





ABOUT DECIDIN
WHAT TO mm‘e -
Ne

GOVERNMENT BONDS AND BANK
ACCOUNTS ARE RELATIVELY RISK
FREE. MUTUAL FUNDS ALSO

i
CARRY LOWER RISK, WHAT ABOUT A
SHARES 2

couLpP YOUN,
ARRANGE FOR |
ME TO MEET £

ONE 7.

SOMETIMES,YOU MAY

EVEN HAVE TO CONSULT

AN INVESTMENT
ADVISOR.

[ THE GOVERNMENT LAYS
DOWN ECONOMIC POLICIES
FROM TIME TO TIME.
WE SHOULD ASSESS WHAT
IMPACT THESE POLICIES
WILL HAVE ON THE PRIVATE

AND PUBLIC SECTOR
AS A WHOLE.

MAJOR FACTORS AFFE(

NEED FOR EXPERT GUIDANCE

Share Analysis



THE SALES OF
COLOUR T. V.5
INCREASE AND THE
PROFITS OF THE
MANUFACTURER
RISES.

N oun venm | [evet e e e RN
: OF PEPSI A FEW R by || _INVESTIN
PLLHAVEMY )| yEARS AGO?OR | | AN TELECOM COMPANIES || CONPANIES IN
. OM THE PRIVATE THE TELECOM
OF AIRTEL AND SECTOR, TODAY TELECOM :
SAMSUNG? SERVICES IS GROWING
| | AT ARAPID PACE.

B

)WVERNMENT ECONOMIC POLICIES AND INDUSTRY TRENDS

CORPORATE PERFOR
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POES THE MANAGEMENT
EXPECT A CHANGE IN

TOPAY THERE IS5 COMPETITION.
MANAGERS HAVE TO KNOW wHAT

GOVERNMENT POLICIES THAT CONSUMERS WANT AND HOW

WILL ALLOW IT TO RAISE MUCH THEY ARE WILLING TO PAY

PRICES AND MAINTAIN ITS FORIT. TODAY’S MANAGER

COSTLEVELS S0 THAT r NEEDS T9 BE CONSTANTLY IN

PROFITAGILITY JUMPS SHARPLY TOUCH WITH THE WARKET PLACE—
CHECKING ON HiS COMPETITORS
AND CAREFULLY ASSESSING
THE ACCEPTANCE OF His

PROPUCTS BY CONSUMERS .

WE ARE DOING A SURVEY ON
WASHING S0APS , MADA M WOULD\
YOU PLEASE TELL US \F you

RARE HAPPY WITH THE 50APS
AVAILABLE IN THE MARKET 2

:

| HAVE CONSUMERS SWITCHED THEIR PREFRENCES FOR PRODUCTS N
BY RIVAL COMPANIES TO PRODUCTS MANUFACTURED BY COMPANY
MAIN SHAREHOLDER CHANGED ITS ATTITUPE TO COMPANY X ORITs
OF MANAGEMENT AND CONTROL (AND HOW

WOULD THIS AFFECT PROFITABILITY) ? r

MANAGEMENT CAPABI

Share Analysis:

BASIS FOR PROMISE




A TECHNICAL ANALYST
BASICALLY STUDIES PRICE
CHARTS TO GET AN IDEA
ABOUT THE FUTURE PRICE
ACTION OF ANY TRADED
sTOCK.

AND MOST IMPORTANT, YOU )
HAVE TO ASSESS THE QUALITY
OF THE MANAGEMENT OF THE
COMPANY AND ITS ABILITY
TO GUIPE THE
COMPANY N THE
IMPENDING AND

fodt dﬂdl VS TBELIEVES THAT ALL Y y =
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/ IT 1S REALLY VERY SIMPLE.
A BALANCE SHEET SHOWS WHAT

OTHERS OWE THE COMPANY
(175 ASSETS) AND WHAT THE
COMPANY OWES OTHERS
(ITS LIABILITIES,

Fixed assets

Investments
Current assets, Loans and Advances  4223.6

Miscellaneous Expenditure 05
Total Assels 5201.8
LIABILITIES
Current Liabilities and Provisions 24403
Long-term Liabilities 2425
Share Capital 1291.1
Reserves and Surplus 1227.9
5201.8

ASSETS AND LIABILITIES

Share Analysis

KINDS OF ASSETS




THE BALANCE SHEET |5 A PICTURE OF A
COMPANY AT A SPECIFIC POINT IN
TIME— USUALLY THE YEAR—ENDING
OF THE COMPANY. A COMPARISON OF
BALANCE SHEETS OVER A PERIOP OF
TIME GIVES YOU A ——
SOURCES AND USES
STATEMENT, WHICH
PEPICTS CHANGES IN
WHAT THE COMPANY
JWNS (ITS ASGETS)
AND WHAT THE
COMPANY OWES
"ITS LIRBILITIES).

TIME USUALL

\ YEAR OF THE
COMPANY.

THE FINANCIAL |

AN EVALULATION OF MRANY
INCOME STATEMENTS OVER MBNY
YERARS WILL GIVE A TREND OF THE
COMPANY'S SALES,COST OF
PRODUCTION, INTEREST
CHARGES, NET PROFIT
AFTER TAX,ETC.

-

KINDS OF LIABILITIES

=%

INCOME STATEMENTS

v Share Analysis

Share Analysis =




TO THE f
KEY DATA THAT ENABL
COMPANIES. LET U
THESE IN FETNL

qmpxny's Name COTTON INDIALTD.
‘Year Ending December 31

Paid- up Capital

Number of shareholders

Percentage holding of Indian promolers

\/~ YOu WILL FIND
mm :_\fsis PHEEY THIS NFORMATION IN
BANALYSIS SHEETTT —

Percentage holding foreign collaborators

Percentage holding of NRIs 5% T 4:-‘ : EGI“E‘;‘T: ‘.“\RE
Percentage holding of government institutions 11% 3
Percenlage holding of general public 32%
No. of shares with public (floating stock) 41,30,940
Approximate daily traded volume 70,000 shares
Daily trading volurge as % of floating stock 1.70%
Listed a Mumbai =5
Objects and activiies Manufacturers textiles, chemicals and foodstulfs THE AN ALYSIS !

Share Analysis

ANALYSIS SHEET

Share Analysis




Not adjusted for bonus/rights
Number of shares( in lakhs)

outstanding constant at
'Net Sales Per Share
Earnings Per Share
Cash Flaw Per Share
Dividends Per Share -

After adjusting for b
Net Sales Per share
Eamings Per Share
Cash Flow Per Share
Dividends Per Share

Market Price (1) High
(1) Low

Book Value
PIE ratio

PiCash Flow Ratio
Yield

Market Price 10 Book
Value

KEY: B Rupees

95 a1

B Percentage

10:6

EQUITY SHARE DATA

'SHAREHOLPERS IN THE
FUTURE AS BONUS

. SHARES OR AS
DIVIPENDS.

Share Analysis

EARNINGS PER SHARE AND DIVID .




CAGH FLOW 15 A

g gLshHTliE'LV'L«‘-ﬁ
| usED BUT IMPOR—
\ TANT RATIO:

5~ 1N VIEW OF THE
BONUS SHARES

IN THAT YEAR, | THINK
THERE IS NONEED

_ FOR ALARM ! __

AND WHATIS Y}
DEPRECIATION?
P —

OF MONEY AS DEPRECIATION, THAS MA == .
PROVISION FOR PURCHASE OF NEW MACHINE Frms ANY Y YES, YES WHEN THE EARNING 70
IN THE FuTﬂRE, AS REPLACEMENTS F RELMIDHEHIP GHARE 16 5-15 AND YO WY FOR
THE OLD. HENCE PEPRECIATION 1S BETWEEN THE SHARE |N THAT CO.K;A’E o
*f NON- CASH CHARGE " SINCE THE MARKETPRICE | RS.86.HOW Muca;:w D
MONEY IS NOT ACTUALLY GIVEN OF A SHARE PAYING FOR HESHRRE s
SOMEBODY BUT 1S MERELY KEPT AND THE . EARNED PER
. EARNING PER _ T
SHARE? O\

F 7" THE DEPRECIATION AMOUNT 15\
{ DEDUCTED FROM THE PROFIT BEFORE
TAXATION, SOME COMPANIES MAY SHOW
VERY LITTLE PEPRECIATION 80 THAT
THEIR PROFIT COULD LOOK LARGER.
WHEREAS,IF OTHER COMPANIES SHOW
ACTUAL DEPRECIATION THEIR PROFITS
D\ LOOK SMALLER IN COMPARISON. _/

I Profit before depreciation
| Depreciation

Profit after depreciation

| Provision For

Taxation

\IF WEADD DEPREGIATION 70 THE NET PROFIT ot mecrt sttor tax

3;’5; Efg ,f_-’,,'ﬁ ;Wu GET CASH FLOW WHICH /G |Depreciation
8LE INPEX. TO A ¢ Ny lg |added back 10,000 1 o Bl

PERFORMANCE RHEN Y0U ARE gm?vﬁ;fyg V) Caah flow 0000 40000 e SIMILARLY THE PRICE TO Ca}“c‘éﬂ

TWO COMPANIES BECAUSE IT ELIMINATES THE ' FLOW RATIO MEASURES T

POSSIBILITY OF CONPANIES PLAYING AROUND Ew : MARKET PRICE OF THE COMPA

WITH DEPRECIATION RATES IN ORpER B e et 1 SHARE DIVIDED BY 1TS CASH
MAKE THEIR PROFITS 100K GOOD. 0 per share  No, of outstanding shares FLOW.

CASH FLOW | THE MARKET PRICE,P/E RATIO AND




z0uR woRRY 15 TAKEN CARE OF | [
| BY THE BOOK V. /|

ALUE. ASSUMING THA‘{‘ = T

—————1| | THE COMPANY SUFFERS THE YIELD, ACCO

K VALUE I5 - PRICE OF RS- 86-
s 5E5 AND GOES IN 15 2-97% ON A GHARE

pipid ity Rl WHY, EVEN BANK DEPOSITS FETCH US

BETTER RETURNS !

LIGUIDATION, IT MAY HAVE
PROPERTY SUCH AS LAND AND \
BUILDINGS INCLUDED IN THE N
BOOK VALUE . THE COMPANY
COULD SELLITS PROPERTY AND [/
PAY OFF DEBTORS. :

IF THE MARKET PRICE TO BOOK
VALUE IS MORE THAN 1-00, IT
MEANS THAT THE MARKET IS
VALUING THE COMPANY AT A PRICE
HIGHER THAN WHAT THE COMPANY
FEELS IT WOULD GET IF IT WERE
TO SELL ALL THE ASSETS OF
THE COMPANY AND PAY OFF

ITS LENDERS.

/'1F,0N THE OTHER HAND, THE RATIO 16
LESS THAN 100, IT MEANS THAT
THE BREAK=UP VALUE AS CALCULATED
BY THE COMPANY EXGEEDS THE
VALUE OF THE COMPANY AS
DETERMINED BY THE MARKET. /

|/ WHILE WV ESTING IN SHARES ONE
16 REALLY LOOKING FOR AN
APPRECIATION IN THE SHARE
PRICE, NOT ONLY FOR A RETURN
FROM DWIDENDS.

BOOK VALUE AND MARKET PRICE TO BOOK VALUE ;

YIELD AND RETUR

1

Share Analysis




Net sales

Operating Profit
Operating Profit to Sales
Capital E;penditure
Depreciation

Interest Expenses
Pre-tax Profit
Interest Coverage Ratio

Pre-tax Profit
to Sales

Effective Tax Rate
Net Profit

\et Profit to Sales
(EY: @ Rs. In Lakhs

5068.7

830.6

280.8
66.5
74.7

B48.1

14.2
58.9
348.1

58

B Percentage

10418 1199
15.6 17.3
280.4 198.7
40.6 114
68.6 B2.3
1080.2 1209.6
16.4 15.7
15.9 17.4
552 59.1
4751 49486
7.1 7.1
B Ratio

WHEN THE CAPITAL
PENDITURE
TCHES VEPRE-
A CIATION IT MEANS
THE COMPANY HAS
NO EXPANSION
B PLANS.
89.7 —
13309
15.8 :
- S
el GINCE TAX RATES IN INDIA THERE HAS BEEN
e 2l an‘s QUITE HIGH,GOOD TAX DECLINE IN THE PERES
18 WIS PLANNING 16 INPORTANT. OF TAXES PAIP
THE EFFECTIVE TAX RATE GOVERNMENT. THIS 1S
507 MERGURES THE TAX PAID \ FOR THE SHARE
BY THE COMPANY mE v s
RELATION TO ITS PRE~
sng PROFIT.
7.3

INCOME DATA




1859.1

Current Liabilities

Current Ratio 15

Total Assets 3393.7

Sales to Assets 1.8

Return on Assets 12
140

Deferred Liabilities (LTD)

NetWorth (Shareholders Equity) 13946

34 6

1

(53}

Total Capitalisation
Debt to Equity Ratio
Return on Shareholders Equity 281

KEY: @ Rsin lakhs W Percentage

2157 2408

16761 19264

18918 2166.2
0.1 0.1
341 29.5
= Ratio

2634
2177.4
24407
0.1

27.8

N

'/ THE TOTAL ASSETS OF \
THE COMPANY HAVE

CREASE

BALANCE SHEET DATA




rm.l. A
16 UTILISING ITS
ASSETS-

SMALLER ¢
asmarssmsmmsm C
INTENSIVE, /.8 THEY.

THE LONG-TERM DEBT

AND WHAT IS "\ / THE RE TURN-ON-ABSETS

“RETURN-ON~ |f FIGURES TELLS YOU FACTORIES AND MACHINERY TO CAPITALISATION RATIO
. ASSETS’? /| HOW MUCH MONEY TRADING COMPANIES. MEASURES THAT PART
: | e comeany 16 | | GENERALLY TRADING COMPANIES A OF THE COMPANY ’S
MAKING RE HIGH SALES=TO-AGSETS mm_g e e WO

FUND

THE TOTAL ASSETS

THAT IT OWNS. BECAUSE THEY HAVE VERY HIGH

SALES ONA SMALL ASSET BASE. el A

REPAID.

THE RATIO TELLS YOU HOW ™\ ¢

WELL THE COMPANY IS UTILISING

ITS ASSETS TO GENERATE _
PROFITS. >

7 A HIGH RATIO IND

F!E INTEREST
COVERAGE RATIQ 15 A GOOD ABILITY TOPRY %

: A MEASURE OF A \NTEREST, HENCE,LE
K;g\g M:sr ALSD ; v COMPANY'S ABILITY = RiSK lll\l‘OL’VEDIII ENTTRS
e m; ELIABILITIES TO PRy ITS TO THE _
COMPANY {NTEREST CHARBES. A LOW Rmoc?\tmmesa !

LOWER ABILITY TOPAY
INTEREST, HENCE,, MORE |
RISK INVOLVED IN i
LENDING TO THE
COMPANY.

] YOu ARE
INVESTING IN.

PROFIT BEFORE
INTEREST AND
INTEREST , TAXES
COVERAGE *  |NTEREST
EXPENSE

SALES- TO-ASSETS RATIO AND DEFERRED LIABILITIES DEBT RATlOS

—_—
D, L




AND HE MUST CARE
ANALYSE FACTORS THAT
Ay AFFECT THIS RATIO. ¢

RETURN NET ; _
ON = INCOME = INCOME x SALES X ABSETS
EQUITY EQUITY SALES ABSETS FauTy

[ LOGIC 15 THAT EVEN IF

ONCTION OF HOW MUCH OF THE RGSETS

rjh FUNCTION OF HOW

GENERATE PER UNIT OF
ASSETS, THE HIGHER

16 THE RETURN FOR
THE SHAREHOL DER...

i T THE COMPANY OWNS 15 FINANCED OUT OF
R OWED NONEY RATHER THAN GHAREHOLDER'S

WELL THE COMPANY
HIGHER THE LEVERAGE,GREATER

UTILISES IT5 ASSETS—
THE MORE SALES THE
COMPANY CAN

RETURN ON EQUITY

\ MONEY— _
§)\  THE RETURN FOR THE SHAREHOLPERS
= = il |

Share Analysis

OH,NU-—THE‘! ARE GUITE ARBIT K

NOT POSITIVE (BUT NEITHE :
MANAGEMENT 15 AVERAGE THEN, AS LS
COMPANY HAS A DECENT PRODUCT,IT
TO BEWEFIT AND SHOW :
|F THE PRODUCT 19 BAD)—BASED 0N
OF ITS PAST PERFOEMMKZE.
FEEL THAT THE PAST POES NOT
THE MRNAGEMEHT oRrR
INCENTIVES CAN WORK
COMPANY'S PERFORMANCE.
AMALMST HAS HIS OWN VIEW-

\NTERPRETING NUMBE

Sharc Analysis



WELL, RAHUL, WHAT PO
You THINK OF THE
WORK | DO ?

/" HAVE vou \
EVER BEEN )
WRONG ?

a
-t

[ STUDYING AND ANALYSING ALL

IT SURE
SOUNDS
COMPLICATED.,

YES, IT5 .
INVESTMENT AT,
1S AN ART, NOT A 8¢
THESE Nuuu“
QUALITATIVE A 4

"/ OH,YES, MANY TIMES.BUT BY

ALANCE SHEETS AT LEAST |

Bmcaenss My CHANCES OF BEIN
CORRECT !

1

INVESTMENT, RAHUL , 15 RISKY BUSINESS. |

YOUu CAN NEVER BE TOO /o SURE OF
ANY THING BUT, BY COLLECT Mf, AND
| ANALYSING ALL SORTS OF |

CAM TRY TO MAKE A
GUEBS ON WHICH ¢
BUY OFK S

L.YOU M
s !‘ | THI 0717
! F f‘,’_,: THEN | 1S A
SMALLER CHANCE O}
. BEING WRAONG!

| /50, RAJESH, ARE
I
|

YES, BUT gust

ALITTLEBITTO
START WITH...

YOU GOING TO
TRY INVESTING
IN SHARES ?




