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EXPERT TAKE | RAJEEV THAKKAR

Check Out The Management
Before Investing In A Stock

05T investment analyses re-

late 1o numbers, These num-

bers could besales, profits,
growih or earmngs per share in relation
tova company or they mav be numbers
like GDF arowth, trade deficit, manu-
facturing growth, money supply in rela-
Hon 1o the economy.

Recent developments have highlight -
edanoftenionored area of analysis. The
analysis that Tam referring to does not
have an output i numbers. 1 s qual-
itative innature. However, itmay have
[ar areater importance than numerical
analvsis when it comes [oinvesiments,
Thisrelers to the quality and character of
managementand the inher-ent sound-
ness ol asector

'Whetheritis the 2G scam, thebribes-
[or-loan scam, the mercenaries- to-
manipulate stocks scam or Satyam—il
was nol the lmandal num-bers that led
tothe downlall of companies. Al the end
of the day, itwas ot whether the re-
ported results met the quarterly forecast
in Satvam that mattered. Whatmat-
tered was whether the reported num-
berswere accurate, What mattered was
whetherthe man-agement was manip-
wlating their stock pricesto the detri-
ment ol minority shareholders.

[0 sectors where eventhebest-
managed companies have 1o continu-
osly lobby forfavours and where there
areever-changing reoula-tions, it is
hardly a surprise that there are wild [uc-
tuations in the for-tunes of the participa-
i in these sectors, Intelecomm and real
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estate, where reoulations are complex
and chanae continuously and are also
open todilferent interpretations, how
can analysts make linancial projections
farinto the future ? It s best 1o fonore
such sectors and re-sirict one'sin-
vestments o more predictable sectors,

Stmilarly, il thereis a case wherne the
promotersola company are known of-
[endersin cruminal, axation oreconom-
ic ollence matters or have acted against
minorityshareholders” nteresis, itis un-
realistic toassume that such promoters
willnot repeat such oflences.

There are many cases where the pro-
moters and managers of companies
have nodividing linebetween personal
and corporate expenses. All expenses
forsuch individuals comme [rom the com-
pany’s collers and minority share-
holders are poorer o that extent.

s ot that these pointsare not well -
knewn o the investing public. Despite
knowing the importance ol manage-
mentquality and character, most in-
viestors lend toignore it

o How dowe evaluate whethera pro-
moteris honestornot ? Today, itis casier
than ever belore o find out the antece-
dents of companies and promoters. All
reculatory actions and media reports of
the pastare archived onthe mternet and
asimple web search can give the hack-
around of mest companies,

s What's the cuarantee that a promoter
appearing honestwill notcheatinthe
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[utre? Irs true that there is no protec-
lion against frst-time ollenders. How-
ever, we can surely guard against repeal
ol-fenders. ILunscrupulous promoters
[oolinvestorsonee, itis their fau k. 10
they ool them twice, it would be thein-
vesting publicat faul.

#These promoters “only” cheatthe
aovermment/customers! suppliers!
employees. They are wealth creators lor
sharcholders. Why should we notinvest
with them? This is the most ingenious
argument put forth by investors, " Where
aperson 1s ahabitual cheater with one
slakeholder, the chances are very high
that the same treatment will be given to
otherstakeholders.

Inascenariowhere the promoters
may cwnimore than 50% of the shares
and the minority shareholders ovwnoa ti-
nv [raction of the share capital, thereis
verylittle that the small investorcan do
Lo influence company actions. Insuch a

scenario, the onlyv option available to the

smallinvestoris to stay away [rom com-
panies, promoters and sectors which are
prone o give negalive surises toin-
vEslors,

Attheannual ceneral meeting
(AGM) ol a well-known company, the

promoter who was irritated by the pesky

questions ol a minority shareholdertold
him tosell the sharesilhe did not like
the way the company was being run. A
beterapproach would be tonever buy
shares in companieswhicharenotrun
tovyourliking,
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