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About this course ) L e pationale

Learning objective: By participating in this course you enhance your knowledge about analysing
the performance and financial position of firms from both an internal and an external perspective.
You deepen your knowledge about management control and corporate reporting and learn about
the differences and interrelationships. You are qualified to apply methods to practical problems.

The lecture is complemented by six tutorials and a revision session. Please prepare the exercises
before class.

Time and venue: Wednesday, 8.30-10.00 h, J2; Thursday, 12.15-13.45 h, H2 (see dates on p. 3)

Examination: Final written exam in December 2024 and May 2025
PO 2018: 60 min., 3 ECTS (as part of the module Advanced Accounting)
PO 2022: 90 min., 6 ECTS (core subject of track Accounting)

Textbooks:

Busse von Colbe, W./Coenenberg, A.G./Kajuter, P./Linnhoff, U./Pellens, B. (Eds.): Betriebs-
wirtschaft fir Fiihrungskrafte, 51" ed., 2021 (in German).

Cotter, D.: Advanced Financial Reporting, 2012, Chapter 41-43.

Palepu, K.G./Healy, P.M./Peek, E.: Business Analysis and Valuation, 61 ed., 2022.
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Schedule )
No. | Date Class, Room Lecturer
1 09.10.2024 Lecture, J2 Kajlter
2 10.10.2024 Lecture, H2 Kajuter
3 16.10.2024 Lecture, J2 Kajuter
4 17.10.2024 Lecture, H2 Kajlter
5 23.10.2024 Lecture, J2 Kajuter
6 24.10.2024 Tutorial 1: Business Plan Analysis and Valuation, H2 Offermanns
7 30.10.2024 Lecture, J2 Kajlter
8 31.10.2024 Tutorial 2: KPIs and Performance Measurement, H2 Offermanns
9 06.11.2024 Lecture, J2 Kajuter
10 | 07.11.2024 Guest Lecture (Vonovia), H2 Akelbein
11 13.11.2024 Lecture, J2 Kajuter
12 | 14.11.2024 Tutorial 3: Sustainability Accounting, H2 Prinz
13 1 20.11.2024 Lecture, J2 Kajuter
14 | 21.11.2024 Tutorial 4: Financial Statement Analysis, H2 Offermanns
15 | 27.11.2024 Lecture, J2 Kajuter
16 | 28.11.2024 Tutorial 5: Segment Analysis and Rating, H2 Prinz
17 | 04.12.2024 Lecture, J2 Kajuter
18 105.12.2024 Tutorial 6: Sustainability Reporting and Analysis, J2 Prinz
19 [ 11.12.2024 Recap class, J2 Prinz/Offermanns
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Outline )

1. Foundations
1.1 Corporate goals
1.2 Business model
1.3 Perspectives of business analysis

2. Internal Business Analysis

2.1 Valuation

2.2 Performance measurement
2.2.1 Characteristics and types of performance measures
2.2.2 Value-based performance metrics
2.2.3 Working capital ratios

2.3 Sustainability accounting™*
2.3.1 Corporate Social Responsibility
2.3.2 Measuring sustainability performance
2.3.3 Carbon accounting

3. External Business Analysis
3.1 Corporate reporting
3.2 Principles of financial statement analysis

3.3 Analysis from the shareholders’ perspective ** Chapters 2.3 and 3.5
3.4 Analysis from the debtholders’ perspective are not relevant for
3.5 Analysing sustainability performance™* PO 2018 (3 ECTS)
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1.1 Corporate goals )

Corporate goals are a yardstick for business analysis.

= Goals are derived from
stakeholder expectations

Other
Customers t Suppliers
Capital (" ) Labour
Shareholders |, g Company ) .| Management

Return ) Salary

Interest and

amortization Loan Labour Salary
Creditors Employees
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1.1 Corporate goals )
Ensuring long-term existence requires ...
Performance Potential Profit Cash
Competitive Advantage Adequate Liquidity
return on capital
Strategic goal Operational goal Financial goal
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1.1 Corporate goals )

Creating value as a corporate goal

Bayer “One of the prime objectives of the Bayer Group is to sustainably increase
— enterprise value.”
(@) “Our objective is to systematically and continuously increase the value of the
enterprise.”
thyssenkrupp
Rw E “Increasing the value of our business in the long term in the interest of our
investors takes centre stage in RWE's strategy.”
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1.1 Corporate goals )

Creating value as a corporate goal

= To be an attractive investment in the long-run, companies must earn at least their cost of capital.

A Balance Sheet E+L

Fixed assets Equity

Liabilities
Current assets
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Sustainability as a corporate goal

Sustainability strategy 2030

Our corporate values as the foundation
Commitment to leadership in sustainability is one

of our core corporate values. Maintaining a balance
between economic success, protection of the environ-
ment, and social responsibility has been fundamental
to our corporate culture for decades. We aim to pio-
neer new solutions for sustainable development while
continuing to shape our business responsibly and
increase our economic success. This ambition encom-
passes all of our company’s activities — along the
entire value chain.

In 2019, we made further progress in sustainability and
continued to improve our resource efficiency. Compared to
the base year 2010, we have become 56 percent more efficient
in how we use energy, water and other precious resources
in relation to the value we create with our products.

In the course of the year, two topics moved to the center of the
public debate: How can we protect our climate, and how do
we avoid plastic waste, especially in our oceans? Addressing
these global challenges is an integral part of our sustainability
strategy — with ambitious goals, concrete actions and transpar-
ent reporting on our progress. We strive to become a climate-
positive company by 2040 and, as a first step, to reduce the
carbon footprint of our production by 75 percent by 2030.
Regarding packaging, we focus on using sustainable materials,
developing smart packaging solutions, and establishing a
circular economy. By 2025, we want all packaging in our con-
sumer businesses to be recyclable or reusable.

You will find more details and concrete examples in our

extensive Sustainability Report, which is published online
at the same time as this Annual Report.

Source: Henkel KGaA , Annual Report 2019, p. 9
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Sustainability as corporate goal

= Sustainability is a multidimensional performance measure: “Triple-Bottom-Line”

Sustainability

Governance /
Economic

Environmental Social
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Sustainability as a corporate goal

Sustainability and Indirect Financial Targets

Sustainabil'sty IS @ core component of our corporate strategy. As a diversified industrial group we
aim to supply innovative products, technologies and services worldwide that contribute to the
sustainable success of our customers.

Together with our customers we are looking to the future, and our decision-making processes
include both business considerations and ecological and social aspects. The basis for this is a 360
degree view of our value and production chains. In this way we improve our performance and
strengthen the future of our company.

Anchoring in the organization

Sustainability activities in the Group are managed and developed by the Sustainability Committee,
which is made up of the Group Executive Board, the CEOs of the business areas and heads of
various corporate functions. The interests of our stakeholders play an important role in the
orientation of our activities. In the reporting year thyssenkrupp conducted an extensive stakeholder
survey to obtain an assessment of the key issues from the perspective of customers and investors,
for example. The findings of this survey were discussed, including at an internal sustainability
conference, and are now feeding gradually into the development of targets, measures and
reporting.

Indirect Financial Targets to secure continuous improvement

thyssenkrupp aims to continuously improve its sustainability performance. To this end the
Sustainability Committee has set Indirect Financial Targets (IFTs) in the areas technology and
innovations, environment, climate, energy, purchasing and people. Progress towards these targets
iIs measured annually and factored into variable compensation for management via the
sustainability multiplier (more information can be found in the Compensation report).

In the reporting year the IFTs for energy efficiency and occupational safety and health were

adjusted. Details on the individual targets can be found in the sections of this Annual Report listed
in the table and on our website.

Our understanding
of sustainability

Economy

Products

Processes
Supply chain

Society Environment

Source: ThyssenKrupp AG , Annual Report 2018/19, p. 51
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The cycle of management control

I Strategic Control

Investment Strategic
Appraisal Analysis
Investments %odr:llgﬁ:lat;\;e —
A
Financial Value Profit
Control Creation Control
v J
Cash < Profit
Cash Flow Income
Statement Statement
| Operational Control SR

Adapted from: Coenenberg /Glinther 2021, p. 50
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1. Foundations
1.1 Corporate goals
1.2 Business model
1.3 Perspectives of business analysis

2. Internal Business Analysis

2.1 Valuation

2.2 Performance measurement
2.2.1 Characteristics and types of performance measures
2.2.2 Value-based performance metrics
2.2.3 Working capital ratios

2.3 Sustainability accounting
2.3.1 Corporate Social Responsibility
2.3.2 Measuring sustainability performance
2.3.3 Carbon accounting

3. External Business Analysis
3.1 Corporate reporting
3.2 Principles of financial statement analysis
3.3 Analysis from the shareholders’ perspective
3.4 Analysis from the debtholders’ perspective
3.5 Analysing sustainability performance
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A business model defines how a firm creates value ...

EXTERNAL ENVIRONMENT

PURPOSE, MISSION, VISION

GOVERNANCE

FINANCIAL FINANCIAL
OPPORTUNITIES RESOURCE ALLOCATION
MANUFACTURED BUSINESS MODEL MANUFACTURED
INTELLECTUAL BUSINESS INTELLECTUAL
ACTIVITIES
OUTCOMES
(POSITIVE AND
NEGATIVE OVER THE
SHORT, MEDIUM
AND LONG TERM)
OUTPUTS
HUMAN HUMAN
SOCIALAND SOCIALAND
NATURAL NATURAL

VALUE CREATION, PRESERVATION OR EROSION OVER TIME

Source: IIRC, <IR> Framework (2021), p. 22
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Definition and relevance

= Business model: “An organization’s system of transforming inputs through its business activities
into outputs and outcomes that aims to fulfil the organization’s strategic purposes and create value
over the short, medium and long term” (IIRC 2021, p. 33)

= Inputs: capitals consumed in the value creation process
= Qutputs: products and services
= Qutcomes: effects on the capitals

= The capacity of the business model to adapt to changes in the environment (e.g. technological trends,
availability of inputs) can affect the organization’s longer term viability.

= A thorough understanding of the firm’s business model is key for...

= management control
= financial statement analysis
= auditing
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Employees’
D expertiseand . ...
intellectual K
property .
Productsand =~ .’

Example: SAP

Inputs

Customer
insights and
stakeholder -
dialogue .

Financial capital .

services from e
our ecosystem 9

IT infrastructure.

------.o-----o----------.---------------.-4--.-------.------------------------------

SAP’s Impact

Business Model

v e,
e ® ..
.* .

Identify

: Develop
business

solutions

needs

Deliver cloud and on-premise
software, services,
and support

.
- .
.
LI I

Qur Business Model

This section describes our business model as defined in the
International Integrated Reporting Framework as “an organization's
system of transforming inputs, through its business activities, into
outputs and outcomes that aims to fulfil the organization’s strategic
purposes and create value over the short, medium, and long term.”

We create value by identifying the business needs of our
customers, then developing and delivering software solutions,
services, and support that address these needs. By obtaining
customer feedback, we strive to continuously improve our
solutions, identify further business needs, and deliver enhanced
value to our customers across the whole lifecycle.

Inputs

This process does not happen in a vacuum. It is enabled by
internal and external inputs, and most importantly customer
insights, customer experience and broader stakeholder dialogue,
financial capital, employees’ expertise, intellectual property,
products, and services from our partner ecosystem, as well as the
IT infrastructure we rely on.

Impact

Qur solutions help create impact for our customers and —
through them - in the world.

SAP software and programs primarily support the UN
SDGs 3 (Good Health and Well-Being); 4 (Quality Education);

8 (Decent Work and Economic Growth); 9 (Industry, Innovation, and

Infrastructure); 10 (Reduced Inequalities); 12 (Responsible

Consumption and Production); and 13 (Climate Action). For

example, SAP software helps:

— Companies work better to bring economic prosperity and fairly
paid jobs to people around the world.

— Organizations optimize resource utilization, aspiring for a world
with zero waste.

— SAP customers increase their overall resource productivity and
transform their businesses to reduce carbon footprint.

We are deeply committed to empowering the world's youth,
experienced staff pursuing additional education, differently abled
people, and the unemployed with the right skills to thrive in the
digital economy. We offer programs that range from inspiring early
stage innovation to scaling mature social enterprises.

Furthermore, we know there is power in collaboration and
therefore we engage in a wide range of partnerships to address
SDG 17 (Partnerships for the Goals).

Source: SAP AG, Annual Report 2020, p. 54
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Business analysis deals with assessing to what extent a company has achieved or will be able
to achieve its goals and objectives. It can be carried out from two perspectives:

Internal Business Analysis

External Business Analysis

Persons Managers, controllers ... Shareholders, banks, suppliers ...
Data Financial statements (actual/planned),  Published financial statements and
aggregated and disaggregated management reports (actual)
Objects Errgjigit??rg%/ﬂé? ,ctc)):tsg]eenstz ru.rTi.t, Entire group/firm, segments
Instruments Ec?glr?r?g [r)ﬁgt(;‘glli;)?,.business sl Ratios
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Valuation is the process of converting forecasts into estimates of firm value.

Valuation inside the firm

allocation of capital to projects
valuation for IPO of business
impairment testing for financial reporting

Valuation outside the firm

by security analysts to support buy or sell
recommendations
by potential acquirers to determine price (range)
for negotiations, takeover bids etc.

Project Letter of Intent/ o - .
Kick-off Non-binding Offer Binding Offer Signing Closing
Selection \ \
- and Negotiation Preparation Post-
Decision for valuatlon 2 Due 3  ofthe 4 of 5  Merger
Integration

M&A diligence contract closing
/ candldates / / / /
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There are several methods for valuation of firms.

Net Asset Value

— Current Value

——  Liquidation Value

Market Value

——derived from share prices

—derived from transactions

Future Earnings Value

—— Discounted Cash Flow

— Discounted EVA

© Prof. Dr. Kajuter
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2.1 Valuation )
Net Asset Value
Current Value Liquidation Value
= Costs of building or reconstructing the = Total value of assets realised at liquidation
assets for a new company less total liabilities
= Alternative of the buyer = Alternative of the seller

= Valuation of single assets and liabilities

= Revaluation and adjustment of book values

© Prof. Dr. Kajuter Business Analysis (WS 2024/25) 22
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Example: Liquidation Value

In T€ Book Value Revaluation Liquidation Value
Intangible assets 2.500 -2.500 0
Property, plant & equipment 94.230 -16.269 37.961
Financial assets 5.400 0 5.400
Fixed assets 62.130 43.361
Inventories 10.520 -9.260 5.260
Receivables 15.000 -750 14.250
Short-term securities 6.150 0 6.150
Cash 1.420 0 1.420
Current assets 33.090 27.080
Total assets 95.220 70.441
Provisions 22.520 +3.000 25.520
Liabilities 35.340 0 35.340
Total Debt 57.860 60.860
Net assets 37.360 9.581
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Market Value: valuation based on multiples

= Concept: The firm value can be derived by comparing key performance measures with those of
other firms.

Firm value = performance measure x multiplier

A 1d

. . market value,
profit multiplier =
cash flow perf. measure;
EBIT
EBITDA
Firms for comparison:
- competitor
- peer group
- industry average

© Prof. Dr. Kajuter Business Analysis (WS 2024/25) 24
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Market Value: valuation based on multiples

Share prices

Valuation based on the share price of
comparable firms

Market as a first point of reference for the
valuation of firms

Company C for comparison:;

Market value; = Number of shares; x Share price

PER.= Marketvalue,
¢ Profit,

Company B to be valued:

Market valueg = PER x Profitg

Transaction prices

Valuation based on the share price of
comparable transactions

Purchase prices may include takeover
premiums

Company C for comparison:;

Price; = Multiple x Perf. measure

Muliple,, = Price
PPC™  Perf. measure,

Company B to be valued:

Market valueg = Multiple; x Performance measureg
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Future Earnings Value

= Concept: The value of a company equals the present value of its future returns.

= To estimate the future returns to investors, it is necessary to forecast of the operating business.

Cash Inflows

Dividends

v

v

Market Company Investor

S

a

Cash Outflows

Capital

a

e Free Cash Flows

— Profits
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Discounted Cash Flow Method

2 Approaches Equity Approach Entity Approach
Free cash flows to equity-holder Free cash flows to equity & debt-holder
(after debt payments) (before debt payments)
Cost of equity Weighted Average Cost of Capital
(ic) (WACC)
4 Steps 1. Preparing a business plan

2. Estimating free cash flows

3. Determining cost of capital

4. Calculating and aggregating the present values of free cash flows
© Prof. Dr. Kajliter Business Analysis (WS 2024/25) 27
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Discounted Cash Flow Method

= Business Plan: two phases

1 /é\
detailed business plan for next 3-5 years k‘) estimate about the long-term future

= Example: Business Plan

Income Statement (in € million) 1 2 3 4 5 6 ff.
Sales 1.890,72 2.093,24 2.316,38 2.561,64 2.615,82 2.615,82
- Cash expenses -1.602,36 -1.803,18 -1.991.64 -2.203,98 -2.240,22 -2.240,22
= EBITDA 288,36 290,06 324,74 357,64 375,60 375,60
- Depreciation 115,90 94,60 97,34 88,54 90,04 90,04
+ Interest income 0,00 14,34 28,08 42,90 56,32 71,88
= EBIT 172,46 209,80 255,48 312,00 341,88 357,44
- Interest expenses -39,18 -41,70 -43,86 -45,46 -46,20 -46,46
- Taxes -46,64 -58,84 -74,06 -93,28 -103,48 -108,84
= Net Income 86,62 109,26 137,56 173,24 192,18 202,14

Contd ...

© Prof. Dr. Kajuter Business Analysis (WS 2024/25) 28



_ IUR
2.1 Valuation )

Discounted Cash Flow Method

Cash Flow Statement (in € million) 1 2 3 4 5 6 ff.
Net Income 86,62 109,26 137,56 173,24 192,18 202,14
+ Depreciation 115,90 94,60 97,34 88,54 90,04 90,04
+ ANet Working Capital 62,24 67,80 74,02 80,90 95,56 0,00
+ Tax expense 46,64 58,84 74,06 93,28 103,48 108,84
+ Interest expense 39,18 41,70 43,86 45,46 46,20 46,46
= Operating Cash Flow (OCF) 350,62 372,20 426,84 481,42 524,46 44746
= Investments (ICF) -214,10 -193,32 -194,18 -179,94 -186,36 -90,04
= OCF +ICF 136,52 178,88 232,66 301,48 338,10 357,44
- Adjusted taxes (EBITxs) -60,36 -73,42 -89,42 -109,20 -119,66 -125,10
= Gross-Free Cash Flow (GFCF) 76,16 105,44 143,24 192,28 218,46 232,34
+ Tax shield 13,72 14,60 15,36 15,92 16,18 16,26
- Interest expense (1) -39,18 -41,70 -43,86 -45,46 -46,20 -46,46
+ Debt (AFK) 35,94 30,92 22,84 10,52 3,76 0,00
= Net-Free Cash Flow (NFCF) 86,62 109,26 137,56 173,24 192,18 202,14
- Dividend -86,62 -109,26 -137,56 -173,24 -192,18 -202,14
+ Issue of new equity 0,00 0,00 0,00 0,00 0,00 0,00
= Equity-Cash Flow (E-CF) -86,62 -109,26 -137,56 -173,24 -192,18 -202,14
Change in cash 0,00 0,00 0,00 0,00 0,00 0,00
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Discounted Cash Flow Method
= Cost of capital
Cost of equity Cost of debt
Rate for long-term bonds 6% Rate for long-term
+ Market risk premium 5% Industry bonds %
X Beta 1.41 - Tax shield from debt
(35%) 2.45%
= Cost of equity 13.05% = Cost of debt 4.55%

A 4

Share of equity at market value 70%

\ 4

Share of debt at market value 30%

v

Total Cost of Capital: WACC = 10.5% (after tax)

© Prof. Dr. Kajuter Business Analysis (WS 2024/25)
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Discounted Cash Flow Method: Equity Approach

Sales/Procurement [« f OCF ) E-CF Eaui
Markets > < - quity Stakeholder
“ome = T Company
Debt Stakeholder [ D-CF R
Net-
FCF
Example: 1 2 3 4 6ff.
Net-FCF 86.62 109.26 137.56 173.24 192.18 20214
Value of equity
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Discounted Cash Flow Method: Entity Approach

Sales{\l/:l’;?;gtrsement * OCF > P E-CF " Equity Stakeholder
Investment —] )
et =l o =] Company
< D-CF * Debt Stakeholder
Gross- Finance-
FCF = CF
Example: 1 2 3 4 5 6ff.
Gross-FCF 76.16 105.44 143.24 192.28 218.46 23234
232.34 _
PV-Factor  0.91 0.82 0.74 0.67 061 g1peg - 221276

PresentValues 693 + 865 + 1060 + 1288 + 1333 + 1,343

Value of Total Capital = 1,866.9 - 560.1 (value of debt: 30%) = 1,305 (value of equity: 70%)
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Terminal Value

= Reason for the terminal value: Dilemma between the unlimited life of the company and the
decreasing ability to forecast future returns the later they occur.
= Simplifying assumption: The company generates in the long run constant free cash flows.

ELE

— terminal value is the present value of a perpetuity: TV = |

= The terminal value is highly relevant for the company value:

= Often the terminal value accounts for 50-80% of the company value.

= The share is the higher the ... shorter the detailed planning period
... lower the discount rate
... higher the growth rate

= Check results for plausibility!
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Checking business plans

= Knowledge of the planning process

= Who was involved?
= Which planning approaches were used?
= Documentation of assumptions

= Checking assumptions for plausibility

= Are there any contradictions between assumptions?
= Are the assumptions in line with the expectations of independent organisations?

= Analysis of previous business plans

= Deviations and reasons for them?
= Conservative / aggressive planning?
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Perspectives of buyer and seller

= Value is subjective — it depends on the perspective!

= Subjective value from the buyer’s perspective:

Realisation of cost of
Value of synergies potential integration
synergies
Improving
Value of restructuring management (subjective)
efficiency earnings value
of the company
_ Objectified (buyer’s
2}2::_ earnings value perspective)
Value of the company
,stand alone*
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Summary: Combination of valuation methods

Phase Available information Method

Early acquisition phase Acquirer is more or less limited to externally Multiples
available information; initial valuation shall
provide a rough estimate.

Evaluation and selection Due diligence is completed, the acquirer has also | Future earnings value
phase internal data; the valuation shall provide a (DCF-Method)
precise value of the firm.

Control 1 Validation of future earnings value and control of | Multiples
assumptions
Control 2 Determining the minimum price threshold Liquidation value

Adpated from: Burger/Ulrich 2005, p. 221
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