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IMPORTANCE OF ACCOUNTING
AND FINANCIAL STATEMENTS

¥ Ao N1¥12895319

*“ Accounting is the language of

business.”

»What do you think? Agree or
disagree?

> What does this sentence mean?




UNDERSTANDING THE BUSINESS
THROUGH FINANCIAL INFORMATION

Source: Jablonsky and Barsky (2001) p.xxi

THREE MAJOR COMPONENTS IN DOING

BUSINESS 3 asAUsznaudrmgylunisvingsfis

1. Business strategy nagnsgsia
q q
2. Management control nsaiupuzasdguinig

3. Shareholder accountability minusulingaunasgnan




BUSINESS STRATEGY

» “Business strategy” wunaidealesszninsgannisuazgiainlsife
(stakeholders) #asiian1s Stakeholders include....2

» Business strategy beglns with the customers and ends with the
shareholders. nagnsaz Liumnanmuaﬂﬂwmnaﬂu

» Customers provide the primary source of financing, while
shareholders own the business and expect a return on their
investment. gnAnufwundsfisnnanlunisiamidn luansigiowludizasfianis
WAZFBINITHARBULNKIINNITAIY Y

» Besides, the management is responsible for incorporating the
needs of the other stakeholders into an effective business strategy
without losing sight of the needs of both customers and
shareholders. guinisidingsuiingaulunisnauaussaasasniseasgiionn lneld
vaneAnadnRusiugna (1w Tudusanieniousduaniils)

» Other economic events are changes in the broader environment,
which, although not the result of the business strategy, affect the
financial performance of the firm (e.g. flood, earthquake,
economic recessions). Whether the managers and other
stakeholders like it or not, the effects of economic events beyond
the control of the firm must be included in the financial control
system (conﬁnues to the second component ‘management control’)
wpMsainIsAsYgiaan nladefifnansznusonanisinfinurssianisusiieslsl
\Rendasla 7 Auguims (Funalugdagsuuan) udguinisilisansandnidesld dag
M138n159AN19

MANAGEMENT CONTROL

»‘Management control’ represents the point where information about all of economic
events affecting the firm enters into the firms’ operating and financial control systems. A
focus is on the part of management control system that generates the information
contained in the firms’ financial statements (e.g. insurance policy is initiated to cover an
unexpected damage of natural disasters; however, the insurance plan has a cost
affecting on the firm’s net mcome) mimuﬂmumsl'mqmn'mﬂun'mmn'mmmimauwmﬂwanm T4
n1sdauaulsziude udfAsuwwAntuiIe wanand Srunilosainszuamnisiansidenssalriinnasaineuntstin

» Auditing is seen as part of a feedback loop to ensure that financial information is
reported in accordance with GAAP. A qualified audit opinion is severe, so managers
are more likely to play the game according to the rules. miﬂauummuma‘lmu‘lammiammﬂ’j’i
Tuladnegnsasmandnnistyinsusesialy mndaeutniuanianafivedefitenls uansiduinisenadid
Laumu‘lwmwmmuag (ANUAIAILATNIINIILIU)




» “Shareholders accountability” emphasize 0
that financial statements provide a S H A R E H |- D E R
foundation for assessing management’s A( c 0 U N 'I'A B I L I 'I'Y
accountability to the firms’ shareholders.
AnHsuiinzeuRegiauiug1isunisiudadieligldo
nswdssfinAnaaInnsnzasgusnisnogiorle
In a market economy, financial statements
provide a starting point for assessing
management’s performance. luaaanu su
nsnazdieUsziinANNEINTAEUSHIT LS
As we can see, the market information does
not flow through the firm’s management’
control system. All the market information
(e.g. stock prices, dividend yields, interest
rates, analyst’s reports) are factored into
the assessment process. ananazinlaIndaya
gasnatanwlalaogluszuunismunnzasionts wiazndu
Tadeildlunisvssifineae

FINANCIAL STATEMENTS

» Statement of Financial Position (or Balance Sheet) lists all of the assets,
liabilities, and shareholders’ (owners’) equity at the end of the year. suudas
FINSNITIRLAAITIBNITABNING nHER WazdInoiorh M IUAUTOUITHZIIAITIBIN

~ Assets represent economic resources controlled by the company. &wnsind
wansiinswenaarsegianianisaivauls

» Liabilities and shareholders’ equity represent the claims on the
company’s assets by creditors (liabilities) and owners (shareholders’
equity). niduuazdivzasiouuanidnsisensassianans

» Equation:

Assets = Liabilities + Equity
Resources = Obligations
Rights = Responsibilities




FINANCIAL STATEMENTS

Income Statement lists all the company’s revenues, expenses, and net income for
the year. suinlsaianuuanssienisnels Aldane wazilsgns

The net income (or net loss) tells us how well management performed on behalf of
the shareholders during the year. (Manager is the agent of shareholders—to
maximize the shareholders’ interest). rirls(21amw)gnd wamsigusnisaiansavinisianisiag
wiedle (Fusmaluaiunuzasgiiodulunisdnnislviioulananauunugegn)

Equation:

Net income = Revenues — Expenses

and

Net Earned Assets = Net income

is the amount of net assets (economic resources) that the
management earned on behalf of the shareholders during the year. It show the
outcome of business strategy throughout the year. ilsgnsuanstionanissinfineingndain
nslddunsng Uunasnnszasnagndnisgsianifanisimuald

Generally, revenues are the source of cash inflow, while expenses are the source
of cash outflow. So the net of revenues and expenses are the economic resource
(net cash flow) that the firm has left after the operations, If the firm has net loss,
what does it mean? nenialy s1elamduunasnszuainansu Iwamenaldanaduwunainszuaiivansen
n1sgndanelaniga1ldinefuaninszuainaagninianisaandsainniseiines drianisfinuainnu
AN1BANINE9152

ROE: THE LINK FROM INCOME STATEMENT
TO BALANCE SHEET

The concept of ROE helps managers understand the firm’s overall
business strategy in the terms of information found in income statements
and balance sheet. ROE #slsiffusmisidrlanmsanzesnagnsiidonlossuinlsannm
AUIULARIFIHENITLIN

ROE links the income statement to balance sheet as follows:

ROE = Net income = Shareholders’ equity

Net earned assets Responsibility

ROE means the net earned assets (net income) that belongs to the
owners. The net income is a result of management’s strategy, so ROE
represents how management can do for their shareholders (capital
providers) in that year. ROE uamsfsnanauunwasdunsndiifuaosgforn




ROE

Buffet (2014) na1191
ROE funitelusnsidmninnndinguasdusslentivnisialuldunn

dnsuinasw ROE Wuduansldifindoszdnduauazanaainisnzeguinislunisiiinesnm
(dHeviw)luamusalugsia

Tunisasnw Buffet unzlinonuluusennii ROE adane wazaaazi Buffet lusausiudinsy
ROE Ra 8% usininanagivgaainnssnsie agngsiaUszinis ROE 8% faduiiwine usdmiu
gafanalulad 8% faindeeiinly

F29879 N19A9NWAKITHIINEI28981 100,000 WH3eEy daiAIasdnsaienindwaianelsninlslas
10,000 38y ROE 1n1iv 10% (10,000/100,000) 31NBUNINEBINITAIY LA
doipsavinsafain wandwauazanelainiiowdn 1o ROE aawmie 6.7%

(20,000,/200,000)

-] o a o a | |
okinpIANRELERIZIZR aﬁn%LWﬂﬁ 50,000 LH38EY v[,ﬂﬂ']v[,i 10,000 LRIBEULTAWNY ROE Ny

13.3% (20,000/150,000)

%
o

11 ROE wanensldiin nagns waznisandulalunisaiinewaaguings

ROE AND DUPONT'S ANALYSIS

Net Profit Margin X Asset Turnover X Financial Leverage

Net Income Revenue Average Total Assets
Revenue X Average Total Assets X Average Shareholders’

Equity
Can “reduce” ke terms in numerator ond denominator
Net Income Revenue Average Total-Assets
P g

Revenue Average Total Assats Average Shareholders’
Equity

Net Income
= Average Shareholders’

Equity




‘ 4 SIGNIFICANT ELEMENTS OF ROE

1. Net sales Income

€< an outcome of Business Strategy Statement

Net income

Total assets < Resources used to generate a return

for shareholders Balance sheet

Shareholders’ equity | &cCapital provided by owners

B1a819n153LAs1zviavAUsznavuaas ROE
' At i g In Year 2000,

For every $1 of assets, Wal-Mart
generated $2.37 in net sales

For every $1 of net sales, Wal-
Mart earned 3.2 cent in profit

By multiplying the profit margin by the
asset turnover (2.37 times), for every $1
of assets, Wal-Mart generated 7.6
cent in profit

Total JRE 5 When multiplying ROA (7.6%) by the
Assets | 317 | | Total As $2.72 in total assets management

controlled for every $1 of
shareholder’ equity, Wal-Mart
generated 20.8 cent in profit for
every $1 of shareholders’ equity
invested in the business.

everage refers to the impact of using
. i tors’) money to run the business.

Source: Jablonsky and Barsky (2001) Therefore, Wal-Mart use the creditors’ money worthwhile.
p.18-24 16




INGRED

ENTS OF EACH COMPONENT FOR ROA

Other current
assets

+

Inventory

Accounts
receivable

Fixed assets

Current assets

Operating
income

Continue to
Asset

Management
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Cash and
equivalents

Operating
income

Operating
expenses

—
+

Non-operating
income

_ | Earnings before

" | interest and tax

Operating
income

Profit margin

Return on
Assets

Continue to
Margin
Management

PROFITABILITY AND MARGIN
MANAGEMENT




MARGIN MANAGEMENT

Profit margin is one indicator that links the customers to the firm’s
ongoing operations that must be managed on a day-to-day basis. das1rinls
gndiluniluiaginiideonlasgnean (s1ele) angnissniiuiwassiianis (Aldane)

Firms must meet customers’ needs at a cost that allows the to generate a
profit. fian1ssasvinlvilansenaminsiasniseasgnarluswnuisinitawinlviiaseletdls

Customers provide the money the firm needs to cover current expenses
and generate a profit on behalf of the owners. gnanluunasfinnzasinanniazld
Jneuazasennlsiienauunwiulvgiluidnzeefianis

Margin management emphasizes on how the customer (net sales) is
related to the costs, expenses and net income reported in the income
statement. n1susnisinlsfeazlniaingnAndanusiusugu Aldane wasdilslusuialsaanu
agols

What do you

1.COMMON SIZE ANALYSIS OF -
INCOME STATEMENT

Income Statement 1990 | 2000 | Change

Net sales 100.00% 100.00% 0.0%
Cost of sales 77.2% 77.7% 0.5%
Gross profit 22.8% 22.3% -0.5%
Operating expenses (SG&A) 15.7% 16.2% 0.5%
Other income (expenses) 0.0% (0.2%) 0.2%
71% 5.9% -1.2%
0.5% 0.6% 0.1%
6.6% 5.3% -1.3%
Income taxes 2.4% 2.0% -0.4%

Operating income / EBIT
Interest expenses

Income before income taxes

Net income




1.What do you see in this
table?

2. TREND ANALYSIS OF 2. When compared fo the

common size, what do you

I N c 0 M E STAT E M E N T think for the current year?

Income Statement 1990 2000
(million) (million)

Net sales $25,985 $166,809 542%
Cost of sales 20,070 129,664 546%
Gross profit 5,915 37,145 528%
Operating expenses (SG&A) 4,070 27,040 564%
Other income (expenses) 0] (368)

Operating income / EBIT 1,845 9,737 428%
Interest expenses 138 1,022 641%
Income before income taxes 1,707 8,715 411%

Income taxes 632 3,338 428%
Net income $1,075 5,377 400%

‘ 3. PROFIT MARGIN RATIO

> Profit margin = Net income / Net sales
»1999: $1,075 million / 25,985 = 4.2%
»2000: $5,377 million / 166,809 = 3.3%

= Profit margin wamsiis ANNEINNTAIWAIYAT]S

* d115u Wal-Mart anugisnsalunisvidnlsanasann 4.2% Iuil 1009 0w 3.3%
Tl 2000 waRersmnensienisanafuaasinalasnon szfinladn fanisarnisaasne
sonmelaifinduann uiuwilingassiuyuaneuazanlddnelunisansuazuinisiingusie
intvansdminlsgniaunioanas

lagdasy ANaIN1salnn1svinnilsanas wagala lAanasae 1N aIsea1AuNIN
3 Y
(amaslaifia 1%)




s1e 16 (INCOME)

s1ela (Income) Usznaumae 2 Usziansienis

snelaainnisaniiueiunan (Revenues) ananfanssuaaunfigsia
u selaainnisane s1elaannnistvusans srelarndn

srelaaw (Other income) waz d1ls (gain) aainnisafiveinses
wiailusnenisnlilaiinanwies (non-recurring items) wdw sele
ponide f1lsainnisanegunsol

Aldae (EXPENSES)

ATldane § 3 ngwsIenIsidwiEeIn

Alddevan 1HwAtldaenanNannwsnus1ele LARNAINTINALHHITH

Taun sunuaie was suyulubnisusng

ANlAA1e909 1 HnAldaeniAndwnadrelrinisstwewranyssau
Naat3e 14w AN ldaelnn1sang Anldanelwnisitenazwmwy A1ldanel
A1SUIRIS

[ o M o d U s o o s v v
21w (loss) Wusrenisilalsineadasiunisaniineunan uazaialals

\inuse (non-recurring items) 1% 29AUINNT2ILBIAITAT 2R
IINUININ




5115959 GROSS MARGIN

Alsausin = srelaainnisanfiverunan — Arldanglunissufinewnan
i 318lARNNTae — Swuane e 9181ARINNITIHUINTS — Aunwlwnsiiusnis

Tnavialy 1ednvinuuneulszninl AaN198NHERIIANL5aRARIWIaNADINITA1RSUIALTLED
wialdlwn1siivuwasiatene

ANAILAAZARA 91RO BN bIAWEAW LN

° & o = o = Y P I &
s1en13inlsawan msiuwaazuinase vineala Wnsuasinau udasinindyniln
ANSNARNIBNISADE 1IN A

ANALYSIS RESULTS FROM THE TWO
TABLES-GROSS MARGIN

When net sales grow at a different rate than the cost of sales, that difference
will be reflected in gross margin dollars. \fiegnsnisifivlnzeseanane uanf1991N8RIINNS
FulnaasAnldanglunisauiinew ansiiilsausuwasiufenly

Is a decline in gross margin as a percentage of net sales dollars necessarily
bad for the shareholders? nsanaszasansnitlsausn Wundyyrunldddmsudioiunsala

It depends. uaaus

A decrease in gross margin of 0.5% of net sales (Table 1) translates into $826 million gross
margin dollars loss (166.8%0.5%) on sales of $166.8 billion. One half-cent means a lot! Even
though the management is growing the business through increased sales for 542%, the current
business is nowhere near as it was in 1990 lusaasusdidnaiilsdwiuanaciies 0.5% wuansdariilsd
walufis 826 awmndeny

However, it is not clear that net sales would have reached $166.8 billion if the management
had attempted to maintain a higher gross margin percentage. agnslsia fanisenalsiifineanaieis
166.8 awnIaqile ninazsassnunansIilsauswldivizs

Wal-Mart’s strategy... “l bought an item for 80 cent. | found that by pricing it at $1.00 |
could sell three times more of if than by pricing it at $1.20. | might make only half the profit
(gross margin) per item, but because | was selling three times as many, the overall profit was
much greater.’ ' In retails, you can lower your markup but earn more because you increase
volume. maﬂianﬂmiml,ﬂumawau‘i,mm’mﬂiwmum TasnsansaeiiielianeldluSanafianis




ANALYSIS RESULTS FROM THE TWO
TABLES-OPERATING EXPENSES

When the operating expenses increase at a faster rate than net sales, the
difference will be reflected in EBIT. iiar1ld31elun1sa i fius1miingwsininganane azdena
Ran1lsnawABnNLl8ANWazNIBLSwLE

What if the management decides to invest in telecommunication technology
and distribution centers, for example, the new computer-based information
system will give a direct access to the information, and the managers can run
the business more efficiently and faster, is these investment are worthwhile? nns
aonwulasanslval 9 1w inalulad asvinlrldgoyafiduaziSolin udn1sasmuinduaias

The new investment makes the cost higher, both cash payment and depreciation (non-
cash item), but if it creates a higher sale or decrease some other costs, the investment

is worth. Iﬂiﬂﬂ?ﬂ%ﬂ“ﬂﬂﬁﬁl%“ﬂ%LWNﬂ% LLGIﬂ']ﬂQﬂ’ﬁLWNEJBﬂ‘ZIWEJVLﬂ ‘ﬁiaﬂﬂiﬂﬁlﬂﬂﬁli’]ﬁlﬂ’ﬁﬂ%‘lﬂ Iﬂiﬂﬂ?i%%ﬂﬂﬂ’n
FNAN
9

It is just that the management needs to ensure the project’s value and attempt to
generate cash inflow higher than the cash outflow. fsfidAyiResuanguirissasinlaing:
dwnsassenszudlinaagnainsels Ivanndinszudlnananan

One acceptance. The worthiness of the project may be seen in the next, next years,
not in the year invested, like the investment in sustainable projects (solar roofs, etc.) lu
u9Ass n1sasnulasinislna analalsifunaniuil fusnisenssasiiaaiananisasululan 9 T

ANALYSIS RESULTS FROM THE TWO
TABLES-INTEREST EXPENSES

It does make sense that the management must require a substantial
amount of debt to grow the business. But the managers must keep in
mind that the interest charges should not be a significant portion of
every sales dollar. nsfnduifionnaenegsiaduiefissnaus wiguinisdadilii
Lm'ﬂ"[,ﬂmﬂnmmmuwmamumnmu

In the example, $1 of net sales is dedicated to 0.5 cent and 0.6 cent
of interest expense in 1990 and 2000. These numbers are smaller
compared to those of a competitor, spending 3-4 cent per sales dollar.
Therefore, the interest cost can be accepted for the exampled firm. a1n
fegezas Wal-Mart dadiwzasnenidednelaifinguanniin

The interest cost occurs from short-term, long-term borrowings and
cqpitql lease obligations. Lease contracts cost an interest charge in
income statement, so do your company have many lease contracts?
AUYUNNITHIWIARIINN1I0E NI NIz ULAZ 282817 wazrbAnaIndng1idl vSEnAMA
azyauntmm\miavlu




ANALYSIS RESULTS FROM THE TWO
TABLES-OTHER INCOME (EXPENSES)

Other income (expenses) is generated from non-routine business
transactions, such as gain/loss from sales of property and equipment. s1els
(Anld9e)Anunnanfanssuiilalanisanfinemwund i dils(aayuw)ainnisdminenanuas
gunsal

The management can avoid if the sale of PPE generates a loss by not
selling it. fusmisasnsandnimasslaninaeffuuazgunsaiudazianm

But sometimes some items of the other income(expense) is unavoidable,
such as loss on fire or flood (caused by the other economic events). A
balance of its impact on net income and its insurance cost (cost vs benefit)
becomes a big consideration. Lmeaswm{lumuuvlummin‘ﬁamam"[m 1% 21ANUAN
Tlnal havian TunsusnisewguinisteanasasAninazinlse ﬂumal,ﬂammwammamrﬂ'wwnaw
\Angunselal Lmemwmimﬂsiaﬁu (SwUsznvAnaidenie) ﬂumwnumnmu, (mmaﬂimu)

In addition, an investment in 'rrodlng securities (TFRS 9) generates an
impact of unrealized gain/loss on income statement. i’]EJﬂ'liﬂﬂN%ﬂNﬂ’lei
(219N %)I1NN1TAINULUATIHITHBLAZATIAITY A

ANALYSIS RESULTS FROM THE TWO
TABLES-INCOME TAX

Income tax is a cash-based expense. Alda1an@iSulailnald91eMTwdnam

It is unavoidable, but can be managed. s nsadnnslvanesieeasls ua
nanaeensanelale

A supervision from experts or expertise of accountants in tax areas
can help. Having one expert or tax planning scheme in your company is
a good idea to minimize this expense as much as you can. fan1sa1afii
Usnwnsagidernglinisaieliusendnng




SIGNIFICANCE OF EACH TYPE OF INCOME

Gross profit
nazuaiwangnSAInAanasaInAnsuywa1e/usn1sanaInsIelaaInnIsee/usns AslluauaRaulniaae
AISLUS UL U RT1EIWAN L5a AR L ALAAIWASIAUS I EIAN LS IRAUARIN1THBINITHTBIRHW LT N B B
A1MWAIIANTE ITLANEIIAWYT LN AINWANANIAWIAELANIZNSMAINITINILNWLT HNe27e waztieudn AISEDY
guasladnananannele wu amaaungnAnfiuwlevieiiimuald Gnisdednduaidiuanann Szasdenin

punuingAuguinaInsgiuniinuald lamiasnisniaasasdnsladue «

Operating income / EBIT
WERITITIWINNALNADNAIINNRNATTETEA 9 NARTWITNNITANLRWIIBAINUNFLED

Wndavsduansiionanisuiniseiueelusnis management’s performance Wunasyusinainuuuwng

od

A £
gnsidan/ald

Net income
I~ a a a ard
L‘U‘WU‘Y]ﬂ?\J‘ZIE](‘Iﬂﬁ]ﬂi’iu“n’mlﬂi‘b@ﬂﬁ]?lﬂﬁﬂﬁlﬂ']’ﬂ%ﬂ‘ﬂwﬂuu’]

[~ s v o (=) d‘ U a o U o a LYY= v =) 1
Uusiassriaunanisaninawiguinisvilaainnsiidunueesdiiodusiuinig (idw 1w ROE)-
management’s stewardship
Profit margin gnsrilsgns

wAAITITIWIBEIMAIIERaNEanzny $1 nasannwnAldaneninan neAldanelwnisainen nemdedn

LazANE
1FUSauiisuszninel wazsenI1efanishe asanAwInsssanate $1

SIGNIFICANCE OF EACH TYPE OF INCOME
(CONT,)

=1 o o v dao W < v o wd v ! CZA o I Y S a
futhoeanfisnenisUndsugansnusineans vnlvdselaiazaldaneurssienisilalsailusnenisiine
8m (non-cash items) Fevinlviinnsusunnlsunesenisifielvaziowsnan1sSwaamug Ll

Cash profit

nindsunszuaiinan cash profit = cash flow from operation (CFO)

F8MIRAIAYNIN uaRdiEwifan siiiuangnsaanisainnisaninewnaniils
Awananinlsgnsusustesnenisngslaladne Sulwinas wuw Funswdnywiewuasnisdn
ANWIEWANTR/ARAY ANFENTIAESAIRRIIREIE 21RnwaINnRNAIRTIasiulale
vwianisenafiitlsgniannieies wifi CFO go wsnzfisnenisdrsasmbiiivlalaniarudes

39189 Twnemsenudn uefanisanafidnlsgnsge us CFO s isnzanelausizneduduiie

[~3 a 1 £
waztnuSwlalaiae WAILSIHINITON
Fmaninzas D & A

EBITDA "L

111 EBIT uanndusigAndans A uazA16 a1 viwte WiNalnlana lsnidwineas

waneinea1n CFO msen CFO lduanssnuannnisiiugn/ anadaasdwnsneauasnhinraniion
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ASSET TURNOVER AND ASSET
MANAGEMENT

‘ ASSET MANAGEMENT

3 dmdA 1A asdwnswd lusunanigInn1siin

1. Current assets (operating activity)
Cash and cash equivalents
Receivables

Inventories

2. Productive assets (investment activity)
Property, plant and equipment
Accumulated depreciation

Intangible assets and accumulated amortization

3.  Other assets
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LHAN19 1 TA209TT ASINVEWIANT LAZEWIIR

semsiisuinduan naneis Wuasussezdunianinaassgedonsaniiaziufemi
Buaaludiwininauls uazdmnuiesilidnediAmysonisiudewudadluyann Taun
Wuasyulunsiansniindsseziaiasuiimwadiszlainiv 3 ow
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Swdniinttudswia1s (Bank Overdraft) laldsien1siduan usmlunisdunswmionln

9
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q

WRENEWIATISNAR

WUAALAZIIYNIILNYULNLIUAR (618)

Aanisspefanin (monitor) n1siadenlnizednaainsein

wangfianisgansain1siuwanlvidesasanisldine wininiudwanalininiivans
ndunisiaenisld AvaldiAasunudelonta Asww UszsiiudiAgAenige balance fiazdl
duanliliwald wiilalavinlvgaydelonisainnislanenidensenanauununisasuanly

Suanidsssionisgyrienianainladng Aanisseedinisnenismugunielulviine du
N53AAsaNLERA TduARAMIIAN D 2095%1A15 1% n1slaniuoawlabidninilnense sande
FoesminaunsznugeaindanswIAIINAen uazteminfiszninenine i uaznisin
\Unsin




Usztanaasannil: gnuituusledidn 2 Uszin leun
gNARNNTAN BRNEE9 gNARNLARIINNITAILARITATNUNARa9AaNTS

gnnidilaldgnnitn1san niegnnindn nanefe gnubilailaiinainnissiiwenainuni
209flan1s L n1sRanSIRISwgBauawdnew nstigdaunianisiiedaeii

NI13LAMITIYNTI] n‘nﬁ‘luw Lsammuzmst@u
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» One day sales = Net sales / 365 days

»Days net sales (cash) Cash and cash equivalents x 365

Net sales
» Receivables turnover = Net sales == Average AR

» Days of receivables = 365 = Receivables turnover

» Inventory turnover = Cost of goods sold == Average inventory

» Days of inventory = 365 == Inventory turnover

» Operating cycle = Days of receivables + Days of inventory

EXAMPLE

e .

I Income Statement 1990 2000 -
(million) (million)

Net sales $25,985 $166,809
Cost of sales 20,070 129,664




RATIO CALCULATION

One day sales = Net sales / 365
1990 : $25,985 billion / 365 = $71.19 million
2000: $166,809 billion / 365 = $457.01 million

Days net sales (cash) = Cash and cash equivalents x 365
Net sales
1990: 13 million / 25,985 million ¥365 = 0.2 days
2000 : 1,856 million / 166,809 million *365 = 4.1 days

snAmbLaRIT I wIBTwAspsaeguA llaiiellnrandefwtwan 1wl 1990 daafies

TaAgalng Twameznlnd 2000 sasldiiaraneduwAnts 4.1 T4 walvlarunaaldwSwaans
g

199N15 WARITINITARAI289N15USTHISIIWNRUSEENS A nanad

seEzlaiNTs 3.9 10 (4.1-0.2) Ayarnloieulueanuengydeluis 1.782 billion

Efficiency decrease = sales per day x days increased
2000: $1.782 billion = $457 million per day x 3.9 days

RATIO CALCULATION (CONT.)

Receivables turnover = Net sales / Average AR
1990: $25,985 billion / 156 billion = 166.57 times
2000: $166,809 billion / ((156+1341)/2) billion = 222.85 times

Days of receivables = 365 / Receivables turnover
1990: 365/166.57 = 2.19 days
2000: 365/222.85 = 1.64 days

Tull 2000 szEZLIAINTIRYULBIGNHININT 910 166.57 L1UW 222.85 58U denalnawininiildluns
@ =Y v @ - - ] s a4 o & o v & -1
Wuniitaeasain 2.19 3 10w 1.64 Tu defiodndrefudensefananiincwlanw ok Wal-Mart
\Uwngsfaruansudissduduanuasinsinsin soun szeziaitunisiuniladaisazldiaamn
winiwugsfafiznefuandudwie ldidwmminiiiieunu credit term windauaniuunnstoiuain
lnganizszazianlwnsiiiunilaasowiuwnit credit term uansinfiadgnilunnsfinaiani nie
gnnitlaleandise Aoefininin13d9ans nszilagnuianadisedn dnwaaasgasianisnazanag

a v o 1Y o v o -1 v " d @ %
Tun1suinisnw guinissserinldgasinsywisngnuinisAngegainnasdulule (Buffet,
2014) wszuansiionnnandilunislasudnsziie uawwweniildwu1eg ag ninsainisiiudwlais,
919N32NUABNINBUAZNSAAEKIaZaagnATianatfewlaludagudounn




RATIO CALCULATION (CONT.)

Inventory turnover = COGS / Average inventory

1990: $20,070 billion / 4,428 billion = 4.53 times
2000: $129,664 billion / ((19,790+4,428)/2) billion = 10.7 times

Days of inventory = 365 / Inventory turnover
1990: 365/4.53 = 80.57 days
2000: 365/10.7 = 34.11days

1% 2000 5282 L'JmmﬁmmaaaummmaamLuslN"Lawiaumﬂwma"[mmﬂu 10.7 38 Begendnt 1090 Fe
Winfu 4.53 sau deraldszeziaanluniseneduaianain 80.57 WwiRes 34.11 Julud 2000 Fadudyyind

AEINIUNISA1BR WA

3

Wal-Mart ugsfiar1dan srumduaiasnassiafisiwings waznisuinisauainsnioiluizasdrngain

Tunrsrdnsrdmluled nInduA1dagdin "[%”Lﬂ'%&luLﬁﬂumﬂqﬂaaﬁuﬂyﬂmL'ﬁﬁaaﬂnnﬂiﬁwuamﬁuaﬂqa%adau
durnaznnmnany ﬁam'ﬁmimaauﬂ”']"[,ﬂ”riauﬁﬁuﬁ’mzﬂmmq M30018209ABAIALNEBIINNITATBIUABIHINT
angfwALAule

Tun1susmsnw guinissasinlvansinisnywisniuainindsgegarinnasdulules (Buffet, 2014)

RATIO CALCULATION (CONT.)

Operating cycle = Days of receivable + days of inventory

1999: 2.19+80.57 = 82.76 days

2000: 1.64+34.11 = 35.75 days

Sndmiuansszazanous fudaf linsoneanaeiuslduasianisldiiuannduan dau
NaNsINnanaeIgsng

1udl 2000 fiszazaaIn1AMABINWREs 35.75 T anasanl 1999 f9 47 % (82.76-35.75)
Fofiodndunanissnfinauifnindinsugsiar1uani

lngaguineadunslddunsngnguwiien 1wl 2000 Wal-Mart asnsausnisauwning
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1. Awnswegn125N6IRY (Tangible Fixed Assets) NN18T9 AwnIwdgnigusne
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2. AunsngnnsnlaifnInw (Intangible Fixed Assets) W85 Funswef ldisusng
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wazladnsndnasaunasls wasgn1sainnadls wazlvuszleastlunns
A% uARANldunwanaoslszlagnluawiAnAawi1oge 1dw RaAN5
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A6LHWAS9 (Straight-line Method)

38M1NELNIN15%1197% (Working-hours Method) 138 38ATHNIWILHANER
(Productive-output Method)

LORAILNADARART (Decreasing Charge Method)
7889AaAaINIAN (Double declining balance Method)

TEHATINITIWIWY (Sum-of-the-years’-digits)
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» Productive asset turnover = Net sales / Net productive assets®

*Net productive assets = PPE — Accumulated depreciation
»1990: $25,985 billion / 3,430 billion = 7.58
»2000: $166,809 billion / 35,969 billion = 4.64

»~ Days of net sales (productive assets) = 365/ productive asset turnover
»1990: 365/7.58 = 48.15 days
»2000: 365/4.64 = 78.66 days

> 1 [V~ 1 a s o 1 v a v 1
= dmsnsan turnover uansldtfndinisasnuludunindnnns $1 awnsanaldiiaselslainals
Tl 2000 n1saenu $1 nalwifesels 4.64 i wie $4.64 Feanasaind 1990

“ wannanlwnenaunu vinazaainisasiseanie $1 a1nnaslddunswegnnis 1wl 1090 ldinan 48.15
1 Tuaznt 2000 Aasldiaate 78.66 Tu

wineutfisunadosluas wuin dseansainlunisldiunsndnnisanaclull 2000 guiniseiasas
32399 saenwlniunsngarrsunlddiwandunugs sosldluen

ASSET TURNOVER

» Assets turnover = Net sales / Total assets
»1999: $25,985 billion / 8,198 billion = 3.17
»~2000: $166,809 billion / 70,349 billion = 2.37

" fiaAwingnsInsnyuzasdunsnglunisnaldiinsels wuiduwilduanaain s.17 ud
I =} 1 o o o a ° a U 6D v

1999 1Uu 2.37 ul 2000 udadn maasmuluduning (vionmsiriuwangiluwdizes) $1
sunsanaliifinselaininy $2.37 1wl 2000 Feanasain 1990 Feuanslviiinie
Usznsnnlunisldfunsndanas
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WaNIINNIIANWIMBRINEIWAILERY NanN15A2317 Common size and trend analyses of
statement of financial position ialvifinasAlsznauzassnanisuasdnuwinielunisluuntaymn
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RETURN ON ASSETS

» Return on assets (ROA) = Net profit / Total assets

» uansiisuszAnganlunislddunsnglugueasnisaandeluiilsgns (dudu asset
turnover azluuszdnsnnwninmleeanane)

» winuenasAUsznauazaiain 2 dm Profit margin x Asset turnover

ROA 283 Wal-Mart anasain 13.1% 1ul 1990 e
7.6% 1ul 2000
nnsaauluiunsng $1 aundedudrlslul 2000
F1m2u 7.6 cent deanasaind 1999 fe 5.5 cent (13.1-
7.6)
WeRarsanuenasdUsznau nomnwssalunsriiilsuas
Uszandnnlunisuimisduwnsndanas
LﬁaLtanaqﬁUiznauaanvlﬂm'mnajm"nﬂm‘s (ANUARIND T
win) nun Taynnzas ROA fiamas an21n

1. wwildazassiuguaesuazailddnglunisaneuazuinis

dulaninnineanang
2. msldfunsndanasgelaiiinuseindain
daun1susnIsaunsndnywiewinlesuan

A SUMMARY FOR WAL-MART

»~ 20 1900 Wal-Mart sansavinlvigsfadvlaldagiomin (Gunindsinuazeanae
gnBifinawNINnaELY) wdslaianansasnusmaiilsuasuszansamlunnsldaunswele
agnolwain
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CAPITAL STRUCTURE AND
FINANCIAL MANAGEMENT

FINANCIAL MANAGEMENT

Recall
Already covered in ROA

DuPont

& Net Profit Margin X Asset Turnover X
Method ROE

Net Income Revenue
Revenue X Average Total Assets X |Average Shareholders'

Equity
Can “reduce” ke terms in numerator ami denominator
Net Income HReverue Averape total Assets
Revenue ‘/x' Averapge Total Assats ‘{MW Shareholders’
Equity

Net Income
= Average Shareholders’
Equity

Thiz iz the ROE
equation!




‘ FINANCIAL LEVERAGE

» Financial leverage = Total

liabilities / Total equities

Resources =
Rights =

Assets = Liabilities + Equity

Obligations
Responsibilities

iy [
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‘ BORROWING VS ISSUING STOCKS

» efansrsinisiunuiiisia wasiwanasniozasianisldiiiesme duinisasdassndulainas
JENIUAINGUIAT BBNYWY BBniwyYINENS nIsaanyuady 9 INNLANS

U

F usaznaien asRAunwnIenIsEwLANa19i wazaiNanIzNURABII8N1IN19N13 T wlneun19Tn
WANA9

+
s

» borrowing du f8ndw sanvug sannidyyldisu 19w OD

»dade fAldanenainnide nandedne viaswgun1an1adw deufisanisanelaein doua
nsznumanilsgnszasianisanad

»dab giaglafigndnala 9 lun1susnisew

v a

» issuing stocks n3eszanyuangilwdraecdisiian deonaduduaniynioruyIaans
madenitlafisuyunonide lidsmansenusamaaiilsgns uidniuegfiinazldiinainnisszas
nudiniAnludimowinidasnimiala wenaniu e1afinisidswulasdndiwninfwdnzasaac
Dovuisia usdas NamaULmuﬁﬁhﬂﬂ”ﬁug’ﬁaﬁu oglusUzasiutuna GeanalddreTunanioiionnis

FelaninuanisaihwinwlszanUlaa

EXAMPLE




FINANCIAL LEVERAGE = TOTAL‘ASSETS / TOTAL EQUITY

LIABILITIES + EQUITIES

1. COMMON SIZE AND TREND ANALYSES
OF LIABILITY AND EQUITY SIDE

I N B

(million) (million)

Current liabilities 2,846 34.72% 25,803 36.68% 807%
Non-current liabilities 1,387 16.92% 18712 26.60%  1249%
Total liabilities 4,233 51.63% 44515 63.28%  952%
Common stocks 237 2.89% 1,160  1.65% 389%
Retained earnings , 45.47% 25,129  35.72% 57 4%
Other component of equity 0.00% (0.65%)
Total equities 48.37% 36.72%
Total liabilities and equities 100.00% 70,349 100.00%

What do you see from the table?




A CLOSER LOOK
TO LIABILITIES

1. Current liabilities
1. Accounts payables
2. Accrued expenses

3. Current portion of

long-term liabilities
2. Non-current liabilities
1. Long-term debts
2. Lease obligations
3. Deferred income
taxes

What do you see from the table?

2. COMMON SIZE ANALYSIS OF LIABILITIES
—-m-m

(million) (million)

Current liabilities
Accounts payable $1,827 22.29% $13,105 18.63%
Current debt due 24 0.29% 2,085 2.96%
Accrued liabilities 995 12.14% 10,613 15.09%

Non-current liabilities 0.00% 0.00%
Long-term debt 185 2.26% 13,672 19.43%
Long-term lease obligations 1,087 13.26% 3,002 4.27%
Deferred income taxes 115 1.40% 759 1.08%
Minority interest 0 0.00% 1,279 1.82%

Total liabilities 4,233 51.63% 44,515 63.28%
Total liabilities and equities 8,198 100.00% 70,3492 100.00%
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Tufin1sAnmande (aniwnnsdissiivninszezaiininuwe wia Aawa) faidn
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Accounts payable turnover = COGS / Average accounts payable
1990: $20,070 million / 1,827 million = 10.98
2000: $129,664 million / ((1,827 +13,105)/2) million = 17.37

Days of accounts payable = 365/Accounts payable turnover
1990: 365/10.98 = 33.24 days
2000: 365/9.89 = 21.0 days
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Cash cycle ratio = Days of inventory + Days of receivables

— Days of payables
1990: (80.57+2.19)-33.24 = 82.76-33.24 = 49.52 days
2000: (34.11+1.64)-21 = 35.75 — 21 = 14.75 days
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TIME INTEREST EARNED RATIO OR
COVERAGE RATIO

Time interest earned ratio = EBIT / Interest expense
1990: $1,845 million / 138 million = 13.37 times
2000: $9,737 million / 1,022 million = 9.53 times

Time interest earned ratio wansfoAanuaIn1salwn1sanemaanids U 1990 Anals
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3. COMMON SIZE ANALYSIS OF EQUITIES
—“m

(million) (million)
Equity
Common stock $237 2.89% 1,160 1.65%
Retained earnings 3,728 45.47% 25,129 35.72%
Other component of equity 0] 0.00% (455) -0.65%
Total equities 3,965 48.37% 25,834 36.72%
Total liabilities and equities 8,198 100.00% 70,3492 100.00%

What do you see from the table?
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DIVIDEND PAYOUT RATIO

Dividend Payout Ratio = Dividends Paid
Net Income

U U
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DIVIDEND YIELD RATIO

Dividend Yield Ratio = Dividends Per Share
Market Price Per Share
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A SUMMARY FOR WAL-MART
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D/E RATIO

D/E ratio = Total liabilities / Total equities
1999: $4,233 million / 3,965 million = 1.07
2000: $44,515 million / 25,834 million = 1.72

w91 DuPont analysis azlailavnlvfuinisgindvanammu wadagmnisgin sdoesne
szaun bavinliAan1slimaieos1wn191Swgeale
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ROE AND D/E RATIO

Buffet (2014) na11n dwmsumuuad geu D/E ratio #ilaifin 0.5:1 waz ROE #ilaisinni
8% uwanoiuneni 3239n13gn ROE a1wm1 uanelsmniamisnasinans

grupl
fianu 100 90 80 70 66.6 60 50 40 30 20 10
nilgu 0 10 20 30 33.4 40 50 60 70 80 90
Ai'ls 10 10 10 10 10 10 10 10 10 10 10
D/E 0.00 0.11 0.25 0.43 0.50 0.67 1.00 1.50 2.33 4.00 9.00
ROE |10.00%|11.11%]|12.50%]|14.29%| 15.02%| 16.67%]| 20.00%]| 25.00%| 33.33%| 50.00%] 100.00%

nansazinladn vnldenus ROE go 9 azvinldlauseniidansidiw D/E gonnn 9 lusae
aouw Twnrshlldsw sdasfiansmnsanin dmsu Buffet (dand D/E ratio Taiifin 0.5

Source: Brodersen, S. and Pysh, P. (2014)

ROA VS ROE
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ninnan1sinidnw ROA azs1nin ROE waua tnsne Assets = Liabilities
+ Equities
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LIQUIDITY

AFS1HIBTNTNARD

Liquidity ratios comprise:
Current ratio = Current assets / Current liabilities
Quick ratio = (Cash and cash equivalents + Receivables)/Current liabilities
Cash ratio = Cash and cash equivalents/Current liabilities

Working capital = Current assets — Current liabilities
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Current ratio = CA / CL
1999: $4,713 million / $2,846 million = 1.66:1
2000: $24,356 million / $25,803 million = 0.94:1

dnmAaosas Wal-Mart anaslul 2000 lnednsidmwlais 1 Seuanefedymidniwaaasls

Buffet (2014) na1nin dnsndmbmisuinngn 1 wiawsil 1.5 101lnew nsidonsnawiase
N1 1 wanefiedn Aanisazlailuwandeeniniuiassosdnesanly swuansionisaiadninaadls

windlaifie 1 uansifanisenensegiiunseiianu
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1 1 o =} a 1 =3 a k% 23 d o ad v a
daugonn anaudainfionisudmaduaalaifu nsiiudnlias 9 Flifusslont wasddunwde
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Quick ratio = (Cash + AR) / CL

1999: ($13+156 million) / $2,846 million = 0.06:1

2000: ($1,856+1,341 million) / $25,803 million = 0.12:1
usmdm s Iswazasaslul 2000 udsadIR IR IBWS AN winsit G
gnndInilaie 1

DRIVHINTNINAFDY (618)

Cash ratio= Cash / CL
1999: $13 million / $2,846 million = 0.005:1
2000: $1,856 million / $25,803 million = 0.072:1

@ 1 a 1 Ao a a & o =< |
ARAITAINBLIUAAB DDA DA H LIV LWN?]%GL%U 2000 A9YIREULN
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Working capital = CA - CL

1999: $4,713 million - $2,846 million = $1,867 million

2000: $24,356 million - $25,803 million = $-1,447 million
sasndamiuyungumion usadliifudaouind 2000 Aamsiismunitdunguiswgonin
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1. NAINTIHAILHWIT1U (CFO)
CASH FLOW FROM OPERATING ACTIVITIES
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2. NAN3IINAINU (CF)
CASH FLOW FROM INVESTING ACTIVITIES
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CASH FLOW FROM FINANCING ACTIVITIES
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Free cash flow

Free cash flow to Net sales Ratio
A ratio of CFl and CFO

Cash flow to Net income ratio

Cash flow to Total assets ratio




FREE CASH FLOW

Free cash flow nszuaiuwanisass = CFO — Capital expenditures

CFO aa ns:um’%uaﬂqﬂ%mﬂﬁﬁ]ﬂﬁw‘i%ﬁmm v[,m”mnmiﬁ'ﬂqﬂﬂ”ﬂmaqdmﬂaa
AANTINALTIIT

Capital expenditures (CAPEX) Lﬂ%LG%ﬂGW%LWQﬂ’ISﬁEﬂSSiﬂQ 12w 8519
sanlna [Wusedneamuluiibn onasuazgunsol sondaBunsndlaiiganm (o
maswm‘ﬁmu‘[miwnuqina} mmmmimmmauammﬂﬁawm%mmmawqﬂnimuaz
dunsndladamuluianssnamn

a a [~ a dl A [-%] =Y o (%] <
nssualInandasdnnssuainaaniranann1sldennass 9 a1nisasiluldezlsh
16 14w F1eTwua

FREE CASH FLOW TO NET SALES RATIO

Free cash flow to Net sales Ratio = Free cash flow

Net sales

> dandmnszuainandaszsasnels \Wudnadimwiivaninainselanfanisvinle as
wasiunandaszndloniadredwnaululvgiioduiinls
> A19g10d% nINgnsmmiIny 13.2 wUadn 9neanaz1enn 100 U iuEAfif
lomalugnetunalviiforiugegals 13.2 un wslwneufuRfanisiasladlaane
& o v ] 1 o v a = P K ' @ W
nanae inlinasnuinsivitauenafilonalamiesurnsomitimsanasnd Wusu
» Buffet (2014) uuziinin sasndmisarsianadsduanaluszau 5% (0.05 1)
WUuagruiae




CFI TO CFO

A ratio of CFl to CFO = CFI / CFO

9RINFIBNILUAIBAAIINAINTTNAINWABNTZUAINFAIINAINTIHAWRI

Fae19ldn 8RTIEMBNNAY 53.5% wUadn NAATINUTENATNNTTUATHERINNS
aniinenls 100 v USEneziluasuieasnukazastenisiiulngesgsia 53.5 uvn

N3UBNIEAUTIANIZANIIE AT IEIUHeIN nssmnuseniuiulisgiaies laamuas
LASBIENT B1ATSNAIDZLINLITUAZIIAY WANINAINUNINARAILAZERTIFIRITINE 100%0 1
wanafieinmslafSuanmaalilviitoru

Tun1siissiuasfinnsnn Fanasanuadianezasdnindin wazanauTeufisunugude
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CASH FLOW TO NET INCOME RATIO

gps1dmnIzuainansails(21a0u)gnd = nszuaInanaInianssneLinew

firls(21anw)gnd

sasdmminnisuseufisuiilsnlaaninariSuaatuiilsaninariagdag
wnfan1sfigasdamitannnda 1 waagdnfinls(z1avu)gnszesfianisiinein
srensenldineflaldiuam 1w Andassian ;anuainnissasAduning lu
1NN 3991114 CFO g9n11 Net income




CASH FLOW TO TOTAL ASSETS RATIO

> ORT1EIWN TN BARADAUNSNETIN = NITUFNWIAIINAINTIHNATINW

FunIngsInNiang

> 19wn197ANIZuE S WEAINNITANBWITBAAINITA LALN DN UTU BN SNEN VNG
i luldlunnsaenu [ Unensdmnaaneiunaneunwso§unsng (ROA) us
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