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1 Introduction 

The main goal of this thesis is using the classic theory of enterprise value, the method of 

investigation and case studying to value a listed company, Dongfeng Motor Group. 

There are included into five parts in this thesis. First part, introduction is mainly showing the 

general structure and contents of this thesis, and it help to build a better understanding and 

learn how important the valuation is. Auto industry is the pillar industry of the national 

economy. With a lot of investment money flooding into the auto industry market, mergers and 

acquisitions, restructuring, equity trading and venture capital activities of auto industry are 

keeping enthusiasm high. Then how to assess accurately the value of auto enterprise is 

particularly important and significant. And the enterprise value has become a key factor to 

success investment decision for the managers and investors. 

Then the main valuation methodology part is followed. In this part, we will know how to 

value a company step by step. First at all, we will explain three kinds of ratio, solvency ratio 

analysis, liquidity ratio analysis and profitability ratio analysis in order to research the 

financial situation. Then we will choose the best suitable model to value the company after we 

analyze the financial situation. 

Third chapter is to describe the situation of the company. First as all, we will introduce the 

basic situation of Dongfeng automobile company. And according to analyze the development 

of domestic industry environment and international environment, we will study the present 

situation and future trend of domestic and global automobile industry. Comparing Dongfeng 

with other domestic and international auto companies, such as assets, profits, market shares 

and so on, we will know the disadvantage of the company and competitive advantage, then 

position future development. 

Chapter four is application of valuating the company. We will choose four years historic data 

from year 2009 to year 2012 and predict next six years in the future to calculate and analyze 

the financial situation. In this chapter, we will firstly use regression model to build up linear 
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regression function to predict the trend of two variables, revenue of the company and GDP in 

China. Then we are able to predict each component of the balance sheet and income statement 

by comparing each items with the revenue. According to discounted cash flow model, we will 

have a valuation of the company. Furthermore, we will research more how the value change 

when we change other selected and important components due to sensitivity analysis. 

Last chapter is to conclude the company. We will discuss and summarize the results we have 

got, present the future steps and development. 
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2 Description of the Company Valuation Methodology 

Business valuation is a set of procedures used to estimate the economic value of an owner’s 

interest in a business. Assessment method is the core issue of enterprise value assessment, and 

it directly affects the result of the assessment and the implementation of market transactions. 

Company's value depends on future free cash flow, rather than the history cash flow, we 

require forecast the balance sheet and income statement from this year to the future (generally 

for 5 to 10 years). This is the most critical step of affecting the estimation of free cash flow 

discounted method, and it need analysts to predict and have a more in-depth understanding 

about the company's macro economy, industry structure and competition, the company's 

products and customers, the company's management level and other fundamental and 

historical financial data. 

On the basis of historical data, analysis of the company and industry and predict the future of 

the company's business development, the managers have to predict the company's sales, 

operating costs, depreciation, taxes and other projects. 

Valuationis measured by financial market participants to determine the price whether they are 

willing to pay or receive to effect sales of a business. The purpose of valuation is to analyze 

and measure the market value of enterprise or a business unit within the enterprise, branch 

offices and provide relevant information in order to help investors and management 

authorities improve decision making. Or we can also describe in more details below: buying 

and selling operations, public offering (IPO), strategic decision on the company’s continued 

existence, marital dissolution, compensation and so on. 

There are primary three classic and widely approaches to value a company: the income 

approach, the assets approach and the market approach. And there are five steps to complete. 

1. Data collection 

2. Strategic analysis 

3. Financial analysis 

http://en.wikipedia.org/wiki/Valuation_(finance)
http://en.wikipedia.org/wiki/Valuation_(finance)
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4. Financial plan creation 

5. Valuation approaches 

For the first step, we collect four years data from year 2009 to year 2012, and then predict 

next six years in the future. About the strategic analysis is mainly discussing SWOT analysis. 

Financial analysis is used to research financial situation of the company. In this thesis, we use 

three kinds of ratio analysis, solvency ratio, liquidity ratio and profitability ratio. Then we also 

have to create financial plan of the company. We will plan some more important and common 

items of the financial statement. Last step is to value the company according to a suitable 

model and results of financial plan. 

2.1 Strategic analysis 

The main goal of strategic analysis is to estimate or forecast the total potential sales of the 

company. SWOT analysis is a structured planning method used to evaluate the strengths, 

weaknesses, opportunities, and threats involved in a project or in a business enterprise. It 

involves specifying the objective of the company or project and identifying the internal and 

external factors that are favorable and unfavorable to achieve that objective. Generally, there 

are three procedures of the strategic analysis. 

 External potential 

 Internal potential 

 Prediction of the sales 

2.1.1 External potential 

External potential is mainly analyzing opportunities and threats, and it included estimation, 

analysis and prediction of the relevant market. The main goals of analyzing external potential 

are as follows: 

a. Learning the basic information about relevant market 
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It mainly researches the scope and territory of the business, the size of estimating the relevant 

market. The more historic time series, the better and more precise estimation. And we will 

measure the sum of sales units. 

b. Finding which factors influence market evolution 

The factors primarily include market growth, return on the market, sensitivity on the 

economic cycle, macroeconomic factors (GDP, interest rates, exchange rates, inflation and so 

on) and pricing specific commodities and so on. 

c. Forecasting market development 

We will use regression analysis to predict market size evolution. 

2.1.2 Internal potential 

However, internal potential analyze strengths and weaknesses, it consist of analyzing 

competitive forces. The the contents of these two potential analysis constitute SWOT analysis. 

The main goal of analyzing internal potential are as follows: 

a. Understanding the basic information about market share 

According to analyze historic time series data, we will conclude the size estimation of the 

market share. And the more time series, the more precise the market share. 

b. Fully understanding the main competitors 

In general, we will collect the relevant information or data, especially financial data, to 

analyze and compare the competitors. 

c. Finding out which factors affect market share evolution 

Those factors are mainly covering management of the company, quality of employees, 

investment and products and so on. 

d. Predicting the market share development 
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We also use regression analysis to forecast market share evolution. 

2.1.3 Sales prediction 

Sales prediction is mainly from analysis of the external and internal potential. And in this part, 

we will forecast each items of financial statement and create financial plan. In business, the 

main goal of creating a financial plan is to determine the future development of a corporate in 

three primary financial statements (balance sheet, income statement and cash flow) by 

forecasting relevant items. And it is the fundamental basis for using the income methods. 

Financial plan can refer to an projection of income and expenses for thecompany, and 

estimate cash needed for a company and decide how to raise the money, through borrowing or 

issuing additional shares in a company. 

In this chapter, we have planned all items of balance sheet and income statement. However, 

we will just explain more details about the main and important components. So at first, we 

will choose one common used and important item as a basis (revenue) of the company and 

build up a relationship between this basis and other relevant variables (GDP in China) by 

means of regression model. Then we will plan other items by comparing with this basis. 

Plan of revenue 

We use regression model to plan the revenue according to build up the relation between 

revenue of the company and GDP in China by using the historic data. The hypothesis for 

economic model is based on the direct or inverse relationship between the variables examined. 

It can be explained how change the dependent variable when changing the values of other 

independent variables. The econometric analysis starts with the specification of a 

mathematical model, then we will assume the linear regression function is as following. This 

equation is used to study the relations between the dependent variable and series of 

independent variables. 

                            iii xY   10 ,                             (2.1) 

http://en.wikipedia.org/wiki/Financial_statements
http://en.wikipedia.org/wiki/Balance_sheet
http://en.wikipedia.org/wiki/Income_statement
http://en.wikipedia.org/wiki/Cash_flow_statement
http://en.wikipedia.org/wiki/Company
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where Yi is dependent variable (revenue), xi are independent or explanatory variables, GDP in 

China in this thesis, β
0 

and β1 known as the parameters of the model, such as the intercept (β
0
) 

and slope coefficient (β
1
), and εi. 

R
2

, “Goodness of fit”, implies that the degree of the regression line fits the data, and the 

proportion or percentage of the total variation Y explained by the regression model. The 

greater the R
2

, more precise and better for the model. Adjusted R
2 

seeks to correct R
2 

in order 

to improve the“Goodness of fit”of the model. The R
2 

have two properties: 

 It is nonnegative quantity 

 Its limits are 0≤R
2

≤1 

P-value is used to test significant, generally when P<0.05, it means statistical significant, and 

independent variables and dependent variable do exist close relationship. And when P<0.01 as 

very significant. So P-value is more close to zero, significant is more strong, and the model is 

better. Conversely, if P>0.05, it indicates that dependent variables are difficult to change with 

the change of the independent variables. Variables do not exist close relations. In this case, we 

have better change our independent variables. 

The standard error is defined as the estimated standard deviation of the estimator. It is to 

estimate the variability of the estimator, or measure its imprecision. 

The Durbin-Watson is used to detect the autocorrelation of residues in a regression model. 

And the statistic value of Durbin-Watson is always between 0 and 4. If the value is equal to 2, 

which indicates that the model do not exist any autocorrelation. And values is more close to 

zero, it indicates that the residues are positively correlated; opposite values is more close to 4, 

it indicates that the residues are negatively correlated. 

Plan of investment 

It is necessary to consider a firm’s capacity due to planned sales growth. 
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R e v e n u e

a s s e t sf i x e d
k

 
 .                           (2.2) 

Plan of depreciation 

A firm’s plan of depreciation is dependent on the future balance sheet. 

                             
a s s e t sF i x e d

D E P
k

 
 .                            (2.3) 

Plan of net working capital (NWC) 

The main goal of planning net working capital is to estimate the relationship between changes 

in the terms of the NWC and total revenue. 

                l i a b i l i t yc u r r e n tc a p i t a lw o r k i n gNWC    ,                    (2.4) 

                       
R e v e n u e

N W C t h eofiterms
k

  
 .                             (2.5) 

2.2 Financial analysis 

Financial analysis of a company is a process of selecting,evaluating business and projects, and 

interpreting financial data, with other relevant information. The main goal of financial analysis 

is to analyze a company’s financial performance and financial condition . And in 

addition, another important target is to involve the company's past performance into an 

estimation of the company's future performance. And we also can judge whether the 

company is enough stable, solvent, liquid and profitable for investment according to 

calculate financial ratios which is one of the most common ways for financial analysis 

from the historic data of the company. When analyzing a specific company, the analyst will 

usually focus on the income statement, balance sheet, and cash flow statement. 

At first analyzing capabilities of the company's financial situation is to know more about the 

company's various financial data, formulate an assessment of the company’s present and future 

financial condition and performance. At last, according to analyze and compare, we are able to 

select the most appropriate valuation method for the company. And finally we will make the 
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best accurate results, also provide the effective basis for the investors investment behavior. In 

this chapter, we will make a financial analysis, mainly from the following three aspects of 

reaction to the financial performance of the enterprise. 

2.2.1 Solvency ratio analysis 

We use solvency ratios to measure a company’s ability to meet its long-term obligation, 

usually over one year, and assess its level of financial risk. Solvency reflects enterprise's 

safety, we can understand whether the company is able to run continuously or not. 

a. Debt-to-assets ratio 

Debt-to-assets ratio is the ratio of total debt to total assets. This ratio is to measure the 

proportion of a company’s total assets which is being financed with debt. If the ratio is greater 

than 1, it indicates that a considerable proportion of assets are being funded with debt, also 

indicates that the company may be putting itself at risk of not being able to repay back its 

debts, while a low ratio indicates that the bulk of asset funding is coming from equity. 

                    
tsTotal asse

Total debt
 ioassets rattoDebt  .                   (2.6) 

2.2.2 Liquidity ratio analysis 

Liquidity means ability of a firm to covert its assets into cash, and a indicators of short-term 

financial risk. Liquidity ratio measure a company’s ability to satisfy its short-term obligation, 

usually within one year. And it is foundation for a corporate to study its management of the 

profitability and solvency ratio analysis. 

b. Current ratio 

Current ratio is the ratio of current assets to current liabilities. It measures a company’s ability 

to satisfy current liabilities with current assets. Generally speaking, the higher the current 

ratio, the stronger ability to paying in the short-term and the greater the liquidity of assets. 

However, it also depends on the different industry. For example, the liquidity of commercial 



  12 

retail enterprises need higher current assets than manufacturing enterprises, because the 

former one require investing more money in terms of inventory. 

                    
a b i l i t yC u r r e n t  l i

s e t sC u r r e n t  a s
t i oC u r r e n t  r a .                        (2.7) 

2.2.3 Profitability ratio analysis 

Profitability ratios are one of the most popular metrics used in financial analysis. Profitability 

reflect the ability to make profits for an enterprise during a certain period, and its size is a 

comprehensive reflection of the production quality and management level. Continuously 

improving the level of profitability is an important corporate business target, and also the 

fundamental guarantee for the sustainable development of a corporate. 

c. Return on assets (ROA) 

Return on assets is the ratio of net income to total assets. This ratio is used to measure a 

company’s net income which is generated money in total assets, and return on assets is a 

common ratio used to determine how efficient a company is using its assets and as a measure 

of profitability. 

                         
tsTotal asse

Net income
ROA  .                             (2.8) 

d. Return on equity (ROE) 

Return on equity is the ratio of net income to shareholder’s equity. We use return on equity 

ratio to measure a corporation's profitability by calculating how much profit a company 

generates with the money shareholders have invested. The ROE is useful for comparing the 

profitability of a company to other firms in the same industry. 

                       
tyTotal equi

Net income
ROE  .                            (2.9) 

javascript:void(0);


  13 

2.3 Valuation approaches 

There are only three approaches to value any asset or a business, the income approach, the 

market approach and the asset approach. However, in this thesis, we will only mainly focus on 

discussing, explaining and applying suitable method for the company, the income approach as 

our valuation approach. 

2.3.1 The income approach 

The main concept of the income approach is that present value equals future benefits 

discounted at the opportunity cost of capital. And it is a forward-looking approach. The 

income approach is the most widely used method of valuing an interest for a privately held 

corporate. We assume that the value of an ownership interest is equal to the sum of the present 

values of the expected future benefits. Then we can distinguish the income approach by types 

of the future benefit. However, we will select the one of the most common and widely used 

method, discounted cash flow method, to value a company. 

 Discounted cash flow (DCF) method 

 Economic value added (EVA) method 

 Capitalized income method 

Discounted cash flow (DCF) method 

Discounted cash flow valuation method is to value a project, company, or an asset by using 

the concepts of the time value of money. It means that all future cash flows are estimated and 

discounted to give their present values. 

The value of a company is determined by the future free cash flows discounted by cost of 

capital which is related to the time value. If the value of the company is higher than the 

current discounted price, investors can buy because it is profitable in the future, but if it is less 

than the current price, it implies that current price of the company is overvalued, and it is 

better for investors to evade or sell. The basic DCF method is as follows: 

http://en.wikipedia.org/wiki/Financial_asset
http://en.wikipedia.org/wiki/Time_value_of_money
http://en.wikipedia.org/wiki/Cash_flow
http://en.wikipedia.org/wiki/Discounting
http://en.wikipedia.org/wiki/Present_value
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1 )1(
.                              (2.10) 

There are two key parameters in this equation, FCF and R. And estimating FCF and R depend 

on the types of assets we want to value, valuation of entity. In this thesis, we will value the 

entity. So it is main dependent on FCFF and WACC. 

1. Free cash flow to the firm (FCFF) 

INVNWCDEPtIEATFCFF  )1( ,          (2.11) 

or 

INVNWCDEPtEBITFCFF  )1( .            (2.12) 

2. Cost of capital (R) 

Phase method 

1) One-phase method 

One-phase method is expected that the behavior of the company valuation will keep the same 

or constant rate during the whole valuation period. Under the assumption of constant free cash 

flows, the company’s value will be calculated as perpetuity. 

                         
11 1)1( r

F C F

r

F C F
V

t
t

t









,                          (2.13) 

or we will use constant rate of increase or decrease in free cash flow: 

                           
gr

F C F
V




1

,                                  (2.14) 

                         
t

tt

FCF

FCFFCF
g




 1
.                             (2.15) 

2) Two-phase method 

Because of the different possibility of free cash flows estimations, we are able to divide the 

life of the company into two phases. Then the equation will be also divided into two parts. 
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Generally speaking, first phase method is primarily planned for 4 to 6 years. And it is 

assumed that the financial situation of a corporate is more predictable, and it is easier and 

more precisely to estimate free cash flows from the company activities compared with 

two-phase method. Usually after the first phase, second phase will be follow, which can last 

to infinity. However, during the second phase, it is assumed that we are able to only predict 

the trend in free cash flow. At last, company value equals to the sum of values of both these 

two phases. 

                              21 VVV  .                               (2.17) 

From above statements, we know that free cash flows generated by the company can be 

estimated relatively precisely in the first phase. 

                            
 


T

t
t

t

r

F C F
V

1 1

1

)1(
,                             (2.18) 

where T is the number of years in the first phase, and r1 is cost of capital in the first phase. 

Because we have discussed and known that in the second phase we are only able to estimate 

the trends in free cash flows. Then here we work with continual value (CV), which is the 

company value at the beginning of the second phase. And the value must be continuously 

discounted to the valuation date. 

                           TrCVV  )1( 12 .                             (2.19) 

There are two different assumptions of the growth rate in free cash flow. If the growth rate of 

free cash flows in the second phase is assumed to be constant, continual value is calculated as 

follows: 

                            
2

1

r

FCF
CV

T 
 ,                              (2.20) 
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where r2 is cost of capital in the second phase. 

However, if the growth rate annually of free cash flows in the second phase is assumed to be 

rate g, continual value will be calculated as follows: 

                             
gr

FCF
CV

T






2

1
,                             (2.21) 

We can also show the continual value by means of the value drivers: 

                     
gr

R O N I C

g
N O P A T

CV

T









2

1 )1(

,                      (2.22) 

where NOPAT means net operational profit after tax (when the nonoperating assets are equal 

to 0, then NOPAT=EBIT(1-t)) and RONIC stands for return on new invested capital. 

In the end, total company value can be written as follows: 

                     TT
T

t
t

t
r
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F C F
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 )1(
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,                    (2.23) 

or it is also written with another way, 
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.              (2.24) 

Economic Value Added (EVA) 

Economic value added is an estimation of a firm's economic profit that is being the value 

created in excess of the required return of the company's investors including shareholders and 

debt holders. EVA is the difference between profit earned by the firm and the cost of financing 

the firm's capital, is also tool of financial indicator and used to value a company’s future 

benefit stream. 

                      tttt W A C CCN O P A TEVA   1 ,                      (2.25) 

or written with another way, 

http://en.wikipedia.org/wiki/Economic_profit
http://en.wikipedia.org/wiki/Required_rate_of_return
http://en.wikipedia.org/wiki/Types_of_companies
http://en.wikipedia.org/wiki/Shareholder
http://en.wikipedia.org/wiki/Cost_of_capital
http://en.wikipedia.org/wiki/Cost_of_capital
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                     1)(  tttt CW A C CR O CE V A ,                       (2.26) 

where C is invested capital (amount of investing core operations, mainly including property, 

plant, equipment and working capital and so on), WACC is the weighted average cost of 

capital, ROC is return on invested capital (NOPAT/C) and g is rate which the company’s 

NOPAT and cash flow grow each year. 

After we value a company with economic value added, we have to firstly study market value 

added (MVA). And it is computed as present value of the future EVA. If MVA is greater than 

zero, it indicates that the company is able to create the value, or not when MVA is less than 

zero. 
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)( .                    (2.27) 

Then the basic formula to value of entity with EVA will be written like this: 

                            M V ACV  0 ,                              (2.28) 
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 .            (2.31) 

And another types to value an equity of a company with EVA method. 

                          00 DM V ACV  .                            (2.32) 

When we use DCF method and EVA method to value a same company, the results of these 

two methods must be identical. EVA method is able to show us whether the company can 

create the value or not. However, DCF method do not have this function. 
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Weighted Average Cost of Capital (WACC) 

WACC represents the opportunity cost that if investors invest their money in one particular 

business instead of others investment when the investor face a similar risk. And it also reflects 

the average cost of a company through equity and debt financing. Yields of a financing 

project must be higher than the WACC of the project, it means that this project is worth for 

investment. WACC method determines the company’s cost of capital by calculating the 

weighted average of the company’s cost of debt and cost of equity. 

                       
A

D
tR

A

E
W A C C d  )1(Re .                      (2.33) 

There are three key parameters to estimate for WACC: 

a. Cost of equity (Re) 

b. Cost of debt (Rd) 

c. Market–based capital structure 

Cost of equity (Re) 

In finance, the cost of equity is defined as expected rate of return of a company’s stock. 

Usually there are three widely used models to estimate expected returns. However, capital 

assets pricing model will be shown and applied more detail to calculate the expected return. 

 Capital assets pricing model (CAPM) 

 Building-up method 

 Gordon model 

Capital Assets Pricing Model (CAPM) 

Capital asset pricing model is used to determine a theoretically appropriate expected rate of 

return of an asset. And it describes relationship between risk and expected return of a given 

asset. The model takes into account the asset's sensitivity to non-diversifiable risk, usually 

including systematic risk and market risk, and it is often represented by the coefficient beta 

(β) in the financial industry, which measures the sensitivity of assets on the change in the risk 

http://en.wikipedia.org/wiki/Weighted_average_cost_of_capital
http://en.wikipedia.org/wiki/Cost_of_capital
http://en.wikipedia.org/wiki/Interest_(finance)
http://en.wikipedia.org/wiki/Stock
http://en.wikipedia.org/wiki/Finance
http://en.wikipedia.org/wiki/Rate_of_return
http://en.wikipedia.org/wiki/Rate_of_return
http://en.wikipedia.org/wiki/Rate_of_return
http://en.wikipedia.org/wiki/Asset
http://en.wikipedia.org/wiki/Systematic_risk
http://en.wikipedia.org/wiki/Market_risk
http://en.wikipedia.org/wiki/Beta_(finance)
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factor. 

                         fmefE R)E ( RβRRE )( ,                        (2.34) 

where Rf means risk free rate, E(Rm) is the expected return of market, βE stands for stock’s 

sensitivity to the market and [E(Rm)－Rf] represents market risk premium. 

Risk free rate 

Risk-free rate represents the interest that an investor would expect from an absolutely 

risk-free investment over a specified period of time. In theory, the risk-free rate is the 

minimum return because an investor do not expect to accept additional risk unless the 

potential rate of return is greater than the risk-free rate. 

In practice, we will use return of government bonds as the risk-free rate. Government bonds 

are considered the most risk free securities than others due to guarantee by the whole state 

economy. So each cash flow should be discounted using a government bond with a similar 

maturity. And for estimating continual value within DCF method and EVA method, we will 

use a long-term treasury bill to determine the risk-free rate instead of short-term. 

Market risk premium 

Market risk premium is the difference between the expected return on a market portfolio and 

the risk-free rate. When investors require to invest a certain risky portfolio, they would expect 

extra incomes in addition to the risk-free securities return. And the greater the risk, the higher 

required for the market risk premium. 

In practice, the expected return of market is approximated by an index return such as S&P 500. 

Then we will calculate the risk premium relative to long-term government bonds (using as 

long as period possible). Next we can either use average or regression model to predict the 

future market risk premium. 
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Building-Up Method 

Build-up method is usually used by analysts who work in a small and medium size companies. 

There are a number of risk factors that are related to the properties or assets. These risks are 

collectively represented by the building-up method. The basic formula of building-up method 

is as follows, and there are three factors that are related to the method. 

                     usmfE RPRPRPRRE )( .                        (2.35) 

Risk free rate (Rf) is one of these elements, and this rate is mainly related to the government 

bonds which belonged to long term bonds. Risk premium for small size company (RPs), due 

to the actual experience, when the size of a company decreased, the risk for the company 

would be increasing. Risk premium for specific size company (RPu) is the risk which is 

associated with the particular industry. 

At last, the combination of size premium, risk-free rate and the equity risk premium is used by 

the investors and the analysts for predicting the required rate of return of small public 

companies. 

2.3.2 The assets approach 

The asset approach is a business valuation method which help to provide a reasonable 

evaluation of the business ownership interest in a given corporate. The value of the assets 

based approach of a business is equal to the sum of its each individual parts. 

The assets approach is based on the two kinds principle of substitution. No rational investors 

will pay more for a business asset than the cost of purchasing assets of similar economic 

utility. However, on the other hand, no rational sellers of the firm will sell the company less 

than the sellers are able to obtain through selling its assets individually. Usually, there are two 

assumptions when we will the assets approach:going concern and liquidation. 

 

http://www.wisegeek.net/what-is-a-valuation-method.htm


  21 

 Going concern 

It means that the company will be continuing operation. And it refers to use the substantial 

value. Usually, we might discuss book value, replacement cost and market price. 

Booking value, which means that the assets are really purchased when we look at historical 

prices. Then the appraisal is accounting value of equity. However, this method is not so 

common used and reflected real situation, because not all assets of the business are registered 

in the balance sheet (mostly intangible assets and fully depreciated assets) and there do exist 

difference between the historical buying price and real value today. 

Replacement cost, which measures the cost when investors want to buy all tangible and 

intangible assets. 

Market price, which is applied for holding companies generally. All assets are estimated by 

the market prices. 

 Liquidation 

It means that the company will not continue any longer. It is measured the use of the 

liquidation value, which is based on the assumption of dividing the assets and selling them 

individually. And it is the lowest value of the firm, because no rational seller will sell the 

company with a lower price. We can calculate and explain the liquidation value like this.  

At first, we will get income from the assets sold (generally more than one year), but we also 

need to pay expenditures, which include paying the liabilities, cost of liquidation and taxes. In 

addition, other income or expenditures from the business activity during the liquidation. Then 

the difference between positive income and negative expenditures is the liquidation value of 

the business. 

Next, we will discuss and explain the steps of the asset approach. In general, there are three 

steps, acquiring the balance sheet as a start point, determining unrecorded assets and liabilities 

and restate recorded assets and liabilities. 
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 Acquiring the balance sheet 

This is the first step when we use the assets approach, and it is mainly used to get a balance 

sheet as close as possible to the valuation date. A firm balance sheet usually include assets, 

liability and equity, and major components cover inventories, trade receivables, bill 

receivables, cash, property and equipment, trade payables, bills payable, interest-bearing 

borrowings and provisions and so on. 

 Determining unrecorded assets and liabilities 

Unrecorded assets and liabilities are most refer to off-balance sheet. Those unrecorded assets 

and liability do happen in the business but being written off or the assets with a lower 

acquisition costs. In general, it belongs to intangible in nature. However, off-balance sheet 

liabilities major include contingent liabilities, for example potential environmental problems, 

pending tax disputes and unfunded pensions. 

 Restate recorded assets and liabilities 

Recorded assets and liabilities are refer to on-balance sheet. Recorded tangible assets include 

land, building and equipment and other real estate. Recorded liabilities consist of payables 

and interest-bearing debt. 

2.3.3 The market approach 

The market approach is an evaluation method of comparing similarities and differences 

between the assets with similar assets, then adjusting the price of similar market to determine 

the value of an asset. And the important factor is to find a reasonably comparable guideline 

companies, which can happen either the public or the private marketplace. And the value of 

the comparable have to be known, either because the companies are trade publicly or 

properties are sold recently. Basic implementation: 

                     p a r a m e t e rm u l t i p l i e rV c o m p s ,                        (2.36) 
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where parameter might be sales, net income and so on. Multiplier is the pricing multiple based 

on the parameters, such as price/net income, price/book value. So we are able to write the 

equation with other way. 

                         E a r n i n g s
E

P
V c o m p sE  )( ,                         (2.37) 

                          BV
BV

MV
V compsA  )( .                           (2.38) 

However, there is no necessary to find the totally identical comparable companies and market 

as the subject company. We will only consider the following factors to make an overall 

assessment as a potential guideline companies, size measurement, sales, profits, assets, 

operating efficiencies and risk measured by financial ratios and similarity in lines of business. 

And analysts will decide which factors will get the most consideration to make a decision 

whether the company or the market is suitable for market approach. In the real estate industry, 

market approach is the most common used approach for real estate appraisers. However, there 

still do exist advantage and disadvantage of the market approach. 

Advantage: at first, it is quite simple to understand the market approach, for example we do 

not need to know many equations and calculations, and those companies who have the similar 

product, business risk or financial characteristic should have similar pricing characteristic. 

Secondly, the market approach use actual data, which can reduce the error. And it means the 

value estimation is based on actual stock price and transaction prices. Compared with the 

income approach, it is more simply to apply to the market approach. The income approach 

need to create a mathematic model, but the market approach derives estimation of value from 

relatively simply financial ratios. The market approach does not depend on explicit forecasts 

when we compared with the income approach, which need to predict financial statement. 

However, the market approach does not require so many forecasts or assumption. 

Disadvantage: it is so difficult to find a reasonable guideline companies. And it may be the 

biggest problem and barrier to apply to value of the market approach. The analyst might not 
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be able to find the guideline companies who is similar to the subject. Especially, there are no 

other similar companies for those companies who are so unusual or special. Although we will 

find a comparable company, number of data of guideline company we need are insufficient. 

Compared with other approaches, the market approach is not flexible or adaptable. Sometimes 

it is difficult to include unique characteristic of the corporate in the value. 

2.4 Sensitivity analysis 

Sensitivity analysis is a study of finding out those sensitivity variables who have important 

influence on investment projects, to get economic benefit index from many uncertainty 

factors, furthermore analyze, measure its sensitivity degree to project, and then judge the 

whether the project can bear uncertainty risk. The main steps for a sensitivity analysis are as 

follows: 

a. At first, we have to determine sensitivity analysis indicators. In generally, the object of 

sensitivity analysis is a specific technical scheme and its economic benefits. In this thesis, 

we will mark value of the company as sensitivity analysis indicators. 

b. Then we will calculate the target of the technical solution. Then we compute the value of 

the company when we do not change any other inputs. 

c. Next step is selection of uncertainty factors. We just choose those who have an relatively 

bigger influence on the target. Here, we select earnings after tax, weighted average cost 

of capital, investment and depreciation. 

d. Calculating the degree of analysis indicators when changing uncertainties variables. In 

this thesis, we will calculate the each level of values when we increase 5% and 10%, 

decrease 5% and 10% of each variables. 

e. Finding out sensitive factors, analyzing and taking measures in order to improve the 

ability to fight risk of technical scheme. 

The main purposes of sensitivity analysis are as follows: 
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a. Finding out the factors who influence the sensitivity of the economic efficiency, then 

study the changing reasons of sensitivity factor, provide data for the uncertainty analysis. 

b. Researching changing of the uncertainty factor and confirming variation rang of the 

project economic benefit or limit value, analyze and judge the ability of undertaking risk 

for the project. 

c. Comparing to sensitivity size from several schemes so that during the similar economic 

value, company’s managers can choose weakest sensitive investment scheme. 
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3 Company Description 

Description of the Company mainly introduce the history, main products, market shares and 

other information, then compared with other lager competitors in the world. 

3.1 Corporate profile 

Second Automotive Works, the predecessor of Dongfeng Motor Corporation and the parent of 

the Company, was established in September 1969. 

In 2000, Dongfeng Motor Corporation underwent a debt restructuring arrangement, with 

China Huarong Asset Management Corporation, China Cinda Asset Management 

Corporation, China Orient Asset Management Corporation, China Great Wall Asset 

Management Corporation and China Development Bank to jointly form the Company. Then 

the Company was incorporated on 18 May 2001. 

In 2004, the Company was transformed into a joint stock limited company after repurchasing 

all equity interests held by shareholders other than Dongfeng Motor Corporation. And on 6 

December 2005, the Company initially issued H shares overseas.  

As at 31 December 2012, the Company has 16 major subsidiaries, jointly-controlled entities 

and other companies in which the Company has direct equity interests, all of which constitute 

the Dongfeng Motor Group.  

On 16 January 2013, the Company established a wholly owned subsidiary, Dongfeng 

Commercial Vehicles Co., Ltd. On 26 January 2013, the Company entered into an agreement 

with the relevant parties to acquire the commercial vehicles and other businesses of Dongfeng 

Motor Co., Ltd. and established a joint venture with AB Volvo through Dongfeng Commercial 

Vehicles Co., Ltd. All values in this thesis are presented in Renminbi (“RMB”) and all values 

are rounded to the nearest million. 
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3.2 Major businesses of the Dongfeng Motor Group 

Dongfeng Motor Group is primarily engaged in commercial vehicles (heavy duty trucks, 

medium trucks, light trucks, mini trucks and buses, and commercial vehicles engines, auto 

parts and vehicle manufacturing equipment of commercial vehicles) and passenger vehicles 

(sedans, MPVs, SUVs and passenger vehicles engines, auto parts and vehicle manufacturing 

equipment of passenger vehicles). In addition, the Dongfeng Motor Group is also engaged in 

the import and export of vehicles and equipment, finance, insurance agency and used car 

trading. 

Table 3.1 Main products in 2012 

 
Number of units 

produced (units) 

Number of units sold 

(units) 

Market share in terms 

of sales volume (%) 

Trucks 358,439 369,560  

Buses 44,963 45,194  

Commercial Vehicles 403,402 414,754 10.9 

Basic passenger cars 1,245,515 1,248,678  

MPVs 191,788 186,199  

SUVs 301,331 304,622  

Cross type 2,127 1,192  

Passenger Vehicles 1,740,761 1,740,691 11.2 

Total 2,144,163 2,155,445 11.2 

From table 3.1, it gave us a clear signal about the types and amounts of products of Dongfeng, 

and its market shares in 2012. We can see that passenger vehicles were the main products for 

the company. 
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Table 3.2 Sales revenue of the main business 

Business Sales revenue (million RMB) 
Contribution to the Group’s 

sales revenue(%) 

Commercial vehicles 26,831 21.6 

Passenger vehicles 96,042 77.4 

Others 1,163 1.0  

Total 124,036 100 

This table showed us sales revenue and contribution to the Group’s sales revenue of each 

business. And from the table, it is clear understanding for us that passenger vehicles created 

the most profits, accounting for 77.4%. So we will analyze it more detail. 

 Commercial vehicles 

The Dongfeng Motor Group’s commercial vehicle business, which was established in 1969, 

has secured a leading position in the PRC commercial vehicle industry for many years. 

As at 31 December 2012, the members of the Dongfeng Motor Group produced 41 series of 

commercial vehicles, including 34 series of trucks and 7 series of buses. The commercial 

vehicles of the Dongfeng Motor Group are mainly manufactured by Dongfeng Motor Co., 

Ltd. The commercial vehicles manufactured by the Dongfeng Motor Group are sold mainly 

through four major sales and after-sales service networks, which form one of the most 

extensive commercial vehicle sales and service networks in the China. 

Commercial vehicle engines produced by the Dongfeng Motor Group are mainly provided for 

internal use and external sales. In addition to engines, the Dongfeng Motor Group also 

manufactures a range of auto parts for commercial vehicles, including power transmission 

systems, vehicle bodies and chassis, electronic components and other parts. 

 Passenger vehicles 

As at 31 December 2012, the members of the Dongfeng Motor Group produced 41 series of 

passenger vehicles in aggregate, including 28 series of sedan, 6 series of MPV and 7 series of 
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SUV. The passenger vehicles manufactured by the Dongfeng Motor Group are sold through 8 

independently managed sales and the after-sales service networks throughout the China. Each 

of these networks provides sales and after-sales services for one brand of passenger vehicles. 

The passenger vehicle engines manufactured by Dongfeng Motor Co., Ltd., Dongfeng 

Peugeot Citroen Automobile Company Ltd. and Dongfeng Honda Automobile Co., Ltd. are 

mainly for internal use, while those manufactured by Dongfeng Honda Engine Co., Ltd. are 

mainly for external sales. In addition to engines, the Dongfeng Motor Group also produces a 

range of auto parts for passenger vehicles, including power transmission systems, vehicle 

bodies, chassis, electronic components and other parts. 

 Other businesses 

The Dongfeng Motor Group is also engaged in the production of vehicle manufacturing 

equipment through Dongfeng Motor Co., Ltd. And the vehicle manufacturing equipment 

produced by Dongfeng Motor Co., Ltd. includes machine tools, coating equipment, and 

measuring and cutting tools. Dongfeng Motor Co., Ltd. also provides equipment maintenance 

services. 

In addition to the above businesses, the Dongfeng Motor Group is also engaged in the import 

and export of vehicles and equipment, finance, insurance agency and used car trading 

businesses. 

3.3 China Association of Automobile Manufacturers  

China Association of Automobile Manufacturers (CAAM) is an social organization founded 

in Beijing in the May of 1987, with the approval of the Ministry of Civil Affairs of the 

People’s Republic of China. As a vice chairman unit, Dongfeng motor corporate make an 

important contribution to the development of China automobile industry. 

CAAM aims at the reflection of aspiration and demand of the industry and the performance of 

mutual service for the government and the industry and gives full play to offering of service, 
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reflection of demands, regulation of actions and establishment of platform to promote the 

sound and rapid development of the automotive industry in China. 

And its main functions are industry investigation and research, demand reflection and policy 

suggestion, information and technology service, trade coordination and dispute investigation, 

preparation of standards and self-discipline within the trade, industry services and 

professional training, and international communication and cooperation. 

As one of the permanent and vice president members of the International Organization of 

Motor Vehicle Manufacturers (OICA), CAAM has established a close relationship with the 

international organization for automobile industry.Along with opening up and reforming of 

China's auto market, and rising China's international status, we believe that our market and 

industry will play a more and important role in the international market. 

3.4 Main competitors 

This chapter is mainly to do comparison the Dongfeng and other major competitors at home 

and abroad, in order to understand and improve our shortcomings, continuously improve our 

level of productivity and quality, and promote the development of the Company. 

Chart 3.1 Sales of passenger vehicles 

 

Source: China Association of Automobile Manufacturers 
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Chart 3.1 showed the sales of passenger vehicles of the main vehicles manufactured country 

in the last three years. 

Table 3.3 Percentage of sales of passenger cars in selected states 

 China Germany Japan USA Korea France 

2013 40.28% 18.81% 16.35% 12.39% 8.80% 3.08% 

2012 41.85% 18.44% 16.40% 11.69% 8.65% 2.84% 

2011 42.23% 16.48% 19.40% 11.00% 8.10% 2.79% 

Source: China Association of Automobile Manufacturers 

And table 3.3 compared the percentage of sales of passenger cars in total sales volume of the 

passenger cars in each state. From previous chart and table, the sales of Chinese brand 

passenger vehicles were sold 7,222 thousand units in 2013, up 11.36% year on year. However, 

compared to the last three years, from the table we can see that percentage of sales was 

continuously declining, which dropped from 42.23% to 40.28% in total sales volume of the 

passenger cars. 

The general PRC auto industry was under a slow growth in 2012. Lastly, due to the row 

between China and Japan over Diaoyu Islands broke out in September, sales of 

Japanese-brand passenger vehicles and the auto market as a whole were severely affected. The 

PRC auto industry, in particular passenger vehicle market, has entered to a new development 

stage.The growth in general consumption market provided momentum and tremendous room 

for improvement. Along with the market expansion, different market segments will develop 

and result in keen competition and more uncertainties. 

As for the foreign brands, percentage of sales of all states are continuously increasing 

excepted for Japan in the last three years. Especially for Germany, the performance was 

outstanding in 2012, which raised from 16.48% to 18.44%, up 1.96 percentage points. And 

these countries selling percentage and market shares increased to varying degrees comparing 

with last year, except that Japanese brand witnessed a decrease. 
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Chart 3.2 Market shares of passenger vehicles in 2012 

 

Source: China Association of Automobile Manufacturers 

This chart showed car sales market share in several main states in 2012. We can see that 

although China holds the largest market share, accounting for 28.38% in the total sales, the 

proportion of Chinese brands is dropped compared with last year. 

Then market shares of passenger vehicles in Germany hot pursuit China, accounting for 

28.11%. And Germany has always been China's most powerful rival. Comparison with other 

foreign brands, the German passenger car showed a more outstanding performance in 2012, 

total sales of 2,857.4 thousand units, a significantly higher increase than other foreign brands, 

accounting for 18.44% of total passenger car sales and market share upgrade in contrast to the 

same period of last year. 

However, from the previous chart and table we can see Germany and Japan have completely 

different performance in 2012. Due to the cautious and conservative policy toward China, 

Japanese joint venture has been poor market performance in 2012. Particularly affected by the 

situation of the Diaoyu Islands, there was a substantial decline on September and October, 

although the market has recovered during rest of this year, sales volume and market share still 

decreased significantly compared with last year. In 2012, Japanese passenger cars were sold 
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2,542 thousand units, declining 9.44% compared with year 2011. And percentage of sales also 

decreased 3% points, which from 19.40% in 2011 to 16.40% in 2012 of total passenger car 

sales, market share also dropped from a year earlier. 

Although our countries held a large market share and sold a large number of cars compared to 

other countries, we still face a severe situation. We have to face our real international situation. 

China's auto market has become the largest and most open automotive market. But current 

situation: energy shortages, environmental protection, overcapacity, urban traffic congestion 

and other factors seriously influenced China's auto industry. And after experiencing a decade 

of rapid growth, China's auto industry is transition from high growth to low steady growth, 

efficiency and innovation. As a big car producing countries, competitive car brand in China is 

not strong. At first innovation is not strong and lack of original products. We have developed a 

lower level of investment, imperfect technological innovation. According to the National 

Bureau of Statistics, the proportion of average R&D costs in China 's auto industry probably 

is only half the world's developed countries. Over the past three decades from a relatively 

backward situation to the present situation, we developed fast but not so high technical inputs.  

In the future, we must focus on original and innovative. We have to increase more investment 

technology, improve the quality and level of business development to meet the increasing 

security requirements, energy saving and consumer personalized demand, produce more 

affordable, in line with the trend of environmentally friendly cars, and achieving innovation 

and sustainable development is our common task. 
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Chart 3.3 Comparison main motor corporation in 2012 

 

Source: Fortune China 

With chart 3.3 we compared Dongfeng motor group to several main car corporations in the 

world in the matter of operating income, net profits and assets three aspects. According to 

comparison, we can get a better understanding Dongfeng face a greater gap between domestic 

and international companies. 

At first, about domestic market, Dongfeng faced two main competitors, FAW and SAIC. From 

the chart, we can see the Group are all lower level than the other two foreign companies in 

these three areas. Affected by Diaoyu Islands, sales of Dongfeng Nissan and Dongfeng Honda 

fell below the sales targets as sales in Japanese-brand passenger vehicles significantly 

decreased as a whole since mid-September. It declined profits for the Company. 

Next we will see obviously that there is a great gap between domestic companies and foreign 

big corporations. Domestic largest automobile companies SAIC is far less than foreign 

companies, even in terms of assets reaching eightfold difference, in terms of net profits about 

ninefold difference compared to Volkswagen. Facing these strong competitors, China's auto 

industry still has a long way to achieve a real success, and transition from a big car country 

into a power car state. 
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In order to actively respond to the challenges and opportunities, in the future, the Dongfeng 

Motor Group will develop following three aspects. 

a. Investment plan for the near future years 

 Introduction of new products and development of new models timely according to the 

requirements of the relevant regulations and policies of the PRC and the market demand 

 Prudently managing the investments in production capacity expansion or construction to 

minimize investment risks in face of the slowing growth of the auto market 

 Strengthening the building work of its own brand name and its research and development 

capabilities to improve the core competitiveness and sustainability of the Dongfeng 

Motor Group 

b. Research and Development and intellectual property 

 New products development and Research and Development, for Commercial Vehicles, 

commercial vehicle company strive to enhance the market competitiveness of Dongfeng’s 

commercial vehicles by improving the weight, performance, quality and modularity of its 

products, such as D310 and D530. The development of D760 and D901 have been 

carrying out smoothly, representing a step towards the high-end market of commercial 

vehicles. For passenger vehicles, each brand under Dongfeng launched new products in 

time to meet with market demands and produced more new energy vehicles. 

 Product qualities and services, this is mainly including strengthening quality management 

of products and emphasizing quality of sales services. 

c. Fulfillment of social responsibilities 

 Energy conservation and environment protection, in 2012, the Dongfeng Motor Group 

focused on “three major indicators” for energy conservation and emission reduction 

(including energy consumption with RMB10,000 in added value at current price, COD 

and SO2) in order to push forward environmental protection. The results of major 
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indicators for energy conservation and emission reduction were satisfactory and the 

annual target was accomplished. 

 Production safety, in 2012 the Dongfeng Motor Group insisted on by strictly following 

the principle of “integrated management with safety first and precaution as priority” and 

all targets of production safety were met during the year. 

 Safeguard the legal rights of the employees, all segments of the Dongfeng Motor Group 

launched the corporate campaigns to establish a harmonious employee relationship. The 

Company strengthened the protection of labor union and prevention and control of 

occupational diseases and exerted efforts on the promotion of labor safety and health and 

supervision of occupational health. 
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4 Valuation of Company and Results Assessment 

In this part, processes and results of the Company’s valuation will be showed and explained 

more detail. 

4.1 SWOT analysis 

We will discuss strengths, weaknesses, opportunities and threats of Dongfeng in order to get a 

more information and better understanding of Dongfeng. We can know what the environment 

and situation of Dongfeng will face with the international and domestic auto mobile market. 

Table 4.1 SWOT analysis of Dongfeng 

Strengths 

 a lower labor price 

 a huge car market 

 various kind of cars produced by Chinese 

car industry 

Weaknesses 

 lack of core competitiveness, original 

products self-innovation 

 more dependent on the foreign brand 

 lack of high-end market products, mostly 

occupied the middle or low-end market 

Opportunities 

 Chinese auto industry revitalization are 

closely linked with a dream put forward 

by a new generation of Chinese leaders 

 a huge space development for Chinese 

car industry 

 the world's road network, and world's 

first prepared manufacturing technology,  

 a stable development of the social and 

economic environment 

 China’s accession to the WTO 

Threats 

 foreign vehicles brands are still our 

severe challenge 

 the issues of resources, transportation,  

environment, energy,and other aspects 

 China auto market is almost saturation, 

the speed of auto industry development is 

slowing down in the near future 
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Looking ahead to the future, China automotive industry will merge with the global 

automobile industry with a new gesture. 

4.2 Financial analysis 

In this section, we will calculate four kinds ratios to analyze of the Company’s solvency, 

liquidity and profitability ability. 

Chart 4.1 Debt-to-assets ratio 

 

Debt-to-assets ratio is calculated based on formula 2.6. From this chart, it is clearly that there 

is a declining trend in the four historic year, however, after year 2012, it is rapidly raising 

from 49.8% to 58% in 2013, then the ratio will keep more stable between 57% to 60% in the 

future. From the past four years, we can know that the proportion of total assets of Dongfeng 

debt financing reduced year by year. After adjusting and controlling, the Company remain it a 

stable and normal level. 
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Chart 4.2 Current ratio 

 

Current ratio is calculated based on formula 2.7. It is obvious that current ratio is going up 

before year 2011, and after dropping in 2011, it is rising and always continuously maintain the 

level of 1.36 times. In 2011, current ratio is going down, this is mainly attributed to, a 

decrease of RMB2,054 million due from distributors due to the improvement of the 

management of receivables and the speedy collection of payments, a decrease of RMB6,354 

million in inventory. 

From the past four years except for year 2011, the Company's ability to pay short-term went 

up, it indicated that the enterprise have enough ability to meet short-term obligation, and 

enhanced security, reduced risk. In the future, the Company will maintain short-term solvency 

at a controllable and stable range. And the enterprise has enough and satisfactory cash flows, 

so in the short term there will not run into a financially trouble. Dongfeng is not only able to 

maintain normal operation activities, but also it has power to cope with sudden unexpected 

events. 
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Chart 4.3 Return on assets 

 

Return on assets is calculated based on formula 2.8. From previous chart, year 2010 is a 

obviously different. After 2010 till the future, ROA of the Company continue to decline. In 

2010, net profit increasing more, about growth of 50% when compared with last year. These 

increases were mainly attributable to: the increase of the sales proportion of the vehicles 

remain strong profitability through strengthening sales management and effectively 

optimizing product mix; economic of scales and amortization of fixed costs resulting from the 

continuous expansion of sales; the decrease in unit production cost through various measures 

including improving utilization rate, optimizing procedures of technology, procurement and 

production. 

However, in the future, although net profits will be going up by predicting, total assets 

relatively increase more than profits. The Company will be investment more and expand its 

operations. So the Company had better to adjust and control profitability.  
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Chart 4.4 Return on equity 

 

Return on equity is calculated based on formula 2.9. Expected for year 2013, there is a same 

trend of ROE like ROA. We have discussed the reason why net profit raising so much. We 

primarily focus on year 2013, the Company’s profitability rise again in 2013. But after this 

year, the ability of making profit of owners’ equity is weaker and weaker for Dongfeng. From 

the results of ROA and ROE, we can see that profitability of the Company is to be improved 

in the future. 

4.3 Valuation application 

In this section, we will predict each components in the income statement and balance sheet 

step by step. Then according to the results, we will get the final value of the Company. 

4.3.1 Regression model to forecast the revenue 

At first, we have to forecast the revenue of Dongfeng with regression model. So revenue 

choose to be dependent variables, and GDP in China is the independent variable. Then we can 

build and confirm the relationships between these two variable. According to predict of GDP 

in China by three kinds of institutions in the world, we can forecast future revenue of 

Dongfeng. 
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Figure 4.1 Regression model 

 

First of all, we choose 9 years to explain from year 2004 to year 2012 about revenue of 

Dongfeng and GDP in China. Then we use E-view to build up the regression model. 

From the figure, at first, we pay attention to the P-value. P-value is really lower, zero or near 

zero. And it means GDP in China we chose have a quite significant influence on revenue of 

Dongfeng. So we use GDP in China as a independent variable, and test how changing of the 

GDP in China have a significance on the revenue of the Company. 

Then we can see R
2
 is about equal to 0.969, it indicates that there is a really high relationship 

between revenue of Dongfeng and GDP in Chia, about 96.9% of revenue of the firm can be 

explained by the regression model. Adjusted R
2
 is about 0,965, which means the model 

explains the 96.5% of the variability of the revenue. 

We know that the Durbin-Watson is used to detect the autocorrelation of residues in the 

regression model. In this model, result of Durbin-Watson is equal to 1.372, close to 2, which 

we can say there is no autocorrelation of residues. 
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From this figure, we get the final linear regression function, and we are able to predict the 

future revenues of the Company only if we know the future trend about GDP in China. 

                   LOG(revenue)=-9.919+1.226*LOG(GDP)                  (4.1) 

It shows us: 

1. If LOG(GDP) in China increase one million unit, the LOG(revenue) of Dongfeng will be 

rising 1.226 million. 

2. If we do not change any GDP, the LOG(revenue) will be -9.919 million. 

In this thesis, three different schemes are used to forecast the future GDP in China from year 

2013 to year 2018, including data from the World Bank (WB), World Economy (WE) and 

International Monetary Fund (IMF). Only the World Bank predict the growth rate of GDP in 

China, other two institutions forecast the real GDP number in China. 

Table 4.2 Forecasting the revenue 
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Chart 4.5 Revenues of three scenarios 

 

This chart include three kind institutions predicting future trends of revenue of the Company. 

It is obviously that in the future the revenue is continuously going up year by year. Especially 

IMF holds the most positive attitude for the revenue in the case, because it predicts raising the 

most. 

From this table, it is obviously that growth rate of GDP in China from year 2013 to year 2018 

is declining, from 7.7% in 2013 decreasing to 7.3% in 2018, which is predicted by the World 

Bank. And we can see that World Bank hold a negative attitude to China's economic 

development speed. However, although going down affected on growth rate, the GDP in 

China is still going up in the future. Then revenue of Dongfeng also is growing due to the 

positive relationship between GDP in China and revenue of the Company. 

From data World Economy, GDP in China in future six years is continuously rising. Then 

according to regression function, we can get the future revenues of Dongfeng, which is 

increasing year by year. Compare to other two institutions, IMF is also seeing the growing 

GDP in China in the future. And IMF forecast the GDP growing up the most than others. So 

revenue due to the situation is relatively increasing more. 
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4.3.2 Predicting other items 

In this part, we will forecast the following aspects of the Company, earnings after tax (EAT), 

investment, depreciation, net working capital and finance costs, which are related to calculate 

free cash flows, and on this basis the final value of the Company will be shown. 

Chart 4.6 Predicting EAT 

 

In addition to the year 2011 and 2012, the EAT is a rising trend, especially for the future 

forecasting increasing more, which illustrate the three institutions have a positive attitude on 

earning after tax of Dongfeng. In the future, the Company operate normally, the Company 

scale and income will both increase. 

However, in 2011, it is going down. These decreases were mainly attributable to the impact of 

the Japan earthquake on the sales volume, sales revenue and profit of joint ventures; Chinese 

government levied a higher costs of construction tax for foreign investment enterprise and 

education surcharges since December 2010; lower prices under keen competition in the 

automobile industry. 

During year 2012, EAT continued to fall. This was mainly affected by the following factors: 

the huge impact brought by the Diaoyu Islands dispute on the sales revenue and profitability 
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of the Company; and the average selling price decreased due to intensifying competition 

within the automobile industry compared with last year. 

Chart 4.7 Predicting investment 

 

From the chart, we can see that these three organizations hold a cautious attitude towards 

investment for Dongfeng. In the future, Dongfeng will slightly adjust to the speed of 

investment. In the case of slowing growth of the auto market in China and almost saturation 

of the car market, even in many big cities, local government imposed restrictions of cars, 

limiting consumers to buy a car, all these factors lead to slowing the development of car to a 

certain extent, so the Dongfeng company will be more prudently managing the investments 

outflow and slightly declining the speed and amounts of investment in the future to reduce its 

risk. 
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Chart 4.8 Predicting NWC 

 

In general, there is a growth trend of net working capital apart from year 2011 and 2012. It 

indicated that the Company have a more and more strong ability to repay the short-term debt 

with the rising trends in the future. However, net profit and total assets are both dropping in 

2012 affected by a series of negative environment we have discussed more above statement. 

Chart 4.9 Predicting depreciation  

 

From the chart, it is clear that year 2011 is a turning point, which is dropping year, and then 

rising perpendicularly in the future. This is mainly due to that the Company adjust residual 

javascript:void(0);
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value ratio for fixed assets to 0% since 1 January 2010 in order to keep a more realistic level 

and in line with industrial practice, and it is resulting in the written-off of RMB418 million in 

2010; another reason is that some moulds was fully provided for in 2010, then a decrease of 

RMB350 million in deprecation in 2011. 

For the other years, depreciation is going up, especially for future years, as a result of 

increasing investments in plant and equipment in order to expanding its business and 

sustainably exerting the effort in production capacity investments. 

Chart 4.10 Predicting finance cost 

 

From the chart, finance cost of the Company in 2012 is dropping more compared with last 

year. The decrease was mainly attributable to the decrease of interest expenses on loans and 

debentures of the Company. Another dropping year is 2010, which is only slightly decreasing 

when compared with last year, which was mainly attributable to the decrease of the interests 

for the decreasing of loans of the Company. 

In the future, there is a sustained raising trend of finance cost. With the expanding of the 

business, the Company need to more funds from borrowing or issuing more shares. This is 

resulting in going up the finance cost. 
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Table 4.3 Income statement predicted by the World Bank (million RMB) 

 

 

Table 4.4 Income statement predicted by the World Economy (million RMB) 

 

 

Table 4.5 Income statement predicted by the IMF (million RMB) 
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Table 4.6 Balance sheet predicted by World Bank (million RMB) 
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Table 4.7 Balance sheet predicted by World Economy (million RMB) 
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Table 4.8 Balance sheet predicted by IMF (million RMB) 

 

The above charts, from chart 4.3 to 4.8, are the results of income statement and balance sheet 

of Dongfeng in the future six year, which is due to data predicted by three authoritative 

institutions separately. 
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Table 4.9 Free cash flow of the World Bank 

Year 2013 2014 2015 2016 2017 2018 

Revenues 156,008 170,864 186,710 204,025 222,437 242,511 

EAT 12,886 14,113 15,421 16,852 18,372 20,030 

t 21.79% 21.79% 21.79% 21.79% 21.79% 21.79% 

△NWC 9,731 2,459  2,664 2,968 3,195 3,539 

INV 13,896 15,219 16,630 18,173 19,813 21,601 

DEP 4,991 6,594 8,327 10,204 12,232 14,428 

Finance 

costs 
387 424 463 506 552 602 

FCFF -5,447 3,359 4,816 6,310 8,028 9,789 

Table 4.10 Free cash flow of the World Economy 

Year 2013 2014 2015 2016 2017 2018 

Revenues 159,275  175,040 192,036 210,324 229,960 250,999 

EAT 13,155 14,457 15,861 17,372 18,994 20,731 

t 21.79% 21.79% 21.79% 21.79% 21.79% 21.79% 

△NWC 10,407 2,647 2,902 3,170 3,449 3,739 

INV 13,896 15,219 16,630 18,173 19,813 21,601 

DEP 4,997 6,601 8,336 10,214 12,245 14,442 

Finance 

costs 
395 434 476 522 570 623 

FCFF -5,842 3,531 5,037 6,652 8,424 10,321 

Table 4.11 Free cash flow of International Monetary Fund 

Year 2013 2014 2015 2016 2017 2018 

Revenues 160,318 180,216 202,443 226,985 254,897 285,791 

EAT 13,242 14,885 16,721 18,748 21,053 23,605 

t 21.79% 21.79% 21.79% 21.79% 21.79% 21.79% 

△NWC 10,623 3,503 3,985 4,464 5,162 5,779 

INV 13,896 15,219 16,630 18,173 19,813 21,601 

DEP 4,998 6,609 8,353 10,242 12,287 14,500 

Finance 

costs 
398 447 502 563 632 709 

FCFF -5,968  3,122  4,851  6,794  8,860  11,280  
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Chart 4.11 Predicting three scenarios of FCFF 

 

The previous three tables shows that estimations of three kinds institutions are the predictive 

Dongfeng's free cash flow. And chart 4.11 is the trends of free cash flows. According to these 

three institutions data, we get almost same trend of Dongfeng. And in 2013, FCFF is negative, 

it means in this year outflow for the Company is more than inflow. 

Table 4.12 Estimation of parameters 

Rf (1-phase) 5% Rf (2-phase) 5.41% 

Re (1-phase) 11.25% Re (2-phase) 11.66% 

β 1.06 g 0% 

Risk premium 5.90% Rd 1.87% 

Table 4.13 Estimation of WACC 

Year 2013 2014 2015 2016 2017 2018 

WB 5.61% 5.63% 5.64% 5.64% 5.63% 5.79% 

WE 5.56% 5.59% 5.60% 5.60% 5.60% 5.76% 

IMF 5.55% 5.53% 5.50% 5.48% 5.45% 5.60% 

Table 4.12 is all kinds parameters we need and table 4.13 is the results of estimating WACC. 

According to Ministry of Finance People’s Republic of China, the current national debt is 

issued biggest total 50 billion RMB, among them, 3 years issued 30 billion RMB, the coupon 

rate is 5%; and five year issued 20 billion RMB at an annual rate of 5.41% from March 10, 
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2014 to March 19, 2014. Coefficient β is a tool which is used to evaluate securities systemic 

risk, the measure of volatility of a security or a portfolio relative to the whole market. So we 

can get the results of return of equity in the first and second phase. We assume that growth 

rate of China auto industry is equal to zero because of almost saturation of the auto market. 

Then we are able to calculate WACC of the Company. 

Table 4.14 Estimation of value of Dongfeng 

Year 2013 2014 2015 2016 2017 2018 

WB -5,158  3,011  4,087  5,069  6,105  128,563  

WE -5,534  3,168  4,279  5,352  6,418  136,410  

IMF -5,654  2,803  4,129  5,481  6,779  154,162  

Table 4.14 shows final market value of the Company by three kinds institution, respectively 

141,677 million of World Bank, 150,094 million of World Economy, and 167,699 million of 

International Monetary Fund. 

Table 4.15 Comparison of value (million RMB) 

 
WB WE IMF 

Book value of 

total assets (2012) 

Value 141,677 150,094 167,699 114,810 

This table shows comparison valuation of Dongfeng with three scenarios with book value of 

total assets on December 31 2012. It is obvious that valuation of each scenario is higher than 

book value of total asset in 2012, especially with IMF data, it almost higher 50%. It is a good 

signal for investors. In the future, the valuation of Dongfeng will be increasing. Investors 

should buy or hold more shares of Dongfeng. 

4.4 Sensitivity analysis 

In this part, we choose four variables of the Company, EAT, WACC, DEP and INV. Then we 

calculate how the total value of Dongfeng will change when we change each variables, 

increasing 5% and 10%, decreasing 5% and 10%. 

javascript:void(0);
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Chart 4.12 Sensitivity analysis of the World Bank 

Chart 4.13 Sensitivity analysis of World Economy 

 

Chart 4.14 Sensitivity analysis of IMF 
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These slope of line shows how is value of the Company sensitivity to change in each input, 

here we primarily choose earning after tax, weighted average cost of capital, investment and 

depreciation. And the steeper the slope, the more sensitive the value is to change in the 

variable. 

From the above charts of the World Bank and World Economy, we can see that investment is 

the most sensitive variable for the value, but it is only a quite slightly sensitive than EAT. It 

means if we change the same units of each input, investment will lead to the biggest influence 

of the total value of the Company when compared with other input variables. So managers 

must pay more attention to investment. However, for the IMF, EAT is the most sensitive 

variable for the value of the Company. Generally speaking, both investment and EAT are the 

biggest affects on the value of Dongfeng. 

All charts shows that WACC is always the least sensitive variable for the value of the 

Company. So changing investment variable will lead the Company to covering more risk, and 

WACC will bring the lowest risk in the Company. 

The car industry is a key manufacturing for a nation economy who need to invest into a lot of 

factories, properties, equipments, innovations and advanced manufacturing technology, and 

the proportion of these factors also occupy the vast in investment in Dongfeng, so the 

investment is always a big expenses for Dongfeng. Only in this way Dongfeng is able to 

maintain effective competition situation according to constantly develop new products meet 

the market. However, in the future, Dongfeng will strictly manage its investments structure by 

adhering to the principle of rationality. And it will insist not to investing in these projects 

which were not consistent with the main development directions, with low returns and beyond 

its capability. 

On the other hand, Dongfeng will improve and add the level and return of investment. The 

Company will continuously be introduction of new products and development of new models 

according to the requirements of the relevant regulations and policies of the PRC and the 
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market demand. In face of the slowing growth of the auto market, the Company will be more 

prudently managing the investments in production capacity expansion or construction to 

minimize investment risks. At last, the Company must strengthen the building work of its own 

brand name and its research and development capabilities to improve the core 

competitiveness and sustainability of the Dongfeng Motor Group. 
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5 Conclusion 

According to three kinds of financial analysis, we know that profitability ability of Dongfeng 

is weakening from year 2010 till future. Along with the business and market expansion, the 

Company should pay attention to enterprise's profitability ability, especially improving the 

level of capital and assets utilization and efficiency. And ability of liquidity and solvency are 

not stable, it is easier to be influenced by external factors. So in the future, Dongfeng 

operation needs to be improved, and have to take more effective measures. Different market 

segments will develop and result in keen competition and more uncertainties. Dongfeng 

Motor Group will proactively respond to business opportunities and challenges by speeding 

up transformation and strengthening in-house capacity, so as to improve the ability of fighting 

against external risks and emergencies. On the other hand, Dongfeng will also further enhance 

the cooperation of joint venture in order to facilitate and expand the development of joint 

venture business. The Group will pursue its overseas expansion strategies by strengthening its 

overseas business, learning modern technology and experience abroad. 

The main goal of this thesis is to value Dongfeng. From the application chapter, we know the 

value respectively is 141,677 million RMB by the World Bank, 150,094 million RMB by the 

World Economy and 167,699 million RMB by the International Monetary Fund.  

From the historical data, we can see that Dongfeng put more and more funds into investment 

from year 2011. However, according to sensitivity analysis, investment is the almost the most 

sensitivity variables for Dongfeng. So in the future, Dongfeng Motor Group should be more 

careful about investment and strictly managed its investments by adhering to the principle of 

rationality and profitability and insisted not to invest in projects which were not consistent 

with the main development directions, with low returns or beyond its capability. However, 

Dongfeng should be more willing to introduce new products and development of new models 

timely according to the requirements of the market demand, prudently managing the 

investments in production capacity expansion or construction to minimize investment risks in 
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face of the slowing growth of the auto market. And at last, the Company should strengthen the 

building work of its own brand name and its research and development. Then we believe 

Dongfeng will be more valuable. 
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Annex2 Balance sheet (million RMB) 

 


