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HOW TO READ AN ANNUAL REPORT
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; Stock value _i; derived from a company‘s & Income Statement * Income
long term ability to create cash profits from * stock investors like to look at the income Statement
) invested Capita|; and financial statements  statement (a.k_a_ "earnings statement" or
are intended to give a snapshot of how suc- } "statement of operations”) because it
cessfully this creation of value is being ac- 5 shows the company's "bottom line": its
omplished. But unless youre a profes- | earings, or profit. Most of the income
sional accountant, yIOU.may f|nd that a |00k b’! statement details the Company's opera-
& 2+ at an annual report is like a visit to an alien * tions
; 4 planet; you'll encounter odd terminology,'"k'
:_.Eter?Snge calculations, and of course big num- 5 Cash Flow Statement B Balance
] : % The Cash Flow Statement shows how the Sheet
- . . . .
B . . . iz company is paying for its operations and
e & This gL_ude should help make th|r)gs more . ¢ ture growth, by detailing the "flow" of
‘#% accessible. It explains the three mportanticash between the company and the out-
financial statements from the annual report 5 side world; positive numbers represent cash flowing in, negative numbers

3 yg,% of a fictitious company: ", represent cash flowing out.
) <

.1 But first, here's an interactive diagram of the l',’ Balance Sheet

- . . . . .
2% big picture that the annual report is trying to : .
gp P ying fo 8 The balance sheet shows what a company owns and what it owes; the &

. ; convey. Arrows indicate the movement of i ' X c ;
| emEh, E;dlfference is what the company is "worth", at least on paper. One huge
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Stock Investors

. CASH . .

problem is that the fair market ¢
value of many assets can be .’
very different from the "book %
values" shown here. So people :
looking for "value" stocks need .
to do more research, beyond
the balance sheet.

A business needs sufficient amounts of cash to sustain its daily operations and to pay for
¢ future growth. The cash flow statement details the flow of cash between the business and
the outside world, and classifies it into three main categories -- Operations, Financing, and
Investing -- represented by the three solid green arrows.

Please send across your
views and feedback at
sheena.manchanda@

jimsindia.org

Proceeds from new stock sales is shown in the Financing section of the cash flow statement;
the total amount raised from stock sales is detailed within the shareholders’ equity section of
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http://www.moneychimp.com/articles/valuation/stockvalue.htm
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"‘ ’“ Bond Investors

b o %l
‘g’- > Proceeds from new bond sales is shown in the Financing section of the cash flow statement;
§. &4 interesl paid to bond holders is shown on the income slatement; and the company's lolal

i | amount of bond debt is included in the liabilities section of the balance sheet.
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. Cash Flow from Financing (detailed on the Cash Flow Statement)

This is the easiest way to raise cash: issuing new stocks or bonds and selling them to the
public. Both of these methods cause problems for shareholders. Issuing new stocks "dilules"
the value of each individual share; issuing bonds commits the company to paying interest,
which will punish future eamings. In a really healthy company this arrow can flow backwards:
they can be buying back shares and paying off debt, all of which will help to improve
earnings per share in the future.

y
R e . T o R R . TP B L g Tt S

| Cash Flow to Investing (detailed on the Cash Flow Statement)

&\ The obvious way a company can increase its earnings from operations is to keep doing
2% everything the same way, but on a larger scale. This requires spending cash to buy additional
: property and equipment. Investors like to see that growth is sustainable, meaning that the
company can cover this spending with cash flowing in from Operalions, withoul having to
raise additional cash from the left side of the diagram.
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How to read a company's balance sheet

% statement.

ﬁ The CEEENES i S27 IVESrg [ (9 e 1In this article we look at balance sheets
,&{ search your investments carefully and . 14 and how they help us understand a %
. able.
'}' ( What is a balance sheet?

; Publicly listed companies are obliged to i o
. gérelease their basic financial |nformat|on¢A balance sheet is a snapshot of a com- e

regularly and these form the starting point ' ! pany's financial position at a particular ¢}

.\, .,& of any systematic research. The three main | point of time in contrast to an income "‘ 5

statements released are the balance sheet, ! statement, which measures income over
the income statement and the cash flow “a period of time.




