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Foreword

From the Author's Desk



Why I Wrote This

In fifteen years of working as a Chartered Accountant — auditing companies, advising

founders, reviewing financial statements, and now building VittSphere ONE to bring AI-

powered financial intelligence to Indian retail  investors — I have noticed one pattern

more than any other.

Retail investors in India lose money not because Indian markets are inefficient. They lose because

they look at stocks the wrong way.

They look at the share price chart and call it analysis. They read the company's marketing materi‐

als and call it research. They follow Twitter tips and call it strategy. They check the P/E ratio in

isolation and call it valuation. They watch CNBC and call it information edge.

Institutional investors — the people who consistently make money in markets over decades — do

something fundamentally different. They read the cash flow statement before they read the press

release. They check promoter pledge disclosures before they check the stock chart. They decom‐

pose Return on Equity before they admire it. They match the valuation multiple to the sector

before they decide if a stock is cheap.

This document is my attempt to give every Indian retail investor the four foundational frame‐

works that institutional analysts use. Not theoretical  academic frameworks — practical,  India-

specific, with real examples from companies whose names you recognize.

What You Will Learn

Each of the four pillars in this framework answers a specific question about any company you

might consider for investment:

When you can answer all four questions about any Indian stock — with evidence, not opinion —

you have built the foundation of institutional-grade equity research. You will not need to depend

on tips. You will not need to chase headlines. You will own businesses you understand, at prices

you can defend.

Pillar 1 — Cash Flow Forensics: Is this company actually generating cash, or only

accounting profit?

●

Pillar 2 — Promoter Pledge Risk: Are the promoters' interests aligned with mine, or are

they under personal financial stress that could trigger forced selling?

●

Pillar 3 — DuPont ROE Decomposition: Is the return on capital being generated through

sustainable quality or through financial leverage that will eventually catch up?

●

Pillar 4 — Valuation Multiples: At today's price, am I paying a sensible amount for what

I'm getting?

●
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What This Document Is Not

This is not a stock recommendation document. The companies named in these pages — HDFC

Bank, ICICI Bank, Tata Steel, Asian Paints, the ADAG group of 2019, IL&FS — are referenced solely

as illustrations of analytical concepts using publicly available financial data. I do not advise you to

buy, sell, or hold any of them. I am a Chartered Accountant, not a SEBI-registered Research Ana‐

lyst. For specific buy/sell decisions, please consult a SEBI-registered Investment Adviser.

This is also not a get-rich-quick guide. There are no magic ratios, no secret indicators, no propriet‐

ary algorithms in these pages. Just four time-tested analytical lenses that — applied consistently

— separate serious investors from speculators.

How to Use This

Read the four pillars in order. Each builds on the previous. By the time you reach Pillar 4 (Valu‐

ation), you will understand why valuation alone is insufficient — and why combining it with the

earlier pillars produces the complete framework.

Apply this framework to one stock you currently own. Then to one stock you are considering.

Then to one stock that everyone seems excited about. You will find your investment decisions

becoming more deliberate, less emotional, and more defensible.

With warmth and best wishes for your investment journey,

Prabhakar Kumar
Chartered Accountant • Founder, VittSphere ONE

Pune, India • 2026
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Introduction

Why these four pillars, and not forty



The Information Paradox

Indian retail investors have never had more information available than they do today.

Stock screeners are free. Annual reports are downloadable in seconds. Quarterly results

stream live on television. Concall transcripts are aggregated and indexed. Social media

delivers opinions before institutional research even arrives.

And yet — by every measurable metric — retail investor returns continue to underperform both

index funds and institutional portfolios. SEBI's own research has shown that the majority of intra‐

day and derivatives traders lose money. Studies of mutual fund SIPs consistently show investors

switch funds at the worst possible moments. Behavioral surveys show buying near peaks and

selling near troughs.

The problem is not lack of information. It is lack of framework.

Why Four Pillars and Not Forty

If you survey institutional equity research desks — the kind run by mutual funds, insurance com‐

panies, foreign institutional investors — you will find dozens of analytical techniques in active

use. DCF models. Replacement cost analysis. Sum-of-the-parts valuation. Capital asset pricing

model. Beta analysis. Liquidity premium adjustments. Sector rotation strategies. Top-down macro

frameworks. Quantitative factor models.

If we tried to teach all of these in one document, we would teach none of them well. Worse, you

would never apply them — because each requires months of practice to use confidently.

Instead, this framework focuses on the four analytical lenses that — applied together — answer

80% of the questions you need to answer about any Indian listed company:

PILLAR WHAT IT ANSWERS WHAT IT PROTECTS YOU FROM

01 — Cash Flow Is profit real? Accounting manipulation

02 — Promoter Pledge Are owners aligned? Governance collapse, forced selling

03 — DuPont ROE Is quality sustainable? Leverage-driven returns, mean reversion

04 — Valuation Is price reasonable? Overpaying for growth, value traps

Who This Is For

This framework is written for the Indian retail investor who:

Has been investing in equities for at least one year and wants to graduate from "tips" to

systematic analysis

●
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If you are a complete beginner who has never read an annual report, some sections may feel

dense. That is intentional — this document does not water down complexity, it organizes it. Read

each pillar twice if needed.

If you are already an institutional analyst or seasoned investor, you will likely find this framework

familiar — but you may still appreciate the specifically Indian data, real company examples, and

the integration of the four pillars into a single workflow.

What Each Pillar Will Take From You

Mastering  this  framework  is  not  a  weekend project.  Each pillar  requires  understanding,  then

practice. Here is what to expect:

REALISTIC TIME INVESTMENT

Reading the four pillars in this document: 4-5 hours of focused reading.

Applying the framework to your first stock: 2-3 hours per company initially. With practice,

this drops to 60-90 minutes.

Reaching analytical fluency: 8-12 weeks of applying the framework to one new stock every

week.

This is institutional-grade research being taught. It demands institutional-grade commitment to

learn properly.

A Note on Indian Specificity

This framework is built specifically for Indian listed companies. The accounting standards (Ind

AS),  regulatory frameworks (SEBI  LODR,  Companies  Act  2013),  tax dynamics,  banking sector

structure, and corporate ownership patterns referenced here are all India-specific.

The same principles apply to global markets, but the data sources, regulatory thresholds, and

sector  benchmarks  would  differ.  If  you  primarily  invest  in  US,  European,  or  Southeast  Asian

equities, treat this as a teaching document about methodology, but research the equivalent data

sources for those markets.

Now — let us begin with the most important pillar of equity analysis.

Reads quarterly results announcements but feels overwhelmed by what to focus on●

Is willing to spend 30-60 minutes researching a stock before investing in it●

Understands that good investing is about avoiding losses as much as picking winners●

Wants to build a long-term portfolio rather than trade short-term price moves●

VittSphere ONE — Stock Research Framework 9
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How to Use This
Framework

A practical workflow for serious investors



The Three-Pass Reading Method

This document is dense by design. Trying to absorb everything in one sitting will lead to

surface-level understanding only. The recommended approach is three passes.

First Pass — Reconnaissance (2 hours)

Read all four pillars at a fast pace. Don't worry about absorbing every detail. The goal of the first

pass is to build a mental map — to understand what each pillar covers, how they connect, and

where the major frameworks live. Take light notes. Skip the FAQ sections.

Second Pass — Application (Week 2-3)

Pick one Indian stock you currently own or are considering. Apply each pillar to it, in order. Read

Pillar 1 → analyze that company's cash flow statement. Read Pillar 2 → check its promoter pledge

disclosures. And so on. This is where mastery begins. You will return to specific sections of this

document repeatedly during this pass.

Third Pass — Integration (Week 4 onwards)

By the third pass, you will have internalized the language and key metrics. Now read the "Integ‐

rated 4-Pillar Workflow" section at the end to see how professionals combine these into a single

analytical workflow. Begin using the framework as a reference rather than a study guide.

What You Will Need

To apply this framework, you will need access to:

Symbols and Conventions Used in This Document

You will encounter several visual conventions throughout the pillars:

Company Annual Reports — Free downloads from BSE/NSE corporate filings pages or

directly from company Investor Relations sections

●

Quarterly Results — Filed within 45 days of quarter-end; available on stock exchange

websites

●

Shareholding Pattern — Quarterly disclosure under SEBI Regulation 31; shows promoter

pledge status

●

Financial Data Aggregators — Screener.in (free), Tijori, Trendlyne, or VittSphere ONE for

organized historical data

●

A spreadsheet or notebook — For recording your analysis findings consistently across

companies

●
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EXAMPLE BOX (CREAM BACKGROUND)

Real Indian company examples illustrating the concept being discussed. These are educational

illustrations, never recommendations.

🚩  RED FLAG CALLOUT

Warning signs that  the framework helps you identify.  When you see these patterns in  real

companies, slow down and investigate further before investing.

⚙ TOOL MENTION

References to VittSphere ONE features that automate the analysis described. These are option‐

al — every framework here can be applied manually with patience and a spreadsheet.

A Final Note Before You Begin

The four pillars in the following pages will  not make you a profitable investor by themselves.

Frameworks do not generate returns — disciplined application of frameworks does. Two investors

with the same knowledge can produce very different outcomes based on whether they actually

apply what they know.

The most important investment skill is patience: the willingness to do this research before buying,

to hold quality businesses through volatility, and to avoid stocks that fail these analytical tests

even when others are profiting from them.

With that, let us begin Pillar 01.
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F O U N D A T I O N  S E R I E S

Cash Flow Forensics

"Profit is opinion, cash is fact." The cash flow statement is

the lie detector of the income statement. Master it, and you

can see through accounting choices to the actual cash

economics of any business.

P I L L A R

01 of 04

R E A D I N G  T I M E

18 minutes

D I F F I C U LT Y

Intermediate

C O M PA N I E S  C I T E D

Asian Paints, Quess Corp, IRFC, IL&FS



The single most important truth in stock research: Accounting profit can be engin‐

eered.  Cash  flow cannot.  Every  Indian  corporate  failure  of  the  last  decade  — IL&FS

(₹91,000 crore default), Yes Bank (RBI moratorium), DHFL (insolvency), Vakrangee (60%

+ stock collapse) — showed warning signs in the cash flow statement years before the

profit  statement  collapsed.  Most  retail  investors  never  bothered  to  look.  This  guide

changes that.

Why Profit Lies But Cash Doesn't — A 60-Second
Foundation

Imagine you run a small business. You sell ₹10 lakh worth of products in March 2026 on 90-day

credit.  Your  accountant  records ₹10 lakh as revenue immediately.  After  deducting ₹7 lakh in

costs, you report ₹3 lakh profit.

But your bank account hasn't received a single rupee. You'll get the ₹10 lakh in June 2026, if the

customer pays. Meanwhile, you've paid suppliers, salaries, and rent — all from cash you may not

have.

In March 2026, your profit is ₹3 lakh. Your cash flow from operations could be negative

₹3 lakh.

This gap — between accounting profit (accrual  basis)  and cash actually received — is where

every  corporate  fraud hides.  It's  where Vakrangee inflated revenue.  It's  where IL&FS booked

profits on infrastructure deals that never produced cash. It's where Yes Bank classified bad loans

as performing assets.

The Cash Flow Statement is the lie detector for the P&L.

The Three Sections of Cash Flow Statement (Indian
Format)

Under Ind AS 7 (Indian Accounting Standard 7 — Statement of Cash Flows), every Indian listed

company must publish a Cash Flow Statement structured into three sections:
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SECTION WHAT IT CAPTURES WHAT IT TELLS YOU

Cash Flow from
Operating Activities
(CFO)

Cash generated from core
business operations

Is the business actually making
money?

Cash Flow from
Investing Activities (CFI)

Cash used in/from buying/
selling assets

Is the company investing in growth
or selling assets to survive?

Cash Flow from
Financing Activities
(CFF)

Cash from debt, equity,
dividends, buybacks

How is the company funding itself?
Borrowing more or paying back?

The three sections must add up to the Net Change in Cash & Cash Equivalents for the period.

There are two methods of presenting CFO:

Since the indirect method is standard, this guide focuses on it.

Section 1 — Operating Cash Flow (CFO): The Heart
of the Statement

This is the most important section in the entire annual report. CFO tells you whether the business

— stripped of accounting adjustments — actually generates cash.

How CFO is calculated (Indirect Method)

Start with:           Net Profit Before Tax (from P&L)

ADD BACK (non-cash items):

  + Depreciation & Amortization

  + Impairment / write-offs

  + Loss on sale of assets

  + Finance costs (interest expense)

  + Foreign exchange losses (unrealized)

SUBTRACT:

  − Profit on sale of assets

  − Interest income

Direct Method: Lists actual cash receipts and payments (rarely used in India)●

Indirect Method: Starts with Net Profit and adjusts for non-cash items (used by 95%+

Indian companies)

●
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  − Dividend income

  − Foreign exchange gains (unrealized)

WORKING CAPITAL CHANGES:

  − Increase in trade receivables (debtors)

  − Increase in inventories

  − Increase in other current assets

  + Increase in trade payables (creditors)

  + Increase in other current liabilities

Cash Generated from Operations

  − Direct tax paid

  − Interest paid (under Ind AS, can be operating or financing)

= NET CASH FROM OPERATING ACTIVITIES (CFO)

Why each adjustment matters

Depreciation is added back because it's a non-cash expense. The ₹500 crore depreciation in

P&L didn't actually leave the company's bank account this year — it represents wear-and-tear on

assets purchased years ago.

Working capital changes are critical. If receivables increase by ₹200 crore (customers haven't

paid yet), that's ₹200 crore not in your bank account, even if you booked the revenue. Subtract it

from CFO.

This is where most red flags live.

The Single Most Powerful Quality Filter — OCF/PAT
Ratio

Among all financial ratios, this one is most underutilized by retail investors:

OCF/PAT Ratio = (Operating Cash Flow) ÷ (Profit After Tax)

What the ratio means

This ratio tells you: For every ₹1 of accounting profit, how much actual cash is being gen‐

erated?

VittSphere ONE — Stock Research Framework 16
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OCF/PAT RATIO INTERPRETATION ACTION

>1.0
Cash generation exceeds accounting profit — high
quality, conservative accounting

✅ Green flag

0.8 – 1.0 Decent cash conversion, acceptable ✅ Acceptable

0.5 – 0.8 Profit growing faster than cash — caution
⚠️ Investigate working
capital

<0.5 Profit far exceeds cash — major concern
🚨 Red flag — possible
quality issue

Negative CFO with
positive PAT

Business burning cash despite reporting profits 🚨🚨 Critical red flag

Real Indian Example — Asian Paints (FY24 & FY25)

Asian Paints Ltd. — India's largest paint manufacturer — illustrates high-quality cash genera‐

tion:

METRIC FY24 FY25

Net Profit (₹ crore) 5,425 3,569

Cash Flow from Operations (₹ crore) 6,103 4,423

OCF/PAT Ratio 1.13 1.24

Even when FY25 net profit declined by 33% (due to demand softness and competitive pressure),

Asian Paints' OCF/PAT ratio actually improved to 1.24. This means despite reporting lower profit,

the company collected more cash per rupee of profit than the previous year.

The quality insight: Asian Paints converts more than ₹1 of cash for every ₹1 of accounting

profit — a hallmark of conservative accounting and strong working capital management.

Source: Asian Paints Annual Report FY25 (filed with BSE/NSE).

Real Indian Example — Quess Corp (FY26 Warning)

Quess Corp Ltd. — staffing services company — recently reported a profit rebound that masked a

deeper concern:

METRIC FY25 FY26

Operating Cash Flow (₹ crore) 380 230

Change — -40% YoY decline
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The headline news was profit growth. The forensic insight was that operating cash flow declined

40% despite higher profits — suggesting receivables ballooning, working capital pressure, or one-

time gains in profit not backed by cash.

This is exactly the type of divergence that should make any analyst pause. Profit growth without

cash flow growth = unsustainable.

Source: Quess Corp Q4 FY26 filings with stock exchanges.

Why this ratio works across sectors

The OCF/PAT ratio cuts across industries because it doesn't care about margin profile or capital in‐

tensity. A cement company with 15% margin and an IT company with 25% margin can both be

evaluated by the same standard: Is the accounting profit translating into actual cash?

Working Capital Cycle — Reading Between the CFO
Lines

Within CFO, the  working capital changes are where the real story lives. Three ratios decode

the working capital cycle:

1. Days Sales Outstanding (DSO) — How fast customers pay

DSO = (Trade Receivables) ÷ (Annual Revenue) × 365

DSO of 60 days means customers, on average, take 60 days to pay you.

Rising DSO over time = either:

2. Days Inventory Outstanding (DIO) — How fast inventory moves

DIO = (Inventory) ÷ (Annual COGS) × 365

DIO of 90 days means inventory sits in warehouse for 90 days before being sold.

Rising DIO = slowing demand, obsolete stock building up, or aggressive inventory buildup for

speculative reasons.

Industry is becoming buyer-favorable (negative for company)●

Company offering longer credit to push sales (revenue quality concern)●

Customers facing financial stress (default risk)●
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3. Days Payables Outstanding (DPO) — How long you take to pay
suppliers

DPO = (Trade Payables) ÷ (Annual COGS) × 365

DPO of 60 days means you take 60 days to pay suppliers.

Rising DPO sharply = either negotiating leverage (good) or cash flow stress forcing delayed

payments (bad).

The Cash Conversion Cycle (CCC)

CCC = DSO + DIO - DPO

CCC represents the number of days your cash is tied up in operations before being converted

back to cash.

A negative CCC is exceptional — it means your suppliers are funding your inventory and cus‐

tomers pay before you pay suppliers. Companies like HUL and Nestle historically operated with

negative or very low CCC.

A rising CCC is a yellow flag — your business is becoming more capital-intensive operationally.

Quick mental check while reading any annual report

Run these four numbers from CFO:

CFO direction (growing / flat / declining)

OCF/PAT ratio

Trend in CCC over 3 years

Any unusual one-time items in CFO

If all four pass — you're looking at a quality business. If any one fails — investigate further.

Section 2 — Cash Flow from Investing Activities
(CFI)

This section captures cash flowing in and out of the business for capital investments.

1. 

2. 

3. 

4. 
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Typical components

Cash Outflows (negative CFI items):

Cash Inflows (positive CFI items):

The Capex Question — Growth vs Maintenance

Not all capex is equal. Investors should ask:

TYPE OF CAPEX WHAT IT MEANS SIGNAL

Maintenance
Capex

Spend needed just to maintain current operations
(replacing old machines, repairs)

Baseline cost of running
the business

Growth Capex
Spend to expand capacity, enter new markets, build
new factories

Investment in future
revenue

Rule of thumb: Maintenance capex ≈ depreciation. If  a company's capex is ₹500 crore and

depreciation is ₹500 crore, most of it is maintenance.

Growth capex = Total Capex − Depreciation (approximate measure)

If  a  company consistently  spends ₹500 crore  in  capex with  ₹500 crore  depreciation,  it's  not

growing. The capex is just keeping the existing business running.

Red flag in CFI

A company showing positive CFI consistently (over multiple years) is selling more assets than

it's buying — usually a sign of:

Purchase of Property, Plant & Equipment (PP&E) — Capex●

Purchase of intangible assets (software, trademarks)●

Investments in subsidiaries, joint ventures, associates●

Purchase of mutual funds, bonds, fixed deposits (>3 months)●

Sale of property, plant & equipment●

Sale of investments●

Interest received on investments●

Dividend received from investments●

Distress (selling assets to fund operations)●

Strategic exit from business segments●

End of capex cycle (unlikely if revenue is still growing)●
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Real Indian Example — IRFC Turnaround

Indian Railway Finance Corporation (IRFC) demonstrated a textbook CFO turnaround:

PERIOD OPERATING CASH FLOW (₹ CRORE)

FY23 -28,583 (massive negative)

FY26 +8,229 (positive)

This swing of over ₹36,000 crore in CFO over 3 years reflects:

For an NBFC like IRFC, where loans = assets, CFO is structurally different from a manufacturing

company. But the direction of change is what matters.

Source: IRFC Q4 FY26 earnings report; market capitalization at ₹1,33,037 crore as of May 14,

2026.

Section 3 — Cash Flow from Financing Activities
(CFF)

This section shows how the company funds itself and returns capital to investors.

Components

Cash Inflows (positive CFF):

Cash Outflows (negative CFF):

Better working capital management●

Maturation of the loan portfolio●

Disciplined disbursements aligned with cash inflows●

Proceeds from issue of shares (IPO, FPO, rights, QIP)●

Proceeds from issue of debentures, bonds●

Long-term borrowings from banks●

Short-term borrowings (working capital loans)●

Repayment of borrowings●

Buyback of shares●

Dividend paid●

Interest paid (if classified under financing)●
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Reading CFF strategically

Compare the signs of CFF over multiple years:

PATTERN INTERPRETATION

Consistently large
positive CFF

Company keeps raising debt/equity — funding growth or covering losses?

Consistently negative
CFF

Company is returning capital — paying off debt, paying dividends, buying
back shares. Maturity sign.

Erratic CFF Episodic capital raises — investigate the purpose of each

Quality companies (mature) typically have:

Distress companies often show:

Kalpataru example — Deleveraging signal

Real estate developer Kalpataru Ltd. showed an interesting CFF pattern in FY26:

METRIC MARCH 31, 2025 MARCH 31, 2026

Net Debt (₹ crore) — 8,106

Net Debt-Equity Ratio 3.8x 2.0x

Net debt-to-equity halving from 3.8x to 2.0x in a year indicates the company aggressively used

cash to pay down debt — a major deleveraging signal. For real estate companies, where leverage

is structurally high, this is a meaningful positive signal.

Source: Kalpataru Ltd. Q4 FY26 results, May 12, 2026.

Negative CFI (investing in growth)●

Negative CFF (returning capital to investors)●

Strongly positive CFO (operations funding both)●

Positive CFI (selling assets)●

Positive CFF (borrowing more or fresh equity)●

Negative or weak CFO (operations not generating cash)●
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Free Cash Flow (FCF) — The Single Most Important
Output

If you only had one metric to evaluate a stock, it would be Free Cash Flow.

Free Cash Flow (FCF) = Operating Cash Flow - Capital Expenditure

Why FCF matters

FCF represents the cash a company generates after maintaining/growing its asset base. This is

the cash truly available to:

A business that consistently generates positive FCF is genuinely creating economic value. A busi‐

ness that needs all its operating cash flow (and more) to maintain operations is treading water.

FCF Yield — The "Real" Earnings Yield

FCF Yield = (Free Cash Flow) ÷ (Market Capitalization) × 100

This is like a dividend yield, but it tells you the actual cash-generating capacity per rupee of

market cap.

FCF YIELD INTERPRETATION

> 6% High cash-generating ability (relative to price)

3% – 6% Reasonable

1% – 3% Premium-priced — high expectations baked in

< 1% or negative Either over-valued or business consuming cash

FCF for high-quality vs cyclical companies

A consistent positive FCF over 5+ years is much rarer than retail investors realize. Many "great

companies" actually generate negative FCF during their expansion phase (Reliance, for instance,

Pay dividends●

Buy back shares●

Pay down debt●

Acquire other businesses●

Build cash reserves●

VittSphere ONE — Stock Research Framework 23

© 2026 VittSphere Technologies Pvt Ltd • Educational Framework



had negative FCF during JIO investment years). The question is: what is the FCF profile across

the business cycle?

The 10 Forensic Red Flags in Cash Flow Statement

These are the warning signs every retail investor should learn to spot:

🚩  PERSISTENT NEGATIVE CFO WITH POSITIVE PAT

The classic profit-without-cash scenario.  Common in:  -  Construction/EPC companies booking

percentage-of-completion revenue with collection lag -  IT services with deteriorating receiv‐

ables - Real estate booking sales without collection - E-commerce booking GMV-style revenue

Action: If  CFO is negative for 2+ consecutive years while company reports profits — exit  or

avoid.

🚩  OCF/PAT RATIO CONSISTENTLY BELOW 0.5

This means less than 50 paise of cash for every ₹1 of profit. Possible reasons: - Aggressive rev‐

enue recognition - Receivables piling up - Inventory build-up disguising slowing sales

Action: Examine debtors and inventory trends over 3 years.

🚩  RISING RECEIVABLE DAYS (DSO)

If DSO grew from 60 to 90 days over 2 years, two questions: 1. Are customers facing financial

difficulty? 2. Has the company started extending credit to drive sales artificially?

Action: Check segmental disclosures and management commentary.

🚩  INVENTORY BUILDUP WITHOUT REVENUE GROWTH

DIO rising significantly while revenue is  flat = product not selling.  Common before:  -  Mass

write-offs  (Vodafone  Idea,  several  pharmaceutical  companies)  -  Heavy  discounting  cycles  -

Demand collapse

Action: Cross-check with industry data on inventory channel.
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🚩  SUDDEN SHARP SPIKE IN OTHER CURRENT ASSETS

"Other current assets" is a catch-all line. Large unexplained increases can hide: - Loans to re‐

lated parties - Prepaid expenses to subsidiaries - Capital advances to suspicious vendors

Action: Look in Notes to Accounts for breakdown.

🚩  CAPEX SIGNIFICANTLY BELOW DEPRECIATION

If a company spends ₹100 crore in capex but reports ₹300 crore in depreciation year after year,

it's **under-investing** — slowly hollowing out its asset base. Common in: - Companies in dis‐

tress trying to conserve cash - Sunset industries - Family-run businesses cutting investment

Action: Check competitor capex for industry benchmark.

🚩  FREQUENT NEW BORROWINGS DESPITE REPORTED PROFITABILITY

If a profitable company keeps borrowing fresh money, ask: *if you're making profits, why do

you need to keep borrowing?* Possible answers: - Profits are accounting-only (no real cash) -

Working capital  cycle is stretched - Funding loss-making subsidiaries -  Founder/promoter si‐

phoning

Action: Compute CFO − Capex − Dividends − Buybacks. Result should fund debt repayment, not

require fresh borrowing.

🚩  SALE OF ASSETS TO GENERATE "OPERATING" CASH

Watch for one-time gains classified as operating activity. Sale of land, sale of investments, sale

of subsidiary — these belong in CFI, not CFO. Some companies aggressively reclassify these to

flatter CFO.

Action: Compare "Other Operating Income" line in P&L with CFO components.

🚩  PROMOTER PLEDGING COINCIDING WITH CASH FLOW STRESS

Shareholding  pattern  (quarterly  disclosure)  shows  promoter  pledging  trends.  If  promoter

pledged shares rise sharply while CFO weakens — promoters need cash and are using company

shares as collateral. Classic IL&FS pattern.

Action: Check BSE Corporate Filings for "Pledge" disclosures.
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🚩  AUDITOR RESIGNATION OR QUALIFIED OPINION

If the statutory auditor resigns mid-year or issues a qualified opinion on cash flow items — take

it as a serious warning. The auditor sees inside the books in a way investors cannot.

Action: Search for "Auditor Resignation" announcements on BSE/NSE corporate filings.

The IL&FS Case Study — A Cash Flow Postmortem

The IL&FS (Infrastructure Leasing & Financial Services) collapse in 2018 — a ₹91,000 crore de‐

fault — is the textbook case of cash flow telling the truth that accounting profit hid.

What IL&FS reported

What the cash flow statement actually showed (in retrospect)

The forensic lesson

Even before the default, sophisticated analysts had noticed:

Retail investors who only looked at P&L missed every warning sign. Those who read the cash flow

statement saw it coming 18-24 months earlier.

Source: Multiple academic case studies including "Unraveling the Mirage: The IL&FS Accounting

and Financial Fraud Case Study" (SSRN, 2023); Business Standard reporting from 2018-19.

Steady, growing accounting profits till 2017●

AAA credit rating from CRISIL, ICRA, India Ratings●

Healthy disbursements showing on financials●

Persistent negative operating cash flow at the consolidated level●

Rising receivables from SPVs (special purpose vehicles)●

Increasingly stretched payables●

Constant fresh borrowings to repay maturing debt●

Off-balance-sheet guarantees disclosed only in notes●

IL&FS Transportation Networks Ltd. had a one-year default probability approaching 10%

(Bloomberg's proprietary model)

●

The asset-liability mismatch was severe — short-term liabilities funding long-gestation

infrastructure assets

●

Cash flow from operations was structurally weak compared to reported profits●
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Where to Find Cash Flow Data (Free Indian Sources)

You don't need a Bloomberg terminal or paid platforms to do this analysis. Free and authoritative

sources:

SOURCE WHAT YOU GET URL

BSE Corporate Filings
Quarterly + annual reports,
cash flow statements

bseindia.com → "Listed Companies" →
Search → "Financial Results"

NSE Corporate
Announcements

Same as BSE plus
management presentations

nseindia.com → "Corporates" →
"Corporate Filings"

Company's Investor
Relations Page

Annual reports, transcripts,
earnings calls

Most companies have a "Financial
Statements" tab

Screener.in
Aggregated 10-year financials
including cash flow ratios

screener.in (free for basic data)

Money Control /
Tickertape

Historical cash flow data, peer
comparison

moneycontrol.com / tickertape.in

SEBI EDIFAR Regulatory filings repository sebi.gov.in

What to download for any company

Before analyzing any stock, download these three documents:

Latest Annual Report (full PDF) — for detailed cash flow with notes

Last 4 quarterly results — for trend analysis

Shareholding Pattern — to cross-verify promoter pledging trends

15-Point Pre-Investment Cash Flow Checklist

Before buying any stock for the long term, walk through this checklist:

OPERATING CASH FLOW (CFO):

☐ Is CFO positive in the latest year?

☐ Is CFO positive in 4 of last 5 years?

☐ Is CFO growing in line with PAT growth?

☐ Is OCF/PAT ratio > 0.8?

☐ Are working capital changes within historical band?

INVESTING CASH FLOW (CFI):

1. 

2. 

3. 
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☐ Is the company investing (negative CFI)?

☐ Is capex growing in line with revenue growth?

☐ Is capex above depreciation (true growth)?

☐ Are non-core investments minimal?

FINANCING CASH FLOW (CFF):

☐ Is the company deleveraging or steady on debt?

☐ Is dividend / buyback consistent with FCF?

☐ Are fresh borrowings explained by capex needs?

FREE CASH FLOW (FCF):

☐ Is FCF positive in latest year?

☐ Is FCF positive in 3 of last 5 years?

☐ Is FCF yield reasonable vs market cap?

If 12+ boxes are ticked: high-quality cash flow profile. If 8-11 ticked: average — needs further

qualitative analysis. If <8 ticked: concerning — proceed only with deep understanding of risks.

SEBI Compliance Note for Stock Analysis Content

Under the  SEBI (Research Analysts) Regulations, 2014 (amended via Second Amendment

Regulations, 2024, effective December 16, 2024), any person providing stock-specific buy/sell/

hold recommendations must register as a Research Analyst with NISM Series XV certification.

This article is educational analysis framework — it does not provide investment recommend‐

ations  on  any  specific  stock.  Company  names  are  referenced  solely  to  illustrate  analytical

concepts based on publicly available financial data.

If you require personalized investment advice or specific stock recommendations, please consult

a SEBI-registered Investment Adviser (SEBI-RIA) or Research Analyst.

Frequently Asked Questions

Q1. Cash flow statement aur P&L mein basic difference kya hai? P&L (Profit & Loss) is

based on accrual accounting — it records revenue when earned and expenses when incurred,

regardless of cash movement. Cash Flow Statement is based on actual cash receipts and pay‐

ments. A company can be profitable on P&L but cash-negative — that gap is the early warning

system.

Q2. OCF (Operating Cash Flow) sabse important kyu hai? Because it reflects the cash ac‐

tually generated by the core business, stripped of accounting adjustments. Any company's
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long-term survival depends on positive OCF. Financing and investing activities are downstream of

OCF.

Q3. OCF/PAT ratio kya batata hai? It measures quality of earnings. Above 1.0 means cash

generation exceeds profit (conservative accounting). Below 0.5 consistently suggests aggressive

accounting or working capital stress. Track the trend, not single-year numbers.

Q4. Asian Paints jaise quality stocks ka OCF/PAT kya hota hai? For Asian Paints, FY24 OCF

was ₹6,103 crore against  ₹5,425 crore PAT (ratio  1.13).  FY25 OCF was ₹4,423 crore against

₹3,569 crore PAT (ratio 1.24).  Even in a tough year (FY25 saw 33% profit decline),  the ratio

remained healthy — a hallmark of consistent cash generation.

Q5. Negative CFO matlab kya hota hai? Bad sign hai kya? Not always. Early-stage growth

companies  (e.g.,  Zomato pre-2024,  Paytm during expansion)  may show negative CFO during

growth investment  phase.  However,  for  established companies,  persistent  negative  CFO is  a

serious red flag. Context matters — check the reason in MD&A and Notes to Accounts.

Q6. Free Cash Flow (FCF) calculate kaise karein? FCF = Operating Cash Flow − Capital Ex‐

penditure (Capex). For example, if CFO is ₹500 crore and capex is ₹200 crore, FCF = ₹300 crore.

This ₹300 crore is the actual cash available for dividends, buybacks, debt repayment, or acquisi‐

tions.

Q7. Capex aur Depreciation ka comparison kyu important hai? Capex roughly equal to de‐

preciation  = maintenance  mode (no  growth).  Capex  significantly  higher  than  depreciation  =

growth  investment.  Capex  consistently  below  depreciation  =  under-investment  (asset  base

shrinking) — usually a long-term red flag for industrial businesses.

Q8. Working capital changes mein increase in receivables negative kyu hota hai? Be‐

cause an increase in receivables means more sales booked but cash not yet received. If re‐

ceivables went up by ₹100 crore, that's ₹100 crore of revenue you recognized in P&L but haven't

collected — so it must be subtracted from cash flow.

Q9. Cash Conversion Cycle (CCC) ka ideal value kya hai? Sector-dependent. FMCG compan‐

ies (HUL, Nestle) often have negative CCC — they collect from customers before paying suppliers.

Manufacturing companies typically have CCC of 60-120 days. IT services 60-100 days. EPC/con‐

struction 200+ days. Compare with peers in the same sector, not across sectors.

Q10. Quarterly cash flow statement zaroori hai kya stock analysis ke liye? Annual data is

more reliable because Q1-Q3 quarterly cash flows can have significant seasonality (especially for

FMCG, retail, education). Indian listed companies disclose cash flow on a half-yearly basis in Q2

and Q4 results, with full annual numbers in Q4. Use annual data for trend analysis.

Q11. Promoter pledging cash flow se kaise related hai? When promoters pledge shares

(use them as collateral for personal loans), it often correlates with the underlying company facing

cash flow stress. If promoters had access to company cash, they wouldn't need to pledge person‐

al shareholding. Rising pledge % + weakening CFO = serious red flag (the IL&FS pattern).
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Q12. Auditor's report mein cash flow ke kaise red flags dhundhe? Look for:

These directly impact reliability of the cash flow statement.

Q13. Beneish M-Score aur Altman Z-Score kya hai? Forensic accounting tools:

These are advanced tools used by institutional analysts — useful for retail investors as additional

screens.

Q14. AS per Ind AS 7, interest paid kahan dikhayega? Indian Accounting Standard 7 allows

two options:

Check the accounting policy note. Companies that classify interest as financing show higher CFO

— make sure peer comparison is on like-for-like basis.

Q15. Cash flow analysis kitne saal ka karna chahiye? Minimum 5-year trend for meaning‐

ful analysis. Single-year cash flow can be distorted by:

Always look at the 5-year pattern of CFO, OCF/PAT ratio, FCF, and working capital cycle.

Bottom Line — Founder's Perspective

In 15+ years of working with Indian businesses as a Chartered Accountant — auditing, advising,

and now building VittSphere ONE to help retail investors — the single biggest gap I see is this: re‐

tail investors look at price, P/E, and net profit. Institutions look at cash flow first.

Qualified opinion mentioning cash flow items●

Emphasis of Matter regarding going concern●

Key Audit Matters (KAM) related to revenue recognition or related party transactions●

Auditor's resignation mid-year●

Beneish M-Score (developed by Prof. Messod Beneish) uses 8 financial ratios to detect

earnings manipulation. Score > -1.78 suggests possible manipulation.

●

Altman Z-Score (Prof. Edward Altman) predicts bankruptcy risk. Z < 1.8 = high distress; Z

> 3.0 = safe.

●

Interest paid as operating cash outflow (most common for non-financial companies)●

Interest paid as financing cash outflow (sometimes used by banks/NBFCs)●

One-time gains/losses●

Working capital timing●

Tax refunds or large tax payments●

Acquisition or divestiture●
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Every major corporate failure in India in the last decade — IL&FS, Yes Bank, DHFL, Vakrangee,

Vodafone  Idea,  Vinati  Organics  (recent  governance  concerns),  Bandhan  Bank  (asset  quality

stress) — showed cash flow warning signs before the price collapsed.

The skill of reading a cash flow statement isn't optional for serious long-term investors. It's found‐

ational.

Three practical takeaways:

For every stock you own or plan to buy, compute the OCF/PAT ratio for the last 3

years. If it's consistently below 0.8, ask yourself why before committing more capital.

Track Free Cash Flow trajectory, not just profit growth. A company growing PAT 25%

with declining FCF is masking something. A company with steady PAT growth and growing FCF

is genuinely creating value.

Read the Notes to Accounts for working capital and contingent liabilities. The cash

flow statement is the lie detector; the Notes are the confession. They are read together.

Cash flow analysis cannot guarantee winners. But it eliminates the most catastrophic losers —

the ones that wipe out years of returns. That's enough reason to make it your first analytical filter.

For tools that automate this kind of fundamental analysis — including operating cash flow trends,

FCF computation, and quality scoring — explore VittSphere ONE, India's AI-powered Personal CFO

platform. For institutional-style equity research analysis services, reach out via Prabhakar Kumar

& Co..

Official References

Ind AS 7 — Statement of Cash Flows (Ministry of Corporate Affairs, Government of India): 

mca.gov.in

SEBI (Research Analysts) Regulations, 2014 (amended December 16, 2024): sebi.gov.in

SEBI Circular dated January 8, 2025 — Guidelines for Research Analysts (SEBI/HO/MIRSD/

MIRSD-PoD-1/P/CIR/2025/004)

BSE Corporate Filings: bseindia.com

NSE Corporate Announcements: nseindia.com

Asian Paints Ltd. Annual Reports FY24, FY25 (filed with stock exchanges)

IRFC Q4 FY26 Results, May 14, 2026 (BSE filing)

Quess Corp Ltd. Q4 FY26 Results (BSE filing, April 2026)

Kalpataru Ltd. Q4 FY26 Results, May 12, 2026 (Business Standard, BSE filing)

"Unraveling the Mirage: The IL&FS Accounting and Financial Fraud Case Study" — SSRN,

August 2023
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Promoter Pledge Risk

When promoters pledge their shares to raise personal

loans, they put listed-company shareholders at the mercy

of margin calls. The 2019 ADAG collapse, the 2019 DHFL

crisis, the Reliance Capital implosion — all started with

pledge-driven liquidations.
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The four most expensive days in retail investor history (Feb 4-7, 2019): Reliance

Power fell 62.1%. Reliance Infrastructure fell 58.6%. Reliance Capital fell 38.6%. Com‐

bined market cap destroyed: over ₹15,000 crore. The trigger? Two NBFCs — L&T Finance

Holdings and Edelweiss  Group — sold  pledged promoter  shares worth approximately

₹400 crore (~$56 million) into the open market when the underlying stock prices fell and

margin calls were not met. Retail investors holding these stocks woke up to a 60% loss in

their portfolio overnight. This article teaches you how to never be on the wrong side of

such an event.

What is Promoter Pledge — A 60-Second Foundation

When a company is listed on the stock exchange, the  promoters (founders, family members,

founding entities) own a significant portion of shares — typically 30% to 75% of the company.

These shares are valuable assets. Promoters often need money for various reasons:

Instead of  selling their  shares (which would reduce their  control  and signal  weakness to  the

market), they pledge the shares as collateral with a lender — typically NBFCs, mutual funds, or

banks — and receive a loan against them.

This is the promoter pledge. It's perfectly legal under Indian law. Millions of Indian shares are

currently pledged. But it carries a hidden risk that most retail investors don't understand.

The mechanism — Loan-to-Value (LTV)

A lender giving a loan against pledged shares applies a "haircut":

Personal expenses or estate planning●

Funding new business ventures (often within the same group)●

Refinancing old debt●

Lifestyle financing●

If shares are worth ₹100 each, the lender might give a loan of ₹50 per share (50% LTV)●

If the stock falls to ₹60, the collateral is now worth only ₹60 against a ₹50 loan●

Once collateral coverage falls below a threshold (usually 1.4x to 1.6x), the lender issues a 

margin call

●

The promoter must either:●

Repay part of the loan (rare — they took the loan because they didn't have cash)●

Pledge additional shares (deepens the problem)●
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The third option is what triggered the ADAG collapse. And it's what every retail investor should

fear in stocks with high pledge levels.

SEBI's Disclosure Rules — Regulation 31 of SAST

Under the  SEBI (Substantial  Acquisition of Shares and Takeovers) Regulations, 2011

("Takeover Code"), Regulation 31 governs disclosure of promoter pledging.

Mandatory disclosure framework

Regulation 31(1): Every promoter and Person Acting in Concert  (PAC) must disclose to the

company and stock exchange:

Disclosure timeline: Within 2 working days of the event (originally 7 days, tightened in 2021).

Regulation 31(4): Annual declaration certifying no undisclosed encumbrances exist.

The 50% / 20% Threshold Rule (Critical)

Per SEBI Circular dated  August 7, 2019 (effective October 1, 2019), if the combined encum‐

brance by promoters and PACs equals or exceeds:

— then promoters must disclose detailed reasons for the encumbrance, including:

This is the early warning threshold retail investors should monitor.

Expanded definition of "encumbrance"

In 2019, SEBI broadened the definition. Encumbrance now includes:

Allow the lender to sell pledged shares in the open market●

Creation of pledge●

Invocation of pledge (when lender takes ownership)●

Release of pledge●

50% of their (promoter + PAC) shareholding in the company, OR●

20% of the total share capital of the company●

End-use of borrowed funds●

Name of lender●

Linked debt instrument (debenture, NCD, CP, etc.) and its credit rating●

Security cover provided●

Direct pledge●
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This means promoters cannot hide pledges through structured arrangements. Any restriction on

share transferability counts.

Source: SEBI Master Circular dated February 16, 2023, on Takeover Regulations, 2011; SEBI (Sub‐

stantial  Acquisition  of  Shares  and Takeovers)  (Second Amendment)  Regulations,  2021,  dated

August 13, 2021.

Where to Find Promoter Pledge Data — Free Sources

This is the easiest data to access in Indian equity research. You don't need a paid platform:

SOURCE WHAT YOU GET URL PATTERN

NSE Corporate Filings —
Pledged Data

Daily/weekly pledged data per
company

nseindia.com → "Corporates" →
"Corporate Filings" → "Pledged
Data"

BSE Corporate
Announcements

Pledge creation/invocation
announcements within 2 days

bseindia.com → Company page →
"Announcements"

Company's Shareholding
Pattern (Quarterly)

Detailed pledge by each
promoter/promoter group

Company's IR page or BSE/NSE →
Quarterly Filing

Screener.in
Aggregated pledge %,
historical trend

screener.in/company/[symbol]/ →
"Shareholding" tab

Trendlyne / Tickertape /
MoneyControl

Pledge trend visualizations Various

What to look for in shareholding pattern

When you open a company's shareholding pattern (Form filed every quarter under SEBI LODR

Regulation 31), look at:

Total Promoter & Promoter Group holding (e.g., 55%)

% of shares pledged of promoter holding (e.g., 30% pledged means 30% of the 55% =

16.5% of total capital is pledged)

Names of individual promoters and their individual pledge %

Lender names (in detailed disclosure if above SEBI threshold)

Lien●

Negative lien●

Non-disposal undertakings (NDUs)●

"Any restriction on the free and marketable title to shares, by whatever name called,

whether executed directly or indirectly."

●

1. 

2. 

3. 

4. 
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Trend over last 4-8 quarters — Is pledging rising or falling?

The math example

Let's say a company has:

This triggers BOTH the SEBI thresholds (40% > 50% threshold? NO. 22% > 20% threshold? YES).

So detailed reason disclosure is required.

If pledging rises to 28 crore (= 51% of promoter holding, or 28% of total capital), BOTH thresholds

breached — even higher alert.

The 5-Zone Pledge Risk Framework

Based on professional analytical practice, here is a tested framework for evaluating promoter

pledge:

🟢 Zone 1 — Safe (Pledge < 10% of promoter holding)

🟡 Zone 2 — Watch (Pledge 10-25% of promoter holding)

🟠 Zone 3 — Caution (Pledge 25-50% of promoter holding)

5. 

Total shares outstanding: 100 crore●

Total promoter holding: 55 crore (= 55%)●

Of which pledged: 22 crore (= 40% of promoter holding, or 22% of total capital)●

What it means: Minimal pledge, possibly for routine borrowing●

Investor concern: Low●

Action: Continue regular due diligence●

What it means: Some borrowing, monitor purpose●

Investor concern: Moderate●

Action: Read pledge purpose disclosure; check if promoter has alternate cash sources●

What it means: Significant leverage at promoter level — possibly funding losses, related-

party transactions, or stretched personal finances

●

Investor concern: High●

Action: Deep investigation into reasons; cross-check with cash flow analysis of the

company; check for related-party transactions

●
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🔴 Zone 4 — Danger (Pledge 50-75% of promoter holding)

⛔ Zone 5 — Critical (Pledge > 75% of promoter holding)

Important caveat — context matters

These zones are general guidelines. Some sectors and situations may justify higher pledge levels:

But even in these contexts, pledge above 50% should be a yellow flag. Above 75%, it should be a

red flag almost universally.

The ADAG Case Study — How Pledge Killed Three
Stocks in 4 Days

This is the textbook case every Indian investor should study.

The setup (early 2019)

Anil Ambani's ADAG (Anil Dhirubhai Ambani Group) had built a vast portfolio of businesses across

telecom,  infrastructure,  power,  finance,  and entertainment.  By 2018,  the group was carrying

massive debt — much of it borrowed against promoter shares pledged with NBFCs and mutual

funds.

What it means: Major leverage — only one or two bad quarters from a margin call cascade●

Investor concern: Very High●

Action: Treat as a yellow card. Either exit or significantly underweight unless there's a

compelling story. Trigger SEBI detailed disclosure threshold.

●

What it means: Catastrophic risk — promoters have effectively monetized their stake

while retaining cosmetic control

●

Investor concern: Critical●

Action: Generally avoid. The IL&FS / DHFL / ADAG / Vakrangee patterns all started in this

zone.

●

Holding companies — frequently pledge subsidiary shares for legitimate group funding●

Newly-listed companies — pre-existing promoter loans may show as pledges●

Real estate / infrastructure — capital-intensive sectors often have higher pledge●
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ADAG COMPANY PROMOTER PLEDGE LEVEL (EARLY 2019)

Reliance Communications (RCom) Substantial portion of 53% promoter stake pledged

Reliance Capital Substantial pledge against 52% promoter stake

Reliance Infrastructure Significant pledge against 48% stake

Reliance Power Linked to Reliance Infrastructure pledges

The trigger (February 1, 2019)

Reliance Communications announced it would move the National Company Law Tribunal (NCLT)

for  insolvency resolution.  The market interpreted this  as confirmation of  severe stress at  the

group level.

RCom stock fell 55% over the next few sessions.

The cascade (February 4-7, 2019)

As share prices of all ADAG companies collapsed, the collateral coverage of pledged shares fell

below required margins. Margin calls were issued to promoters.

When margin calls were not met, two specific lenders — L&T Finance Holdings and Edelweiss

Group — invoked the pledge and sold approximately ₹400 crore worth of pledged ADAG shares

in the open market in a single trading window.

The mass selling, combined with collapsing market confidence, created a downward spiral:

STOCK DECLINE (FEB 4-7, 2019)

Reliance Power -62.1%

Reliance Infrastructure -58.6%

Reliance Capital -38.6%

For  perspective:  a  retail  investor  holding  ₹10  lakh  of  Reliance  Power  on  Feb  4,  2019  had

approximately ₹3.79 lakh by Feb 7, 2019. A 62% loss in four trading sessions.

The aftermath (2019-2021)

Even after temporary stabilization agreements between ADAG and lenders, the structural damage

continued:
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COMPANY
PROMOTER STAKE

(MARCH 2018)
PROMOTER STAKE (SEPTEMBER 2021)

Reliance Capital 52.24% 1.5%

Reliance
Communications

53.08% (Dec 2018)
22% (March 2019 — one quarter drop of 31
percentage points)

Reliance Infrastructure 48.4% 5%

By September 2021:

The lessons (most important section)

Lesson 1: Promoter pledge does not signal immediate failure. ADAG's pledge levels were elev‐

ated for years before the actual collapse. The trigger was a stress event in one entity (RCom NCLT

filing) that cascaded across the group via shared lender exposure.

Lesson 2: When pledge invocation begins, it happens in days, not weeks. The window to exit

safely is before the trigger event, not during it.

Lesson 3: Lenders are not your friend. NBFCs like L&T Finance and Edelweiss did exactly what

their loan agreements permitted them to do. They are not obligated to "save" the company or

retail shareholders.

Lesson 4: Retail investors absorb the worst losses. In ADAG, while promoters lost control and

lenders  recovered  partial  value,  retail  investors  holding  non-pledged  shares  took  the

largest hit because they couldn't exit during the cascade.

Lesson 5: SEBI disclosure rules existed throughout this period. The data was publicly available.

The collapse was preventable for any investor monitoring shareholding pattern quarterly.

Sources: Business Standard reports dated Feb 8, 2019; Feb 13, 2019; Feb 18, 2019; Dec 1, 2021;

April 18, 2019. Reuters coverage Feb 8, 2019. SSRN academic case studies.

Reliance Capital was under RBI supervision and resolution●

Reliance Communications was in NCLT insolvency with lender recovery of ~₹456 crore

against ₹41,397 crore in admitted claims (1.1% recovery rate)

●

Reliance Power's promoter stake had been diluted to 25% from 75%●

72% of Reliance Infrastructure was held by retail and HNI investors — many caught at

higher levels

●
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Other Indian Pledge-Related Cases — A Quick
Review

ADAG is the most dramatic, but not the only Indian case. A pattern recognition exercise:

Vakrangee (2017-18)

Once a star mid-cap IT stock that reached ₹500 in January 2018, it collapsed 60%+ in early 2018

amid concerns over:

The fund manager mentioned in the original case study saw the fund's NAV plummet alongside

the stock.

Future Group / Kishore Biyani entities (2020)

Future Retail, Future Lifestyle, and other Future Group entities saw aggressive promoter pledging

in years leading to the COVID-19 crisis. When retail/consumption sectors were hit by lockdowns,

pledged  shares  triggered  cascading  concerns.  Future  Retail  eventually  went  into  insolvency

proceedings, with promoter stakes reduced to negligible levels.

Cox & Kings, Dewan Housing Finance (DHFL), Yes Bank

Each of these failures had elements of promoter-level financial stress that manifested in share

pledge dynamics, though the underlying causes varied (governance issues, asset quality, fraud

allegations).

India Finsec Ltd. (Current — March 2026)

A live example to study (not as a recommendation, but as an illustration of disclosure pattern): As

per BSE filing dated March 13, 2026, India Finsec promoters hold 55.98% of share capital,  of

which 71.10% is encumbered. This places it firmly in Zone 4 (Danger) territory of our frame‐

work.

Source: BSE filing for India Finsec Ltd. (Scrip Code: 535667), dated March 13, 2026.

The Combined Red Flag Framework — Pledge +
Cash Flow

Promoter pledge analysis becomes exponentially more powerful when combined with cash flow

analysis (from Pillar 1 of this series).

Aggressive revenue recognition (cash flow vs profit divergence)●

Promoter pledge concerns●

Stock manipulation allegations by SEBI●
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The compound risk matrix

PLEDGE LEVEL
OPERATING CASH FLOW

PROFILE
COMPOUND RISK

Low (<10%) Strong positive CFO ✅ Low risk

Low (<10%) Weak / Negative CFO ⚠️ Operational concern

Moderate
(10-50%)

Strong positive CFO ⚠️ Promoter has personal leverage

Moderate
(10-50%)

Weak / Negative CFO 🚨 Two-layer risk

High (>50%) Strong positive CFO 🚨 Pledge alone is enough concern

High (>50%) Weak / Negative CFO
⛔ Critical compound risk — the IL&FS /
ADAG / DHFL pattern

The lethal combination is high pledge + weak operating cash flow. This signals:

This is the single most important screen retail investors should run on their portfolio. It would

have flagged virtually every major Indian corporate failure of the last decade.

Sector-Wise Pledge Patterns

Some sectors structurally see higher pledge levels than others. Context for benchmarking:

Real Estate

Among the highest pledge levels structurally due to:

Industry benchmark: Pledge of 20-40% of promoter holding is fairly common. Pledge above

60% is concerning even by sector standards.

Promoter is leveraged personally (high pledge)●

Business isn't generating cash to support promoter●

Both at the same time mean any external shock can trigger cascade●

High capital intensity●

Long project cycles●

Cash flow lumpiness●

Reliance on group company funding●
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Infrastructure / EPC

Similar dynamics to real estate. Project delays trigger working capital stress, which can trigger

pledge invocation. Major historical examples: GVK Power, GMR Group, Jaypee Group, IL&FS.

NBFC / Financial Services

Variable — can have low pledge (well-capitalized NBFCs like Bajaj  Finance) or extremely high

pledge (the broken ones — Reliance Capital, DHFL pattern).

IT Services / Pharma / FMCG

Structurally  low pledge.  Cash-generative businesses where promoters  don't  need to  leverage

shares. Pledge above 10% in these sectors is unusual and warrants scrutiny.

Banking

Most public sector banks have negligible pledge (government holdings). Private banks vary —

well-known private banks generally have low pledge.

Manufacturing / Auto

Mixed. Capital-intensive but typically with stable cash flows. Pledge above 25-30% in this sector

is unusual.

12 Common Myths and Misunderstandings About
Promoter Pledge

Myth 1: "Pledge = Bad. Always."

Reality: Not always. Pledge for legitimate business reasons (e.g.,  funding capex in a related

group company that is performing well) can be acceptable. Pledge for personal expenses or to

refinance bad debt is concerning. Read the disclosed reasons.

Myth 2: "Lower pledge % is always safer."

Reality: A company with 10% pledge but deteriorating cash flow is riskier than a company with

30% pledge and strong cash flow. Combine pledge with operational quality.

Myth 3: "Pledge invocation happens slowly — I'll have time to exit."

Reality: As demonstrated by ADAG, pledge cascades happen in days. Once invocation starts,

market depth disappears and prices freefall.
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Myth 4: "If the company is fundamentally good, pledge doesn't
matter."

Reality: "Fundamentally good" companies have collapsed due to promoter-level issues. Vakran‐

gee was rated highly by multiple analysts before its  collapse.  Operational  soundness doesn't

protect against forced selling at the promoter level.

Myth 5: "SEBI will protect investors."

Reality: SEBI mandates disclosure but cannot prevent legitimate lender actions. Once a pledge is

invoked, SEBI cannot block the sale of shares.

Myth 6: "Pledged shares are owned by the lender."

Reality: Legal ownership remains with the promoter until invocation. The lender only holds a

charge on the shares. But once invocation happens, shares can move within hours.

Myth 7: "Promoter pledge is shown only in the Shareholding Pattern."

Reality: Pledge events are disclosed within 2 working days via BSE/NSE corporate announce‐

ments  (under  SAST  Regulation  31).  The  Shareholding  Pattern  (quarterly)  shows  aggregate

position. Both should be monitored.

Myth 8: "Pledged shares are pledged with banks."

Reality: A significant portion of pledged shares in India is held by NBFCs and mutual funds, not

banks. NBFCs typically have tighter margin call mechanisms and faster invocation.

Myth 9: "Pledged shares vote like regular shares."

Reality: Per SEBI rules, pledged shares can be voted by the promoter unless invoked. But once

invoked, voting rights transfer to the lender — which can affect board composition and control.

Myth 10: "Pledge invocation always causes a stock crash."

Reality: Not always. If pledge invocation happens during a market upswing or if the company

has strong fundamentals, the impact can be muted. But the risk is asymmetric — minor upside,

catastrophic downside.

Myth 11: "I should immediately sell any stock with pledge."

Reality: Many high-quality Indian companies have small pledge levels. The decision matrix is:

pledge % + cash flow profile + sector context + alternative explanations. Blanket exits are not

optimal.
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Myth 12: "Pledge data is hard to find."

Reality: It's one of the easiest data points to access. BSE/NSE both publish daily. Screener.in

shows historical trends. Most retail investors simply don't bother to look.

12-Point Pre-Investment Promoter Pledge Checklist

Before buying any stock for the long term, walk through this:

PLEDGE LEVEL ASSESSMENT:

☐ What % of promoter holding is pledged?

☐ What % of total share capital is pledged?

☐ Does it exceed SEBI 50% / 20% disclosure thresholds?

☐ Which zone of the 5-zone framework does it fall in?

TREND ANALYSIS:

☐ Is pledge level rising over last 4-8 quarters?

☐ Has there been any recent pledge invocation event?

☐ Compare current pledge to 1-year ago and 3-year ago

PURPOSE ANALYSIS:

☐ Have promoters disclosed detailed reasons (mandatory if SEBI threshold breached)?

☐ Is the borrowing for legitimate corporate purpose vs personal?

☐ Are lender names disclosed and credible?

INTEGRATION WITH OTHER ANALYSIS:

☐ Is operating cash flow strong enough to support promoter without pledge?

☐ Are there related-party transactions hinting at fund flow to promoter entities?

☐ Has there been any auditor resignation or qualified opinion?

Decision rule:

How to Set Up a Pledge Monitoring System
(Practical Workflow)

For investors holding 10-25 stocks long-term, here's how to monitor pledge risk efficiently:

If 9+ ticked positively (low pledge, falling trend, legitimate purpose, strong CFO): proceed●

If 5-8 ticked: requires deeper qualitative analysis●

If <5 ticked or any single zone-5 trigger: avoid or significantly underweight●
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Step 1: Initial portfolio scan

Step 2: Quarterly review (every shareholding pattern release)

Indian companies release shareholding patterns within 21 days of quarter end:

Update your pledge tracker quarterly. Look for direction of change, not just level.

Step 3: Real-time alerts for high-risk stocks

For any stock in Zone 3 or above:

Step 4: Cross-check with sector benchmarks

A 30% pledge in real estate may be normal. The same 30% in IT services is alarming. Always

compare to sector peers.

Step 5: Document your exit triggers in writing

Before holding any stock with pledge, write down:

Pre-committing to triggers prevents emotional decisions during a crisis.

For each stock you own, note current pledge % of promoter holding●

Categorize into the 5-zone framework●

Flag any stock in Zone 3 or above●

Q1 (Apr-Jun): around July 21●

Q2 (Jul-Sep): around October 21●

Q3 (Oct-Dec): around January 21●

Q4 (Jan-Mar): around April 21●

Enable email/SMS alerts from BSE Corporate Announcements●

Specifically watch for filings titled:●

"Disclosure under Regulation 31(1) of SEBI (SAST) Regulations"●

"Disclosure of encumbrance"●

"Invocation of pledge"●

"Revocation of pledge"●

"I will sell if pledge crosses X% of promoter holding"●

"I will sell if cash flow deteriorates AND pledge stays above Y%"●

"I will sell on first invocation event"●
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Frequently Asked Questions

Q1. Promoter pledge ka matlab kya hota hai? Promoter pledge means the founders/pro‐

moters of a listed company have used their shares as collateral to take a loan from a lender

(bank, NBFC, or mutual fund). The shares are legally still owned by the promoter, but if the loan is

not repaid or margins are breached, the lender can sell those shares in the open market.

Q2. Promoter pledge ka data kaha milta hai? Free sources:

Q3. Kitna pledge "high" mana jaata hai? General framework (5-zone):

Above SEBI's 50% / 20% threshold = mandatory detailed disclosure.

Q4. SEBI ke rules kya hain promoter pledge ke? Under SAST Regulation 31 of SEBI (Sub‐

stantial Acquisition of Shares and Takeovers) Regulations, 2011:

Q5. ADAG (Anil Ambani group) collapse mein kya hua tha? Between February 4-7, 2019,

two NBFCs (L&T Finance and Edelweiss) invoked promoter pledges in ADAG companies and sold

~₹400 crore worth of shares in the open market. Result:

BSE Corporate Filings: bseindia.com → Company page → Announcements section●

NSE Pledged Data: nseindia.com → Corporates → Corporate Filings → Pledged Data●

Quarterly Shareholding Pattern: Released within 21 days of quarter-end on BSE/NSE●

Aggregators: Screener.in, Tickertape, Trendlyne●

< 10% of promoter holding: Safe●

10-25%: Watch●

25-50%: Caution●

50-75%: Danger●

75%: Critical

●

Disclosure within 2 working days of pledge creation/invocation/release●

Detailed reason disclosure mandatory if pledge crosses 50% of promoter holding OR 20% of

total share capital

●

Annual declaration certifying no undisclosed encumbrances●

"Encumbrance" includes pledge, lien, negative lien, non-disposal undertaking, and any

restriction on share transferability

●

Reliance Power: -62.1% in 4 days●

Reliance Infrastructure: -58.6%●
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Q6. Pledge invoke hone ka matlab kya hai? Invocation = the lender takes legal ownership of

the pledged shares because the promoter defaulted on the loan or failed to meet margin calls.

Once invoked,  the lender  can sell  those shares in  the open market  — leading to  immediate

downward pressure on the stock price.

Q7. Pledge wale stocks ko avoid karna chahiye? Not necessarily. Some pledge for legitimate

reasons (e.g., funding genuine capex in a group company) is acceptable. But you should:

Q8. Pledged shares ka voting rights kiska hota hai? Until invocation, voting rights remain

with the promoter. After invocation, voting rights transfer to the lender — which can affect board

composition, key decisions, and corporate control.

Q9. Promoter aur PAC (Person Acting in Concert) ka difference kya hai?

SEBI rules require disclosure of combined promoter + PAC encumbrance because the law treats

them as one group for control purposes.

Q10. Shareholding pattern kab release hota hai? Within  21 days of quarter end under

SEBI LODR Regulation 31. So:

The  shareholding  pattern  shows  aggregate  pledge  data  per  promoter,  while  specific  pledge

events are disclosed within 2 days under SAST Regulation 31.

Q11. Non-Disposal Undertaking (NDU) kya hai? A Non-Disposal Undertaking is a contractual

commitment by a promoter not to sell or transfer certain shares for a defined period — typically

given to lenders as part of loan agreements. SEBI's 2019 amendment expanded the definition of

"encumbrance" to include NDUs, ensuring they're disclosed like formal pledges.

Reliance Capital: -38.6% By 2021, promoter stakes in these companies had collapsed

(Reliance Capital from 52% to 1.5%, Reliance Infrastructure from 48% to 5%).

●

Read the disclosed reasons (if SEBI threshold breached)●

Check the trend (rising vs falling pledge)●

Combine with cash flow analysis●

Avoid Zone 5 (>75% pledge) almost universally●

Promoter: The founding individual/entity controlling the company●

PAC: Persons acting together with the promoter to manage/control the company — typically

family members, group companies, or formal arrangements

●

Q1 SHP: around July 21●

Q2 SHP: around October 21●

Q3 SHP: around January 21●

Q4 SHP: around April 21●
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Q12. Sector ke according pledge norms kya hote hain? General benchmarks:

Q13. Margin call kya hota hai pledge mein? When the share price falls and the collateral

coverage drops  below the  required  ratio  (usually  1.4x-1.6x  of  the  loan),  the  lender  issues  a

margin call asking the promoter to:

If the promoter doesn't respond within the timeline (typically 1-3 days), the lender can directly

invoke and sell shares.

Q14. Pledge ke time L&T Finance aur Edelweiss ne kya kiya tha? In February 2019, both

NBFCs invoked pledges on Reliance Group shares and sold ~₹400 crore worth in the open market

over 4 days (Feb 4-7, 2019). They were within their contractual rights under the loan agreements.

Reliance Group called the move "illegal  and excessive," but the courts upheld lender actions

broadly. The case established that lenders have full authority to invoke pledges when margin calls

aren't met.

Q15. SEBI 50% / 20% threshold kab applicable hota hai? Whenever the combined encum‐

brance by promoter + PAC equals or crosses:

Either threshold triggers mandatory  detailed reason disclosure. The disclosure must specify

end-use of funds, lender name, linked debt instrument, credit rating, and security cover.

Official References

SEBI (Substantial Acquisition of Shares and Takeovers) Regulations, 2011 —

Regulation 31: sebi.gov.in

SEBI Circular dated August 7, 2019 — Disclosure of reasons for encumbrance by promoter

of listed companies (effective October 1, 2019)

SEBI Master Circular on Takeover Regulations dated February 16, 2023

Real Estate: Pledge 20-40% common●

Infrastructure/EPC: Pledge 30-50% common●

NBFC/Financial Services: Highly variable●

IT/Pharma/FMCG: Pledge above 10% is unusual and warrants scrutiny●

PSU Banks/Government Entities: Negligible pledge (government holdings)●

Repay part of the loan, OR●

Pledge additional shares, OR●

Allow lender to sell some pledged shares●

50% of their (promoter + PAC) shareholding, OR●

20% of total share capital of the company●

1. 

2. 

3. 
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SEBI (SAST) Second Amendment Regulations, 2021 dated August 13, 2021

SEBI Circular dated March 7, 2022 — Automation of disclosure requirements under SAST

SEBI (LODR) Regulations, 2015 — Regulation 31 (Quarterly Shareholding Pattern filing)

NSE Corporate Filings Portal: nseindia.com/companies-listing/corporate-filings-pledged-

data

BSE Corporate Announcements: bseindia.com

Business Standard reports on ADAG pledge invocation (Feb 8, 2019; Feb 13, 2019; April 18,

2019; December 1, 2021)

Reuters report on Reliance Group pledged-share sales (February 8, 2019)

India Finsec Limited BSE filing under SAST Regulation 31, dated March 13, 2026

Bottom Line — Founder's Perspective

In my professional experience advising small business owners and analyzing listed companies,

the single most preventable retail investor loss in India is one caused by a promoter pledge cas‐

cade.

The ADAG retail investor in February 2019 was not a victim of bad luck or unpredictable market

events.  They were a  victim of  not reading what was already publicly disclosed.  SEBI's

pledge disclosure rules existed throughout the 2018-19 period. The data was on BSE and NSE

websites for free. Every quarterly shareholding pattern flagged the rising pledge levels.

The same is true for nearly every Indian corporate failure of the last decade. IL&FS published

shareholding  patterns.  DHFL  filed  regulatory  disclosures.  Vakrangee's  pledge  details  were  on

stock exchange websites. The information was there. Almost nobody looked.

Three practical takeaways:

Run a portfolio pledge scan today. Go through every stock you own. Pull the latest share‐

holding pattern. Categorize each into the 5-zone framework. Anything in Zone 4 or 5 deserves

a hard review.

Make pledge monitoring a quarterly ritual. Block one hour each quarter (when share‐

holding patterns release) to update your pledge tracker. Sixty minutes per quarter to poten‐

tially avoid a 60% loss in four days is the highest-ROI activity in equity research.

Combine pledge data with cash flow analysis. The lethal combination — high pledge +

weak operating cash flow — has historically signaled almost every major Indian corporate col‐

lapse. Either signal alone is concerning. Both together is a near-certain warning.

The skill of monitoring promoter pledge is not advanced equity research. It is basic due diligence.

Yet 90%+ of Indian retail investors never check it. Be in the 10% who do.

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

1. 

2. 

3. 
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For systematic stock screening tools that automate pledge tracking, cash flow analysis, and other

red-flag monitoring across your portfolio, explore VittSphere ONE — India's AI-powered Personal

CFO platform. For institutional-style equity research and audit services, reach out via Prabhakar

Kumar & Co..
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A simple question that reveals everything: Hindustan Unilever (FMCG) has ROE of

21%. HDFC Bank (banking) has ROE of about 17-18%. Tata Steel (manufacturing) has

ROE of  only  4.7% (TTM June 2025).  Are these three companies equally  good invest‐

ments?  Absolutely  not  —  but  the  question  isn't  "which  has  highest  ROE."  The  real

question is what is driving each company's ROE? DuPont Analysis is the framework that

answers it.

What is ROE — The 60-Second Foundation

Return  on  Equity  (ROE) measures  how  much  profit  a  company  generates  per  rupee  of

shareholder money invested.

ROE = (Net Profit) ÷ (Shareholders' Equity) × 100

If a company has Net Profit of ₹100 crore and Shareholders' Equity of ₹500 crore:

ROE = (100) ÷ (500) × 100 = 20%

This means for every ₹1 of equity, the company generated ₹0.20 in profit.

Higher ROE is generally better. Warren Buffett famously favors companies with consistent ROE

above 15%. Indian fund managers commonly use 15-20% as a quality threshold.

But here's the catch: ROE alone can be dangerously misleading.

Why ROE Alone Is Misleading — Three Ways To
"Fake" ROE

A company can show high ROE in three ways. Only one of them indicates true quality.

Way 1: Genuine Business Quality (Real ROE)

The company has a strong product, premium pricing, efficient operations, and conservative bal‐

ance sheet. High profit margins translate into high ROE without taking unnecessary risk. This is

what you want.
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Way 2: High Asset Turnover (Volume-Driven ROE)

The company has thin margins but turns over assets so quickly that returns multiply. Retail busi‐

nesses (like Walmart, DMart) work this way. Acceptable, but vulnerable to competition or volume

drops.

Way 3: Financial Leverage (Debt-Juiced ROE)

The company borrows heavily, uses debt to amplify returns on a small equity base. ROE appears

high because equity denominator is small.  This is the most dangerous "good ROE." It col‐

lapses when business cycles turn or debt costs rise. Many Indian NBFC failures (DHFL, Reliance

Capital) had high ROE for years before collapsing.

Three companies can show the same 18% ROE but represent completely different risk

profiles. DuPont Analysis reveals which is which.

The 3-Factor DuPont Decomposition Formula

Developed by the DuPont Corporation in the 1920s and still the gold standard, DuPont breaks

ROE into three multiplicative components:

ROE = underbrace{(Net Profit) ÷ (Sales)}{text{Net Profit Margin} ×

underbrace{(Sales) ÷ (Total Assets)}$$}} × underbrace{(Total Assets) ÷

(Shareholders' Equity)}_{Equity Multiplier

Let's understand each component:

Component 1: Net Profit Margin (NPM) — The Profitability Engine

$$Net Profit Margin = (Net Profit) ÷ (Sales)

This tells you: For every ₹100 of revenue, how much does the company keep as profit?

NPM is driven by:

Typical NPM ranges in India:

Pricing power (premium brand → higher margins)●

Cost efficiency (operational excellence)●

Industry structure (oligopoly → high margins; commodity → low margins)●
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SECTOR TYPICAL NPM

FMCG (HUL, Nestle) 12-20%

IT Services (TCS, Infosys) 18-25%

Banks 18-25% (on revenue)

Pharma 10-20%

Manufacturing (steel, cement) 5-12%

Telecom 5-10%

Retail 3-8%

EPC / Infrastructure 3-7%

Component 2: Asset Turnover (AT) — The Efficiency Engine

Asset Turnover = (Sales) ÷ (Total Assets)

This tells you: For every ₹1 of assets, how much revenue does the company generate?

AT is driven by:

Typical AT ranges:

SECTOR TYPICAL ASSET TURNOVER

Retail (DMart, Trent) 2.5 – 4.0x

FMCG (HUL, Nestle) 0.8 – 1.5x

IT Services 0.8 – 1.5x

Pharma 0.6 – 1.2x

Manufacturing (auto, steel) 0.4 – 0.8x

Power / Utilities 0.2 – 0.4x

Banks 0.05 – 0.1x (deposits inflate assets)

Capital intensity of the business●

Working capital efficiency●

Asset utilization rates (manufacturing capacity, fleet utilization, etc.)●
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Component 3: Equity Multiplier (EM) — The Leverage Engine

Equity Multiplier = (Total Assets) ÷ (Shareholders' Equity)

This tells you:  How many rupees of assets does the company control for every ₹1 of

equity?

EM directly measures financial leverage. If EM = 3.0x, the company has ₹3 of assets per ₹1 of

equity — meaning ₹2 is funded by debt or other liabilities.

Typical EM ranges:

SECTOR TYPICAL EQUITY MULTIPLIER

FMCG, IT (asset-light, low debt) 1.3 – 2.0x

Pharma 1.5 – 2.5x

Manufacturing (moderate debt) 2.0 – 3.5x

Power / Infra (high debt) 3.0 – 5.0x

NBFCs 5.0 – 8.0x

Banks 8.0 – 12.0x (structurally high)

Real Indian Example — Three Sectors, Three Stories

Let's apply DuPont to three well-known Indian companies (latest available annual data):
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Company A: Hindustan Unilever (FMCG) — TTM December 2024

METRIC VALUE

Revenue ₹628.81 billion

Net Income ₹106.49 billion

Total Assets ~₹795 billion (derived)

Shareholders' Equity ₹510 billion

Net Profit Margin ₹106.49B / ₹628.81B = 16.9%

Asset Turnover ₹628.81B / ₹795B = 0.79x

Equity Multiplier ₹795B / ₹510B = 1.56x

ROE 16.9% × 0.79 × 1.56 = ~21% ✓

Quality Score: HUL's 21% ROE is driven primarily by high profit margins (16.9% — premium

brand pricing) with moderate asset efficiency and very low leverage. High-quality ROE.

Source:  Hindustan  Unilever  Limited  TTM financials,  Tipranks  dataset,  Simply  Wall  St  analysis

based on December 2024 quarterly filing.

Company B: HDFC Bank (Banking)

Banks are structurally different because deposits sit  on the balance sheet as liabilities.  Their

DuPont breakdown looks unusual but is normal for the sector:

METRIC TYPICAL VALUE

Net Profit Margin (on total income) 18-22%

Asset Turnover 0.05-0.08x (low — assets are loans, equity is small slice)

Equity Multiplier 7-9x (banking structural leverage)

ROE ~17-18%

Quality Score: HDFC Bank's 17-18% ROE is driven primarily by structural leverage (high EM

~8x) and strong net margins. Asset turnover is intrinsically low because banks measure things

differently. High-quality ROE for the sector, given consistent NPM and strong credit underwrit‐

ing.

Important  sector  context: Comparing  a  bank's  ROE  directly  to  FMCG  ROE  is  misleading.

Always benchmark within sector.
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Source: HDFC Bank historical ROE data; Macrotrends financial database covering Q3 2007 - 2021

ROE range of 14-22%.

Company C: Tata Steel (Manufacturing) — TTM June 2025

METRIC VALUE

Net Income ₹43 billion

Shareholders' Equity ₹914 billion

Total Assets ₹2,794 billion

Total Debt ₹890 billion

Net Profit Margin ~2-4% (cyclical, commodity dependent)

Asset Turnover ~0.5x

Equity Multiplier ₹2,794B / ₹914B = 3.06x

ROE 4.7% (TTM June 2025)

Quality Score: Tata Steel's 4.7% ROE is low — and it's driven by weak profit margins (commod‐

ity cycle), moderate asset turnover, and high leverage (3x EM with D/E of 97-109%). Even with

significant leverage, the ROE is poor because margins are thin and asset turnover modest. This

is a "stressed" ROE profile.

Source: Tata Steel Limited balance sheet data as of TTM June 2025; Simply Wall St analysis show‐

ing D/E ratio reduced from 143% to 97% over 5 years, interest coverage ratio of 2x.

The Insight

Three companies. Three completely different stories. Same framework reveals each:

COMPANY ROE NPM AT EM QUALITY DRIVER

HUL 21%
High
(17%)

Moderate
(0.79x)

Low (1.56x) Pricing power

HDFC
Bank

18%
High
(20%)

Very low
(0.07x)

Very high
(8x)

Banking model + scale

Tata Steel 5% Low (3%)
Moderate
(0.5x)

High (3.0x)
Stressed — leverage not
helping

If you only looked at ROE: HUL 21% > HDFC Bank 18% > Tata Steel 5%.
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But DuPont reveals:

This is why institutional analysts always decompose ROE before judging quality.

The 5-Factor Extended DuPont — For Deeper
Analysis

The 3-factor DuPont can be extended to 5 factors by further breaking down Net Profit Margin:

$$\text{ROE}  =  \underbrace{\frac{\text{EBIT}}{\text{Sales}}}{\text{Operating  Margin}}

\times  \underbrace{\frac{\text{EBT}}{\text{EBIT}}}}}  \times  \underbrace{\frac{\text{Net

Profit}}{\text{EBT}}{\text{Tax  Burden}}  \times  \underbrace{\frac{\text{Sales}}{\text{As‐

sets}}}$$}} \times \underbrace{\frac{\text{Assets}}{\text{Equity}}}_{\text{Equity Multiplier}

Where:

What the additional factors tell you

Interest Burden Ratio: Measures how much of  operating profit  survives after  interest  pay‐

ments.

Tax Burden Ratio: Measures how much of pre-tax profit survives taxation.

HUL's ROE is genuine quality (margin-driven)●

HDFC Bank's ROE is sector-appropriate leverage●

Tata Steel's ROE is poor across all three components — even high leverage isn't saving it●

EBIT = Earnings Before Interest and Tax●

EBT = Earnings Before Tax (i.e., EBIT minus interest)●

Net Profit = After tax profit●

Close to 1.0 = minimal interest expense (strong)●

Close to 0.7 = significant interest burden●

Below 0.5 = financial distress warning●

Typically 0.7-0.8 in India (corporate tax 25% effective for most)●

Below 0.5 may indicate tax issues / disputed tax positions●

Above 0.85 may indicate tax holidays / SEZ benefits / R&D credits●
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Why the 5-factor extension matters

The 3-factor model can mask interest stress because it folds it into NPM. The 5-factor model sep‐

arates:

For leveraged companies (real estate, infra, NBFCs), the 5-factor model is essential.

Example: 5-Factor DuPont for a Highly Leveraged Company

Consider a hypothetical EPC company with:

ROE = 0.12 × 0.50 × 0.75 × 0.6 × 4.0 = 10.8%

Now imagine the company refinances at lower interest rates and Interest Burden improves from

0.50 to 0.70:

ROE = 0.12 × 0.70 × 0.75 × 0.6 × 4.0 = 15.1%

A  40% increase  in  Interest  Burden  alone  increases  ROE  by  ~40%.  This  is  why  the  5-factor

decomposition catches the real driver behind ROE changes.

Quality ROE vs Junk ROE — How to Tell the
Difference

Not all high ROEs are created equal. Here's the quality ladder:

🏆 Tier 1: Highest Quality ROE

Profile: High NPM (>15%), moderate AT (0.8-1.5x), low EM (<2.0x)  Examples in India: HUL,

Nestle India, Asian Paints (historical), Pidilite Industries, Hero MotoCorp Sustainability: High —

driven by brand and pricing power, defensive against competition

Is the business generating operating profit? (Operating Margin)●

Is interest expense eating into that profit? (Interest Burden)●

Is tax taking too much? (Tax Burden)●

Operating Margin = 12%●

Interest Burden = 0.50 (half of operating profit eaten by interest)●

Tax Burden = 0.75●

Asset Turnover = 0.6●

Equity Multiplier = 4.0●
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🥈 Tier 2: High Quality ROE

Profile: Moderate NPM (8-15%), high AT (1.5-3.0x), low-moderate EM (1.5-2.5x) Examples in In‐

dia: DMart,  Trent,  Page  Industries  Sustainability: High  —  efficient  operations  model,  but

vulnerable to volume disruption

🥉 Tier 3: Acceptable ROE

Profile: Moderate NPM (5-12%), moderate AT (0.6-1.2x), moderate EM (2.0-3.0x)  Examples in

India: Most large manufacturing companies in good cycle years Sustainability: Cyclical — var‐

ies with industry conditions

⚠️ Tier 4: Leverage-Dependent ROE

Profile: Low NPM (<8%), low AT (<0.6x), high EM (>3.5x) Examples in India: Some NBFCs, real

estate developers, EPC contractors Sustainability: Risky — works during low-rate cycles, breaks

during stress

🚨 Tier 5: Distressed ROE

Profile: Very low or negative NPM, low AT, very high EM (>4.0x) Examples in India (historic‐

ally): Reliance Capital pre-resolution, DHFL pre-collapse, Jaypee Group entities  Sustainability:

Unsustainable — early warning of corporate distress

The DuPont quality test

For any company, run this mental check:

Calculate the three components

Identify which component is the largest contributor

Ask: Is that component sustainable?

If ROE depends primarily on:

The DuPont Manipulation Patterns to Watch

Some companies engineer their ROE through structural moves. Watch for:

1. 

2. 

3. 

Margins: Most sustainable (assuming brand/moat is durable)●

Asset turnover: Sustainable if operating model is defensible●

Leverage: Least sustainable (interest rate sensitive, default risk)●
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🚩 Pattern 1: Share Buyback to Boost ROE

When  a  company  buys  back  shares,  equity  decreases.  With  same  net  profit,  ROE  rises

mechanically. Common with:

How to spot: Check 3-year trend of "Shareholders' Equity" line. If equity is declining while profit

is flat or growing, buybacks are at work.

Is this bad? Not necessarily. Buybacks at reasonable valuations are good capital allocation. But

they don't reflect underlying business improvement — your DuPont analysis should adjust for

this.

🚩 Pattern 2: Dividend Stripping to Boost ROE

Heavy dividend payouts reduce retained earnings → lower equity → higher ROE. Companies near

maturity often do this.

How to spot: Check Dividend Payout Ratio (Dividend / Net Profit). Above 70% is high. HUL has

historically paid >90% as dividend.

🚩 Pattern 3: Off-Balance Sheet Debt

Some companies move debt to subsidiaries or use lease arrangements that don't show on the

parent balance sheet. This understates Total Assets (and Equity Multiplier) while overstating ROE.

How to spot: Compare standalone vs consolidated financials. Look at "Contingent Liabilities"

and "Off-Balance-Sheet Items" in Notes to Accounts.

🚩 Pattern 4: One-Time Profit Boosters

Sale of investments, sale of subsidiaries, exceptional gains can spike Net Profit for one year. ROE

jumps but isn't sustainable.

How to spot: Look at "Exceptional Items" line in P&L. If Net Profit jumped 50% but EBIT only

grew 5%, the difference is exceptional gains.

🚩 Pattern 5: Accounting Policy Changes

Switching depreciation methods, changing inventory valuation, revising provisions — all can af‐

fect Net Profit in one year. Watch for footnote disclosures about "Change in Accounting Policy."

IT services (TCS, Infosys, Wipro have used this)●

Some private banks●

Companies near peak cycle●
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🚩 Pattern 6: Capitalizing Costs Instead of Expensing

Software companies, R&D-heavy companies can choose to capitalize development costs (treat as

asset) instead of expensing them. This boosts current profit and increases assets — affecting both

NPM and Asset Turnover.

How to spot: Look at intangible assets growth on balance sheet.  If  "Intangibles" is  growing

rapidly without major acquisitions, capitalization may be at play.

Sector-Wise DuPont Benchmarks (India FY26
Reference)

Use these as rough benchmarks while analyzing any Indian stock:

FMCG / Consumer Staples

IT Services

Pharma

Private Sector Banks

Public Sector Banks

NBFC (well-managed)

NPM: 12-20% | AT: 0.8-1.5x | EM: 1.3-2.0x | ROE: 15-30%●

Quality driver: Brand power, distribution scale●

NPM: 18-25% | AT: 0.8-1.5x | EM: 1.3-1.8x | ROE: 20-30%●

Quality driver: People productivity, margins; vulnerable to currency●

NPM: 10-20% | AT: 0.6-1.2x | EM: 1.5-2.5x | ROE: 12-25%●

Quality driver: Patent portfolio, regulatory compliance●

NPM: 15-22% (on Total Income) | AT: 0.05-0.08x | EM: 7-9x | ROE: 14-18%●

Quality driver: NIM, credit quality, deposit franchise●

NPM: 8-15% | AT: 0.04-0.07x | EM: 10-12x | ROE: 10-15%●

Quality driver: Scale, government backing●

NPM: 18-25% | AT: 0.08-0.12x | EM: 5-7x | ROE: 14-20%●

Quality driver: Spread, asset quality, liquidity●
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Auto

Cement

Steel (cyclical)

Real Estate

Power / Utilities

Retail

These are general ranges. Specific company-level analysis requires comparison to  direct peers

within each sector.

The DuPont Quality Screening Framework

Here's a practical 10-step framework to use DuPont for stock screening:

Step 1: Identify the company's sector

Reference the sector-wise benchmark table above.

Step 2: Compute ROE for last 5 years

Watch for trend — is it stable, growing, declining?

Step 3: Decompose into 3 factors for last 5 years

NPM, AT, EM — each year separately.

Step 4: Identify the dominant driver

Which factor contributes most to ROE? Has it changed over years?

NPM: 5-10% (mass market), 10-15% (premium) | AT: 1.0-1.5x | EM: 2.0-2.5x | ROE: 15-25%●

NPM: 8-15% (cyclical) | AT: 0.6-1.0x | EM: 1.8-2.5x | ROE: 10-20%●

NPM: 2-8% (commodity cycle dependent) | AT: 0.5-0.8x | EM: 2.5-4.0x | ROE: 5-20%

(extremely cyclical)

●

NPM: 10-25% (project-dependent) | AT: 0.3-0.6x | EM: 3.0-5.0x | ROE: 8-20%●

NPM: 10-20% | AT: 0.2-0.4x | EM: 3.0-5.0x | ROE: 8-15%●

NPM: 3-8% | AT: 2.0-4.0x | EM: 1.5-2.5x | ROE: 12-25%●
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Step 5: Check sustainability of dominant driver

Step 6: Compare with sector peers

Take 3-5 direct competitors. Decompose their ROE. Where does your stock rank on each factor?

Step 7: Apply 5-factor extension for leveraged businesses

For any company with EM > 3.0x, compute interest burden separately. If interest burden < 0.6,

raise a yellow flag.

Step 8: Check for manipulation patterns

Step 9: Cross-verify with cash flow

A great DuPont profile (high ROE, strong margins) should match with strong Operating Cash Flow

(Pillar 1 of this series). If ROE is high but CFO is weak — the ROE is suspect.

Step 10: Apply your investment threshold

Define minimum acceptable ROE for the sector. If  a company consistently exceeds it through

quality drivers, add to watchlist.

Common Misunderstandings About DuPont

Misunderstanding 1: "Higher ROE is always better"

Reality: A 30% ROE driven by 5x leverage is more risky than a 20% ROE driven by margins. The

same number can mean different risk profiles.

Misunderstanding 2: "Banks have low Asset Turnover, so they're
inefficient"

Reality: Banks are structurally different. Their assets are loans, which represent activity, not just

capacity. Apply sector-specific benchmarks.

If margins: Is pricing power durable?●

If asset turnover: Is operating model competitive?●

If leverage: Is debt sustainable, what's the interest coverage?●

Buyback impact on equity●

Exceptional items in profit●

Off-balance-sheet items●

Accounting policy changes●
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Misunderstanding 3: "Capital-intensive businesses have low ROE =
bad businesses"

Reality: Some capital-intensive businesses (like quality power utilities, pharma manufacturing)

generate steady, predictable ROE even if not high. Trade-off between growth and stability.

Misunderstanding 4: "Equity Multiplier above 2 = high leverage"

Reality: Sector benchmarks matter. EM > 2x is normal in manufacturing. EM > 5x is normal in

banking. Always benchmark within sector.

Misunderstanding 5: "DuPont can be done once and forgotten"

Reality: Track  DuPont  changes  quarter-over-quarter.  Material  shifts  in  NPM or  AT  signal  real

business changes (good or bad).

Misunderstanding 6: "Industry average is the right benchmark"

Reality: Industry average includes good and bad companies. Better to benchmark against best-

in-class peers in the same sector.

Misunderstanding 7: "5-Factor DuPont is too complex for retail
investors"

Reality: For leveraged companies, the 5-factor is essential. Doing it once for any leveraged stock

takes 15 minutes.

15-Point DuPont Analysis Checklist

Use this before investing in any stock for the long term:

ROE COMPUTATION:

☐ ROE for last 5 years calculated

☐ ROE trend identified (stable/growing/declining)

☐ Compared with sector average and top 3 peers

3-FACTOR DECOMPOSITION:

☐ Net Profit Margin computed (5 years)

☐ Asset Turnover computed (5 years)

☐ Equity Multiplier computed (5 years)

☐ Dominant driver identified

5-FACTOR EXTENSION (if EM > 3.0x):

☐ Operating Margin (EBIT/Sales) computed
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☐ Interest Burden (EBT/EBIT) computed

☐ Tax Burden (PAT/EBT) computed

QUALITY CHECKS:

☐ Dominant driver is sustainable (margins/efficiency, not just leverage)

☐ No major manipulation patterns (buybacks, exceptional items, off-balance debt)

☐ DuPont profile matches cash flow profile (CFO strong if ROE strong)

☐ Interest coverage ratio acceptable (>3x for most sectors)

☐ Sector-specific benchmarks satisfied

Decision rule:

A Practical Walkthrough — How to Run DuPont in
15 Minutes

Let's apply this to a hypothetical large-cap stock. Steps:

Step 1: Get the data (5 minutes)

Visit screener.in/company/[symbol]/ → Annual Report tab. Note:

Step 2: Build the spreadsheet (5 minutes)

Create columns:

Compute each ratio for 5 years.

Step 3: Identify trends (2 minutes)

12+ ticked positively: Quality ROE profile — proceed to other analysis●

8-11 ticked: Mixed — requires deeper investigation●

<8 ticked: Significant concerns — likely junk ROE despite high number●

Net Profit (last 5 years)●

Revenue (last 5 years)●

Total Assets (last 5 years — from Balance Sheet)●

Shareholders' Equity (last 5 years — from Balance Sheet)●

Year | Revenue | Net Profit | Total Assets | Equity | NPM | AT | EM | ROE●

Is ROE rising or falling?●

Which component is driving the change?●
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Step 4: Benchmark with sector peers (3 minutes)

Pick 2-3 direct competitors. Apply same calculation. Compare ratios.

Step 5: Form your view

This 15-minute exercise filters out 70% of weak investment candidates before deeper analysis.

Frequently Asked Questions

Q1. ROE aur ROCE mein kya farak hai?

DuPont decomposes ROE. ROCE is a separate metric immune to leverage effects. For complete

picture, look at both — high ROE with low ROCE often signals leverage-driven returns.

Q2. DuPont analysis kab kab use karna chahiye? DuPont is most valuable when:

Q3. Net Profit Margin kis range mein acha hai? Sector-dependent:

Compare with sector, not absolute.

Is the ROE genuine?●

Is the trend favorable?●

Is the company among the better-performing peers?●

ROE (Return on Equity): Net Profit / Equity. Focused on shareholders' return.●

ROCE (Return on Capital Employed): EBIT / (Equity + Debt). Focused on operational

efficiency before financing decisions.

●

Comparing two companies with similar ROE (identifies which is higher quality)●

Tracking a single company over time (reveals what's driving changes)●

Cross-sector comparison (highlights structural differences)●

Identifying leverage-juiced ROE (avoids hidden risk)●

FMCG: 12-20% (premium brands)●

IT Services: 18-25%●

Pharma: 10-20%●

Manufacturing: 5-12%●

Steel/Cement (commodity): 2-10%●

Retail: 3-8%●

EPC: 3-7%●
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Q4. Asset Turnover kya batata hai? Asset Turnover = Revenue / Total Assets. It tells how effi‐

ciently the company uses its  assets to generate sales.  High AT = asset-light business model

(FMCG, IT, retail). Low AT = capital-intensive business (power, infra). Neither is good or bad —

both can be high quality in their sector context.

Q5. Equity Multiplier kya hota hai? Equity Multiplier = Total Assets / Shareholders' Equity. It

measures financial leverage. EM = 2.0 means ₹2 of assets per ₹1 of equity (₹1 funded by debt/li‐

abilities). Banks naturally have very high EM (7-12x). Manufacturing 2-3x. FMCG/IT 1.5-2x.

Q6. High Equity Multiplier matlab high risk? Not always. Banks have high EM (8-10x) but are

stable. The question is: Is the leverage matched by stable cash flows to service the debt? Use In‐

terest Coverage Ratio (>3x preferred) and the 5-factor DuPont to assess leverage quality.

Q7. DuPont mein 3-factor aur 5-factor mein kya farak hai?

Q8. Tata Steel ka ROE itna kam kyu hai (4.7%)? Tata Steel is in a cyclical commodity busi‐

ness. Steel prices fluctuate with global cycles. As of TTM June 2025: Net margin is low (2-4%), As‐

set Turnover is moderate (~0.5x), and despite high leverage (EM ~3x with D/E of 97-109%), ROE

works out to only 4.7%. This is typical for stressed commodity cycle conditions — Tata Steel had

higher ROE in previous up-cycles.

Q9. HDFC Bank ka ROE kaise calculate karein DuPont se? For banks, the formula is the

same but the values look different:

Banking  DuPont  reads  completely  differently  from manufacturing  DuPont.  Always  benchmark

within sector.

Q10. DuPont analysis kis data se karein? Use consolidated annual data from BSE/NSE fil‐

ings, not standalone. Subsidiaries impact total assets and consolidated profits. Standalone data is

misleading for groups with significant subsidiary operations.

Q11. ROE 15% se kam hai to skip kar dein? Not necessarily. 15% is a popular threshold but

sector-dependent:

3-factor: NPM × AT × EM = ROE. Quick, useful for most analysis.●

5-factor: Operating Margin × Interest Burden × Tax Burden × AT × EM = ROE. Separates

interest expense as its own factor. Essential for leveraged businesses (real estate, infra,

NBFCs).

●

Net Profit Margin (Net Profit / Total Income): 18-22%●

Asset Turnover (Total Income / Total Assets): 0.05-0.08x (very low because deposits inflate

assets)

●

Equity Multiplier (Total Assets / Equity): 7-9x (very high because banks are deposit-funded)●

Resulting ROE: ~17-18%●

For commodity/cyclical businesses, ROE varies with the cycle — buy in down-cycle●
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Q12. Net Profit Margin badh raha hai but ROE constant — kya kar raha hai company?

This means another component is offsetting margin improvement. Likely:

Run all three components for last 5 years to see which is moving where.

Q13. ROE 25%+ wale stocks safe hain? Not automatic. A 25% ROE driven by NPM 15%, AT

1.5x, EM 1.1x is exceptional quality. A 25% ROE driven by NPM 5%, AT 0.5x, EM 10x is dangerous

leverage. Always decompose before concluding quality.

Q14. Buyback ROE badhata hai kya? Yes, mechanically. Share buyback reduces equity (de‐

nominator). If net profit stays same, ROE rises. This isn't bad per se — well-timed buybacks at

reasonable valuations are good capital allocation. But the ROE increase doesn't reflect business

improvement; it's a financial structuring decision.

Q15. DuPont analysis screener.in pe kaise milti hai? Screener.in's company page → "Finan‐

cials" tab shows ROE for 10 years. To do DuPont:

Note Net Profit and Revenue (P&L tab)

Note Total Assets and Equity (Balance Sheet tab)

Compute NPM, AT, EM manually in Excel/sheet

Screener doesn't show decomposed DuPont directly, but all underlying data is freely available.

Many institutional platforms (Bloomberg, Capitaline) show it pre-computed for a fee.

Official References

DuPont Corporation original framework — 1920s analytical methodology, now part of

standard corporate finance curricula globally

CFA Institute (Chartered Financial Analyst) Curriculum — Level I & II Financial

Statement Analysis modules covering DuPont

Ind AS 1 — Presentation of Financial Statements (Ministry of Corporate Affairs, Government

of India): mca.gov.in

Ind AS 16 — Property, Plant and Equipment (for asset valuation principles)

BSE Corporate Filings: bseindia.com

NSE Corporate Announcements: nseindia.com

For some quality businesses (utilities, infra), stable 10-12% ROE may be acceptable given

predictability

●

Always view in 5-10 year context, not single-year snapshot●

Asset Turnover is falling (perhaps capex investment phase, taking time to show revenue)●

Equity Multiplier is falling (debt repayment / equity issuance reducing leverage)●

1. 

2. 

3. 

1. 

2. 

3. 

4. 

5. 

6. 
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Hindustan Unilever Limited TTM December 2024 financials (Tipranks dataset, Simply Wall St

analysis)

HDFC Bank historical ROE data (Macrotrends financial database, 2007-2025 range)

Tata Steel Limited Balance Sheet (Simply Wall St analysis, TTM June 2025; D/E ratio reduced

from 143% to 97% over 5 years)

Screener.in for free historical financial data of Indian listed companies

Bottom Line — Founder's Perspective

In 15+ years of analyzing Indian companies, I can say with conviction: DuPont decomposition

is the single most underutilized analytical tool by Indian retail investors.

Most retail screens look at ROE > 15% and stop there. They miss that a 15% ROE in HUL (driven

by margins)  is  fundamentally  different  from a 15% ROE in  a  leveraged real  estate company

(driven by debt). One is a compounder; the other is a time bomb.

The reason DuPont works so well is that it forces you to ask the right question: not "how much re‐

turn," but "where is the return coming from." In a country where leverage cycles have repeatedly

destroyed retail wealth (DHFL, IL&FS, ADAG, Vakrangee), this question is the difference between

long-term wealth creation and catastrophic loss.

Three practical takeaways:

Never judge a stock by ROE alone. Always decompose. A 30-minute DuPont exercise can

save years of recovery from a leverage-driven collapse.

Track DuPont quarterly, not just annually. When Net Profit Margin starts compressing,

that's an early warning before competition shows in stock price. When Equity Multiplier starts

climbing, that's a leverage flag before debt headlines.

Combine DuPont with cash flow. A great DuPont (high NPM, strong AT,  controlled EM)

should be backed by strong Operating Cash Flow (Pillar 1 of this series). If DuPont looks great

but CFO is weak — the ROE is accounting fiction.

For tools that automate DuPont decomposition, peer benchmarking, and red-flag screening across

your portfolio, explore  VittSphere ONE — India's AI-powered Personal CFO platform. For institu‐

tional-style equity research services, reach out via Prabhakar Kumar & Co..

The next time someone tells you "this stock has 25% ROE — must be great," ask them:  which

factor is driving it? If they can't answer, they haven't done their homework. If you can answer,

you're already ahead of 95% of Indian retail investors.

7. 

8. 

9. 

10. 

1. 

2. 

3. 
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P I L L A R  0 4

F O U N D A T I O N  S E R I E S

Valuation Multiples

Quality and price are different questions. Master the eight

valuation multiples — P/E, P/B, EV/EBITDA, PEG, P/S,

Dividend Yield, FCF Yield, EV/Sales — and you have the

complete answer to "how much should I pay?"
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A puzzle from May 2026: HDFC Bank trades at a P/E of 19.4x. SBI trades at a P/E of

12.9x. PSU banks collectively trade at P/E of 8.5x. Are PSU banks cheaper? Yes. Are they

better investments? Not automatically. The question of "what's cheap" and "what's good"

are different — and most retail investors confuse the two. This guide teaches you the

eight valuation multiples that matter, when to use each, and how to combine them with

quality analysis for complete investment decision-making.

Why Valuation Matters — The Foundation

Warren Buffett's most famous line: "Price is what you pay. Value is what you get."

Every stock has two numbers:

When Price < Value → opportunity (the market is undervaluing the business) When Price > Value

→ risk (the market is overpaying for the business) When Price ≈ Value → fair (efficient pricing)

The job of valuation multiples is to give you a quick mental model of where Price stands relative

to Value.

But here's the catch: no single multiple gives you the complete answer. Different multiples

work for different sectors, business stages, and analytical questions. Using the wrong multiple in

the wrong context is one of the most common retail investor mistakes.

The 8 Valuation Multiples Every Indian Investor
Should Know

1. Price-to-Earnings (P/E) Ratio — The Most Popular, Most Misused

P/E Ratio = (Market Price per Share) ÷ (Earnings per Share (EPS))

Or equivalently:

Price — what the market is willing to pay today (changes every second)●

Value — what the business is actually worth (changes slowly with fundamentals)●
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P/E Ratio = (Market Capitalization) ÷ (Net Profit)

What it tells you: For every ₹1 of earnings the company generates per year, how much are

investors willing to pay?

Interpretation:

Two flavors:

Historical context — Nifty 50:

Source:  Multiple  Nifty  PE  trackers  including  nifty-pe-ratio.com,  trendonify.com,  craytheon.com

(data as of May 26, 2026)

When P/E Works Well

When P/E Fails or Misleads

P/E of 20 means you're paying ₹20 for every ₹1 of annual earnings●

Inverse interpretation: the "earnings yield" is 1/20 = 5% per year●

If earnings remain constant, it would theoretically take 20 years to recover your investment

from earnings alone

●

Trailing P/E (TTM): Based on last 12 months actual earnings — backward looking, more

reliable

●

Forward P/E: Based on next 12 months estimated earnings — forward looking, depends on

accuracy of estimates

●

As of May 26, 2026, Nifty 50 P/E is 20.60 on consolidated TTM basis●

10-year median: 22.04●

20-year median: 21.97●

All-time low: 17.15 (March 23, 2020 — COVID crash)●

All-time high: 42.00 (February 8, 2021)●

Above 22 has historically resulted in negative 3-year forward returns●

Mature, profitable companies with stable earnings●

Comparing two companies in the same sector●

Quick market-level valuation checks●

Loss-making companies (negative P/E meaningless)●

Cyclical businesses near peak earnings (P/E looks low but earnings about to collapse)●

Companies with one-time gains/losses (P/E gets distorted)●
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2. Price-to-Book (P/B) Ratio — The Banker's Choice

P/B Ratio = (Market Price per Share) ÷ (Book Value per Share)

Where Book Value = (Total Assets − Total Liabilities − Intangibles) / Number of Shares.

What it tells you: For every ₹1 of accounting book value (net worth), how much are investors

paying?

Why P/B matters for banks specifically: Banks are essentially asset and liability matching

businesses. Their "book value" is fairly close to economic reality — the loans they hold, the de‐

posits they owe. So P/B becomes a more meaningful gauge than P/E for banks (whose earnings

can vary with provisioning cycles).

Live Indian examples (May 2026):

BANK P/B RATIO

ICICI Bank
2.52x (May 5, 2026 — based on consolidated Mar 2026 book value of ₹3,56,433 Cr
against market cap of ₹8,97,102 Cr)

HDFC Bank ~3.0x (range)

SBI ~1.5-1.8x (typical PSU range)

Kotak Mahindra
Bank

~3.0x (range)

Source: smart-investing.in for ICICI Bank specific data; sector data from various brokerage re‐

search.

Historical Nifty 50 P/B reference:

When P/B Works Well

Cross-sector comparison (FMCG P/E vs Banking P/E is comparing apples to oranges)●

Current Nifty P/B: ~3.0x●

20-year average: 3.5x●

All-time low: 2.17x (March 23, 2020)●

All-time high: 4.88x (July 20, 2023)●

Banks and NBFCs (book value reflects economic reality)●

Asset-heavy businesses (steel, cement, real estate)●

Distressed companies where earnings are temporarily depressed but assets retain value●
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When P/B Fails or Misleads

3. Enterprise Value to EBITDA (EV/EBITDA) — The Institutional
Standard

EV/EBITDA = (Enterprise Value) ÷ (EBITDA)

Where:

What it tells you: What is the total business worth (debt + equity combined) relative to its

operating cash earnings?

Why institutions prefer EV/EBITDA over P/E:

P/E ignores capital structure — a company with high debt and high earnings (after interest) can

look identical to a debt-free company at the same P/E. EV/EBITDA captures both, making it ideal

for:

Typical Indian sector benchmarks:

Asset-light businesses (IT, FMCG, consulting) — book value is meaningless●

Companies with significant intangible value (brands, patents, technology)●

Companies that have done many buybacks (book value artificially depressed)●

Enterprise Value (EV) = Market Cap + Total Debt − Cash & Cash Equivalents●

EBITDA = Earnings Before Interest, Taxes, Depreciation, and Amortization●

Comparing capital structures●

Valuing M&A targets●

Cross-country comparisons (different tax regimes affect P/E)●
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SECTOR TYPICAL EV/EBITDA

FMCG 30-50x

IT Services 20-30x

Pharma 15-25x

Auto OEMs 12-20x

Cement 10-18x

Steel 5-10x (cyclical)

Power 8-15x

Real Estate 12-20x

When EV/EBITDA Works Well

When EV/EBITDA Fails or Misleads

4. PEG Ratio — Growth-Adjusted P/E

PEG Ratio = (P/E Ratio) ÷ (Annual Earnings Growth Rate)

Developed by Peter Lynch, PEG adjusts P/E for the company's growth rate.

Interpretation:

Example walkthrough:

Cross-company comparison with different debt levels●

Capital-intensive sectors (steel, cement, power)●

M&A valuation (you're buying the whole business)●

Banks and NBFCs (EBITDA doesn't make sense for financial businesses)●

Companies with high capex requirements (EBITDA ignores capex)●

Businesses with significant working capital needs (EBITDA ignores it)●

PEG < 1.0 = potentially undervalued (P/E justified by growth)●

PEG = 1.0 = fairly valued●

PEG > 1.0 = potentially overvalued (P/E too high relative to growth)●

PEG > 2.0 = significantly overvalued●

VittSphere ONE — Stock Research Framework 76

© 2026 VittSphere Technologies Pvt Ltd • Educational Framework



Company A:

Company B:

Company B has lower P/E but is more expensive on PEG basis!

When PEG Works Well

When PEG Fails or Misleads

5. Price-to-Sales (P/S) Ratio — For Growth & Loss-Making

P/S Ratio = (Market Capitalization) ÷ (Total Revenue)

What it tells you: For every ₹1 of annual revenue, how much is the market paying?

Why P/S matters: Revenue is the hardest line item to manipulate. Profits can be adjusted via

accounting choices, but cash sales are cash sales. For early-stage companies, loss-making com‐

panies, or companies with cyclical margins, P/S provides a more stable valuation anchor.

Typical Indian sector benchmarks:

P/E = 30●

Earnings Growth = 30% p.a.●

PEG = 30/30 = 1.0 (fairly valued for growth)●

P/E = 15●

Earnings Growth = 5% p.a.●

PEG = 15/5 = 3.0 (overvalued despite low P/E)●

Growth stocks (high-multiple companies with high growth)●

Comparing growth companies across sectors●

Identifying when high P/E is actually justified●

Cyclical companies (growth rates volatile)●

Mature companies near zero growth (PEG approaches infinity)●

Companies with unsustainable temporary growth (PEG looks low but won't last)●
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SECTOR TYPICAL P/S

IT Services 4-7x

FMCG 5-10x

Pharma 3-6x

Auto 1-3x

Steel 0.5-1.5x

Banks 3-7x (on Total Income)

Retail 1-3x

When P/S Works Well

When P/S Fails or Misleads

6. Dividend Yield — The Income Investor's Metric

Dividend Yield = (Annual Dividend per Share) ÷ (Market Price per Share)

× 100

What it tells you: What percentage of your investment do you get back as dividend each year?

Important Indian context:

Source: craytheon.com, nifty-pe-ratio.com (May 26, 2026 data)

Loss-making or low-profit companies (early stage, turnaround stories)●

Comparing across companies with different margin profiles●

Cross-cycle valuation (margins fluctuate, revenue is more stable)●

Mature, profitable businesses (P/S ignores profitability)●

Comparing different business models (e.g., pure-play vs distributor)●

Nifty 50 dividend yield as of May 26, 2026: 1.38% (neutral zone)●

Historically:●

Above 1.5%: signals undervalued market conditions●

Below 1.0%: signals overvalued market conditions●

All-time high: 2.00% (March 23, 2020 — COVID crash)●

All-time low: 0.93% (September 12, 2017 — pre-correction bull market peak)●
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When Dividend Yield Works Well

When Dividend Yield Misleads

7. Free Cash Flow (FCF) Yield — The "Real" Earnings Yield

FCF Yield = (Free Cash Flow (last 12 months)) ÷ (Market Capitalization)

× 100

Where Free Cash Flow = Operating Cash Flow − Capital Expenditure.

Why FCF Yield matters: P/E uses accounting earnings, which can be engineered. FCF Yield uses

actual cash, which is much harder to fake (as covered in Pillar 1).

Interpretation:

Combined power: FCF Yield + Dividend Sustainability

If a company's dividend yield is 2% and FCF Yield is 5%, the dividend is well covered (2% < 5%).

If dividend yield is 4% but FCF Yield is 2%, dividend is being paid from debt/asset sales — unsus‐

tainable.

8. EV/Sales — For Capital-Intensive Sectors

EV/Sales = (Enterprise Value) ÷ (Annual Revenue)

Useful in:

PSU companies (high payout ratios, stable dividends)●

Mature businesses (utilities, FMCG, established banks)●

Income-focused investors●

High-growth companies (low yield doesn't mean overvalued)●

One-time special dividends (yield looks high for one year only)●

Companies paying dividends despite weak earnings (unsustainable)●

FCF Yield > 6%: high cash-generating ability relative to price●

FCF Yield 3-6%: reasonable●

FCF Yield 1-3%: premium-priced; high expectations●

FCF Yield < 1% or negative: very expensive, or business consuming cash●

Industries with very low or negative EBITDA (early-stage)●

Cross-country comparisons●
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When to Use Which Multiple — The Decision Matrix

This is the most important table in the article. Use the right tool for the right job:

Real estate (where revenue recognition timing is volatile)●
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SECTOR PRIMARY MULTIPLE SECONDARY AVOID

Banks P/B P/E, Dividend Yield EV/EBITDA

NBFCs P/B P/E EV/EBITDA

Insurance
P/EV (Embedded
Value)

P/B EV/EBITDA

IT Services P/E, EV/EBITDA
Dividend Yield, FCF
Yield

P/B

FMCG EV/EBITDA, P/E
FCF Yield, Dividend
Yield

P/B

Pharma P/E, EV/EBITDA P/S P/B

Auto OEM P/E, EV/EBITDA P/B —

Auto Ancillary P/E, EV/EBITDA P/B —

Cement EV/EBITDA, EV/Tonne P/B P/E (cyclical)

Steel EV/EBITDA, P/B EV/Tonne
P/E (extreme
cyclicality)

Power EV/EBITDA, P/B EV/MW P/E

Real Estate P/B, NAV-based EV/Sales
P/E (recognition
timing)

Telecom
EV/EBITDA, EV/
Subscriber

P/S P/E (capex-heavy)

Retail P/E, EV/EBITDA P/S P/B

Consumer
Durables

P/E, EV/EBITDA P/S P/B

Hotels/Hospitality EV/EBITDA, EV/Room P/B P/E (cyclical)

Airlines EV/EBITDAR (R = Rent) P/B P/E

Software/Internet P/S, EV/Sales P/E P/B

Mining/Resources EV/EBITDA, EV/Reserves P/B P/E

Key insight: Using P/E for cyclical businesses (steel, cement, real estate) is one of the biggest

valuation mistakes. P/E looks lowest at peak earnings (often the worst time to buy) and highest at

trough earnings (often the best time to buy).
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Real Indian Example — Banking Sector Decoded

Let's apply the framework to one sector you can immediately analyze:

Current Banking Valuations (May 2026)

BANK P/E P/B QUALITY INDICATOR

HDFC Bank (Private) ~19.4x ~3.0x GNPA 1.24%, NNPA 0.42%

ICICI Bank (Private) ~19-19.5x 2.52x GNPA 1.95%, NNPA 0.41%

Axis Bank (Private) ~16x ~2.0x GNPA 1.50%, NNPA 0.40%

Kotak Mahindra Bank (Private) ~28x ~3.0x GNPA 1.68%, NNPA 0.45%

State Bank of India (PSU) ~12.9x ~1.5x GNPA 1.57%, NNPA 0.39%

PNB (PSU) ~8-9x ~1.1x Higher NPA than peers

Bank of Baroda (PSU) ~8x ~1.0x Improving asset quality

Sources:  Multibagg.ai  analysis  (March  26,  2026),  Zee  Business  research  (March  17,  2026),

TheKanal.in FY26 NPA analysis (April 10, 2026), smart-investing.in P/B data for ICICI Bank.

The retail investor question: "PSU banks are cheaper at PE 8.5 vs
private at 19. Aren't they better deals?"

The proper analytical answer:

PSU banks ARE cheaper on absolute valuation — that's clear from P/E and P/B both.

But the discount reflects real risk factors:

Higher NPA ratios historically (though improving)

Lower NIM (Net Interest Margin) vs private banks

Lower ROA and ROE structurally

Government ownership = potential interference risk

Slower technology adoption

Recent performance has been strong: Per March 2026 data, PSU banks gained 40%+ over

12 months while private banks gained 6%. The valuation gap has been narrowing — partly be‐

cause PSU asset quality improved and partly because private banks faced margin pressure.

The question isn't "which is cheaper": The question is "which offers the best risk-adjusted

return at current prices."

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 
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SBI at P/B 1.5x with improving asset quality may offer better value than HDFC Bank at P/B

3.0x with peak valuation

But HDFC Bank's structural ROE and consistent execution may justify the premium

Combine with DuPont (Pillar 3): Decompose ROE. If PSU bank's ROE is rising while private

bank's is flat/declining, the valuation discount has more meaning.

This is how institutional analysts think — not "what's cheap" alone, but "what's the cheapest

within risk-adjusted quality bands."

The Nifty PE History Lesson

Here's a chart-worthy insight every Indian investor should internalize:

Historical Nifty 50 P/E patterns and forward returns

Research by Professor Sanjay Bakshi and historical data analysis shows a striking pattern:

Every time Nifty's P/E exceeded 22, the average return over the subsequent 3

years became negative.

Source: craytheon.com, Professor Sanjay Bakshi research as widely cited in Indian financial media

Key historical points

DATE NIFTY LEVEL NIFTY P/E WHAT HAPPENED NEXT (3 YEARS)

Jan 2008 Pre-Lehman peak ~28x Massive 2008 crash

Mar 2009 Post-crash bottom ~10x 5-year bull run (200%+ returns)

Aug 2010 Mid-cycle ~25x Stagnant 2011-12

Sep 2013 Pre-Modi rally ~17x 2014-15 strong returns

Mar 2020 COVID bottom 17.15 Massive recovery rally

Feb 2021 Post-COVID peak 42.00 (highest ever) Sharp correction 2022

May 2026 Current 20.60 ?

What this tells us

Market timing using P/E alone is hard — markets stay overvalued/undervalued for years

10. 

11. 

12. 

1. 
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Extreme P/E levels (above 25 or below 18) have higher predictive power

Current ~20-21 P/E sits in fair value zone — neither cheap nor extreme expensive

This kind of analysis is  descriptive, not predictive. Past patterns don't guarantee future out‐

comes. But they teach you when to be cautious vs aggressive.

10 Common Valuation Mistakes Retail Investors
Make

Mistake 1: Using P/E for Cyclical Companies

A steel company at P/E 5 (because earnings are at cycle peak) might be more expensive than the

same company at P/E 30 (when earnings are at cycle bottom but normalize soon).

Fix: Use through-cycle average earnings, or use P/B for cyclical sectors.

Mistake 2: Comparing P/E Across Sectors

"This IT stock has P/E 25 but this PSU bank has P/E 8 — bank is cheaper." This comparison is

meaningless. Sectors have structural P/E differences.

Fix: Compare within sector. IT stocks vs IT stocks, banks vs banks.

Mistake 3: Ignoring Debt in P/E Comparison

Two companies with same P/E of 15 — one with zero debt, one with massive debt. Same P/E

doesn't mean same value.

Fix: Use EV/EBITDA for fair comparison across capital structures.

Mistake 4: Trusting Forward P/E Without Verifying Estimates

Forward P/E is only as good as the underlying earnings estimates. Brokerages often overestimate

growth, making forward P/E look attractive.

Fix: Cross-check with trailing P/E and management guidance, not just analyst estimates.

Mistake 5: Treating High Dividend Yield as Always Attractive

A 6% dividend yield on a stock down 50% in a year might signal distress, not opportunity. The

high yield is mechanically created by the falling price.

Fix: Check if dividend is covered by FCF and sustainable.

2. 

3. 
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Mistake 6: Looking at One Multiple in Isolation

A stock might look cheap on P/E (15x),  expensive on EV/EBITDA (25x),  and fair  on P/B (2x).

Always look at 3-4 multiples together.

Fix: Build a valuation dashboard with multiple metrics. Look for consensus across them.

Mistake 7: Using Same Multiple for Pre-Profit Companies

P/E for a loss-making company is meaningless (P/E negative). Many investors compute P/E on

temporarily profitable years and ignore the cycles.

Fix: Use P/S for early-stage; use EV/Sales for capital-intensive loss-makers.

Mistake 8: Ignoring Quality (DuPont) While Looking at Valuation

A  company  at  P/E  10  might  be  a  value  trap  (poor  quality,  low  ROE,  declining  business).  A

company at P/E 30 might be reasonably priced (high quality, sustainable 25%+ ROE).

Fix: Combine valuation with quality framework (Pillars 1-3 of this series).

Mistake 9: Anchoring to Historical P/E

"This  stock  used  to  trade  at  P/E  25,  now at  P/E  15  — must  be  cheap."  But  the  company's

fundamentals (growth, margins, market position) may have changed.

Fix: Compare current P/E to current peer P/E, not to the stock's own historical P/E.

Mistake 10: Ignoring Interest Rate Context

Same P/E of 20 means very different things at 5% interest rate vs 10% interest rate. Higher rates

compress valuations across the board.

Fix: Compare current valuations to current interest rate regime.

The Complete Valuation Decision Framework — 15
Steps

For any stock you're evaluating, walk through these:

Phase 1: Sector Selection of Multiple (3 steps)

☐ Identify the company's sector

☐ Select primary multiple per the decision matrix

☐ Select 2-3 secondary multiples for cross-check

VittSphere ONE — Stock Research Framework 85

© 2026 VittSphere Technologies Pvt Ltd • Educational Framework



Phase 2: Historical Analysis (3 steps)

☐ Compute current multiple

☐ Compute 5-year average and 10-year average of the multiple

☐ Identify if current is below/above/at historical average

Phase 3: Peer Comparison (3 steps)

☐ Identify 3-5 direct sector peers

☐ Compute same multiple for all peers

☐ Rank the company within peer group

Phase 4: Quality Integration (3 steps)

☐ Compute DuPont ROE breakdown (Pillar 3)

☐ Check operating cash flow profile (Pillar 1)

☐ Check promoter pledge status (Pillar 2)

Phase 5: Final Verdict (3 steps)

☐ Apply growth context (PEG ratio if growth >10%)

☐ Apply interest rate context (rising/falling rates)

☐ Form view: Undervalued / Fairly Valued / Overvalued

If all 15 steps lead to "undervalued + high quality" — strong candidate for further deep-dive. If

"overvalued + low quality" — clear avoid. Most cases will be mixed — that's where experience

and judgment come in.

Combining Valuation with Quality — The Investment
Matrix

The four-quadrant investment matrix (similar to BCG matrix):

HIGH QUALITY (GOOD DUPONT,

STRONG CFO)

LOW QUALITY (WEAK

DUPONT, POOR CFO)

Undervalued (Below
historical/peer multiples)

🌟 Bargain Compounders — Best
opportunities (rare)

🔄 Value Traps — Often
"too cheap" for reason

Overvalued (Above historical/
peer multiples)

💎 Quality at a Premium — Pay for
quality, lower returns

⚠️ Bubble Risk — Avoid
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Where most Indian investor mistakes happen

Most retail buying: Driven by recent price action, falls into "Overvalued + Mixed Quality" quad‐

rant Most retail selling: Driven by short-term losses, often exits "Undervalued + High Quality"

stocks early

The institutional approach:

Frequently Asked Questions

Q1. PE ratio 20 ka matlab kya hota hai? P/E of 20 means the market is paying ₹20 for every

₹1 of annual earnings. Inversely, the earnings yield is 1/20 = 5% per year. If earnings stay con‐

stant  (which they don't  in  real  life),  you'd  theoretically  recover  your  investment  in  20 years

through earnings alone.

Q2. Nifty 50 ka current PE kya hai (May 2026)? As of May 26, 2026, Nifty 50 P/E is approxim‐

ately 20.60 on consolidated TTM basis. This is close to the 10-year median of 22.04 and 20-year

median of 21.97, putting it in the fairly valued to slightly undervalued zone. Source: nifty-pe-

ratio.com

Q3. PSU banks PE 8 hai, private bank PE 19 — PSU banks cheap hain? Yes on absolute

valuation, no automatically on risk-adjusted basis. As of March 2026 data, PSU banks trade at P/E

8.4-8.5 while private banks trade at ~19. The PSU discount reflects historically higher NPAs, lower

NIMs,  and  government  ownership  concerns.  However,  recent  (FY26)  PSU  NPA  ratios  have

improved significantly. Always compare risk-adjusted within the same sector.

Q4. HDFC Bank ka PE kya hai abhi? As of January 21, 2026, HDFC Bank P/E (US ADR data)

was 19.53. The P/E has ranged from 16-23x over the past several years, with a recent average

around 19-20x. Source: Macrotrends financial database.

Q5. PB ratio banks ke liye important kyu hai? For banks, "book value" closely reflects eco‐

nomic reality (loans on the asset side, deposits on the liability side, net worth on equity). Bank

earnings can vary year-to-year with provisioning cycles, but book value is more stable. So P/B be‐

comes a more reliable valuation anchor for banks than P/E. The relationship is: P/B = (ROE / Cost

of Equity) × constant.

Q6. EV/EBITDA aur PE mein kya farak hai?

Hunt for "Undervalued + High Quality" (rare, but holy grail)●

Hold "Quality at Premium" if you already own them (don't sell quality cheaply)●

Avoid "Value Traps" and "Bubble Risk"●

P/E focuses on equity holders. Ignores debt.●

EV/EBITDA focuses on the entire enterprise (debt + equity). Captures capital structure.●
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Two companies at P/E 15 — one with zero debt and one with massive debt — can have very differ‐

ent EV/EBITDA. EV/EBITDA is fairer for cross-company comparison, especially in capital-intensive

sectors.

Q7. PEG ratio kya hai? PEG = P/E / Annual Growth Rate. Developed by Peter Lynch. PEG < 1.0

suggests undervaluation, PEG > 2.0 suggests overvaluation. Useful for growth stocks. A stock at

P/E 30 growing 30% (PEG = 1.0) may be fairly valued, while a stock at P/E 15 growing 5% (PEG =

3.0) may be expensive despite the lower P/E.

Q8. Dividend yield kis range mein attractive maana jaata hai? For Indian markets:

For individual stocks, dividend yield > 4% is high but requires sustainability check (covered by

FCF? consistent payout history?).

Q9. Forward PE aur Trailing PE mein kya farak?

Trailing is reliable (actual data) but backward-looking. Forward is forward-looking but only as good

as the estimates. Institutional analysts use both. Retail investors should be cautious with forward

P/E — verify the underlying estimates.

Q10. Cyclical stocks mein PE kyu mislead karta hai? Cyclical businesses (steel, cement,

auto, real estate) have variable earnings:

This is exactly opposite of intuition. Use through-cycle average earnings, or use P/B for cyclical

stocks.

Q11. Free Cash Flow yield kyu important hai? FCF Yield = Free Cash Flow / Market Cap.

While P/E uses accounting earnings (which can be engineered), FCF Yield uses actual cash (much

harder to fake). High FCF Yield (>6%) suggests strong cash generation relative to price. It's a

powerful sanity check on P/E-based valuations.

Q12. Multiple valuation metrics mein conflict ho to kya karein? This is common. A stock

might look:

Nifty 50 dividend yield > 1.5%: Historically attractive●

Nifty 50 dividend yield < 1.0%: Historically expensive●

Current (May 2026) Nifty 50 yield: 1.38% (neutral zone)●

Trailing P/E: Based on last 12 months actual earnings (TTM)●

Forward P/E: Based on next 12 months estimated earnings●

Peak cycle: Earnings highest → P/E appears LOWEST → looks cheap (but often most

expensive in reality, as earnings will fall)

●

Trough cycle: Earnings lowest → P/E appears HIGHEST → looks expensive (but often

cheapest in reality, as earnings will recover)

●

Cheap on P/E (15x)●
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The resolution lies in understanding WHY. The high EV/EBITDA might be from high debt (P/E ig‐

nores). The low P/E might be from one-time gains. Investigate the source of divergence, don't just

average them.

Q13. India ka PE premium developed markets se zyada kyu hai? India has historically

traded at premium to developed markets because of:

This  premium  can  compress  quickly  if  growth  disappoints.  India's  premium  over  China  has

narrowed; over US has also reduced significantly.

Q14. Insurance companies ke liye kaun sa valuation use karein? For Indian insurance

companies (HDFC Life, ICICI Prudential Life, LIC, etc.), the standard metric is P/EV (Price to Em‐

bedded Value), not P/E or P/B. EV reflects the value of in-force policies plus net worth. P/EV of

2-3x is typical for Indian life insurers in growth phase.

Q15. P/B ratio 1 se kam wala stock kya value buy hota hai? Sometimes yes, sometimes

value trap. P/B < 1 means market is paying less than the company's accounting book value. This

can mean:

For banks, P/B < 1 is rare and often signals serious concerns (Yes Bank traded below P/B 1 before

its 2020 crisis). Always investigate the WHY.

Official References

CFA Institute (Chartered Financial Analyst) Curriculum — Level I & II Equity Analysis

modules

Aswath Damodaran (NYU Stern) Valuation Materials — Industry-standard reference for

valuation methodology

Peter Lynch — One Up On Wall Street (PEG framework origin)

Expensive on EV/EBITDA (25x)●

Fair on P/B (2x)●

Higher GDP growth (~6-7% vs 2-3%)●

Younger demographic (median age ~28 vs 38-45 in developed markets)●

Rising corporate earnings trajectory●

Domestic equity culture (mutual fund SIPs)●

Currency depreciation factored●

Genuine bargain: Distressed but viable business with strong assets●

Value trap: Market doesn't trust the book value (over-stated assets, hidden liabilities)●

1. 

2. 

3. 
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Warren Buffett shareholder letters (Berkshire Hathaway, 1965-present) — discount-to-

intrinsic-value framework

Professor Sanjay Bakshi research on Indian market valuation cycles

Nifty 50 PE Data Sources: nifty-pe-ratio.com, trendonify.com, craytheon.com,

trendlyne.com (as of May 26, 2026)

HDFC Bank Historical PE/PB: Macrotrends financial database (2012-2026)

ICICI Bank P/B data (May 5, 2026): smart-investing.in based on consolidated March 2026

results

Indian Banking Sector P/E Analysis: Multibagg.ai (March 26, 2026), Zee Business research

(March 17, 2026)

Banking Sector NPA FY26 Comparison: TheKanal.in (April 10, 2026)

BSE/NSE Corporate Filings: bseindia.com, nseindia.com

Screener.in for free historical financial data

Bottom Line — Founder's Perspective

Valuation is where most Indian retail investors get hurt — not because they don't know what valu‐

ation is, but because they use the wrong multiples or compare across incompatible bases.

In my 15+ years working with businesses and investors, I've seen three recurring valuation mis‐

takes:

Using P/E for cyclical companies. A steel stock at P/E 5 isn't cheap — it's at peak earnings

about to mean-revert. The actual cheap moment is when P/E looks scary (P/E 30 because

earnings collapsed to bottom-of-cycle).

Comparing P/E across sectors. "IT stock PE 25 vs PSU bank PE 8 — bank is cheaper." This

is meaningless. Sectors have structural P/E differences. PSU banks are structurally lower P/E

than IT services — that's not a value signal.

Ignoring quality in pursuit of low valuation. A company at P/E 10 with poor ROE, weak

cash flow, high pledge is a value trap, not a bargain. A company at P/E 30 with 30% ROE,

strong cash flow, no pledge is reasonably priced.

Three practical takeaways:

Match the multiple to the sector. Use the decision matrix table. Don't apply P/E univer‐

sally. EV/EBITDA for capital-intensive. P/B for banks. P/S for early-stage. Multiple multiples for

everything.

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. 

1. 

2. 

3. 

1. 
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Always combine valuation with quality. Use the 4-quadrant matrix (Quality × Valuation).

The holy grail is "Undervalued + High Quality." The trap is "Undervalued + Low Quality" (value

trap) and "Overvalued + Low Quality" (bubble).

Anchor to long-term sector averages, not stock's own history. A stock's historical P/E

may be irrelevant if its business has fundamentally changed. Compare to current peer set and

current interest rate regime.

This 4-pillar series (Cash Flow + Promoter Pledge + DuPont + Valuation) gives you the complete

equity analysis framework that institutional investors use. You don't need a Bloomberg terminal.

You need consistent application of these four frameworks to every stock you consider.

For tools that automate cross-pillar analysis — combining valuation multiples, DuPont ROE de‐

composition, cash flow scoring, and promoter pledge tracking across your portfolio — explore

VittSphere ONE, India's AI-powered Personal CFO platform. For institutional-style equity research

services, reach out via Prabhakar Kumar & Co..

The serious investor's job is not to find the cheapest stocks. It's to find the highest-quality busi‐

nesses available at the most reasonable prices. This guide is the framework for that judgment.

2. 

3. 
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The Integrated 4-Pillar
Workflow

Combining the four pillars into a single repeatable analysis



From Four Pillars to One Workflow

You have now studied each of the four pillars in depth. The final step is integration —

combining all four into a single repeatable workflow you can apply to any Indian listed

company in roughly 60-90 minutes per stock.

Each pillar answered a different question. Together they form a complete picture:

ORDER PILLAR QUESTION ANSWERED
TIME

REQUIRED

1 Cash Flow Forensics Is the business actually generating cash? 20 minutes

2 Promoter Pledge Risk Are the owners aligned with my interests? 10 minutes

3
DuPont ROE
Decomposition

Is the return on capital high quality and
sustainable?

15 minutes

4 Valuation Multiples Am I paying a sensible price for this quality? 15-20 minutes

The 60-Minute Stock Screening Checklist

For any Indian listed company you are considering, work through these checkpoints in order. If a

company fails at any stage, save your time and move on — markets offer thousands of alternat‐

ives.

Stage 1: Promoter Pledge Check (5 minutes)

STOP CONDITIONS — SKIP THIS STOCK IF:

• Promoter pledge exceeds 25% of promoter holding

• Pledge has been increasing quarter-over-quarter for 3+ consecutive quarters

• Stock has fallen 20%+ in the last 6 months AND pledge exists

• Promoter is in "Critical Zone" (pledge > 50% of holding)

For surviving stocks, proceed to Stage 2.
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Stage 2: Cash Flow Quality Check (20 minutes)

STOP CONDITIONS — SKIP THIS STOCK IF:

• 5-year OCF/PAT ratio is below 0.7

• Free Cash Flow has been negative for 3+ consecutive years (excluding deliberate growth-

stage businesses)

• Cash Conversion Cycle has expanded by 30+ days over 3 years without business model ex‐

planation

• Operating Cash Flow has declined for 2+ consecutive years while reported profit grew

For surviving stocks, proceed to Stage 3.

Stage 3: ROE Quality Decomposition (15 minutes)

CAUTION ZONES — INVESTIGATE FURTHER IF:

• ROE is high but Equity Multiplier (leverage) is over 3x for non-financial businesses

• Net Profit Margin has compressed by 200+ bps over 3 years

• Asset Turnover has declined consistently

• ROE quality score falls in Tier 3 or below on the sector-adjusted ladder

For high-quality ROE candidates, proceed to Stage 4.

Stage 4: Valuation Assessment (15-20 minutes)

VALUATION VERDICT FRAMEWORK

Compare  current  multiples  against  (a)  sector  peer  median,  (b)  the  stock's  own  5-10  year

history, and (c) sector-appropriate multiple (per Pillar 4 decision matrix):

If current multiple is below sector + below own history: Investigate further — possible

undervaluation

If  current multiple is  near sector + near own history: Fairly  valued — proceed with

normal due diligence

If current multiple is above sector + above own history: Expensive — only justified by

clear quality + growth story

The Quality × Valuation Matrix

After applying all four pillars, every stock falls into one of four quadrants:
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HIGH QUALITY (PILLARS 1, 2, 3

STRONG)

LOW QUALITY (PILLARS 1, 2, OR 3

WEAK)

Undervalued
(Pillar 4)

🌟 Bargain Compounders
Rare. The investing holy grail. Allocate
capital here when found.

🔄 Value Traps
Cheap for a reason. The market is
usually right about poor quality. Avoid.

Overvalued
(Pillar 4)

💎 Quality at a Premium
Hold if already owned. New entry only
if you have long-term horizon.

⚠️ Bubble Risk
Worst possible combination. Avoid
even at high momentum.

What Most Retail Investors Get Wrong

Two recurring patterns destroy retail investor returns more than anything else:

Buying in the "Bubble Risk" quadrant because momentum and social media excitement

are highest there. The same momentum that drove the price up will eventually reverse.

Selling out of "Quality at a Premium" too early after small price declines, missing the

long-term compounding because the short-term correction felt scary.

Discipline in the framework — not stock-picking brilliance — separates long-term winners from

everyone else.

Putting It All Together — A Sample Application

Imagine you are considering an Indian large-cap private bank. Applying the framework:

This single workflow — Pillar 1 → 2 → 3 → 4, with sector-specific adaptations — applied consist‐

ently to every stock you consider, is the foundation of professional investing.

1. 

2. 

Pillar 1 (Cash Flow): Banks measure cash differently — operating cash flow is dominated

by deposit inflows. Focus instead on Net Interest Income trends, fee income quality, and

provisioning coverage. Asset quality (GNPA, NNPA, PCR) is the bank's equivalent of cash

flow quality.

●

Pillar 2 (Promoter Pledge): Most Indian private banks have professional management

with no single promoter group. Check institutional shareholding stability instead. Stable FII/

DII holding over 8+ quarters = governance confidence signal.

●

Pillar 3 (DuPont): For banks, decompose ROE into ROA × Equity Multiplier. ROA > 1.5%

with EM around 7-9x is the structural profile of high-quality private banks. Check NIM, cost-

to-income, and credit cost trends.

●

Pillar 4 (Valuation): Use P/B (not P/E) as primary multiple for banks. Premium private

banks (HDFC Bank, ICICI Bank) historically trade at P/B 2.5-3.5x. PSU banks at 1.0-1.8x.

Compare current P/B to 10-year sector history.

●
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The  next  sections  discuss  what  to  do  once  you  have  mastered  this  framework,  and  how

VittSphere ONE can accelerate your analysis.
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Beyond the Framework
— VittSphere ONE

Where the four-pillar analysis becomes effortless



The Scale Problem in Manual Analysis

Applied properly, this four-pillar framework takes 60-90 minutes per stock. That is appro‐

priate  for  stocks  you are  seriously  evaluating.  But  what  about  the dozens of  stocks

already in your portfolio? Tracking promoter pledge changes quarterly. Watching for cash

flow deterioration year-over-year.  Monitoring DuPont  decomposition shifts.  Comparing

valuations against rotating sector peers.

At 60-90 minutes per stock per quarter, monitoring a 15-stock portfolio = 22 hours of work every

quarter. Most retail investors do not have that bandwidth. Most do not have it for even one stock

per quarter.

This is the gap that VittSphere ONE is built to close.

What VittSphere ONE Does

VittSphere  ONE  is  India's  AI-powered  Personal  CFO  platform.  It  automates  the  four-pillar

framework you just learned, applying it continuously to your portfolio:

PILLAR WHAT VITTSPHERE ONE AUTOMATES

Cash Flow
Forensics

Tracks 5-year OCF/PAT ratios, Free Cash Flow trends, Cash Conversion Cycle
expansion — flags deviations from sector norms automatically

Promoter
Pledge Risk

Monitors quarterly Shareholding Patterns across BSE/NSE filings, alerts you when
promoters of stocks you own increase pledge

DuPont ROE
Continuous ROE decomposition into Net Margin × Asset Turnover × Equity
Multiplier — identifies when quality is shifting

Valuation
Multiples

Maintains live sector-relative valuation context (current vs 5-year median vs peers)
for every stock in your portfolio

Beyond the Four Pillars

VittSphere ONE goes beyond the framework in this document. It also handles:

Family Wealth Score — Holistic financial health across the entire family unit, not just one

investor

●

AI Safety Layer — Detects portfolio concentration risks before they materialize●

Hidden Money Finder — Identifies tax inefficiencies and unused deductions specific to

Indian tax law

●

Tax Saving Audit — Compares old vs new tax regime optimally for your specific income

profile

●
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How to Get Started

Three Steps

Visit one.vittsphere.com from any device

Create your free account using email or Google sign-in

Connect your portfolio (import from broker statement or manual entry)

Setup takes approximately 8 minutes. The four-pillar analysis on your portfolio begins immedi‐

ately.

For Serious Investors

VittSphere ONE offers tier-based pricing. The framework you learned in this document maps to

the  Pro  tier  features.  For  investors  managing larger  portfolios,  the  Premium tier  adds  family

wealth aggregation, dedicated CA support, and priority access to new analytical features.

📍  SPECIAL BETA PRICING

During the launch phase, all annual plans include 25% beta discount. The Family plan (covers

your entire household portfolio under one account) is the recommended starting point for most

readers of this framework.

Beta pricing window: Limited to readers who sign up before 31 May 2026.

The Personal CFO Promise

The deepest commitment behind VittSphere ONE is simple: bring the analytical rigor that wealthy

families  pay  private  CFOs to  deliver,  within  reach of  every  middle-class  Indian  investor.  The

framework in this document is what your CFO would teach you on day one. VittSphere ONE is

what your CFO would do for you every quarter thereafter.

Visit one.vittsphere.com when you are ready.

ARTHA AI Advisor — Conversational interface for asking complex personal finance

questions in plain Hinglish

●

Bank Statement Analysis — Automated categorization and insights from your transaction

history

●

1. 

2. 

3. 
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About the Author

Prabhakar Kumar — CA, Founder, Practitioner



Professional Background

Prabhakar Kumar is a practising Chartered Accountant, qualified through the Institute of

Chartered  Accountants  of  India  (ICAI)  in  November  2019.  He  is  the  founder  of  two

complementary entities serving Indian businesses and individuals:

Experience

Before founding VittSphere and his  independent  practice,  Prabhakar  accumulated over  seven

years of  corporate finance experience across multiple organizations,  including KPMG-affiliated

firms. His operational expertise spans:

This combination of audit, advisory, FP&A, and technology experience informs both the analytical

rigor and practical usability of the frameworks taught in this document.

Domain Expertise

His specific areas of subject-matter expertise include:

VittSphere Technologies Pvt Ltd — A Pune-based fintech building AI-powered personal

finance tools for Indian retail investors and small businesses. The flagship product, 

VittSphere ONE, brings institutional-grade portfolio analysis and tax optimization to retail

investors. The company portfolio also includes GSTNotice AI and CFO360.

●

Prabhakar Kumar & Co. — A Chartered Accountancy firm specializing in Goods and

Services Tax (GST), Income Tax, Statutory Audit, Virtual CFO services, Loan Arrangement,

and Government Subsidy Consulting. The firm has a particular focus on the hospitality

sector and works with founders and small business owners across India.

●

Financial Planning and Analysis (FP&A) — Budget cycles, variance analysis,

management reporting

●

Order to Cash (OTC) — Revenue recognition, receivables management, customer credit

policy

●

Record to Report (R2R) — Closing cycles, Ind AS application, statutory reporting●

Power BI Analytics — Building executive dashboards for finance teams●

GST Litigation — Hands-on experience with disputed notices, appeals, and reply drafting.

This expertise also informs the GSTNotice AI product.

●

Personal Tax Planning — Particularly the implications of the new Income Tax Act 2025,

which represents the largest legislative change to Indian direct tax in over six decades.

●

Audit and Internal Financial Controls — Statutory audit experience across hospitality,

manufacturing, and services sectors.

●
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Publishing and Content

Prabhakar  writes  finance  content  under  the  handle  @ca.prabhakar on  Instagram  and

@FounderFinanceIndia on YouTube. His content targets Indian founders and MSME owners, fo‐

cusing on practical financial decisions over theoretical frameworks. He has authored a business

book titled Business Owner vs Business Majdoor, written for MSME audiences who are operation‐

ally strong but financially stretched.

Connect

VITTSPHERE ONE one.vittsphere.com

CA FIRM cfo360.co.in

INSTAGRAM @ca.prabhakar

YOUTUBE @FounderFinanceIndia

LOCATION Pune, Maharashtra, India

A Personal Note

Like most Indian investors, my own journey through equity investing began with mistakes — buy‐

ing on tips, chasing momentum, exiting good businesses out of fear, holding poor businesses out

of hope. The frameworks in this document are the ones I wish someone had given me on day one.

They would have saved me years of expensive learning.

If  even one section of this document changes how you analyze a single stock, this work has

served its purpose. If it changes how you approach equity investing for the rest of your life, then I

have done my job as a Chartered Accountant: not just to balance books, but to share the financial

literacy that lets others build their wealth deliberately.

Thank you for reading this far.

Virtual CFO Engagements — Working as outsourced finance function head for several

small and mid-sized Indian businesses.

●
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Legal Disclaimer & 
SEBI Compliance

Please read carefully before applying any framework in this

document



1. Educational Purpose Only

This document, The Complete 4-Pillar Framework for Indian Stocks ("the Document"), is intended

purely as an educational and analytical framework for informational purposes. It is published by

VittSphere Technologies Pvt Ltd ("the Publisher") and authored by Prabhakar Kumar ("the Au‐

thor").

The Document does not constitute, and shall not be construed as, investment advice, stock re‐

commendation, financial planning advice, or any solicitation to buy, sell, or hold any security,

financial product, or instrument.

2. SEBI Registration Status

The  Author  is  a  practising  Chartered  Accountant  qualified  with  the  Institute  of  Chartered

Accountants of India (ICAI, November 2019). The Author is NOT registered with the Securit‐

ies and Exchange Board of India (SEBI) as a Research Analyst or Investment Adviser.

The Author and the Publisher do not provide research analyst services as defined under the SEBI

(Research Analysts) Regulations, 2014, nor investment advisory services as defined under the

SEBI (Investment Advisers) Regulations, 2013.

For specific buy, sell, or hold recommendations on any security, or for personalized investment

advice based on your financial situation, please consult a SEBI-registered Research Analyst or

SEBI-registered Investment Adviser. A list of registered intermediaries is maintained on the SEBI

website.

3. Use of Company Names and Examples

Throughout this Document, names of specific Indian listed companies are referenced — including

but not limited to HDFC Bank, ICICI Bank, State Bank of India, Axis Bank, Kotak Mahindra Bank,

Tata Steel, Reliance Industries, Hindustan Unilever, Asian Paints, ITC, ADAG Group entities (Reli‐

ance Capital,  Reliance Communications, Reliance Power, Reliance Infrastructure), IL&FS, DHFL,

Yes Bank, Vakrangee, Quess Corp, IRFC, and others.

All such references are used solely to illustrate analytical concepts using publicly available

financial data sourced from third-party providers including but not limited to BSE corporate filings,

NSE corporate filings, company annual reports, Macrotrends, Simply Wall St, Tipranks, Markets‐

Mojo, ConCallIQ, Reuters, Business Standard, and other publicly accessible sources.

No buy, sell, or hold view is expressed on any specific company. The use of any com‐

pany's name in an example, illustration, case study, or framework demonstration shall not be

construed as a recommendation regarding that company's securities.
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4. Data Sources and Accuracy

Financial data, ratios, valuations, and metrics referenced in this Document are sourced from pub‐

licly available filings and third-party data aggregators, primarily reflecting information available

as of approximately May 2026. This data is subject to:

While the Author and Publisher have endeavoured to ensure accuracy, neither warrants the com‐

pleteness, accuracy, or currency of any data point referenced herein. Readers are strongly en‐

couraged to verify all data directly from primary sources (BSE filings, NSE filings, company Annual

Reports) before making any decision.

5. No Guarantee of Outcomes

The analytical frameworks described — including but not limited to OCF/PAT ratio analysis, Free

Cash Flow analysis,  promoter  pledge risk  assessment,  DuPont  return decomposition,  Price-to-

Earnings,  Price-to-Book,  EV/EBITDA,  PEG Ratio,  Price-to-Sales,  Dividend  Yield,  Free  Cash  Flow

Yield, and other valuation methodologies — are standard finance methodologies and do not

guarantee any investment outcome.

Sector benchmarks, ratio ranges, and red-flag thresholds discussed in the Document are general

analytical guidelines and may vary based on specific business cycles, accounting choices, regu‐

latory regimes, market conditions, and company-specific factors. Their application requires judg‐

ment.

Past performance, past valuation patterns, and historical sector benchmarks are not indicative

of future results. Markets are dynamic; what worked in one cycle may not apply in another.

6. Investment Risk Acknowledgement

Investments in securities markets are subject to market risks. Read all scheme-related

and product-related documents carefully before investing. Equity investments can result in partial

or total loss of capital. Past returns do not guarantee future returns.

Specific risks include but are not limited to: market risk, sector risk, company-specific risk, liquid‐

ity risk, regulatory risk, macroeconomic risk, currency risk, interest rate risk, and geopolitical risk.

The four-pillar framework helps identify certain categories of risk but does not eliminate them.

Revision upon company restatements, updated disclosures, or corrections by data providers●

Changes in regulatory reporting requirements●

Quarter-end and year-end accounting adjustments●

Differences between standalone and consolidated reporting basis●
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7. Limitation of Liability

The Author, the Publisher (VittSphere Technologies Pvt Ltd), their employees, affiliates, agents,

directors, and associates assume no responsibility for any investment decision made based on

this Document, or for any direct, indirect, incidental, special, consequential, or punitive damages

arising from the use or interpretation of any content contained herein.

By reading and applying this Document, the reader acknowledges that:

8. Copyright and Distribution

Copyright © 2026 VittSphere Technologies Pvt Ltd. All rights reserved.

This Document may be shared freely in its original unmodified form as a complimentary educa‐

tional  resource.  Commercial  reproduction,  modification,  redistribution,  or  sale  without  prior

written consent from the Publisher is prohibited.

Quotations and excerpts may be used for personal,  educational,  or journalistic purposes with

appropriate attribution to the Author and Publisher.

9. Governing Law

This Document and the relationship arising from its publication are governed by the laws of India.

Any disputes shall be subject to the exclusive jurisdiction of competent courts in Pune, Maha‐

rashtra.

10. Updates to This Document

The Author may release future editions of this Document with updated frameworks, additional pil‐

lars, refreshed examples, and current data. Sign up for VittSphere ONE to receive notifications of

subsequent editions and new analytical resources.

By  reading  this  Document,  you  acknowledge  that  you  have  read  and

understood this disclaimer in its entirety.

The frameworks are educational, not prescriptive●

The reader bears full responsibility for their investment decisions●

The reader will conduct independent verification of any data and seek qualified professional

advice as appropriate

●
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