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CHAPTER OBJECTIVES

Motivation:
In the last chapter, we noted that managers need to compare
performance with other firms in the industry. The comparison requires
analyzing accounting data. The analysis will also be used when we talk
about valuation models later in the semester. Thus, in this chapter we
will look at:

# How can accounting data be useful in measuring
company performance?

# What tools are available to exploit accounting
information?

# What are the limitations of ratio analysis as a tool?

# What are some problems, from a financial manager's
perspective, with financial statements?
! Timing of cash flows (CFs) are irrelevant in accounting
!! Book values not market values are used in accounting
! Accounting numbers can be manipulated
! Some "semantics": sources & uses of cash 

# Taxes: corporate schedule; marginal vs. average tax
rate

Notation. "ç" indicates that not much more will be said about the issue in this course.
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PERFORMANCE MEASURES

Who Is Interested in Performance Measures?
! Equity investors: individuals, portfolio managers (ç)
! Creditors (ç)
! Firm's financial managers

Why are Financial Mangers interested?
## Compare performance (present & past) of our company with

others in industry
! Where are our firm's weaknesses & potential problem

areas?

! Can be used as a "checklist" for price maximization

# Valuation of company assets 
! What is the value of a firm or division?

! How much to pay for a potential merger or acquisition? (ç)

! How different strategies (financial, investment, dividend)
might affect the value of firm or division? 

! Corporate planning & control (ç)

! What are a company's major sources & uses of funds? (ç)
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Sources of Information
# Market: stock market price

# Analysts' forecasts

# Accounting data: balance sheet, income statement, statement of
cash flow

What information do Financial Managers need and/or is available?

Cash Flow (CF); not GAAP accounting figures
timing of CF
amount of CF
risk of CF
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