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After the COVID Mar'20 lows, the Indian market (Nifty 500 Index) have been on
an unprecedented upmove (up 3.8x, 35.1% CAGR) and one of the best
performing markets globally. While the consensus long-term outlook remains
bullish for India, discomfort around broader valuations seems to be rising as the
divergence between ‘Numbers’ and ‘Narratives’ seems to be widening.

The famous investor, “Sir John Templeton’ once said that the most dangerous
narrative in the world of equities is that ‘This time it is different’. We get to hear this
narrative so often and, in fact, one may consider it a key narrative to avoid when
the underlying theme is that ‘this time it is different’. In the world of investments,
the more things change the more they remain the same. Things do change but
never as drastically as narratives make it out to be!

Nonetheless, in order to identify the divergence, one
needs to first get a good perspective of the key
beliefs, illusions and delusions of both the ‘Numbers
Person’ and the ‘Narrative person’. We relate to and
remember stories better than we do numbers, but
storytelling can lead us to fantasy land quickly, a
problem in investing. Numbers allow us to be
disciplined in our assessments, but without stories
behind them, they become weapons of intimidation
and bias rather than discipline. The solution is simple.
One needs to bring both stories and numbers into
play in investing and business, and valuation is the
bridge between the two.

1) Constant Duelling Perspective between ‘Numbers
Person’ vs ‘Narrative Person’

Numbers people believe that valuation should be
about numbers and that narratives/stories are
distractions that bring in irrationalities into investing.
While Narratives people believe that valuation and
investing is about great stories and that it is the height
of hubris fo try to estimate numbers when you face
uncertainty. Numbers and narratives people speak
different languages and often do not understand what
the other side is saying. Each side thinks that it
occupies the high ground and believes in the worst
caricatures it can of the other side. Successful
valuation exercise should aim to act as a bridge
between the two.

To make the link between stories and value, one needs
to focus on intrinsic valuations. The intrinsic value of a

In this newsletter, we aftempt to summarize some of
the key learnings and frameworks from Prof. Aswath
Damodaran’s book “Narrative and Numbers — The

value of stories in Business”

1) Understanding the duelling perspectives between
‘Narratives Person’ and ‘Numbers Person’,

2) Frameworks to identify false and improbable
narratives

3) Discussion on how to deal when the toughest
narrative — Go Big the Macro narrative, which
seems to be in play in India .

company is based upon its fundamentals: cash flows,
expected growth and risk. It allows one to convert the
words in stories into inputs in valuations. This
transparency enables a valuable feedback loop. The
ordinary investors hold on to their narrative and keep
it unchanged, even in the face of contradictions.
Whereas, successful investors are able to incorporate
the breaks, changes and shifts in their narrative to
update their company value.

Prof. Aswath Damodaran in his famous book
“Narrative and Numbers — The value of stories in
Business” starts by sharing a question — “What comes
naturally to you, storytelling or number crunching.”
He goes on to argue that most investors knowingly or
unknowingly lean more towards one type of investing.
He shares a few simple tests in his books, which can
help reveal an investors leaning.
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lllustrative Simple Test - What comes naturally to
you, storytelling or number crunching?

In his book, he presents the simple test in the form a
valuation exercise for the legendary luxury
automaker Ferrari’s IPO and asks readers to ask
themselves which one of these approaches they
identify with. Prof. Damodaran opines that we can
become better investors and can avoid big mistakes
if we start working on the side of the brain which we
have left dormant for long.

1) Numbers person (Left Brain Person)

Valuations take the form of spreadsheet with forecast
revenues, operating income, and cash flows along
with key assumptions as numbers. Ferrari’s numbers
are to grow at 4% for the next five years before
dropping to the growth rate of economy. That the
pre-tax operating margin will be 18.2%. And that the
company will be able to generate US$1.42b
revenues for every USS$1 it invests in the business. If
you are not a numbers person, you are probably lost
and even if you are, it is unlikely that one will
remember the numbers for long.

2) Narrative person (Right Brain Person)

Consider an alternative where one tells a story.
Ferrari is a maker of luxury automobiles that can
charge astronomically high prices for its car and
earn huge profit margins as it keeps its cars scarce
and available to only an exclusive club of the very
wealthy. This story is more likely to be remembered,
but without specifics it tells you little about how
much one should be willing to pay for the company.

3) Valuation as a bridge

There is a third option where Ferrari’s low revenue
growth (4%) is tied to its need to keep exclusivity,
and that the same exclusivity allows it to generate
huge profit margins and maintain stable earnings
over time since those who buy Ferrari are so wealthy
that they are unaffected by the ebbs and flows of the
economy that affect other automakers. By tying the
numbers to a story about the company. The investor
not only grounds his numbers but also allows others
a forum to offer their own story for Ferrari, which
will then yield a different set of numbers and
different value for the company.

Valuations - Bridging the Gap

Stories without numbers are little more than fairy tales.
Numbers without stories are exercises in financial
modelling. A good valuation is a bridge which will
draw on both the numbers and the stories to come up
with a figure that makes sense. "In effect, valuation

allows each side to draw on the other, forcing
storytellers to see the parts of their stories that are
improbable or implausible, and to fix them, and
number crunchers to recognize when their numbers
generate a story line that does not make sense or is
not credible.” — Aswath Damodaran

Exhibit 1:

Good valuation is a bridge between Narrative an Numbers

Favored Tools

- Accounting statements
- Excel spreadsheets

- Statistical measures

- Pricing data

Favored Tools

- Anecdotes

- Experience (own or others)
- Behavioral evidence

A

The Numbers People

lllusions/Delusions

1. Precision: Data is precise
2. Objectivity: Data has no bias
3. Control: Data can control reality

>  The Narrative People

lllusions/Delusions

1. Creativity cannot be quantified

2. If the story is good, the investment will be.
3. Experience is the best teacher

Source: Prof. Aswath Damodaran’s book “Narrative and Numbers — The value of stories in Business”
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Exhibit 2:

The Approach and Delusions of ‘Numbers Person’ and ‘Narrative Person’

Approach

Accounting: The game starts
with accounting statements, with
more value to greater detail.
Not only is every piece of the
accounting statement taken
apart, but so is every footnote.
FASB pronouncements are
studied like the scriptures,
parsed for meaning.

The illusion of precision: If you use
numbers, you are being more
precise than when you dont, and
the more numbers you use, the more
precise you become.

Approach

In the narrative game, you have a

story to tell about an investment and
if it has enough of a hook fo it, hope
to draw investors info the investment.

Number crunchers don't dream in
technicolour: Creativity and
Numbers are mutually exclusive. If
you falk about numbers, you cannot
be creative, and if you are being
creative, talk about numbers only
crimps your creative instincts.

Modelling: The next step is
modelling the company, again
in as much depth as possible.

The illusion of “no bias”: Numbers
don't lie and data does not have an
agenda. Thus, analysts who use
numbers are more likely to be
unbiased. ~

You are measured by how well your
story is structured and how you fell

it, rather than the numbers that may
or may not be backing it.

Creativity is deserving of reward: If
your story is good, your business
will success and your investment will
pay off. Experience is the best
teacher: If you have pulled this off
before (started and succeeded at
running a business), your story is
more believable.

Data: Judgments based on data
are valued more than judgments
based upon intuition or
experience.

The illusion of control: If you put a
number on something (your cash
flows, expected growth rate, risk
efc.), you can control it better.

At best, the numbers, if they are
used, are almost an afterthought at
the end of the story, rather than
being tied o the story.

Fantasyland & Fairy fales : A
narrative-based valuation, which has
li le, if any, numbers fo back it up,
can very quickly veer away from
reality info fantasy.

Valuation: The final aspect is
valuation, with mastery of model
mechanics equating to better
valuation.

Boring and unconvincing (but
intimidating): A valuation that is all
numbers and no narrative will not
draw in skeptics or convince
investors. It may intimidate them (and
that may very well be the reason you
use them).

The Echo Chamber: If your circle is
filled with people who are also
unconstrained story tellers, not only
do you feed on each other, but the
stories tend fo get more and more
fantasy.

Miss internal inconsistencies: By
letting your valuation be all about the
numbers, you may miss a chance at
spotting internal inconsistencies or
serious problems.

No measurement mechanism or
feedback look: If you don't use
numbers in any meaningful way to
sell an investment, you have no way
of measuring whether your narrative
is holding up and what you might
need to do to set it right, if it is not.

The Echo Chamber: If you are
surrounded by other numbers
people (quants), it becomes easy to
find agreement about using valuation
practices that may be patently wrong
or are noisy.

Source: Prof. Aswath Damodaran’s book “Narrative and Numbers — The value of stories in Business”

Scientific research proves the same - Left Brain vs
Right Brain

Scientific studies have also documented that our brain
has two halves and they process information very
differently. The theory that you are either ‘Left brained’
or ‘Right brained’ suggests that one side of the brain
is dominant. This suggests that the left brain is more
verbal, analytical and orderly than the right brain.

It's sometimes called the digital brain because it's
better at things like reading, writing and
computations. On the other hand, the right brain is
more visual, intuitive and creative. This theory is
based on the fact that the brain’s two hemispheres
function differently. This first came to light in the
1960s thanks to the research of psychobiologist and
Nobel Prize winner, Roger W. Sperry.
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Exhibit 3:

N

Linear

Processes information
by taking pieces, lining
them up, and arranging
them in logical order to

Left Side

./}’//m (

Sequence

Processes information in
order. This makes for easy
daily planning and
accomplishing tasks

Different styles of thinking (Left Brain vs Right Brain)?

Right Side

Holistic

Processes information by
starting with the answer. It
sees the big picture first,

B

Random

Processes information
through random processing.
Tasks are done randomly

not the defails and in parts
draw conclusions
w f(x)=x+5 . /.
; s ¥
Reality-based Symbolic Fantasy-oriented Concrete

Deals with reality the way
it is. When affected by the
environment, adjustment
can be easily made.

Processing symbols is
no problem such as
letters, words, and

mathematical notation

Processes information
based on what they think
the answer is. Often they
find the answer intuitively.

Processing requires
things fo be concrete as
feeling, seeing, or
touching the real object.

Source: Prof. Aswath Damodaran’s book “Narrative and Numbers — The value of stories in Business”

Exhibit 4:
“Left Brain” vs “Right Brain”

=]
=
=)

Planner Impulsive
Thins are done in a planned Things are done

orderly way, like a to-do list spontaneously; keeping track
of time is not as important

]

Rational

®

Emotional
Feelings do not get in the

Tends to ponder and act
way when making decisions

on feelings
[+]x]
1] P
Logical Creative & artistic
Skilled at maths or Skilled at sports, writing fiction,
science and

drawing or playing music
sequencing ideas

A
Precise

Research is wel-documented
and likes to read directions

Q

Intutive

Solves problems intutively and
doesn't like reading directions

2]

Realistic
Prefers to read realistic
stories and to write
non-fiction

Psychic
Interested in ‘the unexplained’
and mystery stories.
Music critic Sound

Source: Prof. Aswath Damodaran’s book “Narrative and Numbers — The value of stories in Business”
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2) Framework to identify improbable Stories/
Narratives

A. The Iron Triangle of Valuation

During bull markets there is a tendency of narratives
taking over numbers. Unlike fictional stories where
one is bounded only by one’s own imagination, a
business story needs to be grounded in reality. The
iron triangle of valuation is an effective tool to screen
false narratives. The three corners of triangle —
Growth, Risk and Reinvestment — are the drivers of the
value of business. For each variable, the effect on the
value of the business is predictable.

Asset
Management

As Growth increases, value will go up. However, as
Risk or Reinvestment increases, value will go down.
Not surprisingly, a storyteller with an agenda of
making a company more valuable will tell a story that
combines high growth with low risk and low
reinvestment, but that story is usually implausible
because it is inconsistent. A company with high
growth will generally need to have reinvestment to
deliver that growth, which will make it riskier than
average much of the time.

Exhibit 5:

The iron triangle of valuation

Good Sense

Growth
\(\\
O
\)' Q A
>
2
.40 Q,
XN $x
& 9 * %
@ @ )
O x° . . /17(/)0(,
NS Valuation First %5 04
oo N . .
NS R Principles &

Risk

Is your risk consistent with your
reinvestment strategy?
Uncertainity & the Unknown

Reinvestment

Source: Prof. Aswath Damodaran’s book “Narrative and Numbers — The value of stories in Business”

B. Check the Narrative against History, Economic
First Principles and Common Sense

e Estimation versus Economic uncertainty

- Estimation uncertainty reflects the possibility that
you could have the ‘wrong model’ or estimated
inputs incorrectly within the model.

- Economic uncertainty comes from the fact that
markets and economies can change over time and
that even the best models will fail to capture these
unexpected changes.

e Micro uncertainty vs Macro uncertainty

- Micro uncertainty refers to uncertainty about the
potential market for a firms products, the
competition it will face and the quality of its
management team.

- Macro uncertainty reflects the reality that your firm’s
fortunes can be affected by changes in the
macro-economic environment.

e Discrete versus continuous uncertainty

- Discrete Risk: Risks that lie dormant for periods but
show up at points in time.
Examples: A drug working its way through FDA
pipeline may fail at some stage of the approval
process or a company in Venezuela may be
nationalized.

- Continuous risk: Changes in interest rates or
economic growth occur continuously and affect
value as they happen.
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C. The Three P’s: Possible, Plausible and Probable

Any narrative has to pass through the following three
P’s.

- The first test for any story/narrative is to make sure it

is possible. Many stories fail this simple test as they
are founded on business fairy tale.

Asset
Management

- The second test is determining whether the story is
Plausible. For a story to be plausible, one needs
some evidence that it can happen.

- The third test is the toughest and needs
determining if the story is probable, which needs
one to quantify the story and make estimates of how
the story will play out in numbers.

Exhibit 6:

The Three P’s Test: Is it Possible, Plausible and

Cannot assess

Probability of occurrence

Probable?

Low

“IT" IS POSSIBLE. This

and what it will look like
when it does

“IT" IS PLAUSIBLE. This

could happen, but you Gauge market is something that you ELZ?;; & something that you expect to
are not sure what “this” PO’Z”“?' fest can make a reasoned Financial happen, with some basis or
is, when it will happen procucts 3 argument could happen, ~ resulis 3 evidence for that expectation.

though you have no
tangible evidence for it

happening (yet).

N
>

“IT" IS PROBABLE. This is

There can be substatntial
uncertainty in your expectations.

VALUATION RESPONSE
Value as an option, with the
value increasing with the size
of the possible market and the
exclusivity of your firm's
access to that market

expected retu
increase with

VALUATION RESPONSE
Show as expected growth,
adjusting for risk in your

market and your firm's
competitive advantages

VALUATION RESPONSE
Show in base year numbers
and expected cash flows,
adjusting for risk in your
expected return.

rn. Value will
size of the

Source: Prof. Aswath Damodaran’s book “Narrative and Numbers — The value of stories in Business”

D. Life Cycle Test

Corporates, like human beings, go through a life cycle
journey in six stages - from an Infant (Start-up) to Old
Age (Declining). The exhibit below illustrates this
journey along with a description of characteristics
exhibited by companies during these varied phases.

During Stage 1-2, when all a company has is ideas
and often no clear business plan, it is largely about
narrative. During such phases the most successful
managers and investors are people who are strong on
narrative.

As companies age and move to Stage 3 and ahead,
the narrative shifts to Numbers, partly because the
narrative that has actually unfolded determines more
of the value and partly because there is more
numbers to focus on. The most successful
managers/investors become people who are
stronger on numbers.

One of the most common mistakes investors make is
focus on buying narrative stories for companies from
stage 3 and 5, and often compulsively focus on
numbers for companies which are still in stage 1 to 2.
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Exhibit 7:
Life cycle analysis
A
- 1. Honasa 1. Zomato 1. Trent 1. HDFC Bank 1. TCS 1. Castrol
Domestic 2. Zaggle 2. SBFC 2. Avenue Super | 2. Eicher Motfors | 2. HUL 2. ONGC
Global 1. Lime 1. Telsa 1. Netflix 1. Facebook 1. Coca-cola 1. GE
2. Al 2. Uber 2. NVIDA 2. Google 2. Walmart 2. Ford
= /“——\
Q
5 \
o
3 Revenues
S
©
[0}
T
= /
=)
o)
o / Earrnings
2
—
The Product The Bar The Caling The Middle The End Time
Test Mitzvah Uptest Crisis Game -
>
Lifecycle Stage 1: Stage 2: Stage 3: Stage 4: Stage 5: Stage 6:
Stage Start-up Young Growth | High Growth Mature Growth | Mature Stable | Decline o
Have an idea Create a Build the Grow your Defend your Scake down 7
for a busiess business business , business, with business from | your business as
that meets an model that looking for revenue growth | competitors & | market shrinks
unmet need in converts ideas | scaling benefits | & higher find new
the market info revenues ( moving fo margins markets
profiatablilty
Mostly all More e th Mix Of_ d More numbers | Mostly all
narrative narrative fhan | || narrative an than narrative numbers
numbers numbers -
>
Future Coffee Can Established Coffee Can

Source: Professor Aswath Damodaran (The Corporate Life Cycle: Growing up is hard to do, Growing old is even harder) / * Ambit Asset Management

3) The challenges of Macro Narrative

Macro storytelling is trickier than micro storytelling. In
micro story, one starts with a company and while
considering the company one also evaluates the
market and the competitive landscape. It is the
company which is the focus. Nonetheless, this may not
work when the investment is being driven primarily by
the macro variables over which one has little control.
Such narratives can centre around commodities,
interest rates or on countries.

This is a more difficult scenario as forces, which are
both complicated and global, drive macro variable.
Small changes in one part of the world can cause
unexpected shifts in variables. But for deep cyclical
companies, commodity companies or country/region
(example: China/Emerging Markets story), one may
have no other choice. In recent years, a new strand of
macro investing has become common, in which
investors forecast upcoming trends and try to invest in
companies based on those forecasts. We have in
recent times witnessed such investment style through
proliferation of thematic funds in India.

When valuations are driven by macro factors, rather
than micro, there are three consequences for investors
that are worth keeping in mind:

Firstly — macro cycles like commodities tend to be
long-term with upswings and downswings that can last
for decades.

Secondly — macro variables are more difficult to
predict using fundamentals compared to micro. This
makes forecasting very difficult.

Thirdly — structural shifts in the process can cause
breaks from the past and render history moot.

For such situations Prof. Damodaran recommends
that despite these narratives render micro valuations
difficult one should break down the narrative into
micro and macro so that one is aware how much of
investment judgement/view is coming from views
on the company and how much from the macro
factors. India currently seems to be enjoying the
benefits of a very strong Macro Narrative.
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Summary:

1. While the long term macro story for India continues
to remain strong and is a decadal theme; there
seem to be sectoral pockets, where the narrative
and number divergence seem very high and the
overall story seems implausible.

2. To meet attain goal of manufacturing at 25%
percentage of GDP, government needs to sustain
its bold reforms and capex momentum, to kick start
private sector capex.

3. India today seems to be enjoying from some form
of strong macro country narrative. As discussed,
unlike micro narratives, macro narratives are more
challenging and complicated. As these trends can
last decades, is difficult to predict using
fundamentals and structural shifts in process can

Asset
Management

cause breaks from past rendering history moot. We
believe, investors will do well to heed to Prof.
Aswath Damodaran recommendations to deal with
such scenarios. Dissecting company value into
micro (intrinsic value) and that coming from macro
tailwind, will allow investors to concentrate on
micro driven stories and avoid companies/ sectors,
which are riding primarily on the macro tailwind.

Macro narratives driven pockets of the market are
looking increasingly vulnerable. We believe, a
bottom up ‘Quality Investing Focus’ and ‘Long-term
Investment Mindset’, can enable investors to
navigate this period better. Furthermore, at this
juncture the focus of investors should shift from
returns maximization fo capital preservation and
quality investing style. Hence, we expect the
markets to increasingly become more selective and
a stock pickers market.

Exhibit 8:

Key macro narratives for India

Structural : : Decades
arrative Ivergence
Narrat Diverg
. . India most promising India enjoying TINA factor India growth is a Decadal
Positive economy and market structural theme playing out
Fastest growing and one of the
A largest under-penetrated Resurgence of other EM
markets globally economies could challenge
TINA status
2. Domestic Rising financialization of HH Thematic NFO's key driver
Financialization savings
Story HH exposure fo equities close T
Institutionalization of equity e [ B |
T ownership HH savings trend declining M
R
E
E 3. Manufacturing Hub Target to increase Manufacturing contribution to L
N (China + 1) manufacturing contribution GDP has not picked up yet |
to GDP to 25% by 2030
2 Employment creation in N
Merchandise Exports share manufactu‘rmg sgctor contlnugs E
of India o double in the to lag, while Agriculture remains
next docade the dominant employment S
source
Valuations Growth and improved balance Valuation multiples
sheet justifies the valuation significantly high
premium
v Market cap to GDP at v

support valuations

Negative

Cyclical-
Mean
Reverting

Sustained Domestic flows to

alltime high

Moderating near term earnings
growth remains a risk fo
consensus estimates

Source: Ambit Asset Management
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1. India one of the most promising economy and market

Exhibit 9:

Cy21-27

Exhibit 10:

...and poised to emerge as the third largest
economy by CY27.

Rank CY'27 GDP ($tr)
0 $31.51r
2 $23.6tr
3 $5.4ir
4 $5.3tr
5 $4.91r
6 $4.3tr
7 $3.50r
8 $2 .61
9 $2 .51
10 $2.51r
1l $2.3r
12 $2.0fr
13 $1.9t
CY'00 CY'05 CY10 CY15 CY20 CY23 CY26 CY27
Source:World bank, IMF, Ambit Asset Management Source:CMIE, Ambit Asset Management
EXh | b” 1 1 . : 2000s: Money supply | EXh | b |1‘ 12: | Strong earnings supported by ‘

accelerated sharply

India M3 money supply

stagnant

. |

i ] Current: Money supply 3
has been stagnant since | ®
FY19

(%,5YR CAGR)
&

FYO3 FY06 FY09 FY12 FY15 FY18 Fy21 Fy24

strong fop line

Strong earnings despite weak
top line

|
PAT growth driven by m
I BSE500 PAT growth
|

margin expansion,
while topline growth
has been muted

BSES500 topline growth

35
30
25
20

(%, CAGR)

FY98-03 FY03-08 FY08-14 FY14-19

FY19-24

Source:CMIE, Nuvama Research, Ambit Asset Management

Source:CMIE, Nuvama Research, Ambit Asset Management
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Unlike past bull phase in FY03-07, when equity market boom was accompanied by economic buoyancy, this
time here has been a divergence. If one looks at growth trendline pre COVID we are still 9% below that on

nominal terms

Exhibit 13: g o b

accompanied by economic buoyancy

Last bull cycle equity
was accompanied by

India’s market cap to GDP (%)

I
| India’s nominal GDP growth, RHS
' o

economic buoyancy

18
100
— 16
o\‘i
% 80 ®
5 4 8
z 2
o 60 g
5 2 g
$ o
o
@ 40 10
20 8
Jun-00 Jun-04 Jun-08 Jun12 Jun-16 Jun-20 Jun-24

Exhibit 14:

India nominal GDP well

Pre-COVID
below pre-COVID trend...
85 9% below
pre-COVID frend
76 Mar-24
<
> 67
[©]
<
E s
£
49

_—

Mar-19

40

Mar-18 Mar20  Mar-21 Mar22  Mar-23

Source: CMIE, Nuvama Research, Ambit Asset Management

Source:CMIE, Nuvama Research, Ambit Asset Management

The key positive of the current bull rally has been strong FCF generation and balance sheet
deleveraging by corporates. Though ROE is lower compared to FY03-07 bull market phase.

Exhibit 15: g B0 i e can o |
| fo sales |

Free cash flow profile
better than 2007..

Strong cash flows currently

Large deficits

FYO2 FYO4 FYO6 FYO8 FY10 FY12 FY14 FY16 FY18 FY20 FY22 FY24

Exhibit 16:

But RoE’s are much lower

26 N 2007: 25%
FY24
22
Current: 16%
< 18 .
14
10

FYO2 FYO4 FYO6 FYO8 FY10 FY12 FY14 FY16 FY18 FY20 FY22

Source: Capitaline, Nuvama Research, Ambit Asset Management

Source: Capitaline, Nuvama Research, Ambit Asset Management
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Post COVID economic recovery has been K shaped across sectors
Exhibit 17: I A sl o i e | Exhibit 18: e
Real estates sales show | m Ao cldforhoseswinicier | Autos have seen two track W 2aheser |
I I I Small cars i
'l ! ‘

uneven recovey in top

size >INR 15mn - 30mn

10 metros

1000
800
600

400

(3mma, Rebased to 100)

200

0
May-2019 May-2020 May-2021 May-2022 May-2023 May-2024

recovery this time unlike
2000’s bull market

250
200
Premium segment
sales exceeds
3 150 non-premium
<
100 - -
50

FY02 FYo4 FY06 FY08 FY18 FY20 Fy22 FY24

Source: CMIE, Nuvama Research, Ambit Asset Management

Source: CMIE, Nuvama Research, Ambit Asset Management

1 I 2000s: Growth too strong
I

Exhibit 19:

Cement volumes

I
I
i I
I
1 [ Current: Remain weak |
! I
i
I

3 I Cement volumes (5Y CAGR)

remains weak

FYO3 FY06 FY09 FY12 FY15 FY18 FY21 Fy24

1 [l 2000s: Growth foo sfrong
I

Exhibit 20:

MHCV volumes too
remain weak

|
I
I
! B Current: Muted !
I
I
I

3 B MHCV tonnage (5Y CAGR)

30

20

®10 /\/\
0 \- -
10

FY03 FY06 FY09 FY12 FY15 FY18 FY21 FY24

Source: CMIE, Nuvama Research, Ambit Asset Management

Source: CMIE, Nuvama Research, Ambit Asset Management
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2. Domestic Financialization Story
Exhibit 21: m e Exhibit 22: PO
U FY20212023 | —_
b " ol ($bn)

Domestic flows have mitigated 17 27|
increasing weak Fll flows

Domestic equity ownership is

50.0 7

IS

o

o
L

Average %
©w
o
o
s

20.0
10.0 A

<

0.0 A o N

) o« o
Deposits Pension Insurance  Currency Small Equities Mutual E E E E E 0;? E o o o o ;
funds savings funds S} S O O O O (€] O O O O S
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HH flows as % to GDP though is still lower than FYO8 peak. In recent times MF NFQO's have been the
key MF AUM driver

Exhibit 23: | B 20005 Stong retal fows Exhibit 24 : | B NFOs aunched (145, Rsbr)
. B Current: Strong refal flovs | . B No of NFOs (#, RHS) i
Domestic flows were - o ; Large numer of Thematic (W Moo RS
. : ] Household flows into Egumes, :
strong in 2007 and | % MPsand nsurance (ss % of GOP | NFOs launched and
are strong now as well funds raised in 7MCY24
hel
6007 3 6o
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3.0 400 - 40
[sel
3001 = - 30
g 25
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20 5 I
) 100 4 L 10
2019 2020 2021 2022 2023 2024
FY04 FY08 FY12 FY16 FY20 FY24
Source: CMIE, Nuvama Research, Ambit Asset Management Source: AMFI, Avendus Spark Research, Ambit Asset Management

HH flows as % to GDP though is still lower than FYO8 peak. In recent times MF NFQO's have been the
key MF AUM driver

Exhibit 25: Exhibit 26: Woessr 3
. . . | Net SIP 1
Sharp increase in AUM of small-cap and Net SIP flows remains flat, bt M
. . i [l Net to gross ratio (RHS) 3
thematic funds April 2022 - July 2024 B
AUM (Rs bn) Change (Rs bn)
2020 2021 2022 2023 Latest  Latest/2020
Flexi cap. fund . 2,203 2,460 3,278 4,202 B 250
Large cap. fund 1,718 2,218 2,428 2,960 3,610 110
200
Large & mid cap. fund 692 1,044 1,278 1,878 2,573 272
Mid cap. fund 1,041 1,581 1,847 2,814 3,785 264 150
Small cap. fund 626 1,059 1,303 2,340 3,135 401 100
Sectoral/thematic fund 844 1,467 1,687 2,588 4,21 399 .
Value/contra/focused 1,277 1,726 1,941 2,602 3,338 172
— 0
Dividend yield/ELSS/ 2,919 2,019 2,305 3,336 448 54
multi cap. fund
Total 9,068 13,336 15,250 21,794 29,340 224
Source: AMFI, Kotak Institutional Equities, Ambit Asset Management Source: AMFI, Kotak Institutional Equities, Ambit Asset Management
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3. Emerging as Manufacturing Hub

Asset
Management

Exhibit 27: [ B Merchandive Exhibit 28:
Merchandise exports as a Manufacturing as % of total GVA
% of world remains weak
20
7.0%
6.0%
5.0% 4 32 18
o
4.0% - @
3.0% - 16
2.0% - 2
v
1.0% - ©
0.0% - 14
1991 2001 2om 2021 20318 1964 1974 1984 1994 2004 2014 2024
Source: IBEF, Ambit Asset Management Source: CMIE, Nuvama Research, Ambit Asset Management
Exhibit 29: | M Househoid |
1 [ Private corporates |
Post-pandemic growth in GFCF has been driven by real estate investments B Government :

50% Lo
40% - '
30% -
20% o
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YoY growth (3 year average) (%)

o™
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o
N
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2004
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2009

2010

by households; private corporate capex yet to pick up meaningfully.

Private corporate capex
starting fo rise but yet fo

201

2012

4\ pick up in a significant way

2013

RE investments

2014
2015
2016
2017
2018
2019
2020
2021
2022
2023

Households leading current
capex cycle - largely driven by

2024

2025

Source: CMIE, |-Sec Research, Ambit Asset Management

Exhibit 30:

Agriculture remains dominant employer of workforce

Ch by
Employment by segments (%) 2018 2019 2020 2021 2022 2023

Agriculture 441 42.5 45.6 46.5 45.5 458 330
Mining 0.4 0.4 0.3 0.3 0.3 0.3 (10)
Manufacturing 12.1 12.1 1.2 10.9 1.6 1.4 (70)
Electricity & water supply 0.6 0.6 0.6 0.6 0.6 0.5 (10)
Costruction 1.7 12.1 1.6 12.1 12.4 13 90

Trade, hotel & restaurant 12 12.6 13.2 12.2 12.1 12.1 (50)
Transport 59 59 56 54 5.6 54 (50)
Other services 13.2 13.8 1.9 12 11.9 1.4 (240)

Source: PLFS, Ambit Asset Management
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4. Valuations

Asset
Management

Valuations across the board are at alltime highs. Current bull market has been on back of

lower ROE and higher interest rates

Exhibit 31:
Valuaﬁons close to aII time

35 Current: 31x

mﬁ il W

2007: 28x
30

M/WJ MWJMW

10

(%)

Aug-04 Aug-09 Aug-14 Aug-19 Aug-24

Exhibit 32: 0 i
RoE; High rates
‘ .20105 High valuations; Low

I RoE; Low rates

! .Currem\/erym

Median price to book

is very high for a much Low RoE; High inferest rates
‘ u BSE500 companies median

|0Wer ROE : TTM PB ratio

BSE500 companies median
I RoE (RHS)

6.0

4.0

(%)

20

0.0

Aug-02 Apr-06 Dec-09 Aug-13 Apr-17 Dec-20 Aug-24

Source: Bloomberg, Nuvama Research, Ambit Asset Management

Source: Bloomberg, Nuvama Research, Ambit Asset Management

Market cap to GDP is currently at all time highs, while the SMID contribution to overall

Mcap is also at all time high

Exhibit 33:
3 . Long term average

Market cap to GDP at e
historic high |l

2007: 150%
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Exhibit 34: | WSO marer cap oG0P |

. 3 . Long term average i
SMID valuations are e ;
exorbitant R !

Current: 48%
50
2007: 37%

A
o N[ \M/\M”“\/
N

Aug-04 Aug-08 Aug-12 Aug-16 Aug-20 Aug-24

Source: Bloomberg, Nuvama Research, Ambit Asset Management

Source: Bloomberg, Nuvama Research, Ambit Asset Management
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Valuation premium expanding

Asset
Management

l
! Ml Midcap 1Y fwd PE
premium to Largecaps

Exhibit 35:

...on PE basis, its significantly
higher
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Exhibit 36:

India’s valuation is

Long term average

expensive even against

bond yields...

T Equities expensive

Current: 31x

Long ferm average: -3

Equities cheap

Aug-04 Aug-08 Aug-12 Aug-16 Aug-20 Aug-24

Source: Bloomberg, Nuvama Research, Ambit Asset Management

Source: Bloomberg, Nuvama Research, Ambit Asset Management

India stands out on Earnings growth and balance sheet deleveraging

Exhibit 37:

India has outpaced EM
earnings post COVID...

25

g

Q 15

O

&

£ 5 Wide gap
-5

March-08 Mar-12 Mar-16 Mar-20 Mar-24

Exhibit 38: | Il India private sector |
debt fo GDP

EM private sector

...and it's balance sheet is

! debt to GDP
also better
160
140
g 120 India's balance sheets

relatively stronger
100 /rAjs/‘*’\/\n \’\—\/\/\Af/"
80
60

Dec-03 Dec07 Dec-11 Dec-15 Dec-19 Dec23

Source: Bloomberg, Nuvama Research, Ambit Asset Management

Source: Bloomberg, Nuvama Research, Ambit Asset Management

India’s SMID premium to MSCI and other markets at record high

] MSCI India 1 yr fwd PE
premium to EM

Exhibit 39:
MSCl India 1 yr fwd PE

India’s PE premium to oLy et
MSCI EM at all time high  *--------------

100
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(%)

20

20

Aug-06 Feb-11 Aug-15 Feb-20 Aug24

[l Nifty Midcap 100

Exhibit 40: |
Midcap index significantly
outperformed its global peers

MSCI EM(ex-China)

W S&P500 equal
weightrd box

550

450

350

(Rebased to 100)

Aug-14 Aug-16 Aug-18 Aug-20 Aug-22 Aug-24

Source: Bloomberg, Nuvama Research, Ambit Asset Management

Source: Bloomberg, Nuvama Research, Ambit Asset Management
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Higher the valuation entry point the lower the medium term expected returns

Exhibit 41:

Starting valuations determine medium term returns

50%
40% o
*@ Mar 2020:
e, (Market o GDP- 50%)
30%
20% 0

Current, Dec07:
[ (Market to GDP- 150%)

10%
e Tl T \

-10%

(NSE500 Next 5Y CAGR, %)

20 40 60 80 100 120 140 160

(India market cap to GDP.%)

Source: Bloomberg, Nuvama Research, Ambit Asset Management
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INVEST SUCCESSFULLY
ACROSS MARKET CYCLES WITH
AMBIT ASSET MANAGEMENT

Successful investing takes acumen

The acumen to have a solution for every need
The acumen to navigate volatile conditions
The acumen to always stay true to character

At Ambit Asset Management, it is this acumen that helps you invest
successfully, with products that stay true to character across market cycles
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Acumen at work

Ambit Coffee Can Portfolio

At Coffee Can Portfolio, we do not attempt to time competitive advantages in core businesses despite
commodity/investment cycles or political outcomes being faced with disruptions at regular intervals. As
and prefer resilient franchises in the retail and the industry evolves or is faced with disruptions, these
consumption-oriented sectors. The Coffee Can competitive advantages enable such companies to
philosophy has an unwavering commitment to grow their market shares and deliver long-term
companies that have consistently sustained their earnings growth.

Exhibit 42:

32
X ™
= »
™

Ambit Coffee Can
35%

Portfolio pointto-point >/
performance o
—————————————————— 15%
10%
5%
B 0%

™ 3M 6M 1% 2Y 3y 5Y Since
Inception

Source: Ambit Coffee Can Portfolio inception date is Mar 06, 2017;
**IM Return: Tst - 31st Aug'24; 3M Return: 1st Jun'24 — 31st Aug'24; 6M Return: Tst Mar'24 — 31st Aug'24; 1Y Return: st Sep'23 — 31st Aug'24
*Nifty 50 TRI is the selected benchmark for the Ambit Coffee Can Portfolio. The same is reported o SEBI.

Exhibit 43:
Ambit Coffee Can 3% 1 & %
. 30% - 2 2 & . .
Portfolio calendar 25% S & g2
20%
year performance 15%

10%
. 5%
| 0%
! 5%
1
1 -10% -

5%

cY17 CY18 CY19 CY20 Cy21 Cy22 Cv23 CY24TD Since
Inception

(CAGR)

Source: Ambit Coffee Can Portfolio inception date is Mar 06, 2017;
*Nifty 50 TRI is the selected benchmark for the Ambit Coffee Can Portfolio. The same is reported to SEBI.
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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:

1.

. Long-term horizon and low churn: Our holding

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

15-20% in a year. The long-term orientation
essentially means investing in companies that have
the potential to sustainably compound earnings,
with these compounding earnings acting as the
primary driver of investment returns over long

periods.
evaluated on bottom-up fundamentals to create a
concentrated portfolio of no more than 20 3. Low drawdowns: The focus on clean accounting
companies at any time. and governance, prudent capital allocation, and

structural earnings compounding allow participation
in longterm return generation while also ensuring
low drawdowns in periods of equity market
declines..

horizons for investee companies are 3-5 years and
even longer with annual churn not exceeding

Exhibit 44

Ambit Good & Clean
Midcap Portfolio
50%

point-to-point 40%
30%
performance oot

10%

1
: ™ 3M 6M Y 2y 3Y 5Y 7Y Since
1 Inception

___________________ . (CAGR)

Source: Ambit Good & Clean Mid cap Portfolio inception date is Mar 12, 2015;
**1M Return: Tst - 31st Aug'24; 3M Return: Tst Jun'24 — 31st Aug'24; 6M Return: Tst Mar'24 — 31st Aug'24; 1Y Return: Tst Sep'23 — 31st Aug'24
*BSE 500 TRl is the selected benchmark for the Ambit Good & Clean Mid cap. The same is reported to SEBI.

Exhibit 45:

Ambit Good & Clean
Midcap Portfolio
calendar year

32
o
&

performance

2 2
&

0% 4T

cvis cYi6 o7 cvig cv19 cv20 cv21 cv22 cve3 CY24TD Since
___________________ P Incepfion
(CAGR)

Source:Ambit Good & Clean Mid cap Portfolio inception date is Mar 12, 2015;
*BSE 500 TRl is the selected benchmark for the Ambit Good & Clean Mid cap. The same is reported to SEBI.
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Ambit Emerging Giants Small Cap Portfolio

Small caps with secular growth, superior return ratios underlying fundamentals (high RoCE, low debt), and
and no leverage — Ambit's Emerging Giants Small the ability to deliver healthy earnings growth over long
Cap portfolio aims to invest in small-cap companies periods of time. However, given their smaller sizes,
with market-dominating franchises and a track record these companies are not well discovered, owing to
of clean accounting, governance and capital lower institutional holdings and lower analyst
allocation. The fund typically invests in companies with  coverage. Rigorous framework-based screening
market caps less than INR 4,000cr. These companies coupled with extensive bottom-up due diligence led us
have excellent financial track records, superior to a concentrated portfolio of 15-16 emerging giants.
Exhibit 46:

Ambit Emerging Giants
Small Cap Portfolio
. . 50%
pointto-point o
performance s0%
20%
| M Ambit Emerging Giants | 10%
Small Cap Portfolio X 0%
1
1

1
| m BSE500 TRI*
1

™ 3M 6M v 2y 3y 4Y 5Y Since Inception

Source: Ambit Emerging Giants Small cap Portfolio inception date is Dec 1, 2017;
**IM Return: Tst - 31st Aug'24; 3M Return: 1st Jun'24 — 31st Aug'24; 6M Return: Tst Mar'24 — 31st Aug'24; 1Y Return: Tst Sep'23 — 31st Aug'24
*BSE 500 TRl is the selected benchmark for the Ambit Emerging Giants Small cap. The same is reported to SEBI.

Exhibit 47:

Ambit Emerging
Giants Small Cap o
Portfolio calendar 40%

30%

year performance 20%

10%

s 0%

| M Ambit Emerging Giants | -10%

i Small Cap Portfolio : 20%
: 1 BSE500 TRI* : cY17 CY18 CY19 CY20 CY21 CY22 CY23 CY24TD Since

- i Inception

(CAGR)

45%
44%

N
N
©

N
2
N

Source: Ambit Emerging Giants Small cap Portfolio inception date is Dec 1, 2017;
*BSE 500 TRI is the selected benchmark for the Ambit Emerging Giants Small cap. The same is reporfed to SEBI.
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Ambit TenX Portfolio

Ambit TenX Portfolio gives investors an opportunity to participate in the India growth story as the Indian GDP
heads towards a US$10tn mark over the next 12-15 years. Mid and Small corporates are expected to be the key
beneficiaries of this growth. The portfolio intends to capitalize on this opportunity by identifying and investing in
primarily mid & small cap companies that can grow their earnings 10x over the same period implying 18-21%
CAGR. Key features of this portfolio would be as follows: Key features of this portfolio would be as follows:

1. Longerterm approach with a concentrated portfolio: 3. Forward-looking approach: Relying less on
Ideal investment duration of >5 years with 15-20 historical performance and more on future potential
stocks. while not deviating away from the Good & Clean
philosophy.
2. Key driving factors: Low penetration, strong
leadership, light balance sheet. 4. No Key-man risk: Process is the Fund Manager
Exhibit 48:
Ambit TenX Portfolio 50%
pointto-point 40%
performance s0%

20%

| B Ambit TenX Portfolio
1

! 1 BSE500 TRI* 0%
b - ™ oM 3M 6M oM v 2Y Since Inception

10%

Source: Ambit TenX Portfolio inception date is Dec 13, 2021;
**1M Return: Tst - 3Tst Aug'24; 3M Return: Tst Jun'24 — 31st Aug'24; 6M Return: 1st Mar'24 — 31st Aug'24; 1Y Return: 1st Sep'23 — 31st Aug'24
*BSE 500 TRI is the selected benchmark for the Ambit TenX Porifolio. The same is reported to SEBI.

Exhibit 49:

Ambit TenX Portfolio 40% 4 £
% | ~

calendar year % -

20%

performance

e 10% 4 % 9 &

1 W Ambit TenX Portfolio : 0% - T

| . | %

| =BSES00 TRI : 0% J g

777777777777777777 Cy21 CY22 CY23 CY24TD Since Inception

Source: Ambit TenX Portfolio inception date is Dec 13, 2021;
*BSE 500 TRl is the selected benchmark for the Ambit TenX Portfolio. The same is reported to SEBI.
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For any queries, please contact:

Umang Shah - Phone: +91 22 6623 3281 | Email - aiapms@ambit.co

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

Corporate Address: Ambit Investment Advisors Private Limited - 2103/2104, 21st Floor, One Lodha Place,
Senapati Bapat Marg, Lower Parel, Mumbai - 400 013.

Ambit Investment Advisors Private Limited (“Ambit”), is a registered Portfolio Manager with Securities and Exchange Board of India vide
registration number INPOOO005059.

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. Returns are calculated using TWRR method as prescribed under
revised SEBI (Portfolio Managers) Regulations, 2020. Performance is net of all fees and expenses. Past performance is not a reliable
indicator of future results. Please note that performance of your portfolio may vary from that of other investors and that generated by the
Investment Approach across all investors because of 1) the timing of inflows and outflows of funds; and 2) differences in the portfolio
composition because of restrictions and other constraints. For comparative Performance relative to other Portfolio Managers within the
selected Strategy, please visit: bit.ly/APMI_PMS.

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 info 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 o Ambit. All opinions, figures, charts/ graphs, estimates and data included in this presentation / newsletter /
report is subject fo change without notice. This document is not for public distribution and if you receive a copy of this presentation /
newslefter / 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 fo 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 fo take info consideration all the risk factors including financial conditions, risk-return profile, tax consequences, efc.
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 1o 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 /fax 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 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.

The performance data for coffee can product between éth 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.

You may contfact your Relationship Manager for any queries.
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