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How to Read an Annual Report

Reading an annual report is a great way to check out a company’s financial strength.  The annual report is a company’s financial review.  It is primarily issued to shareholders, but anyone can obtain a copy free of charge.

Here are the some of the key elements found in all annual reports.  They may appear in a slightly different order or the wording of the headings may vary from company to company.

The President’s Letter
· Outlines important events of the past year

· Describes current status of the company

The Body

· Covers the company’s plans for the future

· Describes any new products

· Often uses photographs and colorful graphics to impress the shareholders

Accountant or Auditor’s Report

· Accountant’s review of the company’s accounting principles

· Verifies if the company’s statements are true

· Any company problems are mentioned here

The Balance Sheet

· Summarizes assets and liabilities

· Gives snapshot of the financial condition of the company on the last day of the fiscal year

Statement of Income
· Takes revenues and subtracts expenses and cost of goods sold

Earnings Per Share

· One of the most often used figures in analyzing a company
· Key measure of company profitability
Key Questions the Annual Report Will Answer

1. Is the company solvent?

2. Is the company profitable?

3. Can the company pay its immediate debts?

Analyzing an Annual Report

Obtain an annual report and answer the following questions.

1. Name of Company

2. Find the letter to the shareholders.  Who wrote it?  List the name(s) and job title(s).

3. Read the letter to the shareholders.   Does it have a positive or negative tone?

4.  List 3 main ideas in the letter to the shareholders.


a.


b.


c.

 5.  Go to the body of the annual report.  List and describe 2 main topics of the body.

6.  Who was the accountant or auditing firm that reviewed this company’s annual report?

7. What is the accountant or auditing firm’s opinion of the company?

Find the financial reports of the company.

8.  What was the company’s net income for the most recent year?

9. What were the earning per share?

10. List 5 of the company’s assets.

a.
d.

b.
e.

c.

11. Compare the Total Assets and Total Liabilities and Stockholder’s Equity.

Scan the entire annual report.  Write a 100 word paragraph commenting on your impression of the company.  

Hints:  Financial status, future plans, community/employee welfare, would you buy stock in this company, accounting firm’s opinion of the company.

