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A Little Light Reading

Understanding
An Annual Report

Langconridered drudgeryto read, annualrepores do contain
rome impartant information §f you know what 0 ek for.

Here's @ look inride them.
ers are slick productices with full-calor photographs
highlighting different secticas of the compasy. If
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hey cone to our
30058 COMpaKIes nomw pﬂmdn the opton for )w
10 download a copy from their website Somse are
printed oo thin, almost tissue-like paper while cch-

Each

year. The audised anncal report provides & coavenient way 10
do this. If you own shares i 3 company, you thould receive 3
copy I= the mmall oe be given an optice o read it caline.

AUDITED V5. UNAUDITED ANNUAL REFORTS

Pablicly waded companies are reguised by law 0 G1ue iz an-
nwwuumeeqhudum-uhm
of the US 5 e C (SEC), the
mdwma.um»m»w
Usually, the aadit is completed about three 0 six mosths after
acompany closes out &3 facal year. A popalar Sme 2 close
out the year is simply at the end of e calendar year, which
is why you see many annual reports released in lase ipring.
However, there are companies that close out thelr Sxancial

your maney
uddummndaud)wmwm-nu.
your money will continge 0 grow by leaps and dounds.
Understanding what's in the annual repoet provides you with
knowledge as to bow your money is daing s the company
or nustual fund. How you read an anssal repoet depends oo
JOUr purpase. As an investor, your purpose may be 1o assess
the company's profitability, growth, and risks, which may
affect your dacisics If you should continue to knvest in thas

company
Falunum.muumw‘mummuueqny
provides you with a review of its workings—both the geod

at other timas throughout the year, noe snlike the
US federal government, which closes i3 fSacal year a2 the
ead of Ocscber
When you teceive your anscal repoet, make sure £'s the
audited versice of the anasal report. An acdised anzzal report
means that an outisde saditor confirming the (ndormanion bas
muuwmaumnmd
orthe frm’y
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To confiem you have the audised versice of the sazmal

report, Jook for the sectice uded “Report of independest
publx g dem " Some coep pot o

an semi-azesal wesudied report I
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and the bad. At a minimum, Yoo should review asy comp
umdﬁnd:mnudwmu‘w)wmluoam
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the annual repoet does Ro! CoRZAR the JCHOR JII mentoned,
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AT THE CLOSE

throw it away and svoid imvesting in the compasy, Snancial
mstitution, of imvesiment frm. That docnment will bencthing
mare than 2 glorifed slas tool n am stresnge oo loes brees-
tors. In them, the nombers 2re always positive and are often.
what the company wirkers it will have for the rest of the year
It's anly the sudited results that assizre you that there are oo
mistakes or prisstassments in the Snancial respie

In addirion, make siore it's & reputable accouming fiem do-
ing the auditing. When voa get your aammal nepoet, maks smme
acconnting firm” is sigmed by one of the so-called “bag fos™
acoounting firms—Pricewateshowss Coopers; KFMIG; Erec
& Young; or Deloitte & Towche Seeing thar ane of these
companies &5 the aoditor cam belp reasqene the neader char
proper accounting practices weps nsad in the peeparation of
mmmMmmnm@wm
Md::d:ﬁcmw of accousting rales. This is
Eacastary o prevent Enron-type investmen: debhosles,

TYFICAL COMPONENTS

These are many diffeees: parts of az annual report that can
provide insight imso the comparey. T'li dageribe 3 fewr of these
sactians.

L etter from chaorman of the board
Usizally om the Srst page, the chairmon of the board or chisd
exscutive officer welcomes vou to that year's repon:. The pext
few paragraphs provide an overview of the past year Mardet
ard mdustry conditions are ased o explaie the positive or
Eagative company's stock accivicy. These condirions explain
bow corporate goals wees achisved or win they wene missed
Alwayshighlighsed is what the company accomplished or whar
eaw products were mirodasced, making sure to acosnt what
actions ware taken when the axpectsd geals wees pot met
Expact a pasitive spie on the compamy's carness st

In the case of investment companies, each fumd manager
will summanize the past year's snocesses or failnees. The fand
manapers will explain how they plan to pasiton the mumal
fumd in the bect possibie place b marimize peofic in the com-
ing vears. A carefol reading of this lemer can show msighes
o the company™s or mmhza] fond™s owloak.

At this poize, thees are too paths frvesors often taks.

Some will look at the rgler & morketing section o s
whar the company sells, as well as how, where, aed when
Depending or the type of company, somefimes feanred
emplayess will offer msighes imo their job. Related to this is
tha nt Sfrewrrion & Fysir saction, whick covers
'u.h.'l.l:pn:dncu or divitions bave besn cucceccfnl and being
the most maney. Here is whers 2 lot of companses place their
spin in arder to put the previces yeari= 2 positive light This
sactian mighs alss disowss spnificant Snaneial cresnds ovmrtie
past two years and where they think tresds are moving. Oee
of your decisions is fo deterovine how accurate those discns-
sians are. You'll see charts and graphs showing a curment and
projected Enameiz] figeres sumenan, often for the mecr Sve

It's only the audited
results that assure you
that there are no mistakes
or misstatements in the
financial results.

to 1 yegrs. Theme's good infbreorion here, bos reod & wish
adash of skepricise

Fimancial ctafements
Ochers head disacehy w che Soneticl ricsomernss carsion e
5 where the acmal mombers are brokes doen. Al pohise
compamies in the Unsed Sropes 2o Conads meoss inclingis the
follosring in their apemc] penores
= A five-yeor comparicon of Ssdeceed Sroncicl dasa
= A coesolidared bafaecs shesr gn meoee sgeeme—r g
cash flow matemen:
= A stagemews of changes in soncichalders” aominr for the
ST [W0 el

Usnally broies doem by divicion gre the las ged peofer
Lo margine (from the income sosmmens), Theos Sgmneg choe
whetker or nat the company makes more than & spesdc boe-
tom Bire, 3 company whout 2 profic may ot be = bosgieecs
vary long, The balomece ghase chorrs aypancas wribich b g soois
sEapshoe in time of the company’s Seancicl beglth Thecs
ﬁgmmd:dekﬂ:pcn&mg,maﬂdﬂxk-dsm
tieme. Be gere o noe the compaosition of i ozmess asosts
(fcen the balamce cheeg)

Thefinad aneg i the aemal cach Soorveroes senoemed incoee
(fromn the carh fiw and fucewme saeemenss) These mepors
show how the money Sows in and oot of the compary Mega-
thve cash Soo megns the company & loging somey

In the cacs of =emmmad fonds, che fSegecial copeseery choe
whar compamies males op the fond . Also shown is bow many
shares the fond has im eack compesy, which in torn shows
the amoure of money thae is Broeced in eack compaey Bae
thix alco is jocr 3 apsher in e gadl thoge imvecomesss con

Plewse movte Seaca poblichiag the Jsamal soaner, chosass
ha infrmarion coenzingd in the SOCTmgAT 308 10 B ETpEmed
depending on marhar condithoes

Ezad gloo the foomotes to the Snancizl coseeseees o Sorpee
policies 2 well a5 provide more degiled miematon i sach
ar=as as @mxes, pemsion plans, busizess prgmmess ged g
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and pending lawsuizs, These are all critical factors o consider
when investing in a compary,

Associated with the financials is the CPA 2 penion leter. This
Setter s written by the CPA firms who conducted the audit as
an opinian on the company’s Ananclals

Gy 17, READ 1T
To gt a kard copy of an annmual report YOS AR YIS 3 Come
peny’s website and contact 3 invesioe relatices (TR0 prosp.
Usually, you'll have 10 leave 3 mestage with yoor same a=d
address; the company will thes mall &£ 50 yoo free of charge
To get a copy immediately, most compasies allow yo3
downdoad a copy of the current year's anzoal report derectly
from 23 webuce

14 2 deels like woek reading and understanding the snzual
report issued by either a publicly waded company, 3 Ssancial
Institynon, of an nvestment company, Yoo are right. Rowever,
a3 & prudent investor, you need 1 4o your homework and
know what iz goeng on wizh your invessmensy, and s repert
provides just that informanon.

Feser Smaiens iz @ writer phots prapher digisal artist whe

recenzly retived fromthe working worid a: g pra grawmer sxd
technioal writer. Hir wedrie i www pbrtudior com.
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