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Session 4 
Analyzing Risks, Quantifying ESG, 

and Forecasting Profit & Loss
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What will we be covering today?

Company 
Overview

Industry 
Analysis

Competitive 
Positioning

Thesis

Financial 
Analysis

ValuationRisksESG
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Lesson Outline

1. Investment Risks
2. ESG Overview & Components
3. ESG & Valuation
4. Creation of Value 

a) Drivers of Value
b) Analyses of Revenue, COGS, EBIT, EBITDA
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Analyzing Investment Risks

Market Risk

Regulatory Risk

Firm Risk

Valuation Risk
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Analyzing Investment Risks — Example

Source: CFA Singapore Champion, NUS Team
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ESG in the Industry

Asset Management Perspective Capital Raising Perspectives

Sustainable financing to drive responsible 
growth

Proxy voting to influence decisions in investee 
companies 
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Environmental, Social and Governance

Reporting Standards Sustainability Guideline
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How to approach ESG?

Risks & Opportunities ESG Framework

Strategic Goal

E S G

Think about the nature of business

Reputational risks
New revenue 

stream / lowered 
costs
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Impact of ESG on Valuation

Reverse Causality Capex, Costs & Revenue

Adding a premium to discount rate

ESG raises a firm’s value OR only good 
firms have the means for ESG initiatives?

Use of different growth rates

Acquisition of new PPE for sustainability 
efforts

Higher OpEx for sustainable practices

Creation of a new revenue stream
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Quantifying ESG

Scoring Weighted Average Scorecard

Why do these companies give different 
scores?

Based  on the importance of E, S or 
G component in the company 

Sustainanalytics
Refinitiv

MSCI
S&P Global
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What drives the value of the firm?

How does it translate into numbers - growth potential/redundancy?



Prepared by: Soh De Wei, Tan Ki Siong
Document Classification: Confidential
Please do not copy, distribute or reproduce in whole or in part, nor pass to any third party.

Value of Firm – Free Cash Flow to Firm (FCFF)

FCFF

EBIT/Operating Profit(Loss) X (1 – Tax Rate) 

Change in Net Working Capital

Depreciation & Amortization + Other non-cash 
expense

Capital Expenditure

-

+

-
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Value of Firm – FCFF

EBIT/Operating Profit(Loss) X (1 – Tax Rate) 

Change in Net Working Capital

Depreciation & Amortization + Other non-cash 
expense

Capital Expenditure

-

+

-

What the company makes 

How it manages current assets and liabilities 
(excluding cash)

Quality of assets & decay 

What it actually spends on
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Value drivers – EBIT

Revenue Cost of Goods Sold Operating Expense
Operating Profit

(EBIT)- - =

Revenue

1. Bottom-up
2. Top-down
3. Y-o-Y growth
4. Regression Analysis

Expense

1. Selling, General and 
Administrative

2. Research and 
Development

3. Sales and Marketing
4. Other Operating Expenses
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Understanding EBIT

Revenue

Gross Profit

EBIT

COGS

OPEX
From a shareholder, 
production and 
operation perspective.
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Forecasting Starts with Revenue: Bottom Up

Revenue

Selling Process Delivery

After sales service

Product & Services

Branding
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Forecasting Starts with Revenue: Bottom Up

Selling Process

DeliveryProduct & Services

• Bottlenecks in sales process
• Scalability of revenue

• Is the company developing faster ways to 
deliver products?

• Growth prospects for existing products? 
• No. of Customers * recurring revenue 

(sticky) for customer?
• What new products will roll-out?

After Sales Service
• Good follow-up with existing customers?
• Customer feedback/ Net Promoter Score?

Branding

• What do customers think about the 
company?

• Do they clearly communicate the value like 
master brand communicators?
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Forecasting Starts with Revenue: Top-down

USD 285 Bn 

ABNB
30%

USD 502 Bn

Market share can help you derive future revenue, based on industry CAGR to get sensing of potential top-line sales.
It can also serve as a useful tool to validate bottom-up approaches.  

GBV among Online Travel Applications (OTA)
2022

GBV among OTA
2026

ABNB
30%

12.2% 5Y CAGR
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Checking: Not making the “new” analyst mistakes

ABNB 
Q2 22 Earnings (Aug 22)

BYND
Student Report, AY 07/21
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2nd Top-line that matters: Gross Profit

Source: Andrew Stotz Investment Research

Questions to consider:
1. What has been driving GP historically?
2. Any material changes in direction?
3. Analysis of COGS

a) Major COGS drivers
b) Which are regular/one-time?

Global Top ~3000  companies 
GPM as % of Revenue 
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2nd Top-line that matters: Gross Profit (COGS Analysis)

COGS
Primarily:
1. Raw Materials
2. Direct Labour

Master Method for GP Forecast

1. Study supply chain and raw materials 
needed

2. Identify opportunities for margin 
expansion

3. Analyze internal and external 
pressures on margin

4. Prior years as starting point

5. Uncover significant changes

6. Evaluate sustainability of GP margin
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COGS Analysis

Step 2. Identify Opportunities for Margin Expansion

Economies of Scale
• Fixed Cost spread over more units

Learning curve
• Business getting better at 

production

New products or business line
• Higher margin products can 

push overall COGS down
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COGS Analysis

Step 3. Analyze Internal and External Pressures on Margin

Competition Macroeconomic Factors
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COGS Analysis

Step 4, 5 and 6, Use prior, uncover changes and evaluate sustainability

LULU COGS vs. OPEX
In USD Mn and % of Total Revenue
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Cost of Goods Sold Gross Profit COGS % of Revenue

Changes?
1. Company strategy to push shoes in 

2020 (Note: Shoes cost only 22% of 
Revenue) 

2. In tandem with strategy to expand 
and improve production bases and 
Vietnam

3. Too optimistic? (No as past margins 
have already seen great 
improvement and retained pricing 
power
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3rd Top-line that matters: EBIT

1. Selling, General and 
Administrative

2. Research and 
Development

3. Sales and Marketing
4. Other Operating Expenses
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Deriving EBIT: Expenses Forecast

 0
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 2,000.0
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 3,000.0

2017A 2018A 2019A 2020A 2021A

Selling and Marketing Exp. General and Admin Exp R&D Exp

ABNB OPEX
In USD Mn

Questions to consider:
1. Direction of company in the coming years (Taper 

or increase)?
2. What goes into SG&A?
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Thank You
&

See You Next Week!
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