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Topics to be Discussed:
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Steps in Fundamental Analysis 

Economic, industry, company analysis
• Explore all the external factors (economic conditions, 

government regulations and rules, industry competitive 
environment) and company’s internal factors 
(investment policy, investing policy, competitive 
strategy, governance, etc. ) that impact the company

Financial statement projection
• Translate those factors into assumptions
• Link the assumptions into financial forecast

Valuation & Sensitivity Analysis
• Translate forecasts into valuation
• Sensitivity analysis
• Scenario analysis
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• Understanding a specific company’s business  
– Company’s business: products / services, customers, 

markets
– Composition / key drivers and growth in sales, composition 

of cost
– Management capability, primary strategy, shareholders
– Sources of competitive advantage, strength and weakness

• Evaluation of operating results (Analysis of Financial Statements)

• Forecasting (Financial Statement Forecasting) 

• Valuation
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I Steps in Company Analysis 



Understand Financial Statements

Equity analysts understand the principles governing financial statements by looking 

at:

How profitability are the firm’s assets? 

How much uncertainty (or risk) is embedded in the assets?  

How valuable are the assets of a firm?

&

How did the firm raise the funds to finance these assets?
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Operating 
EfficiencyAssets Liabilities +

Owners’ equitySales revenue, 
costs, cash 
flows

Value of 

Shareholde

rs’ Equity

Four types of financial statements



The Basic Accounting Statements: The 

Balance Sheet
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(Bt mn) 2014

Liabilities and Shareholders'equity

Short-term debts 50.0

Account payables 140.0

Accrued expenses 15.0

Total current liabilities 205.0

Long-term debts 146.0

Total liabilities 351.0

Paid-up capital (Par Value of Bt1/share) 100.0

Share premium 10.0

Retained earnings 130.0

Total sharholders' equity 240.0

Total Liabilities and Shareholders'equity 591.0

Statement of Financial Position

Example: 

Self Study

II



The Basic Accounting Statements: 

Income Statement
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Example:

Statement of Comprehensive Income

Self Study
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The Basic Accounting Statements: 

Statement of Cash Flows
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Cash flows from operating activities

Profit for the year

Less: Interest income

Add: Finance costs

Less: Dividends income from subsidiaries

Add: Depreciation and amortisation

Adjustmentd for other non cash items

Gross cash flows

Changes in operating assets and liabilities

Cash generated from operating activities

Other operating cash flows

Net cash from operating activities

Cash flows from investing activities

Interest received

Dividends received 

Purchase of property, plant and equipment

Other investing cash flows

Net cash from (used in) investing activities

Cash flows from financing ativities

Interest paid

Dividends paid to owners of the Company 

Net new borrowings

Other financing cash flows

Net cash from (used in) financing activities

Net increase (decrease) in cash

Summary of cash flow statement

Self Study
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Example: Oishi Group Plc. (OISHI) 
Statement of Financial Position

II
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Example: Oishi Group Plc. (OISHI) 

Statement of Financial Position
II



Sirinattha Techasiriwan

สิริณฏัฐา เตชะศิริวรรณ

Example: Oishi Group Plc. (OISHI) 

Statement of Financial Position
II
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Example: Oishi Group Plc. (OISHI) 
Statement of Comprehensive Income

II



Understand Equity Account  
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Par value = paid-up capital / Number of paid-up shares 

Book value (BV)  = Total common shareholders’ equity

(Bt/share)                / Number of paid-up common shares 

Share price = Market value of common shares

/ Number of paid-up common shares 

P/BV ratio = share price / Book value per share  

* Market value of common shares is referred to 

as market capitalization of common shares

Change in retained earnings: 

Beg0 + NP1 – Dividend1 = End 

Goal: Maximize shareholders’ value

II
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3. Sales in 2015 was Bt4mn and net profit margin was 

7.65%. What was the dividend payment in 2015? (The 

dividend payment was paid at the end of the year)

1. Calculate par value, book value and P/BV ratio for 2015.

2. Calculate market capitalization at 2015-end.

Example: Understand Equity AccountII
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III

• Analysts analyze financial statements to: 

• evaluate companies’ past trends; 

• compare the performance with peers to 
determine companies’ relative 
competitiveness;

• find relationships and key drivers of value; 

• looks for warning signs;

• forecast future performance based on the 
past trends and the current and future
environment;

• determine fair value of the companies’ share 
based on forecasted future performance.   

Analysis of Financial Statements

The purpose of company analysis is to decide whether a stock is a good 
investment. This involves examining a firm’s past performance, but more 
important, its future prospects 
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Evaluating Trends and Relationships

What do analysts look for on financial statements?

– Trends (improving vs. decreasing)

– Relative amounts (large vs. small)

– Comparison with previous cycles, and with peers

– Relationships  

– Warning signs

Key items: revenue (top line), net profit (bottom line), 

assets, liabilities, equity  

Investors generally prefer high growth and high ROE
companies with an acceptable level of risk.
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Example: Evaluating Trends  
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% growth YoY CAGR CAGR

(Bt mn) 2011 2012 2013 2014 2015 2012 2013 2014 2015 2011-15 2013-15

Total assets 5,718.8 7,260.0 7,907.8 9,131.7 9,088.9 27.0% 8.9% 15.5% -0.5% 12.3% 7.2%

Total liabilities 2,814.0 4,138.8 4,499.3 5,497.3 5,005.6 47.1% 8.7% 22.2% -8.9% 15.5% 5.5%

Total equity  2,904.8 3,121.2 3,408.4 3,626.8 4,064.9 7.4% 9.2% 6.4% 12.1% 8.8% 9.2%

Revenue from sale of goods 9,501.1 11,634.4 12,208.1 12,404.5 12,878.8 22.5% 4.9% 1.6% 3.8% 7.9% 2.7%

Profit for the year 808.1 653.8 455.6 525.1 712.2 -19.1% -30.3% 15.3% 35.6% -3.1% 25.0%

Oishi Group Public Company Limited

กราฟราคาหุ้น OISHI

*ROE in 2017 is 25%

(Discussion:  What is your analysis on the above?)

III
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• The DuPont system shows the interrelationship between financial ratios. 

• DuPont framework determine a firm attempts to maximize its shareholders’ 
wealth by decomposing  ROE into: 

• expense control (operating efficiency in generating profits from sales)

• asset utilization  (operating efficiency in generating sales from assets)

• debt utilization.  

ROE = Profit margin x Asset utilization x Equity multiplier

ROE = (Net profit/Sales) x (Sales/Total assets) x (Total 

assets/Common equity)

ROA

The three components are at the cost of one another.

DuPont Framework  

Optimum level of 

gross profit & 

operating profit

Optimum 

level of 
ROE

III
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DuPont Framework: Interrelationship 

between Financial Ratios
III
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Financial Ratios 

• The important categories of financial ratios include:

o Profitability ratios

o profitability relative to capital employed 

o profitability relative to sales 

o Activity ratios (asset utilization ratio) measures how 
efficient a firm utilize its assets

o Liquidity ratios measures liquidity risk

o Solvency ratios (debt utilization ratio) measures long-
term solvency and default risk

III
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Financial Ratios Formulas  
Key Financial Ratios 

Ratios Formulas Remarks

อตัราสว่นสภาพคลอ่ง / ความสามารถในการช าระหนีร้ะยะส ัน้ / การ

ใชป้ระโยชนจ์ากสนิทรพัยร์ะยะส ัน้

Measuring the firm’s exposure to the risk that it will 

not be able to meet its short-term obligations.

Liquidity Ratio/ Short-Term Solvency Ratios

อัตราสว่นหมนุเวยีน (Current Ratio) Current assets / Current liabilities There is a trade-off between minimizing liquidity risk 

and tying up more and more cash in net working 

capital.  In fact, a very high current ratio can be 

indicative of an unhealthy firm that is having 

problems collecting its receivables or reducing its 

inventory or both.     

อัตราสว่นหมนุเวยีนเร็ว (Quick Ratio or Acid Test Ratio) (Current assets - Inventory) / Current liabilities

อัตราสว่นเงนิสด (Cash ratio) (Cash + Marketable securities) / Current liabilities

อตัราสว่นการใชป้ระโยชนจ์ากสนิทรพัย์

Asset Turnover / Asset Utilization Ratios  

อตัราสว่นการใชป้ระโยชนจ์ากสนิทรพัยห์มนุเวยีน Measureiing the efficiency of working capital 

management. 

อัตราหมนุเวยีนของลกูหนี ้(Accounts Receivable Turnover) Sales/Average accounts receivable Measuring the speed with which the firm turns 

accounts receivable into cash.

จ านวนวนัรับช าระหนี ้(Days Accounts Receivable  Outstanding) (a) 365/Account receivable turnover Measuring the speed with which the firm turns 

account payable into working capital.

อัตราหมนุเวยีนของสนิคา้คงเหลอื (Inventory Turnover) Cost of goods sold/Average inventory Measuring the speed with which the firm turns  

inventory into sales.
จ านวนวนัสนิคา้อยู่ในคลงั (Days Inventory Held) (b) 365/Inventory turnover

อัตราหมนุเวยีนของเจา้หนีก้ารคา้ (Accounts Payable Turnover) Purchases/Average accounts payable 

จ านวนวนัจา่ยช าระเจา้หนี ้(Days Accounts Payable Outstanding) (c ) 365/Accounts payable turnover

วงจรเงนิสด (Cash Conversion Cycle or Required Financing Period) (b) +  (a) - (c ) To get an estimate of how much financing the firm 

needs to raise to fund working capital needs.

อตัราสว่นการใชป้ระโยชนจ์ากสนิทรพัยร์วมและสนิทรพัยถ์าวร Measureiing the efficiency of total assets and fixed 

assets management. 

อัตราหมนุเวยีนของสนิทรัพยร์วม (Total Asset Turnover) Sales/Average total assets

อัตรสว่นสนิทรัพยร์วมตอ่ยอดขาย (Capital Intensity Ratio) Average total assets/Sales

อัตราหมนุเวยีนของสนิทรัพยไ์มห่มนุเวยีน (Non-Current Asset Turnover) Sales/Average non-current assets

Self Study

III
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Financial Ratios Formulas (cont.) 
Key Financial Ratios (cont.)

Ratios Formulas Remarks

อตัราสว่นอตัราสว่นความม ัน่คงทางการเงนิ / ความสามารถในการ

ช าระหนีร้ะยะยาว

Measuring long-term solvency (a firm’s capacity to 

meet interest and principle payments in the long 

Leverage Ratio/ Long-Term Solvency Ratios and default risk (the risk that a fixed obligation will 

not be met).

Debt Ratio

อัตราสว่นสนิทรัพยร์วมตอ่สว่นของเจา้ของ (Equity Multiplier) Total assets/Total equity

อัตราสว่นหนีส้นิรวม (Total Debt Ratio) Total debts/Total assets

อัตราสว่นหนีส้นิตอ่ทุน (Debt to Equity Ratio) Total debts/Total equity

อัตราสว่นหนีส้นิระยะยาวตอ่เงนิทุนระยะยาว (Long-Term Debt to Total 

Capitalization Ratio)

อัตราสว่นความเป็นเจา้ของ (Proprietary Ratio)

Interest Coverage Ratio

อัตราสว่นความสามารถในการจา่ยดอกเบีย้ (Interest Coverage Ratio) EBIT / Interest expenses Measuring capacity of the firms to make interest 

payments from earnings. 

อตัราสว่นความสามารถในการท าก าไร Measureiing the efficiency in generating profits

Profitability Ratios from sales.

Profitability Relative to Sales

อัตราก าไรขัน้ตน้ (Gross Profit Margin) (Sales - Cost of Sales) / Sales

อัตราก าไรจากการด าเนนิงาน (Operating Profit  Margin) EBIT / Sales

อัตราก าไรสทุธ ิ(Net Profit Margin) Net profit / Sales

Profitability Relative to Capital Employed

อัตราผลตอบแทนตอ่เงนิลงทุน (Return on Investment (ROI) / Return 

on Assets (ROA))

Net profit / Total assets Measuring operating efficiency in generating profits 

from assets, but ignoring how the assets are 

financed. By dividing by total assets, the ROA does 

understate the profitability of firms that have 

substantial current assets. 

อัตราผลตอบแทนจากการด าเนนิงาน (Basic Earning Power (BEP) หรอื 

Operating Income Return on Investments)

 EBIT / Total assets Measures profitability from the prospective of the 

interest-bearing debt invetors, equity investors and 

income tax payment.

อัตราผลตอบแทนตอ่เงนิลงทุน (Return on Invested Capital (ROIC))  (EBIT x (1 - Tax rate) / Total assets Measures profitability from the prospective of the 

interest-bearing debt and equity investors.

อัตราผลตอบแทนตอ่สว่นของผูถ้อืหุน้ (Return on Equity (ROE)) Net profit / Total equity Measures profitability from the prospective of the 

equity investor.

Invested 
Capital

Self Study

III
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Example: Finding Relationships
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II

(Discussion:  What is your analysis of the above?)

III
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Warning signs!

The following financial statement developments could 
indicate a company heading for financial problems:

• Inventories and receivables growing faster than sales

• A falling current ratio, caused by current liabilities 
increasing faster than current assets

• A high and rapidly increasing debt-to-equity ratio, 
suggesting problems with servicing debt in future

• Cash flow from operations dropping below net income

• Presence of lots of indecipherable off-balance sheet 
accounts and extraordinary income entries
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Quality of Earnings Examples

Example Potential Interpretation

Firm A recognizes revenue 

early using bill-and-hold sales

Potentially poor underlying 

performance, reported income 

, and future income 

Firm B capitalizes product 

development expenses

Potentially poor underlying 

performance, reported income 

, and future income 

Firm C has large amounts of 

off-balance-sheet financing

Liabilities are understated

Firm D increases its loan-loss

reserves

Current income  so as to 

inflate future performance

II

?

III
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II
The Range of Distinctive Patterns of Financial 

Ratios in Different Industries

Source: http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datacurrent.html

High Net Margin
• Health care 

(>50%)
• Banks, 

Financial 
services & 
Investment 
firms            
(20-40%)

• Green & 
renewable 
energy         
(23-25%) 

• Real estate 
(22-24%)

• Tobacco      
(17-18%)

• Information 
services & 
Internet       
(16-18%)

• Utility          
(16-17%)

• Alcoholic 
beverage     
(16-17%) 

High Sales/Capital
• Health care (3.3)
• Grocery & Food 

(3.3)
• Online & 

Computer service         
(2.7-2.9) 

• Real estate 
(22-24%)

• Retail Automotive      
(2.5-2.7)

• Retail Building 
Supply        
(2.5-2.6)

• Food wholesaler           
(2.2-2.3)

• Retail distributor     
(2.2-2.3)

• Furniture & home 
furnishing 
(2.1-2.2)  

High Debt/Capital
• Banks, 

investment firms, 
financial 
services 
(0.6-0.75)

• Utility          
(0.65-0.7)

• Retail 
Automotive      
(0.55-0.6)

• Airlines  
(0.55-0.6)

• Green & 
renewable 
energy         
(0.5-0.6) 

• Engineering & 
construction 
(0.5-0.55)

• Oil & gas, power 
(0.5-0.55)

• Real estate 
(0.5-0.55) 

III
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II
The Range of Distinctive Patterns of Financial 

Ratios in Different Industries (cont.)

Source: http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datacurrent.html

High margin High Turnover High Debt

Heathcare Information and Technology (78.5%) x x

Tobacco (45.9%) x

Information Services, online & internet (20-30%) x x

Alcoholic Beverage (17-18%) x

Grocery and Food (17-18%) x

Computer Services (17-18%) x

Furnurniture & Home Furnishings (16-17%) x

Banks & financial services (13-19%) x x

Rubber& Tires (14-15%)

Restaurant/Dining (14-15%)

Drugs (Pharmaceutical) (14-15%)

Top ROE Industries (Emerging Market)

III
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Profitability Relative to Capital Employed: 

Return on invested capital (ROIC) 
III

• Return on invested capital (ROIC) measures operating efficiency in 
generating profits from capital invested. It provides more useful measure of



Financial Statement Forecasting 

• Financial projection model contains forecasts of  a company’s 
balance sheet, income statement, and cash flows 
statement, in order to determine future profitability and 
financial status.

• The more confident the investor is about the estimated 
inputs (assumptions) used in financial projection model, the 
more likely the investor is to take an investment position
in the stock that is identified overvalued or undervalued. 

• Analysts also consider the sensitivity of a model value to each 
of its inputs or assumptions. 

IV
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Financial Model Assumptions

Key assumptions:

- Macro assumptions that impacts the firm’s businesses

- Key drivers of revenues

- Key determinations of fixed costs

- Key determinations of variable costs

- Expansion plan and CAPEX

- Financing plans and interest on debts

- Tax rate

- Extraordinary items

Sirinattha Techasiriwan
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Key assumptions

• Focus on the ones that give major impacts 
on businesses

• Ignore minor ones
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Example: Key Business Drivers I        

(KBANK)

Source: Investor Presentation as of 4Q16, February 2017 
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Example: Key Business Drivers II

(TUF) (cont.)

Source: FY2016 Results Presentation, 

February 2017 

2017 Guidance

IV



Example: Key Business Drivers II

(TUF) (cont.)

Source: FY2016 Results Presentation, February 2017 

Sirinattha Techasiriwan

สิริณฏัฐา เตชะศิริวรรณ

IV



How to make assumptions?

• Repeat historical patterns only if there are 
no fundamental changes

• Accompany fundamental change into 
assumptions and forecasts…..

• Translate forecasts into valuation…

(Example TICON)
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Forecast the 
growth rate of 
nominal gross 

domestic 
product (GDP)

Relate the 
company’s 

growth rate to 
the growth of 
nominal GDP

Forecast real 
GDP and 
inflation 

Forecast 
company’s 
revenues

Forecast 
growth in a 
particular 

market

Evaluate the 
company’s 

current and 
anticipated 

market share

Apply the 
expected 

market share 
to the forecast 

Forecast 
company’s 
revenues

36

“Growth relative to GDP growth” approach

“Market growth and market share” approach
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Source: Equity Asset Valuation, 3nd edition, Jerald E. Pinto, Elaine Henry, Thomas R. Robinson, John D. Stove, John Wiley & Sons

Forecasting REVENUE

Steps in Financial Statement Forecasting IV



• Generally forecasted as a percentage of sales and can be broken 
down by product line or segment

• Consider a company’s hedging activity that may affect costs of raw 
materials

• Compare with competitors’ gross margins.

•Cost of goods sold: focus on gross margins

• Some SG&A expenses vary with cost of goods sold, whereas other 
SG&A expenses are relatively fixed (e.g., overhead)

• Benchmarking against competitors may be useful

Selling, general, and administrative (SG&A) expenses: 
focus on type of expense

• Interest income varies with cash and investments, whereas 
interest expense varies with debt

• Taxes are affected by the jurisdiction and the type of business

Nonoperating costs: depends on the type of cost

37Sirinattha Techasiriwan
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Source: Equity Asset Valuation, 3nd edition, Jerald E. Pinto, Elaine Henry, Thomas R. Robinson, John D. Stove, John Wiley & Sons

Forecasting COSTS

Steps in Financial Statement Forecasting
(cont.) 

IV



• BALANCE SHEET modeling is the process of forecasting a 
company’s balance sheet based on the following:

– Items that  vary with revenues (e.g., accounts receivable) 

– Items that are the result of investment (e.g., gross plant, 
property, and equipment)

– Items that flow from the income statement (e.g., retained 
earnings) 

– Items that are the result of financing decisions (e.g., trade 
credits, borrowings, and capital increase) 

• Items affected by the level of revenues can often be forecasted by 
using historical or projected efficiency (e.g., turnover) ratios.

• Forecasts of long-term assets are a function of forecasted capital 
expenditures and depreciation. Capital expenditures include

– maintenance capital expenditures, needed to sustain the 
business, and

– growth capital expenditures, needed to expand the business.
38Sirinattha Techasiriwan
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Source: Equity Asset Valuation, 3nd edition, Jerald E. Pinto, Elaine Henry, Thomas R. Robinson, John D. Stove, John Wiley & Sons

Steps in Financial Statement Forecasting
(cont.) 

IV



The Length and Detail of the Forecast

• A good forecast model is broken into three time periods:

Use a simplified forecast for 

the remaining years, 

focusing on a few important 

variables, such as revenue 

growth, margins, and capital 

turnover.

Today

Build a detailed five- to seven-

year forecast that develops 

complete balance sheets and 

income statements with as 

many links to real variables 

(e.g., unit volumes, cost per 

unit) as possible.

Years 1−5 Years 6−15 Years 16+

Value the remaining 

years by using a 

perpetuity-based 

formula, such as the key 

value driver formula.
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Explicit forecast

An explicit forecast period could perhaps be longer for cyclical companies or those experiencing very rapid 

growth. 

Source : Valuation: Measuring and Managing the Value of Companies by Tom Copeland, Tim Koller and 
Jack Murrin, McKinsey & Company, Inc, University Edition, 5th edition

Sirinattha Techasiriwan
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The Length and Detail of the Forecast

• The explicit forecast period must be long enough for the company to reach 

a steady state, defined by the following characteristics:

• The company grows at a constant rate and reinvests a constant proportion 

of its operating profits into the business each year.

• The company earns a constant rate of return on both existing capital and 

new capital invested.

• Using a short explicit forecast period, such as five years, typically results 

in a significant undervaluation of a company or requires heroic long-term 

growth assumptions in the continuing value. 
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Source : Valuation: Measuring and Managing the Value of Companies by Tom Copeland, Tim Koller
and Jack Murrin, McKinsey & Company, Inc, University Edition, 5th edition
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A well-structured spreadsheet model

• Separates raw inputs from computations. User input and market 
data are collected in only a few places. 

o Denote user input and market data each in a different color for easy spotting. 

o Unless specified as user input, numbers should never be hard-coded into a 

formula.

• Flexible enough to handle multiple scenarios

• Easy to become engrossed in the details of individual line items, 
but must place the aggregate result in the proper context

o You can do much more to improve your valuation through a careful analysis of 
whether your forecast of future ROIC is consistent with the company’s ability to 

compete than by engrossing in too much details.

• Develop an explicit forecast for a number of years and then to 
value the remaining years by using perpetuity formula 
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Source : Valuation: Measuring and Managing the Value of Companies by Tom Copeland, Tim Koller
and Jack Murrin, McKinsey & Company, Inc, University Edition, 5th edition

Sirinattha Techasiriwan
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1. Raw historical data from company financials.

2. Integrated financials based on raw data.

3. Historical analysis and forecast ratios.

4. Market data and WACC analysis.

5. Reorganized financial statements (into NOPLAT and invested capital).

6. ROIC and free cash flow (FCF) using reorganized financials.

7. Valuation summary, including enterprise discounted cash flow (DCF), 

economic profit, and equity valuation computations.

• Many spreadsheet designs are possible. In the valuation example 

from the preceding slide, the workbook contains seven worksheets:

Components of a Good Model
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Source : Valuation: Measuring and Managing the Value of Companies by Tom Copeland, Tim Koller
and Jack Murrin, McKinsey & Company, Inc, University Edition, 5th edition
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Assignments:

Damodaran, A., 2012, Investment Valuation: Tools and 

Techniques for Determining the Value of any Asset, 3rd Edition 

- Read chapter 3 - Understanding Financial Statements 

(pages 27-52)

GROUP WORK:  OISHI’s Financial Statement Analysis
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