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A. Do you agree J1,ith tl,l ? 

An : Markets pay and penalize 
investors for surprises . tock price 
discovery has moved beyond annua l 
repo1ts and balance heels. It's more of 
understandi ng crowd psychology and 
eva luating how much o[a good or bad 
news is in the price. The determination 
of news being in the price is far more 
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important than under landing the news 
in i o lation. 

B. Would you ay that tletermini11g 
intrinsic value im•o/i-e. co~t study? 

Ans: Stock price discovery is about 
profits. And if your costs are lower the 
profi ts will be higher. Cost analys is 
plays an important ro le in ectors 
which are commoditi zed or cyc lica l in 
natu re. Some sectors where a low cost 
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producer ge ts an unbeatabl e advantage 
a re meta ls, cemen t. sh ipp ing and to a 
la rge extent ba nking beca use compani es 
can' t charge more fo r thei r product or 
se rvice. T he low cost producer w ins bi g 
a nd loses less when these businesses go 
through cyc lica l ups and downs. 

C. Can we apply pri11c:iple.1· of 
costing s11clt as fixed & l'llriable coMs 
and break e 1•e11 ana(rsisfor equity 
research ? 

Ans: O perating Leverage is o ne 
o f the biggest triggers of ex po nential 
p rofi t fl ow. A nd companies that have a 
hi gh contri buti on marg in (low va riabl e 
cost structure) enj oy bi gger operating 
leverage. Co mpanies that have a low 
va ri abl e cost structure are the last to 
c lose down when the sector is pass ing 
th roug h pa in . This.happens mostl y 
in cyc lica ls li ke cement , o il & gas or 
meta ls . When the ex terna l environment 
is g loomy the lowest cost producer w ith 
the. lowest brea keven po in t is o ften the 
las t man standing. 

Q2. Wlticlt ratios do you re~1• on.for 
decisio11111al,.i11g? 

An : The RoE wi th the Du Pont 
analys is is the Gayatri mantra o f stock 
market in vesting. It hel ps us understa nd 
how e ffi cientl y a company is usi ng its 
capita l. We a lso look at the Gross profit 
ratio, EBIDTA margin and the di vidend 
payout rati o . We also look at the P/E 
ra ti o beca use stock ana lys is isn ' t just 
a beauty contest. One has to know 
the price that we pay fo r each unit of 
earnings. 

Q3. Of these tit ere m ust be some 
,.,f,ic/1 are co111111011 aero.,., all 
industrie.1? Ca11 you t!labomte 011 tltese 
1111d ltoli' i111porta111 are tlte.,e? · 

A n : The Price to Ea rn in g o r the PIE 
ra tio is the most powe r i'ul o f rhem a ll. 
Gene ra ll y. P/ E ratio is a funct"ion o f how 
fas t a compa ny is grow ing its earnings. 
The P/ E ra tio is also dependent upon 
whether the company is a sector kader. 
div idend pay ing. genera ti ng free cash 
fl ow, large in ize. if the hares are 
traded q ui te freq uentl y and if it ·s a pa rt 
o f the N ift y or Sensex. General ly. a IO\\ 

P/ E represents value but if it's a cyc li ca l 
the low PIE indi cates an earn ings to p 
off. No fixed rul es here. 

11 there 1s o ne rmi o tha t can be Lbc:J 

across industrie 

We a ll pay fo r how much cash a 
business wi ll earn over its li fe time. 
Investi ng is not a one size fi ts a ll but the 
level of free cash fl ow that a compan y 
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generates is pretty much a ra tio that one 
can use to track mo t ind ustri es and 
secto rs. 

Q4. Holt' do you e.wracl lead 
imlicatorsfrom macro 1111111/Jers? 

Ans: A high inflat ion suggests that 
the RB I will ra ise rates so companies 
in banking and financial services will 
not do well. Capital expenditure w ill be 
pos tponed and anything that is sold on 
EMI like (housing, auto and consume r 
e lectronics) will slow down. Hi gh 
inflati on also attacks disposal income 
and hence discreti onary expenditure like 
restaurants and movie halls take a hit. 
S imilarl y, when Govt. spends o n ru ra l 
areas tractors, fa rm equipment and 
pest ic ides do we ll. 

Q5. FD / & Fil-what is J(OOd a11d 
bat! ab1111t each ? 

An : FDI is solid long term money. 
Fil is un stable, volatil e and hot money. 
FDI means that fo reigne rs have both 
ownership and contro l of the Indian 
asset like Dell setting up an office 
in India. They don' t buy and sell 
frequentl y. Fil means that the fo reigners 
have onl y ownership and no contro l. 
They have bought the shares w ith a 
speculati ve bent of mind . Whenever 
there is a g lobal ri sk off these Fil se ll 
shares adding to violent movements 
both in the stock and fo reign exchange 
markets. 

Q6. Hoiv m uch i11flu e11ce do F lf 
ltave in tlte market today? I it 
Wauing ? 

Ans : The impact and influence of Fil s 
is immense. Their impact is twofo ld. 
When they se ll stocks the market 
obviously fa ll s but secondl y the outflow 
of fo re ign exchange has a negati ve 
impact on the Do llar rupee pari ty w hich 
in return affec ts the s tock market aga in . 
It "s like a negati ve loop functi on. Of 
late, the impo rtance o f Fl Is have come 
down because the do mestic poo l of ou r 
own retai l in vestors has been growing 
quite rap id ly. 

Q-. f/oll' w determine i11tri111ic ,•u/ue 
11( a 1/tart• '! 

Ans: The intrinsic va lue of shares 
is the Net Present Value (NP V) of 
a ll its h.nure cash fl ows d iscounted 
at an apprupriak rate till eternity. 
Companies that grows fas t have a 
hi ;1her intrin sic va lue than a company 
th; t grows slowly. T he d iscounting ra te 
is a func tion of in terest ra tes. When 
in tere t ra tes go up the market genera lly 
dec line and vice vc r a. Companies 
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that are expected to make more profi ts 
in the future (growth stocks) are more 
sensitive to inrerest rate movements. 

Q8. HOii' 11/UC!t ll'OU(c/ lll(IIWJ:t!llll!nt 
qua/i~r cnntribwe to tlti,·'! 

Ans : A good management guarantees 
longev ity and exec ution. Longer the 
I ife span of a company higher the Net 
Present Va lue (NPV). Similarl y, a 
company that can execute and grow 
well will have a higher intrins ic va lue. 

Q9. Wltat i.1 rit e overall inl'e tmellf 
plti/nsoplty? 

Ans: Very few peopl e come to the 
stock market to get rich . Most come 
here to make pocket money. O ur overall 
investment phil osophy is to ma ke such 
investments that change our ba lance 
sheet and not just our profit and loss 
accoun t. We stri ve to achieve fin ancial 
freedom th rough stock market investing. 

Q/0. Whnt is the stock 11ni.,erse that 
you elect from- for instance, do you 
focus 011 dividend-poyi11f? sto ks, small­
cap slflck.1, mid-cap sw ck. ? 

Ans: We don ' t like compani es that 
pay too much di vidend . We invest in 
li sted stocks because we have surplus 
cash. Companies that g ive back 
di vidends agree and accept that they 
have very little avenue fo r deploying 
their surplus cash. We like companies 
that grow revenue and earnings over 
time while us ing their capital quite 
effi ciently. Small caps generally grow 
fas t because they work on a lower base. 
However, the market cap sho uld be 
viewed as a function o f total market size 
in whi ch the company o perates. 

QI I . What are the criteria for initial 
co11sidcratio11 of a .,ro k? .4 re .,creens 
used to flag potential 1toc/.s '! . -I re wp­
<lm,•n factor1--jir~t foc111i11g 011 rit e 
eco110111r or i11d//\try and then looking 
for rhe ~rocl.--a con~ideratio11, or i, 
a borro111-11p approoclt used,focming 
exc/11.1fre~r 011 imlii'idual compa11ie~ :> , 

Ans : Top down tel ls you about the 
ta ilw in d and the market gives a higher 
PIE to companies that have a good 
ta il wi nd . Anything that can identi fied 
for investment by a computer (screener) 
isn ·1 worth in vesting. Stock pi cking is 
an art. It 's mo re li ke paint ing than like 
phy,ic , We li ke sma ller capita liLed 
compan ies. growing in a sector that 
is expanding with a large sca le of 
opportuni ty, generat ing high RoE, run 
imho nest a nd ambitious management. 
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O
verwhe.lming speed 
and 'innoventive' 
quality of technological 
d velopments are boldly 

di rupting business entities across 
indu try sector , touching lives of 
common people, and transforming 
their way of living life. Digital 
technologies like blockchain, Al, 
RPA, AR, VR, etc, are continuing 
to bring about foundational changes 
in a nation's economic and societal 
foundation. The present Industry 
4.0 is a revolutionary era of digital 
technologies. 

The ultimate objective of digital 
transformation is maximisation of 
value creations and minimisation 
of value destructions. Success 
in all these would accelerate 
sustainable grov. th and prosperity 
of humanity in an improved global 
ern, ironment. Remaining abreast of 
such technological developments is 
an imperative for every professional. 
This will help enduring with 
relevance. gain 'stragility' and 
attain abilities to contribute more 
for value creation. Readers would 
find this anthology of thirty-one 
articles useful to move ahead 
with knowledge and information 
in this fast-evolving era of digital 
transformations. 
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