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Lec	1b	Introduction	to	the	framework	of	business	analysis	and	
valuation	

		

	
	

1. Business	strategy	analysis	
a. �ŦƟƪ	

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		Iq¦��š
ưƊš
ĭ®�î?~Ĉ	

i. IqģÀ�KÕ�š
ģÀ�ā�ś	

ii. Helps	to	determine	how	the	firm	can	outperform	the	peers	in	the	industry		
c. Corporative	Strategy	AnalysisĉÄŃ�Z	
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i. For	differentiators,	they	want	to	be	unique,	the	first	mover	Þ	a	lot	of	capital	

for	R	&	D	(��ƊļIqư£ŦĳK R&DĭñĖ���)	

ii. For	cost	leaders:	find	cost	saving	strategy		
d. Business	unit	AnalysisIqŇĬ	ƮF�	multi-business	organizationc�q�	

i. How	well	the	company	is	managing	the	key	profitability	drivers			
	

2. Accounting	analysis	
a. Map	the	above	into	accounting,	�C��D7�&		

b. Identify	accounting	flexibility	�Ƙo&üla�AÖŗĭoŖ	

c. Accounting	policies	(ē� LIFOƉ÷ FIFOƊ�)	and	estimates	sĨw�	

d. Undo	distortions		�4497	

	

3. Financial	analysis�	
a. Decompose	the	key	ratio	(<7-5 ,7-5G,7-5Þ	condensed	BS	&	IS)	

b. 4	groups	of	activities:		

• operating		

• investing		

• financing		

• dividend		

c. ratio	analysis	

d. cash	flow	analysis	(indirect	method)		Þ	accrual	analysis			

e. �� 	"7(�G12>�+�	

	

4. Prospective	analysis		
a. Forecasting:		

• Use	condensed	BS	and	IS	as	the	framework		

b. Determine	intrinsic	value	Þ	valuation		

c. ĀăĭrļB$ŖZưĢuňR*
ĭ)?	Ʈbased	on	time	value	of	moneyƯ	

	

5. Role	of	intermediaries	in	capital	marketsb	
a. Financial	intermediaries:	venture	capitalists,	banks,	collective	investment	funds,	

pension	funds,	insurance	companies	...		
b. Information	intermediaries:	auditors,	financial	analysts,	credit-rating	agencies,	the	

financial	press,	etc.	...		
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6. Role	of	financial	statement	analysisb	
a. ManagerĶƓ~��ư1�{Ű�,ưƊô£Ŧü analysis		

b. Check	FS	dataĭŷƙ	

	

7. �� FSA7]UE<.VAb	
a. ��÷ accrual	Þ	based	on	expectation	Þ	�Ũ	 based	on	assumption	Þ	£üo

Ŗ]Öŗ	

	
	

�D�r�� General	Entry�{��{(	
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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 all	information	(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’	Þ	semi	strong	

form�	

c. technical	analysis�ŖŪƗ�uĭ sharp	decrease,	��Ɗ�÷ī� past	priceĭ

movementƒÏĭưœ÷īIqĭ���ŝ;ÈøFƒÏĭ	

	
d. Fundamental	analysiso& generate	private	information	from	the	public	financial	

statements	Þ	so	can	be	used	to	generate	excess	return	in	semi-strong	mkt		
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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. 9�£÷IqvI,.ƅƱųŚ¨�ĭ��ŷƙÂ�	

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

5. Accounting	accruals:		
a. Ů3Õüĭ!� deferred/accrual	Exp/Rev	Ɩ÷ AssetÑŒ Liability	

o deferred	revenue:	V Ŏ�Ɯư17Ɖĕè:Ųý\	

o deferred	expense:	7Ŏ�Ɯư1Ɖĕ�ký\	

b. 	buy	long-term	profit-generating	asset:		
o match	the	initial	cash	outflow	against	future	inflows	from	the	investment	
£÷ CFAĭƔ� cost	recognition	method		

o Spreading	the	cost	of	the	goose	over	current	and	future	periods		
o Depreciate	the	cost	during	the	period	of	the	life	of	goose		

o �·�EŮÏ assetư�uÍÍlÏ expenseưœ�÷���£ŮÏ

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:	�R�E FSEBAb	
a. Financial	Service	firms:		

o Financial	assets	should	dominate	assets	Þ	high	level	of	cash	and	

marketable	securities	
b. High	tech	company:	

o High	R&D	
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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	�Þ	ž�ųõcĭžÅ	

	

2. �� industry	analysisqtucN(�1S>q?o=qnm�9	�1����qZ
�j:SM7	
	

9. strength		and		weakness		�S'2�C#-�b	
a. rival	among	existing	firms	

b. threat	of	new	entrants		
c. threat	of	substitute	products		
d. bargaining	power	of	buyers		
e. bargaining	power	of	suppliers		

	
Competitive	strategy	analysis:	

	

10. 4�N(E,_a7"9E8�^��b		
a. Cost	leadership:		
b. Product	/	service	differentiation:		


