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Lec 1 . Introduction to the framework of business analysis and

valuation
Financial statements Business Application contem
Managers’ superior information Credit analysis
on business activities Securities analysis
Noise from estimation errors Mergers and acquisitions
Distortion from managers’ analysis
accounting choices Debt/Dividend analysis
Other public data Corporate communication
Industry and firm data strategy analysis
thside financial statements ) Qeneral business analysis )

/ ANALYSIS TOOLS \

(" Business strategy analysis

Generate performance
expectations through
industry analysis and
competitive strategy analysis

\ \
Accounting analysis ) Financial analysis Prospective analysis
Evaluate accounting Evaluate performance Make forecasts and value
quality by assessing using ratios and cash business
accounting policies flow analysis

and estimates

\& ’ ~/

1. Business strategy analysis
a. FE[g@
i. key risk factors

ii. profitability driver

iii. sustainability of current performance

iv. future growth of performance

v. form initial perception of future growth
b. Industry analysis A ETWNTY, X7 A FEHEUENER

i RNEFFEMEMMET VR IEEAR -

ii. Helps to determine how the firm can outperform the peers in the industry

c. Corporative Strategy Analysis 1%/ 355 /]



d.

i. For differentiators, they want to be unique, the first mover = a lot of capital
forR& D (WFXF/rE), MEEH R&D AYJT AN AX)
ii. For cost leaders: find cost saving strategy
Business unit Analysis A S)5%& kg  (3FF multi-business organization &3 1Y)
i. How well the company is managing the key profitability drivers

2. Accounting analysis

a.
b.

C.
d.

Map the above into accounting, 2% &b _EHEIFINET

Identify accounting flexibility BBEE O] IXFF & L. B HIAY T &E
Accounting policies (b4l LIFO 3£-2 FIFO iX£E) and estimates S IEMG
Undo distortions {&1E/~ MR

3. Financial analysis

a.
b.

o o o

Decompose the key ratio (E I G IEFBTI 1L, HHI515E= condensed BS & 1S)
4 groups of activities:
e operating
e investing
e financing
dividend
ratio analysis

cash flow analysis (indirect method) = accrual analysis

I EMPAEREIL, ARREARrsk

4. Prospective analysis

a.

b.
C.

Forecasting:
e Use condensed BS and IS as the framework
Determine intrinsic value = valuation

REOEFMEMNES, REEHAWAMNE (based on time value of money)

5. Role of intermediaries in capital markets

a.

Financial intermediaries: venture capitalists, banks, collective investment funds,
pension funds, insurance companies ...

Information intermediaries: auditors, financial analysts, credit-rating agencies, the
financial press, etc. ...



6. Role of financial statement analysis :
a. Manager fIEMEEZE, BARERFALK XBEHMES analysis
b. Check FS data (Y=

7. XTF FSA REEMNOUA

a. & accrual = based on expectation = F X} H based on assumption = Rt & o]

BERNTF B

—EEEIBL General Entry, EiXSET



Lec 2 Business Analysis

1. what is business analysis?

a. business analysis: identify the key profit driver and the major risks

2. efficient market hypothesis:

a. relevant information of below will be fully reflected by stock price:

o past price (weak form)
o publicly available (semi-strong)
o allinformation (strong)

b. One way of evaluating efficiency is to see if abnormal (risk adjusted and cost
covering) returns can be made from exploiting the ‘inefficiency’ = semi strong
form

c. technical analysis NEREEFE 2~ JFHY sharp decrease, A 41X AE H T past price Y
movement LAY, TEHA TN —LERNRELBEILCEMD

3

tibesbBEsBREREEY |

d. Fundamental analysis O] [} generate private information from the public financial

statements = so can be used to generate excess return in semi—strong mkt

market calculate the mkt priceof the firm based on the public available form

Efficient Market Price
of Firm

Role of
Financial Reporting

Publicly Available
Information About Firm

accounting helps to/reduce this gap

Fundamental Value

. X of Firm
Inside Information

Scott 2015



3. Agency theory:
a. Manager and SH may have divergent objectives
b. SH may incur monitoring or contracting cost to control the manager

4. Signalling:
a. BIFHEATEAKESL | HECRNOSREERE

b. For the signal to have credibility it must be costly to the signaller if untrue.

5. Accounting accruals:
a. 1C{ERFBE BT A deferred/accrual Exp/Rev &= Asset B3 Liability
o deferred revenue: FIAL T %, EBREXEMRIZKRS
o deferred expense: fRA T %, BIRREZZRE
b. buy long-term profit-generating asset:
o match the initial cash outflow against future inflows from the investment
e CFA BYFRLE cost recognition method
Spreading the cost of the goose over current and future periods
Depreciate the cost during the period of the life of goose
—FHBFRICHK asset, Z/FBIBLAY expense, MAZ— T FREICHK

expense

6. Major objectives of financial reporting
a. valuation: reduce adverse selection, provide info to outsiders, they gonna use the
info to estimate the value of the firm
b. contracting: (adverse selection and moral hazard), attracting investors, reduce moral
hazard

Industry Analysis:
7. A firm’s strategy is heavily influenced by the industry it belongs to.

8. Industry analysis: 4TI\ HJ FS BFU4F AL
a. Financial Service firms:
o Financial assets should dominate assets = high level of cash and
marketable securities

b. High tech company:
o High R&D



o Probably high long term debt since it is usually used to support long-term
asset
c. Most Capital intensive:
o high PPE
d. Service firms:
o Little or no inventories
e. Firms with high profit margin:
o Brand names
o Inventory turnover = cost of goods sold/inventory => kK1 BBSZ AV IR

2. @i industry analysis (IR RS E AT MENRFENFES, BAAITSHETIAE
H S E AR

9. strength and weakness th=# 3 FFRIIRE R0
rival among existing firms

threat of new entrants

threat of substitute products

bargaining power of buyers

® a0 oo

bargaining power of suppliers

Competitive strategy analysis:

10. KB B CHRI, REXNE TER
a. Cost leadership:
b. Product / service differentiation:

10



