Notes for BUA321 Chapter 3
Chapter 3 Statements and Ratios
The Stockholders’ Report
Generally accepted accounting principles (GAAP) are the practice and procedure guidelines used to prepare and maintain financial records and reports; 
The Sarbanes-Oxley Act of 2002, passed to eliminate the many disclosure and conflict of interest problems of corporations
More Countries Adopt International Financial Reporting Standards
International Financial Reporting Standards (IFRS) are established by the International Accounting Standards Board (IASB).
Focus on Ethics
Take Earnings Reports at Face Value
Near the end of each quarter, many companies unveil their quarterly performance. 
Firms that beat analyst estimates often see their share prices jump, while those that miss estimates by even a small amount, tend to suffer price declines. 
The practice of manipulating earnings in order to mislead investors is known as earnings management.
Why might financial managers be tempted to manage earnings?
Is it unethical for managers to manage earnings if they disclose their activities to investors?
The Income Statement 
The income statement provides a financial summary of a company’s operating results during a specified period.
Although they are prepared quarterly for reporting purposes, they are generally computed monthly by management and quarterly for tax purposes. 
Concentrate on control issue
Gross profit – control expenses of production
Operating profit – control of the expenses of “running” the company
Net income – remaining profits after all expenses pai
[image: ]Personal Finance Example
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The Balance Sheet
The balance sheet presents a summary of a firm’s financial position at a given point in time.
[image: ]The statement balances the firm’s assets (what it owns) against its financing, which can be either debt (what it owes) or equity (what was provided by owners). 










Represents the assets that management has purchased and uses to achieve it’s mission and goals.
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Represents the sources of financing used by management to purchase the assets of the firm.






Personal Finance 
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[image: ]Personal Finance: Cash 
                          Worksheet: Cash Management and Budget
This part of the worksheet is used to identify major levels of revenue and expenditure.
 Debts include only loans, not utilities etc.
Individual personal expenses are considered in the next slide. 
In this application, Living Expenses identifies remaining cash for other monthly expenses.

Breakdown into specific areas of spending
[image: ]Discretionary Spending 
after all revenues and expenses are accounted for this is the amount that should be left in the checkbook at the end.
What should you do with a surplus (+)?; a deficit (-)?
Personal Finance: Net Worth
Balance sheet looks very similar to a corporate balance sheet.
Net worth = Total Assets – Total Liabilities
If you retired and sold everything you owned and paid off everyone you owed; this is what you would have to live off the rest of your life.
When we are young this number is frequently negative. Especially if you have a student loan.
[image: ]Why?
worksheet Personal Finance go to Cash Management area.


Statement of Retained Earnings 
The statement of retained earnings reconciles the net income earned during a given year, and any cash dividends paid, with the change in retained earnings between the start and the end of that year.
Statement of Cash Flows
The statement of cash flows provides a summary of the firm’s operating, investment, and financing cash flows and reconciles them with changes in its cash and marketable securities during the period.
This statement not only provides insight into a company’s investment, financing and operating activities, but also ties together the income statement and previous and current balance sheets.
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Chapter 3 Group Assignment (82 points)

 (use financial analysis workbook / financial ratios) 
Using the data from problem 3.23 in the text 
           Calculate DPS and EPS using this number (2 pts)
		EPS =
		DPS =

Input data into the financial analysis input section.
1) Create a table with the industry median ratio in column 2and the company’s ratio in column 3. (30 pts)
    
	Ratio
	2011
	2012
	Industry

	CR
	
	
	

	QR
	
	
	

	DR
	
	
	

	TIE
	
	
	

	GPM
	
	
	

	NPM
	
	
	

	ROA
	
	
	

	ROE
	
	
	





2) Define these types of ratios. In general, how is the company performing with each category? 
 (25 points)

	Liquidity

	Leverage

	Profitability

	
3) Provide a brief description of the firm’s position relative to the industry. (25 pts)













Chapter 3 Web exercises (40)

Go to www.reuters.com/finance/stocks  to obtain financial ratios
	Stocks / input ticker symbol / ratios on the left
· Liquidity (10)
· Current and quick ratio
	
	Industry
	Company 
	Sector

	CR
	
	
	

	QR
	
	
	


 
What can you say about your company’s liquidity compared to the industry and sector?



· Asset Mgt Ratios (10)
· DSO =   365/ Rec turnover  
· DCI  = 365 / Inv turnover
	
	Industry
	Company
	Sector

	DSO
	
	
	

	DCI
	
	
	


How is your company handling accounts receivable and inventory compared to the industry and the sector?






· Profitability (10)
· GPM, OPM, NPM
	
	Industry
	Company
	Sector

	GPM
	
	
	

	OPM
	
	
	

	NPM
	
	
	



What can you tell me about your company’s profitability relative to the industry and the sector?




· Leverage ratios (10)
· LT Debt to Equity , TIE (interest coverage)

	
	Industry
	Company
	Sector

	Debt Equity (%)
	
	
	

	TIE
	
	
	



Describe your company’s level of debt relative to the industry and the sector.
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Liabilities and Stockholders’ Equity

Accounts payable
Notes payable
Aceruals
“Total current liabilities
Long-term debt (includes financial leases)”
Toral liabilities

Preferred stock—cumulative 5%, $100 par,
2,000 shares authorized and issued*

‘Common stock—$2.50 par, 100,000 shares.
authorized, shares issued and outstanding
in 2012: 76,262; in 2011: 76,244

Paid-in capital in excess of par on common stock
Retained earnings

Total stockholders’ equity

Total liabilities and stockholders’ equity

$ 382

79
s
$ 620
102
S1643

$ 200

$ 270

99
114
$ 483
_
$1.450

$ 200

190

418
1012
$1,820
$3270

“In 2012, the firm has a
Four years of the lease ha

ear financial lease requ

18 annual beginning-of-year payments of $35,000.

“Annual principal repayments on a portion of the firm’s total outstanding debt amount to $71,000.
“The annual preferred stock dividend would be S5 per share (5% X $100 par), or a total of $10,000

annually (S5 per share X 2,000 shares).
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Jan and Jon Smith’s Balance Sheet: December 31, 2012

Assets

Liabilities and Net Worth

Cash on hand
Checking accounts
Savings accounts
Money market funds
Total liquid assets
Stocks and bonds
Mutual funds
Retirement funds, IRA
Total investments
Real estate
Cars
Household furnishings
Jewelry and artwork

s 90
575

760

300

S 205
$ 2250
1,500
2,000

$ 5750
$120,000
14,000
3,700

1,500

Total personal property $139.200

Total assets

$147,175

Credit card balances

Utility bills

Medical bills

Other current liabilities
Total current liabil

es
Real estate mortgage
Auto loans
Education loan
Personal loan
Furniture loan
Total long-term liabilities
Total liabilities
Net worth (N/W)
Total liabi
and net worth

ies

$ 665
120

75

45

$ 905
$ 92,000
4250
3,800
4,000
800
$104,850
$105,755
41,420

$147,175
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[Names Debt Cash Flow_

Cash Inflow |Jack Donna Mortgage (1st) $16,864
Salary $72,725| Mortgage (2nd)
Self Employment Auto (1) $2,520
Dividends $315| Auto (2)
Crodit Cord 1
ony 1 Chid Spt
Fumiture 1750
Subtotals| $73,040| $0]
Total Cash Inflow $73,040
Taxes
All Federal Income $16,430| L —
Stats Income rowiDobipms | s
Local ncome
Real Estate. Savings |Jack [Donna
Other Taxes
Company Retirement
Subtotas| S5 sofcompenRettement
Total Tax Cash Flow steaso e savinge
Emergoncy Fund
o Misc. Savings
nsurance Subtotals| S0 50|
Home $1.505| Total Savings Cash Flow. 50
Avto $1.300)
Health Cosh Flow Analyss
Lite Total Cash inflow o] %
D Total Tox Cash Flow ste.00] _72455%]
Demtal Total s, Cash Flow soass]_ 3960
i ins. Total Debt Prmts so0s] 702504
Subtotals| $2,885| S0 Total Savings Cash Fic $0| 0.000%|
Total Ins. Cash Flow $2,885 )| Living Expenses. $33,091]  45.305%)
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Monthly Expenditt 3lavg [% of Total Expenses
3[% of Total Expenses
Housing 50| 0.000%)
Rent 0.000% 50 0.000%
Telophone 0.000% R Total Giving Expenses $0) $0) 0.000%)
Utilies s2410) 33824
Maintenance 51,050 vzl
r::;;"ﬂi‘m :m Vacations 50 0.000%)
otter 2.000% | Hobbies $4,630] 54,630 6.339%)
Total Housing Expenses] 0] 4 p19% | Entertainment (not cable) 50| 0.000%
Cable 50) 0.000%)
Family Restaurants 50, 0.000%
Groceries 5582 7.975% Other $1.400 $1.400) 1.917%)
Clothing $1.700] 2.327% | Total Leisure Expenses $6,030 $6.030) 8.256%)
Medical 0.000%
Dry Cleaning 0000 Summary Expenses
chitd Care 0.000% 8 Total Tax Cash Flow 516,430 22.495%]
Education 0.000% Total Ins. Cash Flow $2,885| 3.950%)
Legal 0.000% R Total Debt Pmts $20,634] 28.250%
Alimony! Chold Spt 0.000% R otal Savings Cash Flow $0| 0.000%)
Misc Fomily Expeoses S2415 3306% R iying Expenses (here) 21,755 21,755 29.785%)
Total Family Expenses 59,940 ol o Outlows ot AR
Transportation -
Gas and Oit 52261 X cretionary Income
Maintenance 0.000% | Total Cash Inflow $73,000)
Other 0.000% | Total Cash Outflow 561,704
Total Transportation Exp. $2.269) 3.101% )| Discretionary Income. $11,336]
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Assets

Liquid Assets Totals % of Total Assets|
Cash and Checking 5665
Savings Accounts $760)
Money Market Funds 5800 52,225
Investmetn Assets
Lia
Short.Term Assets
cos Short.Term Debt Totals [ of Total Assets
Treasury Bills Current Bills
Other ST Investments 50) Credit Cards
Installment Loans
longTerm | Other Debts 59.955) 6.764%)
Stocks 52250 e
Bonds 50 Long Term Debt
Mutual Funds $1,500 Mortgage $92,000
IRA Retirement Accounts $2,000] Mortgage (2nd)
Corporate Retirement Accts $5,750 Pl Lo
Student Loans 53,800,
[T ——— Retirement Account Loans 595,800 65.093%
Business Ounership_ [Total Debt $105,755) 71.857%
Investment Partnerships
Real Estate Investments 50| ot Worth ST e
Personal Asset Total Liabilities and NW $147.175
Residence $120,000
Automobiles 514,000
Personal Property 55,200
Other Personal Property $139,200

[Total Assets

$147,175
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Bartlett Company Statement of Cash Flows ($000) for the

(558 Yeor Ended December 31, 2012

Cash Flow from Operating Actviies
Net profits after axes. 5231
Depreciation 239
Increase in accounts receivable (1387
Decrease in inventories 1
Increase in accounts payable 1
Increase in aceruals s
(Cash provided by operating activities $500
Cash Flow from Investment Activitics
Increase in gross fixed assers (347)

Change in equity investments in other firms 0
Cash provided by investment actviies (5347)
Cash Flow from Financing Actiities

Decreas n notes payable (20
Increase n long term debrs s6
Changes in stockholders”cquit” 1
Dividends paid (108)
Cash provided by fnancing activiies .61
Netincreas i cash and marketable securities s 9

“Asiscuson
cah outflow:

parenthese are sed o denote a egacive number,which in this cas s 3

SRersind carings are excluded hre becaus theirchange i actually reflectedinthe
combination ofthe et profs afer taxe” and ~diidends pail” enis
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For the years ended December 31

012 m
Sales revenue. 53074 s2567
Less: Cost o goods sod 2088

Grossprofies s o6
Less: Operating expenses

Seling expense

Generaland adrministative expenses

Lesse expense’

Depresiaton expense:
Total operating expense
Operating profics
Less st expense
Netprois befor taxes
Less: Taxes
Netprofiesafer taxes

Less: Preferred seock divdends 10

Earnings vailabl for common stockhlders s s
Eamings per share (EPS)* sist
Dividend per share (DPS)” 5075

“Lesse cxpene s hown e  eparate e e thabin nchodd ¢ prt of st expens,
e by the FAS fo ranil eportin pposs, The pptoach e b s omesent with
eoring b than il reorang rocire

Caklate b dividin h carings bl forcomman ockbokders by the e of e of common
ok ounnding 74262 2013 and 76,34 1 301, Eamngs e e 2012 $221000 76368 =
S50, 0113135000 + 76244 = S1.

2000, $57083 762 = S0,
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Jan and Jon Smith’ Income and Expense Statement
for the Year Ended December 31, 2012

Income

Salaries. $72,725

Interest received 195

Dividends reccived 120
(1) Total income $73,040

Expenses

Mortgage payments 516,864

Auto loan payments 2,520

Uilities 2470

Home repairs and maintenance

Food

Car expense

Health care and insurance
Clothes, shoes, accessories
Insurance
Taxes
Appliance and furniture payments
Recreation and entertainment
Tuiion and books for Jan
Personal care and other items
@) Toral expenses 561,704
(3) Cash surplus (or defci) [(1)-(2)]  $11.336
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Bartlett Company Balance Shees ($000)

December 31

Assets 2012
Cash s 363
Marketable securities 68
Accounts receivable 503
Inventories 289

Total current assets $1,223
Land and buildings $2,072
Machinery and equipment 1,866
Furniture and fixtures 358
Vehicles 275

Other (includes financial leases)
Total gross fixed assets (at cost)”
Less: Accumulated depreciation
Net fixed assets
Total assets





