
 

 

 Monthly Newsletter 

 

 December, 2017 Ambit Asset Management. Page 1 
 

Ambit Coffee Can Newsletter – Dec’17 
Share prices of great companies remain resilient even during market stress! 

“Only when the tide goes out do you discover who's been swimming naked” - Warren Buffett. When the broader market is 

undergoing a euphoric or bullish phase, most stocks do well regardless of the quality of their underlying fundamentals. 

However, when the euphoria ends, stocks with poor underlying fundamentals are decimated, resulting in significant capital 

erosion for investors who did not adequately understand the weak fundamentals of their portfolio companies. On the 

contrary though, there are certain types of stocks which show remarkable resilience even during stressed market conditions. 

Let’s look at Asian Paints as an example - the histograms below draw a comparison between the Sensex and Asian Paints’s 

share price returns in each of the last 25 financial years. There are two key observations from these histograms.  

Observation #1: Sensex gave positive returns in 15 years out of the past 25 years. However, Asian Paints gave positive 

returns in 21 out of these 25 years, making Asian Paints’ histogram skewed more towards the right. 

Observation #2: There have been several years (the six green-shaded cells) in which Asian Paints gave positive returns 

despite the Sensex giving negative returns in these years. 

As a result of these two aspects of its performance, Asian Paints’s delivered 23% share price CAGR over 1992-2017 vs 11% 

for Sensex’s. Also, it was a futile exercise, trying to time the entry and exit into Asian Paints’ stock based on expectations of 

the broader stock market’s direction. 

Exhibit 1: Sensex histogram of annual returns 
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Source: Bloomberg, Ambit; FY = Financial Year 

 Exhibit 2: Asian Paints histogram of annual returns 
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Source: Bloomberg, Ambit; FY = Financial Year; Green shaded cells = years 

when the stock delivered positive returns despite Sensex returns being negative 

So why has Asian Paints’s share price demonstrated such resilience? It is due to two factors as illustrated in Exhibit 3: 

Exhibit 3: Drivers of Asian Paints’s positive share price returns in years when Sensex reported a decline 

 
FY03 (factor 1) FY16 (factor 1) FY12 (factor 2) 

Asian Paints’s EPS growth 27% 25% 17% 

Asian Paints’s P/E rerating* -21% -15% 10% 

Asian Paints’s Share price growth 1% 7% 28% 

Sensex EPS growth 13% -10% 6% 

Sensex P/E re-rating* -22% 1% -16% 

Sensex price growth -12% -9% -10% 

Source: Company, Bloomberg, Ambit; *Negative values indicate a de-rating 

Factor #1 - Earnings growth more than offsets the P/E de-rating: Stressed periods of the stock market usually occur 

due to weak earnings growth for the market compared to what is already factored into the share prices. Asian Paints 

managed to maintain healthy earnings growth even in a disruptive environment. Hence, the ripple effect of a stressed stock 

market’s P/E multiple de-rating has been more than offset by Asian Paints’s earnings growth during the same period. 

Therefore, in FY03 and FY16, the share price of Asian Paints gave positive returns despite Sensex reporting a decline. 

Factor #2 - P/E does not de-rate because the market incrementally factors in longevity of earnings: As firms like 

Asian Paints deliver consistent revenue and earnings growth during periods of weakness in fundamentals for the broader 
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market, it is likely that P/E multiples of such companies start factoring in a greater degree of sustainability of earnings 

growth over the longer term in future. This is highlighted in the table above where Asian Paints’s P/E multiple expanded by 

10% in FY12 with an EPS growth of 17% in a year when the Sensex declined by 10%. 

Ambit’s Coffee Can philosophy shows commitment to such high quality franchises (like Asian Paints) that consistently sustain 

their competitive advantages, despite being faced by disruptions at regular intervals. As a result, most companies in Ambit’s 

Coffee Can Portfolios tend to demonstrate the resilience highlighted using Asian Paints’s example above. As shown in the 

Exhibit 4, during periods of market stress, the performance trajectory of the Coffee Can Portfolios (CCPs) consistently 

generates the following outcomes: 1) The CCPs tend to fall less than the overall stock market; and 2) The recovery 

following the crash is faster and stronger for CCPs compared to that of the broader market. Also, not only do the CCPs 

outperform the Sensex/BSE200 consistently, but trying to ‘time’ the entry and exit from a CCP based on the 

expectation of forthcoming stock market stress, is also a futile exercise. 

Exhibit 4: Coffee Can Portfolios suffer much lower drawdowns than the BSE200 index (highlighting CCP 2000 iteration here – 

for similar charts on all historical iterations of CCP, please refer to Ambit Capital’s 17th Nov 2017 Coffee Can research note)  

 

Source: Bloomberg, Ambit Capital research. Note: The maximum drawdown is calculated as drop in value from the peak to the period concerned. For example, in 
Nov’08 the maximum drawdown of 59.5% denotes a drop in value of 59.5% in BSE200 index from the peak achieved in Nov’07. 

Performance update – Ambit’s Coffee Can PMS 

Exhibit 5 shows the performance of Ambit’s Coffee Can PMS. 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. Over the past three years (ending 30 Sept 2017), the 

average EPS CAGR of our PMS portfolio companies (weighted for allocation) has been 14.3% compared to -1.1% 

CAGR for the Sensex. Going forward, earnings growth rates of our portfolio companies should accelerate to above 20%, 

as they benefit from the ongoing disruptive changes like GST, whilst further strengthening their moats. 

Exhibit 5: Ambit’s Coffee Can PMS performance update – absolute returns (as on 30 November 2017) 
 

 

Source: Ambit Capital, Bloomberg. *Date of inception= 6th March 2017; All returns are absolute returns net of fees and expenses 

-70%

-50%

-30%

-10%

10%

30%

50%

70%

-900

-700

-500

-300

-100

100

300

500

700

900

Ju
n

-0
0

O
ct

-0
0

F
e

b
-0

1

Ju
n

-0
1

O
ct

-0
1

F
e

b
-0

2

Ju
n

-0
2

O
ct

-0
2

F
e

b
-0

3

Ju
n

-0
3

O
ct

-0
3

F
e

b
-0

4

Ju
n

-0
4

O
ct

-0
4

F
e

b
-0

5

Ju
n

-0
5

O
ct

-0
5

F
e

b
-0

6

Ju
n

-0
6

O
ct

-0
6

F
e

b
-0

7

Ju
n

-0
7

O
ct

-0
7

F
e

b
-0

8

Ju
n

-0
8

O
ct

-0
8

F
e

b
-0

9

Ju
n

-0
9

O
ct

-0
9

F
e

b
-1

0

Ju
n

-1
0

CCP - Max
DD (RHS)

BSE200 -
Max DD
(RHS)

CCP (LHS)

BSE200
(LHS)

4.0%
2.9%

0.9%
2.3% 1.9% 2.2%

-1.2%

3.3% 3.9%

22.1%

2.3% 1.4%
3.4%

-1.0%

5.8%

-1.6% -1.3%

5.6%

-1.0%

14.1%

-5%

0%

5%

10%

15%

20%

25%

Mar'17* April'17 May'17 Jun'17 Jul'17 Aug'17 Sep'17 Oct'17 Nov'17 Since
Inception

Coffee Can PMS Nifty 50



 

 

 Monthly Newsletter 

 

 December, 2017 Ambit Asset Management. Page 3 
 

Disclaimer 

Ambit Capital Private Limited (“Ambit”) is a registered Portfolio 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 strictly 
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. 

 

 

 

 

 

 

 

 

 


