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CCP stocks vs Sensex - Do fundamentals support current valuations?

Several factors affect short-term share price performance but (see Exhibit 1) earnings are the biggest driver of stock market
returns over the long term. However, over the three-year period of FY15-18 (until 28 Feb 2018), the Sensex Index has
registered a 7.1% CAGR despite delivering -0.6% earnings CAGR (i.e. declining earnings). This led to Sensex’s trailing P/E
increasing from 19x to 24x over this three-year period as a gap opened up between the Sensex price trajectory and
the Sensex earnings trajectory over the past 3 years. Historically, this phenomenon has reversed as earnings and price
have converged in the years following the opening up of such a gap between the two.

Exhibit 1: Sensex returns have mirrored earnings growth in the long term; divergence has emerged over the past 3 years
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Source: Ambit, Bloomberg, Ace Equity; Sensex Index (price) and Sensex EPS are both rebased to 100 as on January 1991

In this backdrop, as Ambit’'s Coffee Can PMS (CCP) completes its first year in Mar'18, it is worth understanding how well
CCP’s performance has been supported by fundamentals / earnings growth of the portfolio stocks. CCP has delivered an
absolute return since inception of 23.6% and outperformance of 650bps vs Nifty50. The portfolio comprises 11 stocks of
high-quality companies spread across Financials, Home Building Materials, Consumer Discretionary and Consumer Staples.
There has been no change in the list of holdings (i.e. zero churn) since inception.

Exhibit 2: Fundamental performance of Coffee Can PMS stocks and Sensex since FY15

Coffee Can PMS stocks (weighted by portfolio c;ucfcuiions) Sensex *\‘

FY15 (YoY) FY16 (YoY) FY17 (YoY) FY18E (YoY) || FY15-18E (CAGR) | FY15-18E (CAGR |

Revenue Growth** 18.3% 10.6% 10.1% 151%  [I 11.9% 7.1% I

Average ROE 32.9% 31.2% 29.1% 27.7% : 30.2% 13.6% :

PAT Growth 20.4% 23.4% 16.7% 14.4% : 18.1% -0.6% :

Share price change (Index value for Sensex)* 74.8% 4.9% 28.2% 20.7% : 17.5% 7.1% :

P/ E Multiple* 49.7 44.8 47.6 50.0 l‘ 48.0 21.2 II
Growth in P/E multiple* 46.2% -9.9% 6.3% 5.2% \\_ _02% | 7.6%_ _ _¢

Source: Ambit, Company, Bloomberg; CCP constituents” historical data has been computing using allocation weights in the current model portfolio; FY18E financials
= Bloomberg consensus estimates; *FY18 share price data = absolute (not annualized) returns from 15" April 2017 till 28" Feb 2018; For the two BFSI companies in
the portfolio, we have used loan book growth as a benchmark for revenue growth and have used 315 Dec 2017 YoY loan book growth for FY18E.

Exhibit 2 above shows that CCP portfolio stocks have delivered a healthy fundamental performance, significantly superior to
the broader market (i.e. Sensex) both in FY18 and over FY15-18 consistently. As a result, whilst Sensex’s returns since
FY15 have been entirely driven by an increase in its P/E multiple (there has been no earnings growth),
performance of CCP stocks has been entirely driven by their earnings growth. It is important to note that, over the
past 3-4 years, there have been a series of disruptions which have affected the consumption and financial services sectors
more adversely than the rest of the economy. Some of these disruptions are expansion of e-commerce, GST,
demonetization, rise of Patanjali, payment banks, growth of the corporate bond market as a substitute to bank lending, etc.
Despite such high frequency of disruptions, Ambit’s CCP portfolio (which is exposed only to consumption and financial
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services stocks) demonstrated resilience in fundamental performance - a trait which is essential for delivering consistent
fundamentals over long periods of time.

Exhibit 3: Ambit’s Coffee Can PMS performance since inception (as on 28™ February 2018)
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Source: Ambit, Bloomberg. *Date of inception= 6" March 2017; All returns are absolute returns post fees and expenses

The performance of 23.6% return delivered by CCP since inception has been broad-based across the portfolio constituents,
with nine of the 11 stocks held in the portfolio delivering more than 10% total shareholder returns (including dividends
reinvested once received) since inception (see Exhibit 4 below).

Exhibit 4: Most stocks in Coffee Can PMS have delivered healthy returns since inception (6™ March 2017 to 28™ Feb 2018)
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Source: Bloomberg, Ambit; Absolute Total Shareholder Returns (including dividends reinvested once received) for the period of 6™ March 2017 to 28" Feb 2018

We expect robust financial performance of CCP stocks to deliver resilient share
price returns even if the broader market undergoes a stressful phase

Ambit's Coffee Can philosophy shows commitment to franchises that consistently sustain their competitive advantages
despite being faced by disruptions at regular intervals. Hence, we expect our portfolio companies to gain market share and
capitalize on the opportunities created by evolutionary / disruptive changes in the economy. We expect our portfolio
companies to deliver average 3-year earnings CAGR of 20-25% over FY18-21. As these firms consistently deliver healthy
financial performance, their share prices remain resilient even during periods of market stress either because: a) their
earnings growth more than offsets their P/E multiples’ deflation which a broader market crash brings about or b) their P/E
multiples do not de-rate during periods of stock market stress because the market incrementally factors in longevity of
earnings for these companies.

Regards

Rakshit Ranjan
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Disclaimer

Ambit Capital Private Limited (“Ambit”) is a registered Porifolio Manager with Securities and Exchange Board of India vide registration
.number INP000002221.

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. 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 stricily
prohibited.

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 / reportherein, 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.

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.
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. 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. 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 to client 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.
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