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DESCRIPTION

This course is about the analysis of financial information arising primarily from the financial
reports of entities. Fundamental analysis techniques are examined in detail with particular
emphasis on the application of these techniques in equity (share) valuation decisions.

The course comprises three related parts. Part one outlines the four basic steps in the
fundamental analysis framework: business analysis, accounting analysis, financial analysis
and prospective analysis. The next part combines these skills in addressing the question of
valuation, while the final section of the course applies the skills in several different contexts,
such as credit analysis, security analysis, mergers and acquisitions, initial public offerings
and financial policy changes.

OBJECTIVES
On successful completion of the course you should be able to:

1. Understand the basic techniques of financial statement analysis (FSA);

2. Appreciate the linkage between strategic business analysis, accounting analysis and
financial analysis;

3. Identify and utilise value relevant information contained within financial statements;

4. Recognise and explain the fundamental role of accounting numbers in the DCF
valuation of entities;

5. Prepare and substantiate a valuation that incorporates the strategic, accounting and
financing activities of a business entity.

Consistent with the objectives of the course, emphasis is placed on translating the tools of
business analysis and valuation into context-specific settings. To achieve this aim, the course
is relatively case and project intensive. This hands on approach is ideal in illustrating
applications of fundamental analysis principles and is effective in facilitating the
development of key analytically skills.

Given the applied nature of the course, it is of interest to those contemplating careers in
investment banking (particularly in equity research), security analysis, funds management,
financial planning, business consulting, corporate finance and public accounting. The course
also has wide application in personal investment activities.
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LEARNING APPROACH & STUDENT EXPECTATIONS

Seminar Procedure:

There will be one three-hour seminar each week. The seminar will involve a one to two hour
lecture component and a workshop that either precedes or follows the lecture. The workshop
may be used to discuss a case, review assigned problems or practice skills. Normally case
studies will be discussed in the week following the related lecture. You should bring your
prescribed textbook and calculator to each class.

Please note that regular class attendance is a formal course requirement, and attendance
records will be maintained. As stipulated in the University and Faculty Handbooks, those
who fail to observe this requirement may be precluded from undertaking the final assessment.

Seminar Preparation:

In preparation for each seminar, you will be expected to undertake the prescribed readings,
attempt cases/problem sets prior to attending classes, and come to class suitably prepared.
With this objective in mind, marks will be awarded for your attempt at completing the
assignments and your class contribution (see below for details).

Workload Expectations:

It is expected that you will spend at least ten hours per week studying this course. This time
should be made up of reading, research, working on exercises and problems, performing
computer tasks and attending classes. In periods where you need to complete assignments or
prepare for examinations the workload may be greater.

Please note that over commitment has been a cause of failure for many students. You should
take the required workload into account when planning how to balance study with
employment and other activities.

COURSE ASSESSMENT

Assessment items and the composition of the final grade is as follows:

1 Seminar Participation 5%

2 Seminar Assignments 15%

3a  FSA Project - report 20%
Due 5 pm, Thur. 20 May (Week 11)

3b  FSA Project - presentation 10%
(Week 12 or 13)

4 Final Examination (Week 14) 50%

100%

Satisfactory performance in all components of the course is required to gain an overall
passing grade. (Note that an examination mark of less than 50% is considered unsatisfactory
performance.) Further details of assessment items are outlined below.
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1. Seminar Participation (5%)

The amount of learning that takes place in this course critically depends on class interaction.
To encourage effective interaction, a mark will be awarded for your participation in seminars
at the conclusion of the last class. Assessment will be based on the guality of your
contribution to class discussion. (Note that dominating class discussion, ignoring the views of
other class members, or frequently raising irrelevant issues are not examples of good quality
class participation.) To ensure that all class members have on opportunity to participate, you
will be frequently asked to lead class discussion on assigned questions or related issues.

The following approach will be used as a guideline to assign a maximum of 5 marks:

1 mark for frequent and punctual tutorial attendance (i.e. student is not absent and is not
late for more than two classes);

1-2 marks for passive participation in class (i.e. student responds constructively to
questions when specifically requested);

1-2 marks for active participation (i.e. student contributes constructively to class
discussion without being specifically requested).

2. Seminar Assignments (15%)

The seminar assignments are aimed at progressively building your knowledge and
understanding of FSA issues as they are examined throughout the session. Seminar
assignments include both assigned cases and project tasks (see the Course Schedule below
for details). The following assessment approach will be adopted:

(1) Assignments will be collected 4 _times on a random basis between Weeks 2 and 13
inclusive.

(2) At the end of the semester the best 3 assignments will be totalled to give a maximum
mark out of 15.

(3) If you are absent on the day that the assignments are collected you will receive no marks
for that assignment unless it is received in advance of your scheduled class.

(4) Submitted work must reflect your original contribution and not that of other students.
(See plagiarism information below.)

(5) Assignments will not be marked for accuracy nor will inaccurate answers be corrected. It
is your responsibility to note and clarify any corrections during the seminar.

(6) Assessment will be based on the guality of the attempt at answering each prescribed
question. The following criteria will serve as a guide for assignment assessment:

Attempt Type Typical Description Mark
Excellent A comprehensive attempt at 100% of the assigned 5
guestions
Good A comprehensive attempt at more than 75% but 4
less than 100% of the assigned questions
Fair A reasonable attempt at more than 50% but less 3
than 75% of the assigned questions
Poor A reasonable attempt at more than 25% but less 2
than 50% of the assigned questions, or a partial
attempt at the majority of questions
Very Poor A minimal attempt at completing some questions 1
No Attempt  |No assignment submitted 0

3. Financial Statement Analysis Project (30%)
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The FSA project is aimed at developing your understanding of, and practical skills in
financial statement analysis and valuation. It is also designed to enhance teamwork, and
analytical and communication skills.

To complete this project, you are required to:

(1) Form syndicates of either 3 or 4 members, select an approved industry and one company
per member within the industry for analysis;

(2) Notify your group’s selected industry and companies by Week 3;

(3) Progressively analyse the company using the strategic, accounting, financial, and
prospective analysis tools identified in the course and submit your progressive analysis
when requested (together with any other assigned tutorial case work);

(4) Prepare (on a group basis) an industry comparative analysis of the 3 (or 4) companies and
conclude with an investment recommendation which must be fully substantiated and
involve the application of the valuation techniques identified in the course - written
reports must be submitted by 5 pm, Thursday 20 May (Week 11);

(5) Formally present the group’s findings to the class in Week 12 or 13.

An overall group mark (out of 30) will be awarded to each student for the group project
(report and presentation) but the course coordinator reserves the right to provide a reduced
mark where a student has provided a sub-standard contribution to group activities. Further
details on the nature and requirements of the project will be provided in Week 2 and your
progress will be regularly discussed throughout the course.

4. Final Examination (50%)

The final examination will be a take-home assignment, and will be available to students at
5pm, Wednesday 9 June (Week 14) for return by 5pm, Friday 11 June. All material
covered in the course is examinable and the exam content will be similar in spirit to the
problems and cases assigned during the semester. Please note that you must pass the final
examination to pass the course.

STUDENT RESOURCES

Prescribed Textbook:
Palepu, K. G., P. M. Healy, and V. L. Bernard, 2004, Business Analysis and Valuation
Using Financial Statements, 3rd ed., Thomson, South-Western.

Additional readings will be handed out in seminars throughout the course. You should also
regularly check the course web page on WebCT.

Other Useful References:
Foster, G., 1986, Financial Statement Analysis, Prentice Hall, Englewood Cliffs, New Jersey.

Lonergan, W., 1994, The Valuation of Businesses, Shares and other Equity, 2" ed.,
Longman.

Lundholm, R., and R. Sloan, 2004, Equity Valuation & Analysis with Eval, McGraw Hill.
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Penman, S.H., 2001, Financial Statement Analysis and Security Valuation, McGraw Hill.

Stickney, C.P. and P.R. Brown, 2004, Financial Reporting and Security analysis: A Strategic
Perspective, 5" ed., Thomson, South-Western.

White G.I., A.C. Sondhi and D. Fried, 2003, The Analysis and Use of Financial Statements,
3" ed, John Wiley & Sons, Inc.

wild, J.J., L.A., Bernstein, and K.R. Subramanyan, 2001, Financial Statement Analysis, 7"
ed., McGraw Hill.

Accounting Standards:

CPA Australia and The Institute of Chartered Accountants in Australia, Accounting and
Auditing Handbook (latest edition).

The AASB Accounting Standards can also be downloaded from the AASB web-site
(www.aash.com.au) together with information on the convergence of AASB /IFRS standards.

Education Development Unit:

Additional learning support, tailored to the needs of FCE students, is available from the
Education Development Unit (EDU) in the Faculty. EDU services are free and confidential
and are available to students of the Faculty of Commerce and Economics.

The EDU services for FCE students include:

e Academic skills workshops run throughout the session;

e Printed and on-line study skills resources e.g. referencing guide, report writing and exam
preparation;

e A drop-in resource centre containing books and audio visual material that can be
borrowed;

e A limited consultation service for students with individual or small group learning needs.

More information about the EDU services including on-line resources, workshop details and
consultation request forms are available from the EDU website or office.

EDU Web: http://education.fce.unsw.edu.au
EDU Location: Room 2039, Level 2 Quadrangle Building

Other UNSW support

In addition to the EDU services, the UNSW Learning Centre provides academic skills
support services for students. The Learning Centre is located on Level 2 of the Library and
can be contacted by Phone: 9385 3890 or through their website: http://www.lc.unsw.edu.au/.
Students experiencing problems of an academic or personal nature are encouraged to contact
the Counselling Service at UNSW. This service is free and confidential and run by
professional counsellors. The Counselling Service is located on Level 2, Quadrangle East
Wing, and can be contact on 9385 5418.

OTHER MATTERS
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Plagiarism and Academic Misconduct

You should be familiar with the following important information regarding plagiarism
available on the Faculty’s website at
www.fce.unsw.edu.au/current_students/responsibilities.shtml#misconduct

“Plagiarism entails taking and using as one's own, the thoughts or writings of another
without acknowledgement including:

(a) where paragraphs, sentences, a single sentence or significant part of a sentence
which are copied directly, are not enclosed in quotation marks and appropriately
footnoted;

(b) where direct quotations are not used, but ideas or arguments are paraphrased or
summarised, and the source of the material is not acknowledged either by
footnoting or other reference within the text of the paper; and

(c) where an idea, which appears elsewhere in print, film or electronic medium, is used
or developed without reference being made to the author or the source of the idea.”

Also

“Plagiarism involves using the work of another person and presenting it as one's own.
Acts of plagiarism include copying parts of a document or audiovisual, or computer
based material without acknowledging and providing the source for each quotation or
piece of borrowed material. Similarly, using or extracting another person's concepts,
experimental results or conclusions, summarising another person's work or, where there
is collaborative preparatory work, submitting substantially the same final version of
any material as another student constitutes plagiarism. Moreover, encouraging or
assisting another person to commit plagiarism is a form of improper collusion and may
attract the same penalties.”

Plagiarism is a serious form of academic misconduct and involves severe penalties. In serious
cases, student may be temporarily or permanently excluded from the University. Relevant
material about academic misconduct has been placed under the tab for “Current students” at:
www.fce.unsw.edu.au/current_students/responsibilities.shtml

It is your responsibility to familiarise yourself with this material and the penalties.

Supplementary Examinations and Special Consideration

Students who believe that their performance in this subject, either during session or in an
examination, has been adversely affected by sickness, misadventure or other circumstances
beyond their control may apply for special consideration for affected assessments. Such
applications should be submitted to the Registrar and Deputy Principal (at the student centre)
as soon as practicable after the occurrence and in any event, not later than seven days after
the final examination in this course.
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SEMINAR SCHEDULE
WK. Sem. Topic Textbook Assigned Project
Dates Reading* Case* Task
1 2/3 Introduction PHB No Case Form Group
Mar. - Overview/ Strategic Analysis Ch.1,2 Assigned
2 9/10 Accounting Analysis: PHB AOL Select
Mar. - Introduction Ch3 (p. 2-18) Companies
3 16/17 | Accounting Analysis PHB Harnischfeger Strategic
Mar. - Financial Position Ch. 4 (p. 3-17) Analysis
(Submit group
notification)
4 23/24 | Financial Analysis PHB Boston Chicken Accounting
Mar. - Ratio Analysis Ch.5 (Part 4, p.55) Analysis
5 30/31 | TBA TBA TBA Financial
Mar. Analysis
6 6/7 Prospective Analysis PHB Home Depot Financial
Apr. - Forecasting Ch.6 (p .5-44) Analysis
9-16 Mid-Session Recess
Apr.
7 20/21 | Prospective Analysis PHB Krispy Kreme Prospective
Apr. - Valuation Theory/Concepts Ch.7 (p. 6-17) Analysis
(Forecasting)
8 27/28 | Prospective Analysis PHB TBA Prospective
Apr. - Valuation Implementation Ch. 8 Analysis
(Valuation)
9 4/5 Equity Security Analysis PHB Home Depot Prospective
May Ch.9 in the New Mil. Analysis
(p. 8-17) (\Valuation)
10 11/12 | Credit Analysis PHB UPS Finalise
May Ch. 10 (p. 9-17) Individual Co.
Analysis
11 18/19 | Mergers & Acquisitions PHB Amazon.com Group Report
May Ch. 11 (p. 10-18) (due 5pm, 20
May)
12 25/26 | Financial Policy Analysis PHB UpJohn Project
May Ch. 12 (Part 4, p. 305) Presentation
13 1/2 Management Communication PHB CucC Project
June & Corporate Governance Ch. 13 (p. 12-16) Presentation
14 8/9 Course Review Computer
June Collect Exam: 5pm, 9 Jun Associates
Return Exam: 5pm, 11 Jun (p. 13-23)

*Additional readings, exercises, problems and cases may be assigned during the course. It is
your responsibility to be aware of any additional requirements prior to attending each seminar.

PHB: Palepu, K. G., P. M. Healy, and V. L. Bernard, 2004, Business Analysis and Valuation Using Financial
Statements, 3rd ed., Thomson, South-Western.




