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COURSE CONTENTS

	COURSE
	Financial Evaluation

	YEAR OF STUDY
	First year 2008

	LECTURER


	F F Marais
(
082 3320 150
e-mail:  freddiem@gem.co.za

	INTERNAL MODERATOR
	Dr J Smith


	PRESCRIBED TEXT BOOKS


a) Harrison, W.T., & Horngren, C.T. 2008.  Financial Accounting, 7th edition, Upper Saddle River, New Jersey: Prentice Hall (hereafter referred to as HH).

	PRESCRIBED MAGAZINES/NEWSPAPERS/ANNUAL REPORTS


b) Financial Mail, Finance Week, Business Day, Sunday Times, etc. (on a daily/ weekly basis) as well as many as possible Annual Reports and Interim Reports direct from companies/Internet/McGregor BFA.

	ADDITIONAL READING:  BOOKS


c) Edmonds, McNair, Milam & Olds. 2003.  Solutions Manual to Fundamental Financial Accounting Concepts, 4th edition (one copy in library).

d) Olds, P.R. 2003.  Study Guide to Fundamental Financial Accounting Concepts (one copy in library).

e) Harrison & Horngren, 2001.  Solutions Manual to Financial Accounting (one copy in library).

f) Schaefer, S.C. 2001.  Study Guide to Financial Accounting (Harrison & Horngren) (one copy in library).

g) Marx, Mpofu, Van de Venter.  2003.  Investment Management.
h) Edmonds, T.P., McNair, F.M., Milam, E.E., Olds, P.R., Edmonds, C.D. & Schneider, N.W. 2003.  Fundamental Financial Accounting Concepts, 4th edition, Boston: Irwin McGraw-Hill (hereafter referred to as EMMO).

	ADDITIONAL READING:  BOOKS
(only for the really serious student)


i) Foster, G. 1986.  Financial Statement Analysis, 2nd Edition, Englewood Cliffs, New Jersey: Prentice-Hall.
[This book integrates Statistics and Financial Evaluation.  One of the objectives of this book is to increase the reader’s appreciation of the important role that research has played and will continue to play in the analysis of financial statement information.  Empirical evidence is emphasised in this book more than is customary in financial statement analysis texts.  Many issues in financial statement analysis can be resolved only at an empirical level.]

j) Rees, B. 1995.  Financial Analysis, 2nd Edition, London: Prentice-Hall.

k) White, G.I., Sondhi, A.C., & Fried, D. 1994.  The Analysis and Use of Financial Statements, New York: John Wiley & Sons.
[This is a prescribed book for CFA.]

	ADDITIONAL ARTICLES
(In Handouts -  findings will be discussed in class)


1. Steyn, B.W., Hamman, W.D  A conceptual model for the interpretation and evaluation of value - added statements.  July 2002.   Accountancy SA July 2002, 16 - 19

2. Steyn, B.W., Hamman, W.D. & Smit, E.vdM. 2003.  Investment Basics XLVII. CAsh value-added versus value-added: a note.  The Investment Analysts Journal, 58, 51 – 57.
3. King, C., Hamman, W.D.  2005  Assessing company strength in S A using value added: 1990 - 2000  South African Journal of Business Management, 35(2), 39 - 55.
4. Jordaan, A.C., Smit, E.vdM. & Hamman, W.D. 1994.  An investigation into the normality of the distributions of financial ratios of listed South African industrial companies.  South African Journal of Business Management, 25(2), 65-71.

5. Hamman, W.D., Jordaan, A.C. & Smit, E.vdM. 1995.  Earnings changes: A random walk?  Some South African evidence.  The Investment Analysts Journal, 41, 49 – 56.

6. Burger, J.H. & Hamman, W.D. 1999.  Measuring capital intensity in South African companies listed in the industrial sector of the JSE.  South African Journal of Business Management, 30(4), 110 – 121.

7. Heyns, P.J., Hamman, W.D. & Smit, E.vdM. 1999.  Do share prices fully reflect the information in accruals and cash flow about future earnings in accruals and cash flow?  South African Journal of Business Management, 30(4), 122 – 130.

8. Steyn, B.W., Hamman, W.D. & Smit, E.vdM. 2002.  The danger of high growth combined with a large non-cash working capital base – a descriptive analysis.  South African Journal of Business Management, 33(1), 41-47.

9. Steyn, B.W., Hamman, W.D. & Smit, E.vdM. 2002.  Measuring cash flow flexibility of companies – the Cumulative Index Difference.  South African Journal of Business Management, 33(4), 41-47.

	OBJECTIVES OF THIS COURSE


To enable a student to read, understand and evaluate an Annual Report as well as an Interim Report of listed industrial companies by concentrating on:

· income statement,
· balance sheet,
· cash flow statement,
· changes in equity,
· value-added statement,
· working capital management
· ratio analysis,  and
· statistical review (especially the 7-year review).

This course will be based on a selection from the prescribed books, articles, notes (supplied by FFM as we go along) and a few RSA case studies (to be handed out during the course).  We commence with an overview of financial statements with some focus on the cash flow statement, then calculation of traditional ratios, and then we proceed to evaluate financial statements.  The final test would cover evaluation rather than calculations.  
We will use some text book examples (USA) and some actual recent relevant RSA cases in the course.  This approach is more interesting, but probably more difficult.  Class attendance is therefore quite important.

	SOURCES OF INFORMATION


This course is practical and is also based on recent South African case studies and / or examples of the financial reports of listed South African industrial companies.  A large number of the Annual Reports (12 months) and the Interim Reports (6 months) will be published in the daily newspapers.  The bulk will be published in the Business Day.  Read the published reports of companies reporting from now until the end of this course..

Students will find details of telephone numbers, e-mail addresses, Internet addresses, etc. of all the listed industrial companies in Profile Stock Exchange Handbook (latest edition July – December 2007).
Students are strongly encouraged to obtain copies of recent Annual Reports of listed industrial companies either directly from the companies and/or Internet and/or McGregor BFA and / or Reuters.  Do not bother to obtain Annual Reports before 2002.  The accounting set-up has changed a lot from 2000/1 onwards.
The “advertisements” of Annual Reports and Interim Reports appearing in the Business Day and financial press will cover, inter alia:

· income statements,
· balance sheets,
· cash flow statements,  and
· changes in equity statements.

Value added statements and statistical reviews (e.g. 7-year reviews) will not normally be covered in the financial press - you have to read the Annual Report.
Three sources exist for:

· value added statements

· statistical reviews:

(a) Annual Reports obtained from the various listed companies,
(b) Internet,  and
(c) McGregor BFA.

STUDENTS MUST ENSURE THAT THEY ARE ABLE TO USE THE MCGREGOR BFA DATABASE AS WELL AS REUTERS.

Finally:  students must spend a lot of time on interpreting statistical reviews (normally for 5 to 7 year periods).

	SPECIFIC NEW TERMS (DEFINITIONS) TO BE NOTED IN THE BUSINESS DAY/ANNUAL REPORTS/INTERIM REPORTS


BALANCE SHEET:

· Positive goodwill and negative goodwill

· Other intangibles (not to be deducted from equity)

· Deferred taxation (liability) and deferred taxation (asset)

· Current taxation (liability) and current taxation (asset)

· Buy backs (treasury shares).

INCOME STATEMENT (I/S):

· Amortisation of goodwill (positive and/or negative) and intangibles

· Impairment of assets

· Fair value adjustments

· Dividends per Income Statement = dividends per Cash Flow Statement (i.e. no longer dividend accruals)

· Reconciliation between earnings per share (EPS) and headline earnings per share (HEPS) which in turn will be used to determine some non-cash items in cash flow statements.

	PRESCRIBED TEXT BOOK


The prescribed book (HH) is intended to be used by the students as background reading before the course and for (self-study) on ratio analysis and cash flow analysis to bridge the gap between no financial knowledge and that required by the MBA course.  The book is an excellent reference source and can be used by you many years into the future.
	OPEN BOOK EVALUATION


All evaluations will be open book tests and will cover the prescribed work as well as discussions in class.  Take note that open book tests are notoriously much more difficult than closed book tests.  The well prepared student will do better and the lazy one worse.
Keep in mind that you have to pass the tests with an aggregate of 50%.  You may not use the group assignment as top-up to pull you through.
	DATES AND MARKS OF TESTS

	( 
	Session 6
	(1 hour) 
	Test 1
	 25

	( 
	Session 12
	(3 hours)
	Final Test 
	 50

	
	
	
	
	  75

	
	Hand in same day as final test
	
	Group Assignment
	  25

	
	
	
	
	100


	DEBITS AND CREDITS


We are not going to use debits and credits in this course.  Please ignore all references to debits and credits in the text books.  

	CASH FLOW STATEMENTS (CFS)


Cash Flow Statements are prepared in South Africa by using:

-  the indirect method and

-  the direct method

We will cover the indirect method.  Interested students can use the text book for the direct method.

	ASSIGNMENT


GROUP ASSIGNMENT

Each group must choose an industry (not financial companies) and analyse the leading companies in that industry (max 5 - or all of them, if a small industry with fewer than 5 listed companies).  A 7-year analysis of the financial statements of those companies combined with fundamental research from all the above-mentioned sources should be written up in a concise report.  Although there is no size limit, anything more than 25 pages will be considered nonsense, unless proven otherwise (excluding off course Excel attachments).
The data analysis of the individual companies in your selected sector is to be regarded as input to your analysis.  Your analysis should address each company individually, but should put the emphasis on an integrated analysis of these companies as a sector.  You should also end with an integrated analysis comparing the companies with each other.
This assignment will make up 25% of your mark for this course.  Due date for submission is on the same day as the final exam (to be advised).
There is no individual assignment, as the last 3 or 4 sessions are in effect long, 3 hour, individual assignments - although they are not assessed.  The final test will take a similar format as these sessions.
(a)
For the final test you receive one of the following (either typed or photocopied): 

-  Annual Reports

-  Interim Reports

-  7-year Reviews

(b)
There are now about 250 listed industrial companies on the Johannesburg Stock Exchange.  We therefore have the potential of 250 new “cases” every year and there are therefore no such thing as an old exam paper..

To prepare for this (in addition to the work done in the class), each student should cover the following at home:

a) Analyse the financial health of at least 6 annuals/interims obtained from
-  Business Day;
-  Internet;
-  McGregor BFA;  or
-  directly from company.

b) Cover at least ten 7-year reviews.  Please note that the 7-year reviews will not be published in Business Day.

Instead of analysing one single company/undertaking, each student should now conduct 10+10 evaluations.  Students are strongly advised to work

· on an individual basis

· then in group format

· then also using your general network, e.g. financial colleagues at previous place of employment, as well as financial friends.

THE ASSIGNMENT MUST BE SUBMITTED NOT LATER THAN 17:00 ON THE FINAL TEST DAY (SESSION 12) VIA WEBCT USING THE “TURN-IT-IN” SOFTWARE 


http://www.webstudies.sun.ac.za/webct/entryPageIns.dowebct
HOWEVER, PLEASE NOTE:  The responsibility for the completeness of the document, the correct sequence of pages and the sequence of attachments is that of the sender.  No sorting or telephone calls on the apparent incompleteness of documents will be made, neither any notification on the receipt or not of a document.


You will probably make use of more than one type of software for the various parts of the assignment.  Post those on WebCT as separate files with proper cross-referencing between them, as well as proper identification to the assignment and to yourself (student number).  They should not be linked electronically, rather cut and paste into one main document if separate files are not to be used.

	FINAL NOTE


The following course outline is a guide.  If we move faster on the basics than the schedule indicates, more time will be spent on the core of the course - comprehensive analysis of companies over a period of time.

COURSE CONTENTS

	PRE - WORK
	VERY IMPORTANT

	Subject
	Basic Financial Statements

	Reading
	HH:  Chapter 1 – in great detail

	Objective of pre- study

	To ensure that students with little or no background in reading financial statements will at least be able to do and understand the basics.  If you haven’t attended the basic skills programme or made any other effort to be able to read a basic financial statement and understand how it is put together, you must spend extra time with chapter 1 as well as the exercises on the Integrator CD that comes with HH.

A test on the basic will be written at the start of the 2nd session.

From session 2 onwards the focus will be on more intensive analysis of the financial statements.



	SESSION 1
	

	Subject
	Introduction to Financial Evaluation: Principles and Industries

	Reading
	(a)  HH:  Chapter 1 & 11

	Objective of session


	a) An overview of valuation practises and principles, the basic concepts of valuation (such as par value, market value, intrinsic value and so on), fundamental analysis ( the three levels of macro-economic factors, industry analysis and then company analysis).

b) Industry analysis and its drivers.  How macro-economic factors influence industries, which in turn influence companies.  We will look at industry structures and performance and the impact of various industry variables (such as industry life cycles; sensitivity of sales, operating leverage and financial leverage) to changes in economic conditions.

c) A very basic overview of the financial statements (a video on this will be shown)

d) The basics of the Balance sheet

Try and work through as many as possible questions in HH: Chapter 1

	SESSION 2
	

	Subject
	Balance Sheet analysis – advanced

Income Statement analysis – advanced

	Reading
	HH chapters  7 to 9

	Objective of session
	An analysis of the two primary Financial Statements in more depth.

Income Statement: depreciation and amortisation and its drivers, subsidiaries and minority interests, extraordinary items, etc., 

Balance Sheet: sweating the fixed assets, intangible assets, capital and reserves, etc.

The statement of changes in equity.

Also the different types of company structure, types of shares that a company may issue, and other structural aspects

	SESSION 3
	

	Subject
	Advanced Cash Flow

	Reading
	HH:  Chapter 12

	Objective of session
	The various approaches to Cash Flow Statement (CFS) analysis are described and the indirect method is used to build understanding of the CFS.   

The CFS will traditionally be divided between:
-  cash from operating activities (CFO)
-  cash from investing activities (CFI)
-  cash from financing activities (CFF)
and ( cash (change in cash).

Examples with different sales growth patterns will be discussed to see the impact and changes in cash flows and from this we will briefly look at cash requirements for sustaining

The analysis of cash needed for working capital growth and the understanding of the cash flow statement will serve as the basis for an analysis of working capital management in the next session.  The management of the cash flow of an organisation and the (linked to it) management of the working capital cycle are two of the most critical focal points in managing a company.

	SESSION 4
	

	Subject
	Management of working capital

Traditional ratio analysis

	Reading
	HH chapters 13

	Objective of session
	The different components of working capital will be analysed in depth – both current assets as well as current liabilities.  The management of the cash resources will be discussed as part of managing the working capital cycle.

The working capital cycle will be determined and measures to reduce this cycle will be analysed intensively
Basic ratio analysis (excluding value added ratios ) i.e.:
-  liquidity ratios
-  debt ratios
-  profitability ratios
-  activity ratios
-  market ratios

	SESSION 5
	

	Subject
	Ratio analysis continued.

Integrated financial evaluation of a balance sheet, an income statement, a CFS and a statement of changes in equity as well as an overview of the industry.  

Analysis: vertical and horizontal.

	Reading
	HH chapter 13

A real financial statement of a listed company

	Objective of session
	Ratio analysis continued.
Students should now be able to calculate and especially interpret traditional ratios within the context of the company, the industry as well as over time.

This session also focus on an example of a comprehensive analysis of a listed company.  Students must now be able to evaluate a listed Annual Report as well as an Interim Report by unpacking and understanding the financial statements..
An introduction to analysing a set of financial statements

	SESSION 6
	

	Subject
	Value added (VA) concepts and the statement (VAS)

Leverage: operating and financial

	Reading
	The 3 articles on value added included in your readers

	TEST 1
1st hour 
	Analysis of financial statements.  Ratio analysis.  Analysis of working capital and cash flow growth.  Open book.

	Objective of session
	Value is discussed along with different ways of adding value, such as EVA (economic value added), CVA (cash value added), MVA (market value added).  The discussion will range from the macro level, where one can say that ( VA per country = Gross Domestic Product (GDP).  The VA on a micro-level is therefore the same concept as the GDP on a macro level.  
Operating leverage and financial leverage as analytical tools are discussed

	SESSION 7
	

	Subject
	Advanced ratio analysis

	Reading
	

	Objective of session
	Advanced analysis taking existing ratios to new depths in combinations AND additional (new) ratios not yet discussed

	SESSION 8
	

	Subject
	Financial evaluation of a 5 to 10 year historical review (2 or 3 class groups each to present 2 of the companies in their chosen sector – presentation and financial statements to be made available electronically the day before the presentation – for maximum discussion value).  The focus will be on the comprehensiveness of the analysis.

	Objective of session
	To enable a student to evaluate an historical review.  This is a comprehensive analysis of all relevant aspect of a company from its annual accounts.

	SESSION 9
	

	Subject
	Comprehensive financial evaluation of the interim report of a company with the focus on seasonality  (2 or 3 class groups each to present 2 of the companies in their chosen sector – presentation and financial statements to be made available electronically the day before the presentation – for maximum discussion value)

	Objective of session
	To enable a student to do a comprehensive analysis of all relevant aspect of a company from its annual accounts with focus on a major aspect.

	SESSION 10
	

	Subject
	Comprehensive financial evaluation of the accounts of a company, with the focus on cash flow and working capital management (2 or 3 class groups each to present 2 of the companies in their chosen sector – presentation and financial statements to be made available electronically the day before the presentation – for maximum discussion value)

	Objective of session
	To enable a student to do a comprehensive analysis of all relevant aspect of a company from its annual accounts with focus on a major aspect.

	SESSION 11
	

	Subject
	· Other aspects of Financial Valuation

· The Stock Exchange
· Any other financial aspect requested by students for discussion

	Objective of session
	· A brief look at the information given in the newspapers and the financial press and the interpretation thereof.
· A brief discussion of "Buffettology" and the Financial Evaluations he uses.

· A very brief look (with references for further reading) about other methods of investment decision making

· Analysis of other information (not public information) you as manager / owner of a business have.

· What information do banks look at?



	SESSION 12
	

	FINAL TEST
	Final Test (3 hours) covering all the prescribed work as well as the aspects discussed in sessions 1 to 11.  Open book.  
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