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How to Use the CFA
Program Curriculum

The CFA’ Program exams measure your mastery of the core knowledge, skills, and
abilities required to succeed as an investment professional. These core competencies
are the basis for the Candidate Body of Knowledge (CBOK™). The CBOK consists of
four components:

A broad outline that lists the major CFA Program topic areas (www
.cfainstitute.org/programs/cfa/curriculum/cbok/cbok)

Topic area weights that indicate the relative exam weightings of the top-level
topic areas (www.cfainstitute.org/en/programs/cfa/curriculum)

Learning outcome statements (LOS) that tell you the specific knowledge,
skills, and abilities you should gain from each curriculum topic area. You
will find these statements at the start of each learning module and lesson.
We encourage you to review the information about the LOS on our website
(www.cfainstitute.org/programs/cfa/curriculum/study-sessions), including
the descriptions of LOS “command words” on the candidate resources page
at www.cfainstitute.org/-/media/documents/support/programs/cfa-and
-cipm-los-command-words.ashx.

The CFA Program curriculum that candidates receive access to upon exam
registration.

Therefore, the key to your success on the CFA exams is studying and understanding
the CBOK. You can learn more about the CBOK on our website: www.cfainstitute
.org/programs/cfa/curriculum/cbok.

The curriculum, including the practice questions, is the basis for all exam ques-
tions. The curriculum is selected/developed specifically to provide candidates with
the knowledge, skills, and abilities reflected in the CBOK.

CFA INSTITUTE LEARNING ECOSYSTEM (LES)

Your exam registration fee includes access to the CFA Institute Learning Ecosystem
(LES). This digital learning platform provides access to all the curriculum content and
practice questions. The LES is organized as a series of learning modules consisting
of short online lessons and associated practice questions. This tool is your source
for all study materials, including practice questions and mock exams. The LES is the
primary method by which CFA Institute delivers your curriculum experience. Here,
you will find additional practice questions to test your knowledge, including some
interactive questions.

DESIGNING YOUR PERSONAL STUDY PROGRAM

An orderly, systematic approach to exam preparation is critical. You should dedi-
cate a consistent block of time every week to reading and studying. Review the LOS
both before and after you study curriculum content to ensure you can demonstrate

Xi
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the knowledge, skills, and abilities described by the LOS and the assigned learning
module. Use the LOS as a self-check to track your progress and highlight areas of
weakness for later review.

Successful candidates report an average of more than 300 hours preparing for each
exam. Your preparation time will vary based on your prior education and experience,
and you will likely spend more time on some topics than on others.

ERRATA

The curriculum development process is rigorous and involves multiple rounds of
reviews by content experts. Despite our efforts to produce a curriculum that is free of
errors, we must make corrections in some instances. Curriculum errata are periodically
updated and posted by exam level and test date on the Curriculum Errata webpage
(www.cfainstitute.org/en/programs/submit-errata). If you believe you have found an
error in the curriculum, you can submit your concerns through our curriculum errata
reporting process found at the bottom of the Curriculum Errata webpage.

OTHER FEEDBACK

Please send any comments or suggestions to info@cfainstitute.org, and we will review
your feedback thoughtfully.


www.cfainstitute.org/en/programs/submit-errata
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LEARNING MODULE

Introduction to Financial
Statement Analysis

by Elaine Henry, PhD, CFA, J. Hennie van Greuning, DCom, CFA, and
Thomas R Robinson, PhD, CFA, CAIA.

Elaine Henry, PhD, CFA, is at Stevens Institute of Technology (USA). J. Hennie van
Greuning, DCom, CFA, is at BIBD (Brunei). Thomas R. Robinson, PhD, CFA, CAIA,
Robinson Global Investment Management LLC, (USA).

LEARNING OUTCOMES

Mastery

The candidate should be able to:

[
[
[

describe the steps in the financial statement analysis framework
describe the roles of financial statement analysis

describe the importance of regulatory filings, financial statement
notes and supplementary information, management’s commentary,
and audit reports

describe implications for financial analysis of alternative financial
reporting systems and the importance of monitoring developments
in financial reporting standards

describe information sources that analysts use in financial statement
analysis besides annual and interim financial reports

The two major accounting
standard setters are as follows:
1) the International Accounting
Standards Board (IASB) who
establishes International
Financial Reporting Standards
(IFRS) and 2) the Financial
Accounting Standards Board
(FASB) who establishes US GAAP.
Throughout this learning module
both standards are referred to
and many, but not all, of these
two sets of accounting rules

are identified. Note: changes

in accounting standards as

well as new rulings and/or
pronouncements issued after
the publication of this learning
module may cause some of the
information to become dated.



Learning Module 1
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INTRODUCTION

Financial analysis is the process of interpreting and evaluating a company’s performance
and position in the context of its economic environment. Financial analysis is used
by analysts to make decisions and recommendations such as whether to invest in a
company’s debt or equity securities and at what price. A debt investor is concerned
about a company’s ability to pay interest and to repay the principal lent, while an
equity investor is interested in a company’s profitability and per-share value. Overall,
a central focus of financial analysis is evaluating the company’s ability to earn a return
on its capital that is at least equal to the cost of that capital, to profitably grow its
operations, and to generate enough cash to meet obligations and pursue opportunities.

Financial analysis starts with the information found in a company’s financial reports.
These financial reports include audited financial statements, additional disclosures
required by regulatory authorities, and any accompanying (unaudited) commentary by
management. Analysts supplement their analysis of a company’s financial statements
with industry and company research.

LEARNING MODULE OVERVIEW E

= Financial analysis for a company often includes obtaining
an understanding of the target company’s business model,
financial performance, financial position, and broader information
about the economic environment and the industry in which the com-
pany operates. When analytical tasks are not well defined, the analyst
may need to make decisions about the approach, the tools, the data
sources, the format for reporting the results, and the relative impor-
tance of different aspects of the analysis.

= Financial analysis will include evaluating financial results, and struc-
turing and scaling data to facilitate comparisons by calculating
percentages, changes, and ratios. Answers to analytical questions
often rely not just on numerical results but also on the analyst’s
interpretation of the numerical results to support a conclusion or
recommendation.

= The role of financial statement analysis is to form expectations about
a company’s future performance, financial position, and risk factors
for the purpose of making investment, credit, and other economic
decisions.

= Regulatory authorities require publicly traded companies to prepare
financial reports in accordance with specified accounting standards
and other securities laws and regulations. An example of such a reg-
ulatory authority is the Securities and Exchange Commission in the
United States.

= Other organizations exist without explicit regulatory authority and
develop reporting standards, facilitate cooperation, and advise govern-
ments. Examples include the International Organization of Securities
Commissions, the European Securities Committee, and the European
Securities and Market Authority.

= Sources of information for analysts and investors include standard-
ized forms that are filed with regulatory authorities, disclosures made
in notes, supplementary schedules, and management commentary
that accompany financial statements, and audit reports. In an audit
report, an independent auditor expresses an opinion on whether the
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information in the audited financial statements fairly presents the
financial position, performance, and cash flows of the company in
accordance with a specified set of accounting standards.

= Despite increasing convergence over time, differences still exist
between IFRS (International Financial Reporting Standards) and US
GAAP (Generally Accepted Accounting Principles) that affect financial
reporting. Analysts must be aware of areas where accounting stan-
dards have not converged.

= In addition to information required by regulatory authorities, issuers
also communicate through earnings calls, investor day events, press
releases, company websites, and company visits. Analysts may also
get information by speaking with management, investor relations, and
other company personnel.

= Third-party sources for additional information include industry white-
papers, analyst reports, economic information from governments,
general and industry-specific news outlets, and electronic data plat-
forms. Analysts also use surveys, conversations, and product evalua-
tions to generate their own information.

FINANCIAL STATEMENT ANALYSIS FRAMEWORK

] describe the steps in the financial statement analysis framework

Analysts work in a variety of positions within the investment management industry.
Some are equity analysts whose main objective is to evaluate potential investments
in a company’s equity securities as a basis for deciding whether a prospective invest-
ment is attractive and what an appropriate purchase price might be. Others are credit
analysts who evaluate the creditworthiness of a company to decide whether (and
on what terms) a debt investment should be made or what credit rating should be
assigned. Analysts may also be involved in a variety of other tasks, such as evaluating
the performance of a subsidiary company, evaluating a private equity investment, or
finding stocks that are overvalued for purposes of taking a short position.

Exhibit 1 presents a generic framework for financial statement analysis used in
these various roles.
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Introduction to Financial Statement Analysis

Exhibit 1: Financial Statement Analysis Framework

Phase

Sources of Information

Output

Articulate the purpose
and context of the
analysis.

Collect data.

Process data.

Analyze/interpret the
data.

Develop and commu-
nicate conclusions and
recommendations (e.g.,

with an analysis report).

Follow-up.

= The nature of the analyst’s function, such as
evaluating an equity or debt investment or
issuing a credit rating.

= Communication with client or supervisor on
specific needs and concerns.

Institutional guidelines related to developing
specific work product.

Financial statements, other financial data,
questionnaires, and industry/economic data.

» Discussions with issuer investor relations,
management, suppliers, customers, competi—
tors, and company or industry experts.

= Company site visits (e.g., to production facili-
ties or retail stores).

Data from the previous phase.

Input data as well as processed data.

= Analytical results and previous reports.

= Institutional guidelines for published reports.

Information gathered by periodically repeating
the previous steps as necessary to determine
whether changes to holdings or recommenda-
tions are necessary.

= Statement of the purpose or objective of
analysis.

= A list (written or unwritten) of specific ques-
tions to be answered by the analysis.

Nature and content of report to be provided.

Timetable and budgeted resources for
completion.

Financial statements and other quantitative
data in a usable form, such as a spreadsheet.

Completed questionnaires, if applicable.

Adjusted financial statements.

= Common-size statements.

Ratios and graphs.

Analytical results.

Forecasts.

Valuations.

Analytical report answering questions posed
in Phase 1.

= Recommendation regarding the purpose of
the analysis, such as whether to make an
investment or extend credit.

= Comparison of actual to expected results

Revised forecasts

Updated reports and recommendations.

The following sections discuss the individual phases of financial statement analysis.

Articulate the Purpose and Context of the Analysis

Before undertaking any analysis, it is essential to understand the purpose of the analysis.
An understanding of the purpose is particularly important in financial statement anal-
ysis because of the numerous available techniques and the substantial amount of data.

Some analytical tasks are well defined, in which case articulating the purpose of
the analysis requires little decision making by the analyst. For example, a periodic
credit review of an investment-grade debt portfolio or an equity analyst’s quarterly
report on a particular company may be guided by institutional norms such that the
purpose of the analysis is given. Furthermore, the format, procedures, or sources of
information may also be given.

For other analytical tasks, articulating the purpose of the analysis requires the
analyst to make decisions about the approach, the tools, the data sources, the format
in which to report the results of the analysis, and the relative importance of different
aspects of the analysis.
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When facing a substantial amount of data, a less experienced analyst may be
tempted to start calculating ratios without considering what is relevant for the decision
at hand. It is generally advisable to resist this temptation and thus avoid unnecessary
or pointless efforts. Consider the questions: If you could have all the calculations and
ratios completed instantly, what question would you be able to answer? What decision
would your answer support?

The analyst should also define the context at this stage. Who is the intended
audience? What is the deliverable—for example, a final report explaining conclusions
and recommendations? What is the time frame (i.e., when is the report due)? What
resources and resource constraints are relevant to completion of the analysis? Again,
the context may be predefined (i.e., standard and guided by institutional norms).

Having clarified the purpose and context of the financial statement analysis, the
analyst should next compile the specific questions to be answered by the analysis. For
example, if the purpose of the financial statement analysis (or, more likely, a stage of a
larger analysis) is to compare the historical performance of three companies operating
in a particular industry, specific questions would include the following: What has been
the relative growth rate of the companies, and what has been their relative profitability?

Collect Data

Next, the analyst obtains information required to answer the specific questions. A
key part of this step is obtaining an understanding of the target company’s business
model, financial performance, and financial position (including trends over time and
relative to peer companies). Financial statement data alone may be adequate in some
cases. For example, to screen a large number of companies to find those with a min-
imum level of historical profitability or sales growth, financial statement data alone
would be adequate. But to address more in-depth questions, such as why and how
one company performed better or worse than its competitors, additional information
would be required.

Furthermore, information on the economy and industry is necessary to understand
the environment in which the company operates. Analysts often take a top-down
approach whereby they (1) gain an understanding of an issuer’s macroeconomic
environment, such as prospects for growth in the economy and inflation; (2) analyze
the prospects of the industry in which the company operates, based on the expected
macroeconomic environment; and (3) determine the prospects for the company given
the expected industry and macroeconomic environments. For example, an analyst
may need to forecast future growth in earnings for a company. Past company data
provide the platform for statistical forecasting; however, an understanding of economic
and industry conditions and an outlook for them can improve the analyst’s ability to
make forecasts.

Process Data

After obtaining the requisite financial and other information, the analyst processes
these data using appropriate analytical tools. For example, processing the data may
involve computing ratios or growth rates; preparing common-size financial state-
ments; creating charts; performing statistical analyses, such as regressions or Monte
Carlo simulations; making forecasts; performing valuations; performing sensitivity
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analyses; or using any other analytical tools or combination of tools that are available
and appropriate for the task. A comprehensive financial analysis at this stage may
include the following:

= Reading and evaluating financial results for each company being analyzed.
This includes understanding any factors that may affect comparability
between companies, such as differences in business models, operating deci-
sions (e.g., leasing versus purchasing fixed assets), accounting policies (e.g.,
when to report revenue on the income statement), and tax jurisdictions.

= Making any needed adjustments to the financial statements or using alterna-
tive measures to facilitate comparison. Note that commonly used databases
do not always make such analyst adjustments.

= Preparing or collecting common-size financial statement data (which scale
data to directly reflect percentages [e.g., of sales] or changes [e.g., from the
prior year]) and financial ratios (which are measures of various aspects of
corporate performance based on financial statement elements. Analysts can
use these to evaluate a company’s relative profitability, liquidity, leverage,
efficiency, and valuation in relation to past results or peers.

Analyze/Interpret the Data

Once the data have been processed, the next step—critical to any analysis—is to inter-
pret the output. The answer to a specific question is seldom the numerical answer alone.
Rather, the answer relies on the analyst’s interpretation of the output, and the use of
this interpreted output to support a conclusion or recommendation. The answers to
the specific analytical questions may themselves achieve the underlying purpose of
the analysis, but usually, a conclusion or recommendation is required. For example,
an equity analysis may involve forecasts of earnings, free cash flow, and a range of
fair value estimates that would be used to issue a buy, hold, or sell recommendation.
A credit analyst may also create forecasts of free cash flow, interest coverage, and
leverage in support of an investment decision.

Develop and Communicate Conclusions and
Recommendations
Communicating the conclusion or recommendation in an appropriate format is the
next step. The appropriate format will vary by analytical task, by institution, or by
audience. For example, an equity analyst’s report for external distribution would
typically include the following components:

= summary and investment conclusion;

= industry overview and competitive analysis;

= financial statement model, potentially with several scenarios;

» valuation; and

= investment risks.

The contents of reports may also be specified by regulatory agencies or profes-
sional standards. For example, the CFA Institute Standards of Practice Handbook

(Handbook) dictates standards that must be followed in communicating recommen-
dations. According to the Handbook:

Standard V(B) states that members and candidates should communicate
in a recommendation the factors that were instrumental in making the
investment recommendation. A critical part of this requirement is to
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