FINREASON KNOWLEDGE HUB REPORT

INCOME STATEMENT DEEP DIVE

Revenue Quality vs. Accounting Profit:
A Framework for Institutional-Grade Analysis.
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. Institutional Premium

THE RETAIL INVESTOR VIEW THE BUSINESS OWNER VIEW
M Revenue Growth o s this revenue actually sustainable?
A Profit th s the reported profit backed by
all Profit Grow & real cash?
. | . :
=== Quarterly Earnings Beats 0 Are margins structurally strong?

N

P/E Expansion Q What happens during a downturn?

"Revenue growth without quality is the fastest
way to destroy capital.”
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Structure of an Income Statement
Waterfall of Efficiency

FINREASON INSIGHT
Net Profit is merely an accounting opinion.

‘ Less: Cost of Goods Sold Cash is the economic reality.
xlz Always cross-check the Income Statement
: : THE RETAIL THE BUSINESS
S PGS B s INVESTOR VIEW OWNER VIEW
\L _;i’i Revenue Growth €2 Is this revenue actually
tainable?
EBITDA S Profi g
Beats -
Less: Interest & Taxes y _ @ Ara margins struoturaly
{1 P/E Expansion strong”
2 What happens during a

J
d ?
Net Profit (PAT) ownturn
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Revenue Quality: The First Forensic Layer

High-Quality Revenue Poor-Quality Revenue

Organic, demand-driven growth One-time “lumpy” contracts
Repeatable business model Spikes driven by commodity prices
Stable, diversified customer base Surges in credit sales

High cash conversion Channel Stuffing

Warning Signal: If Revenue is growing fast, but Receivables are growing
faster, this growth is not sustainable.

Pro-Tip
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Margin Analysis: Where Truth Hides

Revenue growth means little without Margin Stability.

: |s pricing power
Gross Margin Trend it e

Is operational efficiency
improving?

EBITDA Margin Trend

Is the bottom line

Net Margin Stability Qrowing?

The Golden Rule: Margin expansion without a

structural competitive advantage is risky.
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Accounting Profit vs. Economic Profit

F ra g | |e P roflt — 4§ FinReason Insight Box

Rising PAT 4 Sustainable Profit Checklist
Weak Cash Flow X
+ Rising Debt )¢

V4. Revenue is Repeatable

¥4 . Margin is Defendable
24 . Cash Flow Supports
Accounting Profit

If any one of these fails ->
Risk increases significantly.
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Case Study: Yashtej Industries (India) Ltd

The Anatomy of a Revenue Explosion

FY23 12.00 (0.58)
FY24 59:25 113
FY25 324.96 N7
¢ |s this sustainable? Is this base-effect growth? Is working capital under control?
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Case Study: The Forensic Reality Check

Shifted from Trading to
Manufacturing. Higher
Revenue, but higher
Capital Intensity & Risk.

3 Margin Sensitivity

Business Shift K

Soybean processing is
commodity-linked. High
margins are temporary.

The IPO Effect

Pre-IPO ROE was leverage-boosted.
Post-IPO ROE normalized to 10-12%.
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Income Statement Red Flags Checklist

Sudden Revenue Spike Sudden Margin Jump High ‘Other Income’
Unexplained by industry No clear efficiency reason. Profit from non-core
trends. activities.

A 71 A
Weak Interest Coverage Rapid Receivable Growth Negative Operating
Profit barely covers interest. Sales without cash collection. Cash Flow

The most dangerous signal.
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The Protocol: How to Read
an Income Statement

| Check | Verily Cros Assess I Clean |
Quality Trend Verily Debt Data
- Source of Margin Match Profit Interest Remove

Revenue. rising or against Impact. one-tim
falling? Cash Flow. galns

Profit visibility is not enough; Profit DURABILITY is essential.

The Finreason



/
l l!

The Ultimate Business Owner Framework

Stress-test the investment before buying.

Q1 Q2
Revenue Shock Cost Shock

If revenue falls 30%, does If input costs rise, does
profit vanish? margin collapse?

Q3 Q4

Funding Check Nature of Profit

ls growth funded by internal Is this profit cyclical or
cash or debt? structural?

Traders track quarterly EPS. Business Owners track economic durability.
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REVENUE is Ambition.
PROFIT 1s Presentation.

CASH FLOW is Truth.
BALANCE SHEET i1s Protection.

Only when all four align does wealth compound safely.
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Disclaimer

This report is prepared strictly for educational purposes. It

does not constitute investment advice. The author is not a

SEBI-registered Research Analyst. Investors must conduct
independent due diligence before making financial decisions.
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