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Statement Analysis




Course Overview

Goal The Medical Records Analogy

Learn to analyze financial statements quickly and efficiently Think of financial statements like a company's medical

using Al tools like ChatGPT, combined with data from Yahoo records - they tell you everything about the company's
Finance and Finviz. health, just like how your doctor uses blood tests, X-rays, and

vital signs to assess your physical condition.



Why Al for Financial Analysis?

The Problem The Solution
Manual financial analysis is like reading a novel in a foreign Al acts like a skilled translator and summarizer, converting
language - timeconsuming and prone to missing complex financial data into clear, actionable insights in
important details. minutes instead of hours.

Key Benetfits:

e Speed: Minutes vs. hours of analysis
e Accuracy: Reduces human error in calculations
e Comprehensive insights: Al can cross-reference external data

e Accessibility: Makes professional-level analysis available to everyone



The Three Financial Statement Pillars

Income Statement

The house's monthly budget (income vs. expenses)

Balance Sheet

The house's net worth (assets vs. debts)

Cash Flow Statement

The house's actual cash in and out of the bank account

Think of the three financial statements like examining a house you want to buy.



Part 1: Income Statement
Analysis

YIf What It Tells Us
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The income statement is like a company's report card - it shows

how well the company performed over a specific period.

Key Metrics to Focus On

Revenue: Total money coming in (like gross salary)
Gross Margin: Profit after direct costs (like net salary after taxes)

Operating Income: Profit from core business (like salary after all
living expenses)

Net Income: Bottom-line profit (like money left for savings)




Al Analysis Process

Download financial data from Yahoo Finance

Gather the raw financial information needed for analysis

Upload to ChatGPT with specific prompt

Use clear instructions to get the most useful analysis

Review Al-generated summary

Examine the initial insights provided by the Al

Ask follow-up questions for deeper insights

Refine your understanding with targeted queries

Sample Prompt: "Analyze Microsoft's income statement from Yahoo
Finance, summarize revenue growth, gross margins, operating income, and

net profit trends. Please give me a verbal overlay in bullet point format.”



Income statement prompts

Income statement prompts

1.

Trend Analysis & Growth Metrics "Analyze the year-over-
year (YoY) and quarter-over-quarter (QoQ) trends in
revenue, gross profit, and net income for [Company
Name]. Identify key drivers of growth or decline and
assess their sustainability.”

Profitability & Margin Analysis "Calculate and interpret the
gross profit margin, operating margin, and net profit
margin for [Company Name] over the last 3 years.
Compare these margins to industry benchmarks and
explain any significant deviations.”

Expense Breakdown & Cost Control "Break down the
major operating expenses (COGS, SG&A, R&D) as a
percentage of revenue for [Company Name]. Highlight any
unusual spikes or cost-saving measures and evaluate

their impact on profitability.”

Earnings Quality & Non-Recurring Items “ldentify and
adjust for any one-time or non-recurring items (e.g.,
restructuring costs, asset sales) in [Company Name]'s
income statement. Assess the quality of earnings and
normalized profitability.”

Comparative Peer Analysis "Compare [Company Name]'s
revenue growth, margins, and expense structure with its
top competitors [Competitor 1, Competitor 2]. Determine
relative strengths and weaknesses in their financial
performance.”’



Microsoft Example Results

$168B $245B

2021 Revenue 2024 Revenue

Starting point for analysis 46% increase over 3 years

e Driver: Cloud computing and enterprise software (Al identified this trend)
e Gross Margins: Remained strong, showing pricing power

e Key Takeaway: Strong, sustainable growth with healthy profitability

168B(2021) — 245B(2024) = 46%



Part 2: Balance Sheet Analysis

Liabilities
Everything you owe (mortgage, credit
cards)
Assets
Everything you own (house, car,
savings)
Equity

Your net worth (assets minus liabilities)

What It Tells Us

The balance sheet is like a financial snapshot - it's the company's net worth at a specific moment in time.

Think of it like your personal balance sheet.

Key Health Indicators

e Growing Assets: Shows expansion and investment
e Manageable Debt: Like having a good debt-to-income ratio
e Strong Cash Position: Like having a healthy emergency fund

e Debt Trends: Decreasing debt usually signals financial strength
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Microsoft Balance Sheet Insights

o }
é§§ Total Assets Z § Cash Position @ Debt
Grew significantly to Decreased from Management
$512B (expansion strategic investments Long-term debt
indicator) (like using savings for decreasing (paying

home improvements) down the mortgage)

Overall Health

Strong and growing
asset base with
manageable liabilities



Balance Sheet Prompts

Here are 5 key prompts for balance sheet analysis, useful for investors,

financial analysts, and corporate finance professionals:

Liquidity & Short-
Term Solvency

"Analyze [Company Name]'s
liquidity position by
calculating and interpreting
the current ratio, quick ratio,
and cash ratio over the past 3
years. Assess whether the
company can meet its short-
term obligations.”

Capital Structure &
Leverage

"Evaluate [Company Name]'s
debt-to-equity ratio, interest
coverage ratio, and total debt-
to-assets ratio. Compare
these metrics to industry
peers and assess the
company's financial risk and
leverage strategy.”

Asset Efficiency &
Turnover

‘Calculate and analyze key
asset turnover ratios
(inventory turnover,
receivables turnover, total
asset turnover) for [Company
Name]. Determine how
efficiently the company is
utilizing its assets to generate

revenue.”

Working Capital
Management

‘Examine changes in
[Company Name]'s working
capital (current assets minus
current liabilities) over time.
Identify trends in inventory,
accounts receivable, and
accounts payable, and assess

operational efficiency.”

Comparative Balance Sheet Analysis
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"Compare [Company Name]'s balance sheet structure (assets,
liabilities, equity) with [Competitor Name] over the last 3 years.
Highlight key differences in financial health, leverage, and investment
strategies.”

These prompts help uncover insights into a company's financial stability,

efficiency, and risk profile.




Part 3: Cash Flow Statement Analysis

=, Operating Cash Flow
Water coming from the main source (core business)
& Investing Cash Flow

Water used for improvements (capital investments)

- Financing Cash Flow

o

Water from/to external sources (borrowing, dividends)
What It Tells Us

Cash flow is like tracking your actual bank account - it shows real money movement, not just accounting profits.

Think of cash flow like water flowing through pipes.



Cash Flow analysis
Prompts

1. Operating Cash Flow (OCF) Health Check "Analyze [Company Name]'s
operating cash flow trends over the past 3 years. Compare OCF to net
income (cash flow vs. accrual earnings) and assess the quality of
earnings. Are there any red flags (e.g., negative OCF despite reported
profits)?"

2. Free Cash Flow (FCF) & Sustainability "Calculate [Company Name]'s
free cash flow (Operating Cash Flow - CapEx) and evaluate its ability to
fund growth, pay dividends, or reduce debt. Is FCF growing, stable, or

declining? How does it compare to industry peers?"

3. Cash Flow from Investing (CFI) Breakdown "Break down [Company
Name]'s investing activities (CapEx, acquisitions, asset sales). Is the
company reinvesting heavily for growth, or is it divesting assets? How
does this align with its strategic goals?"

4. Financing Cash Flow (CFF) & Capital Strategy "Examine [Company
Name]'s financing activities (debt issuance, repayments, share
buybacks, dividends). Is the company relying on debt or equity to fund
operations? Are there signs of financial stress or shareholder-friendly
policies?"

5. Cash Flow vs. Liquidity Crisis Check "Assess [Company Name]'s overall
cash flow position: Can it cover short-term debts, upcoming maturities,

and dividend commitments? |dentify any liquidity risks or reliance on
external financing to stay solvent.”

These prompts help uncover cash generation efficiency, financial flexibility,

and long-term sustainability.




The Magic of Free Cash Flow
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Operating Cash Flow Capital Expenditures Free Cash Flow

This is like your “discretionary income” - money left after paying all bills and necessary expenses. Companies can use this for:

e Dividends (sharing profits with owners)
* Share buybacks (reducing shares outstanding)
e Acquisitions (buying other companies)

e Debt reduction (paying down loans)



Microsoft Cash Flow Highlights

$120,000,000,000.00 A

1R

$80,000,000,000.00

$40,000,000,000.00

$0.00

Operating Cash Flow Free Cash Flow

[l Before [P After

Operating Cash Flow: $77B - $119B (strong business
performance)

Free Cash Flow: $56B - $74B (plenty of discretionary
cash)

Capital Allocation: Smart mix of dividends, buybacks,

and reinvestment



Part 4: Advanced Al
Analysis Techniques

@ Initial Prompt

General analysis of all key metrics

“? Follow-up Question 1

"What were Microsoft's operating margins in 2022°?"

9, Follow-up Question 2

"Why is free cash flow important?”

£J Follow-up Question 3

"How does Microsoft compare to Apple financially?"

Refining Your Prompts

Start broad, then narrow down with follow-up questions.
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Comparative Analysis

What AI Can Do

Al can instantly compare companies by pulling web data - like having a financial

advisor who knows every public company's current status.
"Comparative Cash Flow Analysis: [Company A] vs. [Company B/Industry Benchmark]

*'"Conduct a side-by-side analysis of the cash flow statements for [Company A] and

[Company B] (or industry average) over the last 3 years. Focus on:

Operating Cash Flow Margin (OCF/Revenue) — Which company converts sales to cash

more efficiently?
CapEx Intensity (CapEx/Revenue) — How do their reinvestment strategies differ?

Free Cash Flow Yield (FCF/Market Cap) — Which generates more cash relative to

valuation?

Liquidity Cushion (Cash Reserves/Short-Term Debt) — Which is better positioned to

handle downturns?

Trends in Financing (Debt Issuance vs. Share Buybacks/Dividends) — How do their

capital allocation priorities compare?

Highlight competitive advantages, red flags, and which company is fundamentally

stronger."

Tech Titans:
A Financial Deep Dive

25907

Use Cases:

Investor due diligence

M&A target comparisons

Industry benchmarking

Variations:

Replace companies with sector
averages (e.g., "Compare Tesla's FCF
yield to the auto industry median").

Add timeframes (e.g., "Post-COVID
recovery: 2019 vs. 2023").



Tools and Platforms
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e Yahoo Finance: Free, comprehensive data aggregation

e Finviz: Visual financial data presentation

e Investing.com: Alternative data source
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Protessional Options

S&P Capital IQ
Gold standard ($100-200/month)

Bloomberg Terminal

Professional-grade (expensive)

Analogy: Free tools are like using Google Maps for directions, while
professional tools are like having a personal GPS system with real-time

traffic, weather, and route optimization.




Key Takeaways

1 Al as aForce Multiplier

Like having a financial analyst working 24/7 at your fingertips

2 Speed vs. Accuracy Trade-off

Al gives you 80% of professional analysis in 5% of the time

3 Question Everything

Use Al insights as a starting point, not the final answer

4 Combine Tools

Yahoo Finance for data + ChatGPT for analysis = powerful combination

5 Focus on Trends

Look for patterns over time, not just single-period snapshots



Practical Application Steps

Choose Your Company Gather Data
Start with large, stable companies 80\ Download all three financial statements
(easier to analyze) & from Yahoo Finance
Make Decisions o Upload and Analyze

Use insights to inform investment or Use structured prompts with

business decisions ChatGPT
Compare fe'e Dig Deeper
Analyze competitors using the same Q Ask follow-up questions about
process concerning or interesting trends

Remember: The Restaurant Analogy

Analyzing a company is like evaluating a restaurant:

e Income Statement = Monthly sales and profit reports
e Balance Sheet = Kitchen equipment, inventory, and debts

e Cash Flow = Daily cash register receipts and payments

Just as you wouldn't invest in a restaurant based on one busy Saturday night, don't make financial decisions based on one
quarter's results. Look for consistent patterns and sustainable trends.

"With Al-powered financial analysis, you're not replacing human judgment - you're amplifying it. The goal is to spend less time on
data processing and more time on strategic thinking."



