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FINANCIAL ANALYSIS FOR INVESTORS AND LENDERS
FINANCE 335
California State University, Fullerton
COURSE OUTLINE
Fall 2010 Sec.1 & 2   				  				Prof. John Erickson
Classrooms Sec. 1-SGMH 2307, Sec.2-SGMH 2307			 		Office: SGMH 5159
E-mail: jerickson@fullerton.edu				     			 Messages: (657)-278-2217
Off. Ph.#: (657)-278-3957								 Hrs: T-TR 11:30 – 12:30PM 
												 T 5:00 – 6:00PM
												    & by Appointment
COURSE DESCRIPTION: This is a lecture-discussion course on the interpretation and use of financial statements for decision-making by lenders and equity investors.  It emphasizes the role of financial accounting data in providing information about the underlying economic performance of the firm.  It illustrates how the discretion provided by generally accepted accounting principles (GAAP) allows managers to manipulate financial data in order to report the firm’s performance in a way that is different from its true performance.  
	
REQUIRED TEXT: Understanding Financial Statements, 9th Edition, by L. Fraser and A. Ormiston
SUGGESTED READING: The Wall Street Journal

COURSE OBJECTIVES: To provide the student with an understanding of what the firm’s financial statement accounts mean, and how managers can use GAAP to mislead investors and lenders about the firm’s current and future performance.  Financial statements are constructed using estimates and assumptions (typically not understood by those using them) to better determine how well the firm is performing.  This course will help the student understand how the flexibility provided by GAAP can affect the interpretation of financial statement accounts and make financial ratios meaningless.  It will show the student how to spot potential problems a firm may be having based on its financial reports and the types of tricks that companies use to mislead investors.  The goal is to help the student grasp how to interpret financial statements so that their economic significance can be separated from the accounting policies and the accounting tricks used by managers to hide the true significance of financial statement accounts.  

GRADING AND EXAMINATIONS: There will be one team project, a team presentation, 2 midterm exams and a final exam plus other items.  Together, these will make up the maximum number of points the student can earn distributed as follows:			 Points		Percent
		Midterm # 1 		100 			20
		Midterm # 2		100				20
		Final Exam		100				20
		Team Project		100				20
		Team Presentation		70				14
		Finance association 		  5				  1	
		Additional Assignments	25		  		  5	
		TOTAL			500				100%

THE COURSE GRADE WILL BE DETERMINED BY A CURVE OF THE DISTRIBUTION OF TOTAL POINTS EARNED BY THE STUDENT DURING THE SEMESTER.  It is the curve of the “total points” earned over the semester that determines the final grade of the student not the percentage of points earned.  Therefore, if the total points earned put the student at or near the bottom of the distribution, he/she may normally expect to receive a “D” or an “F” for the course.  Please keep this in mind.  The instructor will use plus/minus grading in assigning the final course grade.  Also please note that since the instructor is using a curve to assign grades, the plus minus grades will be assigned at the discretion of the instructor but in a fair and equitable way. In addition, the instructor reserves the right to normalize the distribution of grades using Z-scores if this improves the normality of the distribution of the scores on the exams.  All examinations and student projects are the property of the instructor. Finally, if additional assignments do not materialize, the maximum points that can be earned will decline to 475 and this will change the percentages above slightly.  


PLEASE NOTE THE FOLLOWING POINTS:
1.    Attendance and Coming to Class Late: - Role will be taken and failure to attend class or consistently coming to class late will be noted and will lead to a lower grade determined at the instructor’s discretion. 

2.    The Final Course Grade: The final course grade is the instructor’s final evaluation of the student’s performance and is not the first offer in a bargaining process.  Therefore, it will not be subject to negotiation after it has been assigned.  If the student’s final grade in this class puts him/her on probation or threatens the student’s ability to graduate or to continue to enroll at CSUF, please understand that it is the student who is responsible for his/her grade and not the instructor.  Therefore, the instructor will not change the student’s final grade or assign extra credit in the form of another exam or paper in order to provide the opportunity to improve the student’s final grade to ensure his/her continued enrollment or graduation. 

3. Exams: The student must take all exams and quizzes in the section the student is enrolled in.  Taking an exam in another section will result in an “F” grade for that exam.

4.    Assigned Work – Assigned work refers to assignments the instructor may require, which involve completion of homework problems or cases at the end of each chapter plus other assignments the instructor may require.  If homework is assigned, it should be turned in on the next class meeting after the instructor has covered the material in the chapter for which the homework is assigned. All other assignments will be turned in on the dates announced by the instructor.

5.    Student Responsibilities: Each student in this class is responsible for all the assignments and all material covered in class and announced on BlackBoard (BB) in addition to announcements of changes in the reading and/or homework assignments or other announcements.  Please note that this is true whether or not the student is in class at the time such material is covered, or at the time the assignments are made or are due to be handed in, or whether or not the student chooses to visit the BB website for the course.

6.    There will be no make-up exams - All students are responsible for taking the examinations at the times scheduled unless other arrangements have been made prior to the examination.  NO EXCUSES WILL BE ACCEPTED FOR MISSING AN EXAM. 

7.    Spreadsheet Analysis: It is assumed that all students possess the ability to create a spreadsheet using Microsoft Excel and can to do basic calculations and perform other tasks necessary for spreadsheet analysis. 

8.    BlackBoard Home Page: - Students who enroll in this course must have access to the Internet either on campus or off campus and must use their CSUF Internet address as their working e-mail address.  The class home page and all announcements, PowerPoint lecture outlines, and other information will be posted on the Fin. 335 home page on the course BB site.  The instructor will also post all grades on the BB web site in an Excel Spreadsheet in the Course Information section of BB.

9.    Email Etiquette – 

11. Class Etiquette and Laptop Computers & Cell Phones – All students must follow the minimum e-mail etiquette when contacting the instructor via email.  This means that the message should start with “Dear Professor Erickson” or “Professor Erickson” and all messages must be signed with the student’s name at the bottom of the message.  Otherwise, the instructor reserves the right not to reply to the message. In addition students are expected to pay attention to the instructor’s lecture in class.  Because of this, STUDENTS ARE NOT ALLOWED TO WALK OUT OF THE CLASS TO MAKE A PHONE CALL, GET COFFEE, TALK WITH FRIENDS, DO DRUG DEALS, USE THEIR LAPTOPS OR CELL PHONES TO SURF THE INTERNET OR SEND MESSAGES. ALL LAPTOP COMPUTERS AND CELLPHONES SHOULD BE CLOSED AND TURNED OFF DURING LECTURE.. If there is a reason the student needs to leave class early, the instructor should be informed ahead of time or permission to leave to go to the bathroom should be requested at the time the student wants to take a bathroom break. Students are expected to pay attention in class and refrain from carrying on conversations with classmates during class.  ANY STUDENT WHO DOES NOT FEEL SHE/HE CAN COMPLY WITH THESE RULES SHOULD PROMPTLY DROP MY CLASS.




10. PLEASE NOTE THAT TO BE SUCCESSFUL IN THIS CLASS REQUIRES THAT THE STUDENT SUPPLEMENT THE PP SLIDES BY TAKING CAREFUL NOTES IN CLASS.

11. Prerequisites for the class:  Accounting 201 A and B or the equivalent and Fin. 320.  These are prerequisites and not co-requisites.  If the student has not had these courses, she/he cannot take Fin. 335.

12. Tape Recording Lectures: Please do not tape-record my lectures without my explicit permission.


ACADEMIC DISHONESTY - The Department of Finance requires that students engaging in academic dishonesty receive a grade of “ F “ and be reported to the V. P. of Students Affairs for possible additional discipline.

Academic dishonesty occurs whenever a student attempts to take credit for work that is not his/her own or violates test-taking rules.

Examples of academic dishonesty when taking tests are:  Looking at the work of other students during an exam. Communicating answers to other students or using unauthorized notes or crib sheets for exams. Using a cell phone with picture taking capability to copy the exams or using any other electronic devices in any way that makes it possible to improve the grade of the student or improve the grades of other students.  

Examples of academic dishonesty on out-of-class projects include:

	1. Submitting the work of others or quoting directly from published material without referencing the source. 
	2. Failure to put material copied from another source in quotes to indicate that it is quoted material. 

The last two examples are examples of plagiarism.  If your project is found to contain materials copied from other sources such as from a firm’s financial reports that are not your words and not appropriately referenced, this is plagiarism and will be considered an incidence of academic dishonestly resulting in a “F” for the course.  The instructor will also send a report of the incident and the names of those involved to the Student Affairs Office for further action.  If you have any questions about the proper use of outside sources, please consult with your instructor.

STUDENTS WITH DISABILITIES

The University is committed to supporting all students and providing reasonable accommodations when it is possible and appropriate to do so.  Students with temporary or permanent disabilities may receive assistance and support services through the Disabled Student Service Office, UH 101, 714-278-3117, www.fullerton.edu/disabledservices.  This office reviews documentation and determines the necessary specific accommodations for students with disabilities.  Students with a disability are entitled to reasonable accommodation after they have identified themselves as a student with a disability.  Those students must request specific accommodations and provide documentation in support of their request.  The student will be given a form which then must be given to me. This form will advise me of the reasonable accommodation that is to be provided. 





ASSESSMENT STATEMENT

The main purpose of the degree program at the Mihaylo College of Business & Economics (College) at Cal State Fullerton is to provide you with the knowledge and skills that prepare you for a successful career in business. In order to assist us in achieving this goal, we will use a number of assessment tools to track your progress throughout the College curriculum. Please expect to participate in College assessment activities in several of your courses while at CSU, Fullerton. As you do so, you will assist us in identifying our program’s strengths and weaknesses as well as areas for potential improvement. In other words, you are making an important investment in the value of your degree.




TOPICS, READING AND HOMEWORK ASSIGNMENTS
	DATE
	TOPICS
	TEXT
CHAPTERS
	SUGGESTED STUDY 
QUESTIONS, PROBLEMS 
 & CASES 

	Aug. 23, 25,30
, 
            
	Overview of Financial Reporting - 
Generally Accepted Accounting Principles,
and Accrual Accounting
	       1

	Q&P - 1.3 thru 1.10
1.17 – Biolase Technology 
           Case

	
	
	
	

	Sept. 1, 6, 8
	Financial Statement Ratios and Extended
DuPont Analysis
	       6

	Q&P – 6.1 thru 6.6


	
	
	
	

	Sept. 13,15,20
         
	Components of the Balance Sheet 
	       2
	Q&P – 2.3 thru 2.11, 2.13

	
	
	
	

	Sept. 22, 27,

	Components of the Balance Sheet 
	       2
	Q&P – 2.3 thru 2.11,2.13

	
	
	
	

	Sept. 29
	*******Midterm Exam # 1********
	
	

	
	
	
	

	Oct. 4, 6
	Components of the Balance Sheet
	       2

	Q&P – 2.3 thru 2.11,2.13

	
	
	
	

	Oct 11,13, 18

	Components of the Income Statement and
the Quality of Earnings
	       3

	Q&P – 3.1 thru 3.7, 3.10, 3.11


	
	
	
	

	Oct. 20, 25,27

	Components of the Income Statement and 
the Quality of Earnings 
	       3
	Q&P – 3.1 thru 3.7, 3.10, 3.11


	
	
	
	

	Nov. 3
	*******Midterm Exam # 2********
	
	

	
	
	
	

	Nov. 1, 3,8

	Analyzing the Statement of Cash Flows 
	       4

	Q&P – 4.1 thru 4.9, 4.10,4.11

	
	
	
	

	Nov. 10
	Evidence of Progress on Project Due
	
	

	
	
	
	

	Nov. 10,15,17
        
	Guide to Earnings and Financial Reporting
Quality
	       5
	Q&P – 5.1 thru 5.7, 5.8 


	
	
	
	

	Nov. 21 - 25
	Fall Recess
	
	

	
	
	
	

	Nov. 29

	Guide to Earnings and Financial Reporting
Quality
	       5
	

	
	
	
	

	Dec. 1, 6, 8 
	Team Project Presentations, Peer Evaluations,
and Completed Team Projects Due on Date of Presentation
	
	

	
	
	
	

	

	   *********** FINAL EXAM TIMES ***********
  12:00 – 1:50 pm Tuesday  Dec. 13  for 1:00 pm 
    7:30 – 9:20 pm Thursday Dec. 13 for 7:00 pm section      
  






SEMESTER TEAM PROJECT AND OTHER REQUIREMENTS

OVERVIEW AND TEAM SELECTION: The project is a co-authored team analysis of the financial statements of a publicly traded company.  Each team will consist of 4-5 students. 

OBJECTIVES OF THE PROJECT: The purpose of the team project is to help the student acquire the following job-related skills and knowledge: 

1. Experience working with others on a team-coordinated project.  Coordination of the team project is often the most difficult part of getting the project done.  Students need to be exposed to the potential problems here since learning the skills necessary to work with others is important for success.
2. Experience making a professional presentation of the project to a group of peers. 
3. Learn the basic skills required to analyze a real company and to present this analysis to a group of peers.
4. Obtain direct experience using Excel for spreadsheet analysis.

PROJECT PREPARATION: Each team will be required to turn in a typewritten, double-spaced project paper no more than 12 pages in length representing the financial analysis team project for the course.   To insure that teams have made satisfactory progress on the project, the instructor will require that each team turn in a typewritten copy of at least the first 8 pages of the project on Nov. 10th.  The instructor will briefly read the material handed in on this date to determine if the team is making the required progress. This preliminary version of the project with the instructor’s comments will be handed back to each team. Failure to provide satisfactory evidence of progress will reduce the team’s project grade by 75 points.  This means that the instructor must see a reasonable effort to show satisfactory progress particularly in the quality of the writing and the analysis.  Failure to do this will cost the team points.

The project financial analysis will be confined to an analysis of the company’s financial statements based on the following:
	1. 	The Shareholders’ Letter
2.	Management’s discussion and analysis of it its operations
	3. 	The actual financial statements of the companies you are analyzing 
	4. 	The footnotes to the financial statements
	5. 	The Auditor’s Reports

TEAM MEETINGS WITH INSTRUCTOR: Each team may request one or more team meetings with the instructor.  The purpose of the meetings is to allow the team to discuss its progress on the project and any problems that may have arisen in completing the project.  If the team is having problems, it should attempt to determine this before the middle of the semester (Oct. 13th) so there will still be time to rectify the problems.  The team meeting(s) should occur before Nov. 19th.  However, the instructor will also meet with any team that requests a meeting after this date as well for other reasons.

TEAM PROJECT PRESENTATION: Each team will also be responsible for a short professional class presentation of part of the project using PowerPoint.  Each team member must participate in the team presentations.

GRADING OF PRESENTATION AND PROJECT: The points per student will be allotted as follows:

1. Team Project Presentation - Maximum 70 points. Each team member will receive a separate grade for his/her individual presentation.  This grade will be based on the following characteristics of the presentation: (1) Quality of preparation, (2) Interest generated by the presentation, (3) Clarity, and (4) Quality of personal presentation.  The instructor’s grade for each team member’s presentation will apply to the individual presenter and not to the team. Furthermore, this grade is based on the instructor’s judgment will be final and will not be open to negotiation.  Team presentations will occur on Dec. 1, 6, and 8. 

2. Attendance at Project Presentations – NOTE THAT ALL STUDENTS MUST ATTEND THE TEAM PRESENTATIONS AS A MATTER OF COURTESY TO THE STUDENTS’ CLASSMATES.  	FAILURE TO ATTEND THE TEAM PRESENTATIONS WILL RESULT IN A LOSS OF 50 POINTS IN THE STUDENTS TOTAL SCORE.




3. Evidence of Satisfactory Progress on the Project –  As noted above, no points will be assigned but this evidence should consist of at least the initial 8 pages to allow the instructor to determine if the team is making reasonable progress on its project. This should include the financial statement pages (income statement, balance sheet, cash flow statement and ratio tables) for the primary company. The financial statement pages do not count in the page total above.  Failure to turn in evidence of satisfactory progress as determined by the instructor will cost the team as much as 75 points. As noted above, the instructor will provide feedback in the form of brief comments on the team’s progress but will not provide a detailed evaluation of the project.  In addition, the instructor may or may not comment on the quality of the written composition of the project.  However, the quality of writing in the final project will be graded.  No late preliminary projects will be accepted. 

4. Written Team Project - Maximum 100 points.  The team project is a group project so each team member will receive the same number of points on the project.  Each of the team members is expected to carefully read the project before the final draft is turned in order to suggest improvements.

5. Peer Evaluations - No points will be assigned for turning in a peer evaluation.  However, each student will be responsible for turning in a confidential peer evaluation of each team member’s contribution excluding the contribution of the student evaluator.  Peer evaluations will be made on a form provided by the instructor.  Each team member must turn in the evaluations on the day of the team’s presentation folded and stapled with the student’s name and team number on the outside of the folded sheet.  If all team members make a reasonable contribution, as determined by the peer evaluations, each will receive the same number of points.  On the other hand, if there is a strong indication that a team member has not met his/her responsibilities, that individual will receive significantly fewer points than the other team members.  (This means that the instructor has determined that the student has significantly under-performed so as to jeopardize the quality or the completion of the project, or required the other team members to do more than their fair share of the work). FAILURE TO TURN IN A PEER EVALUATION SHEET WILL COST THE STUDENT 75 POINTS.

PLEASE BE AWARE THAT IT IS EXPECTED THAT EACH PROJECT, INCLUDING THE CLASS PRESENTATION, WILL BE COMPLETED REGARDLESS OF THE DISTRIBUTION OF EFFORT BY THE TEAM MEMBERS.  THEREFORE, FAILURE ON THE PART OF ONE OR MORE TEAM MEMBERS TO MEET HIS /HER RESPONSIBILITY WILL NOT BE AN EXCUSE FOR FAILING TO TURN IN A PROJECT OR FOR TURNING IN A PROJECT THAT DOES NOT SATISFY THE REQUIREMENTS OF THE COURSE. NO LATE PROJECT SEGMENTS, FINAL PROJECTS, OR PEER EVALUATIONS WILL BE ACCEPTED. 

The failure of a team to turn in a project or the failure of a team member to do his or her fair share of the work may result in a failing grade.  At a maximum,
 
· The failure of a team member to make a presentation
· The failure to attend each project presentation
· The failure of a team to turn in the evidence of progress of the project on time
· The failure of a team to turn in the final project including the deliverables mentioned below
· The failure of a team member to turn in a peer evaluation

will cost the team member 375 points (70, 50, 75, 100 and 75 points, respectively) which is 75% of the maximum total points that can be earned for the course.  














PROJECT PREPARATION GUIDELINESS

WARNING

PLEASE READ THESE INSTRUCTIONS CAREFULLY AND REFER TO THEM AS YOU WORK ON YOUR PROJECT.  TEAMS THAT DO NOT FOLLOW ALL OF THE TEAM PROJECT INSTRUCTIONS WILL RECEIVE LOWER GRADES AS A RESULT. 

COMPANY SELECTION GUIDELINES: Each team is required to select a publicly traded company for its project.  This is called the primary company.  A list of primary companies will be provided by the instructor.  In addition, the team also needs to select a comparison company in the same industry. No two teams will have the same company.  The primary company must be selected according to the following guidelines:

1.  Both the primary and comparison companies must be publicly traded.
2.	Both the primary and comparison companies must have a minimum of 3 years of 10K financial reports. You will find that most companies have their 10K and annual reports on their websites under the link referred to as “Shareholder Relations”.  This is typically the best place to find the company’s 10K and/or annual reports. 

 If the company does not provide this data on its website, it can be located on the SEC’s Electronic Data Gathering and Retrieval system (EDGAR) at following URL:

			http://www.sec.gov/edgar.shtml

The SEC requires that the firm’s Annual Report (AR) and 10K report include 3 years of balance sheet data and two years of income statement data.  Most companies have at least 3 years of 10K reports on Edgar and provide copies of their most recent ARs and /or 10K reports on their websites. Therefore, in order to obtain three years of income statement data, the student must obtain the most recent two years of 10K reports.

Another source for this information that provides financial data in more useful formats is Mergent Online located online from the CSUF library at the following URL:

		http://www.library.fullerton.edu/
 
	This database has financial statements for a large number of public companies (usually larger companies), which are downloadable in a variety of formats.  It is best to use the restated annual reports from this database.   It provides three years worth of financial statements downloadable in Excel.  Please note, however, that this database does not have the footnotes to the financial statements.  You must obtain the footnotes for the financials directly from the 10K reports or the Annual Reports.
 
	Finally, you can also find a wealth of information including the financial statements, company industries, company competitors and other information from the Yahoo Finance website. But these data should not be used to construct the companies’ financial statements.  Only the 10K statements should be used.   

3. 	In addition to the primary and comparison company’s annual reports, please obtain the shareholder’s letter from the primary company found in the AR, and its most recent Proxy Statement.




FORMATTING GUIDELINES - The following are the guidelines all students (team members) must observe for the project.

A. Length of Project - The main body of the project analysis should be at most 12 double-spaced, typewritten pages long not including the financial statements for both the primary and comparison companies, and the relevant ratios based on those statements used directly in the analysis of the company.  Do not allow the margins of the project paper to exceed 1 inch.

B. Sources of Data for Project - The team project analysis should be based on the following:

1. The instructor will provide a list of primary companies from which each team will choose its company for analysis.  However, each team will then choose the appropriate comparison company from the same industry using Yahoo Finance industry lists.  
2. The key components of the AR and the 10K report each team will need in order to do its analysis are the following:

a. The auditor’s report.
b. Management’s discussion of the company’s business (industry) and its lines of business (product lines), its competition, trademarks and patents, and any significant government regulations it is subject to, etc. 
c. Management's discussion and analysis (MD&A) of the company’s financial condition and results of its operations.  Focus on the discussion of the primary company’s strategy for growing its business
d. The Letter to Shareholders (found in the AR).  This report can be found on the typical company’s web site.  You can usually (but not always) obtain the Letter to Shareholders from it.
e. The financial statements themselves: the consolidated balance sheets, the consolidated income statements, and the consolidated statements of cash flows.  
f. The footnotes to the financial statements necessary to correctly interpret the financial data the firm reports in its 10K and AR.  A summary of the accounting policies the company used to prepare its financial statements can typically be found in the first footnote to the company's financial statements. 
g. Any other information in the 10K that may be useful to a financial analysis of the company should be examined.

In addition, the student should also check two other required filings.  The 8K form lists any special event or change that could affect the company’s performance such as a change of auditors, the resignation of directors, a major acquisition or divestiture, a change in the CEO, etc.  The other form that should be checked is the company's most recent Proxy Report.  This report has important information on the company's compensation policies for it executives, and the relative performance of its stock as well as other information like financial dealings the company’s executives have with the firm such as loans and stock option grants.  The 8K and the Proxy Report can be found on EDGAR (some companies also provide this information on their web sites).  On Edgar, the Proxy report is the form designated as form DEF 14A.  

3. Select a comparison company according to the same guidelines used for selecting the primary company. The comparison company should be: the leader in your company’s industry in terms of profits and/or market share unless your company is the industry leader. In that case, you need to choose the company with the next highest market share or profitability.  For example, in the software and microchip industries Apple or Microsoft would be good candidates for a comparison company.  The team will also need to obtain the comparison company’s 10K.  The comparison company must have a fiscal year that matches or is no more than one quarter away from that of the primary company.  Do not violate this instruction without my permission.  In addition, the comparison company should be referred to in the project starting in the introduction.  In particular you should focus on any significant differences between the primary and comparison companies and briefly compare the following:

a. The products markets of the two companies emphasizing any differences
b. The differences in their accounting policies
c. The reasons for the differences in their performances
d. The importance of the comparison company as a competitor
e. The ways in which the comparison company differs from the primary company in overall performance


4. Locate and review any recent news about your primary company and the comparison company available in business periodicals such as Fortune, Forbes, Business Week, The Wall Street Journal, The Investor’s Business Daily or other periodicals including trade journals.  This information is useful in supplementing the team’s own analysis.   Note also that the information found in these sources or in other sources will not substitute for the team’s own analysis of its company.  

DEFINITION OF ANALYSIS – In the context of the team project, “analysis” refers to discussion that uses the tools and information the student has gained from his/her finance classes and Finance 335 to explain a company’s overall performance as measured by trends in the financial statement accounts over the period of analysis.  In other words, “analysis” involves explaining the reasons for these trends using your knowledge of the company from reading its financials, and your knowledge of finance and accounting.  

Also, PLEASE DO NOT DEFINE ACCOUNTS OR RATIOS IN THE WRITTEN PROJECT.  The instructor knows what the ratios mean.  Rather explain why these numbers show particular trends over the period of analysis.  Furthermore, information used in the team's analysis from all such sources, including the periodicals mentioned in the first sentence of this section, must be documented using the guidelines in section C below.

Place the financial statements of the primary company and the comparison company in an Excel spreadsheet exactly like the template the instructor will provide on BlackBoard.  Using Excel, compute both companies’ common size financial statements and its financial ratios based on the discussions in class. The project financial ratios should be those ratios that you compute from the numbers in the financial statement.  You should not use industry average ratios in your project.  Do not use your own ratios if they differ from those presented in class.

A. References and Citations - The student is required to provide a list of the reference sources used for the paper.  There should be a minimum of 7 references to information gathered from financial or other periodicals or from internet sources (not including the text for this class or the instructor’s notes), and at least 5 citations to these references within the body of the project paper).  

All sources listed on the reference page should be ordered alphabetically.  Each entry should look like the following examples:

1. MacDonald, Elizabeth and S.E. Frank, “FASB Rejects Fed Chairman’s Request to Soften Proposed Rule on Derivatives”, Aug. 12, 1997, The Wall Street Journal (Interactive Edition), http://Interactive.wsj.com /archive/search.cgi. 
2. Stephens, ‘Ray G. and Vijay Govindarajan, “On assessing a Firm’s Cash Generating Ability,” The Accounting Review, Vol. 65, 1990, pp. 242-257.
3. Wallace, James and Jim Erickson, Hard Drive: Bill Gates and the Making of the Microsoft Empire, Harperbusiness, 1993.
4. Yang, C., Julia Flynn, Peter Elstrom and Amy Barret, “How Deep is the Trouble at MCI”, Business Week, July 28, 1987, p. 28.

For magazine articles the reference should appear as: Author name (or anonymous if no author byline), “title of article,” name of magazine or periodical, date, and page number(s).  An example would be the fourth item on the list above.  The third item is a citation for a book.  

For Internet articles the reference should appear as: Author name (or anonymous if no author byline), title of article, date (if any), Internet address, and page number(s) referred to (if any).  The first item on the list above is an example.  

Within the text of the project, any use of ideas or concepts obtained from periodicals, books, articles or other sources should be referenced.  This should be done by putting the reference in brackets directly in the text at the point at which the reference is used with the first author’s last name, date of publication, and the page number(s) from which the referenced ideas were drawn.  The following are examples: 

	

	

	[Stephens and Govindarajan, 1990, p. 244], 
	 [Yang et al, 1997, p. 28]. 


Quotations - Please avoid using direct quotes from any reference unless such a quote is short and needed for emphasis.  The ideas from such sources should be put in the students’ own words and referenced appropriately.

B.  Font and Font Height - The paper should be double-spaced and typed in a standard font such as the Arial or Times New Roman font or the Arial font at 12 points.  I will not accept deviations that enlarge the type above 12 points so as to effectively reduce the total number of pages.  Any such deviations will be penalized accordingly.

C. Page Numbering - Please number all pages of the main text of the paper using Arabic numerals (i.e., 1, 2, 3, etc.) starting with the introduction page.  Place the page numbers centered at the bottom of each page.  Do not number the title page, the bibliography page(s) or any pages used for tables or graphs.  Instead, all tables should be numbered with the headings "Table I, Table II, ...”, etc.  Any charts or graphs should have the headings "Figure 1, Figure 2,....", etc.  Each of these pages does not count for total page requirements listed above.  The source of the table or the data used in a table (or graph or chart) must appear at the bottom of the table. 
 
D. Final Draft - The final project paper will be due on or before the date of the team presentation as designated by the instructor.  NO LATE FINAL PROJECTS WILL BE ACCEPTED.

The project will be sent to the instructor’s email address as a group of files on or before the day of the presentation.  The project must also have an unnumbered title page with the team number, the names of each team member listed alphabetically, and the class name and date in that order.

E. Team Presentations - The team presentation should be done using Microsoft PowerPoint.  This is a professional software presentation package that is widely used and is supported in the student lab.  Part of 
	the objective of this course is to provide the student with the incentive to obtain familiarity with a professional presentation package.  The typical presentation will be done using overhead transparencies created on PowerPoint.  The team presentations will occur in the order of the instructor-assigned team numbers.  

FINAL POINTS – Please note that one of the objectives of your final report should be to make the report as easy as possible for the reader (that’s me the instructor) to navigate and understand.  Therefore, in preparing the project please note the following:

1. As already noted, PLEASE DO NOT DEFINE THE FINANCIAL RATIOS IN THE TEXT OF YOUR PAPER.  Simply refer to them by name without any attempt to explain how they are computed or what they are supposed to tell the analyst.  Assume the instructor knows this information unless you are using a special ratio that is not well defined or discussed in class.  
2. Do not put anything but very short tables in the written report and keep this to a minimum.  Any discussion of the data in the tables should be referenced according to the appendix page number, and table number in which the reference appears so the reader can quickly find the table from which the data is drawn.  The tables should be directly traceable to the original financial statements and referenced to them.  Do not quote any financial statement numbers not in your tables.  If you do you must reference the page in the 10K, 10Q or AR from which the numbers come.  
3. Make sure there is consistency between the numbers in your tables and between the numbers you reference in the text and the numbers in the table from which they came.  Likewise, when referring to ratios please reference the appendix page numbers and the table numbers from which the ratios come.
4. Make sure you check your financial numbers carefully.  As noted above, check each number presented in the text or each reference to financial numbers carefully to see that it conforms to the financial statements from which it comes.  At least two people in each group should be responsible for doing this.

Any project that receives an “A” or a “B” MUST have the following characteristics:

a. It will be completed following all of the guidelines A through E above and the project outline illustrated below.
b. It will contain an analysis based directly on the data gathered from the 10K report, AR and other financials filed with the SEC or information obtained from other sources.
c. It will be well written demonstrating both a clear organization of the presentation and any facts or data in tables and graphs that appear in the paper, a clear discussion of the company, and correct grammar and spelling.  
d. It will contain the appropriate documentation of sources used in the body of the project paper and references to the tables from which your numbers are drawn. 
e. The project presentation will be professionally done on PowerPoint.
f. The project itself will be easy to read.

Several reasons why a project might receive a low grade are the following:

a. Sloppy and disorganized writing, and poor spelling and grammar.
b. Failure to reference sources or data upon which your discussion is based.
c. Too many tables that repeat information.
d. Inconsistency between tables of ratios or ratios and values of the accounts in the original financial statements and the text of the project.
e. Failure to follow guidelines above.
f. Failure to make the project reasonably easy to read.




Outline of the Project 

PLEASE NOTE THAT THIS PROJECT IS NOT A RATIO ANALYSIS – RATIOS SHOULD BE USED ONLY AS REFERRED TO BELOW AND ONLY TO ELABORATE ON YOUR ANALYSIS AND NOT TO SUBSTITUTE FOR ANALYSIS.

The total length of the project should be 12 typewritten, double-spaced pages with one inch margins.  Please focus your analysis on the last three years in the company’s history.  The outline, headings and organization of the project must be in the format given below.  PLEASE DO NOT DEVIATE FROM THE FORMAT PROVIDED BELOW.  

IN ADDITION, PLEASE USE THE EXCEL SPREADSHEET FORMAT PROVIDED BY THE INSTRUCTOR FOR YOUR FINANCIAL TABLES.

I. Title Page - This should include the names of the team members in alphabetical order, the team number and the name and section number of the class.  This page should be un-numbered.
II. Description of the Firm, its Products, and its Competition and Summary of the Shareholder’s Letter
(2 pages).  This should be a brief discussion of the firm, its products and its strategies for competing in its industry and a brief (one paragraph) discussion of your comparison company.  In addition, provide a paragraph summary of the Shareholder’s Letter at the beginning of this section and a statement indicating the team’s judgment as to the usefulness and veracity of the information the letter provides.  Is it consistent with what the financial statements say about the firm’s performance?

III.  Evaluation of the Company’s Financial Statements 

a. Analysis of Liquidity (2 pages).  This involves a discussion of the firm’s short-term debt-paying ability (short-term credit assessment) by looking at the trends in its current assets and current liabilities in the common size balance sheet, the trends in the firm’s cash flow statement (specifically cash flows from operations) along with the trends in its common size ratios and liquidity ratios.  Explain the reasons for these trends and how they compare to the trends found for your comparison company.
b. Analysis of Financial Leverage (1 page).  This involves a discussion of the magnitude of the firm’s debt relative to its assets.  This is the equivalent of an assessment of the company’s long-term debt-paying ability (long-term credit assessment). You should analyze trends in the firm’s common size balance sheet and income statement as well as discuss trends in the firm’s debt ratios. Explain the reasons for these trends and how they compare to the trends found for your comparison company.  Since the debt-to-equity ratio measures the same thing as the total debt ratio do not use both in your analysis.  Use one or the other.
c. Operating Efficiency (2 pages).   This involves a discussion of the company’s ability to turn over its assets, and keep its costs down.  To determine this it is necessary to analyze the trends in the various cost items on the firm’s common size income statement as well as the firm’s turnover ratios. Explain the reasons for these trends and how they compare to the trends found for your comparison company.
d. Profitability (2 pages).  This involves a discussion of the trends in the firm’s common size income statement along with trends in its profitability ratios. Explain the reasons for these trends and how they compare to the trends found for your comparison company.
e. DuPont Analysis (2 pages).This involves an overall evaluation the company’s profitability, asset management efficiency and its ability to manage its debt (financial leverage).  It gives the analyst an indication of which areas of the firm’s operations are most responsible for its performance from the point of view of its shareholders. Create a table of three years of ratios that make up the extended DuPont equation and explain the reasons for these trends.  Compare them to the DuPont ratios of your comparison company. Please note: The ratio table from which the DuPont analysis is derived should be based on ratios computed directly from the AR or 10K reports and not from Yahoo or some other source of ratios for the company.
f. Summary of the Firm’s Overall Performance (1 page).  The summary should be based on the analysis done in the previous sections.  It should also include an assessment of the company’s stock performance.  



IV.  Appendices - This would include the financial statements in EXACTLY the format requested by the instructor on the financial statement Excel template he provides on BB plus other tables and graphs you wish to include.  These tables and graphs should be numbered and referred to directly in the main body of the text where they are discussed.  Include these numbered tables and graphs as separate numbered pages after the main project analysis sections above.  For example, the page numbers in the appendices should be A.1, A.2… B.1, B.2… etc.
V. References - A sheet of references to any outside sources of analysis of the firm that is used in your project analysis.  This reference sheet should be set up according to the guidelines in section A of this handout.

SUMMARY OF DELIVERABLES

The following items will be sent to the instructor on or before the day and time of the presentation as attachments to an email to the instructor at jerickson@fullerton.edu.  In addition, the team must also provide the instructor with a hard copy of the project so that he is not required to print everything out himself.

1. The Shareholder’s Letter 
2. The Project Written Report 
3. The financial statements of the primary and comparison companies in the Excel format requested by the instructor.  This is one page each in portrait format for the balance sheet, income statement, and cash flow statement and the financial ratio template for the primary company and one page each in portrait format of each of these three statements and the ratio template for the comparison company.  DO NOT DEVIATE FROM THE ONE PAGE  PORTRAIT FORMAT FOR EACH OF YOUR COMPANYS’ FINANCIAL STATEMENTS.  
4. The 10K reports for both the primary company and the comparison company including the financial statement footnotes.  
5.    A hard copy of the project along with an electronic copy should be presented to the instructor on or before the day of the project 
presentation.
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