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Income Statement  
Stock investors like to look at the income 
statement (a.k.a. "earnings statement" or 
"statement of operations") because it 
shows the company's "bottom line": its 
earnings, or profit. Most of the income 
statement details the company's opera-
tions 
 

Cash Flow Statement  
The Cash Flow Statement shows how the 
company is paying for its operations and 
future growth, by detailing the "flow" of 
cash between the company and the out-
side world; positive numbers represent cash flowing in, negative numbers 
represent cash flowing out.  
 

Balance Sheet  
The balance sheet shows what a company owns and what it owes; the 
difference is what the company is "worth", at least on paper. One huge 

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.  

HOW TO READ AN ANNUAL REPORT  

Stock value is derived from a company's 
long term ability to create cash profits from 
invested capital; and financial statements 
are intended to give a snapshot of how suc-
cessfully this creation of value is being ac-
complished. But unless you're a profes-
sional accountant, you may find that a look 
at an annual report is like a visit to an alien 
planet; you'll encounter odd terminology, 
strange calculations, and of course big num-
bers.  
 
This guide should help make things more 
accessible. It explains the three important 
financial statements from the annual report 
of a fictitious company:  
 
But first, here's an interactive diagram of the 
big picture that the annual report is trying to 
convey. Arrows indicate the movement of 
cash.  
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http://www.moneychimp.com/articles/valuation/stockvalue.htm


How to read a company's balance sheet  

statement.  

In this article we look at balance sheets 
and how they help us understand a 
company's strengths and weaknesses. 

What is a balance sheet?  

A balance sheet is a snapshot of a com-
pany's financial position at a particular 
point of time in contrast to an income 
statement, which measures income over 
a period of time.  

The essence of savvy investing is to re-

search your investments carefully and 
make use of all the information that is avail-
able. 

Publicly listed companies are obliged to 
release their basic financial information 
regularly and these form the starting point 
of any systematic research. The three main 
statements released are the balance sheet, 
the income statement and the cash flow 
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