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1. Introduction 

Buying a stock is easy. 

Understanding what you are buying is much harder. 

A stock represents ownership in a business. Therefore, a good investment process should 
begin with the business rather than the stock chart. 

Before investing, an investor should understand: 

• What the company does 

• How it makes money 

• Whether the business is growing 

• Whether profits are genuine 

• Whether cash flow supports profits 

• How much debt the company carries 

• Whether management is trustworthy 

• Whether the company has a competitive advantage 

• Whether the valuation is reasonable 

• What could go wrong 

• Whether the investment fits the portfolio 

This document provides a structured framework for answering those questions. 

 



2. What Is an Investment Checklist? 

An investment checklist is a predefined set of questions used before making an 
investment decision. 

Instead of asking: 

"Should I buy this stock?" 

you ask a sequence of objective questions. 

For example: 

Business → Industry → Management → Financials → Growth → Debt → Valuation → Risk → 
Portfolio Fit → Decision 

The checklist reduces emotional decision-making and helps investors avoid overlooking 
important information. 

 

3. Why Every Investor Needs a Checklist 

Investors frequently make decisions because: 

• A stock is rising 

• Someone recommended it 

• A social-media influencer mentioned it 

• The company is in the news 

• The stock has fallen significantly 

• The valuation looks cheap 

• Everyone appears to be buying it 

• A friend made money from it 

• The company operates in a popular industry 

These reasons may create interest, but they are not sufficient for an investment decision. 

A checklist forces the investor to investigate the underlying business. 

 

4. The Golden Rule of Investing 

Before buying a stock, ask: 

"If the stock market were closed for five years, would I still be comfortable owning 
this business?" 



If the answer is no, investigate why. 

A long-term investment should be based primarily on the quality and economics of the 
underlying business rather than short-term price movement. 

 

5. Step 1 – Define Your Investment Objective 

Before selecting investments, define the objective. 

Possible objectives include: 

• Long-term wealth creation 

• Retirement planning 

• Children's education 

• Capital preservation 

• Dividend income 

• Growth 

• Balanced growth and income 

Your objective influences: 

• Asset allocation 

• Risk tolerance 

• Time horizon 

• Investment strategy 

• Portfolio construction 

 

6. Step 2 – Define Your Investment Time Horizon 

Ask: 

Short Term 

Less than approximately 1 year. 

Medium Term 

Approximately 1–5 years. 

Long Term 

5+ years. 



The appropriate holding period depends on the investment and objective. 

Equity markets can experience substantial short-term volatility. 

Long-term investing does not eliminate risk, but it can provide more time for business 
fundamentals to develop. 

 

7. Step 3 – Understand Your Risk Capacity 

Risk capacity is different from simply saying: 

"I am comfortable with risk." 

Ask: 

• How much money can I afford to lose? 

• When will I need this money? 

• Do I have emergency savings? 

• Do I have high-interest debt? 

• Would a 30–50% market decline force me to sell? 

• How stable is my income? 

• How much portfolio volatility can I realistically tolerate? 

A person who needs the money soon has lower practical risk capacity than someone 
investing for decades. 

 

8. Step 4 – Build Your Financial Foundation 

Before taking substantial equity risk, consider whether you have: 

• Emergency savings 

• Appropriate insurance 

• Manageable debt 

• Stable cash flow 

• A defined investment plan 

Do not invest money in volatile assets if you may need that money urgently. 

 



9. Step 5 – Understand the Business 

Never invest in a company you cannot explain simply. 

Try completing this sentence: 

"This company makes money by ______." 

If you cannot complete it clearly, research the business further. 

 

10. Business Model Checklist 

Ask: 

☐ What products/services does the company sell? 

☐ Who are its customers? 

☐ How does it acquire customers? 

☐ How does it generate revenue? 

☐ What are its major costs? 

☐ What determines profitability? 

☐ Is the business capital-intensive? 

☐ Does it require continuous borrowing? 

☐ Does it have recurring revenue? 

☐ Is revenue dependent on a few customers? 

☐ Does the business have pricing power? 

☐ Can competitors easily copy it? 

 

11. Revenue Sources 

Study where the company's revenue comes from. 

Check: 

• Product categories 

• Geographic regions 

• Customer segments 

• Domestic vs international revenue 



• Recurring vs one-time revenue 

A company with diversified revenue sources may have different risk characteristics from a 
company dependent on a single product or customer. 

 

12. Competitive Advantage 

A competitive advantage is a factor that helps a company defend its economics against 
competitors. 

Potential advantages include: 

• Strong brand 

• Network effects 

• Cost advantage 

• Distribution network 

• Switching costs 

• Intellectual property 

• Scale 

• Customer loyalty 

• Regulatory barriers 

• Superior technology 

• Unique data 

• Strong ecosystem 

Ask: 

"Why can't a competitor easily take this company's customers and profits?" 

 

13. Industry Analysis 

A good company in a poor industry can still face significant challenges. 

Study: 

• Industry size 

• Growth rate 

• Competition 



• Regulation 

• Capital requirements 

• Pricing environment 

• Commodity exposure 

• Technological disruption 

• Consumer behavior 

• Long-term demand 

 

14. Industry Growth 

Ask: 

☐ Is the industry growing? 

☐ What is driving growth? 

☐ Is growth structural or temporary? 

☐ Is demand dependent on economic cycles? 

☐ Could technology reduce demand? 

☐ Could regulation change the industry? 

A company does not necessarily need a fast-growing industry to be a good investment, 
but the economics should be understood. 

 

15. Competition 

Identify major competitors. 

Compare: 

• Revenue 

• Margins 

• Market share 

• Growth 

• Debt 

• Return ratios 

• Brand strength 



• Distribution 

• Valuation 

Never evaluate a company without understanding the competitive landscape. 

 

16. Market Share 

Determine whether market share is: 

• Increasing 

• Stable 

• Declining 

Increasing market share can indicate competitive strength. 

Declining market share may indicate: 

• Product weakness 

• Pricing problems 

• New competition 

• Customer dissatisfaction 

• Technology disruption 

 

17. Customer Concentration 

Ask: 

"Does the company depend heavily on a small number of customers?" 

High customer concentration can create risk. 

If one customer contributes a large percentage of revenue, losing that customer could 
materially affect the company. 

 

18. Supplier Concentration 

Similarly, investigate supplier dependency. 

Ask: 

• Are there alternative suppliers? 

• Is one supplier critical? 



• Are raw materials volatile? 

• Can input costs be passed to customers? 

Supplier concentration can create operational risk. 

 

19. Cyclical vs Defensive Businesses 

Cyclical Businesses 

Examples can include businesses linked to: 

• Commodities 

• Construction 

• Capital expenditure 

• Automobiles 

• Certain industrial products 

Revenue and profits may fluctuate with economic conditions. 

Defensive Businesses 

Demand may be relatively less sensitive to economic cycles. 

Examples can include certain: 

• Consumer staples 

• Healthcare products 

• Essential services 

No business is completely immune to economic conditions. 

 

20. Management Quality 

Management determines how capital is allocated and how the business is operated. 

Investigate: 

• Track record 

• Capital allocation 

• Communication 

• Governance 



• Transparency 

• Treatment of minority shareholders 

• Execution 

• Promoter behavior 

• Related-party transactions 

 

21. Promoter and Insider Ownership 

In companies with significant promoter ownership, examine: 

• Ownership percentage 

• Changes over time 

• Insider buying/selling 

• Pledging 

• Share dilution 

High ownership can align interests, but ownership percentage alone does not guarantee 
good governance. 

 

22. Promoter Pledging 

Promoter shares may be pledged as collateral for borrowing. 

Check: 

☐ Is promoter pledging zero or low? 

☐ Is pledging increasing? 

☐ Why are shares being pledged? 

☐ Is the company or promoter under financial pressure? 

Increasing pledge levels can warrant additional investigation. 

 

23. Corporate Governance 

Review: 

• Board independence 

• Auditor history 



• Related-party transactions 

• Regulatory actions 

• Litigation 

• Disclosure quality 

• Accounting practices 

• Minority shareholder treatment 

Governance risk can destroy shareholder value even when business performance 
appears strong. 

 

24. Related-Party Transactions 

Investigate transactions involving: 

• Promoters 

• Directors 

• Subsidiaries 

• Group companies 

• Promoter-controlled entities 

Ask whether transactions are: 

• Necessary 

• Transparent 

• At arm's length 

• Economically reasonable 

 

25. Auditor Quality 

Review the auditor's reports. 

Look for: 

• Qualified opinions 

• Emphasis of matter 

• Accounting concerns 

• Auditor resignations 



• Frequent auditor changes 

• Internal-control weaknesses 

A sudden auditor resignation deserves investigation. 

 

26. Financial Statement Checklist 

Review at least: 

Income Statement 

• Revenue 

• Operating profit 

• EBITDA 

• EBIT 

• Interest expense 

• Profit before tax 

• Net profit 

Balance Sheet 

• Cash 

• Receivables 

• Inventory 

• Property/equipment 

• Debt 

• Liabilities 

• Shareholders' equity 

Cash Flow Statement 

• Operating cash flow 

• Investing cash flow 

• Financing cash flow 

• Capital expenditure 

• Free cash flow 



 

27. Revenue Growth 

Check: 

• 1-year growth 

• 3-year CAGR 

• 5-year CAGR 

• 10-year trend where available 

Ask: 

Is growth consistent? 

A single year of exceptional growth should not automatically be extrapolated indefinitely. 

 

28. Profit Growth 

Revenue growth without profit growth deserves investigation. 

Possible reasons: 

• Rising costs 

• Pricing pressure 

• Higher depreciation 

• Higher interest 

• Weak operating leverage 

Ideally, understand both: 

Revenue Growth + Profit Growth 

 

29. Operating Profit and Margins 

Operating margin: 

Operating Profit ÷ Revenue × 100 

Study whether margins are: 

• Increasing 

• Stable 



• Declining 

Improving margins may indicate: 

• Pricing power 

• Scale benefits 

• Cost control 

• Product mix improvement 

Declining margins may indicate increasing competition or cost pressure. 

 

30. EBITDA 

EBITDA means: 

Earnings Before Interest, Taxes, Depreciation and Amortization 

It can help compare operating performance, but it is not the same as cash flow. 

Always consider: 

EBITDA + Capital Expenditure + Working Capital + Debt 

rather than EBITDA alone. 

 

31. Net Profit 

Net profit represents profit after relevant expenses and taxes. 

Study: 

• Growth 

• Margin 

• Stability 

• Quality 

• Cash conversion 

A rapidly growing reported profit with weak operating cash flow requires investigation. 

 

32. Earnings Per Share – EPS 

EPS: 



Profit attributable to equity shareholders ÷ Outstanding Shares 

Example: 

Profit = ₹100 crore 

Shares = 10 crore 

EPS = ₹10 

Track EPS growth over multiple years. 

 

33. Cash Flow 

Cash flow is essential. 

Review: 

Operating Cash Flow 

Does the core business actually generate cash? 

Compare: 

Operating Cash Flow vs Net Profit 

If profits consistently grow but operating cash flow remains weak, investigate why. 

 

34. Free Cash Flow 

Simplified formula: 

Free Cash Flow = Operating Cash Flow − Capital Expenditure 

Free cash flow can support: 

• Debt repayment 

• Dividends 

• Buybacks 

• Acquisitions 

• Reinvestment 

• Cash reserves 

 



35. Working Capital 

Working capital can consume cash even when accounting profits are rising. 

Monitor: 

• Receivables 

• Inventory 

• Payables 

If receivables grow significantly faster than revenue, investigate collection quality. 

 

36. Receivables 

Receivables represent money owed by customers. 

Check: 

☐ Are receivables growing faster than sales? 

☐ Are overdue receivables increasing? 

☐ Is cash collection weakening? 

Persistent receivable problems can reduce cash generation. 

 

37. Inventory 

High inventory growth can indicate: 

• Expected demand 

• Expansion 

• Production planning 

• Slow-moving products 

• Weak demand 

Compare inventory growth with revenue growth and industry conditions. 

 

38. Debt Analysis 

Study: 

• Total debt 



• Net debt 

• Short-term debt 

• Long-term debt 

• Interest cost 

• Debt maturity 

• Debt-to-equity 

Ask: 

"Can the business comfortably service its debt?" 

 

39. Interest Coverage 

Interest Coverage Ratio: 

EBIT ÷ Interest Expense 

A higher ratio generally indicates greater ability to service interest obligations. 

However, appropriate levels vary significantly across industries. 

 

40. Return on Equity – ROE 

ROE: 

Net Profit ÷ Average Shareholders' Equity × 100 

ROE indicates how efficiently shareholder capital is being used. 

Do not look at ROE alone. 

A company can produce high ROE partly because of high financial leverage. 

 

41. Return on Capital Employed – ROCE 

ROCE evaluates returns generated from capital employed. 

It can help assess the economics of capital-intensive businesses. 

Compare ROCE: 

• Across years 

• Against competitors 



• Against the company's cost of capital where appropriate 

Consistently strong returns can indicate attractive business economics. 

 

42. Capital Allocation 

Ask: 

"What does management do with the cash generated by the business?" 

Possible uses: 

• Reinvestment 

• Acquisitions 

• Debt reduction 

• Dividends 

• Buybacks 

• Cash reserves 

Good business performance can still produce poor shareholder outcomes if capital is 
allocated badly. 

 

43. Dividends 

Check: 

• Dividend history 

• Dividend growth 

• Payout ratio 

• Free cash flow 

• Sustainability 

A high dividend yield is not automatically attractive. 

Investigate whether the dividend is sustainable. 

 

44. Buybacks 

Share buybacks can benefit shareholders when shares are repurchased at reasonable 
valuations. 



But buybacks deserve scrutiny. 

Ask: 

☐ Is the company generating sufficient cash? 

☐ Is the company buying shares at an attractive valuation? 

☐ Is debt increasing to fund the buyback? 

☐ Is share count actually declining? 

 

45. Reinvestment 

Growth companies may reinvest most cash into: 

• New factories 

• Technology 

• Distribution 

• Research 

• New products 

• Acquisitions 

The important question is: 

"What return is the company earning on reinvested capital?" 

 

46. Valuation 

A great business can become a poor investment if purchased at an excessive price. 

Valuation asks: 

"What am I paying for the expected future earnings and cash flows?" 

Common valuation measures include: 

• P/E 

• P/B 

• EV/EBITDA 

• PEG 

• Price/Sales 



• Dividend Yield 

• Free Cash Flow Yield 

 

47. P/E Ratio 

Formula: 

P/E = Market Price ÷ EPS 

Example: 

Share price = ₹500 

EPS = ₹25 

P/E = 20 

Interpretation requires comparison with: 

• Historical valuation 

• Competitors 

• Growth 

• Profitability 

• Business quality 

 

48. P/B Ratio 

Formula: 

P/B = Market Price ÷ Book Value Per Share 

P/B can be particularly relevant for some financial and asset-heavy businesses. 

Its usefulness varies considerably by industry. 

 

49. EV/EBITDA 

Enterprise Value considers equity value and relevant debt/cash adjustments. 

EV/EBITDA is commonly used to compare operating businesses with different capital 
structures. 

However, EBITDA does not account for all capital requirements. 

 



50. PEG Ratio 

A simplified PEG framework is: 

P/E ÷ Expected Earnings Growth 

A lower PEG may appear attractive under certain assumptions, but the calculation is 
highly sensitive to the quality and sustainability of growth estimates. 

Do not use PEG mechanically. 

 

51. Price-to-Sales 

Formula: 

Market Capitalization ÷ Revenue 

Price-to-sales can be useful for businesses with: 

• Low current profits 

• High growth 

• Different margin structures 

But sales alone do not guarantee profitability. 

 

52. Dividend Yield 

Formula: 

Annual Dividend Per Share ÷ Share Price × 100 

A high yield can result from: 

• Genuine income generation 

• Falling share price 

• Unsustainable payout 

Always investigate the reason. 

 

53. Historical Valuation 

Compare the current valuation with historical levels. 

Questions: 

☐ Is the stock trading above its historical average? 



☐ Is the premium justified by stronger growth? 

☐ Are margins improving? 

☐ Has business quality improved? 

☐ Has the risk profile changed? 

Historical averages are useful context, not automatic buy/sell signals. 

 

54. Peer Comparison 

Compare the company with relevant competitors. 

Create a table: 

Metric Company Peer A Peer B Peer C 

Revenue Growth     

Profit Growth     

Operating Margin     

ROE     

ROCE     

Debt/Equity     

P/E     

EV/EBITDA     

The comparison should use genuinely comparable businesses. 

 

55. Growth vs Valuation 

Do not ask only: 

"Is this company growing?" 

Ask: 

"How much am I paying for that growth?" 

A company growing at 20% but trading at an extreme valuation may carry significant 
expectations risk. 



A slower-growing company at a reasonable valuation may have a different risk/reward 
profile. 

 

56. Margin of Safety 

Margin of safety means avoiding situations where the investment depends on highly 
optimistic assumptions. 

For example: 

If your investment thesis requires: 

• Very high growth 

• Expanding margins 

• No competition 

• Low interest rates 

• Perfect execution 

then the margin of safety may be low. 

Prefer investments where reasonable assumptions can still produce an acceptable 
outcome. 

 

57. Growth Quality 

Not all growth is equal. 

High-quality growth may involve: 

• Organic revenue growth 

• Sustainable margins 

• Strong cash conversion 

• High returns on capital 

• Increasing market share 

Lower-quality growth may involve: 

• Excessive debt 

• Aggressive acquisitions 

• Heavy dilution 



• One-time gains 

• Unsustainable pricing 

 

58. Earnings Quality 

Ask: 

☐ Does profit convert into cash? 

☐ Are receivables reasonable? 

☐ Are unusual gains inflating profit? 

☐ Are expenses being capitalized aggressively? 

☐ Is dilution increasing? 

☐ Are earnings dependent on one-off events? 

The quality of earnings can matter as much as the headline growth rate. 

 

59. Red Flags 

Red flags do not automatically prove wrongdoing. 

They indicate areas requiring additional investigation. 

Potential red flags include: 

• Rapid debt growth 

• Persistent negative cash flow 

• High promoter pledging 

• Frequent auditor changes 

• Unusual related-party transactions 

• Large receivables 

• Frequent equity dilution 

• Aggressive acquisitions 

• Weak governance 

• Inconsistent disclosures 

• Sudden unexplained margin changes 



• Significant insider selling 

• Regulatory investigations 

 

60. Common Financial Red Flags 

Watch for: 

☐ Profit rising while cash flow declines 

☐ Receivables growing faster than revenue 

☐ Debt growing rapidly 

☐ Interest expense rising sharply 

☐ Frequent equity issuance 

☐ Persistent negative free cash flow without a clear reinvestment rationale 

☐ Large one-time gains supporting earnings 

☐ Unexplained changes in accounting 

 

61. Management Red Flags 

Potential warning signs: 

• Repeatedly missing promises 

• Aggressive guidance 

• Poor capital allocation 

• Excessive executive compensation 

• Lack of transparency 

• Frequent changes in strategy 

• Unexplained acquisitions 

• Poor treatment of minority shareholders 

 

62. Governance Red Flags 

Investigate: 

• Related-party transactions 



• Regulatory actions 

• Auditor qualifications 

• Auditor resignations 

• Board independence 

• Complex corporate structures 

• Unusual subsidiary transactions 

 

63. Promoter Red Flags 

Check: 

• Pledge percentage 

• Ownership changes 

• Frequent selling 

• Dilution 

• Transactions involving promoter entities 

A single event does not necessarily indicate a problem. Trends and explanations matter. 

 

64. Debt Red Flags 

Potential warning signs: 

• Debt growing faster than operating cash flow 

• High interest burden 

• Short-term borrowing used to fund long-term assets 

• Frequent refinancing 

• Declining interest coverage 

• Debt-funded acquisitions without clear returns 

 

65. Valuation Red Flags 

Potential valuation risks include: 

• Extremely high P/E 



• Very high expectations 

• Price far above historical valuation without corresponding improvement 

• Valuation dependent on aggressive growth assumptions 

• Speculative narrative dominating financial fundamentals 

 

66. Risk Assessment 

Before investing, write down the major risks. 

Do not simply write: 

"There is market risk." 

Be specific. 

For example: 

• Raw material prices could rise. 

• New competitors could enter. 

• Regulation could change. 

• The company could lose a major customer. 

• Debt refinancing could become expensive. 

• Technology could make the product obsolete. 

 

67. Business Risk 

Ask: 

"What could fundamentally damage this business?" 

Examples: 

• Demand decline 

• Product failure 

• Loss of competitive advantage 

• New technology 

• Customer concentration 

• Supply disruption 



 

68. Financial Risk 

Financial risk includes: 

• Excessive debt 

• Weak cash flow 

• Refinancing risk 

• High interest costs 

• Currency exposure 

A strong business with excessive leverage can still create significant shareholder risk. 

 

69. Regulatory Risk 

Some industries depend heavily on government policy. 

Examples include: 

• Banking 

• Insurance 

• Pharmaceuticals 

• Telecommunications 

• Energy 

• Infrastructure 

• Mining 

Study: 

• Licensing 

• Regulations 

• Taxes 

• Environmental rules 

• Government policy 

 



70. Competitive Risk 

Ask: 

• Can competitors reduce prices? 

• Can technology disrupt the company? 

• Can customers switch easily? 

• Is market share declining? 

A competitive advantage should be monitored continuously. 

 

71. Technology Risk 

Technology can: 

• Create new markets 

• Destroy existing business models 

• Reduce costs 

• Increase competition 

• Change customer behavior 

Ask: 

"Could a new technology make this company's product less relevant?" 

 

72. Currency Risk 

Companies with international operations may be exposed to foreign exchange 
movements. 

Check: 

• Export revenue 

• Import costs 

• Currency hedging 

• Foreign debt 

Currency changes can affect reported earnings. 

 



73. Commodity Risk 

Businesses dependent on: 

• Oil 

• Steel 

• Metals 

• Chemicals 

• Agricultural commodities 

may experience significant margin changes when input prices move. 

 

74. Economic Risk 

Consider: 

• Interest rates 

• Inflation 

• GDP growth 

• Consumer spending 

• Credit conditions 

• Employment 

• Liquidity 

Some businesses are highly sensitive to economic cycles. 

 

75. Portfolio-Level Risk 

A stock can be attractive individually but inappropriate for the portfolio. 

Ask: 

☐ Do I already own similar companies? 

☐ Is my portfolio concentrated in one sector? 

☐ Is the portfolio highly correlated? 

☐ Would this investment materially increase risk? 

 



76. Position Sizing 

Position size should reflect: 

• Conviction 

• Risk 

• Liquidity 

• Portfolio concentration 

• Volatility 

Avoid allowing one investment to dominate the portfolio unless there is a deliberate and 
well-understood reason. 

 

77. Diversification 

Diversification can occur across: 

• Companies 

• Sectors 

• Asset classes 

• Geographies 

• Business models 

The goal is not to own as many stocks as possible. 

The goal is to avoid unnecessary concentration risk. 

 

78. Sector Allocation 

Monitor exposure to sectors such as: 

• Financials 

• Information Technology 

• Healthcare 

• Consumer 

• Industrials 

• Energy 

• Materials 



• Utilities 

Sector concentration can increase portfolio volatility. 

 

79. Entry Strategy 

Once the company passes the fundamental checklist, determine how to invest. 

Possible approaches: 

Lump Sum 

Invest the intended amount at once. 

Staggered Buying 

Invest gradually across multiple price points or dates. 

SIP 

Invest a fixed amount at regular intervals through an eligible investment vehicle. 

The appropriate approach depends on the investor, valuation, liquidity and market 
conditions. 

 

80. Lump-Sum vs Staggered Investment 

Lump Sum 

Advantages: 

• Immediate exposure 

• Simple 

• No need to predict future entry points 

Risks: 

• Timing risk 

Staggered 

Advantages: 

• Reduces dependence on one entry price 

• Can help manage uncertainty 

Risks: 

• Price may rise before all capital is deployed 



Neither method guarantees better returns. 

 

81. SIP Approach 

A systematic investment approach can reduce the pressure of trying to perfectly time the 
market. 

However, investing regularly does not make a poor investment good. 

Always evaluate the underlying asset and investment vehicle. 

 

82. Investment Thesis 

Before buying, write a one-paragraph thesis. 

Example structure: 

"I am investing because the company operates in a growing industry, has a strong 
competitive position, has demonstrated sustainable returns on capital, maintains 
manageable debt, generates healthy cash flow and appears reasonably valued relative to 
its growth and quality." 

Then list: 

Bull Case 

What could go right? 

Base Case 

What is the most reasonable outcome? 

Bear Case 

What could go wrong? 

 

83. What Would Make You Sell? 

Define the exit conditions before investing. 

Potential reasons to sell include: 

• Investment thesis breaks 

• Competitive advantage deteriorates 

• Governance concerns emerge 

• Debt becomes excessive 



• Management loses credibility 

• Valuation becomes extreme 

• Better opportunities emerge 

• Portfolio risk becomes excessive 

Do not sell solely because the stock price falls. 

First ask: 

"Has the business changed?" 

 

84. Monitoring Checklist 

After investing, monitor: 

☐ Quarterly results 

☐ Revenue growth 

☐ Profit growth 

☐ Margins 

☐ Cash flow 

☐ Debt 

☐ Working capital 

☐ Management commentary 

☐ Competitive position 

☐ Promoter ownership 

☐ Pledging 

☐ Corporate governance 

☐ Valuation 

 

85. Quarterly Review 

After every quarterly result, ask: 

Business 

• Is revenue growing? 



• Is demand healthy? 

• Is market share changing? 

Profitability 

• Are margins improving? 

• Are costs under control? 

Cash Flow 

• Is cash conversion healthy? 

Balance Sheet 

• Is debt increasing? 

Management 

• Did management meet previous commitments? 

Investment Thesis 

• Is the original thesis still valid? 

 

86. Annual Review 

At least once a year, perform a deeper review. 

Compare: 

• Original thesis 

• Actual results 

• Management promises 

• Financial performance 

• Competitive position 

• Valuation 

• Portfolio weight 

Ask: 

"If I did not already own this stock today, would I buy it now?" 

This question helps reduce emotional attachment. 

 



87. Investment Journal 

Maintain a record of: 

Category Notes 

Company  

Investment Date  

Entry Price  

Position Size  

Investment Thesis  

Growth Drivers  

Competitive Advantage  

Risks  

Valuation  

Expected Holding Period  

Exit Conditions  

Review Date  

A journal creates accountability. 

 

88. Pre-Investment Scorecard 

Score each category from 1 to 5. 

Category Score 

Business Quality /5 

Industry /5 

Competitive Advantage /5 

Management /5 

Governance /5 

Revenue Growth /5 



Category Score 

Profit Growth /5 

Cash Flow /5 

Balance Sheet /5 

ROE/ROCE /5 

Valuation /5 

Risk /5 

Portfolio Fit /5 

Total /65 

The score is a decision-support tool, not a substitute for judgment. 

 

89. 100-Point Investment Checklist 

A. Business Quality – 20 Points 

☐ Clear business model – 4 

☐ Sustainable demand – 4 

☐ Competitive advantage – 4 

☐ Strong industry position – 4 

☐ Attractive long-term economics – 4 

 

B. Management & Governance – 15 Points 

☐ Credible management – 3 

☐ Strong governance – 3 

☐ Low/controlled promoter pledging – 3 

☐ Sensible capital allocation – 3 

☐ Transparent communication – 3 

 

C. Financial Quality – 25 Points 



☐ Revenue growth – 4 

☐ Profit growth – 4 

☐ Strong margins – 3 

☐ Healthy cash flow – 4 

☐ Manageable debt – 4 

☐ Strong ROE/ROCE – 3 

☐ Healthy working capital – 3 

 

D. Valuation – 15 Points 

☐ Reasonable P/E – 3 

☐ Reasonable EV/EBITDA – 3 

☐ Historical valuation acceptable – 3 

☐ Peer valuation acceptable – 3 

☐ Margin of safety – 3 

 

E. Risk – 15 Points 

☐ Business risks understood – 3 

☐ Financial risks understood – 3 

☐ Regulatory risks understood – 3 

☐ Competitive risks understood – 3 

☐ Portfolio concentration acceptable – 3 

 

F. Investment Discipline – 10 Points 

☐ Clear investment thesis – 2 

☐ Defined position size – 2 

☐ Defined monitoring process – 2 

☐ Defined exit conditions – 2 

☐ Appropriate time horizon – 2 



 

90. Final Decision Framework 

After completing the checklist, classify the investment. 

Category A – Strong Candidate 

Characteristics: 

• Excellent business 

• Strong management 

• Healthy financials 

• Sustainable competitive advantage 

• Attractive or reasonable valuation 

• Manageable risk 

Category B – Watchlist 

Characteristics: 

• Good business 

• Some uncertainty 

• Valuation may be high 

• Waiting for better price or additional evidence 

Category C – Avoid 

Characteristics: 

• Weak governance 

• Excessive debt 

• Poor cash flow 

• Weak competitive position 

• Unacceptable valuation 

• Risks difficult to quantify 

Category D – Speculative 

Characteristics: 

• High uncertainty 



• Limited financial history 

• Narrative-driven valuation 

• High volatility 

Speculative investments should not be confused with high-quality long-term investments. 

 

91. Beginner's Investment Checklist 

Before buying your first stock, ask: 

☐ Do I understand the business? 

☐ Do I know how it makes money? 

☐ Is revenue growing? 

☐ Are profits growing? 

☐ Is cash flow healthy? 

☐ Is debt manageable? 

☐ Is management credible? 

☐ Is corporate governance acceptable? 

☐ Is promoter pledging reasonable? 

☐ Does the company have a competitive advantage? 

☐ Is the valuation reasonable? 

☐ What are the biggest risks? 

☐ What would make me sell? 

☐ How much am I investing? 

☐ Does this position fit my portfolio? 

If you cannot answer these questions, continue researching. 

 

92. Advanced Investor Checklist 

Advanced investors may additionally evaluate: 

☐ Unit economics 

☐ Incremental ROCE 



☐ Free cash flow conversion 

☐ Capital allocation history 

☐ Pricing power 

☐ Customer acquisition economics 

☐ Competitive intensity 

☐ Industry structure 

☐ Management incentives 

☐ Stock-based compensation 

☐ Dilution 

☐ Subsidiary quality 

☐ Working-capital cycle 

☐ Asset turns 

☐ Margin structure 

☐ Reinvestment runway 

☐ Terminal growth assumptions 

☐ Scenario valuation 

☐ Downside valuation 

☐ Balance-sheet stress 

☐ Regulatory scenarios 

 

93. The Three Most Important Questions 

If you have limited time, ask these three questions: 

Question 1 

Is this a good business? 

Question 2 

Is management trustworthy and financially disciplined? 

Question 3 

Am I paying a reasonable price relative to the business's future potential and risks? 



If any answer is unclear, investigate further. 

 

94. The Five-Layer Investment Framework 

A useful mental model is: 

Layer 1 – BUSINESS 

What does the company do? 

↓ 

Layer 2 – QUALITY 

How good is the business? 

↓ 

Layer 3 – FINANCIALS 

Does the business generate sustainable profits and cash? 

↓ 

Layer 4 – VALUATION 

What price am I paying? 

↓ 

Layer 5 – RISK 

What could permanently impair my capital? 

An investment should ideally pass all five layers. 

 

95. The Investment Decision Matrix 

Question Yes No 

Understand the business? Continue Research 

Attractive industry? Continue Investigate 

Competitive advantage? Continue Caution 

Strong management? Continue Caution 

Good governance? Continue Potential avoid 



Question Yes No 

Healthy financials? Continue Investigate 

Strong cash flow? Continue Investigate 

Manageable debt? Continue Caution 

Reasonable valuation? Continue Wait 

Risks acceptable? Continue Avoid/Reduce 

Fits portfolio? Continue Adjust 

Clear thesis? Consider Do not invest 

 

96. What a Good Investment Looks Like 

A high-quality investment often has several of these characteristics: 

• Understandable business 

• Strong competitive position 

• Growing market 

• Sustainable demand 

• High returns on capital 

• Healthy balance sheet 

• Strong cash generation 

• Capable management 

• Good governance 

• Sensible capital allocation 

• Long reinvestment runway 

• Reasonable valuation 

• Manageable risks 

• Appropriate portfolio position 

No company needs to score perfectly on every category. 

The objective is to understand the trade-offs. 



 

97. What a Bad Investment Can Look Like 

Warning signs can include: 

• Business difficult to understand 

• Weak competitive position 

• Declining market 

• High debt 

• Weak cash flow 

• Poor governance 

• High promoter pledging 

• Frequent dilution 

• Unexplained transactions 

• Aggressive accounting 

• Excessive valuation 

• Dependence on optimistic assumptions 

• Concentrated customer base 

• High regulatory risk 

One red flag does not automatically mean "sell." 

Multiple serious red flags should trigger deeper investigation. 

 

98. The "Why Should I Own This?" Test 

Write one sentence: 

"I own this company because ______." 

Then complete it. 

A strong answer should describe the business thesis rather than the stock price. 

Weak answer: 

"The stock is going up." 

Better answer: 



"The company has a strong competitive position, expanding addressable market, high 
returns on capital and a long runway for profitable reinvestment." 

 

99. The "What Can Go Wrong?" Test 

Write at least five risks. 

For example: 

1. Industry growth slows. 

2. Competition increases. 

3. Margins decline. 

4. Debt increases. 

5. Management makes poor acquisitions. 

Then ask: 

"How much damage could each risk cause?" 

This converts vague fear into structured risk analysis. 

 

100. The "Would I Buy Again?" Test 

After owning a stock for some time, ask: 

"If I had cash today and did not already own this stock, would I buy it?" 

If the answer is no, identify why. 

Possible reasons: 

• Business deteriorated 

• Valuation became excessive 

• Thesis changed 

• Better alternatives exist 

• Portfolio concentration became too high 

This helps prevent emotional attachment. 

 

101. Final Investment Rules 

Rule 1 



Understand the business before buying the stock. 

Rule 2 

Never confuse a low stock price with a cheap valuation. 

Rule 3 

Profit is important, but cash flow matters. 

Rule 4 

Debt can magnify both returns and risk. 

Rule 5 

Management quality matters. 

Rule 6 

Governance matters. 

Rule 7 

Growth is valuable only when it creates economic value. 

Rule 8 

A great company can be a poor investment at an extreme valuation. 

Rule 9 

Diversification reduces concentration risk. 

Rule 10 

Position sizing is part of risk management. 

Rule 11 

Do not invest based solely on tips or social-media opinions. 

Rule 12 

Always understand the downside. 

Rule 13 

Have an investment thesis. 

Rule 14 

Define what would invalidate the thesis. 

Rule 15 



Review investments periodically. 

Rule 16 

Do not let short-term price movements control long-term decisions. 

Rule 17 

Protect capital. 

Rule 18 

Stay within your circle of competence. 

Rule 19 

Avoid decisions driven by FOMO. 

Rule 20 

Keep learning. 

 

102. FINAL INVESTMENT CHECKLIST 

BEFORE BUYING 

BUSINESS 

☐ I understand the business. 

☐ I understand how it makes money. 

☐ I understand its customers. 

☐ I understand its products/services. 

☐ I understand the industry. 

☐ I understand its competitive advantage. 

MANAGEMENT 

☐ Management has a credible track record. 

☐ Corporate governance is acceptable. 

☐ Promoter ownership is understood. 

☐ Promoter pledging is understood. 

☐ Related-party transactions are understood. 

FINANCIALS 



☐ Revenue trend is understood. 

☐ Profit trend is understood. 

☐ Margins are understood. 

☐ Cash flow is healthy. 

☐ Free cash flow is understood. 

☐ Debt is manageable. 

☐ Working capital is reasonable. 

☐ ROE/ROCE are satisfactory for the industry. 

VALUATION 

☐ P/E is understood. 

☐ Relevant valuation multiples are understood. 

☐ Historical valuation is reviewed. 

☐ Peer valuation is reviewed. 

☐ Growth expectations are realistic. 

☐ Margin of safety is considered. 

RISK 

☐ Business risks identified. 

☐ Financial risks identified. 

☐ Competitive risks identified. 

☐ Regulatory risks identified. 

☐ Technology risks identified. 

☐ Portfolio concentration reviewed. 

DECISION 

☐ Investment thesis written. 

☐ Bull case written. 

☐ Base case written. 

☐ Bear case written. 

☐ Position size decided. 



☐ Time horizon decided. 

☐ Monitoring plan decided. 

☐ Exit conditions defined. 

 

103. AFTER BUYING 

Review periodically: 

☐ Is the business performing as expected? 

☐ Is revenue growing? 

☐ Are margins stable? 

☐ Is profit growing? 

☐ Is cash flow healthy? 

☐ Is debt under control? 

☐ Is management executing? 

☐ Is competitive advantage intact? 

☐ Has governance changed? 

☐ Has valuation changed materially? 

☐ Has the original investment thesis changed? 

 

104. FINAL TAKEAWAY 

Successful investing is not about finding the stock that will rise tomorrow. 

It is about developing a repeatable process for evaluating: 

Business Quality 

•  

Management 

•  

Financial Strength 

•  

Growth 



•  

Valuation 

•  

Risk 

•  

Portfolio Fit 

The checklist is designed to slow down the decision-making process before capital is 
committed. 

A good investor does not need to predict every market movement. 

Instead, the objective is to: 

• Buy understandable businesses 

• Pay sensible prices 

• Manage risk 

• Diversify appropriately 

• Monitor the investment 

• Stay disciplined 

• Avoid permanent capital impairment 

The most important question is not: 

"How much can I make?" 

It is: 

"What can go wrong, and can I survive it?" 

When the downside is understood and the investment thesis is supported by strong 
evidence, the investor can make a more informed decision. 

 

105. One-Page Investment Philosophy 

UNDERSTAND 

Know the business. 

ANALYSE 

Study financials. 



EVALUATE 

Assess management and governance. 

VALUE 

Determine what you are paying. 

IDENTIFY 

Understand the risks. 

SIZE 

Invest an appropriate amount. 

MONITOR 

Track the thesis. 

REVIEW 

Update your assumptions. 

DISCIPLINE 

Avoid emotional decisions. 

PROTECT 

Protect capital first. 

 

106. Educational Disclaimer 

This Investment Checklist is provided solely for educational and informational purposes. 

It does not constitute investment advice, financial advice, trading advice, a 
recommendation, solicitation or an offer to buy or sell any security, derivative, mutual 
fund, ETF or other financial product. 

Investing in financial markets involves risk, including the possible loss of capital. No 
checklist, ratio, financial model or analytical framework can guarantee investment 
returns. 

All examples, formulas and scenarios are illustrative and should not be interpreted as 
guaranteed or expected returns. 

Past performance does not guarantee future performance. 



Financial statements, market prices, company information, regulations, taxation and 
other relevant information can change. Investors should verify current information using 
appropriate official and reliable sources. 

Before making investment decisions, conduct independent research and, where 
appropriate, consult a qualified and appropriately regulated financial professional. 

The purpose of this checklist is to improve the quality of the investment process—not 
to predict the future. 

 

QUICK PRINTABLE VERSION 

THE 20-QUESTION INVESTMENT CHECK 

☐ Do I understand the business? 

☐ How does it make money? 

☐ Is the industry attractive? 

☐ Does the company have a competitive advantage? 

☐ Is revenue growing? 

☐ Are profits growing? 

☐ Is cash flow healthy? 

☐ Is free cash flow healthy? 

☐ Is debt manageable? 

☐ Are ROE/ROCE attractive? 

☐ Is management trustworthy? 

☐ Is governance acceptable? 

☐ Is promoter pledging reasonable? 

☐ Are there major related-party concerns? 

☐ What are the five biggest risks? 

☐ Is the valuation reasonable? 

☐ What is my investment thesis? 

☐ What would make my thesis wrong? 

☐ How much capital should I allocate? 



☐ Would I still want to own this business if the market closed for five years? 

If you cannot answer these questions, you may not have done enough research yet. 

Understand → Analyse → Value → Manage Risk → Invest → Monitor → Review 

 


