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Financial Statements:  One Source of Information  

1. Income Statement (also known as Earnings Statement) 

summarizes revenues, expenses, net income or earnings 

during a specific accounting period.

2. Cash Flow Statement (replaced the older Statement of 

Changes in Financial Position) provides information 

about cash inflows and outflows during a specific 

accounting period.

3. Balance Sheet shows the financial condition of a firm on a 

particular date.

4. Statement of Owners’ Equity provides information about 

transactions that affect the balance sheet equity. 



Income Statement (a.k.a. “P&L”) 

TOTAL REVENUE: $100,000 

Cost of Revenue (Cost of Goods Sold) $50,000 

Gross Income (Gross Profit) $50,000 

OPERATING EXPENSES:

Research And Development $5,000 

Selling, General And Administrative Expenses (SG&A) $10,000 

Total Other Income and Expenses Net ($1,000)

Operating Income (Operating Profit, EBIT) $36,000 

Interest Expense $4,000 

Income Before Tax $32,000 

Income Tax Expense $10,000 

Net Income from Continuing Operatings $22,000 

NONRECURRING EVENTS:

Discontinued Operations $10,000

Extraordinary Items N/A

Effect of Accounting Changes N/A

Other Items N/A

NET INCOME: $12,000 

Hypothetical Income Statement



Cash Flow Statement  

CASH FLOW FROM OPERATIONS:

Net Income $12,000 

Depreciaton and Amortization $4,000 

Receivables -- (Increase) Decrease ($1,000)

Payables -- Increase (Decrease) $2,000 

Inventories -- (Increase) Decrease ($3,000)

Other

Cash Flow from Operations $14,000 

CASH FLOW FROM INVESTING:

Purchases of Property and Equipment, net ($6,000)

Other ($2,000)

Cash Flow from Investing ($8,000)

CASH FLOW FROM FINANCING:

Dividends Paid ($4,000)

Net Repayments of short-term borrowing ($1,000)

Proceeds from Issuance of Long-Term Debt $5,000 

Repayments of Long-Term Debt ($2,000)

Other $1,000 

Cash Flow from Financing ($1,000)

SUMMARY:

Net Change in Cash and Cash Equivalents $5,000

Cash and Cash Equivalents at Beginning of Year $5,000 

CASH AND CASH EQUIVALENTS $10,000 

Hypothetical Cash Flow Statement



Balance Sheet  

ASSETS:

Current Assets: $40,000 

Cash and Cash Equivalents $10,000 

Short-Term Investments $6,000 

Receivables $5,000 

Inventory $10,000 

Other Current Assets $9,000 

Other Assets: $110,000 

Property and Equipment $80,000 

Long-Term Investments $10,000 

Goodwill and Other Intangibles $8,000 

Other Long-Terms Assets $12,000 

Total Assets: $150,000 

LIABILITIES

Current Liabilities: $10,000 

Short-Term Borrowings $6,000 

Payables $4,000 

Other Liabilities: $65,000 

Long-Term Debt $60,000 

Other $5,000 

Total Liabilities: $75,000 

SHAREHOLDER EQUITY (NET WORTH) $75,000 

Hypothetical Balance Sheet



Income Statement  
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Statement of Cash Flow   
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Balance Sheet  
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General 

Electric Caterpillar Lilly Wells Fargo Goldman Sachs Wal-Mart

From Income Statement:

Sales (Total Revenue) 172,738 44,958 18,634 53,593 87,968 378,799 

Less Cost of Sales 73,125 32,626 4,249 8,152 - 286,515 

Gross Profit 99,613 12,332 14,385 45,441 87,968 92,284 

Less Operating Expenses 49,228 5,959 10,280 27,763 28,383 69,983 

EBIT 50,385 6,373 4,105 17,678 59,585 22,301 

Less Interest, Taxes, Other 28,177 2,832 1,152 9,621 47,986 9,570 

Net Income 22,208 3,541 2,953 8,057 11,599 12,731 

From  Balance Sheet:

Total Assets 795,337 56,132 26,788 575,442 1,119,796 163,514 

Less Total Liabilities 679,778 47,249 13,123 527,814 1,076,996 98,906 

Stockholders' Equity 115,559 8,883 13,665 47,628 42,800 64,608 

ROE

Profit Margin

Asset Turnover

Leverage

Return                   Net Income                  Profit             Asset

On Equity         Stockholders’ Equity          Margin         Turnover
=                                      =                   X                      X Leverage

Return on Equity:  A Common Metric  

(All amounts in millions)



 Risk analysis

Evaluating Firm Performance … 

 Relative comparisons

Market-determined measures

 Accounting ratios

 Accounting measures


