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Tentative Comp Schedule

2

Date Lesson
September 12, 2019 Introduction to HFAC
September 19 Qualitative Analysis (SWOT, Porter’s Five)
September 26 Careers in Finance Panel
October 3 Income Statement
October 10 Balance Sheet
October 17 Cash Flow Statement
October 24 Accounting Review
October 31 Financial Metrics, Ratios, Comparables
November 7 Discounting (CAPM, WACC)
November 14 Discounted Cash Flow Analysis
November 21 DCF Practical and Review
November 28 Sample Stock Pitch
December 5 Stock Pitch Competition



First, Another Riddle…
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Boeing Example
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You are the Chief Accounting Officer at Boeing—a company that makes 
big planes.

On December 31, 2018, Boeing receives a huge order for its newest 
model, the 737.
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Boeing Example (Continued)
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United has just put in an order for 100 new planes, each with a price tag of 
$74M, for a grand total of $7.4B. They pay in cash immediately and tell 
you that they expect to receive the planes over the next 2 years.

The shareholders will be thrilled! Your annual revenue has increased 10%!
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Boeing Example (Continued)
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What’s wrong here?



What is the difference between cash and 
revenue?



We can touch cash.

(Usually)
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Accrual Accounting: What and Why?
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Accounting doesn’t just track the cash position of a business. Not all cash 
changing hands is recognized as revenue. And not all revenue involves 
cash changing hands.

To differentiate between what counts as revenue and what doesn’t, 
accountants invented Accrual Accounting.
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Accrual Accounting & Matching Principle
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Accrual Accounting is an accounting standard that measures the 
performance of a company by recognizing economic events regardless of 
when cash transactions occur.

How exactly does accrual accounting measures performance then?

Accrual Accounting recognizes performance according to the Matching 
Principle, which matches revenues to expenses when a transaction or 
economic event occurs.



Back to Boeing



Boeing Example Resolved
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We know that as the CAO, you won’t be adding another $7.4B to 
your company’s revenue for the 2018 accounting year (also called 
fiscal year).

Instead, you know that your company will deliver 50 planes in 2019 
and 50 planes in 2020. Therefore, you’ll recognize in your accounting:

(1) IN 2019: $3.7B in revenue to reflect the delivery of 50 planes that 
year. 

You’ll also recognize all of the direct costs associated with building 
those 50 planes.

(2) IN 2020: Another $3.7B in revenue to reflect the delivery of the 
remaining 50 planes for United. 

You’ll also recognize the directed costs associated with building 
the remaining 50



The Income Statement



Income Statement

1
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The Income Statement is the first of three financial statements we’ll be 
learning about this semester.

It summarizes the net inflows and outflows of money (note: not 
necessarily cash) over an accounting period.

Inflows: Revenues (also called sales)

Outflows: Direct expenses incurred to generate those revenues



Outline of an Income Statement

* Net Sales is also referred to as revenue
** Net Income is also referred to as earnings

1
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NET SALES*
(-) COST OF GOODS SOLD
—————————————————————————————————

GROSS PROFIT

(-) OPERATING EXPENSES
—————————————————————————————————

OPERATING PROFIT

(-) INTEREST EXPENSES
—————————————————————————————————

INCOME BEFORE TAXES

INCOME TAXES
—————————————————————————————————

NET INCOME**



Income Statement Intuition
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Think of the income statement as a series of filters.

We start with the ”top line” (revenue/sales) and filter down through 
each of the expenses we incurred to generate those sales (cost of 
goods, marketing expenses, interest expenses, taxes, etc.).

Finally, we reach the “bottom line” (net income/earnings).



Outline of an Income Statement

* Net Sales is also referred to as revenue
** Net Income is also referred to as earnings

1
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NET SALES*
(-) COST OF GOODS SOLD
—————————————————————————————————

GROSS PROFIT

(-) OPERATING EXPENSES
—————————————————————————————————

OPERATING PROFIT

(-) INTEREST EXPENSES
—————————————————————————————————

INCOME BEFORE TAXES

INCOME TAXES
—————————————————————————————————

NET INCOME**



Revenue (Net Sales)
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Revenue is the total value of all products/services a company sells in 
a given period.

Remember: Revenue is recorded when the transaction associated 
with a particular good or service is fully satisfied.

If you’re Boeing, you record the revenue once the plane is built and 
has been delivered to United’s tarmac.

If you’re Amazon, you record the revenue once a shipment has been 
packaged and delivered to the customer’s address.



Outline of an Income Statement

* Net Sales is also referred to as revenue
** Net Income is also referred to as earnings

1
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NET SALES*
(-) COST OF GOODS SOLD
—————————————————————————————————

GROSS PROFIT

(-) OPERATING EXPENSES
—————————————————————————————————

OPERATING PROFIT

(-) INTEREST EXPENSES
—————————————————————————————————

INCOME BEFORE TAXES

INCOME TAXES
—————————————————————————————————

NET INCOME**



Cost of Goods Sold
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Cost of Goods Sold, or COGS, are the costs of inputs associated with 
producing the goods sold.

They are the direct costs such as for the cost of raw materials and 
labor involved in manufacturing a product or delivering a service. 
However, COGS does not include indirect expenses like distribution.

What kinds of companies have high COGS?
What kinds of companies have low COGS?



Outline of an Income Statement

* Net Sales is also referred to as revenue
** Net Income is also referred to as earnings

2
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NET SALES*
(-) COST OF GOODS SOLD
—————————————————————————————————

GROSS PROFIT

(-) OPERATING EXPENSES
—————————————————————————————————

OPERATING PROFIT

(-) INTEREST EXPENSES
—————————————————————————————————

INCOME BEFORE TAXES

INCOME TAXES
—————————————————————————————————

NET INCOME**



Gross Profit
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Gross Profit = Revenue – COGS

Gross Margin = 
!"#"$%" &'()*

!"#"$%" = )+,-- .+,/01!"#"$%"

Gross Margin tells us how efficient a business is at converting revenue 
into gross profit.



Outline of an Income Statement

* Net Sales is also referred to as revenue
** Net Income is also referred to as earnings

2
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NET SALES*
(-) COST OF GOODS SOLD
—————————————————————————————————

GROSS PROFIT

(-) OPERATING EXPENSES
—————————————————————————————————

OPERATING PROFIT

(-) INTEREST EXPENSES
—————————————————————————————————

INCOME BEFORE TAXES

INCOME TAXES
—————————————————————————————————

NET INCOME**



Operating Expenses
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Operating Expenses are the indirect costs (often times, fixed costs) of 
running a business. 

We will discuss a few categories they are usually recorded under.



Operating Expenses I:
Selling, General, and Administrative
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Selling Expenses refer to those attributable to the sale of a 
good/service, such as advertising, travel, telephone, or postal 
services. This may also include the cost of retaining a sales team.

General and Administrative expenses may include salaries of non-
sales personnel (executives), rent, and utilities.



Operating Expenses II:
Research and Development
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Research and Development expenses includes research towards new 
products/treatments/procedures. It may also include expenses 
towards the improvement of existing technology that a firm owns.



Operating Expenses III:
Depreciation and Amortization
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Depreciation refers to the allocation of the cost of a tangible asset 
over its useful life.

Amortization refers to the allocation of the cost of an intangible asset 
over its useful life.



Let’s Talk about Depreciation and Amortization



Why the need for depreciation and 
amortization (D&A)?
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We discussed earlier in the comp that we could not penalize a 
company’s income statement for the entirety of a large purchase in 
a given year.

For instance, if Boeing invested $50B into new factories for future 
production and we recorded the entirety of this amount as an 
expense on the income statement, that would completely eliminate 
its profitability for the given year. Do you think that’s fair?

We need an accrual approach. We need to expense that $50B 
investment over its useful life.



Useful Life and D&A Curves
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The useful life is the estimated lifespan of a depreciable fixed asset. 
This is the period of time during which it can be expected to 
contribute to the company operations.

Examples:
• Comcast purchases a new Ford F150 for maintenance operations. 

Accountants at Comcast estimate this truck can be used for 15 
years before it must be scrapped.

• The local McDonalds purchases a new griddle. It estimates the 
griddle can be used for 8 years before it must be replaced.

What about intangible assets?

The same concept applies!

• Michelin just developed a new rubber technology and acquried a 
patent. Because this patent will be useless after 20 years (per the 
law), the accountants at Michelin amortize the patent over 20 
years.



Straight-Line vs. Non-Linear D&A
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D&A is the logical framework for distributing expenses because the 
amount of value lost in a given period is approximately equal to the 
use reaped from the asset.

Of course, there are many ways to distribute the useful value of an 
asset. We assume straight-line D&A for simplicity during comp:



Back to the Income Statement!



Operating Expenses IV:
Impairment

3
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Impairment is the value lost from an unexpected write-down in the 
value of an asset. It represents a permanent reduction in the value of 
the asset and usually occurs when the market value of the asset falls 
below the value at which the asset was acquried (also called the 
book value).

Example:
• Comcast has been using a truck for 5 years. The remaining useful 

life of the truck is 15 years. However, it is swept away in a Hurricane 
(and not insured, for whatever reason). Thus, the entire value of the 
truck is written down (set to 0) and the company recognizes 
impairment equal to the value of the truck over its remaining life.

• Michelin has been enjoying great profits from its rubber patent for 2 
years now. However, competitor Goodyear unveils a totally new 
rubber manufacturing process that renders the Michelin process 
useless. Michelin writes down (“impairs”) the entire remaining value 
of its patent. 



Outline of an Income Statement

* Net Sales is also referred to as revenue
** Net Income is also referred to as earnings

3
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NET SALES*
(-) COST OF GOODS SOLD
—————————————————————————————————

GROSS PROFIT

(-) OPERATING EXPENSES
—————————————————————————————————

OPERATING PROFIT

(-) INTEREST EXPENSES
—————————————————————————————————

INCOME BEFORE TAXES

INCOME TAXES
—————————————————————————————————

NET INCOME**



Operating Profit

3
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Operating Profit = Revenue – COGS – Operating Expenses
= Gross Profit – Operating Expenses

Operating Margin = 
(2"+310$4 .+,/01

!"#"$%"

Operating Margin tells us how profitable a business is before 
accounting for the effects of capital structure.



Outline of an Income Statement

* Net Sales is also referred to as revenue
** Net Income is also referred to as earnings

3
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NET SALES*
(-) COST OF GOODS SOLD
—————————————————————————————————

GROSS PROFIT

(-) OPERATING EXPENSES
—————————————————————————————————

OPERATING PROFIT

(-) INTEREST EXPENSES
—————————————————————————————————

INCOME BEFORE TAXES

INCOME TAXES
—————————————————————————————————

NET INCOME**



Interest Expenses
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Companies take out debt to finance day-to-day operations and big 
purchases. We’ll discuss this next week when we get to the balance 
sheet.

Until they pay back all of their debt, they will usually have to pay 
interest payments on any outstanding debt. Therefore, they are seen 
as a cost of doing business.

Note: This is not the same as the repayment of the debt!



Outline of an Income Statement

* Net Sales is also referred to as revenue
** Net Income is also referred to as earnings

3
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NET SALES*
(-) COST OF GOODS SOLD
—————————————————————————————————

GROSS PROFIT

(-) OPERATING EXPENSES
—————————————————————————————————

OPERATING PROFIT

(-) INTEREST EXPENSES
—————————————————————————————————

INCOME BEFORE TAXES

INCOME TAXES
—————————————————————————————————

NET INCOME**



What do you notice about where companies 
pay taxes on the income statement in relation 
to their interest payments?



Taxes
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Companies are taxed on their income before taxes, which includes 
the effects of COGS, operating expenses, and interest.

Therefore, when companies take on more debt, their interest 
payments rise and therefore their pre-tax income falls (all else equal). 
Therefore, there is an offset equivalent to the amount of the tax rate.

Since 2018, the corporate tax rate in America is 21%.



BOOK RECOMMENDATION
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Financial Statements, Revised and Expanded Edition: A Step-by-Step 
Guide to Understanding and Creating Financial Reports

This revised and expanded second edition of Ittelson’s
master work will give you that firm grasp of “the numbers” 
necessary for business success. With more than 100,000 
copies in print, Financial Statements is a perfect introduction 
to financial accounting for non-financial managers, stock-
market investors, undergraduate business and MBA 
students, lawyers, lenders, entrepreneurs, and more.

Most introductory finance and accounting books fail either 
because they are written “by accountants for accountants” 
or the authors “dumb down” the concepts until they are 
virtually useless. Financial Statements deftly shows that all 
this accounting and financial-reporting stuff is not rocket 
science and that you can understand it! Ittelson empowers 
non-financial managers by clearly and simply 
demonstrating how the balance sheet, income statement 
and cash flow statement work together to offer a 
“snapshot” of any company’s financial health. Every term is 
defined in simple, understandable language. Every concept 
is explained with a basic, straightforward transaction 
example. And with the book’s uniquely visual approach, 
you’ll be able to see exactly how each transaction affects 
the three key financial statement of the enterprise.



Submit Attendance:
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