This presentation has
been prepared for ICAI .

The presentation is
intended only to serve
as reference point and
cannot substitute
studied opinions on
specific matters. All
opinions and
interpretations
expressed are that of the
presenter. ICAI does not
endorse or ascribe to the
views / opinions /
interpretations.

This presentation was
made in August 2018 in
Mumbai.

Fundamental Analysis - assessing
financial health of a company

Seminar on Business Valuation, Mutual
Funds and Alternative Investments —

Presented at

Beginner’s Guide

Organized by
WIRC - ICAI
Presented by:
CA R. Jayaprakash

Mumbai




Fundamental Analysis
- a perspective

Do senior management sound this way?
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Do shareholders car

this view?

"Long-term I like intelligence, good looks, and sincerity.
Short-term I like semiprecious stones and gold."”

"We need an end to short - termism ... at least until
next week."
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Mantra for Gauging Financial health

O

» Every business needs to be viewed in context of:
Economic cycle
Geography of operations
Industry
Business model as adopted by the company.

» For discerning investor’s / finance professional the best starting
points are:
Comparative studies with competitors financial position (domestic and global)

Comparative studies over time periods (if company has been operating over a
number of years)

» The above studies would thrown variations / differences which
would need to be explained by the operating management team.
Whether such rationale appeals to the directors approach to
business would depend on individuals experiences.




Understanding Financial Health of a business

@ What are indicators of
ﬁnancial health

» To understand Financial health of a business the
following dimensions need to be studied:
Margins (ROCE, ROI, ROE)
Asset Utilization
Capital structure including liquidity analysis
Commitments and obligations (generally ignored in practice)

» Except for the 4% parameter Dupont Analysis
covers interrelationship between various
other parameters

ROE = Profit Margin (Profit/Sales) * Total Asset
Turnover (Sales/Assets) * Equity Multiplier
(Assets/Equity)




Balance Sheet Financial Health of a business
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Statement of Profit and Loss
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QUESTION?

How does this
work in the
modern
business context
wherein 70%
“value” in
intangibles

"Our employees are our greatest asset.
| say we sell them."”




Integrated Approach not just Finance function
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» Understanding a business in the context of
economic environment 1t operates 1in.

Summary » Similar businesses can operate with
points different model. Analysis has be to

understanding imperative of these different
Slide captures few models.

important thoughts
about the approach to
fundamental analysis.

* Annual report (not financial statement) is
the statement to be referred. The relevant
number has to be chosen basis the
decisions to be taken. One number (balance
sheet number) doesn’t fit all. Book value,
market value, replacement value.

e The primary predicate is maximization of
“ROE”.

e The orientation should be - “And-And” —
Short term & long term.

» The integrative approach to management
should be visible.
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quotes for
Finance
professionals

Few jargons which raise
red flag:

Economic view

* Its not about return on capital but
about return of capital

Philosophical view:

» Life is long enough to be
experienced with patience rather
than greed




Change in Narrative in 12 months

__________________________________________________________________________________________ @

August 2016

September 2015

Flipkart USD 16 billion. Snapdeal USD 5
billion. Other Indian startups in the unicorn
club include mobile advertising technology
company InMobi ($2.5 billion), taxi
consolidator Olacabs ($5 billion), mobile
payments company Paytm ($2billion), online
restaurant guide Zomato ($1 billion), online
classifieds firm Quikr ($1 billion) and data
analytics outsourcing company Mu Sigma ($1
billion). Promising candidates are Oyo
Rooms (currently $400 million), Bigbasket
($400 million) and Grofers ($100 million).

“FOMO?” driven valuation was very evident.

Flipkart USD 5.58 billion. Snapdeal USD 4
billion. Other Indian startups in the unicorn
club include mobile advertising technology
company InMobi ($0.8 billion), taxi
consolidator Olacabs ($2.4 billion), mobile
payments company Paytm ($5billion), online
restaurant guide Zomato ($0.5 billion),
online classifieds firm Quikr ($1 billion) and
data analytics outsourcing company Mu
Sigma ($1 billion). Promising candidates are

Bigbasket ($400 million) and Grofers ($100
million).

Cutting down on burn rates and Unit
economics have to be visible. “There is a
strong focus on capital efficiency and
moats around the business.”

Impact of SoftBank and Softbank Vision fund on the current narrative




Examining value — OYO rooms

H Amount in (T)
Oyo in Numbers
y 1 Year Ended Year Ended
0yo's booked _.and the scale of _but Oyo's share of g“‘e 17 . _ March 31, 2015 March 31, 2014
revenue” has grown growth too has jumped..  revenue is small, albeit perating Expenses
exponentially... —_— growing rapidly... Minimum Guarantee 3.61,98 948 20 .00
March2014: Inventory of Properties 1.04.05,873.75 0.00
105 rooms in 11 hotels . !
21,598.7¢r 09 10230 Conunission Expense 57,88,140.75 14,89,070.93
e June 2017 £ Property related Expenses 62.15,950.00 0,00
70,000 Minimam Tariff Loss 30,185,470 85 (.00
71,067.46=—= 7000 notels it Consumables 23.83,509 93 0.00
in 200 cities - Photography Expenses 21,953,064 00 730000
Credit card charges 1.68.233.35 9944, 10
Y 28 Paymnent Gateway Charaes 87, 686,94 .00
— e .
61 hotel 2241 6.64,35,199.05 15,06,515.03
check-ins =2 =
March  March  March June 2017: March  March March
2015 2016 2017 5 million 2015 2016 2017
Sosiings e o Oy gt check-ins

LOSSES

(in ¥ cr)

LO6
325

Total funding raised — USD 450 million

(INR 2700 crores approx) -

FY FY FY
2014-15 2015-16 2on6—17P




March 2017 numbers

Mixed Bag

Advertisement & Business

Revenve: » Promotion Expenses:
FY16: 315,403 crore FY16: 21,086 crore
FY17:%19,854 crore FY17:21,188 crore
Increased by 29% Increased by 9.4%
Loss: e FiNance Costs:

FY16: 2806 crore
FY17:24,308 crore

Increased by 434%
Employee Benefit
Expenses (most of which
are salary and bonuses):
FY16:21,880crore ¢ @ o

FY17:22,052 crore ‘ l
Increased by 9%

FY16: 35,223 crore
FY17:28,771 crore

Increased by 68%

Cash in Hand fell by
13% to 23,579 crore

Investments in
Mutual Funds/Bonds
fell sharply by 78%
to 21,114 crore

To put the number in
perspective:

Value ascribed by walmart
— INR 117,000 crores
approx.

Snapdeal in the same
period had revenues of INR
900 crores and total
expenses of about INR
3200 crores. Employee cost
of INR 600 crores.



“SoftBank’s
capital campaign
continued this
week on the
news that the
firm’s Vision
Fund is
deploying $300
million into dog-
walking startup
Wag.”
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What is driving the business world?




Traditional
view of “Value
drivers”

Value Drivers are
characteristics of a
business that either
reduce the risk
associated with
owning the business
or enhance the
grospect that the
usiness will grow
significantly in the

Suture.

There are many items
that create value
including:

proprietary technology,

market position,

brand name,

diverse product lines, and
patented products.

-®_

The items common to all industries,
which drive up value (“Value Drivers™)
include:

* A stable, motivated management team
(spice jet)

* Operating systems that improve
sustainability of cash flows (Amazon)

o A solid, diversified customer base
(Marriot)

» Facility appearance consistent with
asking price (?)

» A realistic growth strategy (??)
» Effective financial controls (???)
* Good and improving cash flow (????)




Examining value drivers in current context

________________________________________________________________________________ @

Facebook & whatsapp Google & Deepmind

Whatsapp acquired for USD
19 billion by FB.

The deal was finalized at $19
billion, which includes $4
billion in cash, about $12
billion worth of Facebook
shares and the remaining $3
billion as restricted stocks.

Restricted stock units to
WhatsApp employees
represented 7.9% of
Facebook’s shares.

Deepmind was acquired by
google in 2014 for USD 600
million.

The company is yet to generate
any significant revenues.

Could be construed as a failure
when one cursorily examines the
transaction.

It is still given lot of autonomy
under the new Alphabet ﬁ google
configuration? What is the value
driver?

Discuss — covenants are also value drivers for a company:
1. Covenant around non compete
2. Covenant around buy back clause

3. Convertible covenant




Discuss this in context of :

Value drivers ] Llfe cycle—
examined

o Young Growth business

Quick views on each of ©  Growth companies

the situations o Mature Companies
0

mentioned in this slide. Declining & distressed companies

» Special Situations:

o Financial services company
o Cyclical / commodity companies
o Intangibles play in company




The next few slides are
to share with
participants some view
on how valuation is
examined in context of
the start up / venture

capital.

SearchMDambcn257

Few additional thoughts on
capturing value drivers in startup
environment




How do we Berkus Based on assessment of 5 key success
address? factors

Established business Risk factor based on a base value adjusted for 12
have predict-ability of summation standard risk factors

SROTE Scorecard weighted average value adjusted for
When the business is similar companies

pascgnt o il g Comparable based on rule of 3 with a KPI from
ideation stage, . il

valuation becomes a transaction similar company

difficult proposition. discounted cash Sum of present value of future cash
Few approaches often flow flows

us?d dlie described in Scenario Analysis weighted average of 3 valuation

this slide. I

All these approaches get  RVETIITTNoE o)1) based on ROI expected by investor

refined with every
incremental deal.




BERKUS
Method

The Berkus Method is
meant for pre-revenue
startups.

Most often “pre-
revenue” valuation to a

start-up that has
potential of reaching
over $20 million in
revenues within five
years will be dependant
on the 5 parameters.

Once a company crosses
pre-revenue stage, this
approach would be
inappropriate to apply

» The premise is that it establishes a ceiling of USD
2.5 million

» Every element of business adds additional comfort
and thereby better valuation.

If Exists: Add to Company

Value up to:

Sound Idea (basic value) $1/2 million

Prototype (reducing technolo $1/2 million
gy risk)

Quality Management $1/2 million
Team (reducing execution

risk)

Strategic $1/2 million
relationships (reducing
market risk)

Product Rollout or $1/2 million

Sales (reducing production
risk)




The Risk Factor Summation Method

Risk Factor
summation INITIAL VALUE §1,500,000
Refined afng eﬁ‘-”l"ed 0 1, MANAGEMENT R Verylow 48500000 000,00
VEESIOEOE DEEES SO 2, STAGE OF THE BUSINESS Normal
The base value is the 3. LEGISLATION/POLITICAL RISk Normal
valqe of SiII.lﬂaI.' . 4. MANUFACTURING RISk Normal
businesses in similar 5, SALESANDMANUFACTURING RIS Normal
geogtri‘l?hg- Thli lsftt}}‘le 6. FUNDING/CAPTAL RASNG RISK Norma
MOSE LHCKY part 0T the 7. COMPETITIONRISK Veryhigh 3500000 $1,500,000
approach.

6, TECHNOLOGY RISk low 45250000 $1,750,000
The premiumor 0, MIGATION RISK Verylow 3500000 250000
discount is generally in 10, INTERNATIONAL RIK Nermal
aigépéf&fgi“;fﬁ?m 11, REPUTATIONRSK Verylow 44500000 6750000
risk rating, 12, POTENTIAL LUCRATIVE EXTT Norna

BOX VALUATION $2,750,000




Scorecard
Valuation

Some criteria’s used for
evaluation:

Management (30%),

Size of opportunity (25%),
Product or Service (10%),
Sales channels (10%),

Stage of business (10%) and

Other factors (15%)

Weight is arrived based
on what is expected out
of similar business and
Vs. Average project is the
readiness of the project
being evaluated vs other
projects.

The Scorecard Valuation method

Weight
1. TEAM CAPACITY 40%
2. PRODUCT/TECHNOLOGY READINESS 30%
3. MARKET SIZE 20%
4. COMPETITION 10%

E33

INITIAL VALUE §1,500,000
MULTIPLIER 117,5%
BOX VALUATION $1,760,250

Vs, average project

125%
100%
15%
15%




The Comparable Transactions Method

Comparable | |
. Sald for Revenue multiple WAL rraltiple
transaction SIMILAR BOX &1 4657 3.0x 2,3x%
SIMILAR BOX &2 4647 33x 6,4 x
methOd SIMILAR BOX 43 $327 1,9 x 1.5 x
SIMILAR BOX #4 $737 5,4 % 0,2 x
. . SIMILAR BOX #5 $6,248 8,6 x 5,7 x
Similar to PE / PBV / SIMILAR BOX #6 $39,087 7.3x 4 x
SIMILAR BOX 47 46,576 12,1 % 31 x
Ebe EBITDA SIPAILAR BOY 48 54,258 3% 3,5 %
SIMILAR BOX 49 %3,798 3.4 1.1x
Monthly Recurring -
Revenue (Saas), HR
headcount (Interim), Revenue wau
Number Of Outlets MY BOX INDICATORS 900 1,000
. ) WEIGHTED AVERAGE MULTIPLES 7.6 6,7
(Retail), Patent filed
(Medtech/Biotech), BOX VALUATION BASED ON... 5685 56,736

Weekly Active Users or
WAU (Messengers)




The next slide is to share
with participants some
view on how emerging
technologies would
disrupt the market.

This slide is a summary
of a study conducted by
techforesight.com

The presenter is not
supporting or ascribing
to the ideas proposed
herein.

Closing remarks — Whats in store
for future




HIGH

POTENTIAL FOR SOCI 0-ECONOMIC DISRUPTION

TABLE OF DISRUPTIVE TECHNOLOGIES

De Ps |Ht Hc Da Sp El [Vr Co Qt

S e | som |mmi | B | eese M SR (Emee
# OE R E 7 Ha W U E % P o | DE |'9Y EA 100
Ci |Le Sa [Br |Ad Ab |lIs |Ph [Th |[Te
S [l (S (mes eane poee e (gn B (=
B M B E &8 OB EA BB [E 8 [ FooBk - Ha 90 H
Ss |Ip He Mp Dn Gv |Qs |[Cp |Ud |Rd
:mm L e FLRTT) lm r:m- T cwn e eamsimrE gﬁ‘;‘n: [’ml :-"w ErEE
n P |= M | T E | % H& 7B E | T F|w E H& | T¥ HA B0 i
Gh Ak Rs Em Xx Bh Me |Tc Dr Wh
S et bvzrand idmrcanhir | Greimahess | Gwwsdm Fmnbriicey | bR Paoag ol Cransadny Wirairs
i WDy EE rach wia mackeacicice | koo siuaes:
L1l OE | & EA 43 EA M Wi &6 Mo b H& &7 E & M| &f H& 7O LE
Mi Sw Mm Pb Et La Sd |Lc Pc Sh
saaEs Snatte Puthrmant Pagunnat Pari-pwewy | Locpeeul | Sretdat Lz Panicrknmie | Stwpeaifing
s maemy e nagl e BT m e rum
El F B EA B3 E | B % | BB £ Eé q " E &8 H& | BY H& 4D -
Mc (St Dt Se Bf Op [Bs |Nm Fu [Mr
Wbatoder | Seeffomgb | Dwarck | Sisppln | e i o i Fatizs g et ety
L1l OE | &2 E | # DE | & F | & - 11 BB LAY AR R &% F B g
DL Pa Av ld Df Ap Fp St |Fd |Ze
Dt wiw p;-::' izenza mwhg e gt mm Dymintiat | Snmnkeza it Irvpot ewp
i OE | & | EA ¥ W 36 B 3 BB 7 P E& 3% F A 5p

Ro As Wa Eb Be

S [mms [Meae e | e i, )
il M 2 E 23 5P % EA 26 B 2 ;| 7 ¥ 2 SF 29 F N0 EP

Eh Wt Ac Mh Sg Ff

A dashboard of 100 wonderful, waird |and possibly warrying] ways

the world might changa in the foreseeable futura

Exampla of organizations activa in sach arsa
1 biorikiGaectn Marval Atara Sova [Demand),
Secer(fmanl
2 Samseh (izrem], S mmand, Veitom 5,
Ustnira (U5}
3 Gowen Soa Vet Farma (U, A Farma fUS],
Hoz Farma (Germaryl, Lron Crop Sotutivn
& Wiinay (U5, Posiemad jra el Agae Posar
mm:ml.lsl u«:u::wnrsL B!-Hl
Fuitan reorstaniUS)
B Geagmipmese s

& B (US], B Marest (5] SatUS Boree 5L
Bure Biarice U5, Lackhwed Mariin 55}

¥ Goagwhiphatei ), nnn-glmmn“u
Joaraciu] costat US|, Kiarmedo Tach {rm
Stibemr{Us|, Laceat [insal, om s.,ulcmu

o S e i

9 Raachan Ergmen A, WS 5], Baamg )
Leckhand Marin (V5L klrsan {Fana)

10 Casg 3 !
wiads o Goace T

2 B A Tockeaiagy 1051 et (o)

0 2Ty [, Geniace Wesenar (5], Dangarsan
Trirgn (USL sus whaz Tha Bysbarg Praeci and ihe.

o5, Vg o, sk
s oot ar wazemakany

» m:ﬁ.ﬁw&md Dymenife,
vig [Garmany], (Srect (U]

3 Gazgwkiphaet 105, Armnezn (5], Firiarius)

Whrtun [France), Baving (U]

I EatTate Lngas) WA US|

0 58 imterranal JUs1

3 Sirwinyr (05, etednak (U5

L

i1 8w Ll Tactenizpn U5, Damiaal Bumarien
vy (L5 iman, Soarat|US)

= i L

EdFizmny iear] Saracu S

Furany

11 Sizeinlap, Ragia 5], Litnean [US1
125iam ), wrge [Sann) Mori Db
il it
m,wsupm :-Anlcmq WAERD! {tina]
13 PR (s, B0 L ]
14 Pavagan 8, ECEEN (D)

TE Goagia'higed U5 \q:—u {us), Alinerca f5,
vitegan ay) Bnis i

18 Fufinng fugh ka5, mumm:
Vrmiwnds | Jamee] natisn it Bayiand U]

17 masafus)

||m|w¢|yn.-:|mm ol e s,
Boyiigh frns)

B Bagace Emawbabmari [Garaca] ova{Spa
Sruzia Aecevguarsa (Nl Froacks 1T
fanrmany]

a0 0wl 3, Bamng el

21 5w ap, AIST [npan], Beow Freg Acraicn
{Frmna], Carwea-ba(Garmany| iy Sumitama e
Lz, Mtz Bazzben 5|

22 Amazin S| arepalaipraie bl
Nm:::n\ld. ;:mgthu\ w:g-m e,
gl fanrmay], Fozec

Lt e e L o Henns

2 Wglhiztat s (5, Sz Tacndcgun UK,
Vazeapinr (Gurmacy, atrg (0, Fagyis k]

20 Laicen 105, Bowiny 1251 et R K]

20 zunteg 5] Vet LK)

o U,
ENs], e )

A8 Gyt anemara/Baordicka (U5, Gl Alges
iz U5, dpe )

A e i
47 HEDD Tharazutia (Seth ), Bioasuca S

1] Samana [Garmay]

e

i Varmaiaci iy Jurrey

0T L e, Tk By FD Algraled
G Aists By U5, Gararad Funzn,
(Canacal, Huban Eresgy 1S) Lo-ibmed i 51

B Fa e

B iirual Demissmtan Evarzeiven Thctesiaginn fwrmal],
Acdona Spard, Frana Camparation ;.'51

B2 scrzast il Gesgiwhlpratat (s, Cranaljus)

nm#&:&mmmwmmml

B Girgi Bioearir (U], US Nwal Sermech L
(U5, U5 Army FanmechLai 5], Durpaduss)

eyl i b
(Bmezarinng)

B Karm Car dngan] Mt UK

BT 84006 JUS), Dwra g

BB Sracs T s (LS B st w
andaciic (U], Rociai Las F.lﬂn:u':n Suu’IEI
Spacal frwel, Fraly ke (U5

B9 Space 15, LAAE by M A, WAt 5]

0l (U5

87 kiznatayisagle Garcemizy (U5, Amazmn ) Fuimn
us] St Kz Tuckectaguafaicter g

88 CTAL-Lta (U, Ermeaw (1S, asrrini (US) mayee
Facatecs (U5

80tz gl bt
T improcmsis (U6

1 Eurmzmn Dryan e R AR R 1
o Scutarn Samaphan [Eucpmn comeritam of 1
sl

T2 b gl b
73 Eprcaniar [Sencar] wnd Toves Saars Marke 20w 51
wridzi

i Nzl i

4 i Bracnas (USI

0 ezimepn (051, Epivme (L, 1044 s,
hone Tharspeaten (U5

7Y Mgt/ Sasgn (US] KETS UK, 104 e ezarinnd]
I tarni]

1 Capa U5}

P Earoel o5, NewarmdnigZien sk {US], 2049 e
{monmn), Durpa JUs), G Bncincfiruingain f1g),
panwisly Fazaanrt U5}

0 A s, Conmna U1

1 ket fu3] ez (US] Aigraefsazgie 3]
e fUs)

82 Nzl i
8 okl

86 Lacknnd barien (U5}, Qe (U] Baaien
DynarsiaySettani (U5 nge)

B Weatet (U], Bubn S, v UK

4 Do Hmelpsg Ve g Rergd Tz (B i)

B BAE Syviwa fU), Tova apard. N3 By evfarence
e npi cammculage an bar g gl o ke
hingn Sugzpmr

1 Brmictenugh Enargy (U5, AFZIIE, Joint Caniry or
sl Posiomritan 5

B0 5ENS Samsarch Franzaten |US), Memaesian
FeundabonFuie Tl fU5]

B Enzaizi JU51, M rmi mi i s (US|

A Suizds Mazhi Nurarinc | un Dale e )

2 Nz mr et

B0 Tnnkvmrced W macinizn Grrup )

i Sanare (St Karen), Saske wret Bewzra 5

vl b

P4 Futemen U5, Sawewn Cerp ol

91 Tzt Tuchrctagy Karacin)
Mot pase
Jushuosponwsypzie ]

W ey szt Gaag S

WO A7 e

'lld!.

. 1 Fits Prarmadinn Seancon (U5, Maraia 03],
iptcece | Cacent Fatn g mnm trtzawss bt cznpmens wm e m-q R i ST ma‘"’;'nﬁ'mo‘:‘llw;';"m'-'ﬂl
1 (113 H L | E | 1% F| 6 ] W7 Fow H& 17 F 0 EF PP pa s2rm fz)
st
. B i 125, G AR ], cnilhlznuzad,
Sn |[Dw Va We Bi Px Cc [Vt |§ Am e I o
SoarigguL 2::: Vrckagraian :mn, ?.s:::m :-ma :wm. ::...-:... "";‘.'" [rm— R -;wigmﬁiﬂlmmmm,
R 3 Sarmczar W, Sy e, sasens
1 0E 2 ¥ 1 EHNY F B i W7 E 8 ] F oM Ed Farmy iy #8Runb 5], Trosempunion ]
SOOMER TIME* LATER *Tewes b dnbrad e cbigusyor maireioww can s v
Legand How to read sntriss Thamss “Ths Small Print
A s Tochnadnghos,: Frings scin !“mh‘ﬂh‘hw Each oftha 100 hias besan w—mu Py i s s erim e
e (N Sp— e | i T
Tt i ! 3 :
i 5 : o | — rmigeriiin B Laew G T el N el e MUA T e
(e Deman dura 20 yaars - Explira). e Duszriptien of tachnoogy Eh“ e P szt
i i s

‘Horizon 2: Maar fuurs 10-20y9ars hanca 1 CE —Thame fSas rast righ El Bt sl e

e b gl (b Human Augrartatian B e Ty’ T g i A

Hortzon 1+ Happaning rw (Exacng) 5o right hand parall E‘u | T " ey Lo '_“.. B .| Jraury AL

o | Foeh
i

i techiarasight.com



This presentation has
been prepared for ICAI .

e e, ngiyabonga
o d kB L2 sk ederim

The presentation is C"ac';,'m??,,,'??';*‘_"m '“‘"‘“ 3“kle St iy S DA OO E e
intended only to serve —o 2 M ég = ] [aclas = e
as reference point and ;%d- “i(‘“g i s.,.,,smuchchakkerami‘*
studied opinions on = snhnd|ZI mll! g m"'mm"m Wi(ai]wmllﬁl krap !]ﬂ [al ﬂlallh aﬂﬂl =
specific matters. All uh" ad =”S|.| "ya - e 3[“]3[0 = dakulem Ingae
opinions and U ..,..2”.“3.‘“5’=Ienma (o s 1 i » i  MepCH
interpretations O T = ﬂ;«}zﬂqqm me[cl
expressed are that of the
presenter. ICAI does not
endorse or ascribe to the
views / opinions /
interpretations.

Prepared by:

CA R. Jayaprakash

This presentation was
made in August 2018 in
Mumbai.




