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COURSE OUTLINE

This course is about the analysis of financial information - particularly firms’ financial reports - for making decisions to invest in businesses. The primary focus is on equity (share) valuation, with some attention given to credit analysis and the valuation of debt. The methods of fundamental analysis will be examined in detail and applied in cases and projects involving listed companies. Topics include models of shareholder value, a comparison of accrual accounting and discounted cash flow approaches to valuation, the analysis of profitability, growth and valuation generation in a firm, testing the quality of financial reports, forecasting earnings and cash flows, pro-forma analysis for strategy and planning, analysis of risk, and the determination of price/earnings and market-to-book ratios.

The course will be taught from the perspective of a security analyst – particularly the equity analyst – but much of the material covered in the course will be relevant to the corporate financial analyst for evaluating acquisitions, restructurings and other investments, and for calculating the value generated by strategy scenarios.  By the end of the course, the student should feel competent in writing a thorough, convincing equity research report.

The course is of interest to those contemplating careers in investment banking (particularly in equity research), security analysis, consulting, public accounting, and corporate finance.  And it will also help with personal investing. 

The course will be in the form of lectures, discussions, exercises and cases and will involve a course project. 

By the end of the course students should have answers to the following questions: 

· How are fundamental values (or “intrinsic values”) estimated? 

· How are business strategies analyzed in order to understand the value they create?

· What business activities determine value?  

· How is “value created for shareholders” identified?

· What is the role of financial statements in calculating equity values? 

· How does one pull apart the financial statements to get at the relevant information for valuing equities? 

· What is the relevance of cash-flows?  Of dividends?  Of earnings?  Of book values?  

· How does ratio analysis help in valuation? 

· How does profitability tie into valuation?

· What is growth?  How does one analyze growth?  How does one value a growth firm? 

· How does one analyze the quality of financial reports? 

· How does one deal with the accounting methods used in financial statements? 

· How is financial analysis developed for strategy and planning? 

· What determines a firm's P/E ratio? 

· What determines a firm's market-to-book (P/B) ratio?

· How does one evaluate risk?  For equity?  For debt? 

· How does one evaluate an equity research report? 

· How does one trade on fundamental information?

     Text 


     The text is Financial Statement Analysis and Security Valuation by Stephen Penman, published by Irwin/McGraw-Hill with copyright date 2001. This text is available from the Columbia University Bookstore, 2922 Broadway, New York, NY, 10027.        

     Preliminary reading for the course


    Financial Statement Analysis and Security Valuation, Ch. 1-3.  

     Other reading 


     The following books provide useful reference for the course.

A good introduction is: 

     Copeland T, Koller T, Murrin J, Valuation: Measuring and Managing the Value of Companies, Wiley, 3rd Edition, 2000.  

     Other books on financial statement analysis:  

     Stickney P and Brown P, Financial Reporting and Statement Analysis: A Strategic Perspective, Dryden Press, 4th Edition, 1999. 

     White G, Sondhi A and Fried D, The Analysis and Use of Financial Statements, Wiley, 2nd Edition, 1998. 

     Palepu K, Healy P and Bernard V, Business Analysis and Valuation Using Financial Statements, South-Western, 2nd Edition, 2000.  

     The Web Page: http://www.gsb.columbia.edu/faculty/spenman/VAFS/


     The web page contains the course outline, course notes, additional exercises and cases, and links to financial information and research engines. Some copyrighted material is behind a password that will be given out in class. Please do not give this password to others. 

     The notes, exercises and cases can be downloaded using Adobe Acrobat Reader, version 3.0 or higher or with a browser with a PDF plug-in. 

     You will find the links page to be a valuable device for fundamental research. Use it as a window to resources on the internet.      

     Assessment 


     The course grade will be calculated 40% from an exam and 60% from a project. The exam will be of 1½ hours duration, with the purpose of testing a basic understanding of the principles of fundamental analysis.  The course project may be done individually or in groups of up to four people.  Students develop the project as they proceed through the course.  The project should involve equity or debt analysis and in most cases is presented as an equity or debt research report.  The following are some suggestions: 

· An equity research report on a company or set of comparison companies. 

· Evaluation of an acquisition from the point of view of the acquiring firm or the target firm. 

· An analysis of accounting issues in a valuation for a particular industry sector. 

· A quality of earnings analysis for a particular company.

· Evaluation of a restructuring. 

· Evaluation of a firm's strategic choices with the goal of creating shareholder value. 

· Discovery of mispriced firms. 

· Evaluation of a privatization or an IPO. 

     The submission will be graded on its creativity, demonstration of depth of knowledge, rigor, and clarity in communication. You may choose firms or industry sectors in any country, or make comparisons between countries.  

Important Dates


To be announced.

Instructor 


Stephen Penman 

612 Uris

854-9151

shp38@columbia.edu
Office hours: to be announced

Teaching assistants will be assigned to this course.  They will schedule review sessions, as needed, and will be available for individual consultation with students.

Course Outline 


	Session
	Topics
	Reading and   
Exercise Sets
	Cases

	1
	Introduction to Fundamental Analysis  
Method of Comparables  
Asset-Based Valuation  
Stock Screening
	Ch. 1-3
	America Online M1.1

	2
	Choosing a Valuation Technology  
     Dividend Analysis  
     Cash Flow Analysis
	Ch. 4
	Weyerhaeuser M2.3  
Analog Devices M4.2

	3
	Choosing a Valuation Technology  
     Earnings Analysis  
     Residual Earnings Analysis
	Ch. 5, 6
	Kmart M5.2 
Chrysler Corporation M6.3

	4
	The Analysis Template  
Analysis of the Statement of  
  Shareholders' Equity
	Ch. 7, 8
	Nike and Reebok I M7.1  
Nike and Reebok II M8.1

	5
	Analysis of Operating and  
  Financing Activities
The Analysis of Cash Flows
	Ch. 9, 10
	Dell Computer M10.1

	6
	Analysis of Profitability
	Ch. 11
	VF Corporation M11.2

	7
	Analysis of Sustainable  
  Earnings and Growth
	Ch. 12
	Dell Computer M12.1

	8
	Valuation of Operating Activities
Simple Forecasting and Valuation 
	Ch. 13, 14
	Chubb Corporation M13.1

	9
	Full Forecasting, Strategy and Valuation
	Ch. 15
	Home Depot M14.1
Borders Group M15.3

	10
	The Analysis of P/E Ratios
	Ch. 16
	Procter & Gamble M16.1

	11
	Quality of Earnings Analysis
	Ch. 17-19
	IBM M18.1

	12
	Risk Analysis
	Ch. 20, 21
	 


