Understanding and Analyzing
Financial Statements




Objectives of Session
. - 4
. Understand financial statements and their

components

2. Understand the different approaches to
analyzing financial statements.

3. Understand the application of specific
tools for analyzing financial statements.




ers of Accounting Infor't-bn

Accounting: The process of measuring, interpreting,
and communicating financial information to support

Internal and external business decision-making

Dr. P. Woodcock

Owners, Stockholders,
Potential Investors, Creditors

Management

Employees, Union Officials

Lenders, Suppliers

Government Agencies,
Economic Planners,

- To Evaluate Operations of the Firm

) To Evaluate Credit Ratings

Consumer Groups

Applications

To Make Investment Decisions

To Plan and Control

To Use in Contract Negotiations

To Evaluate Tax Liabilities
To Approve New Issues of
Stocks and Bonds




usiness Activities Involving

counting ' \

.- Financing activities provide necessary funds to
start a business and expand it after it begins
operating.

- Investing activities provide valuable assets
required to run a business.

- Operating activities focus on selling goods and
services, but they also consider expenses as
Important elements of sound financial
management.
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he Foundation of the
counting System » -
., - 3

% Generally accepted accounting principles (GAAP): Principles that
outline the conventions, rules, and procedures for deciding on the

acceptable accounting practices at a particular time

% Accounting Standards Board (AcSB): The organization that
Interprets and modifies GAAP in Canada for private and not-for-profit
businesses

- Canadian public companies are required to use International
Financial Reporting Standards (IFRS). These standards allow for
financial statements to be more easily compared from country to
country.

1 Senior executives must personally certify that the financial
Information reported by the company is correct.

© Corruption of Foreign Public Officials Act: A federal law that
prohibits Canadian citizens and companies from bribing foreign
officials to win or continue business (in US Sarbanes-Oxley Act).
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unting Cycle

~ Accounting cycle: The set of activities involved In
converting information and individual transactions into
financial statements

Basic Data Processing

Transactions Record

Receipts, invoices, Transactions are recorded, usually electronically, in

and other source chronological order in books called journals, along with a = SeNerss

documents related brief explanation for each entry. Statements

to each transaction

are assembled to Classify

justify making an Journal entries are transferred, or posted, usually

entry in the firm’s electronically, to individual accounts kept in a ledger. All

accounting records. entries involving cash are brought together in the ledger's
cash account; all entries involving sales are recorded in
the ledger's sales account.

Balance
Sheet

Income
Statement

Statement of
Owners'

Equity

Summarize

All accounts in the ledger are summarized at the end of
the accounting period, and financial statements are
prepared from these account summaries.

Statement of
Cash Flows
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ancial Stateme

— >

Balance
Sheet
Statement

Statement of
Change in Cash Flow

Ownership Statement

Equity |
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Statement of Cash Flow
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« Statement of a firm’s financial position at a
specific point in time.

— What the firm owns versus what it owes at a
specific point in time.

BALANCE SHEET




alance Sheet Compenents
A T 3

o Liability: A claim
against a firm’s
assets (what the firm

0 Asset: anything with
owes others apart
future value (or

. from owners).
benefit) owned or om OV

controlled by a firm a Owner’s equity: The
(i.e., what the firm funds that owners

owns) Invest in the business
plus accumulated
profits




Current Assets — Cash or tangible liguid assets
that can be easily converted into cash and are
expected to be used with in the next year (cash,
supplies, inventory, etc.)

Fixed Assets — Tangible assets that are
expected to last one year or more (plant,
equipment, land, etc.)

Intangible Assets — Intangible assets that are
expected to last one year or more (e.g., patents,
copyrights, trademarks, etc.)




Types of Liabilites
A 0

* Current Liabllities — Liablilities expected to
be paid off within one year (e.g., wages,
bank line of credit, bills that have money
still owing, etc.)

* Long-term Liablilities — Liabllities expected
to not be paid off within the next year (e.g.,
bank loans, mortgages, etc.)




) current Asssts:
Cash and other hguid
assats that can or will
ba cornerted to cash Diane's Java
within one yaar.

Balance Sheet - Decamber 31

{$ thousands) 2014 2013
Assets
Current Assets
® $ BOD & G0O
Short-term imvestments  1.250 940
Accounts receivable 990 775
Imventory 2,200 1,850
Total current assets 5.240 4,165

Plant, proparty, amnd
o equipment [net) 3,200 2,830

'B Goodwill and other
intangible assats 250 250
Total Assets 8,790 7,305

Liabiliies and Shareholdas" Equity
Cwrrent Liabilities

@
o
D
Q
>
O
(D
2
=
@
(D
ﬁ

ﬂ Accruals 5 350 5 450

Accounts payable 980 =L

year ar longear after the Notes payable 700 ]

date on the balanca Total current liabilities 2,030 1 850
shaet

Long-term debt 1.100 1,000

Total lishilities 3130 285D

Sharcholders” equity 5660 4,455

6] Total Liabilities and Equity  8.790 7,305
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Balance Sheet \
B

Two keﬁ Notionr

o Accounting equation:

Assets = Liabilities + Owners’equity

o Balanced Accounts & Double-entry
bookkeeping: The process used to record
accounting transactions; each individual
transaction is always balanced by another

transaction




Assets

owns

Liabilities

+

Owners
Equity

Owes

#




over

Assets Liabilities & Owners Equity

l

Current Assets Current Liabilities

Fixed Assets Long-term Liab.

Intangible Assets Total Liabilities

Owners’ Equity

Total Liab. &
Equit.

Total Assets

Assets = Liabilities + Owners’equity
B




-

The Macro Corporation has purchased land for ‘

$100,000, and has financed 50% of the cost using long-
term debt. The effect on its balance sheet is

a. an increase in assets of $50,000; an increase in
liabilities of $50,000.

b. an increase in assets of $100,000; a decrease in
owners’ equity of $100,000.

C. an increase in assets of $100,000; an increase in
liabilities of $50,000.

d. a decrease in assets of $50,000; a decrease in
owners’ equity of $50,000.

Dr. P. Woodcock




st Your Knowledge .

S e -

The Macro Corporation has purchased land for
$100,000, and has financed 50% of the cost using long-
term debt. The effect on its balance sheet is

a. an increase in assets of $50,000; an increase in
liabilities of $50,000.

b. an increase in assets of $100,000; a decrease in
owners’ equity of $100,000.

C. an increase in assets of $100,000; an increase in
liabilities of $50,000.

d. a decrease in assets of $50,000; a decrease in
owners’ equity of $50,000.

Answer: A

Dr. P. Woodcock ‘
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In Millions of USD
Cash and Short Term Investments
Accounts Receivables
Total Inventory
Prepaid Expenses
Other Current Assets, Total
Total Current Assets
Property/Plant/Equipment
Accumulated Depreciation
Goodwill, Net
Long Term Investments
Total Assets
Accounts Payable
Accrued Expenses
Short Term Debt
Current Port. of LT Debt
Other Current liabilities
Total Current Liabilities

Total Liabilities
Total Equity

Total Liabilities & Shareholders' Equity

pt.com

2013
6,627.00
6,677.00

44,858.00
1,909.00
1,114.00

61,185.00

178,678.00

-60,771.00

19,510.00
6,149.00

204,751.00

37,415.00

18,793.00
7,670.00
4,412.00
1,055.00

69,345.00

56,641.00
8,017.00
6,575.00

128,496.00

76,255.00

204,751.00

2012

7,066.00
6,768.00
43,803.00
1,588.00
715.00
59,940.00
171,724.00
-55,043.00
20,497.00
5,987.00
203,105.00
38,080.00
18,808.00
6,805.00
5,914.00
2,211.00
71,818.00
54,136.00
7,613.00
5,914.00
126,762.00
76,343.00
203,105.00

Walmart Balance Sheets

2011
6,003.00
5,937.00

40,714.00
1,774.00
547.00
54,975.00
160,938.00
-48,614.00
20,651.00
5,456.00
193,406.00
36,608.00
18,180.00
4,047.00
2,301.00
1,164.00
62,300.00
53,427.00
7,862.00
4,850.00
122,091.00
71,315.00
193,406.00

2010
6,891.00
5,089.00

36,437.00
2,960.00

635.00

52,012.00

154,489.00

-46,611.00

16,763.00
4,129.00

180,782.00

33,676.00

18,701.00
1,031.00
4,991.00

204.00

58,603.00

49,864.00
6,682.00
3,113.00

112,240.00

68,542.00

180,782.00



e Income Statement
| Y
Income statement: A financial record of a

company’s revenues, expenses, and profits
over a specific period of time

Reports profit or loss

Focus on revenues and costs associated with
revenues

Dr. P. Woodcock



the zale of goods and

sarvices ower a specified
panod of tima.

Dr. P. Woodcock

that reflect the
systematic reduction in
the value of the firn's
plant, property and
equipmant.

Diane’s Java
Income Statement for the year ending December 31

% thousamnds)
Sale=s

Cost of goods sold
Gross profit

Cparating SEpenisss
Operating profit

e 6 00

Depreciaton
Imtarest axpensa (net)
Earmings before tames
Income taxas

ﬂ Met income

014 2013
517,300 $14,200
10,370 8804
6,930 5,396
3.550 2.950
3,380 2,446
350 J0D
o3 L]
2932 2071
1,005 650
1,927 1421
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In Millions of USD
Revenue

Other Revenue, Total

Total Revenue

Cost of Revenue, Total

Gross Profit
Selling/General/Admin. Expenses, Total
Total Operating Expense
Operating Income

Income Before Tax

Income After Tax

Minority Interest

Net Income Before Extra. Items
Net Income

2013
476,294.00
476,294.00
358,069.00
118,225.00
91,353.00
449,422.00
26,872.00
24,656.00
16,551.00
-673.00
15,878.00
16,022.00

2012
468,651.00
468,651.00
352,297.00
116,354.00
88,629.00
440,926.00
27,725.00
25,662.00
17,704.00
-757.00
16,947.00
16,999.00

2011
446,509.00
446,509.00
334,993.00
111,516.00

85,025.00
420,018.00
26,491.00
24,332.00
16,408.00
-688.00
15,720.00
15,699.00

2010
421,849.00
421,849.00
314,946.00
106,903.00

81,361.00
396,307.00
25,542.00
23,538.00
15,959.00
-604.00
15,355.00
16,389.00



tement of Changes in Equity -
B B
- Statement of changes in equity: A record of

the change in equity from the end of one fiscal
period to the end of the next fiscal period

- Begins with the amount of equity shown on the
balance sheet

- Net income Is added, and cash dividends paid
to owners are subtracted

Dr. P. Woodcock




o From the prior year's
balance sheet.

From the current years
income statement.

Dr. P. Woodcock

Diane’s Java

Simplified Statement of Owners' Equity
for the year ending December 31

($ thousands)
o Shareholders’ equity (beginning of year)

e Add net income
Subtract cash dividends

Add sale of new shares
Subtract repurchase of existing shares

9 Equals shareholders’ equity (end of year)

2014
$4,455

1,927
(460)

(262)

5,660

4D JO WawWalels

ul sabue



.

. Statement of cash flows: A record of the
sources and uses of cash during a period of
time

- Accrual accounting: An accounting method
that records revenue and expenses when they
occur, not when cash actually changes hands

SRE
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A
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Dr. P. Woodcock

Diane’s Java
Statement of Cash Flows for the year ending December 31

(S thousands) 2014

Cash Fow from Operating Activities
Net income $1.9027
Depraciation 350
Change In accounts recenable {215)
Change In iventory {350}
Change In accruals {100)
Change In accounts payable 80

Total cash flow from operating actvities 1,692

Cash Fow from Investing Activities

Capital expendiuras (7T60)
Change In short-termm imestments (310}
Total cash flow from Investing acthvities (1,070)
Cash Fow from Financing Activities

Cash dividends (4&0)
Sale/mpurchase of shares (262)
Change In notes payable 200
Change in jong-term debt 100
Total cash flow from financing activitles {422}
Net Cash Flow 200
Cash (beginning of year) 600
Cash {end of year) 800

SMO|H YseD JOo Jusawal



Millions of USD
Net Income/Starting Line
Depreciation/Depletion

Amortization

Deferred Taxes

Non-Cash Items

Changes in Working Capital

Cash from Operating Activities

Capital Expenditures

Other Investing Cash Flow Items, Total
Cash from Investing Activities
Financing Cash Flow Items

Total Cash Dividends Paid

Issuance (Retirement) of Stock, Net
Issuance (Retirement) of Debt, Net
Cash from Financing Activities
Foreign Exchange Effects

Net Change in Cash

Cash Interest Paid, Supplemental
Cash Taxes Paid, Supplemental

almart Cash Flow St
e

2013
16,695.00
8,870.00
-279.00
794.00
-2,823.00
23,257.00
-13,115.00
817.00
-12,298.00
-1,210.00
-6,139.00
-6,683.00
3,015.00
-11,017.00
-442.00
-500.00
2,362.00
8,641.00

2012
17,756.00
8,501.00
-133.00
527.00
-1,060.00
25,591.00
-12,898.00
287.00
-12,611.00
-498.00
-5,361.00
-7,600.00
1,487.00
-11,972.00
223.00
1,231.00
2,262.00
7,304.00

teme

2011
16,387.00
8,130.00
1,050.00
465.00
-1,777.00
24,255.00
-13,510.00
-3,099.00
-16,609.00
-597.00
-5,048.00
-6,298.00
3,485.00
-8,458.00
-33.00
-845.00
2,346.00
5,899.00

b

2010
16,993.00
7,641.00
651.00
53.00
-1,695.00
23,643.00
-12,699.00
506.00
-12,193.00
-634.00
-4,437.00
-14,776.00
7,819.00
-12,028.00
66.00
-512.00
2,163.00
6,984.00






tegories of Basic FinancialbAnalysis
T .
1. Ratio Analysis — assess and interpret the

relationships among the financial results of a
firm.

2. Trend — look at a firm’s financial trends over a
period of time to see whether they are
Improving or declining.

3. Comparative Analysis — compare financial
metrics and ratios to firm’s the same industry or
situation.

Dr. P. Woodcock







Ratio Analysisw
A 0
* Examines the relationships between

critical components of information found

on the financial statements.

* Produces a standardized metric.

« Used as first indicators of financial and operating health.

« Many firms and industries have key ratio metrics that
they monitor daily.

Dr. P. Woodcock ‘
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lo Analysis

Ratio analysis is a tool for measuring a firm'’s liquidity,
profitability, and reliance on debt financing, and how
effectively management uses the firm’s resources

CATEGORY RATIO DESCRIPTION
Liquidity ratios Current ratio Current assets divided by current liabilities
Quick (acid-test) ratio Current assets (minus inventory) divided by current
liabilities
Efficiency ratios Inventory turnover Cost of goods sold divided by average inventory

Receivables turnover
Total asset tumover

Debt ratio

Long-term debt to equity

Leverage ratios
Profitability ratios Gross profit margin
Net profit margin
Return on equity

Credit sales divided by average accounts receivable
Revenue or sales divided by average total assets
Total liabilities divided by total assets

Long-term debt divided by owners’ equity

Gross profit divided by revenue or sales

Net profit divided by revenue or sales

Net profit divided by average owners’ equity




juidity Ratios
T a

Liquidity ratios measure a firm’s ability to meet its short-term obligations.

Current ratio compares current assets to current liabilities.

Currentassets _ 5240 _ , g
Current liabilites 2,030 '

Current ratio =

Acid-test (or quick) ratio measures the ability of a firm to meet its debt
payments on short notice.

Current assets — Inventory _ (5,240 — 2,200) _

Current iabilities 200

Acid-test ratio =

Dr. P. Woodcock




iciency Ratios

cy ratios me how effectively mana nt uses th

Inventory turnover ratio indicates the number of times merchandise moves
through a business.

Cost of goods sold 10,370

Average inventory  [(2,200 +1,850)]/2 512

Inve ntory turnover =

Total asset turnover ratio indicates how much in sales each dollar
invested in assets generates.

Sales
Average total assets

Total asset turnover =

_ 1730
[(8,790+7,305)/2]

2.15

Dr. P. Woodcock




7 Receivables turnover ratio indicates the number of times receivables

turnover in a yeatr.

Beipiiiis B sales
Sl Accounts Receivable
, $2400
Receivables turnover = =12:83

$187

Dr. P. Woodcock



fitability Ratios
: -
Profitability ratios measure the organization’s overall

financial performance by evaluating its ability to
generate revenues in excess of operating costs and

other expenses.

Gross profit 6,930

Gross profit margin = Sales 17300 40.0%

Net profit margin = NE;‘;ZmE = 11}1931,; = 11.1%

. _ Netincome 1,927 B
Return on equity = 30 206 equity — 1(5,660 + 4,455)/2] — <017

Dr. P. Woodcock ‘



the zale of goods and

sarvices ower a specified
panod of tima.

Dr. P. Woodcock

that reflect the
systematic reduction in
the value of the firn's
plant, property and
equipmant.

Diane’s Java
Income Statement for the year ending December 31

% thousamnds)
Sale=s

Cost of goods sold
Gross profit

Cparating SEpenisss
Operating profit

e 6 00

Depreciaton
Imtarest axpensa (net)
Earmings before tames
Income taxas

ﬂ Met income

014 2013
517,300 $14,200
10,370 8804
6,930 5,396
3.550 2.950
3,380 2,446
350 J0D
o3 L]
2932 2071
1,005 650
1,927 1421
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verage Ratios

Leverage ratios measure how much a firm relies on
debt financing.

Total liabilities _ 3,130

Total assets 8,790 35.6%

Debt ratio =

Long-term debt 1,100

Owners equity 5,660 = o

Long-term debt to equity =

A total liabilities to total assets ratio (debt ratio) greater than
50 percent indicates that a firm is relying more on borrowed
money than owners’ equity.

Dr. P. Woodcock
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almart Income Stat ts
A _

In Millions of USD 2013 2012 2011 2010

Revenue 476,294.00 468,651.00 446,509.00 421,849.00
Other Revenue, Total - - - -
Total Revenue 476,294.00 468,651.00 446,509.00 421,849.00
Cost of Revenue, Total 358,069.00 352,297.00 334,993.00 314,946.00
Gross Profit 118,225.00 116,354.00 111,516.00 106,903.00
Selling/General/Admin. Expenses, Total 91,353.00 88,629.00 85,025.00 81,361.00
Total Operating Expense 449,422.00 440,926.00 420,018.00 396,307.00
Operating Income 26,872.00 27,725.00 26,491.00 25,542.00
Other, Net - - - -
Income Before Tax 24,656.00 25,662.00 24,332.00 23,538.00
Income After Tax 16,551.00 17,704.00 16,408.00 15,959.00
Minority Interest -673.00 -757.00 -688.00 -604.00
Net Income Before Extra. Items 15,878.00 16,947.00 15,720.00 15,355.00

Net Income 16,022.00 16,999.00 15,699.00 16,389.00




Walmart Balance Sheets

In Millions of USD
Cash and Short Term Investments
Accounts Receivables
Total Inventory
Prepaid Expenses
Other Current Assets, Total
Total Current Assets
Property/Plant/Equipment
Accumulated Depreciation
Goodwill, Net
Long Term Investments
Total Assets
Accounts Payable
Accrued Expenses
Short Term Debt
Current Port. of LT Debt
Other Current liabilities
Total Current Liabilities
Long Term Debt
Deferred Income Tax
Minority Interest
Other Liabilities, Total
Total Liabilities
Total Equity

Total Liabilities & Shareholders' Equity

pt.com

2013
6,627.00
6,677.00

44,858.00
1,909.00
1,114.00

61,185.00

178,678.00

-60,771.00

19,510.00
6,149.00

204,751.00

37,415.00

18,793.00
7,670.00
4,412.00
1,055.00

69,345.00

56,641.00
8,017.00
6,575.00

128,496.00

76,255.00

204,751.00

2012

7,066.00
6,768.00
43,803.00
1,588.00
715.00
59,940.00
171,724.00
-55,043.00
20,497.00
5,987.00
203,105.00
38,080.00
18,808.00
6,805.00
5,914.00
2,211.00
71,818.00
54,136.00
7,613.00
5,914.00
126,762.00
76,343.00
203,105.00

2011
6,003.00
5,937.00

40,714.00
1,774.00
547.00
54,975.00
160,938.00
-48,614.00
20,651.00
5,456.00
193,406.00
36,608.00
18,180.00
4,047.00
2,301.00
1,164.00
62,300.00
53,427.00
7,862.00
4,850.00
122,091.00
71,315.00
193,406.00

2010
6,891.00
5,089.00

36,437.00
2,960.00

635.00

52,012.00

154,489.00

-46,611.00

16,763.00
4,129.00

180,782.00

33,676.00

18,701.00
1,031.00
4,991.00

204.00

58,603.00

49,864.00
6,682.00
3,113.00

112,240.00

68,542.00

180,782.00



T

rofitability Rati

&

« Examines the profitability of the firm.

Net Profit Margin
UReturn on Equity

L Gross Profit Margin

Dr. P. Woodcock
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Balance
Sheet
(Owners
\ Equity) /
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Profi

viarg

» |
* |dentifies the profit produced by one dollar

IN sales revenues.

Net Income

Net Profit Margin =
et Profit Margin Salos

Dr. P. Woodcock




et Profit Marg

*
* |dentifies the profit produced by one dollar

IN sales revenues.

) _ Net Income
Net Profit Margin =

Sales

Walmart’'s Net Profit Margin
= 16,022 /476,294

=0.03

Or 3%

Dr. P. Woodcock




* |dentifies the profit produced@ every
dollar invested by owners In the firm.

Net Income

Return on Equity = Averaiel

Dr. P. Woodcock



n on Equi

* |dentifies the profit produced@ Every
dollar invested by owners In the firm.

Net Income

Return on Equity = VYoo B

Walmart’s Return on Equity
= 16,022/ 76,255

=0.21

Or 21%

Dr. P. Woodcock




5ross Profit Mar

* |dentifies the gross profit proaﬁcgd by
every dollar of sales.

Gross Profit
Sales

Gross Profit Margin =

Note: Gross profit tends to vary in proportion to production and sales.
Therefore, it is a critical number for calculating breakeven analysis.

Dr. P. Woodcock




Gross Profit Mar

A

* |dentifies the gross profit produced by
every dollar of sales

Gross Profit
Sales

Gross Profit Margin =

Walmart’s Gross Profit Margin
= 118,225/ 476,294
=0.25

Or 25%

Note: Gross profit tends to vary in proportion to production and sales.
Therefore, it is a critical number for calculating breakeven analysis.

Dr. P. Woodcock




Liquidity Ratiosw
A B
« Examines the ratio of short term financial
obligations relative to the firm's liquid
financial assets.

JAcid Test Ratio

L Current Ratio

 How much the firm owns in cash-like assets
versus how much it owes over the next year.

Dr. P. Woodcock




' Current Ratio

. Identifies how much current activities are
available to payoff current liabilities.

Current Assets

Current Ratio =
Current Liabilities

A ratio under 1 suggests that the firm would not be able to pay its short-term obligations.

Dr. P. Woodcock




* Current Ratio

. Identifies how much current activities are
available to payoff current liabilities.

Current Assets

Current Ratio =
Current Liabilities

Walmart's Current Ratio
= 204,751/ 128,496

=1.59

A ratio under 1 suggests that the firm would not be able to pay its short-term obligations.

Dr. P. Woodcock ‘




Acid Test Ratiow -

A T 2

« |dentifies how much cash and cash
equivalent assets are available to payoff

current liabilities

_ _ Current Assets — Inventory
Acid Test Ratio =

Current Liabilities

Ability of the firm to meet short-term financial commitments.
Generally should be higher than 1.1 but this varies with industry.

Dr. P. Woodcock ‘



Acid Test Ratios

S

* |dentifies how much cash and cash
equivalent assets are available to payoff
current liabilities

-
_

_ _ Current Assets — Inventory
Acid Test Ratio =

Current Liabilities

Walmart's Acid Test Ratio
= (204,751 — 45,318) / 128,496

=1.24

Ability of the firm to meet short-term financial commitments.
Generally should be higher than 1.1 but this varies with industry.

Dr. P. Woodcock




- Measures how much the firm relies on
debt financing, which is riskier than equity
financing.

Debt to Asset Ratio

ULong-term Debt to Equity

Dr. P. Woodcock




- Debt Ratio

- Examine the ratio of assets that back up
the debit.

Total Liabilities
Total Assets

Debt Ratio =

Note: A total liabilities to total assets ratio (debt ratio) greater than 50 percent
indicates that a firm is relying more on borrowed money than owners’ equity.

Dr. P. Woodcock ‘




- Debt Ratio

- Examine the ratio of assets that back up
the debit.

Debt Ratio =

Total Liabilities
Total Assets

Walmart's Debt Ratio
= 128,496 / 204,751
=0.62

Or 62%

Note: A total liabilities to total assets ratio (debt ratio) greater than 50 percent
indicates that a firm is relying more on borrowed money than owners’ equity.

Dr. P. Woodcock ‘




Long-term Debt to

E!rn\

« Examine firm's ability to cover long- term
debt.

Long — term Debt

Long—term Debt to Equity = O

Capital-intensive industries such as auto manufacturing tend to have a debt/equity
ratio above 2, while personal computer companies have a debt/equity of under 0.5.
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« Examine firm's ability to cover long-term
debt.

Long — term Debt

Long—term Debt to Equity = Owner SECLR

Walmart’'s Long-term Debt to Equity Ratio
= 44,559/ 76,255
=0.58

Or 58%

Dr. P. Woodcock



T

~ Activity Ratios
- Examines how efficient the firm is at
operating.

dinventory Turnover

Total Asset Turnover

Dr. P. Woodcock




#
Inventory Turno

« How many times inventory is sold or
turned over in a year.

Cost of Goods Sold
Inventory

Inventory Turnover =

Note: Faster inventory turnover is efficient because it lowers the possibility of
inventory deterioration or out of style. It also lowers inventorying costs.
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Inventory Turnor},
N

 How many times inventory Is sold or
turned over in a year.

Cost of Goods Sold
Inventory

Inventory Turnover =

Walmart’s Inventory Turnover Ratio
= 358,069 / 76,255

= 4.7 times

Note: Faster inventory turnover is efficient because it lowers the possibility of
inventory deterioration or out of style. It also lowers inventorying costs.

Dr. P. Woodcock ‘




- Indicates how efficient a firm is at
deploying Its resources.

Sales

Total Asset Turnover =
Average Total Assets

Note: Fewer assets required to make a sale the more efficient the operation.
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Total Asset Turn
e

- Indicates how efficient a firm is at
deploying Its resources.

Sales

Total Asset Turnover =
Average Total Assets

Walmart’s Total Asset Turnover Ratio
= 476,294 [/ (204,751+203,000)/2

= 2.3 times

Note: Fewer assets required to make a sale the more efficient the operation.
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Trend Financial Analysis
e

 How are the metrics trending with time.

-
_

 Are the financial trends improving or
weakening.

« Can analyze trends of raw financial values
or financial ratios.
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Revenue

421,849

446,950

468,651

476,294

Net Income

16,389

15,699
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16,022
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almart Ratio Trend

Debt Ratio
0.7 7
0.65 -
0.6 - B Debt Ratio
0.55 -
0.5
1 3 4
Year 2014 2013 2012 2011
Debt Ratio 0.62l 063 062 0.63
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COMPARATIVE FINANCIAL
ANALYSIS




mparative Financial Analysis
. - .
Compare financial metrics, values, and
ratios to other firms (usually in the same
iIndustry).

* Is your firm better or worse than the other
firms in the industry?

* What is the standard in the industry?

Dr. P. Woodcock ‘



almart Income Stat ts
A _

In Millions of USD 2013 2012 2011 2010

Revenue 476,294.00 468,651.00 446,509.00 421,849.00
Other Revenue, Total - - - -
Total Revenue 476,294.00 468,651.00 446,509.00 421,849.00
Cost of Revenue, Total 358,069.00 352,297.00 334,993.00 314,946.00
Gross Profit 118,225.00 116,354.00 111,516.00 106,903.00
Selling/General/Admin. Expenses, Total 91,353.00 88,629.00 85,025.00 81,361.00
Total Operating Expense 449,422.00 440,926.00 420,018.00 396,307.00
Operating Income 26,872.00 27,725.00 26,491.00 25,542.00
Other, Net - - - -
Income Before Tax 24,656.00 25,662.00 24,332.00 23,538.00
Income After Tax 16,551.00 17,704.00 16,408.00 15,959.00
Minority Interest -673.00 -757.00 -688.00 -604.00
Net Income Before Extra. Items 15,878.00 16,947.00 15,720.00 15,355.00

Net Income 16,022.00 16,999.00 15,699.00 16,389.00




he Bay Income Stat,ﬂ?
e

$CAD 2013 2012 2011 2010
Revenue 5,223.40 4,077.00 3,849.60 3,718.20
Other Revenue, Total - - - -
Total Revenue 5,223.40 4,077.00 3,849.60 3,718.20
Cost of Revenue, Total 3,216.80 2,487.00 2,306.00 2,209.10
Gross Profit 2,006.60 1,590.00 1,543.60 1,509.10
Selling/General/Admin. Expenses, Total 1,823.90 1,370.40 1,347.20 1,360.80
Total Operating Expense 5,216.30 3,961.50 3,646.10 3,569.90
Operating Income 7.10 115.50 203.50 148.30
Other, Net -180.50 -14.20 -22.50 -59.20
Income Before Tax -254.20 18.40 53.50 -93.00
Income After Tax -175.70 27.80 57.30 88.10
Net Income Before Extra. Items -175.70 27.80 57.30 88.10

Net Income -258.10 -35.10 1,449.00 88.00




Walmart Balance Sheets

In Millions of USD
Cash and Short Term Investments
Accounts Receivables
Total Inventory
Prepaid Expenses
Other Current Assets, Total
Total Current Assets
Property/Plant/Equipment
Accumulated Depreciation
Goodwill, Net
Long Term Investments
Total Assets
Accounts Payable
Accrued Expenses
Short Term Debt
Current Port. of LT Debt
Other Current liabilities
Total Current Liabilities
Long Term Debt
Deferred Income Tax
Minority Interest
Other Liabilities, Total
Total Liabilities
Total Equity

Total Liabilities & Shareholders' Equity

pt.com

2013
6,627.00
6,677.00

44,858.00
1,909.00
1,114.00

61,185.00

178,678.00

-60,771.00

19,510.00
6,149.00

204,751.00

37,415.00

18,793.00
7,670.00
4,412.00
1,055.00

69,345.00

56,641.00
8,017.00
6,575.00

128,496.00

76,255.00

204,751.00

2012

7,066.00
6,768.00
43,803.00
1,588.00
715.00
59,940.00
171,724.00
-55,043.00
20,497.00
5,987.00
203,105.00
38,080.00
18,808.00
6,805.00
5,914.00
2,211.00
71,818.00
54,136.00
7,613.00
5,914.00
126,762.00
76,343.00
203,105.00

2011
6,003.00
5,937.00

40,714.00
1,774.00
547.00
54,975.00
160,938.00
-48,614.00
20,651.00
5,456.00
193,406.00
36,608.00
18,180.00
4,047.00
2,301.00
1,164.00
62,300.00
53,427.00
7,862.00
4,850.00
122,091.00
71,315.00
193,406.00

2010
6,891.00
5,089.00

36,437.00
2,960.00

635.00

52,012.00

154,489.00

-46,611.00

16,763.00
4,129.00

180,782.00

33,676.00

18,701.00
1,031.00
4,991.00

204.00

58,603.00

49,864.00
6,682.00
3,113.00

112,240.00

68,542.00

180,782.00



pt.com

The Bay Balance Sheets

$Millions of CAD
Cash and Short Term Investments
Accounts Receivables
Total Inventory
Prepaid Expenses
Other Current Assets, Total
Total Current Assets
Property/Plant/Equipment
Accumulated Depreciation
Goodwill, Net
Long Term Investments
Total Assets
Accounts Payable
Accrued Expenses
Short Term Debt
Current Port. of LT Debt/Capital Leases
Other Current liabilities, Total
Total Current Liabilities
Long Term Debt
Deferred Income Tax
Minority Interest
Other Liabilities, Total
Total Liabilities
Total Equity
Total Liabilities & Shareholders' Equity

2013

27.00
160.00
2,048.00
75.00
2,310.00

1,192.00
334.00
7,946.00
585.00
0.00
532.00
407.00
2,012.00
3,455.00
636.00
332.00
5,903.00
2,043.00
7,946.00

2012
46.00
74.00
994.00
306.00
1,420.00

233.00
264.00
3,252.00
400.00

132.00
542.00
1,353.00
851.00
0.00
172.00
2,244.00
1,008.00
3,252.00

2011

48.10
124.00
1,814.20
20.90
2,007.20
1,765.30
-415.00
224.60
410.60
3,993.50
613.00
0.00
291.00
312.30
1,916.80
1,192.70

219.10
3,037.60
955.90
3,993.50

2010
51.80
131.90
1,679.80
29.30
1,892.80
1,571.20
-308.60
169.20
556.70
3,881.80
629.30
0.00
749.10
219.70
1,997.00
2,179.50

227.30
3,654.70
227.10
3,881.80



Net Profit Margin
Return on Equity
Debt Ratio

Inventory
Turnover

Asset Turnover
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3%
21%
62%

4.7 times

2.3 times

1.9%

8.9%

66%
11.8 times

1.6 times

almart vs Loblaw's

e

vsBay

74%
2.55

0.65

ey



o http://www.Investopedia.com/dictionary/

* https://www.google.ca/finance?hl=en&tab=ee
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