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AAA Portfolio Leaders: Marching ahead in Turbulence!

FY21 was one of the most challenging years for corporate India as the world grappled with the pandemic.
During the last financial year, each quarter had its own set of challenges. In 1QFY21, corporate India
experienced a collapse in demand, while in 2QFY21, it faced labour shortage issues. Lastly, in 4QFY21, it
experienced supply chain issues with rising raw material prices.

Our time-tested 3M investment approach (Market size, Market share, Margin of safety) once again proved
its resilience in such dynamic and complex business cycles. This further re-emphasises our belief that leaders are
better equipped to navigate the ups and downs of business cycles than their peers. As our portfolio
companies prevail dominant in their respective sectors, they sail through this valley of volatility with
distinction. For instance, in 1Q of lockdown, our portfolio company Britannia Industries was the first company
to deliver its biscuits through the Dunzo app at the consumer doorstep. Its strategy paid off exceptionally
well, as it witnessed a 26% growth in revenue and 100% growth in net profit in 1QFY21. Similarly, in 4QFY21,
when supply chain issues severely impacted most companies in the chemical/pharma sectors, our portfolio
companies were the least impacted due to their diversified supply bases, focus on localisation and strong
balance sheets.

This sectoral leadership characteristic resulted in our portfolio reporting a more robust growth than the Nifty
Index during each of the quarters in FY21. As seen in the figures below, during 2Q/3Q/4Q, our portfolio
delivered revenue growth of 9%/16%/24% versus Nifty revenue growth of -7%/-1%/16% respectively.
Overall, in FY21, while Nifty reported a dip in revenue of 5%, our portfolio reported a revenue growth of 8%.
Backed by a strong balance sheet (most of our companies are net cash/low leverage), these companies are
making significant investments in their business, further improving their return on capital employed.

Figl: 2QFY21 Growth (%) Fig2: 3QFY21 Growth (%) Fig3: 4QFY21 Growth (%)
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Source: AAA Research, Motilal Oswal Securities, Ace Equity
(Note: Have considered PBT instead of PAT in 2QFY21 due to base quarter impacted on account of tax rate changes)



Megatrends to accelerate

In early FY21, we identified three major trends for portfolio construction:

1. Acceleration of formalisation; 2. China + 1 strategy; 3. Automation and Innovation (refer Key Investment
Themes to Capitalize on the Covid-19 Crisis). Each of these themes have resulted in a good financial
performance for our portfolio holdings, in turn yielding high stock returns. We expect these trends to gain
momentum as India opens-up its economy as summarised below:

1. Acceleration of formalisation

The pandemic accelerated the pace of formalisation from the unorganised to organised sector due to supply
chain challenges. A weak balance sheet further weakened the position of the unorganised players as both
lenders and suppliers became extremely conscious while extending credit lines. Consequently, our portfolio
companies further gained notable market share, despite low advertisement spending.

For example, in the wires and cables sector, our portfolio company, Polycab gained market share, due to the
working capital squeeze faced by the unorganised sector due to a 45% increase in the price of copper.
Similarly, in the PVC pipe industry, our portfolio company registered an industry-leading volume growth of
4% against the industry de-growth of 15%. Moreover, its tie-up with the leading CPVC resin manufacturer
opened-up new avenues for growth in B2C and B2B segments.

In the fragmented steel pipe industry, our portfolio company APL Apollo Tube's comprehensive product
range and strong distribution network enabled it to improve its market share from 40% in FY20 to 50% in
FY21.

AAA Portfolio
Company
Rev G% Rev G% Rev G% Rev G%

Competitor1 Competitor2 Competitor 3

Wires and Cables

4QFY21 42.6% -1.0% 41.4% 13.4%

FY21 1.1% -14.4% -3.8% -18.3%
PVC Pipes

4QFY21 76.7% 63.0% 45.7% 79.3%

FY21 26.6% 16.0% 15.3% 23.2%

Source: AAA Research, Ace Equity

2. China+l

As global players seek to de-risk their supply chains from China, we believe many Indian companies are at an
inflection point, particularly in specialty chemicals, pharmaceuticals, and electronics sectors. We identified
this opportunity in 2018 and further increased our weightage in these sectors during 2020.

In the specialty chemical sector, our portfolio companies are witnessing an increased demand from their
customers. For instance, Navin Fluorine, won a seven-year contract (three times its current revenue) to
supply High-Performance product (HPP) in the fluorochemicals space to the innovator against many Chinese
and European players. Sumitomo Chemical India announced the capex to supply four products to its parent
company in order to reduce the dependence on China. To meet the increased demand, they plan to make
investments equivalent to their last five years capital expenditure, implying strong traction from customers.

In the electronics sector, Dixon has the capability to manufacture almost half of India's LED bulb and LED TV
market and one third of India's semi-automatic washing machine market. Its successful growth journey of
getting deeper into the wallet share for individual brands and creating fungible assembly lines has enabled



it to multiply its revenue by eleven times over the last nine years. This has strongly convinced us that Dixon
will be the largest beneficiary of the various PLI schemes, including Mobile, Lighting, Air Conditioners, IT
Hardware, Telecom Equipment (subject to approval from Govt) and further increase its revenue by 400%
over the next five years.

3. Automation and Innovation

The world continues to evolve at an increasingly rapid rate. While the changing consumer behaviour (online
retail, online payment, online gaming, etc.) is well documented, digital transformation in the industrial sector
is much less discussed. Thanks to the sophisticated offerings from key automation companies, industrial
automation is gathering pace. This is coming at a time when India's capex cycle is at the cusp of a recovery.
Rising Industrial automation and improvement in the capex cycle make us optimistic on the engineering
sector, leading us to increase our weight in this space during the last nine months. Our portfolio companies
like 3M India, Honeywell Automation, and ABB India, backed by strong parentages, are uniquely positioned
to partner with customers and provide smart solutions. For instance, ABB's recent commissioning of a digital
integration platform for Sunflag Iron and Steel is its first global implementation in the metals industry.

Equity market strategy

We expect 1QFY22 to be impacted as India experienced the second wave of the pandemic. However, unlike
1QFY21, the effect is likely to be less severe considering fewer restrictions on the movement of goods. States
have started to ease lockdown restrictions over the past few weeks. In addition, a robust global recovery will
further help the export-oriented sectors. The government has also announced new measures - a combination
of credit guarantees for Covid-19 affected sectors, development of healthcare infrastructure, and assistance
to the agricultural sector. The credit guarantees combined with the on-tap liquidity windows announced by
the RBI earlier for healthcare, is likely to support credit flow. As per the market estimate, Nifty is expected
to report strong earnings growth in FY22, driven by a low base of FY21 in a few sectors and a significant
increase in companies' profit in the metals/mining sector. We expect our portfolio companies' earnings to
grow strongly at 30%+ along with high returns on invested capital and superior cash flows, as they benefit
from megatrends. While short term correction cannot be ruled out, we remain positive on equity market
with a 3 to 5 years’ time horizon.

Key Risks: Severe Covid third wave, the slower vaccination drive, significant increase in crude oil prices,
geopolitical risks.

AAA PMS Performance

Compounded Annual Returns (%) 1Year 2 Year 3 Years 5 Years 10 Years AAAIOP SI*  AAA Focus SIN

AAA1OP PMS 64.7% 24.0% 13.6% 15.7% 19.2% 19.5% NA

AAA FOCUS PMS 54.0% 20.1% 12.7% 15.3% NA NA 14.5%

BSE 500 Index 61.8% 20.0% 15.3% 15.7% 13.0% 12.1% 12.1%

BSE Midcap Index 74.4% 24.8% 14.7% 15.2% 14.1% 12.8% 13.6%

BSE Smallcap Index 105.4% 34.6% 17.5% 17.4% 13.2% 12.2% 13.7%

Nifty 54.6% 16.9% 15.0% 15.1% 12.2% 11.5% 11.1%

SENSEX 52.4% 16.8% 15.4% 15.6% 12.3% 11.7% 11.2%

*(23 Nov 2009 — 30 June 2021) A (7 Dec 2014 — 30 June 2021)

Performance is after all expenses and fees from April 2018 onwards. Prior to April 2018, the performance is after all expenses and Fixed Management fees. Index
performance is calculated using Total Return Indices, as per SEBI guidelines.

Note: Returns of Individual clients may differ depending on the time of entry in the strategy. Past performance may or may not be sustained in the future and
should not be used as a basis for comparison with other investments. Performance related information provided herein is not verified by SEBI.

For further details please contact: investorservices@alfaccurate.com; www.alfaccurate.com

Equity Investments are subject to market risks , read all plan related documents carefully.

DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and may not be reproduced
or redistributed to any other person. The manner of circulation and distribution of this document may be restricted by law or regulation in certain
countries, including the United States. Persons into whose possession this document may come are required to inform themselves of, and to



observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action based
upon it. This report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an
offer or solicitation would be illegal. No person associated with AlfAccurate Advisors Pvt Ltd is obligated to call or initiate contact with you for
the purposes of elaborating or following up on the information contained in this document. The material is based upon information that we
consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon. Neither AlfAccurate Advisors Pvt Ltd.,
nor any person connected with it, accepts any liability arising from the use of this document. The recipient of this material should rely on their
own investigations and take their own professional advice. Opinions expressed are our current opinions as of the date appearing on this material
only. While we endeavour to update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, or
other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not
predictions and may be subject to change without notice. We and our affiliates, officers, directors, and employees worldwide, including persons
involved in the preparation or issuance of this material may; (a) from time to time, have long or short positions in, and buy or sell the securities
thereof, of company (is) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other
compensation or act as a market maker in the financial instruments of the company (is) discussed herein or may perform or seek to perform
investment banking services for such company(is)or act as advisor or lender / borrower to such company(is) or have other potential conflict of
interest with respect to any recommendation and related information and opinions. The same persons may have acted upon the information
contained here. No part of this material may be duplicated in any form and/or redistributed without AlfAccurate Advisors Pvt Ltd.'s prior written
consent. No part of this document may be distributed in Canada or used by private customers in the United Kingdom. In so far as this report
includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.



