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Introduction

Welcome to "Unlocking Equity: Your Ultimate Q&A Guide

Investing in the stock market has long been considered an art form as much as a science. Whether

you are a fledgling investor or a seasoned equity analyst, you know that understanding the

fundamentals is key to successful stock investments. However, the labyrinth of financial statements,

industry jargon, market indicators, and unpredictable human behavior can turn this seemingly

straightforward process into a complex task.

That's where "Unlocking Equity: Your Ultimate Q&A Guide" comes in. Designed as an

all-encompassing resource, this book aims to bridge the gap between investors of various expertise



levels. Its subtitle, "From Novice to Pro: The Ultimate Q&A Resource for Equity Analysts,"

encapsulates its commitment to serving a wide range of readers—everyone from those who are

newly intrigued by the world of stocks to the most seasoned analysts.

Why 1100 Questions?

In today’s fast-paced world, timely and accurate information is of the essence. The sheer volume of

questions—1100, to be exact—ensures that nearly every topic and nuance related to equity analysis

is covered. Got a question about reading income statements? It's in here. Curious about how

mergers and acquisitions impact stock value? You’ll find it. Wondering how to assess the risk factors

in a volatile market? We’ve got you covered.

Who is this Book For?

Beginners: If you are new to the world of stock investing, this book will serve as a roadmap,

providing you with essential questions and answers to guide you.

Intermediate Investors: For those with some experience, this book offers more advanced topics to

deepen your understanding and sharpen your analysis skills.

Experienced Analysts: Even if you are a veteran in the field, you will find challenging questions that

can offer new perspectives or serve as a handy refresher.

How to Use This Book

The questions are categorized by topic and range from basic to advanced, allowing you to either read

from cover to cover or jump to sections that are most relevant to you. Each question is designed to

be self-contained, providing succinct yet comprehensive answers to help you make informed

decisions.

Whether you are looking to make your first stock purchase, diversify your portfolio, or find new

strategies for analysis, "Unlocking Equity: Your Ultimate Q&A Guide" is designed to be your go-to

resource. This book doesn't just give you the answers—it empowers you to ask better questions,

which is the cornerstone of successful investing.

So, are you ready to unlock the world of equity investments? Turn the page, and let's dive in.

Audiobook Version Available at QuickTechie.com

Why Just Read When You Can Listen?

We understand that in the modern world, finding the time to read can be a challenge. Or perhaps

you're someone who absorbs information better when you hear it. Whatever the reason, we've got

you covered!

We are thrilled to announce that "Unlocking Equity: Your Ultimate Q&A Guide" is also available as an

audiobook on our website https://www.quicktechie.com/.

How to Access the Audiobook

1. Visit Our Website: Go to https://www.quicktechie.com/ and navigate to the "Audiobooks"

section.

https://www.quicktechie.com/


2. Search for "Unlocking Equity": Type in the title, or go through our curated list to find this

invaluable resource.

3. Listen or Download: You have the option to listen directly on the website or download the

audiobook for offline listening.

Exclusive Offers

By accessing the audiobook through QuickTechie.com, you'll also be privy to exclusive offers and

additional content that's not available in the print version. Enjoy interactive sessions, author

interviews, and much more!

Why Choose the Audiobook?

- Accessibility: Listen while you're driving, exercising, or even while doing chores.

- Convenience: Accessible on multiple devices, so you can take your learning wherever you go.

- Enhanced Learning: Combine the audiobook with the printed version to reinforce your

learning and deepen your understanding of the subject matter.

Don't miss out on the opportunity to take your equity analysis skills to the next level, no matter how

busy your schedule may be. Visit https://www.quicktechie.com/ now to get your audiobook and

unlock the full experience of "Unlocking Equity: Your Ultimate Q&A Guide."

https://www.quicktechie.com/


Chapter-1: Basics of Fundamental Analysis.

Question: What is Fundamental Analysis (FA)?

Answer: Fundamental Analysis (FA) is a holistic approach to study a business.

Question: Why is it essential to understand a business from various perspectives when planning a

long-term investment?

Answer: When an investor wishes to invest in a business for the long term, such as 3 – 5 years, it

becomes essential to understand the business from various angles to separate the daily short-term

noise in stock prices and focus on the underlying business performance.

Question: What tends to happen to the stock prices of a fundamentally strong company over the

long term?

Answer: Over the long term, a fundamentally strong company’s stock prices tend to appreciate,

thereby creating wealth for its investors.

Question: Can you provide examples of companies in the Indian market that have shown strong

growth?

Answer: Yes, examples from the Indian market include Infosys Limited, TCS Limited, Page Industries,

Eicher Motors, Bosch India, Nestle India, and TTK Prestige.

Question: What has been the average Compounded Annual Growth Return (CAGR) of these

companies?

Answer: Each of these companies has delivered an average of over 20% compounded annual growth

return (CAGR) year on year for more than 10 years.

Question: How long would it take an investor to double their money with a 20% CAGR?

Answer: At a 20% CAGR, an investor would double his money in roughly about 3.5 years.

Question: How does a higher CAGR impact wealth creation?

Answer: The higher the CAGR, the faster the wealth creation process. For instance, companies like

Bosch India Limited have delivered close to a 30% CAGR.

Question: What significance do the long-term charts of Bosch India, Eicher Motors, and TCS

Limited hold?

Answer: The long-term charts of Bosch India, Eicher Motors, and TCS Limited provide examples of

long-term wealth creation and emphasize the potential benefits of investing in fundamentally strong

companies in the Indian markets.

Question: Are Bosch India, Eicher Motors, and TCS Limited the only examples of companies

showing strong growth in the Indian market?



Answer: No, these are just 3 examples among many in the Indian markets that have showcased

significant growth and wealth creation over time.

Question: Why is it important to separate daily short-term noise in stock prices when considering

long-term investments?

Answer: It's essential to separate the daily short-term noise to concentrate on the underlying

business performance, which provides a more accurate indication of the company's potential

long-term growth and success.

Question: What is the key strategy in stock market investment?

Answer: The trick has always been to separate the investment-grade companies which create wealth

from the companies that destroy wealth.

Question: Do investment-grade companies and wealth destructors have distinguishing attributes?

Answer: Yes, all investment-grade companies have a few common attributes that set them apart.

Likewise, all wealth destructors have a few common traits which are clearly visible to an astute

investor.

Question: What technique helps in understanding these attributes for long-term investment?

Answer: Fundamental Analysis is the technique that gives you the conviction to invest for a long term

by helping you identify these attributes of wealth-creating companies.

Question: Can I be a fundamental analyst?

Answer: Of course, you can be. It is a common misconception that only chartered accountants and

professionals from commerce background can be good fundamental analysts. This is not true at all.

Question: Is it true that only chartered accountants and commerce professionals can become good

fundamental analysts?

Answer: No, it's a misconception. Anyone can become a fundamental analyst with the right skills.

Question: What does a fundamental analyst essentially do?

Answer: A fundamental analyst adds 2 and 2 to ensure it sums up to 4.

Question: What are the basic skills needed to become a fundamental analyst?

Answer: To become a fundamental analyst, you will need a few basic skills:

- Understanding the basic financial statements.

- Understanding businesses concerning the industry in which it operates.

- Basic arithmetic operations such as addition, subtraction, division, and multiplication.

Question: What is the objective of this module on Fundamental Analysis?

Answer: This module’s objective on Fundamental Analysis is to ensure that you gain the first two skill

sets: understanding the basic financial statements and understanding businesses concerning the

industry in which they operate.

Question: Why should I consider Fundamental Analysis when I'm already happy with Technical

Analysis?



Answer: Technical Analysis (TA) is beneficial for quick short-term returns and for timing the market

effectively. However, to create substantial wealth, you should consider making intelligent long-term

investments which are guided by Fundamental Analysis. While TA is useful for better entry and exit in

the short term, FA provides insights for long-term wealth creation. Ideally, both TA and FA should

coexist in your market strategy.

Question: What happened with the Eicher Motors stock between 2006 and 2010?

Answer: A market participant who identified Eicher Motors as a fundamentally strong stock and

invested in it in 2006 would have noticed that the stock made a relatively negligible move between

2006 and 2010. The significant movement in Eicher Motors began only from 2010. This means that a

FA-based investment in Eicher Motors did not yield any significant return between 2006 and 2010.

Question: How can Technical Analysis be beneficial during stagnant periods like with Eicher Motors

from 2006 to 2010?

Answer: During stagnant periods where a fundamentally strong stock doesn't yield significant

returns, Technical Analysis can help the investor take short-term trading bets. This enables them to

make returns even during periods when long-term investments aren't performing notably.

Question: What is the "Core Satellite Strategy" in capital allocation?

Answer: The "Core Satellite Strategy" is a capital allocation method where an investor's corpus is

split into two unequal parts. For instance, if there's a 60-40 split on a corpus of Rs.500,000/-, the 60%

(which is Rs. 300,000/-) can be invested in fundamentally strong stocks for the long term, making up

the core of the portfolio. This core is expected to grow at 12% to 15% CAGR annually. The remaining

40% (Rs. 200,000/-) is used for active short-term trading employing Technical Analysis techniques on

equities, futures, and options. This "Satellite" portfolio is anticipated to yield an absolute return of

10% to 12% annually.

Question: How much can one expect the core and satellite portfolios to yield annually?

Answer: One can expect the core portfolio to grow at a rate of 12% to 15% CAGR year on year.

Meanwhile, the satellite portfolio, which involves active short-term trading, can be expected to yield

an absolute return of 10% to 12% every year.

Question: What are the tools required for fundamental analysis?

Answer: The tools required for fundamental analysis include the company's annual report,

industry-related data, access to the news, and MS Excel.

Question: Why is industry-related data important for fundamental analysis?

Answer: Industry-related data is important as it helps to see how the company under consideration is

performing concerning the industry.

Question: Where can you source basic industry-related data?

Answer: Basic industry data is available for free and is usually published on the industry's association

website.

Question: How can one stay updated on the latest developments in the industry and specific

companies?



Answer: Daily News is essential to stay updated on the latest developments in the industry and the

company you are interested in. A good business newspaper or services such as Google Alert can

assist in keeping you informed.

Question: What is the outcome of investing in a company with good fundamentals?

Answer: Investment in a company with good fundamentals creates wealth.

Question: How does Fundamental Analysis differentiate between companies?

Answer: Using Fundamental Analysis, one can separate an investment-grade company from a junk

company.

Question: Do investment-grade companies and junk companies have specific traits?

Answer: Yes, all investment-grade companies exhibit a few common traits. Likewise, all junk

companies exhibit common traits.

Question: Should one rely solely on Fundamental Analysis for market strategy?

Answer: No, both technical analysis and fundamental analysis should coexist as a part of your market

strategy.

Question: What skills are necessary to become a fundamental analyst?

Answer: To become a fundamental analyst, one does not require any special skill. Common sense,

basic mathematics, and a bit of business sense are all that is required.

Question: What kind of approach is recommended for capital allocation?

Answer: A core-satellite approach to capital allocation is a prudent market strategy.

Chapter-2: I am really an investor?

Question: What is Fundamental Analysis (FA)?

Answer: Fundamental Analysis (FA) is a holistic approach to study a business.

Question: Why is it essential to understand a business from various perspectives when planning a

long-term investment?

Answer: When an investor wishes to invest in a business for the long term, such as 3 – 5 years, it

becomes essential to understand the business from various angles to separate the daily short-term

noise in stock prices and focus on the underlying business performance.

Question: What tends to happen to the stock prices of a fundamentally strong company over the

long term?

Answer: Over the long term, a fundamentally strong company’s stock prices tend to appreciate,

thereby creating wealth for its investors.



Question: Can you provide examples of companies in the Indian market that have shown strong

growth?

Answer: Yes, examples from the Indian market include Infosys Limited, TCS Limited, Page Industries,

Eicher Motors, Bosch India, Nestle India, and TTK Prestige.

Question: What has been the average Compounded Annual Growth Return (CAGR) of these

companies?

Answer: Each of these companies has delivered an average of over 20% compounded annual growth

return (CAGR) year on year for more than 10 years.

Question: How long would it take an investor to double their money with a 20% CAGR?

Answer: At a 20% CAGR, an investor would double his money in roughly about 3.5 years.

Question: How does a higher CAGR impact wealth creation?

Answer: The higher the CAGR, the faster the wealth creation process. For instance, companies like

Bosch India Limited have delivered close to a 30% CAGR.

Question: What significance do the long-term charts of Bosch India, Eicher Motors, and TCS

Limited hold?

Answer: The long-term charts of Bosch India, Eicher Motors, and TCS Limited provide examples of

long-term wealth creation and emphasize the potential benefits of investing in fundamentally strong

companies in the Indian markets.

Question: Are Bosch India, Eicher Motors, and TCS Limited the only examples of companies

showing strong growth in the Indian market?

Answer: No, these are just 3 examples among many in the Indian markets that have showcased

significant growth and wealth creation over time.

Question: Why is it important to separate daily short-term noise in stock prices when considering

long-term investments?

Answer: It's essential to separate the daily short-term noise to concentrate on the underlying

business performance, which provides a more accurate indication of the company's potential

long-term growth and success.

Question: What is the key strategy in stock market investment?

Answer: The trick has always been to separate the investment-grade companies which create wealth

from the companies that destroy wealth.

Question: Do investment-grade companies and wealth destructors have distinguishing attributes?

Answer: Yes, all investment-grade companies have a few common attributes that set them apart.

Likewise, all wealth destructors have a few common traits which are clearly visible to an astute

investor.

Question: What technique helps in understanding these attributes for long-term investment?

Answer: Fundamental Analysis is the technique that gives you the conviction to invest for a long term

by helping you identify these attributes of wealth-creating companies.



Question: Can I be a fundamental analyst?

Answer: Of course, you can be. It is a common misconception that only chartered accountants and

professionals from commerce background can be good fundamental analysts. This is not true at all.

Question: Is it true that only chartered accountants and commerce professionals can become good

fundamental analysts?

Answer: No, it's a misconception. Anyone can become a fundamental analyst with the right skills.

Question: What does a fundamental analyst essentially do?

Answer: A fundamental analyst adds 2 and 2 to ensure it sums up to 4.

Question: What are the basic skills needed to become a fundamental analyst?

Answer: To become a fundamental analyst, you will need a few basic skills:

- Understanding the basic financial statements.

- Understanding businesses concerning the industry in which it operates.

- Basic arithmetic operations such as addition, subtraction, division, and multiplication.

Question: What is the objective of this module on Fundamental Analysis?

Answer: This module’s objective on Fundamental Analysis is to ensure that you gain the first two skill

sets: understanding the basic financial statements and understanding businesses concerning the

industry in which they operate.

Question: Why should I consider Fundamental Analysis when I'm already happy with Technical

Analysis?

Answer: Technical Analysis (TA) is beneficial for quick short-term returns and for timing the market

effectively. However, to create substantial wealth, you should consider making intelligent long-term

investments which are guided by Fundamental Analysis. While TA is useful for better entry and exit in

the short term, FA provides insights for long-term wealth creation. Ideally, both TA and FA should

coexist in your market strategy.

Question: What happened with the Eicher Motors stock between 2006 and 2010?

Answer: A market participant who identified Eicher Motors as a fundamentally strong stock and

invested in it in 2006 would have noticed that the stock made a relatively negligible move between

2006 and 2010. The significant movement in Eicher Motors began only from 2010. This means that a

FA-based investment in Eicher Motors did not yield any significant return between 2006 and 2010.

Question: How can Technical Analysis be beneficial during stagnant periods like with Eicher Motors

from 2006 to 2010?

Answer: During stagnant periods where a fundamentally strong stock doesn't yield significant

returns, Technical Analysis can help the investor take short-term trading bets. This enables them to

make returns even during periods when long-term investments aren't performing notably.

Question: What is the "Core Satellite Strategy" in capital allocation?

Answer: The "Core Satellite Strategy" is a capital allocation method where an investor's corpus is

split into two unequal parts. For instance, if there's a 60-40 split on a corpus of Rs.500,000/-, the 60%

(which is Rs. 300,000/-) can be invested in fundamentally strong stocks for the long term, making up



the core of the portfolio. This core is expected to grow at 12% to 15% CAGR annually. The remaining

40% (Rs. 200,000/-) is used for active short-term trading employing Technical Analysis techniques on

equities, futures, and options. This "Satellite" portfolio is anticipated to yield an absolute return of

10% to 12% annually.

Question: How much can one expect the core and satellite portfolios to yield annually?

Answer: One can expect the core portfolio to grow at a rate of 12% to 15% CAGR year on year.

Meanwhile, the satellite portfolio, which involves active short-term trading, can be expected to yield

an absolute return of 10% to 12% every year.

Question: What are the tools required for fundamental analysis?

Answer: The tools required for fundamental analysis include the company's annual report,

industry-related data, access to the news, and MS Excel.

Question: Why is industry-related data important for fundamental analysis?

Answer: Industry-related data is important as it helps to see how the company under consideration is

performing concerning the industry.

Question: Where can you source basic industry-related data?

Answer: Basic industry data is available for free and is usually published on the industry's association

website.

Question: How can one stay updated on the latest developments in the industry and specific

companies?

Answer: Daily News is essential to stay updated on the latest developments in the industry and the

company you are interested in. A good business newspaper or services such as Google Alert can

assist in keeping you informed.

Question: What is the outcome of investing in a company with good fundamentals?

Answer: Investment in a company with good fundamentals creates wealth.

Question: How does Fundamental Analysis differentiate between companies?

Answer: Using Fundamental Analysis, one can separate an investment-grade company from a junk

company.

Question: Do investment-grade companies and junk companies have specific traits?

Answer: Yes, all investment-grade companies exhibit a few common traits. Likewise, all junk

companies exhibit common traits.

Question: Should one rely solely on Fundamental Analysis for market strategy?

Answer: No, both Technical analysis and fundamental analysis should coexist as a part of your market

strategy.

Question: What skills are necessary to become a fundamental analyst?



Answer: To become a fundamental analyst, one does not require any special skill. Common sense,

basic mathematics, and a bit of business sense are all that is required.

Question: What kind of approach is recommended for capital allocation?

Answer: A core-satellite approach to capital allocation is a prudent market strategy.

Chapter-3: Analyzing Annual Report of a Company.

Question: What is an Annual Report?

Answer: The annual report (AR) is a yearly publication by the company and is sent to the

shareholders and other interested parties. It is published by the end of the Financial Year, and all the

data in the annual report is dated to 31st March in India and 31st December in many other countries.

The AR is available on the company’s website (in the investor’s section) as a PDF document, or one

can contact the company to receive a hard copy.

Question: When is the annual report usually published?

Answer: The annual report is published by the end of the Financial Year.

Question: How can one access the annual report of a company?

Answer: The AR is usually available on the company’s website (in the investor’s section) as a PDF

document. Alternatively, one can contact the company to get a hard copy of the same.

Question: What significance does the information in the annual report hold?

Answer: Since the company’s annual report contains official data, whatever is mentioned in the AR is

assumed to be official. Any misrepresentation of facts in the annual report can be held against the

company.

Question: What does the annual report typically contain to vouch for the accuracy of its financial

data?

Answer: The annual report contains the auditor’s certificates (signed, dated, and sealed) certifying

the sanctity of the financial data included.

Question: Who are the primary audiences for the annual report?

Answer: Potential investors and the present shareholders are the primary audiences for the annual

report.

Question: How should investors treat the information found in media websites compared to the

annual report?

Answer: For an investor, the annual report should be the default option to seek information about a

company. While many media websites claim to provide financial information about the company,

investors should prioritize information directly from the annual report for reliability.

Question: Why might media websites misrepresent company information?

Answer: Media websites might not deliberately misrepresent company information, but they might

present it differently due to various reasons. For instance, while a company may include



‘depreciation’ in the expense side of P&L, the media website might list it under a separate header.

This can change the sequencing of data, even if the overall numbers remain the same.

Question: Why is it essential to be cautious while reading an annual report?

Answer: One needs to be cautious because there's a delicate balance between the company’s actual

facts and the marketing content that the company includes to influence the reader's perspective.

Question: Are all annual reports structured the same way?

Answer: No, no two annual reports are the same. They are crafted to suit the company’s

requirements, considering the industry they operate in. However, some sections are common across

various annual reports.

Question: What kind of information does the "Financial Highlights" section of annual report

contain?

Answer: The "Financial Highlights" section provides a bird’s eye view of the company’s financials for

the past year. It might present this information in tables or graphical displays and usually makes a

multi-year comparison of the operating and business metrics.

Question: What does the Financial Highlights section provide in a company's report?

Answer: The details in the Financial Highlights section are essentially an extract from its financial

statement. The company may also include some financial ratios they've calculated themselves.

Question: Why does the investor should not spend too much time on the Financial Highlights

section?

Answer: The investor should briefly looks through the Financial Highlights section to gain an overall

idea but prefers to calculate many of the ratios independently to gain a deeper clarity on the

company and its numbers.

Question: Which sections of the Annual Report does the investor should find quite important?

Answer: The investor finds the 'Management Statement' and 'Management Discussion & Analysis'

sections to be quite significant.

Question: Why are the 'Management Statement' and 'Management Discussion & Analysis' sections

essential to an investor?

Answer: These sections offer insights into what the company’s management thinks about their

business and the industry overall. Every word in these sections can be crucial for an investor or

potential investor, giving a sense of the company's qualitative aspects.

Question: What perspective does the 'Management Statement' provide?

Answer: In the 'Management Statement', sometimes referred to as the Chairman’s Message, an

investor receives an understanding of the top executive's viewpoint on the business. The content

usually offers a broad perspective on the positioning of the business.

Question: What does the investor look for when reading the 'Management Statement'?

Answer: The investor is keen to gauge the realism of the management, ensuring they are grounded

in reality. The author also checks if the management is transparent about their achievements and

failures.



Question: Can you provide an example the investor finds a discrepancy in the management's

statement?

Answer: Yes, the investor recalls reading the chairman’s message of a prominent tea manufacturing

company. The chairman mentioned a revenue growth of nearly 10%. However, historical data

indicated growth rates of 4-5%. This discrepancy made the investor question the alignment of the

top executive with the company's ground realities and led to a decision not to invest.

Question: What is the investor opinion about his decision not to invest in the mentioned tea

company?

Answer: Retrospectively, the investor feels that the decision not to invest in that tea company was

probably the right one.

Question: What is the significance of highlighting parts in the Annual Report of a company ?

Answer: Highlighting parts in the Annual Report, can emphasize interesting or crucial information.

The investor encourages readers to thoroughly review the entire message in the Annual Report to

grasp the full context.

Question: What is the significance of the 'Management Discussion & Analysis' section in the AR?

Answer: The 'Management Discussion & Analysis' or ‘MD&A’ is perhaps one of the most important

sections in the whole of AR. It provides insights into the company's perspectives on macroeconomic

trends, industry expectations, and specific performance metrics related to its business.

Question: What is the common starting point for the MD&A section?

Answer: The most standard way for any company to start the MD&A section is by talking about the

macro trends in the economy, discussing the overall economic activity of the country, and the

business sentiment across the corporate world.

Question: What do companies discuss if they have high exposure to exports in the MD&A section?

Answer: If the company has high exposure to exports, they often discuss global economic and

business sentiment.

Question: How does a company present its MD&A given its business interests?

Answer: If a company has both exports and domestic business interest. Then they discuss both these

angles in their AR.

Question: As a potential investor, why should I pay attention to the section on industry trends and

expectations for the upcoming year in the MD&A?

Answer: This section offers valuable insights into the company's viewpoint on potential challenges

and opportunities within their industry. By contrasting this section with information from peer

companies, you can gauge the competitive stance and strategic positioning of the company you're

considering investing in.

Question: Do companies discuss their future strategies in the MD&A?

Answer: Yes, some companies discuss their guidelines and strategies for the year ahead across the

various verticals in the MD&A section.

Question: After the MD&A, what other reports are typically included in the annual report?



Answer: After the 'Management Discussion & Analysis,' the annual report typically includes a series

of other reports such as – Human Resources report, R&D report, Technology report, etc.

Question: As a potential investor, what can I expect from the latter part of the MD&A section in

terms of the company's detailed discussions?

Answer: In the latter part of the MD&A section, after covering general topics related to the global

and domestic economy, as well as industry trends, the company provides a deeper dive into its

specific business aspects. This includes discussions on performance across various divisions, how the

current year's performance compares to the previous year, and the company often shares specific

performance numbers.

Question: Why might someone reading a manufacturing company's annual report be particularly

interested in the Human Resources report?

Answer: In the context of a manufacturing company, the Human Resources report can provide

insights into potential labour issues. If there are serious signs of labour issues, it could lead to the

factory being shut down, which is detrimental for its shareholders.

Question: How many financial statements are presented by the company in the Annual Report?

Answer: There are three financial statements that the company will present: The Profit and Loss

statement, The Balance Sheet, and The Cash flow statement.

Question: In what two forms do financial statements appear in the Annual Report?

Answer: The financial statements come in two forms: Standalone financial statement (or simply

standalone numbers) and Consolidated financial statement (or simply consolidated numbers).

Question: Why is it important to understand the difference between standalone and consolidated

numbers?

Answer: To understand the difference between standalone and consolidated numbers, we need to

understand a company’s structure, particularly its relationship with subsidiaries.

Question: Can you give an example of a company's shareholding complex structure?

Answer: In India CRISIL Limited’s shareholding structure is an example. Standard & Poor’s (S&P), a

US-based rating agency, holds a 51% stake in CRISIL, making S&P the ‘Holding company’ or the

‘Promoter’ of CRISIL. However, S&P itself is a 100% subsidiary of another company called ‘The

McGraw-Hill Companies’. Moreover, CRISIL fully owns another company called ‘Irevna’.

Question: How does the shareholding structure impact CRISIL's financial statements?

Answer: CRISIL's profitability is influenced by its subsidiaries. For instance, if CRISIL makes a loss but

its subsidiary Irevna makes a profit, the overall profitability of CRISIL would consider both these

figures. The consolidated financial statements would reflect this combined figure, while the

standalone would only reflect CRISIL's individual profitability.

Question: In the given hypothetical situation, if CRISIL has a loss of Rs.1000 Crs and Irevna has a

profit of Rs.700 Crs, what is the overall profitability of CRISIL?

Answer: The overall P&L of CRISIL would be (Rs.1000 Crs) + Rs.700 Crs = (Rs.300 Crs).



Question: How is CRISIL's loss affected by its subsidiary in the provided scenario?

Answer: Thanks to its subsidiary, Irevna, CRISIL’s loss is reduced to Rs.300 Crs instead of a massive

loss of Rs.1000 Crs.

Question: What do Standalone Financial statements represent?

Answer: Standalone Financial statements represent the company’s standalone numbers/financials

and do not include its subsidiaries’ financials.

Question: What do consolidated numbers include in the financial statements?

Answer: The consolidated numbers include the company's standalone financials and its subsidiaries'

financial statements.

Question: Which financial statements are preferable to get a better representation of a company's

financial position?

Answer: I personally prefer to look through the consolidated financial statements to represent the

company’s financial position better.

Question: What are the schedules of financial statements?

Answer: Schedules of financial statements provide detailed explanations for each particular item

mentioned in the main financial statement. When a company reports its financial statements, they

present the full statement first and then support it with detailed explanations. Each specific detail in

the financial statement is termed as a line item. These line items often have note numbers associated

with them, which are referred to as the 'Schedules' related to the financial statement.

Question: What is a line item in a financial statement?

Answer: A line item in a financial statement refers to a specific detail or entry. For instance, in the

balance sheet provided for a company, the first line item under "Equity and Liability" is the share

capital.

Question: How can an investor determine the breakdown or details of a particular line item?

Answer: To understand the details or breakdown of a particular line item, an investor needs to look

at the associated schedule or note number. For example, in a company's financial statement, the

share capital has an associated note number. By referring to this note or schedule, one can see how

the company arrived at the particular amount stated for that line item.

Question: What was the value of an example company share capital will consider further?

Answer: The value of example company share capital mentioned in the snapshot was Rs.17.081 Crs

(or Rs.170.81 Million).

Question: What purpose do the associated schedules serve in a financial statement?

Answer: The main financial statement provides a summary of the company's financial position, while

the associated schedules offer detailed insights about each line item. By looking into these

schedules, one can get a deeper understanding of how certain numbers or values were derived.

Question: Are financial statements challenging to understand for someone new to them?



Answer: While the terminology of financial statements, like "share capital," might seem confusing

initially, the statements are straightforward. With some time and exposure to the contents and

structure of these documents, anyone can learn to understand and interpret them effectively.

Question: What is the Annual Report (AR) of a company?

Answer: The Annual Report (AR) of a company is an official communication from the company to its

investors and other stakeholders.

Question: Why should investors consider the AR as a primary source of company information?

Answer: The AR is the best source to get information about the company; hence AR should be the

default choice for the investor to source company-related information.

Question: What kind of information does the AR provide about a company?

Answer: The AR contains many sections, with each section highlighting a certain aspect of the

business.

Question: Apart from the quantitative data, what else does the AR provide insights into?

Answer: The AR is also the best source to get information related to the qualitative aspects of the

company.

Question: Which section in the AR gives the management’s perspective on the overall economy

and industry outlook?

Answer: The management discussion and analysis is one of the most important sections in the AR. It

has the management’s perspective on the country’s overall economy, their outlook on the industry

they operate in for the year gone by, and what they foresee for the year ahead.

Question: How many financial statements are included in the AR?

Answer: The AR contains three financial statements – Profit & Loss Statement, Balance Sheet, and

Cash Flow statement.

Question: What is the difference between a standalone statement and a consolidated statement in

the AR?

Answer: The standalone statement contains the financial numbers of only the company into

consideration. However, the consolidated numbers contain the company and its subsidiaries financial

numbers.

Chapter-4: Analyzing P&L Statement.
Question: What are the two different perspectives from which one can think about financial

statements?

Answer: The two different perspectives are from the maker’s perspective and from the user’s

perspective.



Question: What tasks are involved in the preparation of financial statements by the maker?

Answer: The tasks involved are preparing ledger entries, matching bills and receipts, tallying the

inflows versus the outflows, and auditing.

Question: What is the primary objective of the maker when preparing financial statements?

Answer: The primary objective is to prepare transparent financial statements that best represent the

company’s true financial position.

Question: What skills are typically required to prepare financial statements?

Answer: The skills required usually include those developed through the rigour of a Chartered

Accountant’s training program.

Question: What is the main responsibility of the user of financial statements?

Answer: The user's main responsibility is to understand what the maker has prepared, read the

financial statements, and use them to make decisions.

Question: How is the distinction between the maker and user of financial statements compared in

the context?

Answer: The distinction is compared to Google where most people use Google without

understanding its complex search engine algorithm, similar to users of financial statements who

don't necessarily know the details of how they are prepared.

Question: Is it necessary for a fundamental analyst to be thorough with financial statement

preparation concepts?

Answer: No, while knowing the preparation concepts helps, it is not really required. A fundamental

analyst primarily needs to be the user and not the financial statement maker.

Question: What are the three main financial statements of a company?

Answer: The three main financial statements are The Profit and Loss statement, The Balance Sheet,

and The Cash flow statement.

Question: What is the Profit and Loss statement commonly referred to as?

Answer: The Profit and Loss statement is also popularly referred to as the P&L statement, Income

Statement, Statement of Operations, and Statement of Earnings. If you dont know this, you will get

confused when investor use different names all the times, that is one of the tricky thing in financial

world.

Question: What does the Profit and Loss statement depict?

Answer: The Profit and Loss statement shows what has transpired during a time period.

Question: What kind of information does the P&L statement report?

Answer: The P&L statement reports information on the revenue of the company for the given period

(yearly or quarterly), the expenses incurred to generate the revenues, tax and depreciation, and the

earnings per share number.

Question: Why is it important to understand every line item on the P&L statement?



Answer: Understanding every line item provides a comprehensive view of the company's financial

health, revenues, expenses, and other related financial metrics.

Question: What is meant by the top line of a company?

Answer: The top line of a company refers to the revenue side of the P&L statement. It is the first set

of numbers the company presents in the P&L.

Question: What does an example header of the P&L statement for a company indicate?

Answer: The header indicates that the statement of P&L is for the year ending March 31, 2014,

making it an annual statement and not a quarterly one. This statement pertains to the Financial Year

2013 – 2014, also referred to as the FY14 numbers.

Question: In what currency is the P&L statement denominated?

Answer: The P&L statement is denominated in Rupee Million in India and USD Million in USA.

Question: What is the equivalent of 1 Million Rupees?

Answer: 1 Million Rupees is equal to Ten Lakh Rupees.

Question: Where can one find notes associated with the main headings of the P&L statement?

Answer: The associated notes to the main headings of the statement can be found in the note

section, also known as the schedule. Each note has an associated number, referred to as the Note

Number.

Question: How do companies typically present their financial numbers in the statement in terms of

years?

Answer: By default, when companies report the numbers in the financial statement, they present the

current year number on the left-most column and the previous year number to the right.

Question: What does the "Sale of Products" refer to in the context of the battery company

described?

Answer: Since the company in question deals with batteries, the "Sale of Products" refers to the

Rupee value of all the battery sales the company has made during FY14.

Question: How much did the company sell in battery products during FY14?

Answer: The company sold batteries worth Rs.38,041,270,000/- or about Rs.3,804 Crore during FY14.

Question: How much were the sales of the company in the previous financial year, FY13?

Answer: The company sold batteries worth Rs.3,294 Cr in the previous financial year, i.e. FY13.

Question: What is the excise duty mentioned in the text?

Answer: The excise duty is the amount the company pays to the government, which is Rs.400 Crs in

this context.

Question: How does the excise duty affect the revenue of the company?

Answer: The revenue must be adjusted after considering the excise duty to arrive at the net sales.

Question: What are the net sales of example company for FY14 and FY13?



Answer: The net sales of example company are Rs.3403 Crs for FY14 and Rs.2943 Crs for FY13.

Question: Besides the sale of products, what is another source of revenue for the company?

Answer: Apart from the sale of products, the company also draws revenue from services, which

might be in the form of annual battery maintenance.

Question: How much revenue did the company earn from the sale of services for FY14?

Answer: The revenue from the sale of services stands at Rs.30.9 Crs for FY14.

Question: What does "other operating revenues" refer to?

Answer: "Other operating revenues" refers to revenues generated through the sale of products or

services that are incidental to the company’s core operations. In this context, it's Rs.2.1crs.

Question: How is the company’s total operating revenue calculated?

Answer: The company’s total operating revenue is the sum of revenue from Sale of products, Sale of

services, and Other operating revenues.

Question: What are the total operating revenues for FY14 and FY13?

Answer: The total operating revenue is reported at Rs.3436 Crs for FY14 and Rs.2959Crs for FY13.

Question: What was the revenue from the sale of storage batteries in the form of finished goods

for FY14 and FY13?

Answer: Sale of storage batteries in the form of finished goods for FY14 was Rs.3523 Crs and for

FY13, it was Rs.3036 Crs.

Question: What does "stock in trade" refer to?

Answer: Stock in trade refers to finished goods of the previous financial year being sold in the

current financial year.

Question: How is the net sales from sales of products adjusted?

Answer: Net sales from sales of products is adjusted for excise duty, which amounts to Rs.3403 Crs

for FY14, matching the number reported in the P&L statement.

Question: How is revenue from services presented in the notes?

Answer: The revenue from services is shown as Rs.30.9 Crs, which tallies with the number reported

in the P&L statement.

Question: What is the revenue from the "Sale of Process Scrap"?

Answer: The "Sale of Process Scrap" generated a revenue of Rs.2.1 Crs and is reported as "Other

operating revenue" since it is incidental to the operations of the company.

Question: How is the net revenue from operations calculated?

Answer: The net revenue from operations is calculated by adding all the revenue streams: Rs.3403

Crs + Rs.30.9 Crs + Rs.2.1 Crs, which equals Rs.3436 Crs.

Question: Does the company provide a split-up for FY13 as well?



Answer: Yes, a similar split-up for revenues is provided for FY13.

Question: What is the significance of 'Other Income' in the P&L statement?

Answer: Apart from net revenue from operations, the company reports 'Other Income' of Rs.45.5

Crs. Other income includes income that isn't related to the company’s main business such as interest

on bank deposits, dividends, insurance claims, royalty income, etc. A large 'other income' can be a

concern and might require further investigation.

Question: What is the total revenue for FY14?

Answer: The total revenue for FY14 is the sum of revenue from operations (Rs.3436 Crs) and other

income (Rs.45 Crs), amounting to Rs.3482 Crs.

Question: What does the financial statement convey about a company?

Answer: The financial statement provides information and conveys the financial position of the

company.

Question: What are the components of a complete set of financial statements?

Answer: A complete set of financial statements include the Profit & Loss Account, Balance Sheet, and

Cash Flow Statement.

Question: Who is a fundamental Analyst in the context of financial statements?

Answer: A fundamental Analyst is a financial statement user, and he needs to know what the maker

of the financial statements states.

Question: What information does the profit and loss statement provide?

Answer: The profit and loss statement gives the profitability of the company for the year under

consideration.

Question: Is the P&L statement final or can it be revised?

Answer: The P&L statement is an estimate, as the company can revise the numbers at a later point.

Question: How do companies typically present their P&L data?

Answer: By default, companies publish data for the current year and the previous year, side by side.

Question: What is another term for the revenue side of the P&L?

Answer: The revenue side of the P&L is also called the top line of the company.

Question: What constitutes the main source of revenue for a company?

Answer: Revenue from operations is the main source of revenue for the company.

Question: What does "other operating income" refer to?

Answer: Other operating income includes revenue incidental to the business.

Question: How is revenue from non-operating sources classified?

Answer: The other income includes revenue from non-operating sources.

Question: How is "net revenue from operations" calculated?



Answer: The sum of revenue from (operations less of duty) and other operating income gives the

“net revenue from operations”.

Question: What did we learn till now?

Answer: We had learnt about the revenues a company generates.

Question: What will we focus on related to the P&L statement?

Answer: We will look at the expense side of the Profit and Loss Statement along with the associated

notes.

Question: How are expenses generally classified?

Answer: Expenses are generally classified according to their function, which is also called the cost of

sales method or based on the expense’s nature.

Question: Where should an analysis of the expenses be shown?

Answer: An analysis of the expenses must be shown in the Profit and Loss statement or the notes.

Question: What does the first line item on the expense side represent?

Answer: The first line item on the expense side is ‘Cost of materials consumed’ which represents the

raw material cost that the company requires to manufacture finished goods.

Question: Is the cost of raw material consumed/raw material a significant expense for a company?

Answer: Yes, the cost of raw material consumed/raw material is the company’s largest expense.

Question: What was the expense for 'Cost of materials consumed' for FY14 and FY13?

Answer: This expense stands at Rs.2101 Crs for the FY14 and Rs.1760 Crs for the FY13.

Question: What details are provided in note number 19?

Answer: Note number 19 gives the associated details for the 'Cost of materials consumed' expense.

Question: What materials does the company use as mentioned in note 19?

Answer: The company uses lead, lead alloys, separators, and other items.

Question: How much do all the materials mentioned in note 19 add up to for the given year?

Answer: All of the materials mentioned in note 19 add up to Rs.2101 Crs.

Question: What do the line items 'Purchases of Stock in Trade' and ‘Change in Inventories of

finished goods, work-in-process & stock-in-trade’ refer to?

Answer: Both these line items are related to the company's stock and inventory dealings and are

associated with the same note (Note 20).

Question: What does 'Purchases of stock in the trade' mean?

Answer: Purchases of stock in the trade refer to all the purchases of finished goods that the company

buys to conduct its business.

Question: What is the monetary value of the 'Purchases of Stock in Trade' for the financial year

mentioned?



Answer: The 'Purchases of Stock in Trade' stands at Rs.211 Crs for the mentioned financial year.

Question: How do you define 'Change in the inventory of finished goods'?

Answer: Change in the inventory of finished goods refers to the costs of manufacturing incurred by

the company in the past, but the goods manufactured in the past were sold in the present/current

financial year.

Question: What does the figure (Rs.29.2) Crs for the FY14 in 'Change in Inventories of finished

goods' signify?

Answer: This stands at (Rs.29.2) Crs for the FY14. A negative number indicates that the company

produced more batteries in the FY14 than it managed to sell.

Question: How does the company account for producing more goods than it sold?

Answer: When the company produces more batteries than it sells, it deducts the cost incurred in

manufacturing the extra goods from the current year costs. However, when these extra products are

sold in the future, the company will add back this cost, which will then be included in the “Purchases

of Stock in Trade” line item.

Question: What is included in the "Employee Benefits Expense" line item on the expense side?

Answer: The "Employee Benefits Expense" line item includes expenses incurred in terms of salaries

paid, contributions towards provident funds, and other employee welfare expenses.

Question: How much was the “Employee Benefits Expense” for FY14?

Answer: The "Employee Benefits Expense" stands at Rs.158 Crs for the FY14.

Question: What percentage of its sales does a company generating Rs.3482 Crs spend on its

employees if the employee expense is Rs.158 Crs?

Answer: A company generating Rs.3482 Crs spends only 4.5% of its sales on its employees.

Question: What is the definition of "Finance Cost" or "Borrowing Costs"?

Answer: Finance cost is the interest and other costs that an entity incurs when it borrows funds. This

interest is paid to the company's lenders, which could be banks or private lenders.

Question: What was the company’s finance cost for FY14?

Answer: The company’s finance cost was Rs.0.7 Crs for the FY14.

Question: What are tangible and intangible assets?

Answer: A tangible asset has a physical form and offers economic value, such as laptops, cars,

machinery, buildings. In contrast, an intangible asset lacks a physical form but provides economic

value, like brand value, trademarks, copyrights, patents, and customer lists.

Question: How is the useful life of an asset defined?

Answer: Useful life is the period during which an asset can provide economic benefit to the

company.

Question: How is depreciation related to the useful life of an asset?

Answer: An asset, whether tangible or intangible, needs to be depreciated over its useful life.



Question: What was example company's earnings and expenditure related to the

high-performance computer server?

Answer: The example company generated Rs.100,000/- from the stockbroking business and incurred

Rs.65,000/- towards the purchase of a high-performance computer server with an expected

economic life of 5 years.

Question: What skews the earnings data for example company's in the provided example?

Answer: When comparing example company's earnings of Rs.100,000/- with an expenditure of

Rs.65,000/- for a computer server, the retained amount appears to be Rs.35,000/-. This skews the

earnings data for the current year and does not truly reflect the company’s genuine earning

capability.

Question: What is the reason for spreading the cost of an asset over its useful life?

Answer: The asset, even though purchased in a particular year, continues to provide economic

benefits over its useful life. Hence, it makes sense to spread the cost of acquiring the asset over its

useful life, rather than showing an upfront lump sum expense. This process is known as depreciation.

Question: How is the depreciation amount calculated for the server mentioned in the text?

Answer: The total cost of the server is Rs.65,000 and its useful life is 5 years. So, the depreciation

would be 65,000 divided by 5, which equals Rs.13,000. This amount would be depreciated every year

over the next five years.

Question: After accounting for depreciation, what would example company's earnings be?

Answer: After depreciation computation, example company's would show its earnings as Rs.100,000

minus Rs.13,000, which is Rs.87,000.

Question: How is the concept of depreciation applicable to non-tangible assets?

Answer: For non-tangible assets, the equivalent concept to depreciation is called amortization.

Question: If a company depreciates the cost of an asset over its useful life, how can an analyst

understand the actual cash outflow for the asset purchase?

Answer: Although the P&L might not capture the entire outflow at once due to depreciation, the

actual cash movement related to the asset purchase is captured in the cash flow statement.

Question: What information can be found in Note 23?

Answer: Note 23 provides details about the depreciation cost.

Question: What are included in the "other expenses" of Rs.434.6 Crs?

Answer: The "other expenses" include manufacturing, selling, administrative, and other expenses.

The details of these are mentioned in the note. For instance, company has an expense of Rs.27.5 Crs

on advertisements and promotional activities.

Question: How much has a company spent in total on the expense side of P&L?

Answer: Company has spent a total of Rs.2941.6 Crs on the expense side of P&L.

Question: What does "Profit before tax" refer to?



Answer: It refers to the net operating income after deducting operating expenses but before

deducting taxes and interest.

Question: How is Profit before Tax (PBT) calculated?

Answer: Profit before Tax = Total Revenues – Total Operating Expenses.

Question: What was the calculated Profit before Tax for given company using the given figures?

Answer: Using the figures, Profit before Tax was Rs.540.5 (calculated as Rs.3482 minus Rs.2941.6).

Question: What are exceptional items/extraordinary items in the context of a P&L statement?

Answer: Exceptional items/ extraordinary items are expenses occurring at one odd time for the

company, and the company does not foresee this as a recurring expense. Hence, they treat it

separately on the P&L statement.

Question: How much was the exceptional item/extraordinary item as mentioned ?

Answer: The exceptional item/extraordinary item was Rs.3.8 Crs.

Question: How is the profit calculated after deducting the exceptional item/extraordinary item?

Answer: The profit after deducting the exceptional item/extraordinary item is calculated as the

original Profit before Tax minus the exceptional item. Using the figures provided, it would be 540.5 –

3.88 = Rs.536.6 Crs.

Question: What is meant by net profit after tax?

Answer: After-tax, the net operating profit is the profit a company makes after deducting its tax

liability.

Question: Where is the profit after tax mentioned in financial statements?

Answer: The profit after tax is mentioned in the last part of the P&L (Profit and Loss) statement,

often referred to as the bottom line.

Question: How is profit after tax (PAT) derived?

Answer: To arrive at the profit after tax (PAT), one needs to deduct all applicable tax expenses from

the profit before tax (PBT). In other words, Net PAT = PBT – Applicable taxes.

Question: What does the term "current tax" refer to?

Answer: Current tax refers to the corporate tax applicable for a given year.

Question: How much was the total tax amount for the company based on the provided data?

Answer: All taxes together for the company amounted to Rs.169.21 Crs.

Question: What is the calculated profit after tax (PAT) from the given data?

Answer: The calculated profit after tax (PAT) from the data provided stands at Rs.367.4 Crs.

Question: How is the earnings per share (EPS) defined?



Answer: The earnings per share (EPS) indicates how much the company is earning per face value of

the ordinary share. It assesses the stewardship and management role performed by the company

directors and managers.

Question: How much is earning per share based on the data provided?

Answer: Company's is earning Rs.21.51 per share.

Question: What is the calculation to determine the earnings per share?

Answer: To determine the earnings per share, one must divide the total profit after tax by the

outstanding number of shares.

Question: How many shares are outstanding in the market for the company?

Answer: The company indicates that 17,08,12,500 shares are outstanding in the market.

Question: What is the calculated earnings per share based on the provided data and outstanding

shares?

Answer: Based on the data provided, the calculated earnings per share is Rs.21.5 per share, derived

from dividing Rs.367.4 Crs by 17,08,12,500.

Question: What can be done if one seeks greater clarity on the line items in the P&L statement?

Answer: Almost all line items in the P&L statement will have an associated note. You can always look

into these notes to seek greater clarity.

Question: Have we completed the analysis of the P&L statement till now?

Answer: No, we have only understood how to read the P&L statement. The analysis of what the

numbers mean will be done when financial ratios are discussed.

Question: How is the P&L statement related to other financial statements?

Answer: The P&L statement is closely connected with the other two financial statements, namely the

balance sheet and the cash flow statement.

Question: What does the P&L statement’s expense statement contain?

Answer: The P&L statement’s expense statement contains information on all the expenses incurred

by the company during the financial year.

Question: Can individual expenses on the P&L statement be explored in detail?

Answer: Yes, each expense can be studied concerning a note which you can explore for further

information.

Question: What do depreciation and amortization signify in financial terms?

Answer: Depreciation and amortization is a way of spreading the cost of an asset over its useful life.

Question: What does the cost of interest represent on the P&L statement?

Answer: The cost of interest represents the charges paid when the company borrows money for its

capital expenditure.

Question: How is PBT calculated?



Answer: PBT is calculated as Total Revenue – Total Expense – Exceptional items (if any).

Question: What is Net PAT?

Answer: Net PAT is PBT minus applicable taxes.

Question: How does EPS reflect a company's financial health?

Answer: EPS reflects the earning capacity of a company on a per-share basis. Earnings are profit after

tax and preferred dividends.

Question: How is the EPS calculated?

Answer: EPS is calculated as PAT divided by the total number of outstanding ordinary shares.

Chapter-5: Understanding Balance Sheet Statement

Question: What information does the P&L statement provide?

Answer: The P&L statement gives us information about the company’s profitability and discusses the

profitability for the financial year under consideration.

Question: How is the balance sheet different from the P&L statement in terms of the duration it

covers?

Answer: The P&L statement is standalone and discusses how the company performed in a particular

financial year. In contrast, the balance sheet is prepared on a flow basis, which means it has financial

information about the company right from the time it was incorporated, discussing how the

company has evolved financially over the years.

Question: What details does a balance sheet contain?

Answer: The balance sheet contains details about the assets, liabilities, and equity of a company.

Question: How is an asset defined?

Answer: An asset is a resource controlled by the company and is expected to have an economic value

in the future. Assets can be both tangible and intangible, like plants, machinery, cash, brands, and

patents.

Question: What are the two types of assets?

Answer: Assets are of two types: current and non-current.

Question: How is liability defined in the context of a company?

Answer: Liability represents the company’s obligation, which the company undertakes believing that

these obligations will provide economic value in the long run. In simple terms, it is the loan that the

company has taken and is obligated to repay.

Question: Can you provide some examples of liabilities?



Answer: Typical examples of obligation include short term borrowing, long term borrowing, and

payments due.

Question: How are liabilities categorized?

Answer: Liabilities are of two types: current and non-current.

Question: Why should the balance sheet always be balanced?

Answer: The balance sheet should always be balanced because everything that a company owns

(Assets) has to be purchased either from the owner’s capital or liabilities.

Question: How is the owner's capital or shareholders' equity determined in the context of a

balance sheet?

Answer: Owners Capital or Shareholders equity is the difference between the Assets and Liabilities. It

is also called the ‘Net worth’. It can be represented by the equation: Shareholders equity = Assets –

Liabilities.

Question: What are the two main sections of the balance sheet?

Answer: The balance sheet has two main sections: assets and liabilities.

Question: What do liabilities on a balance sheet represent?

Answer: The liabilities on a balance sheet represent the obligation of the company.

Question: Where is the shareholders' fund located on the balance sheet?

Answer: The shareholders' fund is located on the liabilities side of the balance sheet.

Question: Why do some people find the term "shareholders' fund" confusing in the context of the

balance sheet?

Answer: Many people find the term "shareholders' fund" confusing because, on one hand, liabilities

represent the company’s obligation, while on the other hand, the shareholders’ fund represents the

shareholders’ wealth. This seems counter-intuitive as the shareholders' funds are placed on the

'Liabilities' side of the balance sheet, even though they represent assets belonging to the

shareholders.

Question: How can shareholders' funds, which represent the shareholders’ wealth, appear on the

‘Liabilities’ side of the balance sheet?

Answer: Shareholders' funds appear on the 'Liabilities' side of the balance sheet because from the

company's perspective, these funds are an obligation payable to the shareholders. While the funds

belong to the shareholders and represent their wealth, they do not belong to the company itself.

Question: Why are shareholders' funds considered a liability and not an asset from the company's

perspective?

Answer: From the company’s perspective, the shareholders’ funds are an obligation payable to

shareholders’. Therefore, they are considered a liability because they represent amounts the

company owes to its shareholders.

Question: How should one perceive a company's financial statement to understand the placement

of shareholders' funds?



Answer: To understand the placement of shareholders' funds, one should view the entire company

as an individual entity separate from its shareholders. By doing this, you can appreciate that the

financial statements are a way for the company to communicate its financial well-being to the world.

The shareholders' funds, while belonging to the shareholders, do not belong to the company, and

hence, from the company's perspective, they are an obligation.

Question: What does the liabilities side of the balance sheet detail?

Answer: The liabilities side of the balance sheet details all the liabilities of the company.

Question: What are the three sub-sections within liabilities on the balance sheet?

Answer: The three sub-sections within liabilities are shareholders’ fund, non-current liabilities, and

current liabilities.

Question: What does the term 'share capital' refer to in the context of a fictional company issuing

shares for the first time?

Answer: Share capital refers to the total value of the shares issued by the company. For instance, if

Company ABC issues 1000 shares with each share having a face value of Rs.10 each, the share capital

would be Rs.10 x 1000 = Rs.10,000/-.

Question: How is the share capital for for a given company is defined?

Answer: For a given company, the share capital is Rs.17.081 Crs, as published in the Balance Sheet,

and the Face Value is Rs.1/-.

Question: How can you calculate the number of shares outstanding using the Face Value (FV) and

share capital?

Answer: The number of shares outstanding can be calculated using the formula: Number of shares =

Share Capital / FV.

Question: What is the number of shares outstanding in the case of given company?

Answer: In the case of of given company, the number of shares outstanding is 17,08,10,000 shares.

Question: What are 'Reserves and Surplus' on the Balance Sheet's liability side?

Answer: Reserves are usually money earmarked by the company for specific purposes, while the

surplus is where all the profits of the company reside.



Question: How much does the reserves and surplus for ARBL stand at?

Answer: The reserves and surplus for ARBL stand at Rs.1,345.6 Crs.

Question: What are capital reserves typically earmarked for?

Answer: Capital reserves are usually earmarked for long-term projects.

Question: Can capital reserves be distributed to shareholders?

Answer: The amount in capital reserves belongs to the shareholders, but cannot be distributed to

them.

Question: What is the Securities premium reserve/account?

Answer: The Securities premium reserve/account is where the premium over and above the shares’

face/par value sits. For ARBL, it's Rs.31.18 Crs under this reserve.

Question: What purpose does the General reserve serve?

Answer: The General reserve is where all the company’s accumulated profits, which are not yet

distributed to the shareholders, reside. The company can use this money as a buffer.

Question: How much does ARBL have in general reserves?

Answer: ARBL has Rs.218.4 Crs in general reserves.

Question: What does the surplus represent in the financial context?

Answer: The surplus holds the profits made during the year.



Question: What was the surplus amount as per the last year (FY13) balance sheet?

Answer: As per the last year (FY13) balance sheet, the surplus was Rs.829.8 Crs.

Question: How is the surplus for the current year (FY14) calculated?

Answer: The current year (FY14) profit of Rs.367.4 Crs is added to the previous year's closing balance

of surplus.

Question: How do the Profit & Loss statement and the balance sheet relate?

Answer: The bottom line of P&L interacts with the balance sheet. This highlights the fact that all

three financial statements are closely related.

Question: How does the balance sheet represent year-on-year data?

Answer: The balance sheet is prepared on a flow basis, adding the carrying forward numbers year on

year.

Question: What is the total amount of the surplus for the current year after adding last year's

balance and this year's profit?

Answer: Previous year’s balance plus this year’s profit adds up to Rs.1197.2 Crs.

Question: What is the purpose of transferring some amount from the surplus to general reserves?



Answer: A company transfers some money from the surplus to general reserves so that it will come

handy for future use.

Question: How much money was transferred to general reserves this year?

Answer: They have transferred close to Rs.36.7 Crs for this purpose.

Question: What amount was distributed as dividends this year?

Answer: After transferring to general reserves, they have distributed Rs.55.1 Crs as dividends.

Question: What amount was paid as dividend distribution taxes?

Answer: They have to pay Rs.9.3 Crs as dividend distribution taxes.

Question: What is the surplus amount as the closing balance for the year FY14?

Answer: After making the necessary apportions, the company has Rs.1095.9 Crs as surplus as closing

balance.

Question: What constitutes the Total Reserves and Surplus?

Answer: Total Reserves and Surplus = Capital reserve + securities premium reserve + general reserves

+ surplus for the year.

Question: What was the Total Reserves and Surplus for FY14 and FY13?

Answer: This stands at Rs.1345.6 Crs for the FY 14 against Rs.1042.7 Crs for the FY13.

Question: What makes up the total shareholders’ fund?

Answer: The total shareholders’ fund is a sum of share capital and reserves & surplus.

Question: Why is it called the 'shareholders funds' on the balance sheet’s liability side?

Answer: Since this amount on the balance sheet’s liability side represents the money belonging to

shareholders’, this is called the ‘shareholders funds’.

Question: What are non-current liabilities?



Answer: Non-current liabilities represent the long-term obligations, which the company intends to

settle/pay off not within 365 days/12 months of the balance sheet date. These obligations remain on

the books for several years.

Question: When are non-current liabilities generally settled?

Answer: Non-current liabilities are generally settled after 12 months following the reporting period.

Question: How many types of non-current liabilities does Amara Raja batteries Ltd have?

Answer: Amara Raja batteries Ltd has three types of non-current liabilities.

Question: What is the first line item within the non-current liabilities for Amara Raja batteries Ltd?

Answer: The first line item within the non-current liabilities for Amara Raja batteries Ltd is the

long-term borrowing, which is associated with note 4.

Question: Why is long-term borrowing significant in the balance sheet?

Answer: Long-term borrowing is one of the most important line items in the entire balance sheet as

it represents the amount of money that the company has borrowed through various sources. It is

also a key input when calculating certain financial ratios.

Question: What do 'Long term borrowings' refer to in the note Chart?

Answer: The 'Long term borrowings' in the note Chart refer to ‘interest-free sales tax deferment’.



Question: What is the meaning of 'interest-free sales tax deferment'?

Answer: Interest-free sales tax deferment is a tax incentive from the state government.

Question: Over what period does the company plan to settle the interest-free sales tax deferment?

Answer: The company plans to settle this amount over a period of 14 years.

Question: Why might some companies not have long term borrowings or debt?

Answer: Some companies might not have long term borrowings because either the banks are

refusing to lend to them, or the company might not be taking initiatives to expand its business

operations.

Question: What can be inferred if a company has high finance cost?

Answer: If the debt of the company is high, then the finance cost will also be high.

Question: What is 'Deferred Tax Liability'?

Answer: Deferred Tax Liability is a provision for future tax payments. It arises when a company

foresees a situation where it may have to pay additional taxes in the future, so they set aside some

funds for this purpose.

Question: Why might a company end up with a deferred tax liability?

Answer: This happens because of the difference in the way depreciation is treated as per the

Company’s act and Income tax. Deferred tax liability arises due to the treatment of depreciation.

Question: What are 'Long term provisions'?

Answer: Long term provisions are money set aside for employee benefits such as gratuity, leave

encashment, and provident funds.

Chapter-6: Current Liabilities.
Question: What are current liabilities?

Answer: Current liabilities are a company’s obligations which are expected to be settled within 365

days or less than 1 year.

Question: Why is the term 'Current' used in current liabilities?



Answer: The term ‘Current’ is used to indicate that the obligation will be settled soon, specifically

within a year.

Question: What does ‘non-current’ mean in terms of liabilities?

Answer: ‘Non-current’ refers to obligations that extend beyond 365 days.

Question: Can you provide an example of a current liability?

Answer: Yes, if you buy a mobile phone on EMI (via a credit card) and plan to repay your credit card

company within a few months, this becomes your ‘current liability’.

Question: What would be an example of a 'non-current liability'?

Answer: An example of a ‘non-current liability’ is when you buy an apartment by seeking a 15-year

home loan from a housing finance company.

Question: What are the typical line items within current liabilities?

Answer: In the context of ARBL’s current liabilities, there are 4 line items. One of them is the

short-term borrowings.

Question: What are short-term borrowings?

Answer: Short-term borrowings are short-term obligations of the company usually undertaken to

meet day-to-day cash requirements or working capital requirements.

Question: What do short-term borrowings in ARBL’s current liabilities mean?

Answer: For ARBL, the short-term borrowings are loans available from the State Bank of India and

Andhra Bank to meet their working capital requirements.



Question: What is the amount of short-term borrowing for ARBL?

Answer: The short-term borrowing for ARBL is kept at a low level, at just Rs.8.3Crs.

Question: What is meant by Trade Payable?

Answer: Trade Payable, also known as account payable, refers to obligations payable to vendors who

supply to the company.

Question: How much is the amount marked for Trade Payable?

Answer: The amount marked for Trade Payable is Rs.127.7 Crs.

Question: Who might be considered as vendors for a company?

Answer: The vendors could be raw material suppliers, utility companies providing services, stationery

companies, and others.

Question: What are 'Other current liabilities'?

Answer: ‘Other current Liabilities’ are obligations associated with the statutory requirements and

obligations that are not directly related to the company’s operations.

Question: What is the amount set aside for 'Other current liabilities'?

Answer: The amount set aside for 'Other current liabilities' is Rs.215.6 Crs.



Question: What are 'Short term provisions'?

Answer: Short term provisions are quite similar to long term provisions, which deal with setting aside

funds for employee benefits such as gratuity, leave encashment, provident funds, etc.



Question: How much is allocated to 'Short term provisions'?

Answer: The amount allocated to 'Short term provisions' is Rs.281.8 Crs.

Question: Are the notes associated with 'Short term Provisions' and the 'Long term provisions' the

same?

Answer: Yes, the note associated with ‘Short term Provisions’ and the ‘Long term provisions’ is the

same.

Question: What do the line items "short and long-term provisions" in a financial statement pertain

to?

Answer: These line items deal with the employee and related benefits.

Question: What should one do to understand the details of the line items in a financial statement?

Answer: One should always look at the associated note to run through the details.

Question: What part of the balance sheet have we examined?

Answer: We have looked through half of the balance sheet, which is broadly classified as the Balance

sheet’s Liabilities side.

Question: How is the "Total Liability" on a balance sheet calculated?

Answer: Total Liability = Shareholders’ Funds + Non Current Liabilities + Current Liabilities.

Question: What are the numerical values given for the Total Liability calculation?

Answer: Total Liability is calculated as 1362.7 (Shareholders’ Funds) + 143.03 (Non Current Liabilities)

+ 633.7 (Current Liabilities), which equals Rs.2139.4 Cars.



Question: What is a Balance Sheet also known as?

Answer: A Balance sheet is also called the Statement of Financial Position.

Question: What is the basis on which a Balance Sheet is prepared?

Answer: A Balance sheet is prepared on a flow basis that depicts the company’s financial position at

any given point in time.

Question: What does a Balance Sheet show?

Answer: A Balance Sheet shows what the company owns (assets) and what the company owes

(liabilities).

Question: When might a business need a Balance Sheet?

Answer: A business will generally need a balance sheet when it seeks investors, applies for loans,

submits taxes, etc.

Question: What is the Balance Sheet equation?

Answer: The Balance Sheet equation is Assets = Liabilities + Shareholders’ Equity.

Question: How are liabilities defined?

Answer: Liabilities are obligations or debts of a business from past transactions.

Question: What is Share capital?

Answer: Share capital is the number of shares multiplied by their face value.

Question: What are Reserves in a Balance Sheet?

Answer: Reserves are the funds earmarked for a specific purpose, which the company intends to use

in the future.

Question: Where do the profits of a company reside in a Balance Sheet?

Answer: The profits of the company reside in the surplus. This is where the balance sheet and the

P&L interact.

Question: How are dividends related to the surplus?



Answer: Dividends are paid out of the surplus.

Question: What constitutes Shareholders' equity?

Answer: Shareholders’ equity is the sum of Share capital, Reserves, and Surplus.

Question: How is equity defined in relation to a company's assets and liabilities?

Answer: Equity is the claim of the owners on the assets of the company. If you rearrange the Balance

Sheet equation, Equity = Assets – Liabilities.

Question: What are Non-current liabilities?

Answer: Non-current liabilities or the long-term liabilities are expected to be settled in not less than

365 days or 12 months of the balance sheet date.

Question: Why do Deferred tax liabilities arise?

Answer: Deferred tax liabilities arise due to the discrepancy in the way depreciation is treated. They

are amounts of income taxes payable in the future concerning taxable differences as per accounting

books and tax books.

Question: What are Current liabilities?

Answer: Current liabilities are the company’s obligations to settle within 365 days /12 months of the

balance sheet date.

Question: What do long and short term provisions typically deal with?

Answer: In most cases, both long and short term provisions are liabilities dealing with

employee-related matters.

Question: How is Total Liability calculated?

Answer: Total Liability = Shareholders’ Funds + Non-Current Liabilities + Current Liabilities. Thus, total

liabilities represent the total amount of money the company owes to others.

Chapter-7: Asset Side of Balance Sheet.
Question: What did we explore in the previous chapter concerning the balance sheet?

Answer: In the previous chapter, we looked at the liability side of the balance sheet in detail.

Question: What does the Asset side of the balance sheet represent?

Answer: The Asset side of the balance sheet shows us all the company’s assets (in different forms)

right from its inception.

Question: How can assets be defined in simple terms?

Answer: Assets in simple terms are the resources held by a company, which help in generating the

revenues.

Question: Are there any specific sections on the Asset side of the balance sheet?

Answer: Yes, the Asset side has two main sections, i.e. Non-current assets and Current assets.

Question: Do these sections on the Asset side contain further subdivisions or line items?



Answer: Yes, both the Non-current assets and Current assets sections have several line items (with

associated notes) included within.

Question: What are non-current assets?

Answer: Non-current assets refer to the company’s assets whose economic benefit is enjoyed over a

long period (beyond 365 days). These are assets owned by a company expected to provide economic

benefit over its useful life.

Question: How are non-current assets different from fixed assets?

Answer: Fixed assets are a subsection within non-current assets. They are assets, both tangible and

intangible, that the company owns and cannot be easily converted to cash or liquidated. While all

fixed assets are non-current assets, not all non-current assets are necessarily fixed assets.

Question: Can you provide examples of fixed assets?

Answer: Yes, typical examples of fixed assets include land, plant and machinery, vehicles, buildings,

etc. Intangible assets such as patents, copyrights, trademarks, and designs are also considered fixed

assets because they benefit companies over a long period of time.

Question: What are tangible assets?

Answer: Tangible assets are assets which have a physical form. These can be seen or touched.

Examples include plant and machinery, vehicles, buildings, fixtures, etc.

Question: How are intangible assets defined?

Answer: Intangible assets are assets which have an economic value but do not possess a physical

nature. This encompasses assets like patents, copyrights, trademarks, and designs.

Question: What is depreciation in the context of assets?

Answer: Depreciation is a method of spreading the cost of acquiring an asset over its useful life. It

reflects the reduction in the value of assets due to obsolescence, physical wear and tear. This

reduced value is known as the Depreciation expense and is reflected in the Profit and Loss Account

and the Balance Sheet.



Question: How is the Net Block of an asset calculated?

Answer: Net Block is calculated by subtracting Accumulated Depreciation from the Gross Block.

Formula: Net Block = Gross Block – Accumulated Depreciation.

Question: What does the term ‘Accumulated’ signify in Accumulated Depreciation?

Answer: The term ‘Accumulated’ is used to denote all the depreciation value of an asset since its

acquisition or incorporation.

Question: What is the reported value of tangible assets?

Answer: The tangible assets are reported at Rs.619.8 Crs.

Question: What is the reported value of intangible assets?

Answer: The intangible assets are reported at Rs.3.2 Crs.

Question: What does the company mean by reporting its Net block?

Answer: The company is reporting its Net block which is Net of Accumulated depreciation.

Question: Where can I find more details associated with fixed assets?

Answer: More details associated with fixed assets can be found in Note 10.

Question: What details are highlighted at the top of Note 10?

Answer: At the top of the note, the Gross Block, Depreciation/amortization, and Net block are

highlighted.



Question: Do the net block numbers in Note 10 match with the balance sheet?

Answer: Yes, the two net block numbers in Note 10 tally with what was mentioned in the balance

sheet. When we read tangible assets at Rs.619.8 Crs and Intangible assets at Rs.3.2 Crs, remember

the company is reporting its Net block, which is Net of Accumulated depreciation. Have a look at

Note 10, which is associated with fixed assets.

Question: What is listed under the 'Tangible assets' section in Note 10?

Answer: Under Tangible assets, there is a list of all the assets the company owns.

Question: How is 'Buildings' listed under the company's tangible assets?

Answer: The company has listed ‘Buildings’ as one of its tangible assets.

Question: What was the reported value of the building for the financial year ending 31st March

2013?

Answer: As of 31st March 2013 (FY13), ARBL reported the building’s value at Rs.93.4 Crs.

Question: How much value of building was added and deducted during FY14?

Answer: During FY14, the company added Rs.85.8Crs worth of building, classified as ‘additions

during the year’. They also wound up 0.668 Crs worth of building, classified as ‘deductions during the

year’.

Question: How do you calculate the current year value of the building based on the given details?

Answer: The current year value of the building is calculated as:

Previous year’s value of building + addition during this year – deduction during the year, which in this

case is 93.4 + 85.8 – 0.668 = 178.5Crs.



Question: How is the 'Net Block' calculated from the gross block?

Answer: The 'Net Block' is calculated by deducting the accumulated depreciation from the gross

block.

Question: How was the total depreciation for the year calculated for ARBL as of 31st March 2013

(FY13)?

Answer: As of 31st March 2013 (FY13), ARBL has depreciated Rs.17.2 Crs, to which they need to add

Rs.2.8 Crs belonging to the year FY14, adjust 0.376 Crs as the deduction for the year. Thus, the Total

Depreciation for the year is:-

Previous year’s depreciation value + Current year’s depreciation – deduction for the year

= 17.2 + 2.8 – 0.376



Total Depreciation= Rs.19.736 Crs.

Question: How is the net block derived after considering depreciation for ARBL?

Answer: The net block is derived by deducting the total depreciation from the gross block. For ARBL,

it is Rs.158.8 Crs (178.6 - 19.73).

Question: What are the items considered under the fixed assets section?

Answer: The items under the fixed assets section include the Total Net block number, Capital Work in

Progress (CWIP), and Intangible assets under development.

Question: What does CWIP stand for and what does it include?

Answer: CWIP stands for Capital Work in Progress. It includes buildings under construction,

machinery under assembly, etc., at the time of preparing the balance sheet. CWIP represents work

that is not yet complete but where capital expenditure has already been incurred.

Question: How is the treatment of an asset from CWIP changed once it is completed?

Answer: Once the construction process is done and the asset is put to use, the asset is moved from

CWIP to tangible assets (under fixed assets).

Question: What constitutes 'Intangible assets under development'?

Answer: 'Intangible assets under development' is similar to CWIP but for intangible assets. The work

in process could include patent filing, copyright filing, brand development, etc.

Question: What is the cost of 'Intangible assets under development' for ARBL?

Answer: The cost of 'Intangible assets under development' for ARBL is at a minuscule amount of 0.3

Crs.

Question: How is the total fixed cost of the company derived?

Answer: The total fixed cost of the company is derived by adding all the costs associated with

tangible and intangible assets, including those under development and in progress.



Question: What are the other line items besides fixed assets under non-current assets?

Answer: Besides the fixed assets, other line items under non-current assets include non-current

investments, long term loans and advances, and other non-current assets.

Question: What are non-current investments?

Answer: Non-current investments are investments made by ARBL with a long-term perspective.

These could include buying listed equity shares, taking a minority stake in other companies,

debentures, mutual funds, etc.

Question: What is the value of non-current investments made by ARBL?

Answer: The non-current investments made by ARBL stand at Rs. 16.07 Crs.

Question: What does the line item "long term loans and advances" entail?

Answer: Long term loans and advances are loans and advances given out by the company to other

group companies, employees, suppliers, vendors, etc.

Question: What is the value of long term loans and advances?

Answer: The long term loans and advances stand at Rs. 56.7 Crs.

Question: What are included in the 'Other Non-current assets' line item?

Answer: The 'Other Non-current assets' line item includes other miscellaneous long term assets.

Question: What is the value of 'Other Non-current assets'?

Answer: 'Other Non-current assets' is valued at Rs. 0.122 Crs.



Question: What are current assets?

Answer: Current assets are assets that can be easily converted to cash, and the company anticipates

consuming these assets within 365 days. They are the assets a company uses to fund its day-to-day

operations and ongoing expenses.

Question: What are the most common types of current assets?

Answer: The most common current assets are cash and cash equivalents, inventories, receivables,

short term loans and advances, and sundry debtors.



Question: How is "Inventory" defined in the context of current assets?

Answer: Inventory includes all the finished goods manufactured by the company, raw materials in

stock, and goods that are manufactured incompletely. Inventories are goods at various stages of

production and hence have not been sold. When any product is manufactured in a company, it

undergoes various raw material processes to transform from work in progress to finished good.

Question: How much is the inventory of ARBL valued at?

Answer: The inventory for ARBL stands at Rs.335.0 Crs.

Question: Which components of inventory hold the most value for ARBL?

Answer: A bulk of the inventory value for ARBL comes from ‘Raw material’ and ‘Work-in-progress’.

Question: What are 'Trade Receivables'?

Answer: ‘Trade Receivables’, also referred to as ‘Accounts Receivables’, represent the amount of

money that the company is expected to receive from its distributors, customers, and other related

parties.

Question: What is the value of trade receivables for ARBL?

Answer: The trade receivable for ARBL stands at Rs.452.7 Crs.

Question: What happens when a product is manufactured in a company?

Answer: When any product is manufactured in a company, it goes through various stages from raw

material processes to work in progress and then to the finished good.

Question: In the snapshot of Note 14 associated with the company's inventory, which categories

hold the bulk of the inventory value?

Answer: The bulk of the inventory value comes from 'Raw material' and 'Work-in-progress'.

Question: What are 'Trade Receivables' or 'Accounts Receivables'?



Answer: 'Trade Receivables' also referred to as 'Accounts Receivables', represents the amount of

money that the company is expected to receive from its distributors, customers, and other related

parties.

Question: What is the value of trade receivable for ARBL?

Answer: The trade receivable for ARBL stands at Rs.452.7 Crs.

Question: What are Cash and Cash equivalents?

Answer: Cash and Cash equivalents are the most liquid assets found in any company’s Balance sheet.

Cash comprises cash on hand and cash on demand. Cash equivalents are short-term, highly liquid

investments with a maturity date of fewer than three months from its acquisition date.

Question: How much does the Cash and Cash equivalents stand at?

Answer: Cash and Cash equivalents stand at Rs.294.5 Crs.

Question: How is the company's cash managed?

Answer: As per Note 16 associated with Cash and bank balances, the company has cash parked in

various types of accounts.

Question: What is included in short-term loans and advances?

Answer: Short-term loans and advances include various items such as advances to suppliers, loans to

customers, loans to employees, advance tax payments (income tax, wealth tax) etc.

Question: What is the value of short-term loans and advances?

Answer: The value of short-term loans and advances stands at Rs.211.9 Crs.



Question: What are the 'Other current assets'?

Answer: 'Other current assets' are assets which are not considered important, hence termed ‘Other’.

Question: How much is the value of 'Other current assets'?

Answer: The value of 'Other current assets' stands at Rs.4.3 Crs.

Question: How do you calculate the Total Assets of the company?

Answer: The Total Assets of the company is the sum of Fixed Assets and Current Assets.

Question: What is the total asset value of the company?

Answer: The total asset value of the company is Rs. 2139.441 Crs, which is exactly equal to the

liabilities of the company.

Question: What is the formula to calculate the Total Assets of a company?

Answer: The Total Assets of the company can be calculated as the sum of its Fixed Assets and Current

Assets.

Question: How does the Total Assets value compare to the company's liabilities?

Answer: The Total Assets value of Rs. 2139.441 Crs is exactly equal to the liabilities of the company.

Question: What is the equation that holds for ARBL’s balance sheet?

Answer: The equation that holds for ARBL’s balance sheet is: Asset = Shareholders’ Funds +

Liabilities.

Question: Have the balance sheet and the P&L statements been analyzed for quality in the recent

chapters?

Answer: No, over the last few chapters, only the inspection of the balance sheet and the P&L

statements was done, without analyzing if the numbers are good or bad.



Question: What will be discussed in the financial ratio analysis chapter?

Answer: In the financial ratio analysis chapter, we will analyze the data to infer if the numbers are

good or bad.

Question: Why is it essential to understand the interconnection between the Balance sheet and

the P&L statement?

Answer: It is essential because both these financial statements provide insights into the company's

financial health and performance, and understanding their interconnection helps in a comprehensive

analysis.

Question: How are the Balance Sheet and the P&L statement connected?

Answer: The Balance Sheet and the P&L statement are interconnected through various line items.

For instance, certain actions or events that affect the P&L also have corresponding impacts on the

Balance Sheet.



Question: What happens when a company makes a sale?

Answer: When a company makes a sale, it incurs expenses. These expenses, such as an

advertisement campaign, can decrease the cash balance. If the sale is made on credit, the

Receivables or Accounts Receivables go higher.

Question: What is included in the operating expenses?

Answer: Operating expenses include the purchase of raw material, finished goods, and other similar

expenses necessary for manufacturing goods.

Question: How are Trade payables (accounts payable) affected by company expenses?

Answer: When a company incurs operating expenses, if the purchase is on credit (which often is the

case), then the Trade payables or accounts payable go higher.

Question: How does inventory value change?

Answer: The Inventory level gets affected when a company incurs operating expenses. Whether the

inventory value is high or low depends on how much time the company needs to sell its products.

Question: What happens when companies purchase Tangible or Intangible assets?

Answer: When companies purchase Tangible assets or invest in Brand building exercises (Intangible

assets), the asset's purchase value is spread over its economic useful life. This action increases the

depreciation in the Balance sheet, which is cumulative and referred to as Accumulated depreciation.

Question: How is the Balance sheet's depreciation different from regular depreciation?

Answer: Depreciation in the Balance sheet is prepared on a flow basis and accumulates year on year.

It is referred to as the Accumulated depreciation.

Question: What constitutes "Other income" for a company?

Answer: Other income includes monies received in interest income, sale of subsidiary companies,

rental income, etc. Investment activities by companies can affect other incomes.

Question: What is the Finance Cost or Borrowing Cost?

Answer: When a company undertakes Debt, be it short term or long term, the company spends

money towards financing that debt. This money spent is termed as the Finance Cost or Borrowing

Cost.

Question: How does an increase in debt affect the Finance Cost?

Answer: When debt increases, the finance cost also tends to increase and vice versa.



Question: What happens to the Profit after tax (PAT) in relation to the company's financial

statements?

Answer: The Profit after tax (PAT) adds to the company’s surplus, which then becomes a part of the

Shareholders equity on the Balance Sheet.

Question: What does the Assets side of the Balance sheet display?

Answer: The Assets side of the Balance sheet displays all the assets the company owns.

Question: What is the expectation from assets in terms of economic benefit?

Answer: Assets are expected to give an economic benefit during its useful life.

Question: How are assets classified on the Balance sheet?

Answer: Assets are classified as Non-current and Current asset.

Question: What is the useful life of non-current assets?

Answer: The useful life of non-current assets is expected to last beyond 365 days or 12 months.

Question: Within what timeframe are Current assets expected to pay off?

Answer: Current assets are expected to pay off within 365 days or 12 months.

Question: What do you mean by the term ‘Gross Block’ in relation to assets?

Answer: Assets inclusive of depreciation are called the ‘Gross Block.’

Question: How is the Net Block calculated?

Answer: Net Block = Gross Block – Accumulated Depreciation.

Question: How do you determine if a Balance sheet is balanced?

Answer: The sum of all assets should equal the sum of all liabilities. Only then the Balance sheet is

said to have balanced.

Question: How are the Balance sheet and P&L statement related?

Answer: The Balance sheet and P&L statement are inseparable. They are connected in many ways.

Chapter-8: Cash Flow Statement Understanding

Question: What is the significance of the Cash flow statement?

Answer: The Cash flow statement is a significant financial statement as it reveals how much cash the

company is actually generating.

Question: Does the P&L statement reveal the same information as the Cash flow statement?



Answer: The P&L statement may give an indication of a company's revenues, but it doesn't

necessarily show the actual cash the company has in hand. The cash flow statement, on the other

hand, provides details on the actual cash position of the company.

Question: In the Tea shop example, how much income did the shop make for the day?

Answer: Assume a simple Tea shop selling Tea and short eats. All the shop’s sales are mostly on a

cash basis, meaning if a customer wants to have a cup of Tea and a snack, he needs to have enough

money to buy what he wants. On a particular day, assume the shop manages to sell Rs.2,500/- worth

of Tea and Rs.3,000/- worth of snacks. The shop’s income is Rs.5,500/- for that day. Rs.5,500/- is

reported as revenues in P&L, and there is no ambiguity with this.

The shop’s income for the day was Rs.5,500/-.

Question: For the business that sells laptops, if 5 of the 20 laptops were sold on credit, how would

the numbers appear?

Answer: Now think about another business that sells mobiles. For the sake of simplicity, let us

assume that the shop sells only 1 type of mobile at a standard fixed rate of Rs.25,000/- per mobile.

Assume on a certain day; the shop manages to sell 20 such mobiles. Clearly the revenue for the shop

would be Rs.25,000 x 20 = Rs.500,000/-. But what if 5 of the 20 mobiles were sold on credit? A credit

sale is when the customer takes the product today but pays the cash at a later point in time. In this

situation here is how the numbers would look:

Cash sale: 15 * 25000 = Rs.375,000/-

Credit sale: 5 * 25000 = Rs.125,000/-

Total sales: Rs.500,000/-

If this shop were to show its total revenue in its P&L statement, you would see revenue of

Rs.500,000/- which may seem good on the face of it. However, how much of this Rs.500,000/- is

actually present in the company’s bank account is not clear. What if this company had a loan of

Rs.400,000/- that had to be repaid urgently? Even though the company has a sale of Rs.500,000, it

has only Rs.375,000/- in its account. This means the company has a cash crunch, as it cannot meet its

debt obligations.

Question: If the mobile shop showed its revenue in the P&L statement as Rs.500,000/-, does it

indicate how much cash the company actually has?

Answer: No, the P&L statement would show the total revenue of Rs.500,000/-, but it wouldn't

specify that out of this, only Rs.375,000/- is present in the company’s bank account.

Question: What problem does a company face if it shows high revenues in its P&L but has less cash

in its bank account?

Answer: The company can face a cash crunch, meaning it might not be able to meet its immediate

financial obligations such as repaying a loan.

Question: What does the cash flow statement capture that the P&L doesn't?

Answer: The cash flow statement captures the actual cash position of the company, while the P&L

shows revenues and expenses.

Question: Why is evaluating the cash flow statement critical for a company?



Answer: Evaluation of the cash flow statement is highly critical as it reveals the true cash position of

the company, which is vital for understanding liquidity and meeting financial obligations.

Question: Is a company's financial performance solely dependent on the profits earned?

Answer: No, a company’s financial performance is not just dependent on the profits earned, but

more realistically on its liquidity or cash flows.

Question: What is the significance of understanding a company's activities before delving into its

cash flow statement?

Answer: Before understanding the cash flow statement, it is important to comprehend 'the activities'

of a company. Recognizing the different business activities of a company gives a clear insight into

where the company is investing its money, how it is raising funds, and the operational tasks it is

performing on a day-to-day basis.

Question: How can a company's activities be classified?

Answer: A company's activities can be classified under one of the three standard baskets.

Question: If we consider a fitness centre with a sound corporate structure, like Talwalkars or Gold’s

Gym, what are some of its typical business activities?

Answer: The typical business activities of a well-established fitness centre include:

● Displaying advertisements to attract new customers.

● Hiring fitness instructors to assist clients in their workouts.

● Purchasing new fitness equipment to replace older ones.

● Seeking short-term loans from bankers.

● Issuing certificates of deposit for raising funds.

● Issuing new shares to known acquaintances to raise capital for expansion, often termed as

preferential allotment.

● Investing in startups focusing on innovative fitness routines.

● Parking surplus funds in fixed deposits.

● Investing in new buildings or spaces to expand or open new fitness centres in the future.

● Upgrading internal amenities, like the sound system, for a better workout experience for

clients.

Question: What is a preferential allotment in terms of business activities?

Answer: Preferential allotment refers to the issuance of new shares to a select group of people, often

known friends or acquaintances, with the intention of raising fresh capital for expansion or other

business needs.

Question: How might a fitness centre utilize its excess funds?

Answer: A fitness centre may park its excess money in fixed deposits or invest in opportunities like

new buildings in the vicinity with plans to open a new centre in the future.

Question: Why might a fitness centre consider upgrading its sound system?

Answer: Upgrading the sound system can enhance the workout experience for clients, providing a

more motivating and enjoyable environment.

Question: What are the different types of business activities?



Answer: The different types of business activities mentioned are Operational activities, Investing

activities, and Financing activities.

Question: How can Operational activities (OA) be defined?

Answer: Operational activities (OA) are related to the daily core business operations. Typical

operating activities include sales, marketing, manufacturing, technology upgrade, resource hiring,

etc.

Question: What encompasses Investing activities (IA)?

Answer: Investing activities (IA) pertain to investments that the company makes intending to reap

benefits at a later stage. Examples include parking money in interest-bearing instruments, investing

in equity shares, investing in land, property, plant and equipment, intangibles, and other non-current

assets.

Question: What do Financing activities (FA) involve?

Answer: Financing activities (FA) relate to all financial transactions of the company. This includes

distributing dividends, paying interest to service debt, raising fresh debt, and issuing corporate

bonds.

Question: Can any business activity performed by a legitimate company fall outside of the three

categories mentioned?

Answer: No, all activities a legitimate company performs can be classified under one of the three

mentioned categories: Operational, Investing, and Financing activities.

Question: How are the activities classified?

Answer: The activities are classified into three categories or baskets: OA, FA, and IA.

Question: What does "OA" stand for in the classification of activities?

Answer: "OA" stands for Operational Activities.

Question: Which activities are classified under Operational Activities (OA)?

Answer: The activities classified under Operational Activities (OA) are:

- Display advertisements to attract new customers.

- Hire fitness instructors to help customers with their fitness workout.

- Buy new fitness equipment to replace worn-out equipment.

- Upgrade the sound system for better workout experience.

Question: What is the significance of "FA" in the activity classification?

Answer: "FA" denotes Financial Activities.

Question: Which activities are categorized as Financial Activities (FA)?

Answer: The activities categorized as Financial Activities (FA) are:

- Seek a short term loan from bankers.

- Issue a certificate of deposit (CD) for raising funds.



- Issue new shares to few known friends to raise fresh capital for expansion (also called

preferential allotment).

Question: What activities are classified under the category "IA"?

Answer: "IA" stands for Investment Activities. The activities under this category are:

- Invest in a startup company working towards innovative fitness regimes.

- Park excess money (if any) in fixed deposit.

- Invest in a building coming up in the neighbourhood for opening a new fitness centre

sometime in the future.

Question: How does upgrading the sound system impact the company's cash balance?

Answer: Upgrading the sound system means the company has to pay money towards purchasing a

new sound system. Hence, the cash balance decreases.

Question: How is the new sound system treated in terms of the company's assets?

Answer: The new sound system will be treated as a company asset.

Question: How does expenditure on advertisement impact the cash balance and the balance

sheet?

Answer: The cash balance decreases and it's treated as an asset on the balance sheet because it

increases the brand value.

Question: What is the financial implication of spending on recruits?

Answer: The cash balance decreases. On the balance sheet, it's treated as an asset as it increases the

company’s intellectual capital.

Question: How does buying new equipment affect our financials?

Answer: The cash balance decreases. On the balance sheet, it's treated as an asset.

Question: What is the effect on cash balance and balance sheet when a loan is taken?

Answer: The cash balance increases and the loan is treated as a liability on the balance sheet.



Question: How do deposits via CD influence our cash position and balance sheet standing?

Answer: The cash balance increases. On the balance sheet, the CD is considered a liability.

Question: What is the financial impact of issuing fresh capital?

Answer: The cash balance increases. On the balance sheet, it's treated as a liability as share capital

increases.

Question: How does investing in a startup impact the cash balance and the balance sheet?

Answer: The cash balance decreases and the investment is considered an asset on the balance sheet.

Question: What happens financially when money is parked in an FD?

Answer: The cash balance decreases. On the balance sheet, it is equivalent to cash and hence

considered an asset.

Question: How does an investment in a building affect the company's cash and assets?

Answer: The cash balance decreases. On the balance sheet, the building is part of the gross block

and considered an asset.

Question: How does expenditure towards a sound system impact our financials?

Answer: The cash balance decreases. On the balance sheet, it's treated as an asset.

Question: What happens to the cash balance when the liabilities of the company increase?

Answer: Whenever the liabilities of the company increases, the cash balance also increases.

Question: What can be inferred about the cash balance when the liabilities of the company

decrease?

Answer: If the liabilities decrease, the cash balance also decreases.

Question: How does an increase in the assets of the company affect the cash balance?

Answer: Whenever the asset of the company increases, the cash balance decreases.

Question: What is the impact on the cash balance when the assets of the company decrease?

Answer: If the assets decrease, the cash balance increases.

Question: What is the key concept derived from observing the correlation between 'Cash Balance'

and 'Asset/Liability'?

Answer: The key concept derived is that the correlation between 'Cash Balance' and 'Asset/Liability'

plays a significant role while constructing a cash flow statement.

Question: What are the three types of activities every company engages in with respect to cash?

Answer: Each company’s activity is its operating activity, financing activity, or investing activity.

Question: How do these activities affect the company's cash balance?

Answer: These activities either produce cash (net increase in cash) or reduce (net decrease in cash)

the cash for the company.



Question: How is the total cash flow for the company calculated?

Answer: Cash Flow of the company = Net cash flow from operating activities + Net Cash flow from

investing activities + Net cash flow from financing activities.

Question: What is the significance of the cash flow statement?

Answer: The cash flow statement provides insight into a company's cash perspective, revealing how

much cash the company has generated or used across various business activities.

Question: How do companies typically present their cash flow statements?

Answer: Companies typically split their cash flow statement into three segments to explicitly show

how much cash has been generated or used across three primary business activities.

Question: What does a positive cash flow from operating activities indicate?

Answer: A company with a positive cash flow from operating activities is often a sign of financial

well-being, indicating that the company is generating more cash than it's spending in its regular

operations.

Question: In the example of Amara Raja Batteries Limited (ARBL), how much cash was generated

from operating activities?



Answer: ARBL generated Rs.278.7 Crs from its operating activities.

Question: How much cash did ARBL consume in its investing activities?

Answer: ARBL consumed Rs.344.8 Crs in its investing activities.

Question: Why is it intuitive that investing activities consume cash?

Answer: It is intuitive as investing activities typically involve expenditure such as buying assets or

making long-term investments, which tend to use up cash.

Question: What do healthy investing activities indicate to an investor?

Answer: Healthy investing activities suggest to the investor that the company is committed to its

business expansion and growth.

Question: How much cash did ARBL consume from financing activities?

Answer: ARBL consumed Rs.53.1 Crs through its financing activities.

Question: What was a significant use of the money in ARBL's financing activities?

Answer: A significant use of the money in ARBL's financing activities was for paying dividends.

Question: If ARBL takes on new debt in the future, how would it affect the cash balance?

Answer: If ARBL takes on new debt in the future, it would increase the cash balance because an

increase in liabilities (like taking on new debt) leads to an influx of cash.

Question: Did ARBL undertake any new debt as per the balance sheet?

Answer: No, according to the balance sheet, ARBL did not undertake any new debt.

Question: What was the cash flow from operating activities in the financial year 2013-14?

Answer: The cash flow from operating activities in the financial year 2013-14 was Rs. 278.7 Crores.



Question: How much cash was used in investing activities during the financial year 2013-14?

Answer: Rs. 344.8 Crores were used in investing activities during the financial year 2013-14.

Question: What was the cash flow from financing activities in the year 2012-13?

Answer: The cash flow from financing activities in the year 2012-13 was Rs. (34.96) Crores.

Question: What was the total cash flow for the company in the financial year 2013-2014?

Answer: The company consumed a total cash of Rs.119.19 Crs for the financial year 2013-2014.

Question: How much total cash did the company generate through all its activities in the financial

year 2012-13?

Answer: The company generated Rs.179.986 Crs through all its activities in the financial year

2012-13.

Question: What was the opening balance of cash for the year 2013-14?

Answer: The opening balance for the year 2013-14 was Rs.409.46 Crs.

Question: How is the opening balance for the year 2013-14 determined?

Answer: The opening balance for the year 2013-14 happens to be the closing balance for the

previous year.

Question: How was the company's total cash position for the year 2013-14 calculated?

Answer: The company’s total cash position for the year 2013-14 was calculated by adding the

opening balance to the current year’s cash equivalents (Rs.119.19 Crs) along with a minor forex

exchange difference of Rs.2.58 Crs, resulting in a total of Rs.292.86 Crs.

Question: What will be the opening balance for the financial year 2014-15?

Answer: The closing balance of 2013-14 will now be the opening balance for the FY 2014-15.

Question: When can we expect ARBL to provide its cash flow numbers for the year ended 31st

March 2015?

Answer: You can watch out for this information when ARBL provides its cash flow numbers for the

year ended 31st March 2015.

Question: What does Rs.292.86 Crs actually state?



Answer: This literally shows how much cash ARBL has in its various bank accounts.

Question: What is cash?

Answer: Cash comprises cash on hand and demand deposits. Obviously, this is a liquid asset of the

company.

Question: What are liquid assets?

Answer: Liquid assets are assets that can be easily converted to cash or cash equivalents.

Question: Are liquid assets similar to ‘current items’ that we looked at in the Balance sheet?

Answer: Yes, you can think of it that way.

Question: If cash is current and cash is an asset, shouldn’t it reflect under the Balance sheet’s

current asset?

Answer: Exactly and here it is. Look at the balance sheet extract below.

Question: How do the cash flow statement and the balance sheet relate to each other?

Answer: We can infer that the cash flow statement and the balance sheet interact with each other.

This means that all the three financial statements are interconnected.

Question: What are the three important financial statements discussed?

Answer: The three important financial statements discussed are the P&L statement, the Balance

Sheet, and the Cash Flow statement.

Question: How are the Cash Flow and P&L statements prepared in terms of representation?

Answer: The Cash Flow and P&L statements are prepared on a standalone basis, representing the

given year’s financial position.

Question: How is the Balance Sheet prepared in terms of its basis?

Answer: The Balance Sheet is prepared on a flow basis.

Question: What does the P&L statement indicate?



Answer: The P&L statement discusses how much the company earned as revenues versus how much

the company expended in terms of expenses. It also incorporates the depreciation number, which is

carried forward to the balance sheet.

Question: Where are the company's retained earnings or surplus carried forward to?

Answer: The company’s retained earnings, also called the surplus of the company, are carried

forward to the balance sheet.

Question: What details does the Balance Sheet provide?

Answer: The Balance Sheet details the company’s assets and liabilities. It represents the

shareholders' funds on the liabilities side, and it should always have assets equal to liabilities for it to

be balanced. One key detail is the cash and cash equivalents, which shows how much money the

company has in its bank account.

Question: What does the cash flow statement provide information about?

Answer: The cash flow statement provides information about the entity’s ability to generate cash

and cash equivalents. It indicates the cash needs of a company and classifies cash flows into

operating, financing, and investing activities. The final number tells how much money the company

has in its bank account.

Question: Have the discussions so far included how to analyze the numbers in the financial

statements?

Answer: No, we have looked into how to read the financial statements and what to expect from each

of them, but have not ventured into how to analyze these numbers yet.

Question: What is one of the methods to analyze the financial numbers?

Answer: One of the ways to analyze the financial numbers is by calculating a few important financial

ratios.

Question: What does the Cash flow statement indicate about a company?

Answer: The Cash flow statement gives us a picture of the true cash position of the company.

Question: What are the three main activities of a legitimate company?

Answer: A legitimate company has three main activities – operating activities, investing activities,

and the financing activities.

Question: How do these activities impact a company's money?

Answer: Each activity either generates or drains money for the company.

Question: How is the company’s net cash flow determined?

Answer: The company’s net cash flow is the sum of operating activities, investing activities, and

financing activities.

Question: Which part of the Cash flow statement should investors focus on?

Answer: Investors should specifically look at the cash flow from operating activities of the company.

Question: How does an increase in liabilities affect the cash level of a company?



Answer: When the liabilities increase, cash level increases and vice versa.

Question: What happens to the cash level when assets increase?

Answer: When the assets increase, cash level decreases and vice versa.

Question: Is the net cash flow number reflected anywhere else apart from the Cash flow

statement?

Answer: The net cash flow number for the year is also reflected in the balance sheet.

Question: Why is the Statement of Cash flow significant to a company’s financial statements?

Answer: The Statement of Cash flow is a useful addition to a company’s financial statements because

it indicates the company’s performance.

Chapter-9: The Financial Ratio Analysis.

Question: What are we focusing on after understanding how to read financial statements?

Answer: We are focusing on analyzing these financial statements using 'Financial Ratios'.

Question: Who made the theory of financial ratios popular?

Answer: The theory of financial ratios was made popular by Benjamin Graham.

Question: Who is Benjamin Graham known as in the realm of financial analysis?

Answer: Benjamin Graham is popularly known as the fundamental analysis father.

Question: How does a typical financial ratio get its value?

Answer: A typical financial ratio utilizes data from the financial statement to compute its value.

Question: Does a financial ratio of a company on its own convey a lot of information?

Answer: On its own merit, the financial ratio of a company conveys very little information.

Question: If Ultratech Cements Limited has a profit margin of 15%, is that information enough to

gauge its performance?

Answer: No, the 15% profit margin on its own isn't enough. It becomes more meaningful when

compared to similar companies, like ACC Cement's profit margin of 12%.

Question: Why is it important to compare financial ratios?

Answer: Financial Ratios often make sense only when compared with another company of a similar

size or when analyzed against the financial ratio trend.

Question: What should we do once the ratio is computed?

Answer: Once the ratio is computed, it must be analyzed either by comparison or tracking the ratio’s

historical trend to derive the best possible inference.



Question: What is a potential challenge while computing ratios among different companies or

years?

Answer: Accounting policies may vary across companies and different financial years. A fundamental

analyst should be aware of this and adjust the data accordingly before computing the financial ratio.

Question: What are the broad categories into which financial ratios can be classified?

Answer: Financial ratios can be ‘somewhat loosely’ classified into different categories: Profitability

Ratios, Leverage Ratios, Valuation Ratios, and Operating Ratios.

Question: What do Profitability Ratios indicate?

Answer: The Profitability ratios help the analyst measure the profitability of the company. They

convey how well the company can perform in terms of generating profits. The profitability of a

company also signals the competitiveness of the management. Profits are needed for business

expansion and to pay dividends to its shareholders, making a company’s profitability an important

consideration.

Question: How are Leverage Ratios also known?

Answer: The Leverage ratios are also referred to as solvency ratios or gearing ratios.

Question: What do Leverage Ratios measure?

Answer: Leverage ratios measure the company’s ability (in the long term) to sustain its day-to-day

operations. They assess the extent to which the company uses debt to finance growth. These ratios

help us understand the company’s long-term sustainability by keeping its obligations in perspective.

Question: What information do Valuation Ratios provide?

Answer: The Valuation ratios compare the company’s stock price with either the profitability of the

company or the company’s overall value. This gives a sense of how cheap or expensive the stock is

trading. In essence, the valuation ratio helps analyze whether the company’s current share price is

perceived as high or low.

Question: How do Valuation Ratios help in understanding the stock's value?

Answer: The valuation ratio compares the cost of security with the perks of owning the stock,

helping investors determine if the stock is priced high or low.

Question: What do Operating Ratios measure?

Answer: The Operating Ratios, also called the ‘Activity Ratios’, measure the efficiency at which a

business can convert its assets (both current and noncurrent) into revenues. This ratio helps us

understand the efficiency of the company's management. That's why Operating Ratios are

sometimes termed as the ‘Management Ratios’.

Question: Why is it challenging to strictly classify financial ratios?

Answer: Strictly speaking, ratios, irrespective of the category they belong to, convey a particular

message, usually related to the company’s financial position. For example, the ‘Profitability Ratio’ can

convey the company’s efficiency, typically measured by the ‘Operating Ratio’. Due to such overlaps, it

becomes difficult to classify these ratios, leading to their ‘somewhat loosely’ classification.

Question: What are the Profitability Ratios?



Answer: The Profitability Ratios refer to a set of ratios that include EBITDA Margin, EBITDA Growth,

PAT Margin, PAT Growth, Return on Equity, Return on Asset, and Return on Capital Employed.

Question: What does the EBITDA Margin represent?

Answer: EBITDA Margin, also known as Operating Profit Margin, represents a company's operating

profit as a percentage of its total revenue.

Question: What is meant by EBITDA Growth?

Answer: EBITDA Growth denotes the Compound Annual Growth Rate (CAGR) of a company's EBITDA

over a specific period.

Question: What is PAT Margin?

Answer: PAT Margin stands for Profit After Tax Margin. It is the ratio that shows a company's net

profit as a percentage of its total revenue.

Question: How is PAT Growth defined?

Answer: PAT Growth refers to the Compound Annual Growth Rate (CAGR) of a company's Profit After

Tax over a specific duration.

Question: Can you explain Return on Equity (ROE)?

Answer: Return on Equity (ROE) is a measure of profitability that calculates how many dollars of

profit a company generates with each dollar of shareholders' equity.

Question: What does Return on Asset (ROA) indicate?

Answer: Return on Asset (ROA) measures a company's ability to generate earnings from its assets. It

is calculated as the net income produced by total assets during the period.

Question: What is the significance of Return on Capital Employed (ROCE)?

Answer: Return on Capital Employed (ROCE) is a profitability ratio that determines the efficiency

with which a company can generate profits from its capital employed. It provides a measure of how

effectively a company uses its capital to generate returns.

Question: What does EBITDA Margin indicate about a company?

Answer: The Earnings before Interest Tax Depreciation & Amortization (EBITDA) margin indicates the

efficiency of the management. It tells us how efficient the company’s operating model is. EBITDA

Margin reveals how profitable (in percentage terms) the company is at an operating level.

Question: Why is it useful to compare a company's EBITDA margin with its competitor's?

Answer: Comparing the company’s EBITDA margin versus its competitor gives a sense of the

management’s efficiency in terms of managing their expenses.

Question: How is EBITDA calculated?

Answer: EBITDA is calculated using the formula:

EBITDA = [Operating Revenues –(minus) Operating Expense].

Where Operating Revenues = [Total Revenue – (minus) Other Income]



and Operating Expense = [Total Expense – (minus) Finance Cost –(minus) Depreciation &

Amortization].

Question: How is the EBITDA Margin derived?

Answer: The EBITDA Margin is derived using the formula: EBIDTA Margin = EBITDA / [Total Revenue –

Other Income].

Question: Why should "Other Income" be excluded from Total Revenues in the calculation of

EBITDA?

Answer: Other income is income under investments and other non-operational activity. Including

other income in EBITDA calculation would skew the data. Hence, we exclude Other Income from

Total Revenues to get an accurate representation of the company's operational profitability.

Question: How was the EBITDA Margin for Amara Raja Batteries Limited for FY14 calculated?

Answer: For Amara Raja Batteries Limited, the EBITDA for FY14 was calculated using:

[Total Revenue – (minus) Other Income] –(minus) [Total Expense –(minus) Finance Cost –(minus)

Depreciation & Amortization],

which equated to 560 Crores. The EBITDA Margin was then derived by dividing this EBITDA (560

Crores) by the operating revenue (3436 Crores), resulting in 16.3%.

Question: What does an EBITDA of Rs.560 Crs mean for a company?

Answer: An EBITDA of Rs.560 Crs means that the company has retained Rs.560 Crs from its operating

revenue of Rs.3436 Crs. This means out of Rs.3436 Crs, the company spent Rs.2876 Crs on its

expenses.

Question: How can one interpret an EBITDA margin of 16.3%?

Answer: An EBITDA margin of 16.3% indicates that the company retained 16.3% of its revenue at the

operating level. In percentage terms, the company spent 83.7% of its revenue on expenses and

retained the remaining 16.3% for its operations.

Question: What implications does an EBITDA of Rs.560 Crs and an EBITDA margin of 16.3% hold for

a company's operations?

Answer: An EBITDA of Rs.560 Crs means that out of its operating revenue, the company managed to

retain this amount after covering its operating expenses. The EBITDA margin of 16.3% indicates that

the company retained 16.3% of its revenue at the operating level, implying that it spent 83.7% of its

revenue on its expenses.

Question: Why does a standalone financial ratio like the EBITDA margin convey very little

information?

Answer: A financial ratio on its own conveys very little information. To truly understand its

significance, one should either observe its trend over time or compare it with its peers.

Question: How can one make sense of a company's EBITDA margin?



Answer: To make sense of the EBITDA margin, one should look at its trend over the years or compare

it with competitors in the same industry.

Question: How has Amara Raja's EBITDA margin trended over the last 4 years?

Answer: Amara Raja's EBITDA margin showed the following trend over the last 4 years:

- 2011: 14.6%

- 2012: 14.4%

- 2013: 15.2%

- 2014: 16.3%

This suggests that ARBL has not only maintained its EBITDA margin at an average of 15% but has also

seen an increasing trend.

Question: What does an increasing EBITDA margin indicate about a company?

Answer: An increasing EBITDA margin indicates consistency and efficiency in the management’s

operational capabilities.

Question: How has the EBITDA amount changed for ARBL from 2011 to 2014?

Answer: In 2011, the EBITDA was Rs.257 Crs, while in 2014, it increased to Rs.560 Crs.

Question: What is the 4-year EBITDA CAGR growth for ARBL based on the data provided?

Answer: The 4-year EBITDA CAGR growth for ARBL is 21%.

Question: Why is it essential to compare a company's financial ratios with its competitors?

Answer: Comparing a company's financial ratios with its competitors provides context and helps

determine its position and performance within the industry. It aids in understanding if the company's

performance is impressive relative to others in the same sector.

Question: Who is the primary competitor of Amara Raja Batteries Limited?

Answer: The primary competitor of Amara Raja Batteries Limited is Exide Batteries Limited.

Question: How can one determine if ARBL's EBITDA margin and growth are among the best in its

industry?

Answer: To determine if ARBL's EBITDA margin and growth are among the best, one needs to

compare these numbers with its competitors, such as Exide Batteries Limited.

Question: What does the PAT margin represent?



Answer: The Profit After Tax (PAT) margin represents the company's profitability at the final level

after all expenses, including operating expenses, depreciation, finance costs, and taxes, have been

deducted from the company’s Total Revenues.

Question: How does the PAT margin differ from the EBITDA margin?

Answer: While the EBITDA margin is calculated at the operating level considering only the operating

expenses, the PAT margin is calculated at the final profitability level. In EBITDA margin, other

expenses such as depreciation and finance costs are not considered. In contrast, the PAT margin

considers all expenses, including operating expenses, depreciation, finance costs, and tax expenses.

Question: How is the PAT margin calculated?

Answer: The PAT margin is calculated using the formula: PAT Margin = [PAT/Total Revenues].

Question: What sources can be referred to find the PAT of a company?

Answer: The PAT (Profit After Tax) is explicitly stated in the company's Annual Report.

Question: What was ARBL's PAT for FY14 and how was its PAT margin calculated?

Answer: ARBL’s PAT for the FY14 is Rs.367 Crs on the overall revenue of Rs.3482 Crs (including other

income). The PAT margin was calculated using the formula: 367 / 3482, resulting in a PAT margin of

10.5%.

Question: What does a PAT margin of 10.5% signify?

Answer: A PAT margin of 10.5% signifies that after deducting all expenses, including taxes, ARBL

retained 10.5% of its Total Revenues as profit for the FY14.

Question: How has the PAT trended for ARBL over the years?

Answer: The PAT for ARBL over the years is as follows:

- 2011: INR 148 Crs

- 2012: INR 215 Crs

- 2013: INR 287 Crs

- 2014: INR 367 Crs

Question: How has the PAT margin for ARBL changed from 2011 to 2014?

Answer: The PAT margin for ARBL has shown the following trend over the years:

- 2011: 8.4%

- 2012: 8.9%

- 2013: 9.6%

- 2014: 10.5%



Question: What does the increasing trend in PAT margin suggest about ARBL's financial

performance?

Answer: The increasing trend in PAT margin suggests that ARBL has been improving its profitability

consistently over the years. It indicates that the company has been effective in managing its

expenses and enhancing its net profit margins.

Question: What is the 4-year CAGR growth of PAT for ARBL based on the data provided?

Answer: The 4-year CAGR growth of PAT for ARBL is 25.48%.

Question: Why is it important to compare a company's PAT margin with its competitors?

Answer: Comparing a company's PAT margin with its competitors provides insight into its financial

performance relative to others in the same sector. It helps stakeholders understand where the

company stands in the industry and whether its profitability is in line with, above, or below industry

standards.

Question: What was the EBITDA for ARBL in 2011 and 2014?

Answer: In 2011, the EBITDA for ARBL was Rs.257 Crs, and in 2014, it was Rs.560 Crs.

Question: How is the 4-year CAGR growth for ARBL's EBITDA calculated?

Answer: The 4-year EBITDA CAGR growth for ARBL is calculated as 21%.

Question: Why is it necessary to compare the EBITDA margin and growth of a company with its

competitors?

Answer: Comparing the EBITDA margin and growth with competitors provides a contextual

understanding of the company's performance. It helps in determining whether the company is

outperforming, underperforming, or performing at par with industry standards.

Question: Who is the primary competitor of ARBL in the context of the EBITDA comparison?

Answer: The primary competitor of ARBL in this context is Exide Batteries Limited.

Question: What is the recommendation for someone trying to analyze ARBL's performance

further?

Answer: It is recommended to examine the EBITDA margin and growth of Exide Batteries Limited and

compare it with ARBL's figures to gain a comprehensive understanding of ARBL's standing in the

industry.

Question: What is the PAT margin?

Answer: The Profit After Tax (PAT) margin is a measure that reflects the profitability of a company at

the final level. It is the percentage of the company's Total Revenues that remains as profit after all

expenses, including operating expenses, depreciation, finance costs, and taxes, have been deducted.

Question: How does the EBITDA margin differ from the PAT margin?

Answer: The EBITDA margin is calculated at the operating level and considers only the operating

expenses. It does not account for other expenses such as depreciation, finance costs, and taxes. On



the other hand, the PAT margin is calculated at the final profitability level, considering all expenses,

including those not factored into the EBITDA margin.

Question: How is the PAT margin formula derived?

Answer: The PAT margin is calculated using the formula: PAT Margin = [PAT/Total Revenues].

Question: Where can one find the PAT of a company?

Answer: The PAT (Profit After Tax) is explicitly stated in the company's Annual Report.

Question: What was ARBL’s PAT and its corresponding PAT margin for FY14?

Answer: ARBL’s PAT for the FY14 was Rs.367 Crs on an overall revenue of Rs.3482 Crs (including other

income). The calculated PAT margin for this period was 10.5%.

Question: What does a PAT margin of 10.5% imply about ARBL's profitability in FY14?

Answer: A PAT margin of 10.5% implies that ARBL retained 10.5% of its Total Revenues as profit after

deducting all expenses for FY14.

Question: How has ARBL's PAT changed over the years from 2011 to 2014?

Answer: ARBL's PAT has shown the following progression over the years:

- 2011: INR 148 Crs

- 2012: INR 215 Crs

- 2013: INR 287 Crs

- 2014: INR 367 Crs

Question: How has the PAT margin for ARBL trended from 2011 to 2014?

Answer: The PAT margin for ARBL has demonstrated the following trend over the years:

- 2011: 8.4%

- 2012: 8.9%

- 2013: 9.6%

- 2014: 10.5%

Question: What can be inferred from the trend in ARBL's PAT and PAT margin over the mentioned

years?

Answer: The consistent increase in both PAT and PAT margin over the years indicates that ARBL has

been successfully improving its profitability. The expansion in the PAT margin suggests enhanced

efficiency in managing expenses relative to revenues.



Question: How has ARBL's PAT grown over the 4-year period?

Answer: The 4-year CAGR growth for ARBL's PAT stands at 25.48%, showcasing a strong and

consistent growth in profitability.

Question: Why is it essential to compare a company's financial ratios with those of its

competitors?

Answer: Comparing a company's financial ratios with its competitors gives a relative perspective on

its performance. It helps stakeholders determine how well the company is doing in comparison to

industry standards and peers, ensuring a more comprehensive and contextual understanding of its

financial health and operational efficiency.

Question: What is the significance of Return on Equity (RoE)?

Answer: Return on Equity (RoE) is a vital financial ratio that measures a company's ability to generate

profits from its shareholders' investments. It helps investors gauge the return earned for every unit

of capital invested, thereby reflecting the efficiency of a company in generating returns for its

shareholders.

Question: How does RoE benefit the shareholders?

Answer: A higher RoE indicates that the company is efficiently using shareholders' equity to produce

profits. The greater the RoE, the better it is for shareholders, as it suggests that the company

provides a higher return on the capital they have invested.

Question: How do investors typically use the RoE ratio?

Answer: Investors use the RoE ratio to identify investable attributes of a company. By comparing the

RoE of a company with industry averages and competitors, investors can assess the company's

relative efficiency in utilizing shareholder equity to generate profits.

Question: What is a typical average RoE for top Indian companies?

Answer: The average RoE of top Indian companies typically varies between 14 – 16%. However, some

investors prefer companies with an RoE of 18% or higher.

Question: How is RoE calculated?

Answer: RoE is calculated using the formula: [Net Profit / Shareholders Equity* 100].

Question: Does a higher RoE have implications on a company's need for external funds?

Answer: Yes, if the RoE is high, the company is generating a substantial amount of cash, reducing its

reliance on external funding sources. A higher RoE generally indicates superior management

performance and efficiency in generating shareholder returns.

Question: Can you explain RoE with an example?

Answer: Sure. Consider Vishal's Tea store. If Vishal procures an oven for Rs.10,000/- from his funds

(implying no external debt), the shareholder equity in his balance sheet would be Rs.10,000. If he

makes a profit of Rs.2500 in the first year, the RoE would be calculated as:

RoE = (2500/10000)*100 = 25.0%. This means Vishal made a 25% return on his equity investment in

the first year.



Question: Are there any limitations or drawbacks of the RoE ratio?

Answer: Yes, like many financial ratios, RoE also has certain drawbacks. For instance, it may not

always provide a full picture of a company's financial health or performance, especially if there are

significant changes in shareholder equity or if a company heavily relies on debt financing.

Question: How much money did Vishal originally have?

Answer: Vishal originally had Rs.8000/-.

Question: How much money did Vishal borrow from his father to buy the oven?

Answer: Vishal borrowed Rs.2000 from his father to buy the oven.

Question: What is the total value of the oven Vishal wanted to purchase?

Answer: The oven Vishal wanted to purchase is worth Rs.10,000/-.

Question: After borrowing, how is Vishal's liability distributed between Shareholder Equity and

Debt in the first scenario?

Answer: In the first scenario, Vishal's Shareholder Equity is Rs.8000 and his Debt is Rs.2000, making

his total liability Rs. 10,000.

Question: What is the value of the asset on Vishal's balance sheet after purchasing the oven?

Answer: After purchasing the oven, the value of the asset on Vishal's balance sheet is Rs.10,000.

Question: How is RoE calculated in the first scenario?

Answer: In the first scenario, RoE is calculated as (2500 / 8000)*100 which equals 31.25%.

Question: In the second scenario, how much money did Vishal have and how much did he borrow

from his father?

Answer: In the second scenario, Vishal had Rs.5000 and he borrowed an additional Rs.5000 from his

father.

Question: How is RoE calculated in the second scenario?

Answer: In the second scenario, RoE is calculated as (2500 / 5000)*100 which equals 50.0%.

Question: Does higher debt influence RoE?

Answer: Yes, the higher the debt Vishal seeks to finance his asset, the higher is the RoE.

Question: Why is it risky for a business to have a high amount of debt?

Answer: With a high amount of debt, running the business becomes very risky because the finance

cost increases drastically.

Question: What is the importance of inspecting the RoE?

Answer: Inspecting the RoE closely is extremely important to understand the business's risk and

performance, especially in the context of the debt it has.

Question: What technique can be used to closely inspect the RoE?



Answer: One technique to inspect the RoE closely is the 'DuPont Model' also known as DuPont

Identity.

Question: What is the origin of the DuPont Model?

Answer: This model was developed in the 1920s by the DuPont Corporation.

Question: What are the main components that the DuPont Model breaks the RoE formula into?

Answer: The DuPont Model breaks up the RoE formula into three components, representing a

certain aspect of the business.

Question: Does the DuPont analysis rely solely on the P&L statement for computation?

Answer: No, the DuPont analysis uses both the P&L statement and the Balance sheet for the

computation.

Question: What happens when you notice the components of the RoE formula in the DuPont

model?

Answer: If you notice the formula, the denominator and the numerator cancel out with one another,

eventually leaving us with the original RoE formula which is: RoE = Net Profit / Shareholder Equity

100.

Question: What is the Net Profit Margin as per the DuPont Model?

Answer: Net Profit Margin = Net Profits/ Net Sales100. This expresses the company’s ability to

generate profits, and is equivalent to the PAT margin discussed in earlier chapters. A low Net profit

margin can indicate higher costs and increased competition.

Question: How is the Asset Turnover defined in the DuPont Model?

Answer: Asset Turnover = Net Sales / Average Total asset. It is an efficiency ratio that indicates how

efficiently the company is using its assets to generate revenue. The resulting figure is expressed as

several times per year.

Question: What does a higher Asset Turnover ratio signify?

Answer: A higher Asset Turnover ratio means the company is using its assets more efficiently. On the

other hand, a lower ratio might indicate management or production problems.

Question: How is Financial Leverage defined in the context of the DuPont Model?

Answer: Financial Leverage = Average Total Assets / Shareholders Equity. It helps determine the

number of assets the company has for every unit of shareholders equity.

Question: If the financial leverage is 4, what does it indicate?

Answer: If the financial leverage is 4, for every Rs.1 of equity, the company supports Rs.4 worth of

assets.

Question: What caution should an investor exercise regarding Financial Leverage?

Answer: Higher financial leverage, along with increased amounts of debt, indicates the company is

highly leveraged. Therefore, investors should exercise caution.

Question: What insights does the DuPont model provide on the RoE formula?



Answer: The DuPont model breaks up the RoE formula into three distinct components, with each

component giving an insight into the company’s operating and financial capabilities.

Question: What is the RoE as per the DuPont model?

Answer: The RoE as per DuPont model can be calculated using a specific formula. However, when

simplified, it is represented as RoE = Net Profit / Shareholder Equity 100.

Question: What insights do we gain by decomposing the RoE formula?

Answer: In decomposing the RoE formula, we gain insights into three distinct aspects of the

business. These components of the DuPont model provide an understanding of the company's

operating and financial capabilities.

Question: What is the Net Profit Margin in the DuPont Model?

Answer: Net Profit Margin is calculated as Net Profits/ Net Sales100. It expresses the company’s

ability to generate profits. A low Net profit margin indicates higher costs and increased competition.

Question: How is Asset Turnover defined?

Answer: Asset Turnover is defined as Net Sales / Average Total asset. It's an efficiency ratio that

shows how efficiently the company uses its assets to generate revenue. A higher ratio means the

company is using its assets more efficiently, while a lower ratio could indicate management or

production problems.

Question: What is Financial Leverage and what does it help understand?

Answer: Financial Leverage is calculated as Average Total Assets / Shareholders Equity. It helps

answer the question, 'For every unit of shareholders equity, how many units of assets does the

company have'. Higher financial leverage, along with more debt, indicates the company is highly

leveraged and investors should be cautious.

Question: How does the DuPont model break up the RoE formula?

Answer: The DuPont model breaks up the RoE formula into three distinct components: Net Profit

Margin, Asset Turnover, and Financial Leverage. Each component provides an insight into the

company’s operating and financial capabilities.

Question: How can the DuPont Model be implemented for a specific company's RoE calculation?

Answer: To implement the DuPont Model to calculate a company's RoE, one needs to calculate the

values of the individual components, such as Net Profit Margin, Asset Turnover, and Financial

Leverage, using data from the company's financial statements.

Question: What does the term 'Average' mean in the context of 'Average Total Assets'?

Answer: The term 'Average' in 'Average Total Assets' refers to the average value of assets the

company has over a specific period, often a year. The company starts the financial year with assets



carried forward from the previous year and acquires more assets during the financial year. The

'Average' value represents the average of the starting and ending values of assets during that period.

Question: Which asset value should be considered for the denominator when calculating the asset

turnover ratio?

Answer: To avoid confusion, the practice is to take an average of the two financial years’ asset values.

Question: What technique of line item calculation is often used across other ratios?

Answer: The technique of averaging line items.

Question: What was the Net Sales for ARBL in FY14?

Answer: The Net Sales in FY14 for ARBL was Rs.3437Cr.

Question: How do you calculate the Average Assets for a company?

Answer: Average Assets can be calculated as the sum of the asset values of two financial years

divided by 2. For example, Average Assets = (Total Assets in FY13 + Total Assets in FY14) / 2.

Question: What does an Asset Turnover of 1.75 times indicate for ARBL?

Answer: It means for every Rs.1 of asset deployed, the company is generating Rs.1.75 in revenues.

Question: How is Financial Leverage calculated?

Answer: Financial Leverage is calculated as Average Total Assets divided by Average Shareholders

Equity.

Question: Why would one consider “Average Shareholder equity” instead of just the current year’s

shareholder equity?

Answer: For reasons similar to taking the “Average Assets”, it's more representative than just

considering the current year's value.

Question: What is the significance of a Financial Leverage of 1.61 for ARBL?

Answer: A Financial Leverage of 1.61 indicates that for every Rs.1 of Equity, ARBL supports Rs.1.61 of

assets.

Question: How can one calculate RoE for a company like ARBL?

Answer: RoE can be calculated using the formula: RoE = Net Profit Margin X Asset Turnover X

Financial Leverage.

Question: What insights can the DuPont model provide when calculating RoE?

Answer: The DuPont model not only answers what the return is but also sheds light on the quality of

the return.

Question: Is there a quicker way to calculate RoE?

Answer: Yes, for a quick RoE calculation, you can use the formula: RoE = Net Profits / Avg

shareholders Equity.

Question: What was the PAT for ARBL in FY14 as per the annual report?



Answer: The PAT for ARBL in FY14 was Rs.367 Cr.

Question: What is Return on Assets (RoA)?

Answer: Return on Assets (RoA) evaluates the effectiveness of an entity’s ability to use the assets to

create profits. It is an indicator of the management's efficiency at deploying its assets.

Question: What does a high RoA signify?

Answer: A higher RoA indicates that the entity is more efficient at using its assets to generate profits.

The higher the ROA, the better it is.

Question: How is RoA calculated?

Answer: RoA is calculated as [Net income + interest(1-tax rate)] / Total Average Assets.

Question: How is the net income for FY 14 represented in the Annual Report?

Answer: The net income for FY 14 is Rs.367.4 Crs.

Question: What is the value of the Total average assets (FY13 and FY14) as per the Dupont Model?

Answer: The Total average assets (FY13 and FY14) are Rs.1955 Cr.

Question: Why is interest multiplied by (1- tax rate) when calculating RoA?

Answer: The loan taken by the company is used to finance the assets, which in turn generate profits.

The debtholders, or entities who have given a loan to the company, are also considered part of the

company. From this perspective, the interest paid also belongs to a stakeholder of the company. The

company benefits by paying lesser taxes when interest is paid out, which is termed as a ‘tax shield’.

Hence, we account for the tax shield when calculating the ROA by adding interest multiplied by (1-

tax rate).

Question: What is the value of the Interest amount (finance cost) and how is the tax shield

calculated?

Answer: The Interest amount (finance cost) is Rs.7 Crs. Accounting for the tax shield, it would be 7X

(1 – (minus) 32%), which is 4.76 Cr. The average tax rate used for this calculation is 32%.

Question: How is the ROA derived based on the given values?

Answer: The ROA would be calculated as [367.4 + 4.76] / 1955 which equals approximately 19.03%.

Question: What does Return on Capital Employed (ROCE) indicate?

Answer: The Return on Capital Employed (ROCE) indicates the company’s profitability, taking into

consideration the overall capital it employs.

Question: What is included in the overall capital of a company?

Answer: Overall capital includes both equity and debt (both long term and short term).

Question: How is ROCE calculated?

Answer: ROCE = [Profit before Interest & Taxes / Overall Capital Employed].

Question: How is Overall Capital Employed calculated?



Answer: Overall Capital Employed = Short term Debt + Long term Debt + Equity.

Question: What was the Profit before Interest & Taxes as per ARBL's Annual Report?

Answer: Profit before Interest & Taxes was Rs.537.7 Crs.

Question: What was the Short term debt mentioned in ARBL’s Annual Report?

Answer: The Short term debt as per ARBL’s Annual Report was Rs.8.3 Cr.

Question: How much was the Long term borrowing in ARBL’s Annual Report?

Answer: The Long term borrowing in ARBL’s Annual Report was Rs.75.9 Cr.

Question: What was the Shareholders equity as mentioned in ARBL’s Annual Report?

Answer: The Shareholders equity as per ARBL’s Annual Report was Rs.1362 Cr.

Question: What is the total Overall Capital Employed for ARBL according to the given data?

Answer: The total Overall Capital Employed for ARBL was 1446.2 Crs.

Question: What was the calculated ROCE for ARBL based on the given information?

Answer: The calculated ROCE for ARBL based on the given information was 37.18%.

Question: What is a financial ratio?

Answer: A financial ratio is a useful financial metric of a company. On its own merit, the ratio conveys

very little information.

Question: How should one develop an opinion based on a financial ratio?

Answer: It is best to study the ratio’s recent trend or compare it with the company’s peers to develop

an opinion.

Question: Into which categories can financial ratios be classified?

Answer: Financial ratios can be categorized into ‘Profitability’, ‘Leverage’, ‘Valuation’, and ‘Operating’

ratios. Each of these categories gives the analyst a certain view on the company’s business.

Question: What does EBITDA represent?

Answer: EBITDA is the amount of money the company makes after subtracting the operational

expenses of the company from its operating revenue.

Question: What is the significance of the EBITDA margin?

Answer: EBITDA margin indicates the percentage profitability of the company at the operating level.

Question: What information does PAT margin provide?

Answer: PAT margin gives the overall profitability of the firm.

Question: What is Return on Equity (ROE) and its importance?

Answer: Return on Equity (ROE) is a precious ratio. It indicates how much return the shareholders

are making over their initial investment in the company.

Question: Is a combination of high ROE and high debt good for a company?



Answer: A high ROE and high debt is not a great sign.

Question: What is the DuPont Model's role in financial analysis?

Answer: DuPont Model helps in decomposing the ROE into different parts, with each part throwing

light on different aspects of the business.

Question: How is the DuPont method regarded in relation to calculating ROE?

Answer: DuPont method is probably the best way to calculate the ROE of a firm.

Question: What does Return on Assets indicate?

Answer: Return on Assets is an indicator of how efficiently the company is utilizing its assets.

Question: What is the significance of Return on Capital Employed?

Answer: Return on Capital employed indicates the overall return the company generates considering

both the equity and debt.

Question: How should financial ratios be analyzed to be considered useful?

Answer: For the ratios to be useful, it should be analyzed compared to other companies in the same

industry. Also, ratios should be analyzed both at a single point in time and as an indicator of broader

trends over time.

Question: What are profitability ratios?

Answer: Profitability ratios measure how efficiently a company can generate profit from its

operations. They show how much profit a company makes compared to its sales or investments.

Question: Can you give an example of a profitability ratio?

Answer: Sure! One common profitability ratio is the "Net Profit Margin." It calculates how much of

every dollar earned in sales is kept as profit after all expenses are deducted.

Question: Why are profitability ratios important?

Answer: They help investors and managers understand how well a company is performing. If

profitability is low, the company might need to find ways to reduce costs or boost sales.

Question: What are leverage ratios?

Answer: Leverage ratios measure how much debt a company has compared to its assets or equity. In

other words, it shows how much the company relies on borrowed money.

Question: Why should a company be concerned about its leverage ratios?

Answer: High leverage can mean high risk. If a company has too much debt and can't pay it back, it

might face financial trouble. However, using debt wisely can also amplify returns for shareholders.

Question: Can you mention a popular leverage ratio?

Answer: Sure! The "Debt to Equity Ratio" is one. It compares a company's total debt to its total

equity, helping to gauge financial risk.

Question: What are valuation ratios?



Answer: Valuation ratios show how much investors are willing to pay for a company's stock relative

to its earnings, book value, or other financial metrics. They help determine if a stock is overvalued or

undervalued.

Question: Can you provide an example of a valuation ratio?

Answer: Certainly! The "Price-to-Earnings Ratio (P/E)" is a common one. It compares a company's

stock price to its earnings per share. A high P/E might suggest that a stock is overvalued, while a low

P/E could indicate it's undervalued.

Question: Why are valuation ratios important for investors?

Answer: They help investors decide whether a stock is a good buy at its current price. If a stock

seems too expensive based on its valuation ratios, an investor might wait for a better opportunity.

Question: What are operating ratios?

Answer: Operating ratios measure a company's operational efficiency. They show how well a

company is managing its assets, liabilities, and day-to-day operations to generate profit.

Question: Can you mention an example of an operating ratio?

Answer: Sure! The "Inventory Turnover Ratio" is one. It shows how often a company sells and

replaces its inventory in a given period. A high ratio suggests that a company is selling products

quickly, while a low ratio might indicate slow-moving inventory.

Question: Why are operating ratios useful?

Answer: They help business owners and managers pinpoint areas of inefficiency in their operations.

For example, if a company's inventory turnover is low, they might need to reassess their product

offerings or marketing strategies.

Question: What is TechGlow's net profit margin?

Answer: Let's say TechGlow earned $1 million in sales and had expenses of $800,000. Their net profit

would be $200,000. Their Net Profit Margin = (Net Profit / Sales) = ($200,000 / $1,000,000) = 0.2 or

20%. This means TechGlow keeps 20 cents as profit for every dollar of sales.

Question: How leveraged is TechGlow?

Answer: Suppose TechGlow has $500,000 in debt and $1,000,000 in equity. The Debt to Equity Ratio

= (Total Debt / Total Equity) = ($500,000 / $1,000,000) = 0.5. This means for every dollar of equity,

TechGlow has 50 cents in debt.

Question: What is TechGlow's Price-to-Earnings Ratio?

Answer: If TechGlow's stock is trading at $50 per share and its earnings per share (EPS) over the last

year is $5, then the P/E ratio = (Price per Share / EPS) = ($50 / $5) = 10. This means investors are

willing to pay $10 for every $1 of earnings TechGlow produces.

Question: How quickly does TechGlow sell its inventory?

Answer: Let's say TechGlow had an average inventory worth $200,000 this year and its cost of goods

sold (the direct costs of producing the products it sells) was $800,000. The Inventory Turnover Ratio

= (Cost of Goods Sold / Average Inventory) = ($800,000 / $200,000) = 4. This suggests TechGlow sells

and replaces its inventory 4 times a year.



Question: What is EBITDA Margin?

Answer: EBITDA stands for Earnings Before Interest, Taxes, Depreciation, and Amortization. The

EBITDA Margin is a measure of a company's profitability. It shows how much of the revenue (sales) is

turned into EBITDA. It's often expressed as a percentage.

Question: Why is EBITDA Margin important?

Answer: It helps investors and analysts understand how efficient a company is at generating profit

from its operations before considering other costs like interest and taxes.

Question: What does EBITDA Growth or CAGR mean?

Answer: CAGR stands for Compound Annual Growth Rate. When we talk about EBITDA Growth

(CAGR), it means how much the EBITDA is growing each year on average over a period of time.

Question: Why should I care about EBITDA Growth?

Answer: A positive EBITDA Growth suggests the company is increasing its operating profits over time,

which could indicate the business is doing well.

Question: What is PAT Margin?

Answer: PAT stands for Profit After Tax. PAT Margin tells us what percentage of the company's sales

or revenue is left as profit after all expenses, including taxes, are deducted.

Question: Why is PAT Margin useful?

Answer: It helps to understand how efficient a company is at converting its sales into net profit.

Question: What is meant by PAT Growth (CAGR)?

Answer: It indicates the average annual growth rate of a company's Profit After Tax over a certain

period.

Question: Why is it important?

Answer: It shows if the company's net profit is growing, staying the same, or declining over time.

Question: What is ROE?

Answer: Return on Equity measures how much profit a company generates from its shareholders'

equity (owners' investment).

Question: Why do investors look at ROE?

Answer: It gives an idea of how effectively the company is using shareholders' money to generate

profits.

Question: What is ROA?

Answer: Return on Assets tells us how much profit a company makes for every dollar of its assets.

Question: Why is ROA significant?

Answer: It helps determine how efficiently a company is using its assets to produce profit.

Question: What is ROCE?



Answer: ROCE measures the return that a company produces from the capital (both equity and debt)

employed in its operations.

Question: Why is ROCE important?

Answer: It helps investors understand how well a company is using its total capital to generate

returns. A higher ROCE can indicate efficient use of capital.

Example: Let's use a hypothetical company, "TechStar Ltd." as an example to illustrate these

financial metrics:

TechStar Ltd. Financials:

- Revenue (Sales): $1,000,000

- EBITDA: $200,000

- Profit After Tax (PAT): $100,000

- Total Equity: $500,000

- Total Assets: $750,000

- Total Capital Employed (Equity + Debt): $700,000

Question: What is TechStar's EBITDA Margin?

Answer: EBITDA Margin = (EBITDA / Revenue) x 100 = (200,000 / 1,000,000) x 100 = 20%. This means

that for every dollar TechStar earns, it makes 20 cents as operating profit before considering interest,

taxes, depreciation, and amortization.

EBITDA Growth (CAGR)

(For the purpose of this example, let's assume TechStar had an EBITDA of $150,000 the previous

year.)

Question: What is TechStar's EBITDA Growth?

Answer: EBITDA Growth (CAGR) = [(Current Year EBITDA / Previous Year EBITDA) ^ (1/number of

years) - 1] x 100 = [(200,000 / 150,000) ^ (1/1) - 1] x 100 = 33.33%. TechStar's operating profit grew

by 33.33% compared to last year.

Question: What is TechStar's PAT Margin?

Answer: PAT Margin = (PAT / Revenue) x 100 = (100,000 / 1,000,000) x 100 = 10%. For every dollar

TechStar earns, 10 cents is net profit after all expenses including taxes.

PAT Growth (CAGR)

(Assuming TechStar had a PAT of $80,000 the previous year.)

Question: What is TechStar's PAT Growth?

Answer: PAT Growth (CAGR) = [(Current PAT / Previous PAT) ^ (1/number of years) - 1] x 100 =

[(100,000 / 80,000) ^ (1/1) - 1] x 100 = 25%. TechStar's net profit grew by 25% compared to the

previous year.

Question: What is TechStar's ROE?

Answer: ROE = (PAT / Total Equity) x 100 = (100,000 / 500,000) x 100 = 20%. This means TechStar

generated a 20% return on the equity invested by its shareholders.



Question: What is TechStar's ROA?

Answer: ROA = (PAT / Total Assets) x 100 = (100,000 / 750,000) x 100 = 13.33%. For every dollar of

assets TechStar has, it earned about 13.33 cents in net profit.

Question: What is TechStar's ROCE?

Answer: ROCE = EBITDA / Total Capital Employed x 100 = (200,000 / 700,000) x 100 = 28.57%.

TechStar generated a 28.57% return on all the capital it employed (including debt).

Chapter-10: The Financial Ratio Analysis.

Question: What is financial leverage?

Answer: Financial leverage refers to the use of debt by a company to finance its assets. It's like a

double-edged sword, as it can increase the return on equity if used judiciously but can eat into profit

share if a company takes on too much debt.

Question: What is the importance of debt for well-managed companies?

Answer: Well-managed companies seek debt if they foresee a situation where they can deploy the

debt funds in an environment which generates a higher return in contrast to the interest payments

the company has to make to service its debt. A judicious use of debt can also increase the return on

equity.

Question: What are the drawbacks of taking on too much debt?

Answer: If a company takes on too much debt, the interest paid to service the debt can eat into the

profit share of the shareholders. Hence, it's essential to strike a balance to separate good from bad

debt.

Question: What do leverage ratios indicate?

Answer: Leverage ratios deal with the overall extent of a company's debt and help us understand the

company's financial leverage better.

Question: Which leverage ratios will be discussed?

Answer: We will be looking into the following leverage ratios:

- Interest Coverage Ratio

- Debt to Equity Ratio

- Debt to Asset Ratio

- Financial Leverage Ratio

Question: Which company has been previously used as an example in discussions?

Answer: So far, we have been using Amara Raja Batteries Limited (ARBL) as an example.

Question: Which company will be used as an example to understand leverage ratios?

Answer: To understand leverage ratios, we will look into Jain Irrigation Systems Limited (JISL) due to

its sizable debt on its balance sheet. However, readers are encouraged to calculate the ratios for a

company of their choice.



Question: What is the Interest Coverage Ratio commonly referred to as?

Answer: The interest coverage ratio is also referred to as debt service ratio or the debt service

coverage ratio.

Question: What is the purpose of the Interest Coverage Ratio?

Answer: The interest coverage ratio helps us understand how much the company is earning relative

to the interest burden of the company. It helps us interpret how easily a company can pay its interest

payments.

Question: If a company has an interest burden of Rs.100 and an income of Rs.400, can the

company service its debt?

Answer: Yes, if the company has an interest burden of Rs.100 versus an income of Rs.400, then the

company has sufficient funds to service its debt.

Question: What could a low Interest Coverage Ratio indicate?

Answer: A low interest coverage ratio could mean a higher debt burden and a greater possibility of

bankruptcy or default.

Question: How is the Interest Coverage Ratio calculated?

Answer: The interest coverage ratio is calculated using the formula: [Earnings before Interest and Tax

/ Interest Payment].



Question: How is 'Earnings before Interest and Tax' (EBIT) defined?

Answer: EBIT is defined as EBITDA minus Depreciation & Amortization.

Question: What is EBITDA and how is it calculated?

Answer: EBITDA stands for Earnings Before Interest, Taxes, Depreciation, and Amortization. It is

calculated using the formula EBITDA = [Revenue – Expenses]. To calculate the expenses, specific

items like Finance cost and Depreciation & Amortization cost are excluded from the total expenses.

Question: How was the EBITDA for Jain Irrigation Limited derived for FY 14?

Answer: For Jain Irrigation Limited's FY 14, the expenses were calculated by excluding the Finance

cost (Rs.467.64Crs) and Depreciation & Amortization cost (Rs.204.54) from the total expenses of

Rs.5730.34 Crs. Thus, EBITDA was calculated as Rs.5828.13 minus 5058.15 Crs, resulting in EBITDA =

Rs. 769.98 Crs.

Question: What is EBIT and how is it derived from EBITDA?

Answer: EBIT stands for Earnings Before Interest and Taxes. It is derived from EBITDA by subtracting

Depreciation & Amortization costs. EBIT = EBITDA – [Depreciation & Amortization].

Question: How was the EBIT for Jain Irrigation Limited determined?

Answer: EBIT for Jain Irrigation Limited was derived by subtracting the Depreciation & Amortization

cost (Rs.204.54) from the EBITDA (Rs.769.98 Crs). This resulted in EBIT = Rs. 565.44 Crs.

Question: What does the Finance Cost value represent in the provided data?

Answer: The Finance Cost value represents the interest and other costs associated with the

company's borrowings. For Jain Irrigation Limited, the Finance Cost for FY 14 was Rs.467.64 Crs.

Question: How is the Interest Coverage ratio calculated?

Answer: The Interest Coverage ratio is calculated by dividing EBIT by the Finance Cost. In

mathematical terms, Interest Coverage = EBIT/Finance Cost.

Question: What does an Interest Coverage ratio of 1.209x indicate for Jain Irrigation Limited?

Answer: An Interest Coverage ratio of 1.209x suggests that for every Rupee of interest payment due,

Jain Irrigation Limited is generating an EBIT of 1.209 times. The 'x' in the number represents a

multiple, so 1.209x should be read as 1.209 'times'.



Question: What is the Debt to Equity Ratio?

Answer: The Debt to Equity Ratio measures the amount of the total debt capital with respect to the

total equity capital. It's a way to understand the financial leverage of a company. A value of 1 on this

ratio indicates an equal amount of debt and equity capital.

Question: Where can the variables required for computing Debt to Equity Ratio be found?

Answer: Both the variables required for this computation can be found in the Balance Sheet.

Question: What does a Debt to Equity Ratio value of 1 signify?

Answer: A value of 1 on the Debt to Equity Ratio indicates an equal amount of debt and equity

capital.

Question: What does a higher Debt to Equity Ratio (more than 1) suggest?

Answer: A higher debt to equity ratio (more than 1) indicates higher leverage. Therefore, one needs

to be careful as it might signify more risk.

Question: What does a Debt to Equity Ratio less than 1 suggest?

Answer: A Debt to Equity Ratio less than 1 indicates a relatively bigger equity base with respect to

the debt. This typically signifies less risk compared to having more debt.

Question: How is the Debt to Equity Ratio calculated?

Answer: The formula to calculate Debt to Equity ratio is: [Total Debt/Total Equity].

Question: What does the total debt include in the Debt to Equity Ratio formula?

Answer: The total debt includes both the short term debt and the long term debt.

Question: Based on JSIL’s Balance Sheet, how is the total debt derived?

Answer: The total debt is derived by adding long term borrowings and short term borrowings. For

instance, in the given example, total debt = 1497.663 + 2188.915, which equals Rs.3686.578Crs.



Question: How is the Debt to Equity Ratio computed for JSIL's Balance Sheet data?

Answer: Based on the data provided, the Debt to Equity ratio for JSIL is computed as: 3686.578 /

2175.549, which gives a result of 1.69.

Question: What does the Debt to Asset Ratio signify?

Answer: The Debt to Asset Ratio helps us understand the asset financing pattern of the company. It

conveys how much of the total assets are financed through debt capital.

Question: How is the Debt to Asset Ratio calculated?

Answer: The formula to calculate the Debt to Asset Ratio is: Total Debt / Total Assets.

Question: What is the total debt for JSIL?

Answer: The total debt for JSIL is Rs.3686.578Crs.

Question: What are the total assets for JSIL as mentioned in the Balance Sheet?

Answer: The total assets for JSIL, as per the Balance Sheet, are Rs.8204.447 Crs.

Question: How do you compute the Debt to Asset Ratio for JSIL?

Answer: For JSIL, the Debt to Asset ratio is calculated as 3686.578 divided by 8204.44, which equals

0.449 or approximately 45%.

Question: What does a Debt to Asset Ratio of 45% indicate for JSIL?

Answer: A Debt to Asset Ratio of 45% indicates that roughly about 45% of the assets held by JSIL is

financed through debt capital or creditors. Consequently, 55% is financed by the owners.

Question: Is a higher Debt to Asset Ratio concerning for an investor?

Answer: Yes, a higher percentage in the Debt to Asset Ratio can be a concern for an investor as it

indicates higher leverage and risk.

Question: What is the financial leverage ratio?

Answer: The financial leverage ratio gives us an indication of the extent to which the assets are

supported by equity.



Question: Where was the financial leverage ratio previously discussed?

Answer: We briefly looked at the financial leverage ratio in the previous chapter when we discussed

Return on Equity.

Question: How do you calculate the Financial Leverage Ratio?

Answer: The formula to calculate the Financial Leverage Ratio is: Average Total Asset / Average Total

Equity.

Question: What were the average total assets and average total equity for JSIL's FY14 balance

sheet?

Answer: From JSIL’s FY14 balance sheet, the average total assets is Rs.8012.615 and the average total

equity is Rs.2171.755.

Question: How do you calculate the leverage ratio for JSIL using the given data?

Answer: To calculate the leverage ratio for JSIL, you divide the average total assets by the average

total equity. Using the provided data, it's calculated as 8012.615 / 2171.755, which equals 3.68.

Question: What does a leverage ratio of 3.68 for JSIL imply?

Answer: A leverage ratio of 3.68 for JSIL means that JSIL supports Rs.3.68 units of assets for every

unit of equity.

Question: What should one infer from a higher leverage ratio number?

Answer: Do remember that the higher the number, the higher is the company’s leverage.

Question: What are Operating Ratios?

Answer: Operating Ratios, also known as ‘Activity ratios’ or the ‘Management ratios’, indicate the

efficiency of the company’s operational activity. They reveal, to some degree, the management’s

efficiency as well. These ratios are also referred to as Asset Management Ratios since they showcase

the efficiency with which the company's assets are utilized.

Question: Why are Operating Ratios sometimes referred to as Asset Management Ratios?

Answer: Operating Ratios are sometimes referred to as Asset Management Ratios because these

ratios indicate the efficiency with which the assets of the company are utilized.

Question: What are some of the popular Operating Ratios?

Answer: Some of the popular Operating Ratios include Fixed Assets Turnover Ratio, Working Capital

Turnover Ratio, Total Assets Turnover Ratio, Inventory Turnover Ratio, Inventory Number of Days,

Receivable Turnover Ratio, and Days Sales Outstanding (DSO).

Question: Which financial statements are the data for these ratios derived from?

Answer: The data for these Operating Ratios is combined from both the P&L statement and Balance

sheet.

Question: How will we understand these ratios in context?

Answer: We will understand these ratios by calculating them for Amara Raja Batteries Limited.

Question: Why is it essential to compare a company's operating ratios?



Answer: To get a true sense of how good or bad the operating ratios of a company are, one must

compare the ratios with the company’s peers or competitors. Alternatively, these ratios should be

compared over the years for the same company.

Question: What is the Fixed Assets Turnover ratio?

Answer: The Fixed Assets Turnover ratio measures the extent of the revenue generated in

comparison to its investment in fixed assets. It indicates how effectively the company uses its plant

and equipment.

Question: What do fixed assets include?

Answer: Fixed assets include the property, plant, and equipment.

Question: How is the efficiency of a company's management of its fixed assets interpreted from

the ratio?

Answer: Higher the ratio, it means the company is effectively and efficiently managing its fixed

assets.

Question: How is the Fixed Assets Turnover ratio calculated?

Answer: Fixed Assets Turnover = Operating Revenues / Total Average Asset.

Question: What should be considered while calculating the fixed assets turnover?

Answer: The assets considered should be net of accumulated depreciation, which is the net block of

the company. It should also include the capital work in progress. Additionally, we take the average

assets for reasons discussed in previous chapters.

Question: Why do we consider the net block of the company for the calculation?

Answer: The net block of the company is essentially the assets net of accumulated depreciation.

Question: How should the stage of the company be considered when evaluating this ratio?

Answer: While evaluating the ratio, one should keep in mind the stage the company is in. For a

well-established company, the firm may not be using its cash to invest in fixed assets. However, for a

growing company, there might be investments in fixed assets leading to an increase in the fixed

assets value year on year.

Question: How did the fixed assets value of ARBL change from FY13 to FY14?

Answer: For the FY13, the Fixed assets value of ARBL was Rs.461.8 Crs, and for FY14, the fixed asset

value was at Rs.767.8 Crs.

Question: In which industries is this ratio mostly used?



Answer: This ratio is mostly used by capital-intensive industries to analyze how effectively the fixed

assets of the company are used.

Question: What is working capital?

Answer: Working capital refers to the capital required by the firm to run its day-to-day operations.

It's typically composed of assets such as inventories, receivables, and cash, which are current assets.

A well-managed company finances these current assets with current liabilities.

Question: How is working capital calculated?

Answer: Working Capital = Current Assets – Current Liabilities.

Question: What does a positive working capital indicate?

Answer: If the working capital is a positive number, it implies that the company has a working capital

surplus and can easily manage its day-to-day operations.

Question: What does a negative working capital indicate?

Answer: If the working capital is negative, it means the company has a working capital deficit. In such

cases, they usually seek a working capital loan from their bankers.

Question: What is included in 'Working Capital Management'?

Answer: 'Working Capital Management' is a significant topic in Corporate Finance that encompasses

inventory management, cash management, and debtor’s management. It pertains to how a

company's Chief Financial Officer (CFO) manages the working capital efficiently.

Question: What is the working capital turnover ratio?

Answer: The working capital turnover ratio, also known as Net sales to working capital, indicates how

much revenue the company generates for every unit of working capital. If the ratio is 4, for example,

it signifies that the company produces Rs.4 in revenue for every Rs.1 of working capital.



Question: Why is it important to compare the working capital turnover ratio with peers and the

company's past performance?

Answer: Comparing the ratio with its competitors in the same industry and with the company's past

and planned ratios offers a deeper insight into its performance, allowing stakeholders to gauge its

efficiency.

Question: How is the Working Capital Turnover ratio calculated?

Answer: Working Capital Turnover = [Revenue / Average Working Capital].

Question: How did Amara Raja Batteries Limited fare in terms of its working capital turnover ratio?

Answer: For Amara Raja Batteries Limited, based on the provided data, the working capital turnover

ratio was 5.11 times. This indicates that for every Rs.1 of working capital, the company is generating

Rs.5.11 in terms of revenue.

Question: Why is a higher working capital turnover ratio considered better?

Answer: A higher working capital turnover ratio is viewed as better because it signifies that the

company is generating better sales in comparison with the money it utilizes to fund those sales.

Question: What is the Total Assets Turnover ratio?

Answer: The Total Assets Turnover ratio is a measure that indicates the company’s capability to

generate revenues with the given amount of assets. This includes both fixed assets and current

assets.

Question: What does a higher Total Asset Turnover ratio compared to historical and competitor

data suggest about the company?

Answer: A higher total asset turnover ratio compared to its historical data and competitor data

means the company is using its assets well to generate more sales.

Question: How is the Total Asset Turnover ratio calculated?

Answer: The Total Asset Turnover ratio is calculated by dividing Operating Revenue by Average Total

Assets. The formula is: Total Asset Turnover = Operating Revenue / Average Total Assets.

Question: What were the total assets for ARBL in FY 13 and FY 14?

Answer: The total assets for ARBL in FY 13 were Rs.1770.5 Crs and for FY 14 were Rs.2139.4 Crs.

Question: How is the average total assets for ARBL determined?

Answer: The average total assets for ARBL is determined by taking the average of the total assets for

FY 13 and FY 14. In this case, the average assets would be Rs. 1954.95 Crs.

Question: What was the operating revenue for ARBL in FY 14?

Answer: The operating revenue for ARBL in FY 14 was Rs. 3437 Crs.

Question: How do you determine the Total Asset Turnover for ARBL based on the given data?

Answer: To determine the Total Asset Turnover for ARBL, you divide the operating revenue for FY 14

by the average total assets. Using the given data, Total Asset Turnover is: 3437 divided by 1954.95

which equals 1.75 times.



Question: What is inventory in the context of a company?

Answer: Inventory refers to the finished goods that a company maintains in its store or showroom

with an expectation of selling the finished goods to prospective clients.

Question: Where does a company typically keep its finished goods other than in the store or

showroom?

Answer: Besides keeping the goods in the store, a company would also keep some additional units of

finished goods in its warehouse.

Question: What is meant by 'Inventory turnover'?

Answer: Inventory turnover refers to how often the goods in the inventory get cleared and

replenished. If a company sells popular products, its inventory gets cleared rapidly, requiring

frequent replenishment. This frequency is termed as the ‘Inventory turnover’.

Question: How can a bakery's daily bread sales illustrate the concept of inventory turnover?

Answer: If a popular bakery sells, for example, 200 pounds of bread daily, the baker has to maintain

an inventory of 200 pounds of bread every day. So, in this case, the rate of replenishing the inventory

and the inventory turnover is quite high.

Question: Is the rate of inventory turnover the same for all businesses?

Answer: No, the rate of inventory turnover varies depending on the nature of the business. For

instance, while a bakery might have a high turnover due to daily sales of bread, a car manufacturer

might take 3 months to sell their inventory of 50 cars, turning over their inventory only 4 times a

year.

Question: What does a high 'Inventory Turnover Ratio' indicate?

Answer: If the product is really popular, the inventory turnover would be high. Hence, a high

‘Inventory Turnover Ratio’ indicates the popularity of a product.

Question: How is the 'Inventory Turnover Ratio' calculated?

Answer: The formula to calculate the ratio is: Inventory Turnover = [Cost of Goods Sold / Average

Inventory].

Question: What does "Cost of Goods Sold" represent and where can it be found?

Answer: Cost of goods sold is the cost involved in making the finished good. This can be found in the

P&L Statement of the company.

Question: What is meant by "Average Inventory" in the context of the formula?

Answer: Average Inventory typically refers to the average amount of inventory a company holds over

a specific period of time, considering both its beginning and ending balances.

Question: What company is mentioned in the text as an example for implementing the 'Inventory

Turnover Ratio'?

Answer: ARBL is mentioned as the company for which the 'Inventory Turnover Ratio' can be

implemented.



Question: What items in the expense are directly related to the cost of goods sold?

Answer: The items directly related to the cost of goods sold are the "Cost of materials consumed"

and "Purchases of stock-in-trade."

Question: In addition to the above-mentioned items, which other expenses should be inspected to

identify costs related to the cost of goods sold?

Answer: One should inspect ‘Other Expenses’, specifically looking for expenses that are directly

related to manufacturing.

Question: From the 'Other Expenses', which ones are directly related to manufacturing?

Answer: From the ‘Other Expenses’, the ones directly related to manufacturing are "Stores & spares

consumed" and the "Power & Fuel" cost.

Question: How is the Cost of Goods Sold (COGS) calculated?

Answer: The COGS is calculated by adding the "Cost of materials consumed", "Purchase of stock in

trade", "Stores & spares consumed", and "Power & Fuel". In this case, COGS = Rs.2449.74 Crs.

Question: How do you determine the average inventory?

Answer: The average inventory is determined by taking the average of the inventory values from two

consecutive financial years. In this context, it's the average of inventory for FY13 and FY14.

Question: What is the inventory turnover ratio for Amara Raja Batteries Limited?



Answer: The Inventory turnover ratio for Amara Raja Batteries Limited is approximately 8.0 times a

year, which means the company turns over its inventory 8 times in a year or once in every 1.5

months.

Question: Why is it essential to compare the inventory turnover ratio with competitor's numbers?

Answer: To get a true sense of how good or bad the inventory turnover ratio is for a company, it's

crucial to compare it with its competitor’s numbers. This provides a better perspective on the

company's efficiency and market position.

Question: What does the Inventory turnover ratio indicate about a company?

Answer: The Inventory turnover ratio gives a sense of how many times the company ‘replenishes’

their inventory.

Question: What does the 'Inventory number of Days' signify for a company?

Answer: The ‘Inventory number of Days’ gives a sense of how much time the company takes to

convert its inventory into cash. A shorter inventory number of days implies that the company’s

products are fast-moving.

Question: How do you calculate the Inventory Number of Days?

Answer: Inventory Number of Days can be calculated using the formula: Inventory Number of Days =

365 / Inventory Turnover.

Question: Why is 365 used in the formula for calculating the Inventory Number of Days?

Answer: The inventory number of days is usually calculated on a yearly basis. Hence, 365 indicates

the number of days in a year.

Question: What does it mean if ARBL has an Inventory Number of Days of 47?

Answer: This means ARBL roughly takes about 47 days to convert its inventory into cash.

Question: How should a company's inventory number of days be analyzed?

Answer: The inventory number of days of a company should be compared with its competitors to get

a sense of how the company’s products are moving.

Question: What might it suggest if a company has a high inventory turnover ratio and a low

number of inventory days?

Answer: A high inventory turnover ratio signifies that the company is replenishing its inventory

quickly, which is good. Along with a high inventory turnover, a low inventory number of days

indicates that the company can convert its goods into cash quickly. This generally points to effective

inventory management.

Question: How can a high inventory turnover and low inventory days be misleading in certain

situations?

Answer: If a company has a great product that sells quickly but a low production capacity, the

inventory turnover will be high, and inventory days will be low. However, a low production capacity

can raise concerns about the company's production capabilities and underlying challenges, such as

sourcing raw materials or fund shortages.



Question: What are some concerns when a company has low production capacity?

Answer: Concerns include the company's inability to increase production, shortage of funds, inability

to secure bank loans, poor management track record, difficulty in sourcing raw materials, and the

possibility that the business is not scalable.

Question: What should be done when you encounter impressive inventory numbers in a

company’s report?

Answer: Always ensure to double-check the production details. It's also advisable to read through

the annual report, especially the management discussion & analysis report, to understand any

production issues in-depth.

Question: What is the Accounts Receivable Turnover Ratio?

Answer: The Accounts Receivable Turnover Ratio indicates how many times in a given period a

company receives money or cash from its debtors and customers. A high number suggests that the

company collects cash more frequently.

Question: How do you calculate the Accounts Receivable Turnover Ratio?

Answer: The formula to calculate the Accounts Receivable Turnover Ratio is:

Accounts Receivable Turnover Ratio = Revenue / Average Receivables.

Question: What does a high receivable turnover ratio indicate?

Answer: A high receivable turnover ratio indicates that the company collects cash more frequently

from its debtors and customers.

Question: How do you determine the Average Receivables?

Answer: The Average Receivables can be derived from the balance sheet. For instance, from the

given text, the Average Receivable for the FY13 was Rs.416.72 Crs.

Question: What were the Trade Receivables for the FY13 and FY14?

Answer: The Trade Receivable for the FY13 was Rs.380.67 Crs, and for the FY14, it was Rs. 452.78 Crs.

Question: What was the Operating Revenue for the FY14?

Answer: The Operating Revenue for the FY14 was Rs.3437 Crs.

Question: How many times does ARBL receive cash from its customers in a year based on the given

data?

Answer: Based on the given data, ARBL receives cash from its customers about 8.24 times a year or

roughly once every month and a half.

Question: What does the Days Sales Outstanding (DSO) ratio indicate?

Answer: The days sales outstanding ratio illustrates the average cash collection period, which is the

time lag between billing and collection. This calculation shows the efficiency of the company’s

collection department.

Question: Why is the DSO important to a company?



Answer: The DSO is important because the quicker/faster the cash is collected from the creditors,

the faster the cash can be used for other activities.

Question: How do you calculate the Days Sales Outstanding?

Answer: The formula to calculate Days Sales Outstanding is:

Days Sales Outstanding = 365 / Receivable Turnover Ratio.

Question: What was the calculated DSO for ARBL?

Answer: For ARBL, the calculated DSO was 44.29 days. This means ARBL takes about 45 days from

the time it raises an invoice to the time it can collect its money against the invoice.

Question: What do the Receivables Turnover and DSO indicate about a firm?

Answer: Both Receivables Turnover and the DSO indicate the credit policy of the firm.

Question: What should an efficiently run company aim for regarding its credit policy and its

relationship with customers?

Answer: An efficiently run company should strike the right balance between the credit policy and the

credit it extends to its customers.

Question: What are the different types of Leverage ratios?

Answer: Leverage ratios include Interest Coverage, Debt to Equity, Debt to Assets, and the Financial

Leverage ratios.

Question: What do Leverage ratios mainly study?

Answer: The Leverage ratios mainly study the company’s debt with respect to the company’s ability

to service the long term debt.

Question: What does the Interest coverage ratio examine?

Answer: Interest coverage ratio inspects the company’s earnings ability (at the EBIT level) as a

multiple of its finance costs.

Question: How is the Debt to equity ratio defined?

Answer: Debt to equity ratio measures the amount of equity capital with respect to the debt capital.

A Debt to equity of 1 implies an equal amount of debt and equity.

Question: What does the Debt to Asset ratio indicate?

Answer: Debt to Asset ratio helps us understand the asset financing structure of the company,

especially with respect to the debt.

Question: What is the purpose of the Financial Leverage ratio?

Answer: The Financial Leverage ratio helps us understand the extent to which the assets are financed

by the owner’s equity.

Question: Which ratios are categorized under Operating Ratios?



Answer: The Operating Ratios, also referred to as the Activity ratios, include Fixed Assets Turnover,

Working Capital turnover, Total Assets turnover, Inventory turnover, Inventory number of days,

Receivable turnover, and Day Sales Outstanding ratios.

Question: What does the Fixed asset turnover ratio measure?

Answer: The Fixed asset turnover ratio measures the extent of the revenue generated in comparison

to its investment in fixed assets.

Question: How does the Working capital turnover ratio benefit a company?

Answer: Working capital turnover ratio indicates how much revenue the company generates for

every unit of working capital.

Question: What is represented by the Total assets turnover?

Answer: Total assets turnover indicates the company’s ability to generate revenues with the given

amount of assets.

Question: How does the Inventory turnover ratio assist in understanding a company's operations?

Answer: Inventory turnover ratio indicates how many times the company replenishes its inventory

during the year.

Question: What does the Inventory number of days represent?

Answer: Inventory number of days represents the number of days the company takes to convert its

inventory to cash.

Question: Why is a high inventory turnover and a low inventory number of days seen as a good

combination?

Answer: A high inventory turnover and therefore a low inventory number of days is a great

combination. However, it's essential to ensure this does not come at the cost of low production

capacity.

Question: What does the Receivable turnover ratio showcase?

Answer: The Receivable turnover ratio indicates how many times in a given period the company

receives money from its debtors and customers.

Question: How is the Days sales outstanding (DSO) ratio beneficial to a company?

Answer: The Days sales outstanding (DSO) ratio indicates the Average cash collection period, i.e., the

time lag between the Billing and Collection.

Chapter-11: Ratio Analysis

Question: What is the general purpose of Valuation Ratios?

Answer: The general purpose of valuation ratios is to provide an estimate of the 'worth' of a stock.

These ratios help investors and analysts develop a sense of how the market is valuing a particular

stock, enabling them to gauge the attractiveness of the stock price from an investment perspective.



Question: What are the three important valuation ratios mentioned?

Answer: The three important valuation ratios mentioned are the Price to Sales (P divide by S) Ratio,

Price to Book Value (P divide by BV) Ratio, and the Price to Earnings (P divide by E) Ratio.

Question: How should valuation ratios be evaluated?

Answer: Valuation ratios should be evaluated alongside a company's competitors to get a contextual

understanding of the stock's worth. Comparing the ratios to those of competitors provides insights

into the relative attractiveness of the stock.

Question: What is the relevance of the stock price in calculating valuation ratios?

Answer: The stock price is a vital input for calculating valuation ratios. It forms the numerator in

these ratios, and its level relative to financial metrics like sales, book value, or earnings helps

determine whether the stock is undervalued or overvalued.

Question: What is the importance of knowing the total number of shares outstanding for

calculating valuation ratios?

Answer: Knowing the total number of shares outstanding is essential for calculating various financial

metrics that might be used in the denominator of valuation ratios. It also helps in understanding the

market capitalization of the company, which is a critical aspect of its valuation.

Question: As of October 28, 2014, what is the stock price of Amara Raja Batteries Limited (ARBL)?

Answer: As of October 28, 2014, the stock price of Amara Raja Batteries Limited (ARBL) trades at

Rs.661 per share.

Question: How many shares are outstanding for Amara Raja Batteries Limited?

Answer: The total number of shares outstanding for Amara Raja Batteries Limited is 17,08,12,500 or

17.081 Crores.

Question: What should an investor consider when making an investment decision in a company?

Answer: When making an investment decision, an investor should consider not just the business's

attractiveness but also its valuation. The valuation dictates the price one pays to acquire a share of

the business, and sometimes, a mediocre business at a cheap valuation may be a better investment

than an exciting business at a high valuation.

Question: How can valuation ratios be misleading if not compared with industry competitors?

Answer: If valuation ratios are not compared with industry competitors, they may be misleading as

they won't provide a contextual understanding of a stock's value. A stock may seem undervalued or

overvalued based on its ratios, but that impression might change when the ratios are compared to

those of industry peers.

Question: What do valuation ratios usually compare?

Answer: Valuation ratios usually compare the price of a stock to some aspect of the company’s

financial performance, such as sales, book value, or earnings. This helps to assess whether the stock

is cheap or expensive relative to its financial metrics.

Question: What is the Price to Sales (P by S) Ratio?



Answer: The Price to Sales (P/S) Ratio is a valuation ratio that compares the stock price of a company

with its sales per share. It is often used when earnings figures may not provide a clear picture of a

company's value, such as when the company is going through a cyclical low in earnings or has

accounting write-offs that impact its reported earnings.

Question: Why might investors use the P/S ratio instead of the P/E ratio?

Answer: Investors might use the P/S ratio instead of the P/E ratio because earnings can be affected

by accounting rules or cyclical lows in the earning cycle. In such cases, sales provide a more stable

and straightforward measure for valuation.

Question: What is the formula for calculating the Price to Sales (P/S) Ratio?

Answer: The formula to calculate the P/S ratio is: Price to Sales Ratio = Current Share Price /(divide

by) Sales per Share.

Question: How do you calculate Sales per Share?

Answer: Sales per Share is calculated by dividing the total revenues by the total number of shares

outstanding. The formula is: Sales per Share = Total Revenues / Total number of shares.

Question: What does a P/S ratio of 3.24 times mean in the context of ARBL?

Answer: A P/S ratio of 3.24 times for ARBL indicates that for every Rs.1 of sales, the stock is valued

Rs.3.24 times higher. The higher the P/S ratio, the higher the valuation of the firm.

Question: How should the P/S ratio be compared for evaluating a stock's valuation?

Answer: To evaluate a stock's valuation using the P/S ratio, one should compare the ratio with its

competitors. This comparison provides a sense of how expensive or cheap the stock is relative to its

peers.

Question: Can two companies with the same revenue have different valuations based on the P/S

ratio? Why?

Answer: Yes, two companies with the same revenue can have different valuations based on the P/S

ratio due to their different profit margins. Higher profit margins make sales more valuable,

potentially justifying a higher P/S ratio.

Question: What should you check if a company appears to have a high valuation based on its P/S

ratio?

Answer: If a company appears to be trading at a high valuation based on its P/S ratio, it's important

to check the company's profit margin for additional context. Higher profit margins can justify a higher

P/S ratio as each rupee of sales will yield higher retained profits.

Question: What is the significance of profit margins in the context of the P/S ratio?

Answer: Profit margins are important in the context of the P/S ratio because they indicate how much

profit is retained for each rupee of sales. A company with higher profit margins will naturally retain

more profit, making each rupee of its sales more valuable and potentially justifying a higher P/S ratio.

Question: What was the P/S ratio for ARBL based on the example provided?

Answer: Based on the example provided, the P/S ratio for ARBL was 3.24 times, calculated using a

share price of Rs.661 and Sales per Share of Rs.203.86.



Question: How is Sales per Share calculated for ARBL?

Answer: Sales per Share is calculated by dividing the total revenues by the total number of shares

outstanding. For ARBL, the total revenue was Rs.3482 Crore and the total number of shares was

17.081 Crore. Sales per Share would then be 3482 divides by 17.081 (3482/17.081), which equals Rs.

203.86.

Question: What does a Sales per Share of Rs. 203.86 mean for ARBL?

Answer: A Sales per Share of Rs. 203.86 means that for every share outstanding, ARBL generates

Rs.203.86 worth of sales.

Question: How is the Price to Sales Ratio calculated for ARBL?

Answer: The Price to Sales Ratio for ARBL is calculated by dividing the current share price by the

Sales per Share. In this case, the share price was Rs.661 and the Sales per Share was Rs.203.86.

Therefore, the P/S ratio is 661 / 203.86, which equals 3.24 times.

Question: What does a Price to Sales Ratio of 3.24 times indicate for ARBL?

Answer: A P/S ratio of 3.24 times indicates that for every Rs.1 of sales, the stock is valued Rs.3.24

times higher. The ratio suggests a relatively high valuation, implying that investors are willing to pay

Rs.3.24 for every Rs.1 of sales generated by ARBL.

Question: How should one interpret a high P/S ratio like 3.24 times?

Answer: A high P/S ratio like 3.24 times may indicate that the stock is expensive compared to its

sales. However, to get a fuller picture, it's important to compare this ratio with those of the

company's competitors as well as to consider other factors like profitability, growth rates, and market

conditions.

Question: What steps should be taken to fully understand the significance of a P/S ratio like 3.24

times?

Answer: To understand the significance of a P/S ratio like 3.24 times, one should compare it with the

P/S ratios of competitor companies in the same industry. Additionally, it may be helpful to look at

other financial metrics such as profit margins to evaluate whether the high ratio is justified by high

profitability.

Question: Why is it important to compare the P/S ratio with that of competitors?

Answer: Comparing the P/S ratio with that of competitors gives a more nuanced view of whether a

stock is overvalued or undervalued. A high P/S ratio in isolation doesn't provide enough context, but

when compared with industry peers, it can give valuable insights into a company's relative valuation.

Question: What is the concept of "Book Value" in the context of a company?

Answer: The "Book Value" of a company refers to the net asset value left after the company has paid

off all its obligations. Essentially, it is the minimum amount the company can expect to receive if it

liquidates all its assets and settles its debts. It's considered the salvage value of the company.

Question: How is the Book Value typically expressed?



Answer: The Book Value is usually expressed on a per-share basis. For example, if the Book Value of a

company is Rs.200 Crs and it has 10 million shares, the Book Value per share would be Rs.20. This is

the amount a shareholder can expect to receive per share if the company liquidates.

Question: What is the Price to Book Value (P/BV) ratio?

Answer: The Price to Book Value (P/BV) ratio is a financial metric that compares a company's current

market value, as reflected by its stock price, with its Book Value per share. It helps investors

understand how much they are paying for each unit of Book Value.

Question: How can the P/BV ratio be used in investment analysis?

Answer: The P/BV ratio is often used to assess whether a stock is overvalued or undervalued. A lower

P/BV ratio could indicate that the stock is undervalued, whereas a higher P/BV ratio might suggest

overvaluation. However, like other financial metrics, it is important to compare the P/BV ratio of a

company with its peers in the same industry to get a better understanding of its valuation.

Question: What could a high P/BV ratio indicate?

Answer: A high P/BV ratio could indicate that the stock is expensive relative to its Book Value. This

could mean that investors have high expectations for the company's future performance, or it could

be a sign that the stock is overvalued.

Question: Why is it important to understand the Book Value of a company?

Answer: Understanding the Book Value of a company is crucial as it serves as a baseline for what a

shareholder could expect to receive in case of liquidation. It provides a conservative valuation of the

company's worth, helping investors to make more informed decisions.

Question: How does the Book Value differ from Market Value?

Answer: The Book Value represents the net asset value of a company after all debts and obligations

are paid off, essentially the salvage value. Market Value, on the other hand, is what investors are

willing to pay for a share of the company on the stock market, reflecting factors like future growth

prospects, earnings potential, and market sentiment.

Question: How is the Book Value (BV) of a company calculated?

Answer: The Book Value (BV) of a company can be calculated using the formula:

BV =

(Share Capital + Reserves - Revaluation Reserves) / Total Number of Shares.

Question: What are the components required to calculate the Book Value?

Answer: The components required to calculate the Book Value are Share Capital, Reserves (excluding

revaluation reserves), and the Total Number of Shares outstanding.

Question: What is Revaluation Reserve and how does it affect Book Value?

Answer: Revaluation reserves are reserves created when a company revalues its assets at a higher

value compared to their original cost. These reserves are excluded when calculating the Book Value.

Question: Can you explain the calculation of ARBL's Book Value per share?



Answer: Sure, from ARBL's balance sheet we know that the Share Capital is Rs.17.1 Crs, the Reserves

are Rs.1345.6 Crs, and Revaluation Reserves are 0. The total number of shares is 17.081 Crs.

Therefore, the Book Value per share for ARBL is calculated as follows:

BV = (17.1 + 1345.6 - 0)/17.081 .

BV = Rs. 79.8 per share.

Question: What does a Book Value per share of Rs. 79.8 mean for ARBL?

Answer: A Book Value per share of Rs. 79.8 for ARBL means that if the company were to liquidate all

its assets and pay off all its debts today, each share would be worth Rs. 79.8.

Question: How does the Book Value per share affect investment decisions?

Answer: The Book Value per share provides a baseline for what an investor can expect to receive in

case the company is liquidated. It helps in assessing whether the stock is overvalued or undervalued

when compared to its market price. It serves as a useful metric for investment analysis, especially

when compared with the company's current share price and the Book Values of competitors in the

same industry.

Question: What is the Price to Book Value (P/BV) Ratio?

Answer: The Price to Book Value (P/BV) Ratio is a financial metric that compares a company's current

market price per share to its book value per share. The formula for calculating P/BV is:

P/BV = Current Market Price Per Share/Book Value Per Share.

Question: How is the P/BV ratio calculated for ARBL?

Answer: The stock price of ARBL is Rs.661 per share, and the Book Value (BV) per share is Rs.79.8.

Using the formula, the P/BV ratio for ARBL would be:

P/BV = 661/79.8 .

P/BV = 8.3

Question: What does a P/BV ratio of 8.3x indicate for ARBL?

Answer: A P/BV ratio of 8.3x indicates that ARBL's stock is trading at 8.3 times its book value. This

could mean that the market values the company much higher than what its book value suggests.

Question: Is a high P/BV ratio always a sign of an overvalued company?

Answer: A high P/BV ratio could indicate that the company is overvalued relative to its book value.

However, a high P/BV ratio isn't always a bad thing; it could also indicate that the market expects the

company to generate more value in the future. It's important to compare the P/BV ratio with

competitors and the industry average to get a more complete picture.

Question: What does a low P/BV ratio indicate?

Answer: A low P/BV ratio could indicate that a company is undervalued relative to its book value.

This could present an investment opportunity, but it's essential to understand why the ratio is low. It

could be because of poor future prospects, inefficiency, or market underestimation of the company's

value.

Question: How can the P/BV ratio be used for investment decisions?



Answer: The P/BV ratio can help investors determine whether a stock is overvalued or undervalued.

By comparing a company's P/BV ratio to those of its competitors or the industry average, investors

can gauge the relative attractiveness of a stock. Keep in mind that the P/BV ratio is just one tool

among many and should not be used in isolation for making investment decisions.

Question: What is the Price to Earnings (P/E) Ratio?

Answer: The Price to Earnings (P/E) Ratio is a financial metric that measures the valuation of a

company's stock. It is calculated by dividing the current stock price by the Earnings Per Share (EPS).

The P/E ratio is often considered a 'financial ratio superstar' due to its widespread use and popularity

in assessing a stock's value.

Question: How is Earnings Per Share (EPS) calculated?

Answer: Earnings Per Share (EPS) measures a company's profitability on a per-share basis. The

formula to calculate EPS is:

EPS =Net Profit (or bottom line) /Total Number of Shares Outstanding.

For example, if a company has a net profit of Rs.200,000 and 1,000 shares outstanding, the EPS

would be Rs.200 per share.

Question: What does the P/E ratio indicate?

Answer: The P/E ratio indicates how much investors are willing to pay for a company's earnings. A

higher P/E ratio could signify that the market has high expectations for a company's future earnings

growth. Conversely, a lower P/E ratio may indicate that the market has lower expectations for a

company's earnings potential or considers the stock to be undervalued.

Question: How is the P/E ratio calculated?

Answer: The P/E ratio is calculated using the formula:

P/E Ratio = Current Stock Price/Earnings Per Share (EPS)

You divide the current stock price by the company's EPS to get the P/E ratio.

Question: Why is the P/E ratio so popular?

Answer: The P/E ratio is popular because it provides a quick and simple way to compare the relative

value of stocks. It's a single number that gives investors a sense of whether a stock is "expensive" or

"cheap" based on its earnings.

Question: Does a higher EPS always mean the company is doing well?

Answer: A higher EPS generally indicates better financial performance and profitability. However, it's

important to note that EPS can be manipulated through accounting techniques or affected by

one-time events. Therefore, while a higher EPS is usually a good sign, it should not be the sole factor

considered when evaluating a company's financial health.

Question: How should one use the P/E ratio for investment decisions?

Answer: The P/E ratio can be a useful tool for comparing the relative value of different stocks or for

assessing whether a stock is generally overvalued or undervalued. However, like any financial metric,

it shouldn't be used in isolation. It's important to consider other financial ratios and qualitative

factors when making investment decisions.



Question: What does the P/E ratio measure?

Answer: The Price to Earnings (P/E) ratio measures the market participants' willingness to pay for a

stock in relation to its earnings. Essentially, it indicates how much investors are willing to pay for

every unit of profit that the company generates.

Question: How do you interpret a P/E ratio?

Answer: A higher P/E ratio suggests that investors are willing to pay more for a stock based on its

earnings, usually implying higher expectations for the company's future performance. Conversely, a

lower P/E ratio could mean the stock is considered less expensive relative to its earnings, which may

imply lower expectations for future growth. It's essential to compare a company's P/E ratio with its

competitors and industry averages for a more nuanced understanding.

Question: How is the P/E ratio calculated for ARBL?

Answer: The P/E ratio for ARBL is calculated as follows:

1. Calculate the Earnings Per Share (EPS):

EPS = PAT/{Total Number of shares = 367 Crore / 17.081 Crore = Rs.21.49

2. Divide the current market price by the EPS:

P/E Ratio = Current Market Price/EPS =661/21.49 = 30.76 times.

Question: What does a P/E ratio of 30.76 times mean for ARBL?

Answer: A P/E ratio of 30.76 times means that for every unit of profit generated by ARBL, market

participants are willing to pay Rs.30.76 to acquire a share. This could be interpreted as the market

having high expectations for ARBL's future earnings growth.

Question: How should the P/E ratio be used alongside other valuation ratios?

Answer: The P/E ratio is just one of several valuation ratios that investors should consider. Other

ratios like Price to Sales (P/S) and Price to Book Value (P/BV) should also be looked at for a more

comprehensive view of a company's valuation. Additionally, it is advisable to compare these ratios

against those of competitors and the industry average to get a more accurate picture of the stock's

valuation.

Question: Can the P/E ratio alone determine if a stock is a good investment?

Answer: No, the P/E ratio should not be used in isolation to determine the attractiveness of a stock.

It is one among various metrics and should be part of a broader investment analysis that includes

other financial ratios, market conditions, the company's business model, competitive landscape, and

future growth prospects.

Question: How does the P/E ratio relate to a company's earnings?

Answer: The P/E ratio directly relates to a company's Earnings Per Share (EPS). A higher EPS usually

leads to a higher P/E ratio if the market price remains constant, reflecting better profitability.

However, a high P/E ratio doesn't necessarily mean high earnings; it could also mean that investors

have high expectations for future earnings growth.

Question: What do you mean by p/E expansion and how someone can identify?

Answer: P/E expansion refers to an increase in the Price-to-Earnings (P/E) ratio of a stock over a

specific period. When the P/E ratio expands, it means that investors are willing to pay more for each



unit of earnings, often because they have a more favorable view of the company's future prospects.

This could be due to various factors such as better-than-expected earnings, positive industry trends,

or strong macroeconomic indicators that make the company's future earnings appear more secure or

promising.

How to Identify P/E Expansion:

- Historical Analysis: One straightforward way to identify P/E expansion is to track the P/E

ratio over a specific period. If you see that it is consistently rising, that's a sign of P/E

expansion.

- Compare with Industry Peers: Look at the P/E ratios of other companies in the same

industry. If a specific company's P/E ratio is rising faster than its peers, it may be experiencing

P/E expansion.

- Check Earnings Reports: If the company is consistently beating earnings expectations but the

share price is increasing at an even faster rate, the P/E ratio will expand.

- External Factors: Positive news about a company or its industry can also trigger P/E

expansion. This might be regulatory changes, a strong economic outlook, or any other factors

that could lead to expected growth in earnings.

- Investor Sentiment: If the market is bullish on a particular sector or stock, you may find that

the stock's P/E ratio will expand as investors are willing to pay more for the anticipated

future earnings.

- Macro Factors: Sometimes the entire market or specific sectors see P/E expansion due to

macroeconomic factors, like lower interest rates, which can make stocks more attractive

compared to other assets.

- Dividend and Buyback Policies: Sometimes changes in these policies can impact investor

sentiment positively, leading to a higher willingness to pay a premium for the stock, and

therefore a P/E expansion.

- Technical Indicators: Though not a direct measure of P/E, various technical indicators like

moving averages or trendlines can indicate shifts in investor sentiment that might be

associated with P/E expansion.

- Professional Analysis: Financial analysts often publish their insights about certain stocks and

may comment on or predict P/E expansion. However, these should be taken as opinions and

not as facts.

Identifying P/E expansion can be a useful tool for investors as it may indicate favorable market

sentiment and the potential for future stock price appreciation. However, it's also essential to

consider that a continually expanding P/E could indicate an overvalued stock, which carries its own

set of risks.

Question: What is the P/E ratio of a stock or index?

Answer: The P/E ratio, or Price-to-Earnings ratio, is a financial metric that measures the valuation of

a stock or an index. It is calculated by dividing the current share price by its earnings per share (EPS).

Contrary to popular belief, the P/E ratio is the independent factor while the stock price is actually the

dependent factor.

Question: What is considered a good P/E ratio for a stock?

Answer: There is no straightforward answer to what constitutes a "good" P/E ratio for a stock. A P/E

ratio's significance is relative and depends on a variety of fundamental quantitative and qualitative

factors, such as growth rates, margins, industry trends, and market conditions.



Question: Why might a stock have a high P/E ratio?

Answer: A stock might have a high P/E ratio due to high growth expectations. Markets generally

prefer companies that can grow their revenue and profits at a rapid pace. Investors are willing to pay

a premium for stocks that have shown consistent growth over time.

Question: Is a high P/E ratio good or bad for stock valuations?

Answer: A high P/E ratio is not inherently good or bad. While a high P/E ratio may indicate that the

stock is overvalued, it can also mean that the market has high growth expectations for the company.

Ultimately, the appropriateness of a P/E ratio should be considered in the context of other factors

like growth rates, profitability, and industry comparatives.

Question: How has the P/E ratio of the Sensex changed over the years?

Answer: The P/E ratio of the Sensex has seen significant fluctuations over the last 20 years, ranging

from as low as 15X earnings to as high as 25X earnings. There have been periods of greater volatility,

like March 2003 and March 2009, where the index was valued at 11-12 times P/E, or January 2000

and January 2008, when it was close to 28 times P/E.

Question: Should I consider the country-level indexes' P/E ratios when investing?

Answer: Looking at the country-level indexes' P/E ratios can provide valuable context for your

investment decisions. These ratios give you a macroeconomic perspective on market valuations and

can help you assess whether the broader market is overvalued or undervalued. Understanding the

P/E ratios at the country level can serve as a useful backdrop against which to evaluate individual

stocks or sectors. However, it shouldn't be the sole factor guiding your investment decisions.

Individual stocks can outperform or underperform the broader market, and sector-specific trends can

also play a significant role. Therefore, while country-level P/E ratios can offer valuable insights, they

should be used in conjunction with other metrics and analyses.

Question: How do growth in earnings and sales affect the P/E ratio?

Answer: Growth in earnings and sales is one of the primary factors driving the P/E ratios of stocks.

Companies that can grow their top-line and bottom-line consistently are often rewarded with higher

P/E ratios as they are considered more attractive to investors.

Question: What is the role of operating profit margins and net margins in determining the P/E

ratio?

Answer: Operating profit margins (OPM) and net margins (NPM) play a significant role in

determining a stock's P/E ratio. Companies that can consistently expand their OPM and NPM over

time tend to receive better valuations in the market. These companies are seen as more efficient in

converting sales growth into profits, which is often reflected in a higher P/E ratio.

Question: What matters more, growth projections or past performance?

Answer: While growth projections are important, what has been delivered consistently in terms of

earnings and sales growth tends to hold more weight. A track record of consistent growth often

justifies a higher P/E ratio for a stock.

Question: Why is OPM given more importance than NPM?



Answer: Operating Profit Margin (OPM) is often given greater importance than Net Profit Margin

(NPM) because OPM focuses on the core operations of the business and its ability to convert sales

into profits. It provides a clearer picture of how efficiently the business is running, independent of

financial considerations like interest payments and taxes.

Question: How does Return on Equity (ROE) and Return on Capital Employed (ROCE) affect a

stock's P/E ratio?

Answer: ROE and ROCE are key indicators of a company's ability to generate returns on shareholder

equity and total capital employed, respectively. Companies that generate higher returns on capital

are usually able to command higher P/E ratios as investors are willing to pay more for better returns.

Conversely, companies with a large debt component or a large equity base typically have lower ROEs

and, therefore, lower P/E ratios.

Question: How do macroeconomic conditions impact a stock's P/E ratio?

Answer: Macroeconomic conditions have a varying impact on the P/E ratios of different sectors.

These are mainly anticipatory in nature. For instance, when rural incomes are expected to rise, the

P/E ratios of sectors like two-wheelers, tractors, and FMCG often expand. Similarly, when interest

rates are trending lower, rate-sensitive sectors like banks, real estate, and NBFCs usually get better

P/E valuations.

Question: What is the importance of the stage of the commodity cycle on the P/E ratio?

Answer: For companies in the commodities sector, the stage of the commodity cycle can significantly

affect their P/E ratios. These companies usually have lower P/E ratios compared to other sectors

because they have fewer differentiating factors, relying mostly on price. However, their P/E ratios can

increase when there is clear evidence of a rising global commodity cycle.

Question: How do intangibles like brands and distribution networks affect a stock's P/E ratio?

Answer: Intangible factors like brands and distribution networks, often referred to as a company's

'moat,' can also play a significant role in determining a stock's P/E ratio. Companies with strong

brands or distribution networks are often able to command higher P/E ratios because these

intangibles add value and create an edge over competitors.

Question: What is the relationship between a company's debt level and its P/E ratio?

Answer: Companies that carry high levels of debt are generally perceived as riskier investments,

which can lead to lower P/E ratios. Higher debt levels mean greater financial risk and lower coverage

ratios. On the other hand, companies with lower debt levels, such as Eicher Motors, often enjoy

better valuations and higher P/E ratios due to their reduced financial risk.

Question: What does it mean for a company to have a low equity base and how does it affect the

P/E ratio?

Answer: A low equity base usually means that a company is less reliant on equity financing, which

can make it less risky from a financial standpoint. Companies with a low equity base are often able to

command higher P/E ratios because they are perceived as less financially risky and are capable of

generating better returns on equity.

Question: How do different sectors typically compare in terms of P/E ratios?



Answer: Different sectors often have differing average P/E ratios due to the nature of their business,

growth prospects, and risk profiles. For example, sectors like IT, FMCG, and pharma often have higher

P/E ratios compared to commodity sectors like steel and oil, which usually have lower P/E ratios.

Question: Should price targets be the focal point during the stock research process?

Answer: Price targets are common on Wall Street but should not be the sole focal point during the

stock research process. They can serve as guidelines but are often speculative and subject to various

external influences, such as economic data and market conditions.

Question: What role does a stock's P/E ratio play in projecting a potential price target?

Answer: According to research, the P/E ratio can be useful for projecting a stock's price target,

particularly when a stock is breaking out from an early-stage base. The P/E ratio at the breakout point

can be expanded by an average of 130% (or multiplied by 2.3) during the stock's run. This expanded

P/E ratio, when multiplied by the next year's consensus annual earnings estimate, gives a projected

price target.

Question: What does "breaking out of a base formation" mean in stock trading?

Answer: In stock trading, "breaking out of a base formation" refers to a scenario where a stock price

moves above a certain resistance level after a period of sideways or downward movement. This

"base" is a range within which the stock has been trading for some time. A breakout is seen as a

bullish signal that the stock may be starting a new upward trend.

The term "break out of a base formation" is often used in technical analysis to describe a scenario

where a stock price moves above a certain resistance level after spending some time moving

sideways or downward. This "base" is essentially a period of consolidation for the stock price, and it

can take various shapes like a flat base, cup-with-handle, or double-bottom, among others.

Question: Can you please give example of "breaking out of a base formation" mean in stock

trading?

Answer: Here's a simplified example to illustrate:

- Imagine a stock that has been trading between $40 and $45 for several weeks. This range of

$40-$45 would be considered the "base."

- Investors and traders would be watching this range closely for any signs of a "breakout,"

which is a movement above the upper limit of this base, i.e., above $45 in this example.

- If the stock suddenly starts trading at $46 or higher on significantly higher volume, it is said

to have "broken out" of its base formation.

- The breakout is often taken as a bullish signal, indicating that the stock may be starting a new

upward trend. Investors might use this as a buying opportunity, expecting further gains.

It's worth noting that successful breakouts are often accompanied by higher trading volumes and can

also be influenced by positive news or strong fundamentals, although this is not a strict requirement.

Question: How is a projected price target calculated?

Answer: The first step in calculating a projected price target is to multiply the stock's P/E ratio at the

buy point by 2.3 (to account for the 130% average expansion). This gives an expanded P/E ratio. The



next step is to multiply this expanded P/E ratio by the next year's consensus annual earnings

estimate. This final number gives you the projected price target.

Question: Does the stage of the bull market affect the projected price target?

Answer: Yes, the stage of the bull market can affect a stock's projected price target. A stock breaking

out in the later stages of a bull market might not show as much power as a stock breaking out in the

early stages. Therefore, the 130% P/E multiplier might not always be applicable, and investors should

use discretion based on market conditions.

Question: What historical examples exist for successful application of P/E ratio in projecting price

targets?

Answer: One example is Syntex in the 1960s. Its P/E ratio was 45 when it cleared a base in July 1963.

Using the formula, 45 multiplied by 2.3 gave an expanded P/E of 103.50. This, when multiplied by its

annual earnings estimate of $1.67, gave a target of 172.85, which Syntex hit in January 1964.

Another example is Meta Platforms, formerly known as Facebook. Its P/E ratio at entry was 49, and

using the 130% expansion gave an expanded P/E of 113. This, when multiplied by the expected

earnings of 91 cents a share for 2014, gave a target of 102.83.

Question: Is it always advisable to stick to the 130% P/E multiplier?

Answer: No, the 130% P/E multiplier is a guideline and may not be applicable in all market

conditions. Investors should consider other factors, like the stage of the bull market, before using this

multiplier for calculating a projected price target.

Question: How is the new P/E ratio calculated when ARBL's price jumps to Rs.750 and the EPS

remains at Rs.21.49?

Answer: The new P/E ratio would be calculated as 750 divided by 21.49, which equals 34.9 times.

Question: Why did the stock's P/E ratio jump even though the EPS remained the same?

Answer: The P/E ratio jumped because the stock price increased. The stock price increases when

market expectations from the company rise.

Question: What does the P/E ratio indicate about a stock?

Answer: The P/E ratio indicates how expensive or cheap the stock is trading at. A higher P/E ratio

suggests the stock is more expensive, while a lower P/E ratio suggests it is cheaper.

Question: What is the personal preference for P/E ratios when considering buying a stock?

Answer: Personally, it is not advisable to buy stocks trading at high valuations. A P/E ratio beyond 25

or at most 30 times its earnings is generally considered high, irrespective of the company and the

sector it belongs to.

Question: What is the denominator in the P/E ratio?

Answer: The denominator in the P/E ratio is the 'Earnings' per share (EPS).

Question: Can earnings, which are used in the P/E ratio calculation, be manipulated?

Answer: Yes, earnings can be manipulated. Companies might change accounting policies or treat

depreciation in a certain way to manipulate their earnings.



Question: What should one pay attention to when it comes to a company's accounting policies?

Answer: It's important to make sure that the company is not changing its accounting policies too

often, as this could be a way to manipulate earnings.

Question: How can the treatment of depreciation affect a company's earnings?

Answer: Provision for lesser depreciation can boost a company's reported earnings, thus affecting

the P/E ratio.

Question: What could be a red flag when a company's earnings are increasing?

Answer: If the company’s earnings are increasing but its cash flows and sales are not, it could be a

sign that something is not right with the company's financial health.

Question: How are stock market indices like the BSE Sensex and CNX Nifty 50 valued?

Answer: Stock market indices like the BSE Sensex and the CNX Nifty 50 are valued using metrics such

as the P/E, P/B, and Dividend Yield ratios.

Question: Do stock exchanges publish Index valuations regularly?

Answer: Yes, stock exchanges usually publish the Index valuation on a daily basis.

Question: What does the Index valuation indicate?

Answer: The Index valuation gives us a sense of how cheap or expensive the overall market is trading

at.

Question: How is the CNX Nifty 50 P/E ratio calculated?

Answer: To calculate the CNX Nifty 50 P/E ratio, the National Stock Exchange combines the market

capitalization of all the 50 stocks in the index and divides that amount by the combined earnings for

all these 50 stocks. As of 1st Sep-2023 below is the graph of last 5 years P/E of NiFTY-50.

Question: What is the significance of tracking the Index P/E ratio?

Answer: Tracking the Index P/E ratio provides a sense of the market's current state as perceived by

market participants. It can serve as a broad indicator of market sentiment.

Question: What was the peak Index valuation before the 2008 crash in the Indian markets?



Answer: The peak Index valuation was 28x in early 2008, and it was followed by a major crash in the

Indian markets.

Question: How low did the valuation drop during the 2008-2009 market crash in India?

Answer: The valuation dropped to almost 11x during late 2008 and early 2009. This was the lowest

valuation the Indian market had witnessed in the past.

Question: What is the usual range for the Indian Indices P/E ratio?

Answer: The usual range for the Indian Indices P/E ratio is between 16x to 20x, with an average of

18x.

Question: What was the trading level of the Indian market's P/E ratio as of 2014?

Answer: As of 2014, the market was trading around a P/E ratio of 22x, which is above the average.

Question: What caution should be exercised when the market’s P/E valuations are above 22x?

Answer: One should be cautious while investing in stocks when the market’s P/E valuations are

above 22x, as it indicates that the market is trading at a higher valuation and could be at risk for a

correction.

Question: When is historically the best time to invest in the Indian markets based on P/E

valuations?

Answer: Historically, the best time to invest in the markets is when the valuations are around 16x or

below. This is considered a more favorable valuation level for entering the market.

Question: What is valuation in general terms?

Answer: Valuation is the estimate of the 'worth' of something.

Question: What financial statements are typically used in valuation ratios?

Answer: Valuation ratios involve inputs from both the Profit and Loss (P&L) statement and the

Balance Sheet.

Question: What does the Price to Sales ratio signify?

Answer: The Price to Sales ratio compares the company’s stock price with the company’s sales per

share.

Question: How is sales per share calculated?

Answer: Sales per share is simply the Sales divided by the Number of shares.

Question: Do profit margins affect the value of sales in a company?

Answer: Yes, sales of a company with a higher profit margin are more valuable than the sales of a

company with lower profit margins.

Question: What is the 'Book Value' of a firm when it is going bankrupt?

Answer: If a company is going bankrupt, the 'Book Value' of a firm is simply the amount of money

left on the table after the company pays off its obligations.

Question: Is book value expressed in terms of shares?



Answer: Yes, book value is usually expressed on a per-share basis.

Question: What does the Price/BV ratio indicate?

Answer: The Price/BV indicates how many times the stock price is trading over and above the firm’s

book value.

Question: What does EPS measure?

Answer: EPS (Earnings Per Share) measures the profitability of a company on a per-share basis.

Question: What does the P/E ratio represent?

Answer: The P/E (Price-to-Earnings) ratio indicates market participants’ willingness to pay for a stock,

keeping the company’s earnings in perspective.

Question: What caution should be exercised while evaluating the P/E ratio?

Answer: One has to be cautious about earning manipulation while evaluating the P/E ratio.

Question: Can indices have a valuation?

Answer: Yes, the Indices have a valuation which can be measured by the P/E, P/B or Dividend Yield

ratio.

Question: At what valuation is it advisable to exercise caution when an index is trading?

Answer: It is advisable to exercise caution when the Index is trading at a valuation of 22x or above.

Question: What makes a valuation attractive for trading an index?

Answer: A valuation gets attractive when the index is trading at 16x or below.

Question: Where can one find information on index valuations?

Answer: NSE (National Stock Exchange) publishes the index valuations on their website daily.

Chapter-12: Investment Due Diligence and Moat.

Question: What is the final objective of understanding how to read financial statements and

calculate financial ratios?

Answer: The final objective is to use fundamental analysis to identify stocks to invest in.

Question: What are investable grade attributes?

Answer: Investable grade attributes define a company’s prerequisites that need to be validated

before making an investment decision. Think of it as a checklist based on the fundamentals of the

company.

Question: Is a company that satisfies most of the items in the investable grade attributes checklist

considered investment-worthy?



Answer: Yes, a company that satisfies most of the items in the checklist is considered

investment-worthy.

Question: Are investable grade attributes the same for every investor?

Answer: No, what one investor considers as an investable grade attribute may not be important to

another. Each investor has their own set of criteria based on their investment experience.

Question: Can corporate governance be considered an investable grade attribute?

Answer: It can be, depending on the investor. Some investors may pay a lot of attention to corporate

governance, while others may not consider it as crucial.

Question: Is there a universal checklist for investable grade attributes?

Answer: No, there is no prescribed checklist. Each investor has to build their own checklist based on

their investment experience.

Question: What should be ensured while building one’s own checklist for investable grade

attributes?

Answer: One has to ensure that each item on the checklist is qualified based on sound logic.

Question: Is it advisable to take pointers from pre-existing checklists if you're a beginner in

investing?

Answer: Yes, if you are starting fresh, you could take pointers from a well-curated checklist as a

guideline.

Question: What is the importance of having a checklist based on the fundamentals of the

company?

Answer: The checklist serves as a guideline for validating various aspects of a company’s

performance and management to determine if it is worthy of investment.

Question: Can personal opinions about a company influence whether it passes the investable

grade attributes?

Answer: Yes, personal opinions and priorities can influence the criteria in one's checklist for

investable grade attributes.

Question: Is it okay to invest in a company if "the numbers add up" but there are concerns about

corporate governance?

Answer: This is subjective and depends on the individual investor's priorities. Some might be fine

with investing as long as the financials are strong, while others might give weight to aspects like

corporate governance.

Question: What role does investment experience play in shaping one's checklist for investable

grade attributes?

Answer: Investment experience helps in fine-tuning the checklist based on what has worked in the

past and what factors are truly important for assessing a company’s worth.

Question: Can the checklist for investable grade attributes be considered a static document?



Answer: No, the checklist is likely to evolve over time as the investor gains more experience and

knowledge.

Question: What is the first step in the process of investing in a stock?

Answer: The first step in the process of investing in a stock is to select a stock that looks interesting.

Once a stock has been selected, it should be subjected to a checklist to determine if it meets certain

criteria. If it passes, then one can proceed to invest in it.

Question: How can one select a stock that looks interesting enough to invest in?

Answer: There are several methods to select a stock that looks interesting for further investigation.

Two such methods are General Observation and using a Stock Screener.

Question: What is the General Observation method for generating a stock idea?

Answer: The General Observation method involves keeping an eye on economic activities and

market trends around you. You observe what people are buying and selling, see what products are

being consumed, and keep an eye on the neighborhood to understand what people are talking

about. This method is advocated by Wall Street investor Peter Lynch in his book "One Up on Wall

Street."

Question: Can you give examples of stocks picked using the General Observation method?

Answer: Yes, some examples of stocks picked using the General Observation method include PVR

Cinemas Ltd (noticed due to the growth of PVR multiplexes in the city), Cummins India Limited

(noted because many buildings had a Cummins diesel generator), and Info Edge Limited (known for

owning naukri.com, a popular job portal).

Question: What is a Stock Screener, and how does it help in stock selection?

Answer: A Stock Screener is a tool that allows you to screen for stocks based on parameters you

define, such as Return on Equity (ROE) and Profit After Tax (PAT) margins. It helps investors perform

quality stock analysis and is especially useful for narrowing down a large list of potential investments

to a more manageable handful.

Question: What happens after a stock passes the checklist criteria?

Answer: After a stock passes all the checklist criteria, the next step is to invest in that stock. If it

doesn't meet the criteria, then one should look for other investment opportunities.

Question: What is the role of a checklist in the stock investing process?

Answer: A checklist serves as a set of criteria that a stock must meet before it is considered for

investment. It helps to systematize the process of stock selection and ensures that only quality stocks

that meet certain benchmarks are selected for investment.

Question: Who is Peter Lynch and what does he advocate regarding stock selection?

Answer: Peter Lynch is an illustrious Wall Street investor and author of the book "One Up on Wall

Street." He advocates the General Observation method as an effective way to generate stock ideas by

paying attention to economic activity and trends around you.

Question: Can I use both General Observation and Stock Screener methods together?



Answer: Yes, you can use both General Observation and Stock Screener methods together to

generate a more comprehensive list of stocks that look interesting for further investigation. Each

method has its own advantages and can complement the other.

Question: What is the significance of macroeconomic trends in stock investing?

Answer: Keeping a general tab on macroeconomic trends is a good way to identify stocks with strong

potential. For example, if there is a push for infrastructure projects in a country like India, the cement

companies operating in that region are likely to benefit. By understanding these macro trends, an

investor can sift through companies in the relevant sector to find well-positioned stocks.

Question: What are sectoral trends and how can they influence stock selection?

Answer: Sectoral trends are specific trends within individual industries or sectors. By keeping an eye

on these, investors can identify emerging trends and the companies poised to benefit from them. For

example, if there is a shift in consumer taste towards energy drinks in the non-alcoholic beverage

sector, companies best positioned to capitalize on this trend may be good investment options.

Question: What is a special situation in stock investing?

Answer: A special situation refers to a unique set of circumstances affecting a specific company,

often revealed through company-related news or events. These situations can offer investment

opportunities if properly analyzed. For instance, if a respected business professional joins a

company's advisory board, it may signal positive future prospects for the company. In the example

given, an investment in Cox & Kings Limited after Mr. Keki Mistry joined its board led to a 200% gain.

Question: How can an individual leverage their "Circle of Competence" for stock investing?

Answer: The Circle of Competence method involves leveraging your professional skills and

knowledge to identify investment opportunities within your area of expertise. For example, a medical

professional might be better equipped to evaluate stocks in the healthcare industry compared to

someone from a different field. By focusing on industries you understand well, you can make more

informed investment decisions.

Question: What is the checklist mentioned in the context of macro trends?

Answer: One could apply a set of criteria or a checklist to identify which companies are best

positioned to leverage a macroeconomic trend. This checklist might include factors like company

fundamentals, growth prospects, and market positioning.

Question: How did the advisory board change at Cox & Kings impact its stock value?

Answer: In the example provided, the addition of Mr. Keki Mistry, a highly respected business

professional, to the advisory board of Cox & Kings acted as a trigger for investment. A colleague of

the writer was convinced that the company would significantly benefit from Mr. Mistry's expertise,

and upon further research, decided to invest. This investment resulted in a 200% gain.

Question: How can a newbie investor approach stock investing?

Answer: For a newbie investor, it is highly recommended to use the Circle of Competence method.

This approach involves identifying and investing in companies within your professional domain, as

you're more likely to understand the nuances and trends in that particular sector.

Question: What types of products are traditionally sold in the non-alcoholic beverages market?



Answer: Traditionally, the non-alcoholic beverages market primarily focuses on three kinds of

products: coffee, tea, and packaged water. Most companies in this sector manufacture and sell these

products.

Question: What example is provided for identifying stocks based on macro trends?

Answer: The example provided for identifying stocks based on macro trends is the infrastructure

push in India. Cement companies operating in India are seen as potential beneficiaries of this trend.

Question: Why is it beneficial to invest in sectors that you understand well?

Answer: Investing in sectors that you understand well allows you to leverage your professional

expertise and knowledge to make more informed investment decisions. It gives you an edge in

evaluating the company's prospects and risks, making it more likely that you'll pick successful

investments.

Question: What is a 'watch list' in the context of stock investing?

Answer: A 'watch list' is a list of stocks that an investor finds interesting and potentially worth

investing in the future. The idea is to monitor these stocks closely for changes that might make them

a good investment opportunity.

Question: Why is it important to add interesting stocks to your watch list?

Answer: Adding interesting stocks to your watch list allows you to keep an eye on them over time.

Even if they don't meet all the criteria in your checklist at the moment, business dynamics may

change, making them viable investment opportunities later.

Question: How often should one evaluate the stocks in their watch list?

Answer: It's important to evaluate the stocks in your watch list from time to time, though it doesn't

specify a frequency. The key is to monitor changes in business dynamics that might make a stock

meet your investment criteria.

Question: What role does a checklist play in stock selection?

Answer: A checklist serves as a set of criteria or guidelines that helps you identify whether a stock is

well-positioned for investment. This checklist might include aspects like company fundamentals,

growth prospects, and sector trends. While a stock may not meet these criteria initially, it might

become a suitable investment as circumstances change.

Question: What triggers one to investigate a particular stock?

Answer: The trigger to investigate a stock can come from various sources such as macroeconomic

trends, sector-specific changes, special situations involving the company, or even your professional

expertise in a given field. The point is to be open to triggers from any source.

Question: Why is it important to reevaluate stocks on your watch list periodically?

Answer: Reevaluating stocks on your watch list periodically is crucial because business dynamics

change. A stock that did not meet your checklist criteria earlier might become a good investment

option due to changes in the market, sector trends, or company fundamentals.

Question: Can a stock that initially doesn't meet your criteria later become a good investment?



Answer: Yes, a stock that initially doesn't meet your checklist criteria can later become a good

investment. Business dynamics and market conditions change, and these changes might make the

stock a viable investment option in the future.

Question: What is the significance of being open to triggers from various sources?

Answer: Being open to triggers from various sources broadens your investment horizon. Whether it's

a macro trend, a sector-specific update, or news related to a specific company, each can provide

valuable insights and potentially lucrative investment opportunities.

Question: How does a watch list help in dynamic business environments?

Answer: A watch list allows you to keep track of stocks that have caught your interest, enabling you

to quickly act when they meet your investment criteria. Given that business environments are

dynamic and conditions can change, a watch list helps you remain adaptable and poised to seize

investment opportunities as they arise.

Question: What is "Investment due diligence" in the context of stock investing?

Answer: Investment due diligence is the thorough investigation and evaluation process one

undertakes after selecting a stock of interest. This involves running a checklist to scrutinize various

aspects of the stock. Maximum attention is paid to every element of this exercise to ensure a sound

investment decision.

Question: What does the term 'Moat' or 'Economic Moat' signify?

Answer: Popularized by Warren Buffet, the term 'Moat' or 'Economic Moat' refers to a company's

competitive advantage over its competitors. A strong moat safeguards the company's long-term

profits and ensures sustainability over an extended period.

Question: Why is a sustainable moat important?

Answer: A sustainable moat is important because it not only protects the company's current profits

but also ensures the company's long-term viability. Companies with a wider moat, such as better

brand name, pricing power, and market share, are generally more resilient against competitors eating

away their market share.

Question: Can you provide an example to explain the concept of a 'Moat'?

Answer: Eicher Motors Limited serves as an example to illustrate the concept of a 'Moat.' The

company manufactures Royal Enfield bikes that enjoy a massive brand following and cater to a

rapidly growing niche segment. This brand loyalty and unique market positioning act as Eicher

Motors' moat, making it challenging for competitors to displace them.

Question: How does a moat relate to long-term wealth creation?

Answer: Companies with a sustainable moat are often the ones that create true long-term wealth.

The underlying factor of their success often lies in their ability to maintain a competitive advantage,

thereby protecting their market share and profits over the long term.

Question: What are some examples of different types of moats?

Answer: Examples of different types of moats include labor arbitrage between countries, as seen

with Infosys; manufacturing and distribution licenses, like that of Page Industries with Jockey

innerwear; niche product manufacturing, such as Prestige Industries with pressure cookers; and



unique credit offerings, like Gruh Finance Limited's small ticket size credits to a specific market

segment.

Question: What should an investor consider when looking at a company's moat?

Answer: When evaluating a company's moat, an investor should consider whether the competitive

advantage is sustainable over a long period. Factors such as brand name, pricing power, and market

share can indicate the width and sustainability of a company's economic moat.

Question: Why should an investor focus on companies with wider economic moats?

Answer: Focusing on companies with wider economic moats is advisable because such companies

are more likely to sustain their competitive advantages, making them more resilient to market

changes and competitor actions. This, in turn, can result in more reliable and potentially greater

returns on investment.

Question: Is a moat always related to a company's product or service?

Answer: No, a moat is not always related to a company's product or service. It can be any unique

competitive advantage that the company has, including things like supply chain efficiency, intellectual

property, or even geographical advantages.

Question: How do changes in a company's moat affect its stock value?

Answer: Changes in a company's moat can significantly impact its stock value. Strengthening of the

moat can make the stock more attractive, leading to higher stock prices. Conversely, if a company's

moat weakens, its long-term profits could be at risk, potentially leading to a decline in stock value.

Question: What are the key stages involved in the equity research due diligence process?

Answer: The key stages in the equity research due diligence process are understanding the business,

which often involves reading the annual reports; applying a checklist to evaluate various aspects of

the company; and finally, valuation to estimate the intrinsic value of the business.

Question: How should one go about understanding the business in stage 1 of due diligence?

Answer: In stage 1, the focus is on understanding the business deeply. One should start by posing a

fundamental question about the company, such as, "What business is the company involved in?" The

information should ideally be sourced from the company’s latest Annual Report or their website to

get the company's perspective on itself.

Question: Why should you avoid Google when initially researching a company's business?

Answer: It's preferable to start with the company's Annual Report or official website to understand

what the company has to say about itself. Google searches might provide third-party opinions or

outdated information, which may not be as reliable as the information directly from the company.

Question: What kind of companies does we prefer to invest in?

Answer: We prefers to invest in companies where there is less competition and minimal government

intervention. An example given is PVR Cinemas, where there were only three listed players in the

sector, thus making it a less competitive space.

Question: How does the competition landscape influence investment thesis?



Answer: The investment decisions are influenced by the level of competition in the sector. The

example of PVR Cinemas indicates that a change in the competitive landscape, such as new players

entering the market, may prompt the investor to re-evaluate their investment thesis.

Question: What happens in stage 2 of the due diligence process?

Answer: In stage 2, the focus shifts to applying a checklist to evaluate various performance-related

aspects of the company. This can include metrics like revenue growth, profitability, market share, and

other key performance indicators that would provide insights into the health and potential of the

company.

Question: What is the purpose of a checklist in the due diligence process?

Answer: The checklist serves as a structured guide to evaluating the multiple aspects of a company's

business. It helps to ensure that nothing significant is overlooked and allows for a more systematic

assessment of the investment opportunity.

Question: Why is it important to re-evaluate your investment thesis periodically?

Answer: It is important to re-evaluate your investment thesis periodically because business

conditions and competitive landscapes can change. As in the example of PVR Cinemas, the entry of

new players in the market signaled a need for re-evaluation of the initial investment thesis.

Question: What should one do after being comfortable with understanding the business?

Answer: After gaining a comfortable understanding of the business, the next step is to move to stage

2, which involves applying a checklist to assess various performance-related aspects of the company.

This helps to evaluate how well the company is doing and if it meets the investor's criteria for

investment.

Question: Is the due diligence process a one-time activity?

Answer: No, the due diligence process is not a one-time activity. It requires periodic reviews to take

into account any changes in the business landscape, competition, government policies, or other

factors that could impact the investment.

Question: What does the Gross Profit Margin (GPM) signify in the checklist?

Answer: In the checklist, Gross Profit Margin (GPM) greater than 20% signifies that there is higher

evidence of a sustainable moat or competitive advantage for the company.

Question: Why should Revenue Growth be in line with gross profit growth?

Answer: Revenue growth should be in line with gross profit growth to indicate that the company's

profitability is growing proportionately with its revenue. This helps to assess the quality of the

revenue being generated.

Question: What does a consistent EPS with Net Profits signify?

Answer: A consistent EPS (Earnings Per Share) with Net Profits signifies that the company is not

diluting its equity, which would otherwise be detrimental for its shareholders.

Question: What should be considered regarding the Debt Level of a company?



Answer: The Debt Level in the checklist suggests that the company should not be highly leveraged.

High debt levels indicate that the company is operating on high leverage, and the finance cost can

eat away at the earnings.

Question: Why is Inventory an important variable for manufacturing companies?

Answer: For manufacturing companies, inventory is an important metric. A growing inventory along

with a growing PAT (Profit After Tax) margin is considered a good sign. It's also important to check the

number of days the inventory is held.

Question: What does Sales vs Receivables signify in the checklist?

Answer: Sales backed by receivables is not a great sign as per the checklist. This could mean that the

company is merely pushing its products into the market to show revenue growth, which may not be

sustainable.

Question: Why is positive Cash Flow from Operations important?

Answer: Having a positive Cash Flow from Operations indicates that the company is generating cash

from its primary business activities, which is a sign of operational health.

Question: What does a high Return on Equity (ROE) signify?

Answer: A high ROE, especially greater than 25%, is better for the investor as it signifies that the

company is generating a high return on the equity invested. However, this should be checked

alongside debt levels.

Question: What is meant by Business Diversity in the checklist?

Answer: Business Diversity refers to the number of business lines or sectors in which a company

operates. The checklist advises sticking to companies that operate in 1 or 2 simple business lines to

minimize complexity and risk.

Question: What should one consider when looking at the number of subsidiaries a company has?

Answer: The checklist advises caution when a company has many subsidiaries. A high number of

subsidiaries could signify that the company may be siphoning off money, which is a red flag for

investors.

Question: Why is it important to consider the stock price even if the company satisfies all the

checklist points?

Answer: Even if a company satisfies all the criteria in the checklist, if it is not trading at the right price

in the market, then it may not be a good investment. The "right price" means a price that is justified

based on the company's intrinsic value.

Question: What is Stage 3 in the due diligence process?

Answer: Stage 3 of the due diligence process involves running a valuation exercise on the stock to

determine its intrinsic value. One of the most popular methods for this is the Discounted Cash Flow

(DCF) Analysis.

Question: What is Discounted Cash Flow (DCF) Analysis?



Answer: Discounted Cash Flow (DCF) Analysis is a financial valuation method that estimates the

value of an investment based on its expected future cash flows, discounted back to their present

value. This method is widely used to estimate the intrinsic value of a stock.

Question: What is the focus of "Equity Research"?

Answer: The focus of "Equity Research" will largely be on Stage 2, which is applying the checklist for

performance-related answers, and Stage 3, which is valuation. Stage 1, which involves understanding

the business by reading the annual report in detail, is considered a given.

Question: What is considered the "right price" for a stock?

Answer: The "right price" for a stock is considered to be its intrinsic value, which is estimated

through financial valuation methods like the Discounted Cash Flow (DCF) Analysis. Buying a stock at a

price close to or less than its intrinsic value is generally considered a good investment.

Question: Why is reading the annual report important in Stage 1 of due diligence?

Answer: Reading the annual report in Stage 1 helps investors to understand the business from the

company's perspective. It provides critical information on the company’s financials, operations, and

strategic directions, thereby forming the foundation for the subsequent stages of equity research.

Question: Where can a stock idea come from?

Answer: A stock idea can come from various sources including macroeconomic trends, sector-specific

trends, special situations, or even your own circle of competence. It may also come from general

observations or news events related to a particular company or industry.

Question: What is the "circle of competence" and how can it help in identifying stock ideas?

Answer: The "circle of competence" refers to the areas or sectors where you have professional skills

or deep understanding. Leveraging your expertise in your circle of competence can help you identify

stocks within that domain that may be good investment opportunities.

Question: What is the purpose of having a "watch list"?

Answer: A "watch list" is a list of stocks that seem interesting based on your research or

observations. Over time, this list serves as a ready reference for potential investment opportunities.

It is advisable to periodically evaluate the stocks in your watch list as business dynamics change.

Question: What is meant by "sustainable moats" and why are they important?

Answer: Sustainable moats refer to long-lasting competitive advantages that a company has over its

competitors. A company with a sustainable moat is generally better positioned for long-term

profitability, making it a potentially good investment.

Question: What are the key stages of the due diligence process?

Answer: The key stages of the due diligence process are understanding the business, applying a

checklist to gauge its financial performance, and conducting a valuation exercise to determine its

intrinsic value.

Question: What should an investor focus on when trying to understand a business?



Answer: When understanding a business, an investor should be thoroughly familiar with the

company’s operations, financials, market positioning, and strategic direction. This usually involves

reading the annual reports and other publicly available materials.

Question: Should the checklist for due diligence remain static?

Answer: No, the checklist should be improvised and updated as the investor gains more experience

and as market conditions evolve. A dynamic checklist allows for a more nuanced approach to

evaluating potential investments.

Question: What is the DCF method and why is it considered one of the best techniques for

valuation?

Answer: The Discounted Cash Flow (DCF) method is a financial valuation technique that estimates

the intrinsic value of an investment based on its expected future cash flows, discounted back to their

present value. It is considered one of the best techniques because it takes into account the time

value of money and provides a comprehensive view of the financial viability of an investment.

Chapter-13: Make your own research.

Question: What is the focus of the 'limited resource' equity research methodology?

Answer: The focus of the 'limited resource' equity research methodology is to guide retail investors

on how to understand a company and its business with the limited resources they have at hand, such

as the internet, company annual reports, and MS Excel.

Question: What resources do institutional investors have that retail investors typically do not?

Answer: Institutional investors have access to a wider range of resources, including human analysts,

direct access to company management, financial databases like Bloomberg, Reuters, Factset, and

various industry reports.

Question: What are the three main stages of the equity research process according to this

methodology?

Answer: The three main stages are:

● Understanding the Business.

● Application of the checklist.

● Intrinsic Value estimation (Valuation) to understand the fair price of the stock.

Question: Is it possible to take shortcuts in any of these equity research stages?

Answer: No, it is strongly advised not to take shortcuts in any of these stages. Each stage has its own

set of steps that are crucial for making an informed investment decision.

Question: What is the end objective of this 'limited resource' equity research methodology?

Answer: The end objective of this methodology is to help retail investors decide whether to buy or

not to buy a particular stock, based on a structured research process.



Question: What is the importance of each stage in the equity research process?

Answer: Each stage serves a critical purpose: 'Understanding the Business' helps you know what you

are investing in; 'Application of the checklist' assists in evaluating the financial health and

competitive positioning of the company; and 'Intrinsic Value estimation (Valuation)' helps in

understanding whether the stock is priced fairly in the market.

Question: Can the 'limited resource' equity research methodology be effective despite its

limitations?

Answer: Yes, despite having fewer resources compared to institutional investors, the 'limited

resource' methodology can still be effective in guiding retail investors toward making informed

investment decisions, as long as no stage or step is compromised.

Question: What is the first step when researching a company for investment purposes?

Answer: The first step when researching a company for investment purposes is to understand the

business as much as possible.

Question: Why do some people skip understanding the business and jump directly into stock price

analysis?

Answer: Some people skip understanding the business and jump directly into stock price analysis

because they are focused on short-term gains rather than long-term investments.

Question: Why is it important to understand a company's business for long-term investment?

Answer: Understanding the company's business for long-term investment is important because it

helps you build conviction to stay put with the investment, especially during bear markets. The more

you know about the company, the easier it is to understand why it makes sense to stay invested even

when the market disagrees.

Question: What happens to stock prices during bear markets?

Answer: During bear markets, stock prices often react and fall, but this is not necessarily reflective of

the business fundamentals of the company.

Question: Why should you consider buying a stock during bear markets if you have a high

conviction on the company?

Answer: If you have a high conviction about the company's business fundamentals, bear markets

create an opportunity to buy the stock at lower prices. This is because prices react during bear

markets, not the business fundamentals. So, if you believe in the long-term potential of the company,

it makes sense to buy into the stock during bear markets rather than selling it.

Question: What is counter-intuitive about buying stocks during bear markets?

Answer: Buying stocks during bear markets is counter-intuitive because the natural instinct is to sell

when prices are falling. However, if you have a high conviction in the company's business

fundamentals, bear markets offer a good opportunity for long-term investors to buy stocks at lower

prices.

Question: What are some good sources to get information about a company's business?



Answer: The best sources to get information about a company's business are the company’s website

and its annual report.

Question: How many years of annual reports should you ideally study to understand how a

company is evolving across business cycles?

Answer: It is recommended to study at least the last 5-year annual reports to understand how the

company is evolving across business cycles.

Question: What is the first thing to do towards understanding a business for investment?

Answer: The first thing to do towards understanding a business for investment is to make a list of

questions that you need to find answers to. The answers can usually be found in the company's

annual report and website.

Question: Why is it important to know what the company does?

Answer: Knowing what the company does gives you a basic understanding of the business, which is

essential for making informed investment decisions.

Question: Why should you inquire about the backgrounds of the company's promoters?

Answer: Inquiring about the backgrounds of the company's promoters helps you understand who is

behind the business. It serves as a sanity check to eliminate companies with promoters who have

criminal backgrounds, intense political affiliations, or other potential red flags.

Question: What information does knowing about a manufacturing company’s products provide?

Answer: Knowing about a manufacturing company's products helps you understand the product’s

demand-supply dynamics, which is crucial for assessing the company's potential growth and stability.

Question: Why is the location and number of plants important?

Answer: Knowing the location and number of plants gives you a sense of the company's geographic

presence. Sometimes, the location could be so prime that its value is off-balance sheet, making the

company highly undervalued.

Question: Why should you find out if the company's plant is running at full capacity?

Answer: Finding out if the plant is running at full capacity gives you an idea of their operational

abilities, the demand for their products, and whether they are well-positioned for future demand.

Question: Why is understanding the type of raw material required important?

Answer: Understanding the type of raw material required helps you gauge the company's

dependency on external factors. For example, the raw material might be government-regulated or

need to be imported, either of which warrants further investigation.

Question: How does knowing the company's clients or end-users help?

Answer: Knowing the company's clients or end-users helps you understand the sales cycle and the

efforts required to sell the company's products, which is important for assessing the company’s

market positioning.

Question: What is the significance of knowing the competitors of the company?



Answer: Knowing the competitors helps you understand the market dynamics. Too many

competitors often mean margin pressure, making innovation essential for standing out. Higher

margins are usually found in markets with limited competition like monopolies, duopolies, or

oligopolies.

Question: Why is it important to know the major shareholders of the company?

Answer: Knowing who the major shareholders are, aside from the promoter and promoter group,

provides additional insight. If a highly successful investor holds shares in the company, it may indicate

that the company is a good investment opportunity.

Question: Why should you find out if the company plans to launch new products?

Answer: Knowing whether the company plans to launch new products gives you a sense of its

ambition and innovation. However, if a company is launching products outside their domain, it may

be a red flag indicating a loss of focus.

Question: What does knowing the company's revenue mix reveal?

Answer: Knowing the company’s revenue mix helps you understand which product or segment is

contributing most to the revenue, which in turn helps you predict future revenue growth drivers.

Question: Why is it important to know if the company operates under heavy regulation?

Answer: Knowing if the company operates under heavy regulation is a double-edged sword. While it

can act as a barrier to new competition, it can also limit the company's ability to be innovative in the

industry.

Question: Why should you know who the company's bankers and auditors are?

Answer: Knowing who the company’s bankers and auditors are can help rule out the possibility of

the company being associated with scandalous agencies.

Question: What can the number of employees and potential labor issues tell you about a

company?

Answer: The number of employees and any labor issues can give you a sense of how labor-intensive

the company’s operations are. If the company requires a specialized workforce, it could be another

red flag to consider.

Question: Why is understanding entry barriers crucial?

Answer: Understanding entry barriers helps you gauge how easy or difficult it is for new companies

to enter the market, which can impact the existing company’s margins.

Question: Why should you be cautious if the company manufactures products that can be easily

replicated in countries with cheap labor?

Answer: If the company manufactures products that can be easily replicated in countries with cheap

labor, they may be at risk from competitors in those countries, thereby threatening their market

position.

Question: What should you consider if the company has many subsidiaries?



Answer: If the company has many subsidiaries, you should question why. Multiple subsidiaries can

sometimes be a way for the company to siphon off funds, which would be a red flag for potential

investors.

Question: What is the next step after thoroughly understanding the company in the equity

research process?

Answer: The next step after "Understanding the Company" is the "Application of Checklist" stage.

This involves applying a predefined checklist to evaluate various aspects of the company further.

Question: How long does the 'Understanding the Company' stage usually take?

Answer: Based on experience, the 'Understanding the Company' stage takes about 15 hours.

Question: What should you do if you find any red flags during the 'Understanding the Company'

stage?

Answer: If you encounter any red flags or concerning information about the company, it is advisable

to halt any further research irrespective of how attractive the business otherwise appears.

Question: How should you summarize your findings from the first stage of equity research?

Answer: After going through the first stage, it's good to summarize your thoughts on a single sheet of

paper. This summary should encapsulate all the critical information you have learned about the

company and be crisp and to the point.

Question: What should you conclude if you cannot summarize your thoughts clearly?

Answer: If you can't summarize your thoughts in a crisp and clear manner, it likely means that you do

not yet have a comprehensive understanding of the company.

Question: Are the stages of equity research sequential?

Answer: Yes, the stages of equity research are sequential and should be followed in the same order.

Question: Can the equity research framework be applied to different companies?

Answer: Yes, the equity research framework remains the same regardless of the company being

researched. The idea is not to focus on how good or bad a particular company is but to apply a

consistent research approach.

Question: What is the main focus as you move forward in equity research, specifically for stage 2?

Answer: The main focus for stage 2, "Application of Checklist," is to apply a predefined checklist that

evaluates various aspects of the company further, including its business model, governance,

financials, and market potential, among others.

Question: Why is the Q&A framework effective for understanding a company?

Answer: The Q&A framework is effective because it prompts you to read and dig out extensive

information about the company. This deep dive into the company enables you to get a greater

understanding of its business, operations, and potential for long-term success.

Question: What is the purpose of discussing a specific company like Amara Raja Batteries Limited

(ARBL) in the module?



Answer: Discussing a specific company like ARBL is not to showcase how good or bad the company is

but to illustrate a framework for what is perceived as a 'fairly adequate' equity research process.

Question: What caution should be exercised as you proceed to discuss a specific company in stage

2?

Answer: As you proceed to discuss a specific company like ARBL in stage 2, the caution to be

exercised is that the focus is to understand the company better through the application of the

checklist rather than making a judgment about its quality.

Question: What is the objective of the 2nd stage of equity research?

Answer: The objective of the 2nd stage of equity research is to comprehend the company's financial

numbers and evaluate if the nature of the business and its financial performance complement each

other. If they don't, the company will not qualify as an investible grade.

Question: What does Net Profit Growth indicate?

Answer: Net Profit Growth should be in line with gross profit growth. If revenue growth is not

aligned with profit growth, it may be a warning sign.

Question: What does EPS (Earnings Per Share) signify?

Answer: EPS should be consistent with Net Profits. If a company is diluting its equity, it is not a good

sign for shareholders, as their ownership percentage decreases.

Question: Why is Gross Profit Margin (GPM) important?

Answer: A Gross Profit Margin higher than 20% indicates the presence of a sustainable moat or

competitive advantage. Higher margins allow the company greater flexibility and can be a sign of a

strong business model.

Question: What is the significance of Debt Level?

Answer: The Debt Level should not be high, as a highly leveraged company risks financial distress.

High debt also means that finance costs will eat away at the earnings.

Question: What does Inventory indicate for manufacturing companies?

Answer: Inventory levels are particularly important for manufacturing companies. A growing

inventory, along with a growing Profit After Tax (PAT) margin, is a positive sign. However, one should

also check the number of days inventory is held.

Question: What does the Sales vs Receivables ratio signify?

Answer: Sales backed by receivables are not a great sign as it indicates that the company might be

pushing its products to show revenue growth, which may not be sustainable in the long term.

Question: Why is Cash flow from operations important?

Answer: Cash flow from operations has to be positive. If a company is not generating cash from its

operations, it indicates that the company is under operating stress, which is a red flag.

Question: What does Return on Equity (ROE) indicate?



Answer: A Return on Equity higher than 25% is generally a positive indicator for investors. However,

this should be checked alongside the company's debt levels to ensure that the high ROE is not being

fueled by excessive leverage.

Question: What should you conclude if the business fundamentals do not align with the financials?

Answer: If the business fundamentals do not align with the financials, the company should not be

considered of investible grade. Both aspects need to complement each other for the company to be

a viable investment opportunity.

Question: Is the checklist discussed in stage 2 the same as the one presented in the previous

chapter?

Answer: Yes, the checklist discussed in the 2nd stage of equity research is the same as the one

presented in the previous chapter for quick reference.

Question: What is the key P&L items to look into for evaluating Amara Raja Batteries?

Answer: The key Profit and Loss (P&L) items to consider when evaluating Amara Raja Batteries are

Gross Profit, Net Profit, and Earnings Per Share (EPS).

Question: What are the indicators of an investable grade company?

Answer: The indicators for determining if a company is of investable grade include its rate of growth,

particularly its Revenue and Profit After Tax (PAT) growth. The evaluation is done from two

perspectives: Year on Year growth and Compounded Annual Growth Rate (CAGR).

Question: What is Year on Year growth and how is it useful?

Answer: Year on Year growth gives a sense of the progress the company makes each year. It helps to

understand whether the company is growing, stagnating, or declining over a one-year period. This

metric is useful even when industries go through cyclical shifts.

Question: How do cyclical shifts in the industry affect Year on Year growth?

Answer: Industries often go through cyclical shifts that can affect a company's Year on Year growth. A

flat growth rate during such times could be considered acceptable, provided the flat growth is an

industry-wide phenomenon and not just specific to the company being evaluated.

Question: What is CAGR and why is it important?

Answer: Compounded Annual Growth Rate (CAGR) offers a sense of how the company is growing

and evolving across business cycles. A company with a healthy CAGR is often the first to overcome

shifts in business cycles, making it an attractive investment.

Question: What is the preferred rate of growth in Revenue and PAT for an investable grade

company?

Answer: The preferred rate of growth in Revenue and PAT for an investable grade company is over

and above 15% on a CAGR basis.

Question: How has Amara Raja Batteries performed in terms of Revenue and PAT Growth?

Answer: For Amara Raja Batteries, the 5-year CAGR revenue growth is 18.6% and the 5-year CAGR

PAT growth is 17.01%.



Question: Do these growth rates qualify as healthy according to the evaluation checklist?

Answer: Yes, the 5-year CAGR revenue growth of 18.6% and the 5-year CAGR PAT growth of 17.01%

for Amara Raja Batteries are considered healthy growth rates and qualify as interesting and healthy

set of numbers according to the evaluation checklist.

Question: What are the next steps after evaluating the Revenue and PAT growth rates?

Answer: After evaluating the Revenue and PAT growth rates, it is essential to evaluate other numbers

and metrics on the checklist to gain a comprehensive understanding of the company's financial

health and potential for investment.

Question: What is Earnings Per Share (EPS) and why is it important?

Answer: Earnings Per Share (EPS) is a financial metric that represents the profitability of a company

on a per-share basis. It is important because it provides an indication of the company's profitability

distributed among each outstanding share of common stock. A growing EPS usually suggests

increasing profitability and is a metric closely watched by investors.

Question: How does EPS relate to Profit After Tax (PAT)?

Answer: If EPS and PAT are growing at a similar rate, it usually indicates that the company is not

diluting its earnings by issuing new shares. This is generally a positive sign for existing shareholders

and reflects well on the company’s management capabilities.

Question: What does a change in EPS indicate about a company's management?

Answer: A change in EPS can be reflective of a company's management capabilities. If the EPS is

growing at a similar rate to PAT, it suggests that the management is effectively maintaining or

increasing profitability without diluting shareholder value through the issuance of new shares.

Question: What was the 5-year EPS CAGR for Amara Raja Batteries for the fiscal year ending in

2014?

Answer: The 5-year EPS CAGR for Amara Raja Batteries for the fiscal year ending in 2014 stands at

1.90%.

Question: How does the 5-year EPS CAGR compare to the Revenue and PAT growth rates?

Answer: The 5-year EPS CAGR of 1.90% is considerably lower than the 5-year CAGR for Revenue and

PAT growth, which were 18.6% and 17.01%, respectively. This suggests that the growth in EPS has not

kept pace with the growth in Revenue and PAT.

Question: Is the 5-year EPS CAGR of 1.90% a healthy rate?

Answer: A 5-year EPS CAGR of 1.90% may not be considered a healthy growth rate, especially when

compared to the robust growth in Revenue and PAT. This could be an area for further investigation to

understand why EPS growth has not kept pace with Revenue and PAT growth.

Question: What does the share capital data tell us about the company's EPS?

Answer: The share capital remaining constant at 17.08 INR Crs from FY 09-10 to FY 13-14 suggests

that the company has not issued new shares during this period. This is a positive indicator for existing

shareholders as it means the company has not diluted earnings.

Question: What are the implications of EPS growth rates fluctuating considerably over the years?



Answer: Fluctuating EPS growth rates can indicate variability in the company's profitability or may

suggest that the company is going through significant changes, either operationally or strategically.

This inconsistency might be a point for investors to investigate further.


