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Invest in companies with...
Dear Investor,

1A) Mid & Small cap potential and valuations

While one needs to have a well-diversified approach to investing across asset classes
(fixed income, equity, real estate) we would like to specifically address allocations
under the subset of equities.

. . P Large Cap + Mid & Small Cap
While we have spoken about the importance of diversification amongst stocks, sectors — Balanced Portfolio

and importance of drawdowns in the past we think the time is most apt to talk
about the importance of holding investments across a variety of companies
limited not just to large caps but also mid and small caps.

Besides the conventional arguments for diversification this is supported by:

1. Leading small and midcaps are trading at attractive valuations vs their large
cap peers. For many of these smaller companies business case has not
deteriorated over the long term. The false perception of higher risk in leading
franchises simply by virtue of them being a small or midcap allows better entry
valuations.

2. We conduct a study of the top 1000 listed companies across market
capitalisation to find that companies that are able to grow and upgrade to a
higher category over the past decade (e.g. from Mid cap to Large cap or from
Small cap to Midcap for instance) are likely to substantially generate
outstanding returns (Ref to Exhibit 1)

3. One of the key reasons for this superior return is consistent earning over the
long term aided by better discovery of the smaller stocks which leads to a
rerating of the PE multiples for these stocks. (Ref to Exhibit 2)

Exhibit 1: Identification of companies that can Exhibit 2: Ignore short term pains to focus on the long
upgrade to a higher category leads to term return journey, better discovery leads to better
disproportionate returns multiples
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1B) The Core-Satellite approach in theory

The core-satellite approach provides an opportunity to access the best of all worlds.
Better- performance, limited volatility, and cost control. In the simplest form it can be
defined as an approach to Investing which has two parts- a core, which helps build
stability on account of liquidity and lower costs as a result of lower churn (we propose
large cap investments over long time horizons) and a satellite or a smaller part of the
portfolio which helps prop up returns (we propose mid and small caps to improve
return profile given favourable valuations vs. long term average)

While large caps have run up, they surely cannot be ignored; they lend a stability like
no other to portfolio returns over the shorter term and provide liquidity. Small and
Midcaps on the other hand might be more volatile but this volatility is really what
allows for better entry prices for Investors. Today this sort of opportunity exists in small
and midcaps and investors would be well advised to improve or increase exposure to
funds with such schemes.

1C) The Core-Satellite approach in practice

Consistency + Alpha = Wealth

creation

Exhibit 3: Adding larger companies to your portfolio (Pl Industries) assists in giving stability to your portfolio as
they grow through continuous improvements and consistent earnings leading to stable growth (5yr CAGR 25%)
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Source: Ambit Asset Management, Note: 5 yr CAGR from 30" Sep, 2015 to 30" Sep, 2020

Exhibit 4: ...While adding smaller companies which were less discovered but show good aptitude for growth
helps adding to portfolio returns substantially over 3-5 years. As these companies get discovered and their
capabilities are proven these companies grow earnings and multiples re-rate too (Alkyl Amines 5yr CAGR 60%)

2QFY12 results; strong 33% Recerves envirmnmental

Revenue growth picked up post

30 q s i r 120 5%
YoY revenue growth, 94bps ijummlsbsrfr;ige;;bmler at cleamnce foracetonitrle Dahe] commissioning; better N
| EBITDA mamgin expansion ‘ ps expansion +DMA HCL realizations driving margin | 40%
25 reduce power & fuel cost - . 100
! L. facility at Kurkumbh APANSIon ~an 35%
1 Commissions new plant to - =~
20 A 1 make acetoninle; over FY11- - 80 0%
15 i 17, 1|"_IIS drives TSEObps ) | 0 259
i margin expansion - -
10 4 : . ___,__”,“ - 40 15%
5 RUATIY i ovi o N R S Commiss ‘\33kr 20 0%
4 ” A . .. ommisslons ~ pa B o
L e e = — = - . Efuénsr::srrﬁjMWsulurplum methylamine plant at Dahej 5%
O T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T 0 0%
i B B B e B e e i s S B B e - T - T BT T S S S S = B = T =
3 T E3 T e E3ETE3rEE3rE 33 eE3 i3t
p  0F<TO0S T 0SS CTO0OERCTO0ORCTOSCTOSCTOACTOSRCT v2 ¥3
pre-tax RoCE (%, RHS, ¥3) — Alkyl Amines TTM F/E (x, Y1) - — = Alky's TTM EPS (Rs, RHS, Y2}
Source: Ambit Asset Management, Note: 5 yr CAGR from 30" Sep, 2015 to 30" Sep, 2020
October 2020 Monthly Newsletter Page | 2



= AMBIT

Monthly Newsletter

2) Right to Win

In the first section of this note we see how as part of an equity portfolio approach it
makes the most sense to have a portion of your investment capital assigned to large
caps and a portion of it assigned to mid and small caps. While that may be a higher
level classification the stock specific approach is equally relevant. In this section we
argue that one must identify companies with a “Right to win”

A precondition to pinpoint and include such companies is the clear identification of
characteristics of such companies with The Right to Win (Ref to Exhibit 5).

Having identified such companies for our client portfolio schemes which we believe to
have winning abilities or what some might consider strong market positioning, we go
on to segregate these companies based on Positioning (formidable challenger,
segmental/regional leader or an Industry leader) and Peer dynamics (Monopoly,
Duopoly, Oligopoly and Fragmented Industry) (Ref to Exhibit 6,7 & 8)

This helps us have a better grasp on picking companies with winning traits so as to
create portfolios which deliver superior risk adjusted returns. We take the view that
market leaders are likely to be beneficiaries of the prolonged pain in the economy as
there exists, a flight to safety, preference for strong balance sheet companies and
fondness for those with competitive moats in consolidating industries. These Leaders
are present across the equity investing universe and not limited to large caps
but also extend to mid and small caps.

Exhibit 5: Characteristics we identify of Exhibit 6: Coffee Can portfolio (CCP) Right to Win
companies with winning traits Positioning +Peer dynamics
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Source: Ambit Asset Management, Note: Size of Bubble=Market cap

Exhibit 7: G&C Right to Win Positioning+Peer Exhibit 8: EG Right to Win Positioning +Peer
dynamic dynamics
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October 2020 Monthly Newsletter Page | 3



= AMBIT

Monthly Newsletter

Conclusion: Firstly, An equity investor must look to Invest in a combination of small
and midcap stocks to improve portfolio performance. While large caps have a role to
play in wealth creation and stability it is the mid and small caps which lend qualities
beyond diversification and at better valuations. Secondly, The Balanced approach
(Core satellite approach) is the one that can have best risk reward profile in the
coming times and should be actively considered by investors.Thirdly, Investing in a
portfolio of companies with a right to win is extremely important and it is increasingly
of significance given the pain points in the economy presently.
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Ambit Coffee Can Portfolio

At Coffee Can Portfolio, we do not attempt to time
commodity/investment cycles or political outcomes and prefer resilient
franchises in the retail & 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 9: Ambit's Coffee Can Portfolio performance update
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Source: Ambit; Portfolio inception date is March 6, 2017; Returns as of 30" Sep, 2020; All returns are post
fees and expenses; Returns above 1 year are annualized; 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 Porifolio GOODeCIEAN

by AMBIT

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.

* Long-term 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 10: Ambit's Good & Clean Portfolio performance update
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Source: Ambit; Portfolio inception date is March 12, 2015; Returns as of 30" Sep, 2020; All returns above 1
year are annualized. Returns are net of all fees and expenses
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Ambit Emerging Giants

Smallcaps with secular growth, superior return ratios and no
leverage

Ambit'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.

EMERGING GIANTS by AMBIT

Exhibit 11: Ambit Emerging Giants performance update
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Source: Ambit; Portfolio inception date is December 1, 2017; Returns as of 30" Sep, 2020; All returns above 1
year are annualized. Returns are net of all fees and expenses
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For any queries, please contact:
Ashu Tomar - Phone: +91 22 6623 3244, Email - aiapms@ambit.co

Ambit Investment Advisors Private Limited -
Ambit House, 449, Senapati Bapat Marg,
Lower Parel, Mumbai - 400 013

Risk Disclosure & Disclaimer

Ambit Investment Advisors Private Limited (“Ambit”), is a registered Portfolio Manager with Securities and
Exchange Board of India vide registration number INPO00005059.

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 material 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 indemnify 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 completeness 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 / newsletter / 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, settlement 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 communication 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 ‘Ambit Good & Clean 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.
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