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Chapterl Overview of Financial Statement Analysis

The main content:

This chapter describes business analysis and the role of financial statement analysis. The chapter
also introduces financial statements and explains how they reflect underlying business activities. Several
tools and techniques of financial statement analysis are also introduced. Application of these tools and
techniques is illustrated in a preliminary business analysis of Dell.

Learning Objectives:

After studying the chapter, your students should be able to:

1. Explain business analysis and its relation to financial statement analysis
2.Describe the purpose of each financial statement and linkages between them

3 Identify relevant analysis information beyond financial statements

4. Analyze and interpret financial statements as a preview to more detailed analyses
5.Explain the purpose of financial statement analysis in an efficient market

Some key points: types of business analysis; Operating Profit; Retained Earnings; financial statements.

Teaching methods: use of multimedia tools. We adopt Classroom-based teaching, which is
supplemented by the necessary classroom discussion. Besides, arrange students to do some appropriate
exercises and self-extending reading after class.

Chapter2 Financial Reporting and Analysis

The main content:



In this chapter, the concepts underlying financial reporting are discussed with special emphasis on
accounting rules. Next the purpose of financial reporting is discussed — its objectives and how these
objectives determine both the quality of the accounting information and the principles that underlie the
accounting rules. The relevance of accounting information for business analysis and valuation is also
discussed and limitations of accounting information are identified. Last, accrual accounting is discussed
including the strengths and limitation of accruals, and the implications of accruals for financial statement
analysis.

Learning Objectives:

After studying the chapter, your students should be able to:

1. Identify what constitutes generally accepted accounting principles (GAAP)

2. Describe the relevance of accounting information to business analysis and valuation
3. Understand alternative income concepts and distinguish them from cash flows

4. Understand fair value accounting, its advantages, limitations and analysis implications
5. Explain the importance of accrual accounting and its advantages and limitations

Some key points: GAAP; the qualities of accounting information; fair value accounting.

Teaching methods: use of multimedia tools. We adopt Classroom-based teaching, which is
supplemented by the necessary classroom discussion. Besides, arrange students to do some appropriate
exercises and self-extending reading after class.

Chapter3 Analyzing Financing Activities
The main content:
This chapter describes business financing and how this is reported to external users. This chapter also
describes two major sources of financing—credit and equity—and the accounting underlying reports of
these activities. Besides, off-balance-sheet financing, including Special Purpose Entities (SPEs), the
relevance of book values, and liabilities "at the edge" of equity are mentioned. Techniques of analysis
exploiting our accounting knowledge are described.
Learning Objectives:
After studying the chapter, your students should be able to:
1. Analyze and interpret lease disclosures and explain their implications and the adjustments to financial
statements.
2. Analyze contingent liability disclosures and describe risks.
3. Analyze and interpret liabilities at the edge of equity.
4. Explain capital stock and analyze and interpret its distinguishing features.
5. Describe retained earnings and their distribution through dividends.

Some key points: lease disclosures; contingent liability; retained earnings

Teaching methods: use of multimedia tools. We adopt Classroom-based teaching, which is
supplemented by the necessary classroom discussion. Besides, arrange students to do some appropriate
exercises and self-extending reading after class.

Chapter4 Analyzing Investing Activities

The main content:

This chapter shows how we use financial statements to better assess liquidity, solvency, and
operational capacity using asset values, and to critically evaluate a company's financial performance and
prospects. The accounting practices underlying the measurement and reporting of current and noncurrent



assets are described. The accounting for these assets and its implications for analysis of financial
statements are discussed afterwards. Special attention is given to various analytical adjustments helping us
better understand current and future prospects.
Learning Objectives:
After studying the chapter, your students should be able to:
1. Define current assets and their relevance for analysis.
2. Analyze receivables, allowances for bad debts, and securitization.
3. Interpret the effects of alternative inventory methods under varying business conditions.
4. Interpret valuation and cost allocation of plant assets and natural resources.
5. Describe and analyze intangible assets and their disclosures.
Some key points: current assets; inventory methods; intangible assets
Teaching methods: use of multimedia tools. We adopt Classroom-based teaching, which is
supplemented by the necessary classroom discussion. Besides, arrange students to do some appropriate
exercises and self-extending reading after class.

Chapter5 Analyzing Investing Activities: Intercorporate Investments

The main content:

This chapter considers our analysis and interpretation of these intercompany activities as reflected in
financial statements. We consider current reporting requirements from our analysis perspective--both for
what they do and do not tell us. We describe how current disclosures are relevant for our analysis, and how
we might usefully apply analytical adjustments to these disclosures to improve our analysis. We direct
special attention to the unrecorded assets and liabilities in intercompany investments.

Learning Objectives:
After studying the chapter, your students should be able to:
1. Interpret consolidated financial statements.
2. Analyze implications of both the purchase and pooling methods of accounting for business combinations.
3. Interpret goodwill arising from business combinations.
4. Describe derivative securities and their implications for analysis.

Some key points: consolidated financial statements; goodwill; investment returns

Teaching methods: use of multimedia tools. We adopt Classroom-based teaching, which is
supplemented by the necessary classroom discussion. Besides, arrange students to do some appropriate
exercises and self-extending reading after class.

Chapter6 Analyzing Operating Activities
The main content:

This chapter examines the analysis and interpretation of income components. We consider current
reporting requirements and their implications for our analysis of income components. We describe how we
might usefully apply analytical adjustments to income components and related disclosures to better our
analysis. We direct special attention to revenue recognition and the recording of major expenses and costs.

Learning Objectives:

After studying the chapter, your students should be able to:

1. Describe and analyze the impact of non-recurring items - including extraordinary items, discontinued
segments, accounting changes, and restructuring charges and write-offs.
2. Analyze revenue and expense recognition and its risks for financial analysis.



3. Analyze deferred charges, including expenditures for research, development, and exploration.
4.Describe and interpret interest costs and the accounting for income taxes.

Some key points: non-recurring items; deferred charges; interest costs

Teaching methods: use of multimedia tools. We adopt Classroom-based teaching, which is
supplemented by the necessary classroom discussion. Besides, arrange students to do some appropriate
exercises and self-extending reading after class.

Chapter7 Cash Flow Analysis

The main content:

This chapter describes cash flows and their relevance to our analysis of financial statements. We
describe current reporting requirements and their implications for our analysis of cash flows. We explain
useful analytical adjustments to cash flows using financial data to improve our analysis. We direct special
attention to transaction reconstruction, T-account, and conversion analyses.

Learning Objectives:

After studying the chapter, your students should be able to:
1. Explain the relevance of cash flows in analyzing business activities.
2. Describe the preparation and analysis of the statement of cash flows.
3. Interpret cash flows from operating activities.

Some key points: Constructing the Cash Flow Statement; Limitations in Cash Flow Reporting; Net

Income.

Teaching methods: use of multimedia tools. We adopt Classroom-based teaching, which is
supplemented by the necessary classroom discussion. Besides, arrange students to do some appropriate
exercises and self-extending reading after class.

Chapter 8 Return on Invested Capital and Profitability Analysis

The main content:

This chapter describes return on invested capital and its relevance to financial statement analysis. We
also explain variations in measurement of return on invested capital and their interpretation. We also
disaggregate return on invested capital into important components for additional insights into company
performance. The role of financial leverage and its importance for returns analysis is examined. This
chapter demonstrates each of these analysis techniques using financial statement data.

Learning Objectives:

After studying the chapter, your students should be able to:

1. Analyze return on net operating assets and its relevance in our analysis.
2. Describe disaggregation of return on net operating assets and the importance of its components.
3. Describe the relation between profit margin and turnover.
4. Analyze return on common shareholders' equity and its role in our analysis.
5.Explain financial leverage and how to assess a company's success in trading on the equity across financing
sources.

Some key points: return on net operating assets ; return on net operating assets; return on common
shareholders' equity; financial leverage.

Teaching methods: use of multimedia tools. We adopt Classroom-based teaching, which is
supplemented by the necessary classroom discussion. Besides, arrange students to do some appropriate
exercises and self-extending reading after class.



Chapter 9 Credit Analysis

The main content:

This chapter focuses on credit analysis. It is separated into two major sections: liquidity analysis and
solvency analysis. This chapter describes several financial statement analysis tools to assess short-term
liquidity risk for a company in the first part. The second part of this chapter considers solvency analysis,
which describes capital structure and explains its importance. Specifically, this chapter describes various
tools of solvency analysis. We also discuss the relation between risk and return inherent in a company's
capital structure, and its implications for financial statement analysis.

Learning Objectives:

After studying the chapter, your students should be able to:
1. Describe working capital measures of liquidity and their components.
2. Analyze operating cycle and turnover measures of liquidity and their interpretation.
3. Explain financial leverage and its implications for company performance and analysis.
4.Analyze asset composition and coverage for solvency analysis.

Some key points: working capital; current ratio; financial leverage

Teaching methods: use of multimedia tools. We adopt Classroom-based teaching, which is
supplemented by the necessary classroom discussion. Besides, arrange students to do some appropriate
exercises and self-extending reading after class.
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