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. What is fundamental analysis?
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Fundamental analysis () Sl

=A method to evaluate a stock by measuring its 4 sal) diad (bl agul) apsil 45, jla sam
|ntr|n3|c- value. Jiasll 5 L
=Analysis approaches: Jiny 2l e
<Top-down N
<Bottom-up oY gl e
*Fundamental analysts study everything from: 1 Do (8 S Aoy e sty el Jlsells
>the overall economy A LaBYIC
<»*GDP/Population/FX gl SR el
environment/interest rates/inflation paaill /825U sl / < pual
2industry conditions sl cileladl) J) sl
< Supply/demand/prices/capacities/ Gl /el / allall 5 (i el (5 sl
exports/imports/regulations 5 lag il [ paatll g o) i)/ daliny)
- Ladaiill ac gl
<the companies’ financial condition .G
< Profitability/liquidity/operating GlS il ) puza NI
and financial leverage AL 5 biantl a1 /A gl / s o
2the companies’ management. Sl Lall 5ayIE

“*Background/prudence/expertise ey /A ) Al
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1. History of fundamental analysis
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Graham & Dodd A9d 5 alal

*Benjamin Graham

(1894 - 1976):

was an influential economist and
professional investor who is today
often called the "Father of Value

JEVANIY B (1761304

o 9T A T e o T Yige Galad) olSe
Aee” 5 “Aagdll jlatiul sl OV =

Investing" and the "Dean of Wall Sy e Jg s
Street. "

r 4
=David LeFevre Dodd A53 A0 gl Adlam
(1895 - 1988): :(1988-1895)

was an American educator, financial o . ; ‘
analyst, author, economist, ‘wd“f ‘E{L‘ )J“ ‘f-w‘fi‘f‘ ala U‘S'
professional investor, and in his E RITY Yl dadETpd T jatine g Gpalaa
student years, a protégé of, and as a S CU S ) mal & Lua ol oS daala J alal s
postgraduate, close colleague of RAREETN
Benjamin Graham at Columbia _ANA YSIS_

University. D I.l-'l. LM B !".:-I.: :I I.I:'Illﬁfv—-

=Both co-authored the famous
“Security Analysis” book, which
spelled out their investment doctrine o S e
following the Great Depression. T T A o

[Fo™ T, S NN il N

BosY) Jdat” yaesll QUK e Wim
A Ay Hlaia) Lagiads ana sl) 5 “Allall
aband) SLSH (e ol s daiay

Benjamin Graham & Davigh L. Dodd
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Warren Buffett

=Studied under value-investing guru
Benjamin Graham at Columbia

=\Was the only student in Graham's
security analysis class to earn an A+

=|_earned to hunt for undervalued
stocks.

=Bought control of textile firm
Berkshire Hathaway in 1965

=Today his holding company has
insurance, apparel, utilities, and home
furnishing companies.

=Has non-controlling stakes in:
<Anheuser-Busch
<Coca-Cola
>Wells Fargo

The Oracle
of Omaha
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111. Value
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Fair value

=Fair value is a concept used in finance
and economics, defined as:

A rational and unbiased estimate of the
potential market price of a good, service, or
asset, taking into account such factors as:

=relative scarcity
=perceived utility
=potential risk/return characteristics

=replacement costs, or costs of close
substitutes

=production/distribution costs,
including a cost of capital
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Fair value vs. market price (B gmd) sy A jlia Atalad) Aol

= Two schools of thought about the relation Do o A8l e BaaT ol S8 il e Gl
between market price and fair value: Adalad) dadl) o 5ol

1. The efficient market hypothesis . .t P OT PR
asserts that, in a well organized, reasonably O & 4"‘, Aale i pedsly df“"“ A’U‘h" 1
transparent market, the market price is 3 e Gomd) g S plaie 5 G
generally equal to or close to the fair 3 0 O atall o g3y Cua Adalad) dall) o sl
value, as investors react quickly to 2 Aalial) Baaall Gla glaall slad ay jou J2d
incorporate new information available in sl
the market.

2. Behavioral finance asserts that the Lo Glle dguall i o J iy “,53{“"“ Jasaill. 2
market price often diverges from fair O ple Jpad 3sa sl Adalal) dadlll e 2ty
value because of various, common el o yidial)

cognitive biases among buyers or sellers.
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Tools to reach value A a8l J gia ot A_andiiceall <l gaYs

=Fundamental analysis studies: :L”;a.nl.a.ny\ Juladll & V) A ) Qe
Srevenues <l YIG
<earnings c\-.’ﬂ‘C
<future growth Lt i
=) i : )
return on e(-quny (Ll 3 e el
<profit margins | e
<other data h UM >
- - : oAl QLG
to determine a company's underlying g
value and potential for future growth. ehiiiaal) galll elaial g dniasall daddll paacl
=Main financial statements are: e Sl il Ul
SBalance sheet A 5l C
2Income statement Jaall 4GB S
< Cash flow statement doaatl) eulsaadl) ASBg
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Financial statements Allall ail gdl)

Ayl sl dals Ll Al Al el Sl aal yall

e s P Mibie S Sl
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S—— Ermit & Young KPMG Hazem Hassan
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e P ¥ 37 E1 Abrar St Mablea Tawer Pyramids heights ffce park - Kim 22
b €8 P o Caire'Alex. Road
bttt P ke e, oo 3 By e amie
— et - w
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(O - [ weanan ‘The Egyptian Company For AE
= e Bh i Siiibe R depeits

Tosmirn et W Have st e consliied il sisbnents of The Egypias Compuey F
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petma erames @ swmms _ swmse 5 1 Deccrsber 31, 2006, th comsoldted sttements o incorme, cash flows and changes.
Espenen v apcan - i harehaliers” ity for the ear hen s These comsolicaied Fnancial tssemesis
ot v s e e & e ) o sesn o s e the respoasibiliy of the company's manageemet, Our respanssbility is 1o express an
0 sesaig o4 awasoan g opinion an these consolidatod financia sttements hased on pur i

PSS — >

e e o e
Rt s s e s onm . T ofthe proviicas of iicabl Egypean lws. Thase st vyt o plan
r——, e A et it dhas, sl e vl vhethr 4 ool
o o0 Fnancialsstements s fee of materil misssbsen. An il iechudes, exaiing on
Tein sperating sans. " basis, evidence sgporling the mmousts e disclosurcs in the consoli
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[l o med necosary for our audi, We believe tha oor
roispmnd i o easonablebass For o opinion,
T el 4
N s e T e
o kroign semrcies o shamge Mlresen J [p— I our opinive, the comsolidated financial siatements referred fo above ogether wich the:
Nepu o e s e 1 ity ks achod et prescn it n ol e eapeces, the comsotood firvocil
Cmatas @ poaltion of the company a4 Diccbes 31, 2006, the Feals of s opersion and
O v ) - cansolidated cash fiows for the financial year then ended, in accondance with Epyptian
i ) Sy et ‘Aetmurting Suedirds and in empionce with the el Egyptan s a0d regulations.
N e e sty st Lt i
faem ey
Wisay i s34 i O Hezes
e o e e e =y e T
Farmings per share. an o ] —— "‘L“ KPMG Hanem Hassan

Tl rchbbrs iy & b e B

P o e i

S - Cairo February . 2007

Gabm Lot ity b Lt

12 Fundamental analysis | Mon, Dec 15, 2008 rﬁ E LI: JH rTI ’a GUC 2008 et 15 (oY) | meibead) Jplasll



Balance sheet (B/S)

Assets = Liabilities + Equity

433l jaal)

Aslall goia + clal Y = J gal)

Current assets A glaiall J )
=Cash & cash equivalent leld Lo g 4pasillm
=Accounts receivable a3y glm
*Inventory O 5allm

Long-term assets Jal) gl J Y
=Fixed assets LA J pay)e
=Goodwill Jaall 3 ,5m

Current liabilities 4 glatal) bl J5INY
=Short-term debt (STD) JaYI 5 yuad guom

=Current portion of long-term debt (CPLTD)

aladl J3& 2audl Tinose LLodlm

=Accounts payable a8 3l gl
Long-term liabilities Jal) AL gl cla) AN
=Long-term debt JaY) Al sk ) saom
Equity 4slal) 54ia
=Paid-in capital & shaall Jual Ll ym
=Retained earnings s yall 74 Y1m
*Reserves GaliaYy /e

Operating working capital = Current assets (excl. il (iil] Jae ) U glial) Jpa¥) = Askil] Jaled) Jlaw] I
cash) LESS Current liabilities (excl. debt) (O] o ) U glaial) ila) Y
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Income statement (1/S)
Accrual accounting

Sales

Less: Cost of goods sold

= Gross profit (GP)

Less: Selling, general & administrative expenses
= EBITDA*

Less: D&A

=EBIT**

Less: Net interest expense

= Net profit before tax
Less: Income tax

= Net income

EPS = Net income / No. of outstanding shares

*Earnings before interest, taxes, depreciation & amortization

**Earnings before interest and taxes

J—Aal) d_qild
H\ - \}” e‘ !..“

Clial)

Ao Lol de Liayl) 445« il

A Jaxa =

Al A gae dmy Cli g pan 1alls
NG 5 MAY) g il yuall g il gl O ) =
Dlginy! 5 DY) il

il pual) g il gil) J8 ) =

A ) il gyl ilos 2yl

il gl O ) (lua =

J3all Ay pa il

A fBla =

BJJ@A\W‘Y\J&\@}\Q;L@=C\g)‘}(\we@aﬂ\g,\,}@
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Cash flow statement (CF/S)
Cash accounting

Operating activities (OperCF)
=Net income
=Change in working capital
Investing activities (InvCF)
=Capex
=Sale of assets
Financing activities (FIinCF)
=Change in debt
=Dividends
=Capital increase

=Change in cash
= OperCF + InvCF + FinCF

Beginning of period cash
+/- change in cash
= End of period cash > BS

4383 ¢l _8dail) 4__aild
(gl ?‘ 1)

Sl ypa AgaB1) @A)
C"-UM Lz,,j\_,.al
Jalall JLall Gl 5 (A& yuillm
JLAAM“ MY %M\ caladait)
Allaud HI calsasl
d_,.».ai @\gl
Jagaill cpa duaBil) cladatt)
Oﬁ'ﬂ\ @ )..?.ﬁ\l
Cradlosal) Cilay § gim
I U’JJ EJLUI

Sl (ya dpahll) BBy = A8 B jille
LAY (e AgaRil) 88Nt 4
Jagaill (pa AaBiY) cul@datl) 4

5_ydll :\,3\.4,1 g& 3.,\43.'\5\
daadl) = il \+
5_ydl) J&i gé 2,3..13.'\3\ =

15

Fundamental analysis | Mon, Dec 15, 2008 rﬁ E LI:I JH rTI

/a GUC 2008 ssewss 15 0 | it gt



Selected financial ratios

Profitability

*ROE = Net income / Equity

=Gross margin = Gross profit / Sales
=EBITDA margin = EBITDA / Sales

=Net margin = Net income / Sales
Liquidity & financial leverage
=Debt-to-Equity = Debt / Equity

=Interest coverage = EBITDA / Net interest expense

=Debt load = Debt / EBITDA

a llal) el

-

A )l
ALl é;b\@)l\@hazz\:\ﬁ.d\ Gsia o dilxllm
Glapall \ )l dese =zl Jase Gllalas

\ DY) 5 A 5 il uall 5 23 gall U8 ) iclam
Gilaall

el \ gl ila = o)) s halas

ALl bl g Al gucd

AL G i ) o el

Ay gall il pumall il | iyl 5 DlaY)
gty
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Compounding & discounting a—adll g S jall 2 ilal)

Compounding S pall ailad)
=Future Value = Present Value (1 + k)" g + 1) L) daall = 4leual) dajlle
Discounting sl
=Present Value = Future Value Alitall deesdll = Al dedlle
1+ k)" “u(t+1)“ » w
Note: -4daa
k = return to the investor atiall Milal) = ¢
n = number of years e ¥ e =
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1VV. Valuation models

Hﬁsﬂ\ G.SLAJ <
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Dividend discount model

Return to the shareholder

*k=_D1 +g
P

=5% + 15%
=20%

Finding the price
"p = D,
(k—g9)

= 1.10 * (1 + 10%)
(20% - 10%)

= L2
10%
=12.1 <15 market price > SELL

Note:

k = return to the shareholder

D, = dividend payment expected at end of next year
g = growth rate

Cpatlasall Wl 5 g3l aiad 773 g

phlusall Ailal)
Slasl 1 2ilall + (558l xile = xilallm
%15 + %5 =

%20 =
sl )
ale oA gadil) amhgll = prulle
(saill Jama — ilal))

(%10+1)*1.10=
(%10 - %20)

1.21 =
%10
=< Gl »u156>121 =
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Discounted cash flow (DCF)
model (1/3)

Net income 235 A Ala
Plus: D&A 12 Y ¢ DAY 1) g
Gross cash flow (1) 247 (1) @il @oaill Maa)
Operating working capital investment 27 (i) Jaladl Jlassd 11 A& lainy)
Plus: Capex 112 Aalland I claadl) -l g
Gross investment (2) 139 (2) Staiiwd) Aaa)
(1) Gross cash flow 247 il il ) (1)
Less U8l
(2) Gross investment 139 iyl Ja) (2)
= FCFF 108 Al lial) gabil) gdail) =
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Discounted cash flow (DCF) (2/4) Amaill) 83X o ad 73 gad
model (2/3)

Weighted Average Cost of Capital (WACC) J) gal) At 7>l Ja giall
13% * (1 — 20%) = 10.4% 20%
After-tax cost of debt Cost of equity
) piall axy o gaal) A81KH ASLal) (9 8a AalKH
X > + < X
30%
Weight of debt Weight of equity
Ol e yall )5l ALl (3 g8al e yall (4 35l
|
v
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Discounted cash flow (DCF) (3/4) Amaill) 83X o ad 773 gad
model (3/3)

119 131 144 = Lra
Years 1 2 3 4 5
_ Cash flow to debt holders O el gadal) (sl
]
QO
a
2 22 24 27 29 32
S o
© 2
] g ~ Cash flow to equity owners Cpaalsall gaail) (33l
@)
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Comparable valuation models

P/E multiple

=The number of years it takes investors to recover
their investment from the company’s annual earnings

P/BV multiple

*The number of times investors are valuing the
company'’s equity in the market vs. its book value on
the balance sheet

Enterprise value (EV) multiples
=Enterprise value = market cap + debt — cash
Examples:

=To EBITDA (all companies)

=To capacity (cement and steel companies)

*To number of subscribers (telecom companies)

Note:
Market cap = the number of outstanding shares x market price

doay )l cisliaa

O e laind 3alainY ()5 el Ll jrisn ) o) sV 2acm
4 sl 4,800 U

4 bal) Aadll Cicliag

Gomdl 8 AL (3 i () 5 painsal) L asy il <l yal) 22cm
4 Spall e 4y yial) dally 45 lae

sliial) dad cilicliiaa

L) -y sl + A ) Al = sLaial) dagie
sALief

JS) ALY 5 M) 5 il jpuall 5 200 il B oy Sl e
(s

(aadl 5 el IS y5) dalivy) 48kl s

(YLt S 53) S yidiad) 2e e

adas e
é}uﬁ\‘)mxf:)w\ fs@.a.f}“ e =a_1§),u.“:\A;ﬁj\
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V. Conclusion

AL A
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"Price is what you pay. Value is what you get.”

"It's far better to buy a wonderful company at a fair price than
a fair company at a wonderful price."

"If a business does well, the stock eventually follows."

"I never attempt to make money on the stock market. I buy on the
assumption that they could close the market the next day and not reopen it
for five years."

“Great investment opportunities come around when excellent companies

are surrounded by unusual circumstances that cause the stock fo be
misappraised.”

- Warren Buffett (1933-)

"Mr. Market”
“Margin of Safety”

- Benjamin Graham (1894 - 1976)
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Eﬂd A v v a QL@JM

This presentation and the workshop materials are also available on

a2 H JHE

«avBORSAGY »a
www.BORSAGY.com

You may contact me by e-mail:
Amr Hussein Elalfy, MBA, CFA | amr@BORSAGY.com
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