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Course overview and introduction to 
financial statement analysis
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Course name: International Accounting (Financial Statement 
Analysis-FSA)

Credits: 5

Class
• Monday 09:30-12:30

Lecturer:
• Davide Moro (dmoro@liuc.it)
• Office hours: Monday 12:30-13:30

Textbook:
• Wild, Subramanyam, Halsey, Financial Statement Analysis – (9th 

ed.), McGraw-Hill, 2007 
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� Basic requirements: The course requires an understanding of basic understanding of basic 
accounting conceptsaccounting concepts and practices. For this reason the course is 
recommended only to those students who have previously attended and 
passed a basic course in financial accountingbasic course in financial accounting. 

� Attendance: highly recommended
� Textbook: its use is fundamental for class exercises and home study.

Available at LIUC’s bookshop and/or at LIUC University Library.
� Overheads: provided by the teacher on the course web site (course 

material)
A paper copy for the class will be available at the International Student 
Office.

� Examination: written examination structured as following:
• Open questions and multiple choices about the main topics of the

course
• Exercises: application of tools and techniques for financial 

statement analysis

�Rules of the game�
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Two options are provided:
1. Written examination divided into two partstwo parts (highly highly 

recommendedrecommended for Erasmus students as well as LIUC students!!)
a. Midterm examination: written examination on topics 

presented within the first 5 lectures of the course 

b. Final examination: written examination,
� only on the remaining topics;
� open only to those students that have 

passed (15/30) the Midterm examination 

2.2. Final comprehensive examinationFinal comprehensive examination: written examination on the 
whole course programwhole course program

�Rules of the game�: examination
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Final evaluation:
1. Examination divided into two parts:two parts: average 

between the marks obtained in the intermediate and 
in the final examination. 

2. Final comprehensive examinationcomprehensive examination: the exam is 
passed with a mark equal or higher than 18/30.

�Rules of the game�: examination
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Students who wish to improve their final markimprove their final mark and want to “put in practice”
skills developed during the course may prepare a final project workprepare a final project work. It will 
consist in writing a financial statement analysis reportfinancial statement analysis report using a variety of 
financial analysis tools covered during the course (see the document 
delivered by the lecturer for further information).

Some basic rulesbasic rules:
a. The project work will be developed in groupdeveloped in group. Each group must be 

composed of up to 5 studentsup to 5 students
b. It is up to the students the choice of the company to the company to analyseanalyse. 
c. The lecturer will evaluate each project work and will decide how

many marks to assign to each group (from 1 up to 5 from 1 up to 5 ““extra extra 
pointspoints””), according to the quality of work, the fullness and the 
consistency of the analysis conducted. Each member of the 
group will receive the same amount of “extra points”.

d. Each group must hand the project work over to the lecturer by 
21st of December.21st of December.

�Rules of the game�: project work
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International Accounting
(Financial Statement Analysis)

Part II
Financial Analysis

Part I
Accounting Analysis

Overview of Financial Statement 
Analysis (Chapter 1 & 2)

Analyzing Financing Activities
(Chapter 3) 

Analyzing Investing Activities
(Chapter 4)

Analyzing Operating Activities
(Chapter 6)

Cash Flow  Analysis (Chapter 7)

Return on Invested Capital (Chapter 8)

Profitability Analysis (Chapter 9)

Liquidity and working capital 
Analysis (Chapter 11)

Capital Structure and Solvency
(Chapter 11)

Applying financial statement analysis
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Overview of Financial Statement Analysis

& introduction to Accounting Analysis

Business Analysis

Introduction to
Business analysis

Types of business
Analysis

Components of 
Business Analysis 

Financial Statements
Basis of analysis

Business activities

Financial statements
and business 
activities

Additional 
Information

Financial Statements
Analysis Preview

Financial Reporting
Environment

Nature and 
purpose
of Accounting

Introduction to
Accounting Analysis 

Financial reporting 
and analysis
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Evaluate Prospects Evaluate Risks

Business Decision MakersBusiness Decision Makers
• Equity investors
• Creditors
• Managers
• Merger and Acquisition Analysts
• External Auditors
• Directors
• Regulators
• Employees & Unions
• Lawyers

Evaluation of a company’s prospects and risks for 
the purpose of making business decisions
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• It is part of business analysis
• It is the application of analytical tools and 

techniques to general –purpose financial 
statements and related data to derive 
estimates and inferences useful in business 
analysis

• Through it, an analyst will better understand 
and interpret both qualitative and 
quantitative financial information so that 
reliable inferences are drawn about 
company prospects and risks



��

������ �����
��
����
���

�
������
���	����

Quantitative
• Financial 

Statements
• Industry Statistics
• Economic 

Indicators
• Regulatory filings
• Trade reports

Qualitative
• Management 

Discussion & 
Analysis

• Chairperson’s Letter
• Vision/Mission 

Statement
• Financial Press
• Press Releases
• Web sites

Types (and
Users) of 
Business
Analysis

Credit Analysis Equity Analysis

Management & 
Control

Mergers, Acquisitions
& Divestitures

Director OversightRegulation

External Auditing

Labor Negotiations

Financial 
Management
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Liquidity 
Ability to meet short-
term obligations

Focus: 
• Current Financial 

conditions
• Current cash flows
• Liquidity of assets

Solvency
Ability to meet long-term 
obligations

Focus:
• Long-term financial 

conditions
• Long-term cash flows
• Extended profitability 
(sustainable earning 
power): main source of 
assurance to meet long-
term obligations

Credit worthiness: Ability to honor credit obligations
(downside risk)
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One of the major goals of 
fundamental analysis is 
to determine INTRINSIC 

VALUE

Fundamental analysisFundamental analysis: process of determining the 
value of a company by analyzing and interpreting 
key factors for the economy, the industry and the 

company. (downside risk and upside potential)
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Prospective
Analysis

Accounting
Analysis

Business
Environment &

Strategy Analysis

Industry
Analysis

Strategy
Analysis

Financial
Analysis

Analysis
of Sources
&Uses of 

FundsProfitability
Analysis

Risk
Analysis

Cost of Capital Estimate Intrinsic Value
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Financial 
Statement  

Analysis
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Comparability problems — across firms and across time

Manager estimation error

Distortion problems Earnings management

Distortion of business

Accounting
Risk

Process to evaluate and adjust financial 
statements to better reflect economic reality
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Profitability analysis�Evaluate return 
on investments

Risk analysis ��� Evaluate riskiness
& creditworthiness

Sources and uses �Evaluate source & 
of funds analysis deployment of funds

Common tools

Ratio
analysis

Cash 
flow

analysis

Process to evaluate financial position and 
performance using financial statements

Comparative 
analysis
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Intrinsic Value 
(Strategy value)

Business Environment
& Strategy Analysis

Accounting Analysis

Financial Analysis

Process to forecast future payoffs
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Investing

Operating

Financing

End of period

Beginning of period

Business Activities Time

Planning

Planning
FinancingInvesting
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Financing

Financing activities

• Owner (equity)

• Nonowner (liabilities)
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Investing Financing

Investing activities

• Operating assets

• Financial assets

Investing = Financing
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Planning
ActivitiesInvesting

Activities
Financing
Activities

Operating Activities
Revenues and expenses from providing

goods and services
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Planning
Investing

Current:
• Cash
• Accounts Receivable
• Inventories
• Marketable Securities
Noncurrent:
• Land, Buildings, & 

Equipment
• Patents
• Investments

Assets

Balance Sheet

Financing
Current:
� Notes Payable
� Accounts Payable
� Salaries Payable
� Income Tax Payable
Noncurrent:
� Bonds Payable
� Common Stock
� Retained Earnings

Liabilities & Equity

Balance Sheet

Statement of 
Shareholders� Equity

Operating
� Sales
� Cost of Goods Sold
� Selling Expense
� Administrative Expense
� Interest Expense
� Income Tax Expense

Net Income

Income statement

Cash Flow

Statement of 
Cash Flows
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• Balance Sheet

• Income Statement

• Statement of Shareholders’ Equity

• Statement of Cash Flows
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Total Investing = Total Financing
= Creditor Financing + Owner Financing
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Revenues – Cost of goods sold = Gross Profit
Gross profit – Operating expenses = Operating Profit
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Net Cash Flows from Operating Activities
Net Cash Flows from Investing Activities
Net Cash Flows from Financing Activities
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• Management Discussion & Analysis 
(MD&A)

• Management Report
• Auditor Report
• Notes to Financial Statements
• Supplementary information 
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Regulators

FASB

Industry 
Practices

GAAP
(IAS)

Enforcement and Monitoring Mechanisms

SEC
Corporate 

Governance

Managers

Auditors

Statutory Financial Reports
(Financial Statements)

Alternative Information 
Sources

Economy and Industry 
Information

Voluntary 
Disclosure

Users

Analysts

Investors 
and 

Creditors
Other 
Users

Litigation
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GAAP
(Generally Accepted Accounting Principles)

IAS 
(International Accounting Standards)

•• RulesRules and guidelinesguidelines of financial accounting: 
collection of standards, pronouncements, 
opinions, interpretations, and practice 
guidelines set by professional and statutory 
bodies. 

• Determine measurementmeasurement and recognitionrecognition
policies such as how assets are measured, 
when liabilities are incurred, when revenues and 
gains are recognized, when expenses and 
losses are incurred, what information must be 
provided in the notes.
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%  �	������ �	������ �	������ �	������ – capacity of information to affect a decision. It 
implies:

• to have predictivepredictive value
• to have feedbackfeedback value
•• TimelinessTimeliness (to be reported before it loses its capacity to 

affect decision
•  �	��&�	��� �	��&�	��� �	��&�	��� �	��&�	���–

• Verifiability: means that the information is confirmable
• Representational faithfulness: information reflects reality
•• NeutralityNeutrality: truthful and unbiased 

• ��� ����&�	������ ����&�	������ ����&�	������ ����&�	���– information is measured in a similar manner 
across company

• ��������������������������������������������– the same method is used for similar transaction 
across time.

Desirable qualities of accounting information
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• Precondition for an effective financial 
analysis: the quality of financial analysisquality of financial analysis and 
the inferences drawn depend on the quality 
of the underlying accounting information

• It is the process an analyst uses to identify 
and assessassess accounting distortionsaccounting distortions in a 
company’s financial statements 

Process of evaluating the extent to which a company’s 
accounting numbers reflect economic reality
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Demand for Accounting Analysis

• Adjust for accounting distortionsaccounting distortions so 
financial reports better reflect economic 
reality

• Adjust general-purpose financial statements 
to meet specific analysis objectivesanalysis objectives of a 
particular useruser
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Sources of Accounting Distortions

• Accounting Standards – attributed to (1) political 
process of standard-setting, (2) accounting 
principles and assumptions, and (3) conservatism

• Estimation Errors – attributed to estimation errors 
inherent in accrual accounting

• Reliability vs Relevance – attributed to over-
emphasis on reliability at the loss of relevance

• Earnings Management – attributed to window-
dressing of financial statements by 
managers to achieve personal benefits
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Process of Accounting Analysis

Accounting analysis involves several inter-related processes and 
tasks that can be grouped into two broad areas:
Evaluating Earning Quality (or accounting quality): 

Identify and assess key accounting policies
Evaluate extent of accounting flexibility 
Determine the reporting strategy adopted by the 
company
Identify and assess “red flags”

Adjusting Financial Statements: 
Identify, measure, and make necessary adjustments
to financial statements to better serve one’s analysis
objectives (lectures 2lectures 2--33 focus on adjusting –
recasting the statements)
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Sets of tools for financial analysis

1. Comparative financial statements 
analysis

2. Common-size financial statement 
analysis

3. Ratio analysis
4. Cash flow analysis
5. Valuation
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Purpose: Evaluation of consecutive     
financial statements, from period to 
period

Output:    Direction, speed, & extent of any 
trend(s)

Types: •Year-to-year Change Analysis
•Index-Number Trend Analysis

Comparative Analysis
������ ���
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Purpose : • Evaluation of internal makeup
of financial statements

• Evaluation of financial statement 
accounts across companies

Output: Proportionate size of assets, 
liabilities, equity, revenues, & 
expenses

Common-Size Analysis
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Common-Size Analysis
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Purpose : Evaluate relation between two or more 
economically important items (one 
starting point for further analysis)

Output: Mathematical expression of relation 
between two or more items

Cautions: •••• Prior Accounting analysis is important
•••• Interpretation is key -- long vs short 

term & benchmarking

Ratio Analysis
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Ratio Analysis

1. Credit (risk analysis)
• Liquidity
• Capital structure and Solvency

2. Profitability analysis
• Return on investment
• Operating performance
• Asset utilization

3. Valuation (market measure)
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Purpose: Estimate intrinsic value of a
company (or stock)

Basis: Present value theory (time value of
money)

Valuation

Valuation - an important goal of many types 
of business analysis


