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Session three 

Statement of cash flows and further popular 
financial statement driven ratios.



Disclaimer

 The ASA is not licensed to give financial advice

 The content of these presentations are not designed to 
provide any specific investment advice to any person 
present

 The ASA does not accept any responsibility to inform 
you of any matter that subsequently comes to our 
notice that may affect any of the information discussed

 Anyone wishing to act on any matter discussed should 
seek independent advice from a licensed financial 
adviser



Learning outcomes for this session

 How to interpret a statement of cash flows when determining 
whether a company’s cash management policies are likely to 
lead to responsible capital expenditure and dividend 
strategies.

 How to assess the contents of a statement of cash flows in 
more depth than merely using normal data based ratio 
analysis.

 How to determine whether a company is paying sustainable 
dividends.

 How to determine a company’s debt management strategies.

 To refresh our previous discussions around the comparison 
between operating cash flows and profit.

 To examine a few popular ratios which are derived from the 
financial statements.



Statement of Cash Flows
 Important document for investors

 Records cash transactions only

No accruals

No provisions, depreciation or 
impairments

 Divided into:

Operating cash flows

 Investing cash flows

Financing cash flows





Wesfarmers 2017 Annual Report 









Financial Ratios

 Essential to choose relevant ratios when 
analysing a company

 Understand the purpose of chosen 
ratios

 Use as a “rule of thumb” only

 Understand impact of changes in 
components of calculation

 Trends are all important as distinct to 
one-off numbers



Popular Ratios – Financial 
Statements

 Earnings per share (NPAT/Issued Shares)

 Return on capital (NPAT+Interest/Debt+EQ)

 Return on assets (NPAT/Total assets per B/S)

 Return on equity (NPAT/equity)

 Debt/Equity (Int. bearing debt/equity)

 Interest cover (NPAT+Int(AT)/Int)

 Current ratio (Current assets/Curr. liabs)

 Operating margin (EBITDA/Revenue)







Popular Ratios – Market Driven
 Price/earnings ratio (P/E) MP/EPS

 Total shareholder return (TSR) DIVS+MP 
Inc/Dec.

 Price to book (PB) MP/Book value (Net assets)

 Dividend yield (DPS/MP)

 Earnings yield (EPS/MP) – Reverse of P/E

 Payout ratio (Dividend/NPAT)

 Price to earnings growth  PEG (PE/EPS growth)


