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UBS Securities Asia Ltd. states that

« The accounting rule states all
payments to purchase a business
are to be recorded at fair value

at the acquisition date, with contingent payments classified
as debt (under balance of purchase consideration
payable), subsequently remeasured through the
consolidated profit and loss account. (25.5.2011)

— Contingent consideration shall be mea@
value

Li & Fung issued a clarification announcement on 27.5.2011 and stated:

» Itis stated on page 11 of the Report that ...... “L&F has recently adopted a new
accounting rule, HKFRS 3 (revised). This potentially allows companies to convert
earn-out payments to earnings”.

* These statements are misleading ...... It is not optional ......

ZUUO- 11 INEISOIT COIISUILNg Liiiea

Method of
accounting

Application of
the method




* Under the new accounting rule,
goodwill associated with the acquired
operation will not be impaired ......
(See the appendix section for more
detail)

I goodwill is not tested annually for
impairment or when there are
indications of impairment. (25.5.2011)

Method of
accounting

s

Li & Fung clarified on 27.5.2011 that:

* It is also stated on page 23 of the Report that “goodwill is not tested annually for
impairment or when there are indications of impairment”.

* These statements are all fundamentally incorrect.

HKFRS 3 (revised 2007) states:

» The acquirer measures goodwill at the amount recognised at the acquisition date
less any accumulated impairment losses.

« HKAS 36 Impairment of Assets prescribes the accounting for impairment losses.
(HKFRS 3.63a)

Changes ......

* Do you know the new name of

— Profit and loss account? or Income Statement? or
Statement of Comprehensive Income?

d
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Today’s Agenda

Global Trends in Financial Reporting
Requirements

Common Techniques in Having
Designated Presentation

Case Sharing
2 Common Techniques in Reading and
-4 \ Analysing Financial Statements
7
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Today’s Agenda

Global Trends in Financial Reporting
Requirements
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Financial Statements?

Process of communication
Company’s Financial User
activities Statements perception
.

Financial Statements?

Process of communication

Company’s Financial User
activities Statements perception
IAS 1:

» The objective of financial statements is to provide
information about the financial position, financial
performance and cash flows of an entity that is useful
to a wide range of users in making economic
decisions. (IAS 1.9)

© 2008-11 Nelson Consulting Limited 10



Summary of Changes

Previously, we call it

a) a statement of financial position as at the end of the “Balance Sheet”

period;
b) a statement of comprehensive income for the period;

» A complete set of financial statements comprises: <

Previously, we call it
“Income Statement”

c) a statement of changes in equity for the period;
d) a statement of cash flows for the period;

e) notes, comprising a summary of significant accounting
policies and other explanatory information; and

f) a statement of financial position as at the beginning of 3 years’ “balance
the earliest comparative period sheets”

* when an entity applies an accounting policy
retrospectively or makes a retrospective restatement
of items in its financial statements, or

« when it reclassifies items in its financial statements.

+ An entity may use titles for the statements other than
those used in IAS 1. (IAS 1.10)

© 2008-11 Nelson Consulting Limited 1

Objectives

Different users have different objectives in preparing or using financial
statements:

1. Return on investments

2. Liquidity Decision

3. Valuation

4. Maximizing profit

5.  Minimizing tax ﬁ 7 ﬁ

|
E Financial <J
Statements
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Global Trend
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Global Trend

» Over 100 countries or places currently require or
permit the use of, or have a policy of convergence
with, IFRSs

— 2005 is a critical year as Europe began to adopt IFRS
for its listed companies

— China is one of the places regarded as having a set of
“substantially the same” accounting standards (since
2007)

— Hong Kong is one of the places fully converged to
IFRS (since 2005)

© 2008-11 Nelson Consulting Limited



Global Trend - Mainland
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Today’s Agenda
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Common Techniques in Having
Designated Presentation
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Dilemmas — Some Examples

“Profit is so low, how can we boom
it alittle bit?”

“Net assets seem not
enough for bank loan,
any help?”

“Profit is too high,
help me ...... "

© 2008-11 Nelson Consulting Limited

» Reclassification of balances
» Change of ac

counting estimates
a1\

* Change f accounting policy
| €l Y 4
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How to Name Them?

* UK — Creative Accounting
* US — Earnings Management
» Spain — Contablilidad Creativa

» “Creative accounting is the transformation of financial
accounting figures from what they actually are to what
preparers desire by taking advantage of the existing rules
and/or ignoring some or all of them.”

Naser K. (1993)

Process of communication

Company’s User
activities perception
© 2008-11 Nelson Consulting Limited 9

Situation in Greater China

Standard & Poor’s' had the following comments on the accounting in
the Greater China:
— Experience has shown that public listed companies often attempt to tailor
their financial results
« to reflect more closely the hopes and expectations of the stock
market.

— A significant number of accounting issues still require analytical
adjustments to better portray credit risk.

1 Corporate Financial Disclosure in Greater
China - Take a Closer Look (2003)

Iting Limited 20
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Window Dressing Technigues

« W%, #F£. £ many, many, many ......

« A specific study explains accounting tricks?2
— Involving 2 basic strategies (b 5 1%)
— Grouped into 7 categories (-t %H)
— Including 30 techniques (=-1177%)

o
| ')‘_.:;bgf;?q "4

2Financial Shenanigans, by Dr. Howard Schilit
required text in CFA program of 2006

© 2008-11 Nelson Consulting Limited 21

Window Dressing Technigues

To inflate current-period earnings To deflate current-period earnings

398 T B R FRAEE AT B G AR R ) A
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Window Dressing Technigues

To inflate current-period earnings To deflate current-period earnings

398 T B R FRAEE AT B R AnRe R B & A

1. Recording revenue too soon or of questionable quality (N & 4 )

2. Recording bogus revenue (FEEYN)

5. Failing to record or improperly reducing liabilities (JR{f% £ /&)

[
[
[ 3. Boosting income with one-time gains (— iF %)
[
[
[

6. Shifting current revenue to a later period (#£4% 7t &I )

J
J
J
4. Shifting current expenses to a later or earlier period (%1% 5Tk 52) ]
J
J
J

[ 7. Shifting future expenses to the current period (}&F-5C a5 sk % )

Today’s Agenda

—
Case Sharing
i \
© 2008-11 Nelson Consulting Limited 24
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Case Sharing

“Clever people rarely do anything by
accident.”

© 2008-11 Nelson Consulting Limited 25
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Imagine You are a CEO or CFO

Before announcing your result, you found:

Current period Last period

Turnover 100 70
Gross profit 60 40
Operating loss (1,500) (40)

Growth in turnover,
but growth in loss, too!

© 2008-11 Nelson Consulting Limited

Imagine You are a CEO or CFO

Current period Last period

Turnover 100 70
Gross profit 60 40
Operating loss (1,500) (40)
+ Reclassifying some assets
to get a gain 550 -
+ Capitalizing some expenses
to reduce aloss 1,000 -
Operating profit/(loss) 50 (40 D

© 2008-11 Nelson Consulting Limited 28
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Change in Accounting Estimate

7 #:ABCJ21999/2000
o B — Sl g PR A AR R Y
s HHATE N F HK$538 million
> 20004EHIEBIT HK$291 million
« HRAEEE
> 20004E[(EBIT &£ & — HK$247 million

© 2008-11 Nelson Consulting Limited
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Consolidation

» Consolidation (or consolidated financial statements) reflects a number of
entities (parent and subsidiaries) as a single entity to set out its
financial performance, financial position and cash flow

» Accounting condition: Control (say over 50%
shareholding)

* Legal condition: the Companies Ordinance

Reporting
as a Group

© 2008-11 Nelson Consulting Limited 32
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Case Sharing
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CREDIT SERVICE

2005-§1§F'
’}l' -+ 75‘3‘\ L
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$186,501,000
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Case Sharing
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2005: HK$ 186,501,000
2006: HK$ 983,000
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Today’s Agenda

—
2 Common Techniques in Reading and
-4 \ Analysing Financial Statements
© 2008-11 Nelson Consulting Limited 36
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From Reading to Analysing

Interpretation of Financial
Statements

Basic - R

i
A? Intermediate — 2#f
Advanced — BN ER?

2 P =k “Much of the analysis | have
3 = 1 described ...... will lead to
E \ questions rather than answers.”

Accounting for Growth (1996), Terry Smith

© 2008-11 Nelson Consulting Limited 37

Structured Approach in Analysing

— Target

!

—  Research

!

™ Understand Simple Analysis
1 * Read announcement and note
the key words
B Analvsg * Read auditor’s report
1 * Read third party’s calculated
Expect ratio
1 * Read notes to the financial
— Assess statements (from the last one)
| « Read other financial
Review statements

© 2008-11 Nelson Consulting Limited 38



Targeting

5 -
Target —-( AN }

N o E R AT

AGRICULTURAL BANK OF CHINA

@‘Y@é&ff

BANK OF CHINA

IcBC )

© 2008-11 Nelson Consulting Limited
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From Reading to Analysing

Research

HEIXEIFRY

Bkt i poeoen® R

www.hkex.com.hk 3 & 2 % #rih

Financial statements P4 I%4F 4

Annual report £ 3F

Announcements A

* Prospectus -
» Other sources Hi FoR )
40

© 2008-11 Nelson Consulting Limited
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From Reading to Analysing

,sg ¥ eop ¥ & 47
REATEfRZ T F 3
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nalyse
cRFRENT L BHFEE

RH G2
e B R A P
J

41

© 2008-11 Nelson Consulting Limited

From Reading to Analysing

SFC% & 42 % 1 4 (200667 )
SR TR -
CRALRFTENSRERTEY 0 A%

W R R AR o # Rl
RiLG PR v
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Understanding the Target

Z ELI%\ i’ﬁ (Macro and Industrial)
© BN ZEES
-@Wﬁr¥ﬁ*

s HITERIGER

ﬁi’ﬁ}% /"¢ (Company Specific) ‘ 1
o O F Wk

S
o FE WA
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Understanding the Target

Z ELI%\ i’ﬁ (Macro and Industrial)

\
S KN
— S FUS AL E RN R FORF R /\"/- A
- EAMERES - ZRL%
— R A ARRI AR AR /
C BN EEEER A
- EHBREF D FrRA AL <l119
%2 i

SRR B R LE T

—' e
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Understanding the Target

LK V% (Company Specific)

SN 3 AR o4
e ﬁ\ \]é
o N v I Al AT
° E\% Z“Z‘;IJ\“ V/E AGRICULTURAL BANK OF CHINA

CEET R

@D*@%ﬁ;

BANK OF CHINA

© 2008-11 Nelson Consulting Limited 45

ER RO )

Qualitative Analysis ~
TE A AT I o I ol
Quantitative AnalySiS AGRICULTURAL BANK OF CHINA

@D*@%ﬁ;

BANK OF CHINA

\_ /

© 2008-11 Nelson Consulting Limited 46

23



Analysis

i’k}_/w\ ’}‘r (Qualitative Analysis)
o FTip ~ KA~ AL € 2 B4 7 (PEST Analysis)
o REL -~ LB Y g % = $* & #7 (SWOT Analysis)

o T I % 4 & ¥71.7| (Porter's Five Forces Model)

— S X AEN s
PR B AN

— R~ i

- R ROR P

© 2008-11 Nelson Consulting Limited

Analysis

FCip ~ G~ AL € 2 FLE 4 7 (PEST Analysis)
f&fg\? A BE ﬁk} g Eow s 7 (SWOT Analysis)

prmreni| (@ vaus| [IcBc @

5o

4@ AR
E=ia

Py
Pt
B
i Bk
ik
T
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Analysis

T IE A 4 & 4517 (Porter's Five Forces Model)
e

Hop X2 34
o~ ¢ R 53 el Y i
& —%"
AL A
PEEGDN —fgmz\ o aEp gk N e B
kR %
ML i it )
© 2008-11 Nelson Consulting Limited
Z_¥ %~ 17 (Quantitative Analysis)
o PAFRIR E A7 « PR~ AR R
(Financial statement review) )( (Time-series or trend analysis)
. v F A C R
(Ratio analysis) (Cross-sectional analysis)
N
—

AR T gL I

© 2008-11 Nelson Consulting Limited
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Analysis

Bl 25 BOFAY
Bl inp e ek R
© IR E AT * B~ ARFOL R
(Financial statement review) X (Time-series or trend analysis)
N T R ER R
(Ratio analysis) (Cross-sectional analysis)
o Eihdri A5 A WE R
» % — #F  (notonly one figure)
» % — 3 % (notonly one statement)
» % — ¥ (notonly one period)
» % — &£ % (notonly one company)

© 2008-11 Nelson Consulting Limited 51

Analysis — Case

« PARE A AT o FEE AR R
(Financial statement review) (Time-series or trend analysis)
- E4 X

(Income statements)

(R/f n\?
ASR

© 2008-11 Nelson Consulting Limited
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Analysis — Case

PAFRIFE £ A4 - BFER R Y o B R O R AT
FE 4 (R FEFR) 2007 2008 2009
1L e » 250,035 321,855 296,147
SURESEL (85,852)  (121,852) (114,508)
e AT EPN 164,183 200,003 181,639
S T EN L 8 22,995 23,798 35,640
B (E A/ e (3,727) (9,785) 6,358
R (30,574) (51,478)  (40,142)
Hiu g g (74,620)  (110,189) (109,567)
SRR (34,470) (896) (8,926)
# R AR 43,787 51,453 65,002

© 2008-11 Nelson Consulting Limited

Analysis — Case

53

AR A A4 - BRI I e ¢ o B AT
FEE2 (rahFEg~) 2007 2007
& 4~ 250,035 | 1L e~ 3 5 Al >100%
FIL 24 (85,852) (34%)
Z A e 164,183 66%
LHER 2 RE AL 22,995 | 4R £ 9%
Huw (A D)/ e~ (3,727) Cgtf;‘tr;‘;’érft'ge (1%)
T N (30,574) (12%)
Hu g Esn (74,620) (30%)
AEARY * (34,470) (14%)
# Bl 43,787 18%

© 2008-11 Nelson Consulting Limited
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Analysis — Case

Iy - grE-
B4 117

AR £ 247 - PR (R V)(() TER LR

=
Hu (X)) »
FAaR B4

H 4 %“-};_é?‘: 3
SRR

EY LIk

2007 2008 2009
100% 100% 100%
(34%) (38%) (39%)
66% HEEp 629 EEE) 61%
9% 7% 12%

(1%) (3%) H) 29,
(12%) (16%) mmmmp(14%)
(30%) (34%) EEP(37%)
(14%) 0% (3%)

18% HEE) 169 EEE) 22%

© 2008-11 Nelson Consulting Limited

Analysis — Case

PAARIR & & 45

« IR L AT

(Financial statement review)

(Income statements)

- E 4 X

c BEILR

(Cross-sectional analysis)

55
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Analysis — Case

PAGEIR 2 2 47 - Fp E R
FEZR (FaBFE=) E¥sim ¢ RAF 1A
SURESN 296,147 261,424 405,878
flL LD (114,508)  (102,543) (160,057)
A 181,639 158,881 245,821
S T EN L 35,640 46,013 55,147
i (D) e 6,358 28,543 10,421
(TR (40,142) (14,987)  (23,285)
Hiu g g (109,567)  (107,021)  (120,819)
S AR (8,926) (25,831) _ (34,150)
R ALE 65,002 85,598 133,135

© 2008-11 Nelson Consulting Limited

Analysis — Case

57

PATRE L A4 - (k)

FEE (CABFFA) RE&E ¢ RAF 1f A
F1 L e » 100% 100% 100%
L (39%) (39%) (39%)
IR BN ) 519, 61% 61%
LG U4 e ) 129 18% 14%
His (L30T ) 2% 1% 3%
(ENE m—)(14%) (6%) (6%)
Hu g Ep (37%) (41%) (30%)
SRR (3%) (10%) (8%)
ERAIR ) )0, 33% 33%
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Analysis — Case

PATRIE £ & 47

© PATRER £ AT
(Financial statement review)
S FALA X

(Balance sheet)

R~ ABFOL R
(Time-series or trend analysis)
- PR R

(Cross-sectional analysis)

© 2008-11 Nelson Consulting Limited

Analysis — Case

59

PATRERE £ A4 - BRIV R 1) o R AT
FTAERAE (rawmgEga) 2007 2008 2009
Z2RAER 2,709,192 3,014,984 4,011,495
BERFTE2EABT A 1,234,419 1,670,066 2,152,244
TP k4T 2 A7 £ AR 1,005,944 1,253,031 1,628,934
N e R 229,743 892,532 890,199
B FA 126,208 183,738 199,716
AR 5,305,506 7,014,351 8,882,588
i u (727,605) 290,541 342,925

© 2008-11 Nelson Consulting Limited
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Analysis — Case

25 = . > l
AARER £ A5 - PER R AR R AT
FTAERA (rawmgEga) 2007 \ 2007
2 RAER 2,709,192 | et g £ 51%
HERT 2 a&RTA 1,234,419 | Common-size 23%
_ 3 statements
TP AT E A5 E TR 1,005,944 19%
YRS S R Ny 229,743 4%
B FA 126,208 2%
FARG 5,305,506 " T A 43 5 ¥ > 100%
i (727,605) (14%)
© 2008-11 Nelson Consulting Limited 61

Analysis — Case

PAIRAR & 247 - PR (e v )|(§) T AR AR AT

IY S RrETA
BB 7

AGRICULTURAL BANK OF CHINA

TALGREA (LaRFER) 2007
2 RAERR 51%
BERTZ ERTA T 23%
FA P L 4LT R R £ A0 19%
Bl AT AL T 4%
A FTA 2%
AR 100%
i u (14%)

2008 2009
- 43, B 459
24% 24%

18% 18%
) 130, EEE) 109
3% 2%

100% 100%

4% 4%

© 2008-11 Nelson Consulting Limited
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Analysis — Case

PAFr3E L 27 - —/glF_ b i

FALGRA (LaBEER) L¥RF Y RAAF 1pas
S P AER 4,011,495 4,797,408 5,583,174
EIRT 2 E&4RFTA 2,152,244  1,845193 4,013,757
CRAE R TR (acd o e ] 1,628,934 1,805,245 1,928,349
(PR R 890,199 - -
2 FA 199,716 300,331 _ 259,773
T AR 8,882,588 8,748,177 11,785,053
L 342,925 541,628 _ 678934

© 2008-11 Nelson Consulting Limited

Analysis — Case

63

R g

S

PAFRER 2 a4 - e E ()

PORE4LIT 1R
55% 47

21% 34%

21% 16%

% %

3% 2%

100% 100%

6% 6%

© 2008-11 Nelson Consulting Limited
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Analysis — Case

vy 7 /_\: v ¢ > I

£ E«gﬂ RS ES 2007 2008 2009
EX 3,474,174 3,100,159 4,138,197
REIE A B (764,982) (85,175) (126,692)
B 2 aE 2,709,192 3,014,984 4,011,505
AR W 1

IJ ijﬂﬁm“ﬁ’ﬁ o 22.02% M) 2.75% mmmp 3.06%

© 2008-11 Nelson Consulting Limited

Analysis

— Case

65

w»_ L¥gim ¢ MAF 1 AF ;f; 'Y 2
(LARFF~) .

WIE 4,138,197 | 4,910,358 | 5,728,626

FEIE A ER (126,692) | (112,950) | (145,452)

B ge 2,152,112 | 4,797,408 | 5,583,174

/f ;i i ?F; A 3'06%|- 2-60°/°|- 254%| 05% 15% 0.6%

© 2008-11 Nelson Consulting Limited
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Analysis — Ratio Analysis

Z_¥ %~ 17 (Quantitative Analysis)

PR ARFU R

(Time-series or trend analysis)

o W FON g e E R
(Ratio analysis) (Cross-sectional analysis)

/] .

© 2008-11 Nelson Consulting Limited 67

Analysis — Ratio Analysis

Selected ratio for reference
PFF A Return on Equity (ROE) (%% & 1 7 w 4F)
(Returns to Investors) = Z 4B (profit) + %, i £ (total equity)
Bl A Net Profit Margin(F1 /& 5
rofitability = ZEJE(profit) + & ¥ % (turnover
(Profitability) 2 417 (profit) + 5 # # (t )
FTAEY Asset Turnover(F # % # )
(Use of Assets) = ¥ ¥%f(turnover) - 3 F A (total assets)
R STE e Assets toy Equity(‘i';ﬁ AIAAEE)
(Gearing) = RFA-REE .
(total assets) + (total equity)
s Current ratio(; # +* &)
(Liquidity) = EFA R f G
(current assets) + (current liabilities)
Auditing & Assurance in HK (2009), Dr. Peter Lau and Mr. Nelson Lam

© 2008-11 Nelson Consulting Limited 68



Analysis — Ratio Analysis

B4 e 4y — AR ﬁv»L. Z (Common rlatio used)
(Returns to Investors) * ¥ P& (Price-to-book ratio)
— AL ,% x/grj & LRE § B
« B pE:&@«’ , 13;%'\.;;;;%1 f}%
R FAGE LYY & 8
« # ¥ % (Price-earning ratio)
— AL f%" x/grf DRI A
o B ;‘gi:,ﬁ«’ ’ 1&%.8;{%1@%
c BRIl ARG HA
« A £ w3F (Return on equity)
— 1 «flj MES K;% g F

0

R

© 2008-11 Nelson Consulting Limited 69

Analysis — Ratio Analysis

U o B ol R AT @*L@i&ﬁr ICBC @

AGRICULTURAL BANK OF CHINA BANK OF CHINA

B ERE L 1%
W PR & - 2.02 2.72
& - 12.84 14.26
p— i 1# 73 w4F 19.0% 15.8% 19.6%
From various sources and own calculation

3 - JUETLap

¥R
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Analysis — Ratio Analysis

Du Pont Formula

‘ ROA (or ROI) ’
= Profit +- Assets
[
! !
‘ Profit Margin ) ‘ Asset Turnover
= Profit + Sales Multiply = Sales + Assets

* The strength of the Du Pont Formula is that it includes both
of the main reports for an organisation:
— Resource use (Profit and loss account)

— Resource level (Balance sheet)
© 2008-11 Nelson Consulting Limited

Analysis — Ratio Analysis

Du Pont Formula

( ROE ’
= Profit + Equity

Profit Margin ‘ Asset Turnover ’ ‘ Leverage
= Profit + Sales = Sales + Assets = Assets + Equity

* The strength of the Du Pont Formula is that it includes both
of the main reports for an organisation:
— Resource use (Profit and loss account)

— Resource level (Balance sheet)
© 2008-11 Nelson Consulting Limited

! !
: Operating Non-current Current
Sales minus plus
expenses Assets Assets
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Analysis — Ratio Anal
PR i
B A 17

AR IR = B x FARES x FTAEELS

__1E T~ o AR

e FA % 1 5 53

Sa—
PERLBET| 190% ~ 21.9% x 3.3% x 25.9
@ Y Bkt || 158% ~ 327% x 3.0% X 16.2
ICBC @ 19.6% ~ 32.8% x 3.4% X 17.4
© 2008-11 Nelson Consulting Limited 73

Case Study — Reading and Thinking

FEHEER 15

4 & %¢ (Sales) 254,092 394,089 308,238
# & =2 & (Cost of sales) (194,823) (274,538) (211,651)
£ 41| (Gross profit) 59,269 119,551 96,587 \:I
Z 1 L4~ (Netinterest) 6,289 4,483 461
H 8 yz » (Other income) 787 -
g @S A (R&D) (17,373) (17,523 (11,809)

) o
Haz s @ (Seling exp.) (4,128) (2,255) (2,858)

Frcs ¥ B L (Admin.exp)  (15587)  (12,024)  (11,611)< —1
ok By 2 P RS (662) (216) (194)
FLE (Tax) (6,177) (15,762)  (12,641)

£ B F1iE (Profit for the year) 22,418 76,254 57,935
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Case Study — Reading and Thinking

L% F A (Non-current assets) 21,505 16,980 21,667
% F & (Current assets) 199,576 253,290 228,469
BT A 221,081 270,270 250,136
sbinds f i (Non-current liab.) 846 603 49
# f 1 (Current liabilities) 40,352 62,654 73,307
BER 41,498 63,257 73,356
S ol e 51 159,224 190,636 155,162
T AEBE(EE 23F) (Equity) 179,883 207,013 176,780

© 2008-11 Nelson Consulting Limited
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Case Study — Reading and Thinking

mEBEFAEZ B LR (1)
% b (Inventories)

e 3 2 ek (Receivables)
Hiu Mg i

© e 4117 05 AC

e ¥ T 75 3 (Fixed deposits)
MEE M EXH P (Cash&casheq.)
/8 F A (Current assets)

J& 303 2 i+ 3 (Payables)
3438 (Tax payable)
RERFT

sn# f % (Current liabilities)

18,253 36,212 42,458
61,688 59,219 58,166
1,000 1,250 -
130 130 2,130
8,083 37,000 -
110,422 119,479 125,715
199,676 253,290 228,469
38,527 56,357 63,399
1,815 6,287 9,900
10 10 8
40,352 62,654 73,307

© 2008-11 Nelson Consulting Limited

38



Case Study — Reading and Thinking

FERENEL (135

Y ER T A 4 R
(Cash flow from operating activities)

FFEP M e AL /(T )EGE
PR E I A R R

RS X2 % JCRDVE AT
T g

- - pEREEREER S

EHP(RIFLHPERE)

2009 2008
24,821 74,892 39,682
21,868  (33,964) (19,913)

(55,761) (47,170) _ 68,790
(9,072)  (6,242) 88,559

15 6 (40)

119,479 125,715 _ 37,196

110,422 119,479 125,715

© 2008-11 Nelson Consulting Limited

173,403-

ke

Jo r 1,118,917 1,112,115 815,936
M A (849,825) (885,172)  (642,533)
= i 269,092 226,943

H oy 27,606 9,071 4,900
HaE oA A (39,015)  (32,369)  (26,331)
FrcE g @A (53,946)  (53,790)  (36,501)
Hirg (17,675)  (14,583) (9,040)
BB AR LR LAY

B2 9,328 6,609 5,494
fim (35,052)  (17,941)  (12,824)
ERAIR 160,338 123,940 99,101

© 2008-11 Nelson Consulting Limited
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for 100% 100% 100%
IR (76%)  (80%)  (79%)

ER ) 24% 20% 21%-
Bz 3% 1% 1%

82 SR (4%) (3%) (3%)

AR HE R A (5%) (5%) (5%)

Mg (2%) (1%) (1%)
AETY PR X

W2 P4 1% 1% 1%

g (3%) (2%) (2%)

&R IR 14% 1% 12%F

© 2008-11 Nelson Consulting Limited

3
PESREEKAR
R A A Ul b
B 2nd F A
BILREF A
Fh

Bz {0 % BRAK
H W R PR 2
Lt

MEEMESRE
Bk T A

o

=

S

C\E
R
[

79

355,447 271,616 222,361
35,091 29,208 11,592
63,921 63,953 66,551

454,459 364,777 300,504

121,134 103,672 92,114

446,772 380,017 335,596
36,531 49,754 11,058

5,199 9,340 3,325
113,211 103,100 84,416
722,847 645,883 526,509

1,177,306 1,010,660 827,013

© 2008-11 Nelson Consulting Limited
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-
FE SRR KA 30% 27% 27%
WY AP LR AITHES 3% 3% 1%
His 2bind 7 A 6% 6% 8%
BB TE A 39% 36% 36%
2 10% 10% 1%
Bl § b PR 38% 38% 41%
H i e RE A 3% 5% 1%
e g 4 0% 1% 1%
BEZREEE 10% 10% 10%
Bind T A 61% 64% 64%
BEA 100% 100% 100%
© 2008-11 Nelson Consulting Limited 81

A J

RHF RS $E RS 214743 258,198 235486
847 3% 68,933 107,570 152,498
B i 2 P R K AT 748 751 1,542

T M 238 94,972 67,390 _ 58,809
wonds g 379,396 433,909 448,335
b AL E 343,451 211974 78,174
LA R A 169,429 93,750 5,903-
hut AT § R 1,850 1,673 657
WA 171,279 95,423 6,560-
FAEEGEE R 626,631 481,328 372,118
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R FEREAR L6 R 34%

1%

0%
15%
60%

55%

27%
0%
27%
100%

54%
22%

0%
14%
90%

44%
20%
0%
20%
100%

63%
41%
0%
16%
120%

21%

2%‘..

0%

100%

© 2008-11 Nelson Consulting Limited
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© BiT 0 ffd RTH BT feae
>AGAE L MEREE
>0 REA R AR T A AR TR
> ERERH2 B
AL B PRE e TR HELE

@A
© HEFFIARM O PO AT FaR AL

cHE- GHE- B0 WAL pmmt i B L AT

PN
@ - ETY & PN
China Rare Earth Holdings Limited

Dz L-ahy e (2010£100 27p) 85
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Mar 2, 2010: ™ D760.HK 1.94
= 4.50
I
| 4.00
|
i ] 2.50
N
Iy
|
| 2.00
,.JI
.50
A
|
AN
\ .00
N T At A . Mw\r"\"’f
\h \.'v’\,lv_’\/ ]
v
2010 Mar Apr  May Jun Jul Aug Sep Oct Mow Dac 2011 Feb Mar Apr May Jun Jul Aug
= Volume: 14,644,000 x
0.308
1 0.208
0.108
[T T I NS st O D " ....|||||..‘|‘|”“I‘I||| (TR
@ PR Ak 3R R A 3]
China Rare Earth Holdings Limited
p iz Lo 3h) e (20102107 27p) 86
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ﬁ"’L FirenA ¥4 1 M i A I——r;";;:_J SRV S g
> #2 R # 4k (rare earth materials )
> bl AR E B enfld A% (rare earth elements )
> AL AR R E RS L A5 (rare earth products )
. #%J»ﬁi%émf%i ASESHBIETF BHAHEILASD

y v

~

-Zgﬁ%—«‘ i | BRE_F
ﬁrq‘@iz&a A

LT TRy
-
(o4
GRS PG AR T

7
J ﬁ“—f’ﬁ"i R atan a5
wEIRAE L.

N

@ - ETY & PN
China Rare Earth Holdings Limited

© 2008-11 Nelson Consulting Limited

L=3) P F% (2010£10% 27p) 87

2005 2006 2007 2008 2009 2010
iy

AL (FF) 345 522 713 619 638 384
Ml ASd e (FF~) 424 509 672 746 574 215
YEE (FH =) 769 1,031 1,385 1,365 1,212 599
FAME (FHR) 1,584 2,465 2,798 3,214 3,240 3,218
L4 (FER) 204 299 454 349 231 139
IR (FE~) 132 212 299 134* 85 64

* KR AR

@ PR A A A 8
China Rare Earth Holdings Limited

© 2008-11 Nelson Consulting Limited
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CEL AR
2 Al T o

© 2008-11 Nelson Consulting Limited

A
AR

T
£ L4}

Do RA R R A
G EY LR PR T e
YRR T F 2y

B R v s flF

S EERCY &N PN

China Rare Earth Holdings Limited

ApAR =L -3h) B (2010£100 27p)

2005 2006 2007 2008 2009 2010
iy

AL (FF) 345 522 713 619 638 384
Ml ASd e (FF~) 424 509 672 746 574 215
YEE (FH =) 769 1,031 1,385 1,365 1,212 599
FAME (FHR) 1,584 2,465 2,798 3,214 3,240 3,218
L4 (FER) 204 299 454 349 231 139
IR (FE~) 132 212 299 134* 85 64
* R AR

PR RN 49%  42%  49%  42%  37%  37%
£ 4% 27%  29%  33%  26%  19% = 23%
R 17%  21%  22%  10% 7%  11%

© 2008-11 Nelson Consulting Limited
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S EERCY &N PN

China Rare Earth Holdings Limited

s

7 ¥

4% (201010 27p)
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« MR A A 45T 1 F 3

© 2008-11 Nelson Consulting Limited

Mar 2, 2010; == 0769.HK 1.94

M, .
5 .\,J“M\f\—\m N

\ . L

= Volume: 14,644,000

mmmm

© 2008-11 Nelson Consulting Limited

> RS sl B AR
> vehgl & A R EF RS R0 4 AT

gg

IR LR FEPE 2 TR
GEV LY SRS EY T
i L] -

cFR T FEH LSS AR REATA

D

S EERCY &N PN

China Rare Earth Holdings Limited

<P AR

2010 Mar Apr May Jun Jul Awg Sep Oct 3 95 U s

-

Pz Lo P FE (2010100 27p) 91

®

0308
0.208
0.108

S EERCY &N PN

China Rare Earth Holdings Limited

BB AP AR

=+ =3) W% (2010&10% 270 ) 92
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AN

Mar 2, 2010: W 0769.HK 1.94
4.50
N
b o
| I.\I I\'\Jﬂl
| 4.00
| |
" Mo M
J In 1 W N i
o N e M TGN
\ \ 4 A
fn
|| N NWMI 3.00
| A
| i \
i P\ J o5
W WY i
l III'-\!\ 2.00
\ " f
b pa s AT . N
\h \'v’\,l‘ V_’\/ b
I

2010

© 2008-1

= Volume: 14,644,000 "

Mar Apr  May Jun Jul Aug Sep Oct Mow Dac 2011 Feb Mar Apr May Jun Jul Aug

0308
0.208

0.108
r AP v O D I " ...|||I|I..IJH||J||I‘|Ih||lnhl.lll|

@ - ETY & PN
China Rare Earth Holdings Limited

1 Nelson Consulting Limited ik (4 pdR:=L=3) #% (201010 2779) 93

Summary

Bw

. “Much of the analysis | have described ...... will lead to questions

. Cash is King - identifying the company without or with little cash inflow
. Use some multivariate analysis in predicting corporate failure

. “If in doubt, don’t invest” Accounting for Growth (1996), Terry Smith

rather than answers.”

“Clever people rarely do anything by accident” — Read wordings in
documents carefully, and query any changes in wordings or
treatments

Read the financial statements backwards

Read the accounting policies and compare

“Screen” the financial statements using various “filters” so as to raise
questions

a. comparing net interest income/expense with the average net
cash/debt

b. tax charges
c. changes in depreciation lives and policies

© 2008-11 Nelson Consulting Limited 94
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Summary

1.

Press releases were the key

N

press release
Gathering financial data and begin search for financial shenanigans
Read the auditors report - Watch for qualified opinions
Be wary when no audit committee exists
Read the financial statements and notes to financial statements
a. Favour company with conservative accounting policies
b. Be alert for aggressive or inappropriate inventory valuation
c. Consider pending or imminent litigation
d. Question long-term purchase commitments
e. Watch for changes in accounting policies
7. Read other documents of a company

o gk w

© 2008-11 Nelson Consulting Limited

Summary

AL

Jer BB S M E R R
T
&

a2

13
1
=1

R A

34

U 0000000 Od

© 2008-11 Nelson Consulting Limited

“Pro forma” game - identify some unusual accounting terms in the

O Rdepr? 632~ £ 9 A~ F R chk

RS RS LR R I

Financial Shenanigans (2002), Dr. Howard Schilit
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Final Remark

« Behind the financial statements is its company”

+ Behind the company is its people”

* We should look at not only quantitative but
qualitative issues.

* “Good” financial statements are not necessarily
reflecting a good company
» A good company is not necessary a good investment

"CFA Institute

© 2008-11 Nelson Consulting Limited 97

You Know Them?

Jerome Kerviel Richard Fuld

© 2008-11 Nelson Consulting Limited
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Global Trend

R pATRERE 2 B R (IFRS) e im

J" Japan (2016?)
| e w (2011)

gk
L o N
w
4 . .
A X T L é‘-"\m/»‘/»\ /,}}\,dgé‘,
(= F# %)
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Global Trend: Changes ......

* Do you know the new name of

— Profit and loss account? or Income Statement? or
Statement of Comprehensive Income?

* IAS 1 was amended in June 2011 and updated with:

> A new statement title, statement of profit or loss and other
comprehensive income, is introduced and it can be used to
distinguish from statement of comprehensive income which may
be used to present comprehensive income only

» Similar to the above title, another new statement title, statement
of profit or loss, is also introduced to formally replace income
statement, or separate income statement, to present items of
profit or loss only

© 2008-11 Nelson Consulting Limited 100
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Analysis of Financial Statements

22 August 2011

u*%&,@}}\‘.’f“i‘#ﬁ}‘i—ﬁj/%\*% ......
EERFIE - a2 LF% |7

(“Much of the analysis | have described ......
will lead to questions rather than answers.”)

~
ﬂa’aﬁ
Accounting for Growth (1996) " Gy

Terry Smith ’_ § o %

© 2008-11 Nelson Consulting Limited

Analysis of Financial Statements

22 August 2011

— T —
‘ Q&A Sessioﬂ}i’-)

————
——

Lam Chi Yuen, Nelson k4 i&
nelson@nelsoncpa.com.hk
www.NelsonCPA.com.hk
www.Facebook.com/NelsonCPA

104

© 2008-11 Nelson Consulting Limited

52



