Financial Statement Analysis:  C10.0003
Fall 2007 – Mondays and Wednesdays 9:30 A.M. – 10:45 A.M.

Professor April Klein





OFFICE HOURS:

K-MEC 10-93






Tuesday & Thursday

E-mail: aklein@stern.nyu.edu
10:30 A.M. – 11:30 A.M.and by appointment
Course Objectives

This course is designed to prepare you to interpret and analyze financial statements effectively.  This course explores in greater depth financial reporting topics introduced in the core course in financial accounting and also examines additional topics not covered in that course.  The viewpoint is that of the user of financial statements.  This course is designed primarily for students who expect to be intensive users of financial statements  as part of their professional responsibilities.

The pre-requisites for this course are the core course in financial accounting and the core course in managerial accounting.  

Course Materials

· The readings, problems, and cases for the course come from Financial Reporting and Statement Analysis: A Strategic Perspective, 6th edition, by Clyde Stickney, Paul R. Brown, and James Wahlen.

We will also be using the Dell Computer 10-K filing during the class.  I will put 
a pdf version of this file on blackboard.
· Please bring both to class as we will be using them throughout the semester.

Assignments

· Readings, cases and/or problems are assigned for each class.  You should come to class prepared to discuss your analysis of the cases and problems.  Regular class participation is important to the learning process for you and your classmates.

· Ten percent of your grade will be based on “class preparation.”  You can receive these points either from actively discussing the cases and problems in class or handing in the assignment at the beginning of the class.  No late assignments will be accepted nor will I accept e-mailed or faxed assignments.

· All assignments should be prepared using word processing software with type size no smaller than 12 point.  You can include tables or spreadsheets as well, as long as they are carefully labeled and defined.  During class discussions, please feel free to make changes to your solutions, but do so in a way that clearly indicates that they are the result of class discussion (e.g., using a different color of ink).

· You may work in groups to discuss homework assignments.  However, each person should prepare his/her own individual homework solutions to be submitted.  Ideally, you should work through each day’s assignment on your own before discussion it with anyone.  You can then make changes to your solution based on your learning in any discussion.  Interpretations of the analysis should be in your own words.

· Additional assignments either will be discussed in class or are extra problems for your benefit.  I will tell you the assignments that will be discussed in class prior to that class.  
Group Project
You will self-select yourselves into groups of 5 or 6 in class on September 26.  In total, I would like to see 12 groups.  On October 10, each group will choose an industry to analyze, for example, fast food or women’s clothes.  Each person in the group will choose his/her own firm in the industry.  Your group will present orally a 15 minute industry analysis using the firms in your industry, followed by 5 minutes of Q &A. The 15 minutes will be strictly adhered to – like the NFL football draft, you will be on the clock and cut-off after the 15 minutes. There will be four presentation dates:  November 7 & 12 and November 28 & December 3.

On October 10, each group will choose the presentation date (tie breakers will be decided in class).  The analysis should cover the relevant topics discussed up to the presentation date.  You are to summarize the economics and current conditions in the industry and each firm in your industry.  Describe the strategies each of the firm pursues, perform a profitability and risk analysis, a cash flow statement analysis, and talk about any other relevant items.  The oral presentation will be accompanied by either your power point slides or a 5-10 page report.  Each person will attach a 1-2 page analysis of his/her firm including tables and graphics – attached to that put the firm’s most recent annual report.
More details of the project will be given as the semester progresses.
Timetable

Select group of 5-6 in class

September 26
Select industry and firms

October 10
Select presentation date

October 10
Examinations
There will be two examinations: one on October 17 and the other on December 12.  
Grading
Grading will be based on the following weights:

Class Preparation


10% 

Exam 1



30%

Oral Presentation/Industry Report
15%

Firm Analysis



  5%

Exam 2



40%

In addition, I will be taking attendance on group presentation dates.  

Blackboard

I will be using Blackboard to post notes, the syllabus, and to communicate with you throughout the term.  If you have any questions as to how to use Blackboard, please see me after class.

Seating Chart

I will be using a seating chart to get to know your names.  I will bring the chart to class on September 12, so please select your seat on that date.  You must remain in that seat for the entire class – unless you expressedly ask me for a changed seat.
Syllabus

September 5
Introduction to Course:  What is Financial Statement Analysis

Learning Objectives:

1. Overview of financial reporting and financial statement analysis

2. Understand most effective means of mastering course

For next class (not a hand-in):  Read through the Dell Computer 10-K report.  You won’t understand everything, but using the report and other outside information, tell me the type of company Dell is, how they make money, who their customer base is, and what their strategic advantages are, if any.  Bring in any articles, postings on the web, etc. to present to the class. 
September 10 & 12  Overview of Financial Reporting

Read: Chapter 1
Preparation Hand-In:  Case 1.1 (Starbucks): Note, the questions are on pages 69, 71, 72 and 73
September 10:  Hand-in questions a-k only.  Omit question (g).
September 12:  Hand-in questions l-t.
September 17  Tools 1 and 2:  Common Size Statements and Percentage Changes

Read:  Chapter 1: pp. 32-35


In class:  We will do problem 1.12

We will go over problems Starbucks Case 1.1 u-y on page 73 (not a hand-in, but try to come prepared).

Bring in common size and percentage balance sheets and income statements for Dell Computer.  Be prepared to put yours on the class computer.
September 19 & 24 & 26
Tool 3:  Statement of Cash Flows

September 19:  Indirect Method  

                                     Read Chapter 3:  124-135; 144-152  

In class:  We will go over problem 3.23 in class.  Not a hand-in

                            Homework:  3.22.  Not a hand-in

             September 24:  Patterns of Cash Flows  

                                 Read Chapter 3:  135-144

             Preparation Hand-In:  Problems 3.9, 3.10, 3.11 
 In class:  we will go over Dell Computer’s SCF, Coca-Cola (3.14), XM Satellite (3.17), Sunbeam (3.18), and Montgomery Ward (3.19)            


September 26:  Select groups for project

September 26:   Preparation Hand-In: Case 3.3 (W.T. Grant):  See Blackboard for help on how to do this case.
October 1 & 3 & 10          Tool 4:  Profitability Analysis
 - Using ROA and ROCE

October 1 & 3:  ROA and its Components


                          Read:  Chapter 4 (to p. 229)

To prepare for these two classes, you should do problem 4.6.  I will post the answers on blackboard.  I will assume for these two classes that you can do the computations to derive the components.

In class:  we will go over problems 4.11, 4.12, 4.13, and 4.15.  Please calculate these ratios prior to class.

October 10:  ROCE and relating ROA to ROCE

                     Read:  Chapter 4:  pp. 229-234; 238-239

To prepare for this class, you should do problem 4.7.  I will post the answers on blackboard.  I will assume that you can do the computations to derive the components.
In class:  we will go over problem 4.9 (parts b and c only).  Please calculate the ROCE for this firm.  We will also relate the ROA to the ROCE for Dell Computer.  Please calculate the ROA and ROCE for Dell prior to class.

 
October 10:  Select industry and firm for group project
October 15:  Review for Exam 1

October 17:  Exam 1
October 22:  Tool 5    Risk Analysis – Using Ratios and Comparisons Among Statements

Read:  Chapter 5 (to p. 305)

Preparation Hand-In:  Problems 4.20 and 5.12 (They both relate to Abercrombie and Fitch).  In particular, relate the risk implied in the ROCE to the risk for A&F.
October 24        Tool 6:  Segment Analysis

Read: Chapter 4:  pp, 218-220; Dell Report Footnote 9


In class:  We will do some segment analysis on Dell

October 29        Putting it all Together
Preparation Hand-In:  Case 4.2 (Wal-Mart- Parts A & B)
October 31 & November 5      Tool 7:  Pro-forma Earnings 

Read: Chapter 6:  You need to skim this chapter – that is, do not sweat the details.
November 5:  We will go over problem 6.10 in class.  Not a hand-in.



           Homework:  Problem 6.11

November 7 & 12      Group Presentations (Groups 1-6)

November 14 & 19     Assets and Liabilities On and Off-Balance Sheet:  Financing  
                                    Arrangements (SPE’s and FIN 46)

Read:  Chapter 8 (to page 535)


In class:  We will go over problem 8.10.  Not a hand-in.
November 21   Assets and Liabilities On and Off-Balance Sheet:  Operating and Capital 
                           Leases

Read: Chapter 8, pp.  535-545

To prepare for the class, please do question 8.4


Preparation Hand-In: Problem 8.15
November 26    Assets and Liabilities Assumptions Matter:  Pensions and Other 

                          Post- Retirement Benefits

Read: Chapter 8:  pp.  561-566; 571-575 (you may find this chapter a little confusing – just go with it).
In class:  we will discuss what a pension is, how pension plans work, what other post-retirements benefits, and how firms can change their assumptions to present different net assets and liabilities
November 28 & December 3   Group Presentations (Groups 7-12)
December 5       Putting it all Together:  Analysis of Jet Blue

Preparation Hand-In:  Use the 2006 Annual Report that is on Blackboard.  See the handout, also on blackboard for the questions.

December 10
Review for Exam 2
December 12
Exam 2
