portfolio calendar year performance

= Ambit Good & Clean Midcap Portfolio Nifty Midcap 100 MF Peer Avg
60% -
47%
50% -
41% 42% 390
40% -
29%
30% - 26%
22°/(20%
20% 15% 15% 16% 15% 307 3%
10% - 1% 7% 6% .
’ 0% 3% 3%
0% | |
-1%
-10% - 4%
-11%
-20% - -15%
cY15 CY16 cY17 cY18 cY19 CY20 CY21TD Since Inception
(CAGR)

Source: Ambit; Portfolio inception date is March 12, 2015; Returns as of 30* Nov, 2021. Returns are net of all fees and expenses
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AMBIT EMERGING GIANTS

Smallcaps with secular growth, superior return ratios and no leverageAmbit's Emerging Giants portfolio aims to invest in small-cap companies
with market-dominating franchises and a track record of clean accounting, governance and capital allocation. The fund typically invests in companies
with market caps less than Rs. 4,000cr. These companies have excellent financial track records, superior underlying fundamentals (high RoCE, low
debt) and ability to deliver healthy earnings growth over long periods of time. However, given their smaller sizes, these companies are not well
discovered, owing to lower institutional holdings and lower analyst coverage. Rigorous framework-based screening coupled with extensive bottom-up

due diligence lead us to a concentrated portfolio of 15-16 emerging giants.

Exhibit 14: Ambit Emerging Giants Portfolio point-to-point performance

B Ambit Emerging Giants Portfolio BSE Smallcap

70% - 66%

60% -

50% - 1% 429% 44%

40% -

30% - 27% 959,

20% - 19%

° 12%

0%  E x : : x \

10% - 0% M% 3M 1Y 2Y 3Y Since Inception

Source: Ambit; Portfolio inception date is December 1, 2017; Returns as of 30" Nov, 2021; All returns above 1 year are annualized. Returns are net of all fees and

expenses

Exhibit 15: Ambit Emerging Giants Portfolio calendar year performance

B Ambit Emerging Giants Portfolio BSE Smallcap MF Peer Average
0,
60% - 54%s 194
50% - 45%
40% - 2%
30% - 26%
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0% T L
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-30% - -24920%
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(CAGR)

39%

19%
12%11%

Source: Ambit; Portfolio inception date is December 1, 2017; Returns as of 30" Nov, 2021. Returns are net of all fees and expenses
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FOR ANY QUERIES, PLEASE CONTACT:

Umang Shah- Phone: +91 22 6623 3281, Email - aiapms@ambit.co
Ambit Investment Advisors Private Limited -

Ambit House, 449, Senapati Bapat Marg,

Lower Parel, Mumbai - 400 013

RISK DISCLOSURE & DISCLAIMER

The performance of the Portfolio Manager has not been approved or recommended by SEBI nor SEBI certifies the accuracy or adequacy of the performance related
information contained therein.

Ambit Investment Advisors Private Limited (JAmbit[]), is a registered Portfolio Manager with Securities and Exchange Board of India vide registration number
INPOO0O005059.

This presentation / newsletter / report is strictly for information and illustrative purposes only and should not be considered to be an offer, or solicitation of an offer,
to buy or sell any securities or to enter into any Portfolio Management agreements. This presentation / newsletter / report is prepared by Ambit strictly for the
specified audience and is not intended for distribution to public and is not to be disseminated or circulated to any other party outside of the intended purpose.
This presentation / newsletter / report may contain confidential or proprietary information and no part of this presentation / newsletter / report may be reproduced
in any form without its prior written consent to Ambit. All opinions, figures, charts/graphs, estimates and data included in this presentation / newsletter / report is
subject to change without notice. This document is not for public distribution and if you receive a copy of this presentation / newsletter / report and you are not
the intended recipient, you should destroy this immediately. Any dissemination, copying or circulation of this communication in any form is strictly prohibited. This
material should not be circulated in countries where restrictions exist on soliciting business from potential clients residing in such countries. Recipients of this materi-
al should inform themselves about and observe any such restrictions. Recipients shall be solely liable for any liability incurred by them in this regard and will indem-
nify Ambit for any liability it may incur in this respect.

Neither Ambit nor any of their respective affiliates or representatives make any express or implied representation or warranty as to the adequacy or accuracy of the
statistical data or factual statement concerning India or its economy or make any representation as to the accuracy, completeness, reasonableness or sufficiency of
any of the information contained in the presentation / newsletter / report herein, or in the case of projections, as to their attainability or the accuracy or complete-
ness of the assumptions from which they are derived, and it is expected each prospective investor will pursue its own independent due diligence. In preparing this
presentation / newsletfter / report, Ambit has relied upon and assumed, without independent verification, the accuracy and completeness of information available
from public sources. Accordingly, neither Ambit nor any of its affiliates, shareholders, directors, employees, agents or advisors shall be liable for any loss or
damage (direct or indirect) suffered as a result of reliance upon any statements contained in, or any omission from this presentation / newsletter / report and any
such liability is expressly disclaimed. Further, the information contained in this presentation / newsletter / report has not been verified by SEBI.

You are expected to take into consideration all the risk factors including financial conditions, risk-return profile, tax consequences, etc. You understand that the past
performance or name of the portfolio or any similar product do not in any manner indicate surety of performance of such product or portfolio in future. You further
understand that all such products are subject to various market risks, seftlement risks, economical risks, political risks, business risks, and financial risks etc. and
there is no assurance or guarantee that the objectives of any of the strategies of such product or portfolio will be achieved. You are expected to thoroughly go
through the terms of the arrangements / agreements and understand in detail the risk-return profile of any security or product of Ambit or any other service provider
before making any investment. You should also take professional / legal /tax advice before making any decision of investing or disinvesting. The investment relating
to any products of Ambit may not be suited to all categories of investors. Ambit or Ambit associates may have financial or other business interests that may adversely
affect the objectivity of the views contained in this presentation / newsletter / report.

Ambit does not guarantee the future performance or any level of performance relating to any products of Ambit or any other third party service provider. Investment
in any product including mutual fund or in the product of third party service provider does not provide any assurance or guarantee that the objectives of the product
are specifically achieved. Ambit shall not be liable for any losses that you may suffer on account of any investment or disinvestment decision based on the communi-
cation or information or recommendation received from Ambit on any product. Further Ambit shall not be liable for any loss which may have arisen by wrong or
misleading instructions given by you whether orally or in writing. The name of the product does not in any manner indicate their prospects or return.

The product [JAmbit Coffee Can Portfolio[] has been migrated from Ambit Capital Private Limited to Ambit Investments Advisors Private Limited. Hence some of the
information in this presentation may belong to the period when this product was managed by Ambit Capital Private Limited.

You may contact your Relationship Manager for any queries.

The performance data for coffee can product between 6th march 2017 - 19th June 2017 represents model portfolio returns. First client was onboarded on 20th June
2017. The performance data for G&C product between 1st June 2016 to Tst April 2018 also includes returns for funds managed for an advisory offshore client. Returns
are calculated using TWRR method as prescribed under revised SEBI (Portfolio Managers) Regulations, 2020
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