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“..It is a great opportunity 
to get access to the long 
term Investors' investment 
book with a research 
capsule, buy/hold/sell real 
time guidance,  and get a 
return of 20%-60% in  
6-12 months - this is the
unique offer Surrogate
Investor brings ”

VOl 45    September 2022

Relevance of  Joseph D Piotroski in Today's market  

Digitian View!

He was among the earliest American 
investors to devote substantial focus to 
investment opportunities in then-
overlooked foreign emerging markets 
such as Asia and Eastern Europe.

In this kind of market, Volatility 
Index will  be at the highest levels 
which will create unprecedented 
volatility in stock upto 20% both ways 
during a day.

2. expectation;

I hope you are enjoying this 
small capsules of stalwart 
Investors and brushing up your 
investment funda. In my Investor 
Guru Series, I will discuss  the 
philosophies of another Guru 
Investor, JOSEPH d PIOTRISKI - A 
Professor of Accounting in Finance in 
Stanford Graduate Business School 
and his relevance in Today's Market.   

Joseph Periotroski  is known for his 
Periotroski F score model  published in 
2000. The model got the attention of the 
Investment community for his 2000 
paper, Value Investing: The Use of 
Historical Financial Statement 
Information to Separate Winners from 
Losers, which appeared in the Journal of 
Accounting Research. This score is now 
overwhelmingly used as a selection  
basis for stocks.

This model examined whether an 
accounting-based fundamental analysis 

economy. The core of Price's approach, 
proprietary research to guide investment 
selection and diversification to reduce risk. 
Secondly, instead of charging a 
commission, as others in the business did 

driven stock selection strategy, when 
applied to a broad portfolio of high 
book-to-market firms, could impact 
returns for investors.  The Piotroski F-
score is a 9-point valuation metric 
derived on this research.

He began by limiting his search to firms 
whose book/market ratios (the inverse 
of the price/book ratio) were in the top 
20% of the market. He then ran those 
firms through an array of tests involving 
their balance sheets and income 
statements, using nine metrics.  

Through back-testing, Piotroski found 
that buying the top stocks in the market 
according to his methodology and 
shorting those that got the worst scores 
would have resulted in 23% annualized 
gains from 1976 through 1996, more 
than double the S&P 500 broad market 
index return. The strategy appears to 
be robust across time and to controls 
for alternative investment strategies. 

Within the portfolio of high BM firms, 
the benefits to financial statement 
analysis are concentrated in small 
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COUNTRY DATA

In agriculture trade, China agreed to 
reduce non-tariff barriers that inhibit 
U.S. exports of beef, poultry, dairy, 
and other agricultural products. One 
example is sanitary and phyto sanitary 
measures. While these regulations 
intend to protect consumers from 
diseases and contaminants in food, 
they are akin to trade barriers if they 
are too restrictive. Farmers and 
Agriculture Sector will be benefited

. 

Given the nine underlying signals, 
F_SCORE can range from a low of 0 to 
a high of 9, where a low (high) 
F_SCORE represents a firm with very 
few (mostly)
good signals.

It is statistically proven with 14403 
companies, that high F score 
companies  has better return over a 
period of 20 years, refer Figure 2. 

It does not necessarily mean that all high 
F score companies will have higher 
future performance. It shows that close 
to 2% of the High F score companies D-
list within next 2 years. However Low F 
Score companies have 5x higher chances.

This model is not  meant for  evaluating 
the performance prospects of individual 
“value” firms. However, investors can 
use relevant historical information to 
eliminate firms with poor future 
prospects from a generic high BM 
portfolio.  

It is also seen that firms with strong 
historical improvements in asset
turnover and margins earn the 
strongest future returns

Periotroski's F Score  is the first order 
condition and helps us to concentrate 
on right sizing the sample for value 
investing portfolio. However, Other 
qualitative factors for value investing 
are the required secondary conditions 
to select Individual stocks in the 
Portfolio.

Happy investing.

background of the people who started 
it and directed its past and the hopes 
and ambitions of those who are 
planning its future.”

n  
he can think independently of the 
crowd and reach the rich answer when 
the majority of financial opinion is 
leaning the other way."

nd medium-sized firms, companies with 
low share  turnover, and firms with no 
analyst following.

Secondly,  the market initially under-
reacts to the historical information. the 
evidence suggests that the market does 
not fully incorporate historical financial 
information into prices in a timely 
manner.

F_ SCORE = F_ ROA+ F        ROA + 
F_CFO+F_ ACCRUAL+ F_              
MARGIN + F_       TURN +                
 F_       LEVER + F_         LIQUID+  
EQ_OFFER.

Where  Variables are :
MVE = Closing Market Value of Equity
ROA = Net Income Before Extraordinary 
items  scaled by Opening Total Assets
      ROA = Change in ROA over past year
CFO = Cash Flow from Operation scaled 
by Total Assets
     Margin = Gross Margin (Net Sales less 
Cost of goods sold) scaled by Net Sles
ACCRUAL = Net Income Before 
Extraordinary items less Cash Flow 
Operation scaled by Total Assets
     LIQUID = Change in the firm's 
current ratio 
  TURN = Change in the firm's Turnover

ratio
     LEVER= Change in the Firm's Debt to 
Assets Ratio
Figure 2 :

4. 
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Be a millionaire Start Surrogate Investment  ? 

World First digital surrogate 
investor platform is now ready and for 
the first 6 months registration is FREE

Surrogate Investment refers to getting the 
benefits of Investment in stock like a 
professional without the pain of  tracking the 
stock, studying the market trend andthe 
time it takes to do the same. REAL TIME

Why it is a success:
• Skin in the game: the fund managers

picked up these shares and invested in
themselves  basis proprietary Research

• Time to market :They are keeping daily
watch on the stock/market behaviour and
that of the global trend

• Regular Profit booking : They make
profit and you make too in the short run

• Professional Expertise &
Performance Track: Fund managers
are super Qualified Professional
Experts with their Return CAGR varies
between 35%- 48% over last 10 years

What you have to do ?
• Have your trading account for full

control of your money
• Act fast when Buy and Sell advice is

given and make Huge Profit
• Only pay Back if you made money

Success returns :
Surrogate Investors are making
100%+ to 450% annualised
return from each trade

The above chart shows the  Social 
Media Penetration accross the world 

While  the below chart shows  the 
world most used social platforms. 

Which shows the digital link between 
the entire world  and the growing 

dependence of communication  and 
Advertisement dollar following the 

social media.
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ESTING
Debashish Neogi

on 12th ,everyday till 27th March  (14 
days self quarantine period ) I used to 
get 2 automated calls from the local 
authorities checking whether I am ok or 
not and if not ok what I am supposed to 
do .It didn’t end here ,police officer and 
a person from municipality came to 
check whether I am doing fine or not .I 
was stamped on my hand (like voter 
mark) so that other people are aware I 
am on home quarantine . 

Overall there has been few goof ups like 
migrant workers stranded etc but 
overall , India with limited resources till 
now have managed very well . 

India avoided lakhs of potential deaths 
in its collective fight. India's death rate 
per million is currently 1.4 compared to 
the global average at 35 & the US at 
228 as I write this article . We've also 
bought time to enhance medical 
infrastructure. 

Now its time ,we have to open the 
economy –We have to make a choice 
between “way of living now “ and 
“life” –a difficult  choice but we cannot 
keep the country under lockdown for 
long .

China +1 strategy which will 
only add to India’s benefit .  

If you are a fundamental investor, 
please allocate some money to the 
below themes for a long period of 
time –BUT invest .

*Know when to jump out*

Another interesting extract from one of 
my favorite all time favorite 
writer ,Morgan Housel  

Many investors have little tolerance for 
a bad year or a stretch of 
underperformance. They think it’s 
noble. “I demand excellence,” they’ll 
say. But it’s just unrealistic. The huge 
majority of them won’t survive. 
Compounding is fueled by endurance, 
so sitting through market insanity is not 
a defect; it’s accepting an optimal level 
of hassle.

Some of this money has found its way 
into stock markets all around the world, 
including India, driving stock prices way 
beyond what the earnings of companies 
justify. The foreign institutional investors 
invested a whopping $37.03 billion in 
Indian stocks in 2020-21, the highest they 
have ever invested. The next best being 
$25.83 billion in 2012-13.

This sent stock prices soaring with the 
Sensex, India’s most famous stock 
market index, gaining 68% in 2020-21. In 
fact,  the market capitalisation of all BSE 
listed stocks (not just the 30 Sensex 
stocks) went up by Rs 90.82 lakh crore in 
2020-21.

The poor do not buy stocks, the rich 
do. The rally in the stock market has 
benefited them tremendously, making 
them richer. 

Continued Page 5

The excerpts from the Article -
Do they have too much in equities? Is 
tech too large a weightage? Is this the 
year to make the shift from US assets to 
emerging markets (EMs)? Will investors 
in India be raising cash for the stream 
of upcoming initial public offerings? All 
are valid questions, and all need debate 
and discussion. 

A similar question that is on the mind of 
global investors is what to do with 
India? The markets have done 
surprisingly well over the last two 
years, rising over 45 per cent from 
January 2020 compared to a 35 per 
cent rise for the US and less than 20 per 
cent for EM equities as a whole."

The Indian markets are expensive, 
trading at over 22 times forward 
earnings and are at a steep 90 per cent 
premium to the broader EM universe. 
Most valuation ratios in India are 
higher than long-term averages. This 
out-performance is despite India still 
not having recovered fully, with year-
end 2021 gross domestic product (GDP) 
still about 5 per cent below the pre-
Covid trajectory, unlike the US and 
other large EM countries where the  

The Art of investing in small cap (Part 1)  

4

products 

It is also expanding a new factory in 
Tarapur for which civil work have 
started in full swing .Its going to 
invest Rs 140 cr (debt and equity 
mix of 2:1 ) in modular fashion. 
First the “intermediates set up”  
would be ready in the factory by 
May 23 .The new factory is being 
made keeping regulated markets 
(like North America –the largest 
market for animal healthcare )in 
mind 

2) Focus –For  more than 2 decades
for NGL, the strategy was to focus
on the core which is unregulated
Animal API market .

Then they extended to adjacent 
vertical  in the sector which is the 
poultry market .

Now the strategy is slowly get into 
regulated market .

In all these years there  was laser 
sharp  focus on cost and return ratio. 
NGL is an excellent allocator of 
capital which is reflected in ROCE/
ROE over long period of time .

In fact someone who is a very good 
investor met him before looking  for 
investment in NGL commented “thakela 
with no fire in the belly". He felt the 
management running the business were 
not aggressive and very passive . Having 
said that “execution” have done the talking 
for Rahul .  The past performance of NGL, 
on any time frame speaks for itself. 
(Figure 1).

Lets analyze NGL basis Ian Cassels 
Intelligent Fanatic model .

1) Long term Vision : NGL took a very
different & unique strategic approach
to business. They carved out a niche
in unregulated market .They operate
in this space with products which has
7-8 chemical  processes focusing on
quality,cost and timely delivery.
They have 99% customer stickiness
for over more than last 2 decades.
They currently have around 35
people in R&D s ,which is 10% of
the total work force .
NGL acquired Macrotech for a cash
consideration of  INR 7 cr and
invested further (Total 2INR 5 cr )
aimed in providing supply of
intermediates for its existing API

“  I n  case of  mastering the art 
of investing in small cap , the 
most important focus be 
on  Founders/
management and their 
execution skills - whther 
they are intelligent 
fanatics who are less 
charismatic but more 
believe walking the talk"

The smaller the company, the more 
should be the focus on management and 
qualitative analysis. CEOs of small 
microcap companies tend to wear a 
bunch of hats, so their influence is 
much greater than larger companies. 
Founders are the difference makers.

Intelligent Fanatic = (Long Term 
Vision + Focus + Energy + Integrity 
+ Intelligence) x Execution

The combination of all these traits 
multiplied by execution is what makes 
an “intelligent fanatic”. Many investors 
mistake an executive with charisma for 
being an intelligent fanatic. The micro-
cap space in particular is filled with 
snake oil salesman and executives that 
talk too much and do too little. Do not 
mistake a story telling, charismatic 
CEO as an intelligent fanatic. In fact, 
many intelligent fanatics are not 
charismatic. Intelligent fanatics let their 
execution do the talking.

For a small micro-cap company to be a 
market leader, it must dominate a small 
market. I want to own businesses that 
dominate a small market that is 
expanding. This normally pushes 
quality attributes down to the financial.

Above are  the words of Ian Cassel ,it 
looks like it has been written keeping  
Rahul Nachane ,MD of NGL 
Finechem in mind .Rahul  doesn’t sell 
his company nor is charismatic

.

Figure 1
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Richa Jha of Equitymaster.com puts it 
very aptly 
“You see, for successful investment 
results, one thing that is most critical, 
and at the same time, most tricky to 
assess, is management quality. This is 
truer for small-cap companies as 
compared to their larger peers. That's 
because while bigger companies can run 
on the auto pilot mode, the management 
of small-cap companies is a critical make 
or break factor. Also, to spot such 
managements, we need to interact/meet 
with them. I believe it's often small 
details, unconscious gestures or 
statements rather than their talk on 
media channels or interviews in the 
financial dailies that reveal the true 
person. For instance, you will find a lot 
of managements talking big about cost 
consciousness, adopting fancy Japanese 
six sigma practices, hiring a prestigious 

consultancy firm (and paying them crazy 
amount) for suggestions on cost savings. 
The same managements, however, can be 
seen making an obscene amount of 
expense on areas that will do nothing to 
improve the firm's productivity. This 
includes setting up offices at the poshest 
locations, lavish office interiors, obscene 
expenses during AGMs and analyst 
meetings"

It may seem like I'm nit-picking, but for 
small caps, these seemingly random 
details are quite telling.

It's the small things that give you big 
clues whether the management tends to 
walk the talk”

3) Energy  –Definitely it is not visible
in body language of Rahul but action
speaks louder than voice.

Happy Invetsing!

Rahul appeared extremely humble, 
feet on ground person.

After being in the business for over 
3 decades, he still visits the  factory 
once in a week on a Tuesday 
travelling almost 5 hours  by car . 
Last month in one such visit we 
joined him,. He and his son Aahan 
picked us up and later dropped us 
to our hotel. We spend a full day 
where we got to know him more as 
a person .

Below are some pictures of the new 
factory expansion. 

to be continued  .......
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DIGITIANS are those who born in or after the 
year 2000 and will be a dominant force through 
2075. They are completely different in usage of 
their left brain and motor nerves. They are 
different from the Millennials in behaviour, 
thinking and action.

The world is changing superfast – media, 

 How to invest in 
Digitian Capital 

Presently DIGITIAN  is raising money from Equity Investor in various classes 
(A, B and C) depending upon investment amount. This is a Unique opportunity to 
select a Zero Tax destination to Invest money especially for Diasporas. If you 
need to know about Investment opportunities, Please write to us for more details 
at info@mydigitian.com

z Unique Access to Frontier & 
Emerging Markets

z Value Stock Pick 
z Online Investment Platform

z Cheaper Cost
z Multi-bagger return
z Open & Transparent Upside 

Sharing

DISCLAIMER

info@mydigitian.com 

Standard Chartered Tower 

Level 5  Emaar Square 

Down Town, Burj Khalifa 

PO Box : 35482 

Dubai UAE

Visit our website :

• Market Vision

Indian Budget 2022 special

We are looking for Virtual 
Analyst. 

Apply at  
Career@mydigitian.com

mydigitian.com

Contacts us :

DIGITIAN Capital is the trade mark of the DIGITIAN Investment Inc, A RAK ICC Company7

communications, banking, currencies, education, 
retail channels, health & medicines, travel and tourism, consulting, 
manufacturing, agriculture, – every sectors facing disruptive innovations; 
Nano technology, internet of things, artificial intelligence and robotics will 
be overwhelmingly embedded. In this age, model disruption, extinction, 
miniaturisation, real time delivery, speed and virtualisation are neo normals.

We make you ready for them

Disclaimer: This communication is issued by DIGITIAN Investment Inc (DIgitian Capital) on a strictly confidential basis. Digitian Capital is not a regulated entity. This document must not be regarded 
as independent research and has been prepared by Digitian Capital for information purposes only. Digitian Capital and its directors, employees, agents and consultants shall have no liability for any 
statements, opinions, information or matters arising out of, contained in or derived from, or any omissions from, this information package. All recipients of this information should make their own 
independent evaluations, should conduct their own investigation and analysis and should check the accuracy, reliability and completeness of the information. Investments discussed in this publication 
may not be suitable for all investors. Advice should be sought from a professional and authorized financial adviser regarding any investment products discussed in this publication before investments 
are made. Where this information package summarizes the provisions of any other documents, that summary should not be relied upon and the relevant documentation must be referred to for its 
full effect. This document is not directed to, nor intended for distribution or use by, any person or entity in any jurisdiction or country where the publication or availability of this document or such 
distribution or use would be contrary to local law or regulation, including the USA.  The  News letter is published  from  RAK, UAE
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https://www.mydigitian.com/wp-content/uploads/2022/02/India-Budget-2022.pdf
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