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Fundamental Analysis 
- a perspective 

Do senior management sound this way? Do shareholders carry this view? 

Does retail investor feel this way? 

How does financial statements currently help us? 



Mantra for Gauging Financial health 

 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. 

Financial Health of a business 

Lets pick two examples from our own experiences here – Joi (capex / opex & free calls & Flipkart 



Understanding Financial Health of a business 

 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 4th parameter Dupont Analysis 
covers interrelationship between various 
other parameters 
 ROE = Profit Margin (Profit/Sales) * Total Asset 

Turnover (Sales/Assets) * Equity Multiplier 
(Assets/Equity)  

What are indicators of 
financial health 



Financial 
Decisions 

Some key observations 

Financial Health of a business 



Financial 
Decisions 

What are the key 
observations 



QUESTION? 

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



Integrated Approach not just Finance function 



Summary 
points 

Slide captures few 
important thoughts 
about the approach to 
fundamental analysis. 

 Understanding a business in the context of 
economic environment it operates in. 

 Similar businesses can operate with 
different model. Analysis has be to 
understanding imperative of these different 
models. 

 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. 

 The primary predicate is maximization of 
“ROE”. 

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

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

Few jargons which raise 
red flag: 

Pivoting 

Innovation 

Disruption 

Agility 

Scalable 

unit economics 

 

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 

 



September 2015 August 2016 

 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 
Oyo Rooms (currently $400 million), 
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.” 

Change in Narrative in 12 months 

Impact of SoftBank and Softbank Vision fund on the current narrative 



Examining value – OYO rooms 

Total funding raised – USD 450 million 
(INR 2700 crores approx) 



Re-examining value - Flipkart 

 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. 

March 2017 numbers 



What is driving the business world? 

“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.” 



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 
prospect that the 
business will grow 
significantly in the 
future.  

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) 
 A solid, diversified customer base 

(Marriot) 
 Facility appearance consistent with 

asking price (?) 
 A realistic growth strategy (??) 
 Effective financial controls (???) 
 Good and improving cash flow (????) 



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 / google 
configuration? What is the value 
driver? 
 

Examining value drivers in current context 

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

 



Value drivers 
examined 

Quick views on each of 
the situations 
mentioned in this slide. 

Discuss this in context of : 

 Life cycle-  
 Young Growth business 

 Growth companies 

 Mature Companies 

 Declining & distressed companies 

 

 Special Situations: 
 Financial services company 

 Cyclical / commodity companies 

 Intangibles play in company 

 

 



Few additional thoughts on 
capturing value drivers in startup 
environment 

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



How do we 
address? 

Established business 
have predict-ability of 
cashflows 

When the business is 
nascent or in the 
ideation stage, 
valuation becomes a 
difficult proposition. 

Few approaches often 
used are described in 
this slide. 

All these approaches get 
refined with every 
incremental deal. 

Valuation Approach Principle / drivers 

Berkus Based on assessment of 5 key success 

factors 

Risk factor 

summation 

based on a base value adjusted for 12 

standard risk factors 

Scorecard weighted average value adjusted for 

similar companies 

Comparable 

transaction 

based  on rule of 3 with a KPI from 

similar company 

discounted cash 

flow 

Sum of present value of future cash 

flows 

Scenario Analysis weighted average of 3 valuation 

scenarios 

Venture capital based on ROI expected by investor 



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
gy risk) 

$1/2 million 

Quality Management 
Team (reducing execution 
risk) 

$1/2 million 

Strategic 
relationships (reducing 
market risk) 

$1/2 million 

Product Rollout or 
Sales (reducing production 
risk) 

$1/2 million 



Risk Factor 
summation 

Refined and evolved 
version of Berkus model 

The base value is the 
value of similar 
businesses in similar 
geography. This is the 
most tricky part of the 
approach. 

The premium or 
discount is generally in 
multiples of an amount 
based on high or low 
risk rating. 

 

 



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. 

 



Comparable 
transaction 
method 

Similar to PE / PBV / 
Evby EBITDA 

Monthly Recurring 
Revenue (Saas), HR 
headcount (Interim), 
Number of outlets 
(Retail), Patent filed 
(Medtech/Biotech), 
Weekly Active Users or 
WAU (Messengers) 

 



Closing remarks – Whats in store 
for future 

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.  
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