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§ Important concepts: Financial Statement Analysis & Corporate Finance

Cash conversion cycle (or net operating cycle)
= Average receivables collection period + Average processing time for inventory
- Payables payment period

® Receivables turnover

Net annual sales

average receivables

Average receivables collection period

365

receivables turnover
Inventory turnover
COGS

average inventory
Processing time for inventory
365

inventory turnover
Payables turnover ratio
COGS

average trade payables
Payables payment period
365

payables turnover ratio




WC =CA-CL; CR=CA/CL

Anti-dilutive?

Begin Bal. + Purchase — Depr. = End Bal.

Ratio analysis using duPont System

Return on equity (ROE)
Net Income Net income Sales
= = X
Equity Sales Equity

= (Net Profit Margin) x (Equity Turnover)

Net Income Sales Assets
ROE = X X
Sales Assets Equity

= (Net Profit Margin) x (Asset Turnover) x (Equity Multiplier)

EBT Sales Assets
ROE = X X X (1-1)
Sales Assets Equity
EBIT Sales I Assets
ROE = ( X - )X x (1-t)
Sales Assets Assets Equity

= [(Operating Profit Margin) (Total Asset Turnover) — (Interest Expense
Rate)] (Financial Leverage Multiplier) (Tax Retention Rate)

Bl + P = COGS + E|

FIFO COGS =LIFO COGS — A LIFO Reserve

Balance Sheet items:
LIFO reserve = FIFO inventory — LIFO inventory




Inventory: (LIFO basis = FIFO basis) [Retained Earning:

+ (LIFO reserve) x (1-t)
+ LIFO reserve Deferred tax liability:

+ (LIFO reserve) x (t)

Income Statement items:

FIFO COGS = LIFO COGS — A LIFO Reserve

FIFO Net Income = LIFO Net Income + [ A LIFO Reserve x (1-t) |

\Tax Expense = tax payable + deferred tax expense ‘

t t

Current Future
J

‘Tax expense = tax payable + A def. tax liab. — A def. tax asset‘

Deferred tax liab. = t,, (pretax income — taxable income) = t,, (timing difference)
deferred tax asset = t, (taxable income — pretax income)* = tp (timing difference) )

tax expense = (taxable income) (t;) + A deferred tax liab — Adeferred tax asset

* .
cumulative

Reported Income tax expense

Effective Income =

Tax Rate Pretax income (¥ it & 4% BiALATH)

Capital

Lease payment Interest , CFO
Expense (outflow)
Principal » CFF

Repayment (outflow)

Operating

Lease payment Rent » CFO
Expense (outflow)




Financial Statement Effects of Issuing a Bond
@ Statement of Cash Flow

payments

CFF CFO
Issuance of debt 4 cash received No effect
=PV of bond at
market interest rate
Periodic interest No effect J interest paid

= (coupon rate) (par
value)

Payment at maturity

y face (par) value

No effect

premium

v

par

discount

@ Balance Sheet

par

Issued at Par

Issued at a Premium

Issued at a Discount

Carried @ face value

Carried @
Face value + premium

Carried @
face value — discount

Liability | as premium is
amortized to interest
expense

Liability 4 as discount

is amortized to interest
expense

@ Income Statement

Issued at Par

Issued at a Premium

Issued at a Discount

CFF 4

CFF |

Market rate = face rate

Market rate < face rate

Market rate > face rate

Interest expense

Interest expense

Interest expense

= (face rate) (face value) |= cash paid — = cash paid +
= cash paid amortization of premium |amortization of
discount
— CFO | CFO 1

Interest is constant

Interest | over time

Interest 4 over time




	Deferred tax liab. = tn (pretax income – taxable income)* = tn (timing difference) *
	Capital 
	Lease payment 
	Operating 
	Lease payment


