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Announcements

ÅPlease enter any SWS related 
announcements here.



Tonightõs Agenda

ÅIntroduction to Financial Statements

ÅBalance Sheet

ÅIncome Statement

ÅStatement of Cash Flows



This Weekõs Seminar

ÅAfter this, you should be able to:
ðBe familiar with the three financial statements 

(balance sheet, income statement, statement of cash 
flows)

ðUnderstand why you look at each statement

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



Market Update

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

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



Market Update Example Slide

ÅS&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

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

ÅMerrill Lynch wrote down $7.9b in losses from 
subprime losses, although the stock rallied on reports 
that CEO Stan OõNeal would be ousted

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

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



Review: Stock Picking
Å#1: Finding ideas through trends 
ðNewspapers, TV, roommates, internet, everyday life

ðWall Street Journal, New York Times

ðCome up with preliminary list of companies

Å#2: Research the company
ðWhat industry does it belong in? What trends impact that industry? 

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

ðPorterõs 5 forces tell you if itõs a good business (customer power, supplier 
power, barriers to entry, threat of substitutes, rivalry) 

Å#3: Determine how sustainable trends are (this is 
subjective, no easy answer)
ðTalk to company mgmt, think independently (what makes sense?)

ðRemember trends drive revenues, and revenues drive earnings (aka EPS)!



Next Up: Valuation

Å#4: Use valuation to determine if a trends are 

priced into the stock

Å#5: Use valuation to determine future stock price

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

ðBalance Sheet

ðIncome Statement

ðStatement of Cash Flows



Introduction to Financial 
Statements



Financial Statements are Critical

ÅHelps investors determine the financial health 
of the company. This is REALLY important. 

ðHow fast have revenues grown?

ðHow profitable is the company? 

ðHow efficiently are they growing EPS?

ðHow are they financing that growth (debt & equity)?

ðDo they have adequate liquidity?

ÅOnce we learn about the financial statements, 
you can calculate ratios and compare them 
across different companies



Financial Accounting

ÅTranslates activities into objective numbers
ðAllows comparability across time, firms and industries

ÅHelps us evaluate:
ðHistorical financial performance

ðFuture prospects 

ðPotential problems

ÅEvery public company has to disclose 
financial statements.  
ðUnderstanding financial statements offer us a good point of 
comparison, as well as an indication of a companyõs relative 
financial strength

©2005 Prentice Hall Business Publishing, Introduction to Management Accounting13/e,Horngren/Sundem/Stratton 



Accessing Financial Statements

ÅHow do investors get access to 
financial statements?

ðPublic companyõs financial statements MUST be 

available to the public 

ðLook at your companyõs website and find their 10K 

(annual report) or 10-Q (quarterly report) ðthis is 

usually found under òSEC Filingsó or something 

similar



Accessing Financial Statements

ÅPublic Companies: www.sec.gov/edgar.shtml



Company Reports

ÅAnnual Reports (10 - K)
ðCompany overview & business description

ðAccounting policies (GAAP)

ðFinancial statements (and footnotes!)

ðManagement discussion and analysis (MD&A)

ðDirectors and executive officersõ bios

ðExecutive compensation

ðUpdate on recent merger/acquisition activity

ÅQuarterly Reports (10 - Q)
ðFinancial statements

ðMD&A



Financial Statements

ÅThe Three Main Statements

ðBalance Sheet

ÅAllows you to understand the assets and liabilities of the 

company at any given point in time

ðIncome Statement

ÅProvides you the revenue and expenses a company has incurred 

over a certain period of time

ðStatement of Cash Flows

ÅExplains how cash has changed over a period of time.



Financial Statements

ÅOther Important Components

ðManagement Discussion and Analysis (MD&A)

ÅManagement explains the business and what has taken place 

over the past year. It helps to hear it in their words.

ðFootnotes (they explain changes in these statements

ÅFootnotes are particularly important as they will often help 

investors interpret the numbers, make necessary adjustments 

and gain a better understanding of the business functioning



Balance Sheet



Balance Sheet

ÅFinancial snapshot at a single point in time

ÅAssets (what the company owns )
ðeconomic resources that are expected to benefit future 

activities of the company 

ÅLiabilities (what the company owes) 
ðthe companyõs economic obligations

ÅShareholdersõ equity (whatever is left)
ðthe excess of the assets over the liabilities (also called 
òstockholdersõ equityó) 

ÅAssets = Liabilities + Shareholdersõ Equity

©2005 Prentice Hall Business Publishing, Introduction to Management Accounting13/e,Horngren/Sundem/Stratton 



Balance Sheet: Its Components

Assets: Resources 
that generate future 
value for the 
company

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

Shareholdersõ Equity:
Remaining claims 
accruing to owners

Sources: Intermediate Accounting; Spiceland., Sepe, Tomassini; 3rd edition; Irwin/McGraw-Hill Publishing Company, 2001



Assets
Resources that generate future value for the 

company

ÅCurrent Assets: Assets that can be converted to cash within 
one year 
ðCash = money company has today

ðAccounts Receivables = money owed to the company by its customers

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

ÅNon- Current Assets: Assets that are not expected to be 
converted to cash within that time period: property, plants, 
equipment, patents, goodwill
ðProperty Plant & Equipment = assets that are used to produce products

Sources: Intermediate Accounting; Spiceland., Sepe, Tomassini; 3rd edition; Irwin/McGraw-Hill Publishing Company, 2001



Assets (CL)



Liabilities
Obligations the company has to deliver something of 

value (usually cash or services) in the future

ÅCurrent Liabilities: Obligations that are expected to be paid 
within one year 
ðAccounts Payable = money the company owes its suppliers

ðSalaries Payable = money the company owes its workers

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

ÅNon- Current Liabilities: Obligations that are not expected 
to be paid within one year or the operating cycle, whichever is 
longer 
ðLong term debt = money the company owes the bank to paid after 1 year

Sources: Intermediate Accounting; Spiceland., Sepe, Tomassini; 3rd edition; Irwin/McGraw-Hill Publishing Company, 2001



Liabilities (CL)


