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Topics

1. Statement of cash flows

2. Standardized Financial statements

3. Ratios

4. Dupont Identity

5. Benchmarking

6. Issues with analyzing financial statements



Sources and uses of cash

Rule: An increase in left side or decrease in right side is a use of 
cash.



Statement of Cash Flows

Summarizes the firm’s sources and uses of cash over a specified 
period.



Standardized Financial Statement

1. Common Size Statement



Common size (cont’d)



Standardized Financial Statement

2. Common base year – present relative to a base year



Ratio Analysis

Why study ratios? 

Gets around size problem! (it divides out)

There are A LOT of financial ratios (CFA exam has 40!) 

Note: Not all ratios created from same data.

What I want you to take away?

It is trivial to calculate ratios, I want you to understand 
what the ratios mean (Interpret them!!!)



Terms

EBIT: Earnings before interest and taxes 

EBITD: Earnings before interest, taxes, and depreciation

EBITD: Earnings before interest, taxes, depreciation, and 
amortization

Amortization: Non cash deduction (similar to depreciation) ; 
applies to intangible asset

Market cap: Shares outstanding x share price

Note: Years sometimes calculated as 360 days. 

(USE 365 UNLESS TOLD OTHERWISE)



Calculating Financial ratios



Average vs end of year

• If concerned about the past use average figures:

𝐵𝑒𝑔𝑖𝑛𝑛𝑖𝑛𝑔 𝑣𝑎𝑙𝑢𝑒 + 𝐸𝑛𝑑𝑖𝑛𝑔 𝑣𝑎𝑙𝑢𝑒
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• Concerned with future use end of year

• End of year values more common





Dupont Identity

• Named after Dupont corporation

• Difference between ROA and ROE reflects use of financial 
leverage (debt financing)

• Decompose ROE into component parts





Why are we analyzing financial statements?

• Look at accounting data because…

Market value is difficult to get

• Analysis and ratios give us comparison tool

Internal vs external uses



Benchmarking

• How do we choose a standard comparison group?

1. Time-trend analysis

2. Peer group analysis



SIC codes

https://www.osha.gov/pls/imis/sic_manual.html
https://www.osha.gov/pls/imis/sic_manual.html


Issues and concerns

• No underlying theory 

– What is the right Current ratio??

• Conglomerates make benchmarking difficult

• Globalization

• Different accounting procedures (Ex. Inventory)

• Different fiscal years and seasonality

• Unusual or transient events (one time asset sale)


