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Dear Investors,

Our fund ended this quarter up 6.4 % net of fees and expenses. For the
nine months to September 2021, we are happy to report the fund is now
up 25%. Our bottom-up stock picking has delivered as markets in Asia
have had a mixed performance both for the quarter and the nine-month
period.

MSCI Asean was up 0.7% for the quarter and is down 5.5% for the nine
months. MSCI India index was up 12.2% for the quarter and 24% year to
date. Asian currencies too was a mixed picture against the US dollar. The
Indian Rupee was flat, Indonesian Rupiah gained about 1.5%, the Thai
Baht lost 5% and the Philippines Peso lost 4%.

Portfolio Check

Recently quarterly reporting season and our interactions with our
portfolio companies clearly points to continued improvement in the
businesses we own even over a 2-year period. Business margins have
taken a bit of beating with inflation affecting a host of commodities and
thus profit growth in the near term is subdued.

At the end of this quarter stock prices of about 91% of our portfolio
holdings (90% in preceding quarter) are at par or higher than January 20
levels. This list now consists of 19 companies (20) with underlying
businesses such as consumer staples, home improvement retailers, IT
services, specialty chemicals, media & entertainment. Presently about 8%
of our portfolio consists of companies whose share prices are still 5-20%
lower than levels in January 20. It’s interesting to point out that while our
investment in Nesco (5%) (in India) is down ~20% from it's then lifetime
high, the stock is still up 82% from our purchase. Similarly Ace Hardware
(3.5%) is down 20% from its Jan 20 high but is up 40% from our initial
purchase.

Being Invested at Lifetime High - Stock No 2

In this letter we highlight Suprajit Engineering Limited (SEL) a business
which have now owned in the fund for nearly 6 years. The stock currently
trades at its lifetime high.

We wrote about this company in our 1Q 2017 investor letter.
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Portfolio Company

We own a small auto parts company in India. It makes automotive halogen lamps. In May 2015, its previous
private equity fund owners sold 51% stake to another listed auto parts company in India. Post the mandatory
offer the listco owns a 62% stake and will merge the acquired company with itself.

We like the business of the eventual listco. This acquisition is an important milestone in its journey towards a
longer-term goal of having multiple products, customers, and geographies. It has grown from a small cable
company to India's largest control cables company in 30 years. In early 2000, sales in India accounted for 99% of
revenues with 96% of those were to 2-wheeler companies. After acquiring the lamps company in 2015-16, Indian
revenues were at 66% with the rest being export sales in Europe. The 2-wheeler cable business at 40% of
revenues, a quarter coming from 4 wheelers and another 32% coming from after markets. In September 2016, it
acquired a leading mechanical and electronic control cables company in the USA which caters to outdoor power
equipment and non-automotive market. Post this deal, Indian revenues would now be around 50% and a new
non-automotive revenue line ~25% has got added to the business. In its recent 15-year journey (with 5
acquisitions across India, Europe, and USA) revenues and profits have compounded in the mid 20's while
achieving solid 30% plus return on capital. As growth has largely been internally funded the per share growth is
in line with profit growth.

We are getting an opportunity to own this high-quality business at an attractive price as investors are divided on
the longer-term growth profile of its 2-wheeler cable business and its ability to integrate & drive growth in the
international markets. We appreciate the company's effort to add products and new geographies to diversify
and grow. Our optimism is premised on the long-term execution track record of the founder and his core
management team. The pending merger approval has offered an additional 10-12% discount to the already
announced share swap ratio. Since our initial purchase in May 2016 both stocks have moved up by 50% but the
discount remains. We have been adding to our existing position.

We first invested in the company in February ’16 and added to our holding over the next few months. We
highlight its progress essentially on 3 significant parameters

▪ Diversification of the revenue base through organic growth and M&A
▪ Margins and profitability
▪ Capital Allocation and its productivity

We believe the last 5 years has been a very challenging period for automotive part suppliers with respect to
demand situation (both India and internationally) and external changes in the business environment including
Covid 19. During this period, SEL has compounded its revenues and profits at 12% and 15% respectively. At the
end of FY 21, sales in India accounted for 60% of consolidated revenues with rest from international sales. Its
revenue base has gotten diversified with 2wheeler cable sales now accounting for only 35%, 4wheeler 17%,
non-automotive 21% and after-market sales of 27% (including 20% from lamps) of global consolidated
revenues.

Operating margin (EBITDA) has dropped marginally to 14-15% range from its earlier only cables business margin
range of 16-18%. However, business profitability (ROE) has remained steady barring FY 21 in the ~20-22%
range.

Suprajit Technical Centre (STC) is their R&D centre set up in 2015 with an objective to improve value being
offered to its cable customers and development of new technologically advanced products. Over the last few
years, STC has filed 15 patents in products ranging from digital speedometer, throttle sensor etc. A speedier
gear box with electromechanical clutches is in final stage of commercialization. SEL has been able to win an
estimated Rs. 1 bn of additional business from some of these new products commercialized in STC.
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In continuation with its strategy to diversify revenue base through products and geographies, in October 21
SEL announced plans to acquire the Light Duty Cable (LDC) unit of Kongsberg Automotive, Norway at an
enterprise value of US $ 42 mn. This LDC unit supplies cable products to automotive, non-automotive and 2-
wheeler segments and has a presence in the Electro-Mechanical Actuators (EMA)segment. SEL will be
acquiring three manufacturing plants located in Mexico, Hungary, and China (Shanghai) along with the
business development and engineering teams. This division has marquee global customers such as Honda,
FCA, Land Rover, Lear Corporation, Magna, Tesla amongst others in automotive, non-automotive and 2-
wheeler businesses. LDC’s projected sales for CY 21 is ~US $ 90 mn. EBITDA margins are 10-11% range with its
current cost base. SEL is going to fund its through debt and cash on the balance (Rs. 3.8 bn at the end of FY
21). At this juncture this acquisition would have a likely pay-back of under 5 years and will add value to the
company.

SEL is likely to emerge as a leading control cables player globally with this acquisition. The actuation
technologies can also be offered to other customers of the company. LDC which has a capacity to produce 100
mn cable sets is operating at 65% thus presenting an opportunity to scale and grow. In addition, there is head
room to rationalize costs and overheads to improve margins.

Currently SEL now trades at its lifetime high.

We like the company for:

▪ Its strong presence in cables and lamps business globally
▪ Its attempt to become a leading global cables manufacturer across geographies
▪ Efforts on increasing revenue from existing customers through a range of new products being developed

through its R&D and a few acquisitions.

SEL has a strong core India business (60% of consolidated revenues) comprising cables and lamps business. We
expect this portion of its business to compound at 10% in value terms. Suprajit Engineering Non-Automotive
(SENA) Non-Automotive (20% of consolidated revenues) has been doing well over the last few years. This
division will be sourcing products from its Indian manufacturing set-up base thus improving its competitive
positions and profitability. The recently acquired LDC business with revenues of US $ 90 mn is expected to
grow 10-12% in the near term. The management is confident of being able to drive a higher revenue growth in
the medium term as it consolidates this business and builds a single business development team. With LDC
acquired, SEL will now be able to expand its automotive cables manufacturing footprint outside India. We
think this capability along with an expanded product portfolio will help SEL to acquire new customers and gain
wallet share from existing customers.

Over the last 6 years (post the Phoenix lamps acquisition) SEL has transformed from being a small 2Wheeler
focused cables company operating in India to a diversified auto parts supplier across multiple geographies. Its
stock is up nearly 3x having compounded a 25% CAGR. Now with its latest acquisition SEL is again on a journey
to become a leading cables company globally. Currently the company trades at 18x its expected FY 23
earnings. We remain believers in the management capability and the execution of SEL. If this transformation is
indeed reasonably successful, we think it would move from a status of being a less discovered stock to being
much better appreciated. We are guarded in our optimism considering near term challenges like chip shortage
affecting automotive production and emergence of alternate fuel vehicles in the longer term.
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Outlook

Asian investors are currently grappling with a host of issues such as chip shortage, the impact of inflation
(crude oil, hard and soft commodities) on corporate profits and global interest rate outlook. Market
participants are also focused on vaccination data across Asia. Indonesia which was severely affected by the
second wave of Covid is now reporting a substantial drop in infections and a large percentage of population
has been vaccinated. Most Asian countries have assessed the huge cost of lock downs on businesses and are
attempting to move away from zero Covid plans. They plan to open up their economies including international
travel. The narrative is clearly changing for their citizens to treat covid as an endemic and to live with the virus
in the backdrop.

Stocks particularly in China have declined in the recent quarter post significant regulatory and policy initiatives
taken by the Government particularly with respect to technology companies. There is an ongoing debate on
the sustainable level of profitability for some of the businesses affected by these government actions.

Overall we are in the optimist camp and believe that Asian emerging markets could do well over the next 5-7
years. We think corporate profit growth in Asia would be substantially higher than in developed countries
across the world. Our portfolio consists of 22 companies in India, Asean and Hong Kong, most of which have
demonstrated solid and resilient operations particularly in the last 18-24 months of the Covid pandemic. The
recent earnings season clearly points to a much improved outlook for FY 22. We will continue to navigate
these markets with our committed investment process in search of solid high-quality growth businesses.

We would like to thank each of you for entrusting us with the management of your money.

Ayaz Motiwala
Portfolio Manager



Fund Performance

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Year

NAV 103.97 109.18 106.92 108.13 115.83 120.40 125.37 127.58 128.15

% Chg. 1.1% 5.0% -2.1% 1.1% 7.1% 3.9% 4.1% 1.8% 0.4%

NAV 100.20 90.15 66.47 72.27 73.49 76.61 79.76 85.32 85.63 85.14 91.72 102.79

% Chg. 2.4% -10.0% -26.3% 8.7% 1.7% 4.2% 4.1% 7.0% 0.4% -0.6% 7.7% 12.1%

NAV 99.59 98.95 103.90 102.36 103.45 105.16 102.51 97.93 98.34 98.56 95.07 97.83

% Chg. -0.6% -0.6% 5.0% -1.5% 1.1% 1.7% -2.5% -4.5% 0.4% 0.22% -3.54% 2.90%

NAV 121.86 119.89 118.82 118.62 117.07 109.92 110.31 106.08 97.30 93.07 99.11 100.18

% Chg. 2.0% -1.6% -0.9% -0.2% -1.3% -6.1% 0.4% -3.8% -8.3% -4.3% 6.5% 1.1%

NAV 100.40 102.88 106.95 110.92 110.61 113.58 114.44 110.69 110.27 113.15 114.31 119.52

% Chg. 0.5% 2.5% 4.0% 3.7% -0.3% 2.7% 0.8% -3.3% -0.4% 2.6% 1.0% 4.6%

NAV 96.25 93.76 97.63 100.83 99.22 102.13 104.00 105.89 104.99 106.72 100.29 99.86

% Chg. -2.4% -2.6% 4.1% 3.3% -1.6% 2.9% 1.8% 1.8% -0.8% 1.6% -6.0% -0.4%

NAV 100.00 99.71 98.11 97.58 98.49 97.74 98.63

% Chg. -0.3% -1.6% -0.5% 0.9% -0.8% 0.9%

 

Cumulative return since 07 July 15 28.1%

Country Exposure Sector Exposure 

India 54% Consumer 63%

Indonesia 28% Financials 17%

China 9% Materials 9%

Philippines 5% Technology 5%

Malaysia 3% Communication 5%

Thailand 1% Cash 1%

Cash 1% Total 100%

Total 100%
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5.1%

2021 24.7%

-1.4%2015

2016 1.2%

2017 19.7%

2018 -16.2%

2019 -2.3%

2020

Investments in equity markets are subject to market risk, idiosyncratic risk, liquidity risk, and currency exchange rate risk. The fund may
use financial derivative instruments as a part of the investment process. This document does not constitute an offer to sell, or a
solicitation of an offer to buy shares in Amala Fund. We will not make such offer or solicitation prior to the delivery of an offering
memorandum, the operating agreement or articles of association, a subscription booklet, and other materials relating to the matters
herein. Before making an investment decision, we advise potential investors to read these materials carefully and to consult with their
tax, legal, and financial advisors. The materials have not been reviewed by the regulatory authority of any jurisdiction. Investment is open
only to accredited investors as defined by the relevant legal jurisdiction of residence and/or nationality. We have compiled this
information from sources we believe to be reliable, but we cannot guarantee its accuracy. We present our opinions without warranty.
Past performance is no guarantee of future results. © 2021 Nivalis Partners Ltd. All rights reserved.
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