Stock Research Checklist
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Company
Name

5YrAvg
ROIC

Current Market Price & Market Cap

Intrinsic Value (Range)

Stock Research Checklist Questions/Considerations

Understanding the Business

How does the company make money?

Responses

What is the core business Model? How
does the company make money (and keep
it)

Who are their end customers?

Who are their suppliers? Is there a concentration of
customers/suppliers?

What does the value chain of the product/service look
like?

Which segment brings in the most revenues and
profits?

Is the business model scalable?

How easily can it expand geographically or into new
markets without significantly increasing costs?

Do | understand the business well
enough? Is it in your circle of competence?

Is the business simple enough for me to understand?
What does the company offer that's different from its
competitors?

Can | explain the company's products/service,
competitive positioning and market in one paragraph?

Can | predict with high confidence that the
business will survive and grow over the
next 20 years?

Can | predict that this business will survive over the
next 20 years? Or will technological
advancements/competition change the landscape?

Is it a commodity business?

If a customer of Company A is equally happy to buy it
from Company B and has no reason to stick with
Company A, it is a commodity business)

If it’s a commodity business, why will customers keep
coming back and buying from this business?

Is the industry cyclical? If yes, which part
of the cycle is the business in?

For cyclical businesses, use average earnings over the
whole cycle instead of the latest earnings

Will the business incur losses during the down cycle?
Does the company have a highly leveraged balance
sheet which cannot endure a sustain a lengthy period
of recession/slowdown?
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Market Position and Competitive
Advantages

What is the moat? Is the moat expanding or shrinking?
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Value Proposition: What specific problem
does their product or service solve, and for
whom?

Why do customers love the product/service? What is
the unique aspect that differentiates vis-a-vis
competition?

Does the company have a technology or a product that
has the edge over others?

What is the nature of revenues? Do customers have to
make recurring purchases or are these one-off
purchases only?

Why do customers choose your product or
service over competitors, and what keeps
them coming back?

- Assess the efficiency of a company’s sales,
advertising, and distribution, based on: - Repeat sales
and customers - Search for “Anti (company name)” and
identify themes around why customers are not
satisfied- How do the company's
sales/marketing/distribution practices vary from its
competitors?

What is their competitive advantage?

Is the moat expanding or shrinking?

What are the technological improvements
or substitutions that could disrupt this
business?

Examples of competitive advantages - brand power,
lowest cost provider, network effect, cornered
resource, regulatory protection

What is management doing to protect and expand the
moat?

How sustainable is their competitive
advantage over the next 15 years?

Can competitors easily replicate the product/service
offering?

Can competitors easily enter the market and disrupt
the business?

What is the company's market share? Is it
growing, stable or declining?

Who are the top players in this industry? Do they offer
the same products as the company does?

Does the company operate in a fragmented industry?
If yes, are there any consolidation opportunities?

Does company have pricing power? Or is it
a price taker? Has company passed on
pricing increases in the past? If so, how did
it impact revenues and volumes?

Is company able to dictate prices that it will pay to its
suppliers? Or is It forced to accept the prices offered by
suppliers?

Similarly, is company able to dictate prices that its
customers should pay? Or is it just able to pass the
price adjustments (increase/decrease) to its customers
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Growth Potential

What are their expansion plans?

Product of Tiny Taikun

- Is the company's product a 'one hit
wonder' or a 'fad'?

Is company's product(s) or service just something that's
trending?

Will the trend die, or will competitors catch up on the
trend and flood the market with supply?

- Past Growth: How much revenue growth
and EPS growth has the company made
over the last 5-10 years?

Average past growth rate is an indicator of the speed
and magnitude of future growth

- Past Growth: Did management achieve
the plan or forecast it made 5 years ago?

Was management able to execute their past
goals/plans successfully?

Did management change their plans? If yes, was it the
right thing to do, in hindsight?

- Future Growth: What is management's
plan or forecast for growth for the next 5
years? Does the company focus on
innovation and R&D?

Is management exploring ways to create further
business opportunities, such as:

a. building an innovation pipeline to launch new
products or services or

b. improvement in their existing products or services, c.
developing new markets

d. geographical expansion?

How does the company's R&D expenses compare in
relation to its competitors?

How much revenue or net profits have been
contributed because of the results of these R&D
activities?

- Capex required for growth: In the
foreseeable future, will the growth of the
company require equity/debt financing?

will management need to raise capital for growth? Will
they dilute existing shareholders?

Will they be raising debt at high interest rates?Does
the company need substantial upgrades or investments
in technology or infrastructure to support future
growth

Industry Dynamics

How is this company placed compared to its
competitors

What are the current industry dynamics?

How big is the target market (TAM)?

Who are the top players?

How does the company's margins and ROIC compare
with its competitors?

Is the industry cyclical?
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What are the tailwinds or headwinds
facing the industry?

What is the industry outlook for growth?

Will the industry grow faster or slower than the
broader economy?

What is the company doing to take advantage of the
tailwinds or to face the challenge of the headwinds?
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What the plans of competitors that will
have a significant impact on the company?

e.g. competitors launching new products, aggressive
growth plans, entering new markets, acquiring smaller
players, etc

What macroeconomic factors (e.g. interest
rates, recession, inflation) could impact
the business?

What the second order consequences of the Marco-
factors on the business?

How does the valuation of the business
compare with valuation of competitors

Review P/E, EV/EBITDA of the company vis-a-vis
competition

Financial Strength and Balance Sheet
Position

Does the company have a strong balance sheet and a
solid cash position?

Does company consistently generate free
cash flows (FCF)?

FCF = Operating CF minus maintenance capex

Is the FCF significantly lower or higher than net profits?
'Are there years in which FCF is negative? If so, why is
that?

Does company have significant cash stuck with
debtors? What is their cash conversion cycle?

Does the business earn high returns on
capital?

Do they consistently have high ROIC/ROE across
business cycles?

Are there extraordinary items or one time gain/losses
that are distorting profits?

Is most of the capital expenditure (capex)
spent on maintenance or do they have
growth capex? Is the ROIC going up or
going down over time?

What portion of capex is growth capex v. maintenance
capex
What is the incremental ROIC?

Does the company have a worthwhile
profit margin?

- Has the company been increasing their profit margins
by a considerable amount over the last few years?

Do they have plans to cut costs or significantly improve
revenues to increase the operating margins?

Does company have enough cash to
survive for the next few years?

Do they have enough liquidity to cover short-term
liabilities?

How much cash do they have to survive a slowdown or
recessionary period?
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Is the balance sheet highly levered?

What is their debt-to-equity ratio and Debt to EBITDA
ratio?

Do they have enough liquidity to cover short-term
liabilities?

What is the nature and maturity profile of the debt?
Can the company comfortably service its debt
obligations?
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Does the company have off-balance sheet
liabilities?

e.g. contingent payments, unfunded pension liabilities

Capital Allocation

What did management do in the past with the cash
earned by the business?

Have management prudently allocated the
cash generated from operations over the
last 5-7 years?

Examples of prudent allocation

1. Reinvesting cash back into the business if it
generates high ROIC

2. Acquired other businesses that were significantly
value-accretive

3. Repurchased their own shares when these were
undervalued

4. Paid dividends if none of the above opportunities
were available

Do management have a history of value-
accretive M&A?

Has the company made any acquisitions?

What multiple of earnings/sales did they pay to
acquire this?
Is it clear that these mergers/acquisitions added
significantly more value than what the company paid
for this business?
Have management avoided value-destructive decisions
like unnecessary debt accumulation or overpaying for
acquisitions?
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Have management been prudent about
raising money via equity or debit?

How much share dilution has occurred in the past?
Is management using enough debt to fund the
business? Or is it using too much debt?

Will company be raising cash via equity or debt
offering in the future?

Product of Tiny Taikun

Management Integrity and Strength

Is management competent, honest and have high
integrity?

Does the company have a management of
unquestionable integrity?

Do Board members or management have a history of
fraud. Misconduct or questionable behaviour?

Is there alignment between corporate culture,
leadership values, and business strategy?

Does the management talk freely to
investors about its affairs when things are
going well but “clam up” when troubles
and disappointments occur?

Did they do what they said in the past?

Do they admit the mistakes they made in the past?

If the company is facing problems/challenges, do they
talk about those openly or do they hide them/not
discuss them?

Does the company have depth to its
management?

Do they have a bench strength that can replace the
CEO or CFO if they were to depart?

Does the Board have enough
independence and experience to challenge
management?

Does the Chairman operate independently? Or does
management have all the power?

What portion of directors are independent?

What is the experience of the Board members, does it
have an alignment with the company's business?

Are management incentives aligned with
and encourage long term value creation?
Are incentives linked to share price
performance?

Does management have skin in the game?

What do management incentives lead management to
focus on? e.g. growth, profitable growth, high ROIC,
share price

Does the company have outstanding
labour and personnel relations?

How does management treat employees? Are there
indications of high levels of employee delight or dis-
satisfaction? Is there an employee union?

Conclusion

What is the investment thesis?

Explain the thesis succinctly in three sentences or less
What is my confidence level?

Am | avoiding common psychological biases (e.g.
overconfidence, confirmation bias)
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Am | comfortable with the valuation? Is
there enough margin of safety between
intrinsic value and current market price?

Is company trading at a premium or discount to its
historical multiples?

Or Am | accepting this position purely based on growth
potential
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Is there a catalyst which could trigger a re-
rating of the business?

e.g. rapid improvement in revenues/profits, disposal of
subsidiaries/assets, M&A, new product launch that
could force a multiple expansion or earnings expansion
Are there opportunities for operational improvements
or unlocking hidden value?

What are the conditions under which |
would sell this investment?

Have | set clear price targets or fundamental criteria
for exit?

What can go wrong?

What are the primary business risks? What are the
financial risks?

In what situations would your investment thesis be
wrong?

Are there any regulatory or geopolitical risks that could
affect the business?

Are there any red flags that | am choosing to overlook,
and why?
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