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Basics of Analysis
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Financial statement analysis helps users
make better decisions.

External US

Internal Users

Managers Sharehold
Officers Lenders
Internal Auditors Custome
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>UIlding

Ability to meet
short-term
obligations and
to efficiently
generate
revenues

Ability to
generate future
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financial rewards generate
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attract and retain market
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Comparing a company’s financial c
and performance across tim
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Tools of Analysis
Comparing a company’s
financial condition and

performance to a base amount
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Tools of Analysis

Using key relations
among financial
statement items
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CLOVER CORPORATION
Comparative Balance Sheets
December 31,

Dollar Percent
2002 2001 Change Change*
Assets
Current assets:
Cash and equivalents $ 12,000 || $ 23,500
Accounts receivable, net 60,000 40,000
Inventory 80,000 100,000
Prepaid expenses 3,000 1,200
Total current assets $ 155,000 || $ 164,700
Property and equipment:
Land 40,000 40,000
Buildings and equipment, net 120,000 85,000
Total property and equipment $ 160,000 || $ 125,000
Total assets $ 315,000 || $ 289,700

* Percent rounded to first decimal point.
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Comparative Statements

Calculate Change in Dollar Amount

N i
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Comparative Statements

Calculate Change as a Percent

0
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CLOVER CORPORATION
Comparative Balance Sheets
December 31,

Dollar Percent
2002 2001 Change | Change*

Assets
Current assets:
Cash and equivalents
Accounts receivabl
Inventory
Prepaid expenses
Total current

$ 12,000 $ 23,500

Property and equipment: |
Land 40,000 40,000
Buildings and equipment, net 120,000 85,000
Total property and equipment [ $ 160,000 | $ 125,000
-~ [' Total assets $ 315,000 | $ 289,700

* Percent rounded to first decimal point.
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CLOVER CORPORATION
Comparative Balance Sheets
December 31,

Dollar Percent
2002 2001 Change || Change*
Assets
Current assets:
Cash and equivalents $ 12,000 $ 23,500 || $(11,500) (48.9)
Accounts receivable, net 60,000 40,000 20,000 50.0
Inventory 80,000 100,000 || (20,000) (20.0)
Prepaid expenses 3,000 1,200 1,800 150.0
Total current assets $ 155,000 || $ 164,700 || $ (9,700) (5.9)
Property and equipment:
Land 40,000 40,000 - 0.0
Buildings and equipment, net 120,000 85,000 35,000 41.2
Total property and equipment || $ 160,000 || $ 125,000 || $ 35,000 28.0
Total assets $ 315,000 || $ 289,700 || $ 25,300 8.7

* Percent rounded to first decimal point.
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CLOVER CORPORATION
Comparative Balance Sheets
December 31,

2002

Dollar
Change

Percent
Change*

Liabilities and Shareholders' Equity

Current liabilities:

Accounts payable

$ 67,000

$ 44,000

$ 23,000

Notes payable

3,000

6,000

(3,000)

Total current liabilities

$ 70,000

$ 50,000

$ 20,000

Long-term liabilities:

Bonds payable, 8%

75,000

80,000

(5,000)

Total liabilities

$ 145,000

$ 130,000

$ 15,000

Shareholders' equity:

Preferred stock

20,000

20,000

Common stock

60,000

60,000

Additional paid-in capital

10,000

10,000

Total paid-in capital

$ 90,000

$ 90,000

Retained earnings

80,000

69,700

10,300

Total shareholders' equity

$ 170,000

$ 159,700

$ 10,300

Total liabilities and shareholders' equity

$ 315,000

$ 289,700

$ 25,300

* Percent rounded to first decimal point.
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end Analysis

Trend _ Analysis Period Amount
=M Percent Base Period Amount
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Berry Products

Trend Ana IyS|S Income Information

For the Years Ended December 31,

ltem 2002 2001 2000 1999 1998
Revenues $400,000 | $355,000 | $320,000 | $290,000 | $275,000
Cost of sales 285,000 | 250,000 | 225,000 198,000 190,000
Gross profit 115,000 105,000 95,000 92,000 85,000

1998 is the base period so its
amounts will equal 100%.
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Berry Products
Income Information
For the Years Ended December 31,

Trend Analysis

ltem 2002 2001 2000 1999 1998
Revenues $400,000 | $355,000 | $320,000 | $290,000 | $275,000
Cost of sales 285,000 250,000 225,000 198,000 190,000
Gross profit 115,000 105,000 95,000 92,000
ltem 2002 2001 2000 1999
Revenues
Cost of sales
Gross profit /
(290,000 + 275,000) x 100% = 105%
Q' { (198,000 + 190,000) x 100% = 104%
rerareme (92,000 = 85,000) x 100% = 108%
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Berry Products

. Income Information
Tre N d A Na IyS 1S For the Years Ended December 31,

ltem 2002 2001 2000 1999 1998
Revenues $400,000 | $355,000 | $320,000 | $290,000 | $275,000
Cost of sales 285,000 | 250,000 | 225,000 198,000 190,000
Gross profit 115,000 105,000 95,000 92,000

ltem 2002 2001 2000 1999
Revenues 145% 129% 116% 105%
Cost of sales 150% 132% 118%

Gross profit 135% 124% 112%

How would this trend ana
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-
‘ We can use the trend percentages to construct a \ Tr -

graph so we can see the trend over time.
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Now, let’s look at some ve
analysis tools!
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Common-Size Statements

Calculate Common-size Percent

Financial Statement Base Amount

Balance Sheet Total Assets

Income Statement Revenues
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CLOVER CORPORATION
Comparative Balance Sheets

December 31,
Common-size
Percents*
2002 2001 2002 2001
Assets
Current assets:
Cash and equivalents $ 12,000 $ 23,500 3.8% 8.1%
Accounts receivable, net 60,000 40,000
Inventory 80,000 100,000

Prepaid expen

‘ ($12,000 + $315,000) x 100% = 3.8% 1
i D00 [ & 164,

Total current assets

T —

Property and equipment:
Land = Spsisis e iSpsisis
Buildings and equipment, net 120,000 85,000
Total property and equipment || $ 160,000 || $ 125,000
Total assets $ 315,000 || $ 289,700 | 100.0%]|| 100.0%

* Percent rounded to first decimal point.
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CLOVER CORPORATION
Comparative Balance Sheets
December 31,

Common-size

Percents*
2002 2001 2002 2001
Assets
Current assets:
Cash and equivalents $ 12,000 $ 23,500 3.8% 8.1%
Accounts receivable, net 60,000 40,000 19.0%| 13.8%
Inventory 80,000 100,000 25.4%| 34.5%
Prepaid expenses 3,000 1,200 1.0% 0.4%
Total current assets $ 155,000 || $ 164,700 49.2%| 56.9%
Property and equipment:
Land 40,000 40,000 12.7%| 13.8%
Buildings and equipment, net 120,000 85,000 38.1%| 29.3%
Total property and equipment || $ 160,000 || $ 125,000 50.8%| 43.1%
Total assets $ 315,000 | $ 289,700 [ 100.0%| 100.0%

* Percent rounded to first decimal point.
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CLOVER CORPORATION
Comparative Balance Sheets

December 31,

Common-size

Percents*
2002 2001 2002 2001
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable $ 67,000 % 44,000 21.3% 15.2%
Notes payable 3,000 6,000 1.0% 2.1%
Total current liabilities $ 70,000 $ 50,000 22.2%| 17.3%
Long-term liabilities:
Bonds payable, 8% 75,000 80,000 23.8%| 27.6%
Total liabilities $ 145,000 | $ 130,000 46.0%| 44.9%
Shareholders' equity:
Preferred stock 20,000 20,000 6.3% 6.9%
Common stock 60,000 60,000 19.0% 20.7%
Additional paid-in capital 10,000 10,000 3.2% 3.5%
Total paid-in capital $ 90,000 $ 90,000 28.6% 31.1%
Retained earnings 80,000 69,700 25.4%| 24.1%
Total shareholders' equity $ 170,000 || $ 159,700 54.0% 55.1%
Total liabilities and shareholders' equity $ 315,000 || $ 289,700 | 100.0%| 100.0%

* Percent rounded to first decimal point.
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CLOVER CORPORATION
Comparative Income Statements
For the Years Ended December 31,

Percents*
2002 2001 2002
Revenues $520,000 || $480,000 | 100.0%j| 100.0%
Costs and expenses:
Cost of sales 360,000 | 315,000 69.2% 65.6%
Selling and admin. 128,600 | 126,000 24.7%|  26.3%
Interest expense 6,400 7,000 1.2%
Income before taxes $ 25,000 $ 32,000 4.8% 6.7%
Income taxes (30%) 7,500 9,600 1.4% 2.0%
Net income $ 17,500 || $ 22,400 3.4% 4.7%
Net income per share $ 079(% 101
Avg. #common shares 22,200 22,200

* Rounded to first decimal point.

B

Common-size
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Common-Size Graphics
This is a graphical analysis of Clo

Corporation’s common-size inco
statement for 2002.

Interest Income taxes Netincome
expense 3%
1%

Selling and
administrative
25%

Costof sales
70%
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NORTON CORPORATION
Balance Sheet
December 31,

Assets

Current assets:

Cash

$ 30,000

$ 20,000

Accounts receivable, net

20,000

17,000

Inventory

12,000

10,000

Prepaid expenses

3,000

2,000

Total current assets

$ 65,000

$ 49,000

Property and equipment:

Land

165,000

123,000

Buildings and equipment, net

116,390

128,000

Total property and eguipment

$281,390

$251,000

I Total assets

$346,390

$ 300,000

— - ———



NORTON CORPORATION

Balance Sheet
December 31,

2002 2001
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable $ 39,000 || $ 40,000
Notes payable, short-term 3,000 2,000
Total current liabilities $ 42,000 | $ 42,000
Long-term liabilities:
Notes payable, long-term 70,000 78,000
Total liabilities $ 112,000 || $ 120,000
Shareholders' equity:
Common stock, $1 par value 27,400 17,000
Additional paid-in capital 158,100 113,000
Total paid-in capital $ 185,500 || $ 130,000
Retained earnings 48,890 50,000
Total shareholders' equity $ 234,390 [ $ 180,000
Total liabilities and shareholders' equity| $ 346,390 || $ 300,000
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NORTON CORPORATION
Income Statement
For the Years Ended December 31,

2002 2001
Revenues $ 494,000 || $ 450,000
Cost of sales 140,000 127,000
Gross margin $ 354,000 | $ 323,000
Operating expenses 270,000 249,000
Net operating income $ 84,000 % 74,000
Interest expense 7,300 8,000
Net income beforetaxes ||$ 76,700 | $ 66,000
Less income taxes (30%) 23,010 19,800
Net income $ 53,690 (% 46,200
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Liquidity and Efficiency

<
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NORTON CORPORATION
2002

Cash
Accounts receivable, net

$ 30,000

Use this information to
calculate the liquidity
and efficiency ratios
for Norton
Corporation.

Beginning of year 17,000
End of year 20,000

Inventory

Beginning of year 10,000

End of year 12,000
Total 65,
Total 42,
Total
Beginning of year
End of year 346,390

Revenues

current assets

current liabilities

assets

Cost of sales

=8

L R
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Working Capital

Working capital represents current assets f
from long-term capital sources that do no
near-term repayment.

Dec. 31, 2002
Current assets $ 65,000
Current liabilities (42,000)
23,000

Working capital
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Current Ratio

Current Current Assets

Ratio Current Liabilities

Current _  $65,000

Ratio ~ $42.000 ~ 121

This ratio measures the short-term debt-
paying ability of the company.
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Acid-Test _  Quick Assets

Ratio Current Liabilities

Quick assets are Cash, Short-Term Investments,
Accounts Receivable and Notes Receivable.

Acid-Test _ $50,000 _ 119 1

Ratio $42.000

This ratio is like the current
ratio but excludes current assets such as inventories and
prepaid expenses that may be difficult to quickly convert into
cash.
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Accounts Receivable

Accounts Sales on Account
Recelvable = Average Accounts Recei
Turnover

Accounts $494.000
Receivable = (317,000 + $20,000) + 2
Turnover

This ratio measures how many times a company
converts its receivables into cash each year.
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Inventory Turnover
Inventory Cost of Goods ¢

Turnover  Average Invento

Inventory $140,000 B
Turnover  ($10,000 + $12,000) + 2

e RS

1
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Days’ Sales Uncollectec
Days’ Sales Accounts Receivable

Uncollected Net Sales

Days’ Sales _  $20,000
Uncollected  $494,000

© 365 = 14

)

[ rtio mensures e iuisiy orreceivables. | WY
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Days’ Sales in Inventory
Days’ Sales = Ending Inventory

In Inventory Cost of Goods Sold

Days’ Sales _  $12,000
in Inventory ~ $140,000

© 365 = 3

This ratio measures the liquidity of inventory.
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Total Asset Turnover
Total Asset Net Sales

Turnover  Average Total Assets

Total Asset $494.000 |
Turnover  ($300,000 + $346,390) + 2
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Solvency
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Use this information to calculate the solvency rati

NORTON CORPORATION

2002
Net income before interest
expense and income taxes | $ 84,000

Interest expense 7,300
Total shareholders' equity 234,390
Total liabilities 112,000
Total assets 346,390
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DEbt Rat[l)gbt Total Liabilities

Ratio Total Assets

3

112,000
Debt _ ’ = 32.3%
Ratio $346,390

This ratio measures what portion of a company’s assets are
contributed by creditors.
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Equity _ Total Equity

Ratio  Total Assets

Ratio $346,390

This ratio measures what portion of a company’s assets are
contributed by owners.
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Pledged Assets to Secured Liabilitit

Pledged
Assets to _ Book Value of Pledgec
Secured Book Value of Secured
Liabilities

This ratio measures the protection to secured creditors.
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Times Interest Earned
Net Income before Interest

Times and Income Taxes
interest = Interest Expense
Earned € P

|Ttimest $84,000 11.51
nteres — — )
Earned $7,300
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Use this
information to
calculate the
profitability
ratios for Norton
Corporation.

=8
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2002

NORTON CORPORATION

Number of common shares
outstanding all year

Net income
Shareholders' equity
Beginning of year
End of year

Revenues
Cost of sales

Total assets

Beginning of year

End of year

$

27,400
53,690

180,000
234,390
494,000
140,000

300,000
346,390



Lecture

Financial Statements Analysis and Interpretation

3

Profit Margin

Profit Net Income

Margin ~ Net Sales

Profit _ $53,690 _ 1 ooy,

Margin ~ $494,000
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Gross Margin
Gross Net Sales - Cost of Sal

Margin Net Sales

Gross _ $494,000 - $140,000 _
Margin $494,000

[
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Return on Total Assets
Return on _ Net Income

Total Assets Average Total Ass

Return on $53.690
Total Assets ($300,000 + $346,390) + 2

W =
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Return on Common Stockholc

Return on

Common _ Net Income - Preferred
Stockholders’  Average Common Stoc
Equity Equity

Return on
Common -— $53,690 - 0

Stockholders’ ($180,000 + $234,390) +

Equity

I |

=p mmmm
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Book Value per Common Sh

Book Value Shareholders’ Equity Ap
per _ Common Shares

common Number of Common
Share Outstanding

_
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Basic Basic Earnings per S
Earnings _ Net Income - Preferred D

per Weighted-Average Co
Share Shares Outstandi
Basic
Earnings _ $53,690-0 _
ber = T 7400 $1.96 per sh
Share
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Use this
information to
calculate the
market ratios
for Norton
Corporation.

NORTON CORPORATION

December 31, 2002
Earnings per Share $ 1.96

Market Price

Annual Dividend per Share
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Price-Earnings Ratio

Price-Earnings _ Market Price Per
Ratio Earnings Per Sh

Price-Earnings _ $15.00

= 7.65 ti
Ratio $1.96 o5t
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Dividend _ Annual Dividends Per
Yield Market Price Per Sh

Dividend _ $2.00
Yielc $15.00

! 'IHE llllI'I'E[I STA'IES OF AMEHIGA
ONE DOLLAR

= 13.3%
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