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Introduction

Setting the Context

Why every Indian needs to understand the stock market

India's stock market is one of the most powerful wealth creation engines in the world. The BSE Sensex,
which stood at 100 when launched in 1979, crossed 85,000 in late 2024 — an 850-fold growth in 45 years,
delivering approximately 16% CAGR compounded through wars, recessions, pandemics, political
changes, and global financial crises.

Yet the average Indian investor either stays away entirely out of fear, or participates without adequate
knowledge and suffers losses. This guide bridges that gap. It covers every important concept — from the
very basics to advanced analytical frameworks — in simple, jargon-free language, with wisdom from the
world's greatest investors woven throughout.

"The individual investor should act consistently as an investor and not as a speculator."

— Benjamin Graham — Father of Value Investing
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Chapter 1

What is a Stock?

Foundations, vocabulary, and all types of shares explained

1.1 The Simple Explanation
Imagine you want to open a chain of South Indian restaurants. You need ■1 crore but only have ■25
lakhs. You invite three friends who each invest ■25 lakhs. Now each of you owns 25% of the business —
you are all co-owners or shareholders. That ownership stake is called a stock or share.

"Behind every stock is a company. Find out what it's doing."

— Peter Lynch

1.2 Essential Vocabulary

Term Meaning

Stock / Share / Equity Ownership unit in a company. All three mean the same.

Shareholder A person or entity owning one or more shares.

Face Value (FV) Original printed value at incorporation — typically ■1, ■2, ■5, or
■10.

Market Price Current price at which shares trade on the exchange.

Book Value per Share Net worth of company ÷ total shares outstanding.

Intrinsic Value True underlying worth based on fundamentals — may differ from
market price.

Paid-up Capital Portion of issued capital for which full payment has been received.

Free Float Shares available for public trading = Total shares minus promoter
holding.

EPS Net profit ÷ total outstanding shares — key profitability metric.

Market Capitalisation Total market value = Share Price × Total Outstanding Shares.

1.3 Types of Shares
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A. Equity Shares
True owners of the company. Get voting rights, dividends, and capital appreciation. Paid last in liquidation.

B. Preference Shares

Type Description Benefit

Cumulative Unpaid dividends accumulate and must be
paid in future

Safer income — arrears carry
forward

Non-Cumulative Unpaid dividends lapse permanently Higher income risk

Convertible Converts to equity after specified period Upside participation

Redeemable Company buys back after set period Known exit date and price

Participating Share in surplus profits after fixed dividend Extra income in profitable years

C. DVR, Sweat Equity & ESOPs
• DVR (Differential Voting Rights): Shares with different voting rights. Tata Motors had DVR shares —

converted to ordinary in 2021.

• Sweat Equity: Issued to employees/directors at discount for intellectual contribution. Governed by
Companies Act 2013.

• ESOPs: Rights to buy shares at exercise price after vesting. Always use Diluted EPS for valuation —
includes all potential shares from ESOPs and convertibles.

■ Key Facts

• BSE (est. 1875) is Asia's oldest exchange — Dalal Street, Mumbai.

• NSE (est. 1992) introduced electronic trading — India's largest by volume.

• India has 5,000+ companies on BSE and 2,000+ on NSE.

• Sensex (30 stocks) and Nifty 50 (50 stocks) are India's premier benchmarks.

• T+1 settlement: shares credited to demat account the very next working day.

• Demat accounts crossed 17 crore (170 million) by 2025.

"It's far better to buy a wonderful company at a fair price than a fair company at a
wonderful price."

— Warren Buffett
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Chapter 2

The Share Market

Structure, ecosystem, participants, indices & trading timings

2.1 Primary vs Secondary Market

Market What Happens Examples

Primary Market Companies issue NEW shares to raise capital. IPO, FPO, Rights Issue, QIP

Secondary Market Existing shares traded between investors.
Company receives no money.

Daily trading on BSE and NSE

2.2 All Market Participants

Participant Role & Significance

Retail Investors Individual investors — backbone of Indian markets; ~17 crore demat
accounts.

FII / FPI Foreign MFs, hedge funds, sovereign wealth funds — biggest
market-moving force.

Domestic MFs SBI MF, HDFC MF, ICICI Pru, Mirae, Axis, Nippon — SIP-driven
systematic buyers.

Insurance Cos LIC, SBI Life, HDFC Life — ultra long-term stability-focused investors.

Pension Funds EPFO, NPS corpus — lowest churn; very long-term orientation.

Promoters Founders and controlling shareholders who built and manage the
company.

SEBI Statutory regulator — ensures fair, transparent, and orderly markets.

NSDL / CDSL Depositories — hold all shares electronically in demat form.

Stockbrokers SEBI-licensed intermediaries placing your trades on exchanges.

Clearing Corporations Settle all trades — buyer gets shares; seller gets money.

2.3 Key Market Indices
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Index What It Tracks

Sensex (BSE 30) 30 largest, most liquid BSE companies. India's most widely quoted
barometer.

Nifty 50 50 largest NSE companies across 13 sectors. Institutional benchmark.

Nifty Next 50 51st–100th companies — future Nifty 50 candidates.

Nifty 500 Top 500 companies — comprehensive market representation.

Nifty Midcap 150 150 mid-sized companies.

Nifty Smallcap 250 250 small companies.

Nifty Bank, IT, Pharma, Auto Sector-specific indices for targeted analysis.

Nifty Defence, EV, Green
Energy

Thematic indices capturing emerging sectors.

2.4 Market Sessions & Settlement

Session Time (IST) Purpose

Pre-opening 9:00–9:15 AM Price discovery via call auction

Regular Trading 9:15 AM–3:30 PM Continuous order matching

Post-Closing 3:40–4:00 PM Trades at closing price only

T+1 Settlement Next working day Shares + funds fully settled

T+0 (Pilot 2024) Same day Optional for select stocks; will expand

"In the short run, the market is a voting machine, but in the long run it is a weighing
machine."

— Benjamin Graham
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Chapter 3

How to Invest

Step-by-step guide, broker types, order types & all investment costs

3.1 Three Accounts You Need

Account Purpose Where to Open

Bank Account Source of funds — all debits/credits flow here Any scheduled commercial bank

Demat Account Holds shares electronically — like a bank
locker for shares

Depository Participant (DP) /
Broker

Trading Account Place buy/sell orders on BSE/NSE SEBI-registered stockbroker

3.2 Choosing Your Broker

Type Examples Best For Charge

Discount Zerodha, Groww, Angel
One, Upstox

Traders, DIY, beginners Flat ■20/order

Full-Service ICICI Direct, HDFC Sec,
Motilal Oswal

Advisory, research,
relationship mgr

0.3–0.5% of trade

Bank-based ICICI Direct, Axis Direct,
Kotak

3-in-1 convenience 0.25–0.5% of trade

3.3 Step-by-Step Process
• Step 1: Choose broker → open demat + trading account online (PAN, Aadhaar, bank proof) → 1–2

days.

• Step 2: Link savings bank account → transfer funds via NEFT/IMPS/UPI.

• Step 3: Research stocks thoroughly using Chapter 9 framework — never buy on tips.

• Step 4: Place order → select stock, quantity, order type → confirm execution.

• Step 5: Monitor quarterly — avoid daily price obsession.

3.4 Types of Orders



Comprehensive Guide to Indian Stock Market  |  Prepared by SubbuS  |  Edition: June 2026

For Educational Purposes Only  |  Not Investment Advice  |  Page 9

Order Type Description When to Use

Market Order Executes at best available current price
instantly

Speed matters more than exact
price

Limit Order Executes only at your specified price or better Price precision matters

Stop Loss (SL) Auto-triggers when price hits your stop level Protecting capital from large
losses

Good Till Cancelled Remains active until executed or cancelled Long-term price entry orders

After Market Order Placed outside hours; executed at next open Can't trade during market hours

Bracket Order Entry + stop loss + target in one order Disciplined systematic trading

3.5 True Cost of Investing

Cost Component Rate (Indicative) Levied By

Brokerage ■20 flat (discount) or 0.3–0.5% (full
service)

Stockbroker

STT 0.1% on delivery buy + sell each Central Government

Exchange Charges ~0.00335% NSE; ~0.00375% BSE Stock Exchange

GST 18% on brokerage + exchange
charges

Government

SEBI Charge ■10 per crore of turnover SEBI

Stamp Duty 0.015% on buy side (delivery) State Government

DP Charges ■13–■20 per scrip on delivery sell NSDL / CDSL via broker

"Know what you own, and know why you own it."

— Peter Lynch

"Risk comes from not knowing what you are doing."

— Warren Buffett
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Chapter 4

Corporate Actions

Every event that changes your shareholding, income & portfolio value

Corporate actions are events initiated by a listed company that bring material changes to its stock,
shareholding, or corporate structure. Understanding every one of them is non-negotiable for serious
investors.

4.1 Dividend
A dividend is a portion of company profit distributed to shareholders — the most direct form of
shareholder reward.

Type Description

Interim Dividend Declared mid-year before annual results.

Final Dividend Declared at AGM after full-year results; needs shareholder approval.

Special / One-Time Extraordinary distribution from exceptional profits or asset monetisation.

Date Definition Investor Action

Ex-Dividend Date ONE trading day BEFORE record date Must OWN shares BEFORE this date
to qualify

Record Date Company freezes shareholder register Shares must be in your demat on this
date

Payment Date Dividend credited to your bank Usually 30–45 days after record date

Key insight: Stock price typically falls by ~dividend amount on ex-date. Buying just before is NOT free
money.

4.2 Bonus Shares

Bonus Ratio Share Count Effect Price Effect Wealth Effect

1:1 Doubles: 100→200 Halves: ■500→■250 No change

2:1 Triples: 100→300 Becomes one-third No change

3:1 Quadruples: 100→400 Becomes one-quarter No change

• Why companies issue bonus: Signal confidence, improve affordability, increase liquidity, reward
long-term shareholders.
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• Tax note: Bonus shares have ZERO acquisition cost. Full sale proceeds are taxable capital gains.

4.3 Stock Split vs Bonus Issue

Feature Bonus Issue Stock Split

Mechanism New shares from free reserves Face value subdivided

Face Value Unchanged Reduces proportionally

Effect on Reserves Reduces free reserves No change

Wealth Effect None immediately None immediately

Example 1:1: 100 @ ■500 → 200 @ ■250 10:1: 1 @ ■1,50,000 → 10 @
■15,000

4.4 Rights Issue
• Company offers existing shareholders the right to subscribe to NEW shares at a discounted price.

• Can exercise (buy), renounce (sell entitlement on exchange), or let lapse.

• Dilution warning: Not subscribing reduces your % ownership in the company.

4.5 Buyback of Shares

Method Description

Open Market Company buys from exchange over defined period — most common in
India.

Tender Offer Fixed price offered; shareholders who tender are bought proportionally.

• Why: Surplus cash, shares undervalued, improve EPS/ROE, return capital. Budget 2024: Buyback
proceeds now taxed as capital gains in shareholder hands.

"Tell me where I'm going to die so I can avoid going there — the best way to make good
decisions is to think about what can go wrong."

— Charlie Munger

4.6 Merger, Acquisition & Demerger
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Type Description Example

Horizontal Merger Same industry combining HDFC Bank + HDFC Ltd (2023)

Acquisition One co buys controlling stake in
another

Tata Group acquiring Air India (2022)

Open Offer 25%+ acquisition triggers mandatory
offer for 26% from public

SEBI Takeover Code

Demerger Hives off a division into new listed
entity

Reliance → Jio Financial Services
(2023)

Reverse Merger Unlisted co merges into listed shell to
get listed

Backdoor listing route

4.7 IPO, FPO, OFS & QIP

Type Who Gets Money Key Details

IPO — Initial Public Offering Company + existing
shareholders

First-time listing; price band; 3-day
subscription

FPO — Follow-on Public
Offer

Company Post-listing fundraise from public

OFS — Offer for Sale Existing shareholders
only

No new capital to company; promoter/PE exit

QIP — Qualified Institutional
Placement

Company Institutional buyers only; 3–5 days

Rights Issue Company Offered to existing shareholders at discount

IPO Category Allocation Limit

RII — Retail (up to ■2L) 35% Min 1 lot; max ■2 lakh

NII / HNI (above ■2L) 15% No upper limit

QIB — Institutional 50% No upper limit

Anchor Investors Up to 60% of QIB Min ■10 crore; 30-day lock-in

4.8 Circuit Breakers
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Type Trigger Effect

Stock (10%) Stock rises/falls 10% Trading halted for the day

Market-wide (10%) Nifty/Sensex falls 10% 45-min halt; 15-min if after 1 PM

Market-wide (15%) Nifty/Sensex falls 15% 1 hr 45-min halt; rest of day after 2
PM

Market-wide (20%) Nifty/Sensex falls 20% Market closed for rest of trading day
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Chapter 5

Capital Structure, Preferential
Allotments & Capital Evolution

How companies finance themselves and how capital changes affect shareholders

5.1 Capital Structure — The Financing Mix

Component Description Cost Investor Risk

Equity Capital Permanent; no repayment;
dividends not compulsory

Highest Zero default risk

Preference Shares Fixed dividend; priority over equity Medium Low default risk

Long-term Debt Interest-bearing; tax-deductible;
mandatory repayment

Lower High if overleveraged

Short-term
Borrowings

Working capital lines; commercial
paper

Variable Rollover risk

Convertible
Instruments

Hybrids — convert to equity under
conditions

Mixed Dilution risk for equity

5.2 Capital Structure Evolution — What to Track

Parameter Positive Trend ■ Warning Trend ■

Total debt trajectory Declining YoY despite growth Rising debt faster than EBITDA

Equity dilution Stable or declining (buybacks) Frequent large fresh equity
issuances

Interest coverage Improving — easier debt service Falling toward 2x

Cost of debt Declining — better credit rating Rising — lenders demanding more
premium

Net debt to equity Moving toward net cash Persistent net debt with no plan

5.3 Preferential Allotment — SEBI Rules
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Aspect SEBI Regulation

Pricing Formula Higher of: 26-week VWAP or 2-week VWAP before board resolution

Lock-in Period Non-promoters: 6 months; Promoters: 18 months (3 years if at discount)

Approval Required Special resolution — 75%+ votes cast in favour

Investor Types Strategic partners, PE/VC, foreign investors, financial institutions

Investor Implication Dilutive to existing shareholders — always calculate EPS dilution impact

• Positive signal: Credible PE or strategic investor participating at market price = endorsement of
company quality.

5.4 ESOP Dilution Management
• ESOP pool size: % of equity reserved — typically 5–15%. Track in annual report.

• Always use Diluted EPS for valuation — includes all potential shares from ESOPs, warrants, and
convertibles.

• ESOP overhang: Large unexercised options create a price ceiling as employees sell on exercise.
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Chapter 6

Institutional Activity, Promoter
Actions & Shareholding Patterns

The most powerful free intelligence available to every investor

Tracking WHO owns a company and HOW that ownership is changing is one of the most powerful
analytical tools available — and it is completely free, publicly available every quarter.

6.1 Promoter Actions — The Most Revealing Signal

Promoter Action Signal Meaning

Open market BUYING Very Bullish
■■■

Promoter personal money at current prices —
highest conviction signal

Pledge DECREASING Bullish ■■ Financial stress reducing; cash flow improving

Open market SELLING Cautionary ■ Investigate reason — may be personal liquidity or
peak valuation

Pledge INCREASING Yellow Flag ■■ Promoter borrowing more against shares —
financial stress signal

Pledge above 40–50% Red Flag ■ High forced sale risk — stock crash possible

Pledge invocation by lender Extreme Danger
■■■

Promoter defaulted — lender selling shares —
potential crash

• Minimum Public Shareholding: SEBI mandates at least 25% public float. Promoters holding > 75%
must reduce.

• SEBI PIT Regulations: Directors and KMPs must pre-clear trades and disclose within 2 trading days.
Violation = criminal offence.

6.2 Institutional Activity — Following the Smart Money
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Institution Who Style Data Available

FPI (Foreign) Foreign MFs, hedge
funds, sovereign
wealth funds

Fundamental + macro; can
exit rapidly

Monthly holdings; daily net
flows

Domestic MFs SBI, HDFC, Mirae,
Axis, Nippon, ICICI Pru
etc.

SIP-driven; long-term
fundamental

Monthly portfolio factsheets

Insurance Cos LIC, SBI Life, HDFC
Life, Max Life

Ultra long-term; stability-first Quarterly shareholding
filings

EPFO / NPS Employee Provident
Fund; National Pension
Scheme

Passive; index-linked; very
long-term

Annual reports

6.3 Interpreting Institutional Activity

Pattern Interpretation Investor Action

FII buying sustained 3+ months Global confidence in
India/sector

Align with trend; evaluate
fundamentals

FII selling + DII buying Foreign risk-off; domestic
conviction holds

Don't panic; market structurally
supported

Both FII and DII selling Broad market stress; systemic
concern

Reduce risk; hold cash; wait for
clarity

3–5 new MF schemes initiating
position

Strong multi-team research
conviction

Deep dive immediately

LIC entering significantly Long-term value endorsement Often marks value zone in quality
stocks

6.4 Shareholding Pattern — Interpretation Guide
Disclosed every quarter within 21 days of quarter end. Free on BSE India, NSE India, and Screener.in.
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Category Ideal Range Key Metrics to Track

Promoter & Group 40%–75% Pledge %; directional trend over 8 quarters; open market
buys/sells

FII / FPI 5%–40% Rising = positive; sudden large exit = investigate urgently

Domestic MFs 3%–25% Number of schemes; accumulation vs distribution trend

Insurance Cos 1%–15% LIC holding especially watched as long-term value signal

Retail (Public) Below 25% ideal High retail = more volatility; institutional heavy = more
stability

Pledged Shares 0% ideal <10% normal; 10–30% monitor; >30% yellow; >50% red
flag
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Chapter 7

Bulls, Bears & Market Psychology

Understanding market cycles and the investor's greatest enemy — themselves

7.1 Bull Market
A bull market is a sustained 20%+ rise from recent lows. Confidence high, economy growing, nearly all
stocks rising.

• Famous Indian bull runs: 2003–07 (3,000→21,000), 2012–18 (16,000→38,000), 2020–24
(26,000→85,000).

• Hidden danger: Overvaluation normalised; speculative frenzy; everyone becomes a 'stock expert'.

7.2 Bear Market
A bear market is a sustained 20%+ fall from recent highs. Fear and pessimism dominate.

• Famous Indian bear phases: 2008 GFC (Sensex -60%), 2020 COVID crash (-38% in 40 days, then
fastest-ever recovery).

• Hidden opportunity: Quality stocks available at significant discounts — where long-term wealth is truly
built.

"Be fearful when others are greedy and greedy when others are fearful."

— Warren Buffett

7.3 The Complete Market Cycle

Phase Description Public Sentiment Smart Investors

1. Accumulation Smart money buying after
crash. Prices at lows.

Maximum pessimism.
'Market is dead.'

Buy quality at deep
discounts.

2. Early Bull Prices rising. Improving
fundamentals.

Cautious hope. Retail
slowly returning.

Continue buying;
increase size.

3. Distribution Smart money selling at
peaks. Valuations extreme.

EUPHORIA. FOMO.
Everyone is an expert.

Gradually book profits;
raise cash.

4. Bear Market Sharp falls. Panic. Margin
calls.

'I'll never invest again.'
Despair.

Hold cash. Wait. Build
watchlist.

7.4 Market Sentiment Indicators
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Indicator Description How to Use

India VIX (NSE) Volatility index — measures
fear. Range: 0–100.

VIX > 25 = high fear = contrarian buy. VIX < 12 =
complacency = caution.

Put/Call Ratio (PCR) Ratio of put options to call
options traded.

PCR > 1.5 = excessive fear = buy. PCR < 0.7 =
greed = caution.

FII/DII Daily Flows Net daily buying/selling —
published by NSE/BSE.

Sustained FII buying = positive; both selling =
exercise caution.

Advance/Decline
Ratio

Stocks advancing vs declining
each day.

More advances = broad health. More declines =
broad weakness.

7.5 The 8 Behavioural Biases That Destroy Returns

Bias What It Is How It Hurts Antidote

Loss Aversion Pain of loss >
pleasure of equal
gain

Holding loss-making stocks
forever

Stop loss discipline; 'Would I
buy today?' test

Recency Bias Expecting recent
trends to continue

Buying at peak; selling at
trough

Study multi-decade full market
cycles

Herd
Mentality/FOMO

Buying because
everyone else is

Overpaying for hot IPOs
and tips

Independent research; ignore
crowds always

Overconfidence Believing luck was
skill

Excessive risk after bull
market profits

Track record review; stay
humble

Confirmation Bias Only seeking info
confirming your
view

Missing red flags; holding
too long

Actively seek opposing views;
red team thesis

Anchoring Fixating on past
price vs current
value

'Won't sell till back to ■500' Base decisions on current
intrinsic value

Disposition Effect Selling winners;
holding losers

Cutting flowers; watering
weeds

'Would I buy today?' test for
every holding

Mental Accounting Treating 'profit
money' differently

Taking excessive risk with
gains

All capital is equal; apply
identical discipline

"The investor's chief problem — and even his worst enemy — is likely to be himself."

— Benjamin Graham
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Chapter 8

Financial Analysis: The Complete
Ratio Universe

Profitability, liquidity, leverage, efficiency, valuation, growth & dividend ratios

Financial ratios transform raw financial statement numbers into comparable, actionable insights. They are
most meaningful when compared to: (a) the same company's historical trend, (b) industry peers, and (c)
broad benchmarks.

"Accounting is the language of business. You have to be as comfortable with it as with
your own native language."

— Warren Buffett

8.1 Profitability Ratios

Ratio Formula Healthy Benchmark

Gross Profit Margin (Revenue – COGS) ÷ Revenue × 100 Sector-specific; stable or
expanding trend is key

EBITDA Margin EBITDA ÷ Revenue × 100 Above 15%; FMCG >20%; IT
>25%; expanding trend

Net Profit Margin PAT ÷ Revenue × 100 Above 10%; higher for
asset-light businesses

Return on Equity (ROE) PAT ÷ Shareholders' Equity × 100 Above 15%; consistently >20%
= excellent

Return on Capital Employed
(ROCE)

EBIT ÷ Capital Employed × 100 Above 15%; >20% for 10+ yrs =
wide moat signal

Return on Assets (ROA) PAT ÷ Total Assets × 100 Above 10%; higher = more
asset-light model

Return on Invested Capital
(ROIC)

NOPAT ÷ Invested Capital × 100 Must exceed WACC to create
shareholder value

DuPont ROE Analysis PAT Margin × Asset Turnover × Equity
Multiplier

Decomposes ROE into 3 drivers
for diagnosis
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8.2 Liquidity Ratios

Ratio Formula Healthy Range Danger Signal

Current Ratio Current Assets ÷ Current
Liabilities

1.5x – 3x Below 1x = cash
crunch risk

Quick Ratio (Current Assets – Inventory) ÷
Current Liab

Above 1x Below 0.8x = concern

Cash Ratio (Cash + Bank) ÷ Current
Liabilities

Above 0.5x Very low = operational
risk

OCF Ratio Operating Cash Flow ÷ Current
Liabilities

Above 1x Below 0.5x = earnings
not converting

8.3 Leverage / Solvency Ratios

Ratio Formula Healthy Range Warning Level

Debt-to-Equity Total Debt ÷ Shareholders'
Equity

Below 1x Above 2x = high risk

Debt-to-EBITDA Total Debt ÷ EBITDA Below 3x Above 4x =
over-leveraged

Interest Coverage EBIT ÷ Annual Interest Expense Above 3x Below 1.5x = danger
zone

Net Debt / EBITDA (Debt – Cash) ÷ EBITDA Below 2x Above 3x =
over-leveraged net

8.4 Efficiency / Activity Ratios

Ratio Formula Ideal What It Reveals

Inventory Days (DIO) (Inventory ÷ COGS) × 365 Below 60 days Rising = accumulating
unsold goods

Debtor Days (DSO) (Receivables ÷ Revenue) ×
365

Stable; falling Rising = collection problems

Creditor Days (DPO) (Payables ÷ COGS) × 365 Higher = more
float

Very high = strained
suppliers

Cash Conversion Cycle DIO + DSO – DPO Negative = ideal Negative = company holds
suppliers' money

Total Asset Turnover Net Revenue ÷ Total
Assets

Higher is better Measures overall asset
efficiency

8.5 Valuation Ratios
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Ratio Formula Best For Limitation

P/E Ratio Market Price ÷ EPS Universal; same-sector
comparison

Meaningless for
loss-making companies

Forward P/E Price ÷ Est. Next Year
EPS

Growth valuation Depends on estimate
accuracy

PEG Ratio P/E ÷ Earnings Growth
Rate

Growth at Reasonable
Price

Sensitive to growth
estimates

P/B Ratio Market Price ÷ Book
Value

Banks, NBFCs,
asset-heavy

Less useful for asset-light
companies

EV/EBITDA Enterprise Value ÷
EBITDA

Capital-intensive;
cross-sector

Ignores capex differences

Price/FCF Market Cap ÷ Free
Cash Flow

Cash-generative
businesses

Not useful for negative
FCF

Dividend Yield Annual DPS ÷ Market
Price × 100

Income investing High yield may signal
falling price

8.6 Growth Analysis

Metric Formula What to Look For

Revenue CAGR (3/5/10yr) (End Rev ÷ Start Rev)^(1/n) – 1 Consistent double-digit growth
exceeding industry

PAT / EPS CAGR (End PAT ÷ Start PAT)^(1/n) – 1 PAT CAGR > Revenue CAGR =
expanding margins

EBITDA CAGR (End EBITDA ÷ Start
EBITDA)^(1/n) – 1

Faster than revenue = operating
leverage

Free Cash Flow Growth YoY FCF % increase Sustainable FCF growth = highest quality
earnings

8.7 Dividend Analysis Ratios

Metric Formula Healthy Range

Dividend Payout Ratio DPS ÷ EPS × 100 30–50% growth cos; 60–80%
income cos

Dividend Cover EPS ÷ DPS Above 2x; below 1.5x = cut risk

Dividend Yield Annual DPS ÷ Market Price × 100 3–8% for income stocks

Dividend Growth Rate 5-year DPS CAGR Above inflation rate (6%+)

Consistency Score Years consecutive ÷ years listed 10+ years = elite track record
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"The four most dangerous words in investing are: 'This time it's different.'"

— Sir John Templeton
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Chapter 9

Trading & Technical Analysis

Types of trading, who should trade, costs, tax implications & complete technical
analysis A to Z

Most people who enter the stock market want to 'make quick money.' This chapter is an honest, complete,
and balanced guide to trading — what it is, who should do it, what it costs, tax implications, and the entire
science of Technical Analysis from scratch, in language a teenager can understand.

"In investing, what is comfortable is rarely profitable."

— Robert Arnott — Chairman, Research Affiliates

9.1 What is Trading?
Traders buy shares at a lower price and attempt to sell them at a higher price — within minutes, hours,
days, or weeks. Unlike investors who hold for years and focus on company growth, traders focus purely
on price movements.

Investor Trader

Time Horizon Years to decades Minutes to weeks

Primary Focus Company fundamentals Price charts, patterns, momentum

Primary Tool Fundamental analysis Technical analysis

Risk Level Moderate — reduced by time and
quality

High — compounded by leverage and
speed

Who Succeeds Most disciplined long-term investors Fewer than 10% of traders consistently
profitable

9.2 Types of Trading

A. Intraday Trading (Day Trading)
Buy and sell within the same trading day — all positions closed before 3:30 PM. Brokers offer 5x–10x
leverage. Auto square-off applies if you forget to close.

• Minimum corpus recommended: ■2–■5 lakh. Below this, transaction costs eat all gains.

• Best suited for: Full-time traders with deep experience, strong discipline, and fast decision-making.

B. Scalping
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Fastest form — hold positions seconds to minutes. Dozens/hundreds of small trades per day. Requires
algorithmic systems. Not recommended for retail investors.

C. Swing Trading
Hold positions 2 days to 6 weeks — capture a medium-term price 'swing.' Most popular for part-time
traders. No need to monitor screen all day.

• Minimum corpus: ■1–■3 lakh. Best suited for: Part-time traders with basic chart reading skills.

D. Positional Trading
Hold for weeks to a few months, combining fundamental catalysts with technical setups. Bridge between
trading and investing. Minimum corpus: ■2–■5 lakh.

E. Momentum Trading
Buy stocks already rising strongly and ride the trend higher. Works well in bull markets; fails sharply in
reversals. Requires strict stop losses.

F. Event-Based Trading
Taking positions around corporate events — quarterly results, budget announcements, M&A; news. 'Buy
the rumour, sell the news' — market often prices in news before it breaks.

G. Futures & Options (F&O;) Trading
Trading derivatives — contracts whose value is derived from an underlying stock or index.

• SEBI WARNING (2024): 9 out of 10 individual F&O; traders lose money. Average annual loss per retail
F&O; trader = ■1.1 lakh. Only 1% earned more than ■1 lakh net. F&O; is NOT recommended for
retail investors without deep knowledge.

Trading Type Hold Duration Leverage Risk For Whom

Scalping Seconds–minute
s

Very High Very High Professional algo traders only

Intraday Hours (same
day)

High 5–10x Very High Experienced full-time traders

Swing Trading Days–weeks Low–Mediu
m

High Part-time with basic TA skills

Positional Weeks–months Low Medium Experienced disciplined traders

F&O; Options Days–expiry Very High Very High Advanced traders with hedging
knowledge

F&O; Futures Days–expiry Extreme Extreme Professional traders only

9.3 Is Trading Good? The Honest Truth

Short Run — The Illusion of Easy Money
In bull markets, almost everyone makes money for a while — including bad traders. This creates
dangerous overconfidence. SEBI's 2024 study found 93% of individual F&O; traders lost money over a
3-year period.

Long Run — The Compounding Penalty
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Every rupee lost to bad trades cannot compound. Lose 50% and you need 100% returns just to break
even. ■1 lakh in Nifty 50 for 20 years (14% CAGR) grows to ■13.7 lakh without active trading.
Transaction costs on 2 trades/week = ■10,400/year before any losses.

"The market is a highly efficient mechanism for transferring wealth from the impatient to
the patient."

— Warren Buffett

Who Should Attempt Trading?
Trading is suitable only for people who can honestly answer YES to ALL these criteria:

Criterion Requirement

Capital Dedicated risk capital — money you can afford to LOSE ENTIRELY without affecting
your life

Safety Net Emergency fund (6 months) already in place AND separate from trading capital

Insurance Term life and health insurance already in place

Investments Long-term SIPs already running — trading is additional, not primary

Time 2–4 hours per day minimum for market study and monitoring

Temperament Can cut losses IMMEDIATELY without ego, hope, or hesitation

Education Studied technical analysis, risk management, and trading psychology seriously

Practice Paper-traded for at least 3–6 months with consistent, documented results

Psychology Losses don't trigger revenge trades or over-sized recovery bets

Discipline Follow trading rules EVERY time — not just when convenient

• If you cannot say YES to all 10 — do NOT trade with real money yet. Start with paper trading on
NSE Paathshala or broker simulators.

9.4 Minimum Corpus for Trading
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Trading Type Minimum
Corpus

Why

Intraday ■2L–■5L Below ■2L, costs eat all gains; leverage creates
over-concentration risk

Swing ■1L–■3L Need 3–5 positions; each max 20–25% of corpus

Positional ■2L–■5L Overnight risk requires cushion; need 4–6 positions

F&O; Options ■5L–■10L Lot sizes increased by SEBI 2024; margin requirements are
high

F&O; Futures ■10L+ Very high margin post-SEBI 2024; single contract = large
exposure

• Golden rule: Risk no more than 1–2% of total trading capital on any single trade.

• Example: ■2 lakh corpus → max ■2,000–■4,000 risk per trade. Stop loss ■10/share → max 200–400
shares.

9.5 Tax Implications of Trading (June 2026)

Income Category When Tax Rate ITR Form

STCG (Short-Term Capital
Gains)

Equity held < 12 months 20% flat (Budget 2024) ITR-2 or ITR-3

LTCG (Long-Term Capital
Gains)

Equity held > 12 months;
gains > ■1.25L/yr

12.5% flat (Budget
2024)

ITR-2 or ITR-3

Speculative Business
Income

Intraday equity (no delivery
taken)

Added to income; taxed
at slab rate

ITR-3 mandatory

Non-Speculative Business
Income

F&O; trading (all futures &
options)

Added to income; taxed
at slab rate

ITR-3; audit if
turnover > ■10
crore

• Intraday losses are speculative — can only set off against speculative profits. Carry forward 4 years.

• F&O; losses are non-speculative business losses — can set off against ANY income except salary.
Carry forward 8 years.

• Advance Tax: If tax liability > ■10,000, pay in 4 installments (June 15, Sept 15, Dec 15, March 15).
Failure = interest penalty under Sections 234B/234C.

• Keep detailed records of every trade — date, stock, buy/sell price, quantity, all charges. Traders are
treated as running a business.

9.6 Complete Cost of Trading
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Cost Intraday Rate Delivery Rate

Brokerage ■20 flat or 0.03% ■20 flat or 0.3–0.5%

STT 0.025% on sell side 0.1% on buy + sell each

Exchange Charges ~0.00335% (NSE) ~0.00335% (NSE)

GST 18% on brokerage + exchange
charges

18% on brokerage + charges

SEBI Charge ■10 per crore ■10 per crore

Stamp Duty 0.003% on buy side 0.015% on buy side

Income Tax on Profits Slab rate (speculative) 20% STCG or 12.5% LTCG

Real-world cost example on ■1 lakh intraday round trip: Total transaction costs ≈ ■82. You need a
0.082% price move just to break even. Frequent traders pay lakhs per year in costs alone.

9.7 Technical Analysis — Complete Guide from Zero
Imagine watching a cricket match — you can't see the players' private practice sessions, but you CAN
watch the scoreboard and see patterns emerging. Technical analysis is exactly this for the stock
market — using price and volume history on charts to forecast future price direction.

Three Core Beliefs of Technical Analysis
• 1. Market discounts everything: Current price already reflects ALL known information. No need to

analyse fundamentals separately — just analyse the price.

• 2. Prices move in trends: Once a stock starts moving in a direction, it tends to continue. Our job:
identify the trend early and ride it.

• 3. History repeats: Human emotions (fear, greed) are constant. They create the same chart patterns
again and again — patterns a trained eye can recognise and profit from.

9.8 Reading Charts — Your First Step

Chart Type What It Shows Best For

Line Chart Closing price as continuous line Quick overview of long-term trend

Bar Chart (OHLC) Open, High, Low, Close for each period Detailed price action; range and
volatility

Candlestick Same as bar but colour-coded; green/white
= up day; red/black = down day

Most popular in India; trend and
pattern formation

Heikin-Ashi Smoothed candlestick; filters noise Identifying trends; reducing false
signals
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Timeframe Each Candle Equals Used By Signals Valid For

1-min / 5-min 1 or 5 minutes Scalpers, intraday traders Minutes to hours

15-min / 30-min 15 or 30 minutes Intraday swing traders Hours to a day

Daily (EOD) 1 full day Swing and positional
traders

Days to weeks

Weekly 1 week Positional and long-term Weeks to months

Monthly 1 month Long-term investors Months to years

• Golden Rule: Always analyse from HIGHER timeframe to LOWER. Check weekly trend first, then daily,
then hourly for entry. Never trade against the larger timeframe trend.

Reading a Candlestick

Part of Candle What It Represents

Body (thick rectangle) Range between Open and Close. Green/White = buyers won. Red/Black =
sellers won.

Upper Shadow (wick
above)

Highest price reached. Shows how far buyers pushed but couldn't sustain.

Lower Shadow (wick
below)

Lowest price reached. Shows how far sellers pushed but couldn't sustain.

Long body, short wicks Strong conviction — one side dominated completely.

Short body, long wicks Indecision — buyers and sellers fought; neither side won clearly.

9.9 Trend Analysis — The Foundation of Everything
'The trend is your friend until the end.' Before doing anything else, identify the current trend.

Trend Definition Action

Uptrend (Bull) Price making Higher Highs (HH) and Higher
Lows (HL)

BUY in uptrends; dips are buying
opportunities

Downtrend (Bear) Price making Lower Highs (LH) and Lower
Lows (LL)

SELL or STAY OUT; every rally is
a selling opportunity

Sideways No clear HH or LL; oscillating between two
horizontal levels

WAIT for breakout before taking
directional position

9.10 Support & Resistance — Key Price Levels
Support = price floor where buyers keep showing up. Resistance = price ceiling where sellers keep
showing up.

• Role Reversal (most powerful concept): When price BREAKS ABOVE resistance, that old resistance
becomes the NEW support. This is where professional traders look to buy on retest.
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Type Description Reliability

Horizontal S&R; Simple lines at previous highs/lows High — most widely watched

Trend Line S&R; Diagonal line connecting series of lows
(support) or highs

High — dynamic; changes over time

Moving Average
S&R;

50-day or 200-day SMA often acts as
dynamic S&R;

Very High — watched by millions
globally

Round Numbers Psychological levels — ■100, ■500,
■1,000, index multiples

Medium — psychological
significance

Fibonacci Levels 38.2%, 50%, 61.8% retracement of prior
move

Medium-High — self-fulfilling
prophecy

Volume Profile
Nodes

High-volume price levels — institutional
footprint

Very High — institutional activity
visible

9.11 Moving Averages
Moving averages smooth out daily price noise and reveal the underlying trend — like taking a student's
5-day rolling average of exam scores instead of looking at daily fluctuations.

MA Period What It Tracks Used For

9-day EMA Very short-term momentum Very short-term traders; entry signals

20-day SMA/EMA Short-term trend Intraday and swing; dynamic support in uptrends

50-day SMA/EMA Medium-term trend Swing and positional; key bull/bear dividing line

200-day SMA/EMA Long-term trend ALL traders — the most important MA; above = bull;
below = bear

MA Signal Meaning Action

Price above 200-day SMA Long-term uptrend Only take LONG (buy) trades

Price below 200-day SMA Long-term downtrend Avoid buying; stay out or short

Golden Cross (50 crosses
above 200)

Major trend turning bullish Strong BUY signal

Death Cross (50 crosses below
200)

Major trend turning bearish Strong SELL/exit signal

Price bounces off 20-day EMA Short-term support in
uptrend

Buy the bounce; stop below 20-EMA

Price bounces off 50-day EMA Medium-term support;
strong zone

High-confidence buy; stop below
50-EMA

9.12 Candlestick Patterns
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Single Candle Patterns

Pattern Appearance Signal Valid Where

Doji Open ≈ Close; tiny body; long
wicks both sides

Indecision; possible
reversal

At trend extremes only

Hammer Small body at top; very long
lower wick (2x+ body)

Bullish reversal After downtrend ONLY

Hanging Man Same shape as Hammer Bearish reversal warning After uptrend ONLY

Shooting Star Small body at bottom; very
long upper wick

Bearish reversal After uptrend ONLY

Marubozu (Bull) Large green candle; no wicks
at all

Strong buying
momentum

Any position

Marubozu (Bear) Large red candle; no wicks at
all

Strong selling momentum Any position

Two & Three Candle Patterns

Pattern Description Signal

Bullish Engulfing Large green candle completely engulfs prior
red candle

Strong bullish reversal — buy
signal

Bearish Engulfing Large red candle completely engulfs prior
green candle

Strong bearish reversal —
sell/exit signal

Morning Star Red candle + small body candle + large green
candle

Strong bullish reversal after
downtrend

Evening Star Green candle + small body candle + large red
candle

Strong bearish reversal after
uptrend

Three White Soldiers 3 consecutive large green candles closing
near highs

Strong uptrend continuation
— very bullish

Three Black Crows 3 consecutive large red candles closing near
lows

Strong downtrend
continuation — very bearish

• Critical rule: Always wait for CONFIRMATION — the next candle should confirm the signal. Never act
on a single pattern alone.

9.13 Chart Patterns — Major Formations

Reversal Patterns (Trend Changing Direction)
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Pattern How to Identify Signal Price Target

Head & Shoulders
(H&S;)

3 peaks: middle (head) highest;
2 shoulders equal; neckline
connects troughs

BEARISH reversal on
neckline break

Height of head
projected downward
from breakout

Inverse H&S; 3 troughs: middle (head) lowest;
neckline connects peaks

BULLISH reversal on
neckline break

Depth of head
projected upward
from breakout

Double Top (M
shape)

Price tests resistance TWICE
and fails; breaks below trough

BEARISH — strong
sell signal

Height of M
projected downward

Double Bottom (W
shape)

Price tests support TWICE and
bounces; breaks above peak

BULLISH — strong buy
signal

Height of W
projected upward

Rounding Bottom
(Saucer)

Gradual curved bottom over
weeks/months — looks like a
bowl

BULLISH long-term
reversal

Depth of saucer
projected upward

Continuation Patterns (Trend Pausing, Then Continuing)

Pattern Identification Signal Target

Bull Flag Sharp up move (pole) +
tight downward channel
(flag)

Bullish continuation on
breakout above channel

Pole height added to
breakout point

Pennant Sharp move (pole) +
converging mini-triangle

Continuation — very
reliable short-term

Pole height from
breakout point

Cup & Handle Rounded bottom (cup) +
small downward drift
(handle)

BULLISH — buy on
breakout above handle

Cup depth added to
breakout

Ascending
Triangle

Flat top resistance + rising
support line

BULLISH — expect upward
breakout

Triangle height added
to breakout

Descending
Triangle

Flat bottom support +
declining resistance

BEARISH — expect
downward breakdown

Triangle height from
breakdown

Symmetrical
Triangle

Converging trendlines;
lower highs + higher lows

Trade the breakout
direction

Height from breakout
point

Rising Wedge Narrowing upward channel;
resistance rises slower than
support

BEARISH despite upward
appearance

Back to start of wedge

Falling Wedge Narrowing downward
channel; support falls
slower than resistance

BULLISH despite
downward appearance

Back to start of wedge

9.14 Technical Indicators

A. RSI — Relative Strength Index (Most Popular)
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RSI measures momentum on a scale of 0–100, showing how fast and how much price has changed
recently. Default period: 14 days.

RSI Level Interpretation Action

Above 70 Overbought — rose too fast; pullback likely Consider exiting; avoid fresh buying

50–70 Bullish zone — uptrend with momentum Hold longs; buy on dips to 50

Near 50 Neutral — flat trend; no clear momentum Wait for clear move above or below 50

30–50 Bearish zone — downtrend Avoid buying; consider shorting

Below 30 Oversold — fell too fast; bounce likely Look for reversal candle; don't buy
blindly

• RSI Divergence (most powerful): Price makes new HIGH but RSI makes LOWER high = bearish
divergence = uptrend losing steam. Price makes new LOW but RSI makes HIGHER low = bullish
divergence = buying opportunity.

B. MACD
MACD Line = 12-day EMA – 26-day EMA. Signal Line = 9-day EMA of MACD. Histogram = MACD –
Signal.

MACD Signal Interpretation Action

MACD crosses ABOVE
Signal Line

Bullish crossover; momentum
turning up

BUY signal — stronger above zero
line

MACD crosses BELOW
Signal Line

Bearish crossover; momentum
turning down

SELL signal — stronger below zero
line

Histogram bars growing Momentum accelerating in that
direction

Stay in trade; trend strengthening

Histogram bars shrinking Momentum decelerating Tighten stop loss; trend may be
stalling

MACD Divergence Price vs MACD moving in opposite
directions

Powerful reversal warning —
respect it

C. Bollinger Bands
Three lines: 20-day SMA (middle) + Upper Band (+2 std deviations) + Lower Band (–2 std deviations).
Widen in high volatility; narrow in low volatility.
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Signal Interpretation Action

Price at UPPER band Statistically extended upside Overbought; consider profit
booking

Price at LOWER band Statistically extended downside Oversold; look for buy opportunity

Bollinger Squeeze (bands
narrow)

Very low volatility; big move coming Prepare for breakout; direction TBD

Bands expand rapidly Volatility increasing; trend has
begun

Trade in direction of expansion

D. Supertrend Indicator (Very Popular in India)
Plots a line above or below price using ATR to indicate trend direction. Default settings: ATR period 10,
multiplier 3 (daily charts).

• Green line below price: Uptrend — hold long positions. Enter when it first turns green.

• Red line above price: Downtrend — exit longs. Enter short when it first turns red.

• Limitation: Gives false signals in sideways markets — always combine with RSI or trend confirmation.

E. ATR — Average True Range
Measures market volatility — how much a stock typically moves in a day. NOT directional.

• Use 1 — Stop Loss: Place stop at 1.5–2 × ATR below entry — accommodates normal volatility without
premature stopout.

• Use 2 — Position Sizing: Smaller positions in high-ATR stocks; larger in low-ATR to maintain
consistent rupee risk.

F. Volume Indicators

Volume Signal Interpretation Reliability

Rising price + Rising volume Strong uptrend — buyers enthusiastic
and increasing

Very High — healthy trend

Rising price + Falling volume Weak uptrend — buyers becoming less
enthusiastic

High — trend losing steam

Falling price + Rising volume Strong downtrend — sellers dominant Very High — exit or short

Breakout + Very High volume
(2x+)

Genuine breakout — institutional
confirmation

Very High — act on this

Breakout + Low volume Suspect breakout — false move possible Medium — wait for
confirmation

• On-Balance Volume (OBV): If OBV rising while price flat = smart money accumulating = price likely to
follow up.

G. Fibonacci Retracement
Natural pullback levels during a trend based on the famous Fibonacci sequence ratios.
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Fibonacci
Level

Significance Trading Use

23.6% Shallow retracement — very
strong trend

Minor support in strong trends; aggressive traders
buy here

38.2% Moderate retracement — healthy
pullback

First major support; common buying zone in
strong uptrend

50.0% Psychological midpoint — widely
watched

Strong support/resistance; psychologically
significant

61.8% The Golden Ratio — most
important Fibonacci level

Strongest Fibonacci support; trend intact if it
holds; broken = trend reversal likely

78.6% Deep retracement — trend
weakening

Last resort support; breakdown = trend has
reversed

• How to draw: Identify clear swing low and swing high. Draw Fibonacci from low to high. The levels
between are potential support/buy zones during pullback.

H. Ichimoku Cloud (Comprehensive Indicator)
An all-in-one Japanese indicator providing support/resistance, trend, and momentum signals at a single
glance.

Component Calculation What It Shows

Tenkan-Sen (Conversion) Midpoint of 9-period high + low Short-term trend — fast line

Kijun-Sen (Base Line) Midpoint of 26-period high + low Medium-term trend — key S&R;

The Cloud (Kumo) Area between Senkou Span A and B Support/Resistance zone; thick =
stronger

Chikou Span Closing price plotted 26 periods
back

Confirms trend; above past price =
bullish

• Simple rules: Price ABOVE cloud = bullish; price BELOW cloud = bearish; price INSIDE cloud =
uncertainty.

• Green cloud (Span A > Span B) = bullish future; Red cloud = bearish future outlook.

9.15 The Complete Trading Setup — Step by Step

Step 1 — Macro Trend (15 min daily)
• Open Nifty 50 weekly chart. Above 200-week SMA = bullish environment. Check India VIX: below 15 =

calm; above 20 = caution; above 25 = mostly cash.

• Check FII net buy/sell data on NSE website. Sustained FII selling = avoid aggressive long trades.

Step 2 — Sector Analysis (10 min)
• Check your target stock's sector index (Nifty Bank, Nifty IT, etc.). Is it in uptrend? Trade within strong

sectors.

Step 3 — Stock Selection
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Criterion Requirement Why

Market Cap Large cap or high-quality mid
cap

More liquid; less manipulation; tighter spreads

Average Volume Daily avg > 5 lakh shares or
■10 crore/day

Illiquid stocks are hard to exit quickly

Trend Clear uptrend on daily chart (HH
+ HL pattern)

Trade with trend; avoid against-trend trades

Above 200 EMA Stock trading above its 200-day
EMA

Long-term trend is bullish; provides tailwind

Step 4 — Entry Trigger
• Breakout entry: Stock breaks above resistance on volume ≥ 1.5× 20-day average. Enter at or just

above the breakout.

• Pullback entry (lower risk): After breakout, stock pulls back to retest old resistance (now support) on
LOW volume. Enter on bounce.

• MA bounce entry: Stock touches 20-day or 50-day EMA in uptrend on low volume, then bounces with
bullish candle. Enter on bounce.

Step 5 — Stop Loss (Non-Negotiable)

Stop Method How to Set Best For

Below Support Just below nearest support level (5–10 paise
buffer)

All breakout trades

ATR-Based Entry Price – (1.5 × ATR). Adapts to stock's
natural volatility

Most swing trades

Below Moving
Average

Below 20-EMA or 50-EMA depending on entry
type

MA-bounce entries

Percentage Stop Max 2–3% loss (intraday); 5–8% (swing trades) Beginners

• Position Size Formula: Shares = (Capital at Risk) ÷ (Entry Price – Stop Loss Price)

• Example: ■2L corpus. Risk 1% = ■2,000. Entry ■500. Stop ■480. Shares = ■2,000 ÷ ■20 = 100
shares. Position = ■50,000 (25% of capital).

Step 6 — Target & Exit
• Risk:Reward Ratio (RRR): Minimum 1:2 — risk ■1, target ■2 profit. Never below 1:1.5.

• Partial booking: Sell 50% at 1:2 RRR; trail stop to breakeven for rest; let it run to second target.

• Time stop: If trade hasn't moved within expected timeframe (5 days for swing), exit even if stop not hit
— opportunity cost of dead money.

9.16 Trading Psychology — The Inner Game
The best technical system fails if psychology is wrong. Studies show trading losses are caused more by
psychological errors than analytical errors.
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Psychological Trap What It Feels Like How to Beat It

FOMO Everyone buying; I'll miss this
move

Only trade your setup. If you missed it, the next
one will come.

Revenge Trading Just lost ■10,000; take big
trade to recover

Walk away from screen after a loss. No trading for
rest of day.

Hope (not cutting
losses)

This stock will come back; it's
a good company

Stocks don't know you own them. Honor your stop
loss — always.

Overtrading Need to be in a trade;
boredom = entering

Cash IS a position. Patience is the correct trade
during low-quality setups.

Overconfidence 5 winning trades: 'I've figured
it out'

Increase size VERY gradually. One bad oversized
trade can erase weeks.

Analysis Paralysis Too many indicators; all
saying different things

2–3 indicators maximum. Make a decision or stay
out.

"The most important quality for an investor is temperament, not intellect."

— Warren Buffett

9.17 Essential TA Tools & Resources for Indian Traders

Tool/Platform What It Offers Cost

TradingView Best charting; all indicators; screeners; alerts;
replay

Free basic;
■1,500–■4,500/month
premium

Zerodha Kite Free integrated charting for Zerodha customers Free

Chartink Free stock screener using technical criteria Free basic; paid plans available

NSE/BSE Websites Historical data; OI data; FII/DII flows; bulk/block
deals

Free

Sensibull Options analytics; India-specific; payoff charts Free basic;
■800–■2,500/month

StockEdge Scans; sectoral analysis; delivery data Free basic;
■600–■1,500/month

NSE Paathshala Paper trading simulator; practice with virtual
money

Free

Key Data Every Trader Watches Daily
• India VIX (NSE): Below 15 = calm; above 20 = high fear; above 25 = stay in cash.

• FII/DII Net Flow: Published daily on NSE/BSE. Sustained FII buying or selling shifts market direction
over weeks.
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• Put/Call Ratio (PCR): PCR > 1.5 = excessive fear = contrarian buy; PCR < 0.7 = excessive greed =
caution.

• Delivery Percentage: High delivery % during rally = genuine conviction buying. Low = speculative only.

• Advance/Decline Ratio: Nifty rising but A/D weak = unhealthy rally; likely reversal ahead.

• NSE Open Interest (OI): High OI at a strike = strong support/resistance. Max Pain level often acts as
weekly expiry magnet.

9.18 The SubbuS Verdict on Trading
After three decades in banking, watching thousands of financial journeys: Trading is not evil — but it is
extraordinarily difficult. Your counterparties include institutional traders with billion-dollar research teams
and algorithms running millions of calculations per second.

A small percentage of disciplined, educated, emotionally controlled traders do make consistent returns —
not because they are smarter, but because they are more disciplined. They follow their rules, cut losses,
and protect capital while waiting for the right setups.

• My recommendation: Start as an investor first. Get comfortable with the market. Build a long-term
portfolio.

• Paper-trade for 6 months minimum before risking real money on active trading.

• If you choose to trade, allocate only 10–20% of your portfolio — the rest stays in long-term
investments.

• Learn TA from proper books: 'Technical Analysis of the Financial Markets' (John Murphy) and 'Trading
for a Living' (Dr. Alexander Elder).

• Never trade out of boredom, excitement, or desperation — these are the three fastest routes to
losing money.

"An investor is someone who looks at the business before buying the stock. A speculator
looks at the stock before buying the business — if he looks at it at all."

— Benjamin Graham
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Chapter 10

How to Analyse a Stock: The 20-Point
Framework

The professional investor's complete due diligence checklist

Before investing a single rupee, a disciplined investor conducts comprehensive due diligence across every
dimension of the business.

"Investing without research is like playing stud poker and never looking at the cards."

— Peter Lynch

■ The 20-Point Stock Analysis Framework

• 1. Business Model & Revenue Architecture

• 2. Industry & Sector Analysis (incl. Porter's Five Forces)

• 3. Competitive Position & Market Share

• 4. Economic Moat Assessment

• 5. Management Quality & Track Record

• 6. Corporate Governance Deep Dive

• 7. Financial Performance — P&L; (5 Years minimum)

• 8. Balance Sheet Strength & Quality

• 9. Cash Flow Analysis — The Truth Test

• 10. Dividend Analysis & Capital Allocation

• 11. Growth Drivers & Future Outlook

• 12. Shareholding Pattern & Institutional Activity (Ch. 6)

• 13. Promoter Activity Analysis (Ch. 6)

• 14. Technical Analysis — Entry & Exit Timing

• 15. Valuation Analysis & Margin of Safety (Ch. 10)

• 16. Risk Analysis (Ch. 14)

• 17. ESG Analysis (Ch. 11)

• 18. Recent Developments & News Flow

• 19. Fundamental Frameworks (CANSLIM / QGV / Coffee Can)

• 20. Investment Thesis — Your Written Case

9.1 Business Model & Revenue Architecture
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• How does the company make money? Revenue streams: product sales, subscription, fees, licensing,
project-based.

• Operating leverage: As revenue grows, do fixed costs spread → margins expand automatically?

• Asset intensity: Capital-light (IT, FMCG) vs capital-heavy (steel, telecom) — directly affects FCF.

"I never invest in a company without being able to explain its business with a crayon."

— Peter Lynch

9.2 Industry & Sector Analysis

Dimension Key Questions

TAM How large is the market? % captured? How much runway remains?

Growth Rate Growing faster than GDP? What is 5-year industry CAGR?

Penetration Early (<20%) = long runway; near saturation = mature phase

Regulatory Supportive (PLI) or restrictive (price controls)?

Disruption Risk Can technology or new entrants make this business obsolete?

Economic Phase Outperforming Sectors Underperforming

Early Recovery Autos, Consumer Discretionary, Real
Estate

FMCG, Pharma, Utilities
(defensives)

Mid-Cycle Growth Industrials, Capital Goods, IT, Banks Commodities

Recession FMCG, Pharma, Utilities, IT services Cyclicals, Autos, Consumer
Discretionary

Rising Rates Banks (short-term NIM) NBFCs, Real Estate, Utilities

9.3 Economic Moat Assessment

"The most important thing to me is figuring out how big a moat there is around the
business — and the certainty with which it will widen over time."

— Warren Buffett
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Moat Type Description Indian Examples Durability

Brand Moat Customers pay premium;
emotional loyalty

Asian Paints, Titan, Nestle,
Bajaj

Very High

Network Effect Each new user makes
product more valuable

NSE, CDSL, Naukri,
Matrimony

Very High

Cost Advantage Lowest-cost producer in
industry

Reliance (scale), Coal
India, IRCTC

High

Switching Costs Too painful to switch to rival TCS/Infosys IT systems,
HDFC Bank

High

Regulatory Moat Licences competitors can't
replicate

IRCTC, CDSL, Airport
operators

Medium-High

Intangible Assets Patents, proprietary formulas Sun Pharma, Pidilite, Dr
Reddy's

Medium

9.4 Management Quality

Parameter Green Flag ■ Red Flag ■

Capital Allocation Consistent value-accretive; ROIC >
WACC

Vanity acquisitions; empire building

Guidance Delivery Under-promise, over-deliver
consistently

Perpetually missed targets; shifting
excuses

Transparency Admits mistakes; clear risk disclosure Vague language; blame-shifting

Insider Ownership High, stable, or growing promoter
holding

Low and declining; large ESOP selling

Related Party Discipline Zero or minimal RPTs; all arm's length Large undisclosed RPTs; money to
promoter firms

■ 10 Corporate Governance Checkpoints

• ■ Independent directors ≥ 50% of board

• ■ No significant related-party transactions or all at arm's length

• ■ Reputed auditor unchanged 5+ years without clear reason

• ■ No SEBI enforcement actions in past 5 years

• ■ Promoter pledge is zero or below 10%

• ■ Annual report openly addresses risks and challenges

• ■ Management concalls are candid and accessible

• ■ Dividend/buyback policy clearly stated and followed

• ■ Subsidiaries clearly explained with financials

• ■ No unexplained large loans to related parties
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9.5 Financial Performance — P&L; (5 Years)

P&L; Item What to Look For Red Flag

Revenue Growth Organic, consistent; above inflation +
volume

Restated revenues; high 'other
income' proportion

EBITDA Margin Revenue growing faster than costs =
operating leverage

Declining margins despite revenue
growth

Finance Costs Falling as % of revenue =
deleveraging

Rising interest costs eating operating
profits

EPS Trend EPS CAGR close to PAT CAGR EPS flat despite profit growth = heavy
dilution

Other Income Small, incidental — not core business Large recurring 'other income'
masking weakness

9.6 Balance Sheet Strength

Asset What to Check Warning Signal

Inventory Days Stable or falling YoY Consistent rise = demand slowdown

Debtor Days Stable; adequate bad debt provision Rising = collection problems or
inflated revenue

Cash & Equivalents Healthy; invested safely Zero cash + high debt; cash trapped

Related Party Loans Zero or clearly justified Large unexplained loans to promoter
entities

Liability What to Check Warning Signal

Long-term Borrowings Total; trend; maturity profile Bullet repayments due; rising cost of
debt

Short-term Borrowings Size vs current assets Short-term debt funding long-term
assets

Contingent Liabilities Note disclosures; tax disputes Large or growing undisclosed
contingencies

9.7 Cash Flow Analysis
'Profit is an opinion; cash flow is a fact.' IL&FS;, DHFL, and Satyam all showed multi-year divergence
between reported profits and actual cash flows before their collapse.
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Check Healthy Signal Warning Signal

OCF vs Net Profit OCF ≥ Net Profit consistently OCF consistently below net profit

Free Cash Flow Positive and growing Persistently negative FCF for 3+ years

Capex Quality Growth capex generating returns Capex rising without revenue/profit
growth

Dividend Coverage OCF > 2× dividends paid Dividends paid from borrowings, not
earnings

9.8 Technical Analysis — Entry & Exit Timing

Indicator Description Application

200-Day SMA Long-term trend baseline Above 200 DMA = uptrend; buy only in uptrend

RSI (0–100) Momentum oscillator RSI < 30 = oversold (buy zone); RSI > 70 =
overbought

MACD Trend + momentum
combined

Line crossing signal upward = buy; downward = sell

Volume Analysis Conviction behind price
move

High volume breakout = confirmed; low volume =
suspect

Support &
Resistance

Price floor and ceiling
levels

Buy near strong support; book profits near
resistance

9.9 Fundamental Frameworks

CANSLIM (William O'Neil)

Lette
r

Criterion Threshold

C Current Quarterly EPS Growth YoY Above 25%

A Annual EPS CAGR over 3 years Above 25%

N New: product, management, or 52-week high At least one present

S Supply & Demand: low float + institutional buying Accumulation visible

L Leader: top relative strength in sector Top 20% in sector

I Institutional Sponsorship: quality funds holding Min 3–5 quality fund houses

M Market Direction: buy only in uptrend Nifty/Sensex in confirmed uptrend

Quality-Growth-Valuation (QGV)
• Quality: ROCE > 15% for 10 consecutive years; no pledge; clean accounts.

• Growth: Revenue + PAT CAGR > 15% for 10 years; large expanding market.
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• Valuation: Not at extreme premium; at or below 10-year average P/E.

Coffee Can Approach
• Buy 10–15 companies with 10%+ revenue growth AND 15%+ ROCE for 10 consecutive years. Hold

minimum 10 years. Zero churn. Let compounding work.

9.10 The Investment Thesis

Component What to Write

Business Summary What does it do? How does it make money? Is the model durable?

Competitive Advantage What is the moat? Why will it last? What would erode it?

Growth Thesis What drives growth next 3–5 years? Quantify where possible.

Valuation Rationale Why is current price attractive? vs peers and history?

Key Risks (Top 3) Probability and impact of each risk if it materialises.

Exit Criteria Under what conditions will you sell? Thesis violation > price fall.

Time Horizon 3 years? 5 years? 10 years? Define before buying.

• The test: If you cannot write this one-page thesis clearly, you are not ready to invest.

"Only buy something that you'd be perfectly happy to hold if the market shut down for 10
years."

— Warren Buffett
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Chapter 11

Valuation Analysis & Margin of Safety

Determining what a business is truly worth — and buying with a buffer

"Price is what you pay. Value is what you get."

— Warren Buffett

10.1 Intrinsic Value vs Market Price

Scenario Meaning Action

Market Price > Intrinsic
Value

Overvalued — excessive optimism
priced in

Avoid buying; consider selling if
held

Market Price < Intrinsic
Value

Undervalued — excessive pessimism
priced in

Potential buy with margin of safety

Market Price ≈ Intrinsic
Value

Fairly valued Hold if owned; wait for better entry

10.2 DCF Valuation
Calculates present value of all future free cash flows discounted at WACC. Theoretically most rigorous
but highly assumption-sensitive.

Component Description Challenge

FCF Projections (1–10
yrs)

Future free cash flows from revenue +
margin assumptions

Small growth rate changes create
massive value swings

Terminal Value Value beyond year 10 Often 60–80% of total value —
extremely sensitive

Discount Rate (WACC) Required return on capital Subjective; requires equity risk
premium estimation

Intrinsic Value/Share (PV of FCFs + Terminal Value – Net
Debt) ÷ Shares

Only as good as your assumptions —
be conservative

10.3 Relative Valuation — Comparable Companies
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Multiple Best For Key Application

P/E Ratio Universal; FMCG, IT, Pharma Compare vs 5-yr own average AND peer
group

P/B Ratio Banks, NBFCs, asset-heavy Bank P/B correlated with ROE

EV/EBITDA Capital-intensive;
cross-sector

Compare own 5-yr historical average

PEG Ratio Growth companies PEG < 1 = potentially undervalued vs growth

Price/FCF Cash-generative businesses FCF yield > 4–5% = attractive

10.4 Sector-Specific Valuation

Sector Primary Metric Special Factors

Banking & NBFCs P/B; Price/Adjusted Book
Value

GNPA; NNPA; PCR; ROA; NIM; CRAR

Insurance P/Embedded Value (P/EV);
VNB

VNB growth; persistency; solvency ratio

Real Estate NAV; Pre-sales; Collections Project execution; debt/GDV ratio

IT Services P/E; EV/EBITDA Deal wins; attrition; offshore/onsite mix

Pharma P/E; EV/Sales; ANDA
filings

US FDA compliance; R&D; pipeline

FMCG P/E; P/FCF Volume vs value growth; raw material cycle

Power/Utilities EV/EBITDA; Regulated
Asset Base

Tariff risk; fuel linkage; DISCOM receivables

Metals/Mining EV/EBITDA; EV/tonne Commodity cycle; China sensitivity; debt levels

10.5 Historical Valuation Analysis
• Asian Paints typically at 55–65x P/E. At 45x = historically attractive; at 75x = expensive.

• HDFC Bank typically at 3–4x P/B. At 2x P/B = historically undervalued.

• Caution: Beware structural de-rating — if business permanently deteriorated, old multiples may never
return.

10.6 Margin of Safety
The Margin of Safety is the gap between intrinsic value and purchase price. It is your protection against
analytical errors, unforeseen events, and forecasting uncertainty.
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MoS Level When to Apply Example

30% discount (standard) Most businesses with reasonable
predictability

Intrinsic value ■1,000; buy
below ■700

20% discount (high quality) Highest-quality businesses with very
predictable earnings

Intrinsic value ■1,000; buy
below ■800

40–50% discount (deep
value)

Higher uncertainty; cyclical; special
situations

Intrinsic value ■1,000; buy
below ■600

• The math of MoS: Buying 30% below intrinsic value means even if your analysis was 20% optimistic,
you still don't lose money.

"The three most important words in investing are: margin of safety."

— Benjamin Graham

"The stock market is filled with individuals who know the price of everything but the value
of nothing."

— Philip Fisher
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Chapter 12

ESG Analysis & Corporate
Governance

Environmental, Social, and Governance — the new essential investment lens

ESG analysis evaluates a company beyond financial metrics. Global institutional investors managing
trillions now require ESG compliance as a condition for investment eligibility.

11.1 Environmental (E) — Planet

Parameter What It Measures Why It Matters

Carbon Emissions
(Scope 1/2/3)

Direct + indirect + supply chain
emissions

Carbon tax risk; stranded asset risk for
fossil fuels

Energy Intensity Energy per unit of output Rising energy costs squeezing margins;
transition risk

Water Stewardship Consumption, recycling, stress
region exposure

Regulatory and operational risk

Waste Management Industrial waste; e-waste; plastic
usage

Environmental fines; brand damage;
cleanup liability

BRSR Score (India) Business Responsibility &
Sustainability Report

Mandatory for top 1,000 listed
companies from FY2023

11.2 Social (S) — People
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Parameter What It Measures Investor Relevance

Employee Welfare Wages vs industry; safety record;
attrition

High attrition = talent risk; poor safety =
legal risk

Diversity & Inclusion Gender diversity; board diversity Better decisions; growing regulatory
requirements

Labour Practices Contract labour %; child/forced
labour risk

Reputational risk; supply chain disruption

Product Safety Consumer safety record; product
recalls

Brand damage; massive legal liability

Data Privacy (DPDP
2023)

Data protection practices; breach
history

Regulatory fines; customer trust loss

CSR Compliance 2% of avg 3-yr net profit for
qualifying cos

Legal compliance; social goodwill

11.3 Governance (G) — Accountability

Parameter Best Practice Red Flag

Board Independence Min 50% independent directors Promoter family-dominated board

Remuneration Performance-linked; shareholder say
on pay

Excessive pay regardless of
performance

Audit Quality Big 4 or reputed national firm;
consistent

Frequent unexplained changes;
qualified reports

Whistleblower Policy Formal anonymous reporting;
non-retaliation

No policy; past retaliation cases

Shareholder Rights Timely disclosures; EGM for major
decisions

History of ignoring minority
shareholders

11.4 ESG in India
• SEBI BRSR (FY2023+): Mandatory for top 1,000 listed companies. Top 150 require third-party

assurance from FY2024.

• ESG Indices: Nifty100 ESG Index; BSE 100 ESG Index — track strong ESG-scoring companies.

• ESG MFs: Axis ESG, SBI ESG, ICICI Pru ESG Fund — ESG-screened portfolios growing rapidly.

11.5 ESG Risks by Sector
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Sector Key ESG Risk Investor Implication

Power / Coal Carbon transition; coal phase-out Stranded asset risk for coal-heavy generators

Mining Environmental damage;
displacement

Project stoppages; licence cancellation

Chemicals Toxic effluents; pesticide safety Regulatory tightening; export access risk

FMCG Plastic packaging; palm oil; water Consumer activism; regulatory pressure

IT / BPO Data privacy; carbon of data
centres

DPDP Act compliance; client ESG
requirements
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Chapter 13

Types of Stocks

Every category explained — blue chips, growth, value, dividend, cyclical, GARP &
more

12.1 Blue Chip Stocks
Large, well-established, financially sound companies with long histories. The non-negotiable core of any
well-structured portfolio.

• Indian examples: Reliance, TCS, HDFC Bank, Infosys, Asian Paints, HUL, ITC, Titan, Bajaj Finance,
Nestle, Kotak, SBI, Maruti Suzuki.

"The stock market is a device for transferring money from the impatient to the patient."

— Warren Buffett

12.2 Growth Stocks
Companies growing significantly faster than market average. Reinvest profits. High P/E, high expectations,
high risk.

• Examples: Zomato, Dixon Technologies, Tata Elxsi, Delhivery, Polycab, KPIT Technologies.

"Stocks are not lottery tickets. Behind every stock is a company. If the company does
well, the stock eventually does well too."

— Peter Lynch

12.3 Value Stocks
Fundamentally strong companies temporarily out-of-favour, misunderstood, or in cyclical trough. Trading
below intrinsic worth.

• Value trap warning: Distinguish 'cheap because temporarily misunderstood' from 'cheap because
structurally broken.'

12.4 Dividend / Income Stocks
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Category Indian Examples Typical Yield

PSU High-Yield Coal India, Power Grid, NTPC, REC, PFC,
ONGC

5%–9%

Private FMCG / IT ITC, HUL, Infosys, TCS, Wipro 1%–4%

Automobiles Bajaj Auto, Hero MotoCorp, Eicher Motors 2%–5%

Asset Management HDFC AMC, BSE Ltd, CAMS 1%–3%

"Compound interest is the eighth wonder of the world. He who understands it, earns it;
he who doesn't, pays it."

— Albert Einstein

12.5 Defensive Stocks
Essential goods/services companies resilient through downturns. Examples: HUL, Nestle, Dabur, Sun
Pharma, NTPC, GAIL, Marico.

12.6 Cyclical Stocks

Sector Cyclicality Driver Best Entry Timing

Steel & Metals Global commodity cycles; China
demand

Near trough; sector P/B < 1x

Automobiles Consumer spending; interest rates Post sector downturn; inventory
correction

Real Estate Interest rate cycles; income growth Falling rates + rising demand

Chemicals Specialty cycles; China+1 shifts After price correction; before supply
tightens

Construction/Infra Government capex cycles Early in budget-driven capex upcycle

12.7 GARP — Growth at Reasonable Price
• Hybrid of growth and value. Peter Lynch's preferred approach. PEG ratio below 1 is the classic GARP

identifier.

12.8 Turnaround Stocks
• Struggling companies with credible recovery thesis. Never size above 3–5% of portfolio. Most

turnarounds fail or take far longer than expected.

12.9 Penny Stocks
Shares below ■10–■50. Extremely speculative, illiquid, manipulation-prone. SEBI data shows the
majority of retail investors who speculate in penny stocks lose money. Avoid entirely.
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12.10 Momentum Stocks
• Strong recent price performance with improving earnings. Requires active monitoring, strict stop losses,

and willingness to exit when momentum reverses.
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Chapter 14

Market Capitalisation

Large cap, mid cap, small cap — what they mean and how to allocate across them

Category SEBI Definition Market Cap Count Risk-Return

Large Cap Top 100 by full
market cap

Above
■20,000–25,000
Cr+

~100 cos Low-medium risk; 12–15%
CAGR historically

Mid Cap 101st–250th
company

■5,000–■20,000
Cr

~150 cos Medium-high risk; 15–20%
in good periods

Small Cap 251st onwards Below ■5,000 Cr 4,000+
cos

Very high risk; multibagger
OR 70–90% loss

13.1 Large Cap — The Giants
Most stable, best-researched, highest governance. Covered by 30–50 analysts each. Non-negotiable
portfolio core for all investors.

Examples: Reliance, TCS, HDFC Bank, Infosys, ICICI Bank, HUL, Bajaj Finance, Kotak, LIC, SBI, Asian
Paints, Maruti, L&T;, Titan, Nestle, Wipro, ITC, Sun Pharma, M&M;, Power Grid.

13.2 Mid Cap — The Aspiring Champions
Established businesses in growth phase. Higher alpha potential. Lower analyst coverage (5–15 analysts) =
more opportunity for diligent investors.

Examples: Mphasis, Voltas, Crompton Consumer, Godrej Properties, Persistent Systems, Coforge,
Gujarat Gas, Astral Ltd, Schaeffler India.

13.3 Small Cap — Potential Multibaggers
Young, niche, or emerging companies. Least coverage. Highest information asymmetry. Lowest liquidity.
But highest alpha potential for deep researchers.

"It is not given to human beings to know everything about everything all the time. But it is
given to those who work hard at it — who look and sift the world for a mispriced bet."

— Charlie Munger

13.4 Portfolio Allocation Across Market Caps
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Profile Large Cap % Mid Cap % Small Cap % Rationale

Conservative / Retired 70% 20% 10% Capital preservation priority

Moderate (35–55 yrs) 50% 30% 20% Balanced growth and safety

Aggressive (25–40 yrs) 30% 40% 30% Maximum long-term
compounding

Very Aggressive
(Young)

20% 35% 45% Only with very high risk
tolerance

13.5 Micro Cap & Nano Cap
• Micro Cap (■500 Cr–■5,000 Cr): Higher risk than small cap; often family-run; limited professional

management.

• Nano Cap (below ■500 Cr): Extremely illiquid; effectively penny stock territory. Avoid unless specialist
knowledge.
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Chapter 15

Risk Analysis

Identifying, measuring and managing every risk in equity investing

The greatest investment mistake is not losing money — it is not understanding WHY you might lose
money.

"Risk comes from not knowing what you are doing."

— Warren Buffett

14.1 Systematic Risk — Cannot Be Diversified Away

Risk Type Description Early Warning Signs

Market Risk Overall market decline pulling all
stocks down

Bear market breadth; VIX spike; global
sell-off

Interest Rate Risk Rising rates compress valuations;
increase costs

RBI tightening; 10-yr G-sec yield rising
sharply

Inflation Risk High inflation erodes margins and
purchasing power

WPI/CPI persistently above 6%;
commodity super-cycles

Currency Risk INR depreciation raises import costs;
macro pressure

USDINR at historic highs; current
account deficit widening

Geopolitical Risk Wars, sanctions, political instability Russia-Ukraine; Middle East;
China-Taiwan tensions

Global Contagion Foreign market crashes spilling into
India

US Fed shock; China property crisis;
Eurozone stress

14.2 Unsystematic Risk — Can Be Diversified Away
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Risk Type Description Early Warning Signs

Business Risk Core business unviable or disrupted Market share loss; revenue deceleration

Financial Risk Overleveraging; can't service debt D/E rising; interest coverage falling;
credit downgrade

Management Risk Fraud, poor capital allocation Pledge rising; auditor resignation; SEBI
action

Regulatory Risk Policy changes hurting business
model

Price controls; spectrum costs; GST
changes

Competition Risk New aggressive entrants disrupting Jio in telecom; OTT vs multiplexes; EV
vs ICE

Commodity Risk Raw material price volatility Oil price surge (paints, logistics); steel
(autos)

Key Man Risk Over-dependence on single
promoter/CEO

No visible second layer; sole
decision-maker

Concentration Risk Single customer, product, or
geography

Top 3 customers > 50% revenue

14.3 Risk Mitigation Strategies

Strategy How It Helps Implementation

Diversification Eliminates unsystematic risk 15–20 stocks across 6–8 sectors; max 10% in
one stock

Asset Allocation Reduces systematic risk Age-appropriate equity/debt split; quarterly
rebalancing

Position Sizing Limits damage from any
single bet

Max 3–5% in small caps; 8–10% in large caps

Stop Loss Caps downside on individual
positions

Trailing stop 15–20% from entry price

Margin of Safety Buffer against valuation errors Buy only at 20–30% discount to intrinsic value

Quality Filter Less vulnerable to permanent
loss

ROCE > 15%; low debt; strong governance; moat
present

Emergency Fund
First

Prevents forced selling at
bottoms

6 months expenses in liquid instruments before
equity

14.4 India-Specific Risks
• FII sell-off: Global risk-off triggers rapid FII outflows — sharp falls even with good domestic

fundamentals.

• PSU policy risk: Government decisions on dividends, disinvestment, and sector pricing directly impact
PSU valuations.
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• F&O; leverage: SEBI studies show 9 out of 10 retail F&O; traders lose money annually. Avoid
derivatives.

• Pump-and-dump in small/micro caps: Rampant in illiquid stocks — stick to quality; avoid social
media-promoted stocks.
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Chapter 16

Recent Developments (2024–2026)

Tax changes, SEBI reforms, market milestones & emerging investment themes

15.1 Union Budget 2024 — Key Tax Changes

Change Before Budget 2024 After 23 July 2024

LTCG on Listed Equity & Equity
MFs

10% on gains > ■1 lakh/yr 12.5% on gains > ■1.25 lakh/yr

STCG on Listed Equity 15% 20%

Buyback Tax 20% at company level Capital gains in shareholder hands (from
1 Oct 2024)

F&O; STT (sell side) 0.0125% 0.02% (increased to curb speculation)

LTCG Exemption Limit ■1 lakh/year ■1.25 lakh/year

LTCG — Overseas Equity 36 months holding 24 months holding (reduced)

15.2 SEBI Regulatory Reforms
• F&O; Framework Overhaul (2024): Only 1 weekly options expiry per exchange; lot sizes increased 3x;

margin requirements raised — targeting retail F&O; losses.

• SME IPO Tightening (2024): Increased minimum application sizes and promoter lock-in following
rampant manipulation.

• BRSR Core (2024): Top 150 companies require third-party ESG disclosure assurance from FY2024.

• T+0 Settlement Pilot (2024): Optional same-day settlement for select large-cap stocks — will
progressively expand.

• SCORES 2.0 (2024): Enhanced investor complaint portal with defined timelines and escalation
mechanisms.

15.3 Market Milestones
• Sensex crossed 85,000 (September 2024) — all-time high, driven by record SIP flows and strong

earnings.

• India becomes world's 5th largest equity market (2024) — overtook Hong Kong.

• SIP inflows exceeded ■25,000 crore/month (2024) — record monthly flows; India's retail investor
revolution.

• Demat accounts crossed 17 crore (2025) — from just 4 crore in 2020; extraordinary participation
growth.
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15.4 Key Investment Themes for 2024–2026

Theme Details Illustrative Stocks

Defence &
Aerospace

Indigenisation push; HAL, BEL
ecosystem; export ambitions

HAL, BEL, MTAR Tech, Paras
Defence, Data Patterns

Renewable Energy 500 GW target by 2030; solar, wind,
green hydrogen

Adani Green, Tata Power, NTPC
Renewable, Waaree

Electric Vehicles 2-wheeler EV >10% penetration;
4-wheeler rising

Tata Motors, Bajaj Auto, Olectra,
Minda Corp, Sona BLW

PLI Schemes Electronics, pharma, textiles, specialty
chemicals

Dixon, Amber, Laurus Labs, Kaynes
Technology

China+1
Manufacturing

Global supply chain diversification to
India

Tata Electronics, Motherson, Bharat
Forge

Digital Infrastructure Data centres; cloud; 5G; India Stack
expansion

Indus Towers, Tejas Networks, KFIN
Technologies

Financial Inclusion Credit penetration in Tier 3/4 cities Fusion Microfinance, Aptus Value
Housing, Aavas Financiers
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Chapter 17

Investor Profiles

Who should invest how — age-based, risk-based & the special retired investor
framework

16.1 Risk-Return Spectrum

Profile Characteristics Max Equity
%

Approach

Ultra Conservative Cannot afford any
loss; immediate
needs paramount

10–20% Large cap blue chips only; prefer MFs over
direct stocks

Conservative Low risk; near
retirement;
dependant family

20–30% Large cap + high dividend stocks only

Moderate Some surplus; 5-yr
horizon; some
dependants

40–55% Large 60% + Mid 30% + Small 10%

Moderately
Aggressive

Good surplus; 7-yr
horizon; insured

55–70% Large 40% + Mid 35% + Small 25%

Aggressive High income; 10+ yr
horizon; no
dependants

70–85% All-cap; may include international

Ultra Aggressive Young; very high
income; very long
horizon

80–95% Small cap heavy; global; thematic

16.2 Age-Based Strategy (Equity % = 100 minus Age)



Comprehensive Guide to Indian Stock Market  |  Prepared by SubbuS  |  Edition: June 2026

For Educational Purposes Only  |  Not Investment Advice  |  Page 63

Age Equity % Priority Actions

20–25 75–85% Start SIP in index fund; open demat; emergency fund; term insurance
FIRST

25–30 70–80% Add direct stocks; increase SIP; health insurance mandatory

30–40 55–70% Diversified portfolio; large cap core; education goal fund

40–50 45–60% Gradual shift to large caps; increase debt; review insurance

50–60 35–50% Dividend stocks growing priority; reduce small cap exposure

60+ 20–30% See Section 16.3 — full retired investor framework below

"Our favourite holding period is forever. If you aren't willing to own a stock for ten years,
don't even think about owning it for ten minutes."

— Warren Buffett

16.3 The Retired Investor — Complete Framework

The 5-Bucket Strategy

Bucket Horizon Where to Invest Purpose

1 — Immediate 0–1 year Savings bank; sweep FD; liquid MF Monthly expenses;
emergency buffer

2 — Near Term 1–3 years FD; SCSS (8.2% p.a.); Post Office
MIS; RBI FRSB (7.35%+)

Planned near-term
expenses

3 — Medium 3–7 years Balanced advantage; hybrid;
conservative debt MFs

Bridge bucket — refills
Bucket 2

4 — Long Term 7+ years Large cap equity MFs or blue chip
dividend stocks

Inflation-beating growth

5 — Legacy No withdrawal Equity — stay invested indefinitely Wealth transfer to
children

10 Rules for Retired Investors
• Never invest money needed within 3 years in equity.

• Maximum 25–30% of investable surplus in equity — strictly enforced.

• Only large cap, blue chip, dividend-paying stocks. Zero small caps. Zero F&O.; Zero penny stocks.

• Prefer equity MFs with SWP over managing direct stocks — let professionals handle volatility.

• LTCG on equity held 12+ months taxed at 12.5% on gains above ■1.25 lakh — more efficient than
FD at slab rate.

• Always maintain 2 years of expenses in completely safe instruments at all times.

• Don't check portfolio daily — a 30–40% crash has always recovered within 2–4 years.
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• SCSS: 8.2% p.a. (June 2026); up to ■30 lakh; government-backed; available at post offices and banks.

"An investment operation is one which, upon thorough analysis, promises safety of
principal and an adequate return. Operations not meeting these requirements are
speculative."

— Benjamin Graham

16.4 New Investor — First 12 Months Action Plan

Month Action Step

Month 1 Build emergency fund (6 months expenses) in liquid FD or liquid MF. Buy term life
insurance. Buy health insurance. These three before ANY equity.

Month 2 Open demat + trading account. Open PPF. Start ■500–■1,000 SIP in Nifty 50 Index
Fund immediately.

Month 3–4 Read 'Let's Talk Money' (Monika Halan) or 'The Intelligent Investor' (Graham).
Understand MFs thoroughly first.

Month 5–6 Follow 5–6 companies you personally understand. Read one Annual Report cover to
cover.

Month 7–8 Buy first stock — ■5,000–■10,000 in a large cap you've researched using Chapter 9
framework.

Month 9–12 Build to 10–12 stocks slowly. Never more than 15 initially. Quarterly review discipline.
Continue SIP always.
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Chapter 18

International Stocks

Global diversification for Indian investors — routes, taxation & compliance

"The only investors who shouldn't diversify are those who are right 100% of the time.
Diversify across countries, sectors, and time."

— Sir John Templeton

17.1 Why Invest Internationally?

Reason Detail

Access Global Giants Apple, Microsoft, Amazon, Google, Tesla, Nvidia, Meta — not listed in India;
combined market cap > India's entire market

Currency Hedge INR has depreciated ~4–5%/year vs USD historically — dollar assets
provide automatic appreciation in rupee terms

Sector Diversification Semiconductors, space tech, biotech, AI infrastructure — minimal
representation in Indian markets

Reduced Correlation Indian and US/European markets diverge frequently — true geographic
diversification

Risk Distribution India-specific events impact only part of a globally diversified portfolio

17.2 Investment Routes

Route 1: LRS — Direct Investment
• Remit up to USD 2,50,000 (~■2 crore)/year. Platforms: Vested Finance, Winvesta, ICICI Direct Global,

INDmoney.

• TCS: Remittances above ■7 lakh attract 20% TCS — adjustable against annual ITR.

Route 2: International MFs in India — Simplest
• No LRS needed. No foreign account. Invest in rupees. Examples: Motilal Oswal Nasdaq 100 FoF, Mirae

Asset S&P; 500 Top 50 ETF FoF.

• SEBI industry-wide USD 7 billion cap — some funds may be closed; verify before investing.

Route 3: International ETFs on Indian Exchanges
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• ETFs tracking foreign indices listed on NSE/BSE — traded through your regular demat account without
LRS.

17.3 Taxation (June 2026)

Type LTCG STCG Note

Direct Foreign Stocks
(LRS)

12.5% for > 24
months

Slab rate for <
24 months

24-month threshold vs 12 months for
domestic listed equity

International MFs
(India)

Slab rate Slab rate Post Finance Act 2023 — treated as
debt funds

Foreign Dividends N/A Slab rate as
'other income'

25% US withholding tax; claim credit
under DTAA via Form 67

17.4 Mandatory Compliance
• ITR Schedule FA: Must declare ALL foreign investments in annual ITR. Non-disclosure = Black Money

Act — severe penalties.

• Form 67: Must be filed before ITR submission to claim foreign tax credit under DTAA.

• FEMA Compliance: All remittances through authorised dealer banks with correct purpose code.

■ Global Markets Indians Can Access

• USA: NYSE + NASDAQ — S&P; 500, Nasdaq 100 (Apple, Microsoft, Nvidia, Amazon, Google, Meta,
Tesla)

• Europe: FTSE 100 (UK), DAX (Germany), CAC 40 (France) — consumer, luxury, industrial giants

• Asia: Nikkei 225 (Japan), Hang Seng (Hong Kong), STI (Singapore)

• Emerging Markets: Bovespa (Brazil), KOSPI (South Korea), VN-Index (Vietnam)

• Recommendation: Begin with US markets via India-domiciled international MFs — simplest and most
compliant route
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Chapter 19

Golden Rules, Essential Reading &
Final Words

The timeless principles that separate successful investors from the rest

18.1 The 15 Golden Rules
• 1. Invest only surplus money — never what you need within 3 years or cannot afford to lose.

• 2. Understand before you invest — if you can't explain the business in 2 minutes, don't buy.

• 3. Diversify — 15–20 stocks across 6–8 sectors; no single stock above 10% of portfolio.

• 4. Be patient — compounding rewards patience; think in years and decades, not weeks.

• 5. Buy quality at reasonable prices — great business at fair price > average business at cheap price.

• 6. Never time the market — time IN the market beats TIMING the market. Every. Single. Time.

• 7. Use stop losses — define maximum acceptable loss before buying. Stick to it without emotion.

• 8. Ignore tips and social media — do your own research always; no free lunches in markets.

• 9. Never borrow to invest — leverage amplifies losses catastrophically.

• 10. Don't panic in crashes — bear markets are when quality stocks are on sale.

• 11. Review quarterly, not daily — daily checking creates anxiety and poor decisions.

• 12. Write your investment thesis before buying — if you can't write it, you don't know why you're buying.

• 13. Know exit criteria in advance — sell when thesis violated, not just because price fell.

• 14. Keep learning always — the best investors are the most voracious lifelong readers.

• 15. Emergency fund and insurance first — no equity investment before these two foundations.

"The stock market is designed to transfer money from the Active to the Patient."

— Warren Buffett

18.2 Essential Reading
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Book Author Why Essential

The Intelligent Investor Benjamin Graham The bible of value investing; timeless
framework

One Up on Wall Street Peter Lynch Identifying great stocks in everyday life

Common Stocks and Uncommon
Profits

Philip Fisher Qualitative analysis; growth investing

The Little Book of Common Sense
Investing

John Bogle Why index funds beat most investors

Coffee Can Investing Saurabh Mukherjea Indian context; long-term compounding

The Unusual Billionaires Saurabh Mukherjea India's great businesses in depth

Let's Talk Money Monika Halan Practical Indian personal finance — start
here

The Psychology of Money Morgan Housel How behaviour shapes financial
outcomes

Thinking, Fast and Slow Daniel Kahneman Behavioural finance; cognitive biases

Rich Dad Poor Dad Robert Kiyosaki Financial mindset shift

18.3 Essential Resources

Resource Contact Purpose

BSE India bseindia.com Company filings, prices, corporate actions

NSE India nseindia.com Market data, F&O;, index data, bulk deals

SEBI sebi.gov.in | 1800-266-7575 Regulations, investor education, intermediary
verification

SEBI SCORES scores.sebi.gov.in File and track investor complaints

AMFI amfiindia.com |
1800-270-7000

Verify MF distributor credentials; NAV data

Screener.in screener.in Free fundamental analysis of all listed
companies

IEPF Authority iepf.gov.in Reclaim unclaimed dividends and shares

NSE Helpline 1800-266-0057 NSE queries and complaints

BSE Helpline 1800-22-1417 BSE queries and complaints

18.4 A Personal Note from SubbuS
I have spent over three decades in banking, witnessing the financial journeys of thousands of Indians.
Time and again, I have seen the same stories repeat — investors who panicked during the 2008 crash and
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sold at the very bottom, missing the most spectacular recovery in Indian market history. Investors who
poured their hard-earned money into penny stocks on WhatsApp tips and lost everything.

And then — always quietly, always without fanfare — there are those who systematically invested every
month in quality companies and mutual funds, ignored the daily noise, held through every crash, and built
generational wealth. The BSE Sensex was 100 in 1979. It crossed 85,000 in 2024 — 850 times growth
in 45 years, compounded through every crisis imaginable.

India is in a historic sweet spot. The world's 5th largest economy in 2025, projected to become the 3rd
largest by 2030. With 1.4 billion people, a median age of 28, rising middle class, digital infrastructure
reaching the last mile, and government focus on manufacturing, defence, and infrastructure — the
structural growth story is intact, powerful, and generational.

Start early. Stay disciplined. Keep learning. Protect first, then grow. And above all — invest in
yourself first.

"An investment in knowledge pays the best interest."

— Benjamin Franklin
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Appendix

Disclaimer & Legal Notice

Please read carefully before using this guide for any investment decision

This guide 'Comprehensive Guide to Indian Stock Market' has been compiled by SubbuS, a Retired
Banker, purely for educational, awareness, and informational purposes only.

A. Nature of This Document
• This is a general educational guide — NOT a research report, investment advisory, portfolio

management service, or personalised financial plan.

• Nothing herein constitutes an offer, invitation, solicitation, or recommendation to buy, sell, or hold any
security.

B. Author Qualifications
• SubbuS is a Retired Banker sharing knowledge for public benefit. He holds NO SEBI advisory or

research analyst licence.

• Readers needing personalised financial guidance must consult a SEBI-registered Investment Adviser
(check at sebi.gov.in).

C. Accuracy & Currency
• Information is provided 'as is' — no warranty. All tax rates, LRS limits, SCSS rates, and regulatory

details are based on author's understanding as of June 2026. Verify independently.

• Past performance does NOT guarantee future returns. All company names and figures are
illustrative only.

D. Investment Risk Warnings
• Equity investments are subject to market risks. Value can go down as well as up. You may not

recover the full amount invested.

• Small and mid cap stocks carry significantly higher risk — greater volatility, lower liquidity.

• F&O; trading: SEBI studies show 9 out of 10 retail traders lose money. Avoid derivatives without expert
knowledge.

• Never invest money you cannot afford to lose or need within 3 years. Never borrow to invest.

E. Limitation of Liability
• The author shall not be liable for any damages from use of or reliance on information in this document.

Readers invest entirely at their own risk and responsibility.

F. Regulatory Contacts
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• SEBI: 1800-266-7575 | scores.sebi.gov.in | NSE: 1800-266-0057 | BSE: 1800-22-1417

• AMFI: 1800-270-7000 | amfiindia.com | IEPF: iepf.gov.in

G. Recommended Professional Advisors
• SEBI-registered Investment Adviser for personalised portfolio advice.

• Chartered Accountant (CA) for all investment-related tax planning.

• Legal Advisor / Company Secretary for FEMA compliance on international investments.

H. Distribution & IP
• For non-commercial educational purposes only. May be freely shared with author credit (SubbuS).

NOT for commercial use without written permission.

STANDARD SEBI / REGULATORY DISCLAIMER

"Mutual fund and equity investments are subject to market risks.

Past performance is not indicative of future returns.

Please read all offer documents and scheme information documents carefully before investing.

Please consult your financial, tax, and legal advisor before making any investment decision."

— This document may be freely shared for educational purposes —

Prepared by SubbuS | Retired Banker | June 2026
"Invest Wisely. Invest After Understanding. Never Invest Based on Tips."


