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Welcome to Financial Statement Analysis and Valuation! 

This syllabus intends to make the course objectives, contents, structure and requirements 
transparent for you. We hope that it will help you obtain the greatest possible benefit from the 
course. All relevant material and other information is on the LSF course website.  

Please read this syllabus carefully before the first class session! 

1. Objectives 

Your previous coursework in accounting introduced you to financial reporting as the “language 
of business“. It made you familiar with the architecture and interpretation of financial 
statements. This course builds on that knowledge and takes it towards application to real-world 
valuation tasks. You will learn to analyze and interpret financial statements in order to assess a 
firm’s financial situation and conduct a sound fundamental equity valuation.  

We will take the firm’s financial statements as a basis for understanding the firm’s past business 
activities and for forecasting its future business activities. From the perspectives of (external) 
equity investors and financial analysts as well as creditors (banks, ratin g agencies, bond 
investors), we will employ traditional financial ratios as well as forecasting and equity valuation 
techniques in order to develop a fundamental assessment of a firm’s profitability, financial 
stability and prospects, thereby ultimately assessing firm value and its drivers.  

This course adopts a specific financial accounting perspective on the analysis and forecasting 
process. The financial statements are our basis for understanding the firm’s economic situation. 
This approach builds on accepted valuation theory and is highly descriptive of how firms are 
valued in practice. 

While we will deal with analyzing financial statements and other real -world information relevant 
to firm valuation, time constraints force us to focus on a basic understanding of these topics 
rather than require you to master all the practical issues involved in the collection of relevant 
information and in assessing a firm’s strategy. However, the textbooks by Lundholm and Sloan 
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(LS) and Ballwieser and Hachmeister (BH), which underlie this course (see descriptions below), 
will help those interested in deepening and applying their knowledge.  

This section is about teaching you a framework for financial statement analysis with the main 
objective of equity valuation from a financial accounting standpoint. Here is what it is not 
about: 

 It is not about teaching you all of the details of advanced valuation theory. We do use basic 
valuation theory, but will not have the time to deal with advanced financial modeling.  In 
particular, the notion of uncertainty and its relation to the cost of capital is given relatively 
brief treatment in this course. Students interested in elaboration on this aspect are 
referred to the course “Corporate Finance”.  

 It does not endorse or use the eVal software promoted in the LS text book. 

 It is also not about teaching you US GAAP. Being a US textbook, the LS book relies on US 
firms and frames its accounting discussions in the context of US GAAP rules. However, 
given that IFRS and US GAAP are converging, the accounting issues discussed in the LS 
book are easily applied to the IFRS world. We do not expect you to know these US GAAP 
rules for the exam.  

2. Learning objectives and professional uses 
Our aim in this course is to instruct you in conceptually sound and practical approaches to 
valuing equity securities, based on fundamental analysis.  

To this end, you will learn how to: 

 Process reported financial statements to obtain an appropriate basis for analysis and 
valuation; 

 Apply financial ratio analysis to bring out the story that the financial statements tell;  

 Identify the drivers of firm value; 

 Develop good financial statement forecasts using a systematic, structured approach;  

 Apply the most common valuation models; and 

 Use analysis and valuation to challenge the assumptions inherent in the market price.  

The skills acquired in this course are useful in a wide array of professional areas, including 
investment banking (particularly equity research), private equity, security analysis, asset 
management, consulting, public accounting, corporate finance, and strategy. They will also help 
with personal investing. 

3. Teaching philosophy 
This course requires you to do some reading, which you should, for your own maximum benefit, 
ideally complete in advance of each class session. (The “Course Structure” below gives the 
required and recommended readings in detail.) In class, we will then add value by bringing this 
material and knowledge to a higher level of awareness by applying it to concrete examples. It is 
a well-known fact that financial statement analysis and valuation requires more than applying 
standard, boilerplate tools and checklist-type approaches. Experience shows that the extent to 
which you become excited about this class and take away important lessons is d irectly 
proportional to your diligence in reading ahead, actively participating in class,  and proactively 
working through the practice session materials.  

4. Materials 

4.1. Textbooks 

Lundholm/Sloan, Equity Valuation and Analysis (with eVal) , 3rd edition, Boston et al.: McGraw-
Hill/Irwin 2012, ISBN: 978-0073526898. [LS] 

The textbook by Lundholm and Sloan takes a pragmatic approach to equity valuation and 
analysis with a distinct financial accounting emphasis. In contrast to some finance -based 
valuation texts, it focuses less on the theory of valuation models (although it does a good job 
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there too), but discusses how understanding the financial statements helps in the valuation 
process. 

While some of the LS textbook’s material goes beyond what we can cover in this course, it will 
support the basic structure of this course in terms of a useful framework for equity valuation. 
The book’s main advantages are the following: First, while it covers the whole financial 
statement analysis and equity valuation process from a sound theoretical basis, it is actually 
quite brief. Second, it comprises numerous case studies that you can use to deepen your 
understanding of the material and provide hands-on experience. We are sure that the LS 
textbook will prove to be a resource that many of you will find useful during your studies and 
professional lives far beyond this class. 

Ballwieser/Hachmeister, Unternehmensbewertung, 4th edition, Stuttgart: Schäffer-Poeschel 
2013; ISBN: 978-3-7910-3247-4. [BH] 

The textbook by Ballwieser and Hachmeister provides an in-depth overview of common 
valuation techniques. Spanning the whole valuation process, it focuses on detailed descriptions 
and critical assessments of common valuation models.  

Relevant sections from LS and BH are indicated in the “Course Structure” below. 

Availability – A limited number of the LS and BH textbooks is available in the LMU library. You 
can purchase your own copy online, e.g. at www.ebay.com or at http://www.ebook.de, or order 
one at your local bookstore (ask for ISBN 978-0073526898 [LS] or 978-3791032474 [BH]). If 
questions arise, please do not hesitate to contact us.  

Further, McGraw-Hill Higher Education offers the option to purchase an E-Book version of LS. 
Two versions of the E-Book are available: full version (US$ 59.61) and adjusted version 
(US$ 50.26). While the full version contains the same content as the print version, the adjusted 
version excludes several chapters which are not in the focus of this course (Chapter 2: 
Information Collection, Chapter 8: Forecasting Details, Chapter 12: Some Complications, Part 2: 
Cases). The offer can be accessed directly at  http://create.mcgraw-hill.com/store/LMU. 

4.2. Section Guides 

All course materials are organized into distinct topic sections (see the list of sections under 
“Course Structure” below). On the LSF course website, you will find a Section Guide for each 
section. These short Section Guides summarize each topic section in the form of an annotated 
reading list. Each one contains a problem-based introduction, learning objectives for the 
section, a list of relevant readings, and a summary of the material covered in the section to  help 
you prepare for the final exam. We expect you to have read the relevant Section Guides before 
coming to class.  

4.3. Other required materials  

The Bayer Annual Report for 2014 will be used throughout the course to illustrate the material 
covered. Please access the PDF version (on the LSF course website) or the HTML version 
available on the Bayer website: http://www.annualreport2014.bayer.com. 

4.4. Useful references  

Interesting research papers and articles from the financial press that pertain to course 
discussions may be distributed as the class progresses.  

U.S.-style books and research papers with a focus on security valuation:  

• Penman, Financial Statement Analysis and Security Valuation, 5th edition, Columbus 2013 (relevant 

sections available on LSF) 

• Penman, S., Accounting for Value, Columbia University Press, 2011 (relevant sections available on 

LSF) 

http://www.ebay.com/
http://www.ebook.de/
http://create.mcgraw-hill.com/store/LMU
http://www.annualreport2014.bayer.com/
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• Lundholm/O’Keefe; 2001, Reconciling Value Estimates from the Discounted Cash Flow Model and the 

Residual Income Model, Contemporary Accounting Research 18(2): 311-335 (available on LSF) 

• Esplin et al. (2014): Disaggregating operating and financial activities: implications for forecasts of 

profitability, Review of Accounting Studies (19): 328–362 (available on LSF). 

German textbooks with a focus on business valuation in the German institutional environment:  

• Mandl/Rabel, Unternehmensbewertung – Eine praxisorientierte Einführung,  Wien 2002. 

• Ernst/Heyd/Popp,  Unternehmensbewertung nach IFRS – Bewertungsverfahren, 

Umsetzungstechnik, Fallstudie, Berlin 2014. 

• Moxter, Grundsätze ordnungsmäßiger Unternehmensbewertung, Wiesbaden 1983. 

4.5. Useful websites 

Websites of expert committees on valuation 

 International Valuation Standards Council (IVSC): http://www.ivsc.org/ 

 Expert committee of the Institute of Public Auditors in Germany (IDW) (German): 

http://www.idw.de/idw/portal/d611006 

Websites of financial accounting standard set ters 

 International Accounting Standards Board (IASB): www.ifrs.org 

 U. S. Securities and Exchange Commission: www.sec.gov 

 Financial Accounting Standards Board (FASB): www.fasb.org 

 German Accounting Standards Committee (GASC): www.drsc.de 

Useful news sources on (international) financial accounting 

 Current news on (international) financial accounting developments on Deloitte‘s websites at 

www.iasplus.com (English) or www.iasplus.de (German). 

 Subscribe to newsletters from CFO magazine (www.cfo.com; English) and/or GASC (www.drsc.de; 

German). 

5. Course overview 

The course is organized into four main sections:  

1. Introduction and Key Financial Accounting Basics 

 To start us off, we will discuss the objectives of financial statement analysis and valuation, 

which are linked to different valuation occasions and styles of investing. One possible 

objective of fundamental equity valuation is to identify mispriced stocks by assessing 

‘intrinsic value’ and comparing it with market price.  

 We will then recap some basic financial accounting themes important for analyzing financial 

statements and deriving valuation model inputs. 

2. Financial Statement Analysis 

 The valuation approach taught in this class is based on the idea that good valuations are 

based on good inputs. Good valuation inputs, in turn, are derived from sound forecasts of 

future balance sheets, income statements, and cash flow statements. Such forecasts rely on 

an understanding of the firm’s business model, market position, and strategy. 

http://www.ivsc.org/
http://www.idw.de/idw/portal/d611006
http://www.ifrs.org/
http://www.sec.gov/
http://www.fasb.org/
http://www.drsc.de/
http://www.iasplus.com/
http://www.iasplus.de/
http://www.cfo.com/
http://www.drsc.de/


LUDWIG-MAXIMILIANS-UNIVERSITÄT MÜNCHEN PAGE 5 OF 8 

 

 The financial statements reported by the firm may be distorted by different types of 

measurement error, which renders them a less-than-perfect basis for forecasting the firm’s 

future cash flows. Accounting analysis aims at adjusting for these distortions. 

 Financial ratio analysis brings out the story that the financial statements tell. It captures the 

firm’s financial performance, stability and liquidity in a set of ratios. 

 An important task in financial ratio analysis is to understand the firm’s operating and 

financing activities separately; to this end, we will apply Advanced Du Pont analysis. 

 Financial ratios capture certain relations among different parts of the financial statements, 

e.g. between sales and inventory in a ratio such as inventory turnover. These relations 

express important economic phenomena that characterize the firm’s business model. 

Computing and interpreting these ratios allows us to develop a deep understanding of the 

firm’s business model through the financial statements. 

 

 

3. Forecasting 

 Good forecasts are the most important ingredient of good valuations. Developing good 

forecasts hinges on a systematic, integrated, structured approach. 

 We start with the sales forecast, and then use financial ratios from our analysis of the past 

financial statements as a foundation for forecasting future financial statements (also called 

‘pro forma’ financial statements) under appropriate assumptions. 

 This process will involve rearranging and simplifying the financial statements, as well as 

making adjustments to obtain data that is an appropriate basis for forecasting. 

 A full set of forecasted ‘pro forma’ financial statements provides key inputs to any valuation 

model. 

4. Valuation 

 Valuation uses different approaches, which are subject to different assumptions. Our focus 

will be on valuation approaches based on discounted expected future cash flows (DCF 

models). We will first work on getting a broad overview of basic building blocks, generic 

valuation formulas, and different valuation models. 

 We will then introduce the notions of uncertainty and risk, which will lead us into a 

discussion of the appropriate discount rate to use in a DCF valuation context.  

 In addition to DCF models, we will cover other valuation techniques as well, including asset-

based approaches, mixed-method approaches, and market-based approaches. 

 Finally, we will acknowledge that there is no one ‘correct’ valuation, but that any valuation 

reflects our assumptions and the uncertainty inherent in them. Therefore, we will reflect on 

different possibilities of explicating and assessing the uncertainty inherent in our valuation 

assumptions. 

6. Instruction formats and requirements 

The course consists of in-class lectures, practice sessions, and a final exam. 

During the in-class lectures, material will be presented and discussed in class. Active 

participation is strongly encouraged. Below, under “Course structure”, you will find the 

required sections in the LS and BH textbooks. Studying these assigned readings ensures that 

you will be able to follow along and participate. 
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Three parallel practice sessions, conducted by the teaching assistants, are intended to provide 

you with hands-on experience on key aspects of the course by allowing you to apply material 

covered during the lectures and class discussions. Each session will consist of two parts:  

 In part one, you will be practicing the course material using Excel. By the end of the course, you will 

have built a comprehensive Excel-based analysis and valuation tool, which you are free to use later 

on. More information will be provided in the practice sessions. 

 In part two, exam-type questions will be discussed. An exercise pack will be made available on LSF. 

The final exam will (probably) take place on Wednesday, 22 July 2015, 16:00 - 18:00. Rooms 

will be announced later on our website and in class.  It will cover the material discussed in the 

lectures and practice sessions. Again, the indicated sections in the LS and BH textbooks (see 

below under “Course structure”) are the basis. You are therefore strongly encouraged to read 

and get to know these textbooks as valuable resources. You will also benefit from keeping your 

lecture notes in good order. 

A few further notes on the exam and the textbooks follow:  

 While the readings indicated below as “recommended” or “to be skimmed” are not strictly relevant 

for the exam, we do believe that consulting some of them will enhance your understanding and 

retention of the material as well as your ability to contribute to class discussions. 

 During the lectures, we may discuss issues not covered as such in the textbooks, e. g. certain IFRS 

topics. The focus of the exam will be on your understanding of analysis and valuation, rather than on 

detailed IFRS requirements. 

 The exercise pack used in the practice sessions contains sample exam-type questions, along with 

suggested solutions. We encourage you to try and solve these questions by yourselves before 

consulting the solutions.  

 

Your grade is based on the exam.  



LUDWIG-MAXIMILIANS-UNIVERSITÄT MÜNCHEN PAGE 7 OF 8 

 

7. Course structure  

7.1. Lectures and practice sections 

Block Topics Lecture Practice 
Section 1 

Practice 
Section 2 

Practice 
Section 3 

Readings 

I. Introduction and Key Financial Accounting Basics 

1 Introduction  

Wed, 27  
May 2015, 

08:15-09:45 
(Geschw.-

Scholl-Pl. 1 
(A) - A 240)  

 
Tue, 

02 June 
2015, 

14:15-17:45 
(Geschw.-

Scholl-Pl. 1 
(A) - A 119) 

 
Wed, 

03 June 
2015, 
14:15-
17:45 

(Geschw.-
Scholl-Pl. 1 
(A) - A 014) 

Public 
holiday 
(Fron- 

leichnam) 

 
LS 1 
Penman, Accounting for value, 2011, Introduction  
Penman, Accounting for value, 2011, Chapter 1 

 

2 
Financial 

accounting 
revisit 

Mon, 01 June 
2015, 

14:15-15:45 
(Schellingstr. 
3 (S) Vg. - S 

002)  

 
LS 4.1 to 4.4  
LS 6.1 to 6.3 
BH 4.2.1 
 

II. Financial Statement Analysis 

3 
FSA:  

Getting 
ready 

Wed, 03 June 
2015, 

08:15-09:45 
(see Block 1) 

Tue, 
09 June 
2015, 

14:15-17:45 
(see above) 

 
Wed, 

10 June 
2015, 
14:15-
17:45 

(see above) 

 
 

Thu, 
11 June 
2015, 

14:15-17:45 
(Geschw.-

Scholl-Pl. 1 
(A) - A 014) 

LS 4.5  
Skim LS 2 (Information Collection) 
Skim LS 3 (Understanding the Business) 
 

4 
FSA: 

Disaggre-
gating ROE 

Mon, 08 June 
2015, 

14:15-15:45 
(see Block 2) 

LS 5.1 to 5.9 (focus on parts pertaining to ratios covered 
in the slides) 
Penman - Financial Statement Analysis and Security 
Valuation, Chapter 10: p. 293-301 (reformulation of the 
financial statements) 
Skim: Esplin et al. (2014): Disaggregating operating and 
financial activities: implications for forecasts of 
profitability, RASt, p. 329-331 

https://lsf.verwaltung.uni-muenchen.de/qisserver/rds?state=verpublish&status=init&vmfile=no&moduleCall=webInfo&publishConfFile=webInfoRaum&publishSubDir=raum&keep=y&raum.rgid=106
https://lsf.verwaltung.uni-muenchen.de/qisserver/rds?state=verpublish&status=init&vmfile=no&moduleCall=webInfo&publishConfFile=webInfoRaum&publishSubDir=raum&keep=y&raum.rgid=106
https://lsf.verwaltung.uni-muenchen.de/qisserver/rds?state=verpublish&status=init&vmfile=no&moduleCall=webInfo&publishConfFile=webInfoRaum&publishSubDir=raum&keep=y&raum.rgid=106
https://lsf.verwaltung.uni-muenchen.de/qisserver/rds?state=verpublish&status=init&vmfile=no&moduleCall=webInfo&publishConfFile=webInfoRaum&publishSubDir=raum&keep=y&raum.rgid=10
https://lsf.verwaltung.uni-muenchen.de/qisserver/rds?state=verpublish&status=init&vmfile=no&moduleCall=webInfo&publishConfFile=webInfoRaum&publishSubDir=raum&keep=y&raum.rgid=10
https://lsf.verwaltung.uni-muenchen.de/qisserver/rds?state=verpublish&status=init&vmfile=no&moduleCall=webInfo&publishConfFile=webInfoRaum&publishSubDir=raum&keep=y&raum.rgid=10
https://lsf.verwaltung.uni-muenchen.de/qisserver/rds?state=verpublish&status=init&vmfile=no&moduleCall=webInfo&publishConfFile=webInfoRaum&publishSubDir=raum&keep=y&raum.rgid=3044
https://lsf.verwaltung.uni-muenchen.de/qisserver/rds?state=verpublish&status=init&vmfile=no&moduleCall=webInfo&publishConfFile=webInfoRaum&publishSubDir=raum&keep=y&raum.rgid=3044
https://lsf.verwaltung.uni-muenchen.de/qisserver/rds?state=verpublish&status=init&vmfile=no&moduleCall=webInfo&publishConfFile=webInfoRaum&publishSubDir=raum&keep=y&raum.rgid=3044
https://lsf.verwaltung.uni-muenchen.de/qisserver/rds?state=verpublish&status=init&vmfile=no&moduleCall=webInfo&publishConfFile=webInfoRaum&publishSubDir=raum&keep=y&raum.rgid=10
https://lsf.verwaltung.uni-muenchen.de/qisserver/rds?state=verpublish&status=init&vmfile=no&moduleCall=webInfo&publishConfFile=webInfoRaum&publishSubDir=raum&keep=y&raum.rgid=10
https://lsf.verwaltung.uni-muenchen.de/qisserver/rds?state=verpublish&status=init&vmfile=no&moduleCall=webInfo&publishConfFile=webInfoRaum&publishSubDir=raum&keep=y&raum.rgid=10
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III. Forecasting 

5 
Forecasting: 
Alternative 
approaches 

Wed, 10 
June 2015, 

08:15-09:45 
(see Block 1) 

 
Tue, 

16 June 
2015, 

14:15-17:45 
(see above) 

 

Wed, 
17 June 
2015, 

14:15-17:45 
(see above) 

Thu, 
18 June 
2015, 

14:15-17:45 
(see above) 

LS 7-8 
BH 4.3 
Skim: Esplin et al. (2014): Disaggregating operating and 
financial activities: implications for forecasts of 
profitability, RASt, p. 330 

6 

 
Forecasting: 

Details 

Mon, 15 
June 2015, 

14:15-15:45 
(see Block 2) 

LS 7-8 
BH 4.3 

IV. Valuation 

7 

Valuation: 
Overview and 

addressing 
uncertainty 

Wed, 17 
June 2015, 

08:15-09:45 
(see Block 1) 

Tue, 
23 June 
2015, 

14:15-17:45 
(see above) 

Wed, 
24 June 
2015, 

14:15-17:45 
(see above) 

Thu, 
25 June 
2015, 

14:15-17:45 
(see above) 

LS 9; LS 10.1;  
BH 4.1; BH 4.4; BH 4.5; BH 4.6; BH 6; BH 7;  

 
8 

Valuation:  
DCF approaches 

(Part 1) 

Mon, 22 
June 2015, 

14:15-15:45 
(see Block 2) 

LS 6.3; LS 6.4 LS 6.5;  LS 10.3; LS 10.4;  
BH 5.1; BH 5.5 

9 
Valuation:  

DCF approaches 
(Part 2) 

Wed, 24 
June 2015, 

08:15-09:45 
(see Block 1) 

Tue, 
30 June 
2015, 

14:15-17:45 
(see above) 

Wed, 
01 July 
2015, 

14:15-17:45 
(see above) 

Thu, 
02 July 
2015, 

14:15-17:45 
(see above) 

BH 5.2; BH 5.3; BH 5.4; BH 5.6;  

10 

Valuation:  
Asset-based and 
mixed-method 

approaches 

Mon, 29 
June 2015, 

14:15-15:45 
(see Block 2) 

LS 10.2; BH 8; 
Skim: Lundholm/O’Keefe (2001): Reconciling Value 
Estimates from the Discounted Cash Flow Model and the 
Residual Income Model, p. 315-332 

11 
Valuation: 

Market-based 
approaches 

Wed, 01 
July 2015, 

08:15-09:45 
(see Block 1) 

Tue, 
07 July 
2015, 

14:15-17:45 
(see above) 

Wed, 
08 July 
2015, 

14:15-17:45 
(see above) 

Valutico 
Workshopb 

Thu, 
09 July 
2015, 

14:15-17:45 
(see above) 

Valutico 
Workshopb 

BH 9; 
Penman - Financial Statement Analysis and Security 
Valuation: 
     Chapter 5: 141-151 
     Chapter 6: 178-190 

12 

Valuation: 
Explicating 
uncertainty 

(Guest lecturea) 

Mon, 06 
July 2015, 

14:15-15:45 
(see Block 2) 

BH 11 
 

a. Guest lecture, Dr. Marc Castedello,  Head of Valuation KPMG Germany  
b. Valutico Workshop, Paul Resch and Duncan Klauser Managing Director of Valutico company 


