(«.») smart woman securities

Date

Understanding Financial
Statements

Speaker
Position
Company

© 2007 Smart Woman Securities. Materials are f

SWS member s use on



Announcements

A Please enter any SWS related
announcements here.




Toni ght os AQqQe

A Introduction to Financial Statements

ABalance Sheet

Alncome Statement

A Statement of Cash Flows




Thi s WeekoOos S

A After this, you should be able to:

0 Be familiar with the three financial statements
(balance sheet, income statement, statement of cz
flows)

d Understand why you look at each statement

d Understand what accounts in each statement you
want to focus on if you have limited time




Market Update

AHave speaker comment on what
happened in the markets for past
week.

AWe encourage speakers to create a
slide of important occurrences (see
next slide for example).




A S&P200 gained 2.3% on the week; DJIA was up 2.1%
while the NASDAQ was up 2.9% as investors seemed
less concerned about risks in the credit markets

A There were mixed technology results as Apple &
Microsoft posted solid positive Q3 earnings; rising
concerns about semiconductor valuations

A Merrill Lynch wrote down $7.9b in losses from
subprime losses, although the stock rallied on reports
t hat CEO Stan OONeal woul d Dbe

A Bank of America announced 3,000 job cuts in the
corporate & investment banking division

A Crude oil futures climbed above $92; some analysts
expect it to surpass $100



Review: Stock Pickinc

A #1: Finding ideas through trends
0 Newspapers, TV, roommates, internet, everyday life
d Wall Street Journal, New York Times
0 Come up with preliminary list of companies

A #2: Research the company

0 What industry does it belong in? What trends impact that industry?

0 Company website, financial filings (MD&A section), talk to company
mgmt, listen to conference calls

d Porterdos 5 forces tell you i f I
power, barriers to entry, threat of substitutes, rivalry)

A #3: Determine how sustainable trends are (this is
subjective, no easy answer)

d Talk to company mgmt, think independently (what makes sense?)
d Remember trends drive revenues, and revenues drive earnings (aka E




Next Up: Valuation

A #4: Use valuation to determine if a trends are
priced into the stock

A #5: Use valuation to determine future stock price

A But, before we can do this, we must learn about the
financial statements

0 Balance Sheet
0 Income Statement
0 Statement of Cash Flows




Introduction to Financial
Statements
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Financial Statements are Critical

A Helps investors determine the financial health
of the company. This is REALLY important.
d How fast have revenues grown?
d How profitable is the company?
d How efficiently are they growing EPS?
d How are they financing that growth (debt & equity)?
d Do they have adequate liquidity?
A Once we learn about the financial statements,

you can calculate ratios and compare them
across different companies




Financial Accountinc

A Translates activities into objective numbers
d Allows comparability across time, firms and industries

A Helps us evaluate:

d Historical financial performance
0 Future prospects
d Potential problems

A Every public company has to disclose
financial statements.
0 Understanding financial statements offer us a good point of

comparison, as well as an |
financial strength
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Accessing Financial Statements

A How do investors get access to
financial statements?

OPubli ¢c companyo6s fi nan:
available to the public

dLook at vyour companyaos
(annual report) or 1Q (quarterly reporf) this is
usually found under 0S
similar




Accessing Financial Statements

A Public Companies: www.sec.gov/edgar.shtml
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A Annual Reports (10 - K)

d Company overview & business description

d Accounting policies (GAAP)

d Financial statements (and footnotes!)

d Management discussion and analysis (MD&A)

ODi rectors and executive of
d Executive compensation

0 Update on recent merger/acquisition activity

A Quarterly Reports (10 - Q)
0 Financial statements

0 MD&A




Financial Statements

A The Three Main Statements

d Balance Sheet

A Allows you to understand the assets and liabilities of the
company at any given point in time

d Income Statement

AProvides you the revenue and expenses a company has
over a certain period of time

d Statement of Cash Flows

AExplains how cash has changed over a period of time.
e



Financial Statements

A Other Important Components

d Management Discussion and Analysis (MD&A)

AManagement explains the business and what has taken [
over the past year. It helps to hear it in their words.

0 Footnotes (they explain changes in these statement

AFootnotes are particularly important as they will often hell
Investors interpret the numbers, make necessary adjustrr
and gain a better understanding of the business functioni




Balance Sheet

—(O)D—



Balance Sheet

A Financial snapshot at a single point in time

A Assets (what the company  owns)

d economic resources that are expected to benefit future
activities of the company

A Liabilities (what the company  owes)
Ot he companydos economic obl
ASharehol dersé equity ( wl

0 the excess of the assets over the liabilities (also called
ostockhol dersd equityo)

AAssets = Liabilities + !

©2005 Prentice Hall Business Publishitighduction to Management Adc®ertioghgren/Sundem/Stratton
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Balance Sheet: Its Components

Assets: Resources Liabilities: Obligations
that generate future the company has to
value for the deliver something of
company value (usually cash or

services) in the future

Sharehol dersp
Remaining claims
accruing to owners

Sources: Intermediate Accounting; Spiceland., Sepe, Tomassini; 3rd edition; IrwisAlld&ralghing Company, 2001



Assets

Resources that generate future value for the
company

A Current Assets: Assets that can be converted to cash withir
one year
0 Cash = money company has today
d Accounts Receivables = money owed to the company by its customel

0 Inventory = assets that will be turned into products that the company
will sell for money in future

A Non- Current Assets: Assets that are not expected to be
converted to cash within that time period: property, plants,
equipment, patents, goodwill

0 Property Plant & Equipment = assets that are used to produce produc

Sources: Intermediate Accounting; Spiceland., Sepe, Tomassini; 3rd edition; IrwisAlld&ralghing Company, 2001



Assets (CL

2006 2005
Assets

Current Assets
Cash and cash equivalents S 4895 $ 340.7
Receivables (net of allowances of $46.4 and $41.7, respectively) 1,523.2 1.309.4
Inventories 1,008.4 855.8
Other current assets 2799 251 2
Total current assets 3.301.0 20571
Property, plant and equipment, net 2,696.1 2.544.1
Goodwill, net 2,081.8 1.845.7
Other intangible assets, net 831.1 783.2
Other assets 228.0 577.0
Total assets $ 9,138.0 $ 8.507.1




Liabilities

Obligations the company has to deliver something of
value (usually cash or services) in the future

A Current Liabilities:  Obligations that are expected to be paid
within one year
d Accounts Payable = money the company owes its suppliers
d Salaries Payable = money the company owes its workers

d Short term debt = money the company owes the bank to be paid in the
next year

A Non- Current Liabilities:  Obligations that are not expected
to be paid within one year or the operating cycle, whichever is
longer

d Long term debt = money the company owes the bank to paid after 1 y

Sources: Intermediate Accounting; Spiceland., Sepe, Tomassini; 3rd edition; IrwisAlld&ralghing Company, 2001
S



Liabilities (CL




