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From The Yep Desk.

Financial Analysis of Company A

ODAY'S page is the continuation of the last week. - -

Previously we had discussed about the financial Sales Ny

Market Analysis and today it would be the follow of Tahsina Rahman Cost of Goods Sold
the previous including Industry and economic Analysis. Depreciation

With the end of the millennium we would like to select
the people from every walks of life to guide us in the next
millennium. We would like to tell the YEP readers that
they can send their suggestions about the live celebrities
who has the leadership quality to guide us in the next
millennium. We have respect for those who are longer
with us. But we want from our readers a live personali-
ties name from every field of life like Engineers, Doctors,
Scientists, NGO workers, Politicians, Economists, Jour-
nalists, Entrepreneurs, Artists, Social Activists,
Lawyers, Film Makers, Writers and many others.

With the end of year | would like to know the feed back

INANCIAL analysis is important to understand why a company is performing the way it is and Gross =
therc it is heading. There are different Earu:s 'q.1|.a'h1r':':Ir are nnnce;ned I.?::!:u:::«ui: Lhuegl'inaru:ia:"ir analysis Trork
and the valuation of a company: a} Shareholders, b) Potential buyers, c) Management, d)

Creditor8. e) Vendors. f) Customers and g) Employees. Shareholders’ intentions are to maximize the
value of their investments. Potential buyers may be interested to continue the operations of the
acquired company or to break the company into pieces and sell to make profit. Management's
objective is to maximize a company's value, it must take advantage nlplhe strengths and.
simultaneously, correct its weaknesses. Creditors need to ensure the company has a capacity to repay
debt with interest as per schedule. Vendors need customers with strong cash flow, who can pay on time
and will continue operations so that are able to buf' products from them in future. Customers also need
products to be supplied on time and if possible then on suppliers’ credit. Financial analysis is
important for employees to understand their job security and career path in the company. In this
article we are focussing on shareholders point of view. ;

Financial analysts need to visit companies, factories and meet decision-makers of the companies
to collect information required for analysis. They also need to be updated on the industry, economy
and politics as well. Let us analyze Company A:
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- . : Assumption of Company A: Earning Before Tax
Rafi Hossain | . Company A is an export oriented company.
. The company rai money by 1:1 rights issue @ Tk100/- in January 1997 to double its Provision for
- | production capacity. - Taxation
. Expected date of commencing commercial production in the new unit was March 1997. [Net Profit After Tax
n u S an CO n O ml C however delayed and started in September 1997,
. gapacity utilization rate is 70%. [icea =
) + orporate tax rate is 35%, but the compan s 50% t tion [ i
a nal SIS oo cnrlr-lF;rzny. | pany enjoy ax exemption for being an export
alsc: Tklﬂ%lfrtnl share price is Tk130/-. For simplicity we are assuming that 1998 year end price was # QE Shares (m)
by Yawer Sayeed *  Industry P/E is 6x. EPS (Tk) — R0 — 574 31.80 l
Income Staternent e T L0 130.00
Investment Philosophy: ingividuals to finance home F - ) Actual (Taka in million) % of Sales P/E (x) _ 4.00 4.08 ]
Top-Down vs. Bottom-Up mortgages and the purchase 1996 1997 | | Liviaend payout ratio (%].. 61.54 m 60.00
NvESTMENT ﬂﬂﬂl}"ﬂ[ﬁ C[UEE‘EEC“UHaI stu :’r ﬂf some SIS TR {—1219 + Dividend In} 20.00 35.00 -]al.‘
procedure is guided by of other durable goods such — T Good — Yield (%) i 5 1538 26.90 1272
lwo broad investment asautosand appliances. costa So0e il 11957} )
philosophies, i.e., top-down b) Money Supply: | |Pepreciation : e ] (11) .
approach and bottom-up ap- Reduction in money supply | |Gross Profit 133 151 3 21 A ANAlySH —
P!‘[;H.f‘h. . as wused In restrictive | |Selling Expenses ' ® (14) g | ©7 e fgpih 2;?;";};: L A %ﬁi‘; ' ;ggﬂéhe ﬁ.mp?,-ny Slrengy B.ChlE'-i’EH
n top-down approach, an  monetary policy reduces the | [General & ) ! 1 ; | ctive, 1be heliive o G qaogtva ue
Eﬂﬂ]}’Sl starts with eco- supply of funds for wurking Administrative Expenses 8 s 23 25 Lo rspective, we EEEE"E it should at least
go for different indus- business. Before Interest 92 89 88 - = S I
lry/sector analysis, Based Other Factors/Indicators | |and Tax | Depreciation — 20m the analysis simple)
on the industry outlook, a) Protectionism: InterEEt Expt_enses - [4.4) 6.4) 5.2) Selling Expenses 0.8% of sales 1% of sales (Same as last year. In 1997 and
then he/she decides on the Tariff and Non-Tariff | |Qther expenses 01 | ©J | ©0D 1998 company A alveady, spent enough to
asset allocation. Barriers Other Income - 05 01 General 1.6% of sales lﬂ?';ﬁ of Bﬂlﬂﬂ?‘lﬁiarﬁi :3 hﬂluar.lr;;I i ar) Al
Contrary to that, bottom- b) Covt. Subsidy Earning Before TII{_EBT] - T = = Adiniatoative 3 . . ye |
up IHFIPTU?Eh bfgiiﬂﬁ Eilh o Thrust Sector Provision for Taxation {0.9) 0.5 0.4) . ———er —_—
aralysis o Cﬂmpﬂn es. ere {ﬂ Per capita GDP lﬁﬂt Pruﬂ"‘l:ﬁﬂu T ;i I ST | JLATLE il —
the performance of compa- &) Cnnsﬂmcr Price T s : t“ 39 —] 23 | 32 ! . — o change]
nies is the sole determinant nd Infl [JQE_I‘L - ¢ — - e ’ — i (No clang — i
factor in deciding asset allo- f;:x;' [?ﬂ ﬂ:l?::mn — _ Actual (Taka in million) | % of Total Assets Other Inmcome 7m 0 (This is not the main source of income so we
ol Bt p 0 , _—_Tﬁ 557 558 1556 IEEEI 558 aséiu'?}e it to be nil from conservative point of
Both the approaches have 2 Foreign Exchange Current Assets '_' = = Provision for Taxation | 10% of earning before | 20% of earning before tax. (What if the
%ul Ewrus and dcngrltg_ Rate Cash & Bank Balances — 5 = — 3 o W) A — | tax (same as last year) overnment increases tax rate or reduces tax
op-down approach may Rate o Ur- - - i ; j : _ —— —— 1 : :
end-up with certain stock ba:l':::zatiun £ 2 IMEnunts Receivables for Goods [ 248 413 |19.1 18.8 25.5 Dividend (Tk) 3 20. (Based on 60% dividend pay-out ratio i.e., if
picks wf:r:re most pr?fl:._lablc i) Literacy rate Inventories 834 957.16 IEB.I 632  |59.3 | E“"Eup fﬂﬁt = RI00 tien dnidend ould e
companies may not have ) War Total = o | 1056 After Aol " ' o 2
. | s 1.373 |876 832 er doing this conservative analysis, we have derived that in 1999 company A will make profit
given the best weightage., But: | | k) Political _ =S| : s : l ]M.D and pay dividend at least the same as last year. We have calculated the down sldi risk. The cnn:llj ny
it engures the very essence. of T e s e —— . i ] L will obviously try to meet its goal and even if the mana ement achieves 50% of their budgeted net
investment, i.e.. risk diver. Edonaaml : d s ﬁ ed Assets - 188 208° |94 14.2 12.9 '| profit, it will be higher than our expectation. By doing this kind of simple analysis small investors
sifieation: -onomic  an oc e : ' j2h ; can decide whether they should buy the shares at current price.
On the other hand., bot Ihﬂrk{ﬂ c;]ufiluuks myﬂv:jn 3 5. 4 3 H 3.0 2.6 ] At the price of Tk130, 1 would recommend to BUY.
Sl ~ couniry helps an - & 1
that the investment prof- pﬂt‘lf{ﬂ?':. {:hangll,l: m.Lm, Asnets Sl 1319 1615 (1000 Ilm'n R Problems OfFinaIICialAna] sis In esh Share
of. Bl il risks industry  esuly in underweighting or | [Overdrall & Bank Lowrs st Market: Impact of Subjective/Qualitative Factors
: ; . i Al 5L ove i ting ti s s i L ! :
ZOvETHTICnt TONELY o l;a; ?:;ngnmr ;,rf;rggérlé:rar cu Accounts Payable for Goods 249 1136 by M. Minhaz Zia
fiscal policy changes. Industry Analysis + F-”Vl'dfnd Payable | TR " B e |
E‘C“””""‘:' Analysis Industry can be termed as | [Provision for Taxation T3 13 1 12
acroeconomlic’ varl- (hesstof companies produc- | [Total e ‘ HY we need fairly valued, vndervalued c2! Analysts are ~ctually
al%_lgﬁ F};]npr the growth and ing same goods or services 864 986 1262 1771 Analysis for or overvalued. not expected to make consis:
. ¢ lotlowing table showsa 444 competing against each — = Investment: Which Analysis: Efficient tently superior return after
levf-E]gmen[ of any indus-  gher, otal Liabilities 864 965 1262 [77.1 Efficient Frontier: Market Hypothesis (EMII): ~djusting for transaction
tg.‘”?ﬁ:ﬂ?&ﬁts&iiﬁiﬁ ol risk-return profiles. e Eap"al. 0 160 160 |7.1 | We need financial analy- What analysis is apnra:  cost and risk.
and fecal polistes. "Y' Thus. in making our in. | [Reserves & Surplus 177 | 13 i3 158 = on sis simply because our in- priate. to some extent de- It is however the semi-

f ] policies. €% yaGliment decistons, indus- YR e e ' ' veslible surplus or resources pends on the analysts view strong form which attempts
dare several economic indi- try:analisis has. 4 bralothid J 257 33 ]L J63 229 jﬁz 21.9 both for individual and in- about the Efﬂ{:ignr:‘r level of to invalidate fundamental
galﬂlfﬂfmdfﬁl“:ﬂ: atTﬁ;t Lo stitutions are limited and the market not necessarily analysis is most debatable.
nl‘;l?h? bI;T_?r abi “1}’-1 < ?'T"E The following lactors cin | [Total Liabilitics and 1121 1319 1615 11000 1000 1000 there are several alternative operationally but informa- Evidences are mixed.
S [“.-:-E. ccc?;};l {:P 2GR chnsidered Shile analyz- Sharcholders' Fund | investment opportunities tionally. Generally efficient Though it received support

Fill:ill ;,_.,HSEP B ing an industry: Cash FI Taka | available with a matrix of market hypothesis states Irom some event studies but
b cy a) Industry Life Cycle: <ash Flow _ Taka in million I _ varying return potentials that in an informationally in general apparent pricing
Provisions: Influences an Each industry goes throu:h _Net Profit_After Tax %L 1%‘1& along with varying degree of efficient market all relevant and performance anomalies
centoy o a four-stage life cycle and | [ Depreciation = = risk associated with each., information are quickly documented in a growing
E'ffE'CIF F‘nrﬂ t‘l:ar ip l:er industry position in a life —_LChan & I1j Accounis Recalvabie B4 65 Our objective as a rational and randomly processed number of studies show that
il IR 1 Hgi € evele ban help fhéecast Iis L‘-—-—E—_C_han_ge Liinventory — an (123 investor is to pick up the in-  and get reflected in the price these are inconsistent with
intrea},é;s SI m{? ud Fp‘ sales. Change in Accounts Payable } 15 %) vestment, be it in individual movement. However, there the semi-strong form. Some
ebhcihla E, Tnlan T;.]Jr 1) Introduction | Change in Accrued Liabilities _ ] 3) asset or portfolio construc- are three versions of it of them are -
s Et:"ﬂ T;d 5-“_1 ¢ 2) Growth Net 1 Provi viti (44) (108] tion, offering the highest re- Weak Form .Superior return ol value
indEst{lea ot Dﬂlﬁ‘ 3) Maturity L&NME&E%MQS (100 (69) turn at the acceptable level Semi-Strong Form “stock
Ot e al 1slupply 4) Decline —%t%—hﬂ'ufwﬂ (100 (69) ~- of risk or alternatively low- Strong Form Superior rc¢turn  of
Havrarores bz, Ot Wil b)  Gross Margin T T T T —— L 197 est risk for a desirable re- Weak Form small/neglected firm
hplia gnnc.\s.' erch Imfigélﬁ o Net Margin Sividende b - = [3%] | turn, Therefore in any in- In ils weak form EMH Most importantly excep-
e denin for contim s d) Growth in EPS Mot Cash fios ST st : E’U::’-Llllt‘:xilé decision you have States that all past data re- tional track record of some
goods, that affects another €  Earnings Multiplier | [N in 10 Ilg i :(mﬁd refurn., Olhirie] Solis  dhien poaly 18 e Aand indivitdyal which
2 of Spplic s (PE Ratio) Actual C = = J i2) sk and return. '{:}lhenvise already reflected in the cur- are attributed to their supe-
SFsuppliers. = 6 o e _ 10 }ri::*-u will be lf:ft with an in-  rent price. Hence such in- rior fundamental analysis.
16 AdA Hondll T, Tons g Dividend Paveom Ratios '{'_LEF{’]“,EM which is sub-op-  formation is of no value and In general we can con-
Sredits Tan i e P n 1996 1997 1998 imal in terms of results. cannot be used for predict- clude that regardless of effi-
courage spending, whereas h P/BV Ralio # of Shares (million] 0.800 1,600 1.600 ?hfétﬁ of A'Lal}"'s‘s Ing future price. This di- ciency level of a particular
Sdditional faxes oh fncomes” Words of Caution EPS (Tk) 53.75 17.50 32.50 re are basically two rectly challenges the techni- market fundamental analy-
: Price (Tk) 200.00 160.00 130.00 lypes of analyses practiced cal analysis.
gasoline, cigarettes discour- l.  Future industry : in th k ' 818 as always. béen and
P/E (x) 3.72 9.14 4,00 € market Semi-Strong Form shall continue to remai
ages spending, performance mav not be Technical Anal remain
Monetary Policy: Expan- Same as past performance Sons e e per Share{Ti 2 <l 28093 F e aRays's Semi-Strong form asserts  relevant and appropriate.
= or Bosbeicttoe 2 Rates of otiics. 'nl' Price to Book Value [x) 0.62 0.77 0.59 Tunhdafmental Analysis that all publicly available Elements of Fundamen-
.J“'IT Interest Rate: hn: HFme within ndusieies Eh?ﬁ:ﬂ (Tk) 15,95 20.00 20.00 nghgizzll iﬂnﬂli'fﬁif 3 information has been tal Analysis; Role of Sub-
increase in interést rate as  Vary, So company T iyals e N 7.50 12.50 15.38 T if;-}"ﬁ asc  efficiently and accurately jective and Qualitative In-
sought by restrictive IS a necessary follow-up to | |roE 5 16.73 841 1473 | aminatiung ?r: sion on ex- reflected in the current formation
monetary policy would raise industry analysis. ROA (%) 3.84 212 3.2 and vulumendatiri::}r dﬂf;ff ﬂﬂce. oerelore by (s Jora b8 suatod SALler
firm's costs, discourage 3. Return of an | |Debt/Equity (%) 267.32 232.13 274.69 mine the recurrent and gnld“;icuf ;halienges not.  (undampntdl Endlysis
business growth. and make industry may be high, but it | |Effective Tax Rate (%) 18.87 17.65 10.34 predictable pattern in the but}ft'unzaninlt.gfal HII‘Ia:ysis ke Selenn ve e o
It more expensive for comes with inherent risk. T A - ) — | movement of individual se- well, S f:ypj:gﬁ lg:i]iﬁwciaﬁugﬁ
. The followin ) . 9% sal curity or market as a whole : ‘
some leading iﬂ%h::tt:']l::i]:f::n ;I :5::; sectional study of production insnef:ug; ﬂ*fvth was volume driven and lower than market expectation due to delay in | to enhance return with the gﬁﬁﬂg Eﬂrrr;n asserts {h mtl'::r:? = IL i n}n. But
' . Selling, Asserts that interestingly ‘hese data are
support the %ﬁ;ﬂg&?& Edﬂi"fg:f“n“ ISG&A) expenses increased from 2.1% to 3.0% of sales to | 03SIC assumption that even non-public informa- ot nsed * mechanicall
" Gross ~““wSales - “Dividend - Sector . Interest expenses lngf:au:drby gé,% Anedindin i mana , market s its own best pre-  tion (insider or privileged rather these are :hlentdﬁfi
Margin._Growth - ¥ield (%) §PEx year end fi-'ure shows stable efficiency. g capital management. although | dictor". information) s 2ot suffi- with the analysts ow
d o QR 90) ol AR _ : i I_J'FI.‘."I.'I_“'d production I‘MUEB?HPJ&T margin. Fundamental Analysis cient t R ; : % s e
:E:n::it - ; 5.04 0.3 . - Oilipany A raised Tk80m by issuing rights share Fundamental Analyst on profit ° Fmsupcrnormal - Judgmental assessment
<2 Bal— Tie0 - ' “His
ommercial ﬁ:na{: -1 ‘11'%?1_ —Isr.__m_ - %ﬁ:}é”mm‘i‘:ﬁ by'[;éﬂbﬂ; ﬁ éhﬂin Capacity expansion was not completed by the end of 1997, the other hand makes an ex- Historical Evidence: baENE:“T}ntths ;nslghL |
o m et 2 = Assets increa i lensive use of company, in- First of all Strong Form Mmerits Eﬂrchiarf t;n.rn“c =
e eral Insurance 930 : ; AHEIYECI:E-IHEE o dustry and macro-economy of EMH is an extreme view data that we tl;k:d aabi:f
ousehold T3 N T : mpany A achieved a sales h of 35% following the expansion program. data and accounting infor- and inconsistent with an ac-
Durables . Edrgisa profit margin inmasccﬁ:l?;?tn reduction of raw material prlcesl:_’ e mation to make estimate of tual practice of any market e So- necessarily: jall
_Ind & Medical Gas 8B 0 T To— % on of fixed assets increased depreciation Expenncs by Tk32m in 1998 future earni f h d auanitative: Ini nuture;
= m _m TEE'_ Efficiently controlled SG&A cxgenst:a reduced by 0.3% of sales ' 5 prospeciaia gyen. JI€ oSt develaped there are several other
ther E__G'r'—g-m——rm— 3 2;.& fmuEl: g:;;jﬁw tax rate declined by 7.3% due to tax holiday, as a result NPAT margin increased to E?Eu;l]t L PREE RSN an' beeatlse privileged Ine qualitative information de
~Tlle Insurance _%IFTW—“ L i narily incorporates judg- ormation available to cor- :
~“Pharmaceulical 5 0] —m-.?—_m__m__ APkl rn?;n;:,t]i;;?imhlﬂ in days increased from 74 to 91 due to increased credit terms to capture mff‘ltal assessment based on porate insiders, market ;:gﬁgaill;;;l:uesrlggﬁdﬁr
‘W . Inventory in days reduced from 288 to 247 o insights the analyst believes makers, brokers etc. can W :
Eefa” Electric '—m_m : ﬂverdreg increased for working capital ﬂnanT:ﬂ BipSECIIer. he has gained ahead of other certainly influence price. f;in :;'lv;}:;‘!agiil?igta;uve Side
-Tgﬁﬂ““‘-s ﬁ; Company A managed to increase accounts payable to reduce bank borrowing. E‘af ket participante. The Weak form bf EMH on the which the analyztastzﬁg
A " 5 N - P Satinl €y premise of fundamentat otHer hand has been found :
Textil Pty nsitivity Analysis un W ; :
PE::EDMd nd;{iz N : Small investors do not have an access to information required for {inanc .l analysis. Th ﬂlnalysis N t'hal each secu- !0 be'largely correct particu- Bziﬁlegi::?i;ifmrégigati .
e o gt 5, 1998 1 oo 0 based on Cloaing | el lermatien o nevapapers dgtine” s e oo 1nd sty Ty b | ity has an inteinaic vaue larl In Geveloped ana ef bt 1 1468 (0 precict e
.- 5 | : rmation investors are able to do simplified analysis called - tif S eppropriace study o clent market where the stud- ‘ A
Annual Growth rates are calculated for the period 19938 Analysis’. The fullnmgénman a%ual income statement of Company A for 1998 min ement prep:reﬂ data Information will re- iés were done and systemat- :in?Ut"Efd by the future
N | =1 - anc then Irom conservative point of view a ‘What if Analvsis’ ufaf ically documented. Techni. o Tobecontinued

999 projections: | veal whether the security is



