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About this guide 

 
    This guide was created to make finance easier to 
understand for SFC’s members. We did our best to make all 
the relevant topics and common student inquiries as clear 
as possible: What is finance? What is the industry like? Who 
are the big players? What are the products that institutions 
sell or invest in? 
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1. Different Financial products 
 

    In this section, we will try to go through the most used 

financial products. It is important to know them before 

coming to presentations from outsiders, cases, workshop or 

any event that SFC will organize. 
 

1.1  Stocks 
 

    Also called shares, they are a fraction of the value of a firm.  

    For public companies, the price of a share is publicly 

traded on a secondary market (Euronext, London Stock 

Exchange, New York Stock Exchange, …).  

    For private companies, it is difficult to know the exact 

value of the firm at each moment. The simplest rule is to 

divide the shareholder’s equity by the number of shares to 

get the book value of a firm. Stocks have two key 

components, their economic component, the right to get a 

share of the profit of the firm, and their political component, 

the voting rights associated with the stock.  

    Two types of stocks exist, the common stock and the 

preferred stock. The latest has the privilege to get a fixed 

dividend in perpetuity but has no voting rights. It has a par 

value, it is affected by changes in interest rates and in a 

liquidation situation, it has a higher claim than common 

stocks.  
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    For the common stock, it may have a dividend yield.  It 

often has voting rights. It is the board of director who choose 

the amount of the dividend and the price of it is depending 

on the rule of supply and demand. 

    Stocks are used by companies to raise cash on primary 

markets. They issue shares and receive the money to grow 

their company. Such mechanism is called an IPO, an Initial 

Public Offering. On the long run, stocks’ returns are higher 

than any other asset class. 
 

 

1.2 Bonds 
 

    They are issued by companies or states. It represents a 

fixed amount that this entity must pay at a specific date 

defined on the contract, this amount is called the principal. 

Often, such bonds have an interest rate attached to it and 

the bond holder receives the interest rate payment at each 

period defined in the contract. Bonds like stocks are also 

issued on the primary market with the help of investment 

banks and they get traded on a secondary market. For bonds 

issued by states, they can be directly bought by individuals 

on the primary market. 
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1.3 Stocks vs Bonds 
 

Criteria\Name Stock Bond 

Date limit No On contract 

Dividends/Interests Common: Depends 

on the board of 

directors 

Preferred: Always 

Often, depending on the contract terms. 

Issuer Corporations Corporations and States 

Voting rights  Yes, depending on 

the type of stock. 

No 

Risk High depending on 

the type of firm 

Low depending on the type of firm or very 

low if it is a state 

 

 
1.4 ETFs – Exchanged Traded Funds 

 

    A product that tracks a group of underlying assets. A great 
example of that is an ETF on an index like the Eurostoxx50 or 
the S&P500. The purpose of this product is to provide 
investors the same return as the whole market or group of 
underlying assets.  
    Why big indexes? Because most of the active management 
firms earn their money by earning above average return for 
their investors. This product exists because most of the 
active management firms tend to underperform their 
benchmark index and still charges enormous amounts of 
management fees.  
    This passive way of investing is known for having much 
lower costs for investors and deliver good results over the 
long run. The firm behind these products are asset managers 
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who buy shares by weighting their percentage in the 
portfolio according to the weight of the market cap of the 
firm in the index. John C. Bogle is behind the creation of this 
product and explains how he got his idea back in the 70’s in 
his book :  
 
 
     “The clash of cultures: Investment vs Speculation”. 

 
1.5 Mutual Funds  

 

    A mutual fund is a fund in which small investors gathered 
money to access funds that have a high entry investment 
required. This type of funds can be bought through brokers. 
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1.6 Derivatives 
 

    These are product who only exists with their underlying 

asset and who have a price who is a function of the 

underlying assets. The most common ones are swaps and 

options. Often used by asset managers or by hedge funds to 

take more risks, deliver higher returns or hedge themselves 

against a potential risk. 
 

    Swaps: this product allows you to exchange flows between two 
assets. Here is a basic example of it: My bond has a fixed interest 
rate and I would like a floating interest rate for a period. Someone 
else has a bond with a floating interest rate and would like to get 
a fixed rate. A contract can be made between these investors to 
allow the swap of the income flow. 
 
 

Options: Two types. 
    The long and the short. 
It allows you to buy an 
underlying asset at a 
certain price in the future. 
This type of contract can 
often be found in the 
salary package of CEOs of 
public companies where 
they receive calls on the 
stock of the managed 
firm.   
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2. All asset classes 
 
    In a nutshell, here are all types of asset classes. You can 
see a summary of them on the picture of this page. 
 

1. Currencies (also called cash). They are one of the most liquid 
asset class since holding them allow you to buy other asset 
classes depending on the currency in which they are traded. 

2. Equity, often these are stocks publicly traded because of 
their high liquidity. 

3. Fixed Income 
4. Real estate 
5. Commodities 
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3. Skills to thrive in the industry  
 

Finance is one of the most competitive industry and thus it 
is essential to know some of the most important skills this 
industry requires: 
 

- Analytical thinking:  To develop complex financial models, 
perform various financial analysis including valuations, 
handle comprehensive and in-depth company and industry 
research. You must love mathematics and numbers. 
 

- Communication abilities: To prepare presentation and other 
materials for clients, communicate and interact with deal 
team members, build relationships with clients and network 
with peers. This soft skill should not be underestimated since 
it makes most of your success in the industry. 
 

- Resilience and adaptability: To be able to strive in a high-
pressure environment, with long hours, tight deadlines. The 
economic environment constantly changes and anyone 
considering a career in the industry should be able to adapt 
quickly. 
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4. The stakeholders in the industry 
 
Our way of splitting the industry is an arbitrary choice and is 
not the unique way of splitting the industry. This way makes 
it easier to understand who the players are and what are 
their goals.  
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Industry

Buy Side

Asset 
Management
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Equity
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Trading
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4.1 Asset Management 
 

1. They invest money on behalf of their client:  

- each asset manager has his own restrictions based on the 
needs of the client. Their goal is to achieve returns for their 
clients. 

2. They generate revenues based on two main sources: 

- on fees that are charged as a percentage of the total value 
of assets under management (AuM). They are often around 
1 to 2%.   
- the percentage on the return that they provide to their 
investors 
 

3. In Asset Management:  
- the division is often made between the AuM of each firm 
and their investment style. And the structure of each firm is 
often divided into the investment branch and the operation 
branch. 
- the investment branch takes care of the portfolio 
management and decide which investment is going to be 
made. 
- the operation side takes care of the compliance with 
regulations, the account administrative data, the trade 
settlement, … 
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4.2 Hedge Funds 
 

- They are like Asset Management firms because their 
purpose is to create returns, collect fees on the return 
created and expand the amount of assets under 
management to receive more management fees.  

- they are also known as Alternative Asset Managers and 
they differ from conventional asset managers in the 
regulation they face. The regulation around them is lower 
and they often take more risks than conventional asset 
managers. 

- alternative asset managers can also trade financial 
derivatives to craft their investment strategies like long and 
short positions on stocks, bonds and types of assets. 

- in terms of number of employees, they differ from Asset 
Managers in the sense that they are much smaller in size for 
both their operations force and investment team. 

- a career in alternative asset management is generally 
regarded as being highly lucrative due the higher return they 
try to provide by taking more risks and due to a fewer 
number of people to distribute profits to. 

- hedge funds are most often set up as private investment 
partnerships that are open to a limited number of investors 
and require a very large initial minimum investment. 
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Investments in hedge funds are illiquid as they often require 
investors to keep their money 
in the fund for a certain period, often one year. 
 
 

 
 
  
 
 

 
 

- Private Equity firms differ from Hedge Funds in the sense 
that they operate by buying only non-publicly traded 
securities. 

- they make large investments in companies, often gaining 
an ownership stake and they try to improve the operations, 
change the management team or make the company grow 
before selling it for a return. Their investment horizon is 
often near 5 years. They may buy some public company to 
make them privately owned and less likely to focus on short 
term numbers that analysts are expecting. By doing so, they 
generate higher long-term value and benefit from such 
process to make great returns. 

-  generally, private equity firms take on a large debt position 
to finance their purchases, increasing the return on their 
investment; this strategy is called a leveraged buyout (LBO). 
It is a highly profitable strategy as long as the interest rates 
levels stay low but is still considered by many as a high risk, 
high return strategy. 
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- because of the huge borrowing they make, Private equity 
firms generally look for companies that generate stable 
levels of free cash flow, own a strong base of tangible assets, 
require low capital expenditure, and present opportunities 
to improve efficiencies within the already existing company. 

 
 
 
 
 

 

 

4.3 Investment Banking 
 

-  Investment banking is a division within the capital markets 
division of a bank. Some banks deal only exclusively with 
capital markets and some are diversified and have for 
example, retail banking activities. 

- In this division of a bank, you will find investment bankers 
who advise corporate clients, mainly big firms who are 
seeking an expertise to raise debt (DCM), equity (ECM), 
merge or acquire a company (M&A), restructure their 
activities (Rx) and advise private equity firms or help them 
get loans (LevFin). Most of the time, multiple firms work on 
the same deal to avoid having one bank bearing all the risk 
of a transaction. 
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- the hierarchy is almost the same in each firm. From most 
junior to most senior: Summer Analyst, Analyst, Associate, 
Vice President, Managing Director. 

- what differ from bank to bank is the division of their team 
into geographical focused or industry focused teams: 
 
 
 

 
 

- in this advisory world, some smaller players can exist 
because of the know-how they have on a particular region 
or industry and the network that their founders or partners 
have. These are called elite boutiques: 
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4.4 Equity Research 

-  The equity research desk generates updates and reports on 
companies they cover. The main incentive for the equity 
research team to cover a stock is to generate trade revenues 
from clients trading the stock, but also to develop a stronger 
relationship with the companies they cover. This 
relationship helps generate investment banking business so 
the company will look to the respective bank when in need 
of investment banking activities. 

- equity research analysts are often in communication with 
the sales & trading teams to communicate information to 
potential investors. The equity research analysts are also 
frequently in communication with the management teams 
of the companies they cover in order to receive the most up-
to-date information. 
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4.5 Sales 

- The sales team works very closely with the traders (mainly 
the agency traders) which justifies why they are both located 
on the trading floor. 

- a salesperson’s primary focus is to satisfy the client. The 
role ranges from providing investment advice while also 
scheduling meetings for clients when management teams 
come to the bank for road shows. 
- relationships are built based on the sales rep’s success in 
having the client’s trades executed as well as providing 
returns in these positions. 

- it is important to understand that the sales team deals with 
the large institutional clients on the buy-side. These buy side 
firms will have their own respective salespeople and traders 
but to a much smaller scale. 
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4.6 Trading 
4.6.1 Traders in a bank 

- Agency traders execute trades on behalf of the bank’s 
clients. They work in conjunction with the sales 
team and take orders from clients to execute the trade on 
their behalf. Agency traders generate 
revenue from trade commissions on the trades they execute. 

- liability traders are similar to agency traders in that their 
primary role is to make trades happen by keeping markets 
liquid. However, liability traders have their own book and 
manage the trade-off between making a client happy (by 
executing the trade at the price the client wants) and the 
losses they might incur by having the position on their own 
accounts. 

-  proprietary traders are very independent. They are similar 
to portfolio managers in that their main focus is to generate 
returns. ‘Prop’ traders are not very concerned with 
executing trades on behalf of the bank’s clients, instead they 
are measured based on the performance of the positions on 
their book. 
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5. The most important industries to know 
In this chapter, you will find a list of key1industries in Europe 
according to the European Commission. By clicking on them, 
you should be redirected on their website and find more 
facts related to these industries. 
 

- Aeronautics industries 
- Automotive industry 
- Biotechnology 
- Chemicals 
- Construction 
- Cosmetics 
- Defence industries 
- Electrical and electronic engineering industries 
- Firearms 
- Food and drink industry 
- Gambling 
- Healthcare industries 
- Maritime industries 
- Mechanical engineering 
- Postal services 
- Pressure equipment and gas appliances 
- Raw materials, metals, minerals and forest-based industries 
- Social economy 
- Space 
- Textiles, Fashion and creative industries 
- Tourism 
- Toys 

 
1 Source : https://ec.europa.eu/growth/sectors_en 
 

https://ec.europa.eu/growth/sectors/aeronautics_en
https://ec.europa.eu/growth/sectors/automotive_en
https://ec.europa.eu/growth/sectors/biotechnology_en
https://ec.europa.eu/growth/sectors/chemicals_en
https://ec.europa.eu/growth/sectors/construction_en
https://ec.europa.eu/growth/sectors/cosmetics_en
https://ec.europa.eu/growth/sectors/defence_en
https://ec.europa.eu/growth/sectors/electrical-engineering_en
https://ec.europa.eu/growth/sectors/firearms_en
https://ec.europa.eu/growth/sectors/food_en
https://ec.europa.eu/growth/sectors/gambling_en
https://ec.europa.eu/growth/sectors/healthcare_en
https://ec.europa.eu/growth/sectors/maritime_en
https://ec.europa.eu/growth/sectors/mechanical-engineering_en
https://ec.europa.eu/growth/sectors/postal-services_en
https://ec.europa.eu/growth/sectors/pressure-gas_en
https://ec.europa.eu/growth/sectors/raw-materials_en
https://ec.europa.eu/growth/sectors/social-economy_en
https://ec.europa.eu/growth/sectors/space_en
https://ec.europa.eu/growth/sectors/fashion_en
https://ec.europa.eu/growth/sectors/tourism_en
https://ec.europa.eu/growth/sectors/toys_en
https://ec.europa.eu/growth/sectors_en
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    We also want to give more details related to how banks 
split their teams. Most banks have within each geographical 
area either a split of their team by products (ECM, DCM, 
LevFin, M&A, Rx) or by industry: 
 
- Consumer and Retail (C&R): Sub-sectors include apparel, 

drug stores, education, e-commerce, consumer packaged 
foods, beverages, home and personal care products, 
restaurants, specialty and hardline retailers, departments 
and supermarkets. 

 
- Diversified industrials (DI): Areas under coverage include 

aerospace & defense, automotive, building and 
construction, capital goods, transportation, paper, forest 
products and packaging. 

 
- Natural Resources (NR): Clients covered in energy, power, 

infrastructure, chemicals, metals and mining, and 
alternative energy fields. 

 
- Financial Institutions Group (FIG): Provides financing and 

advisory services to institutions around the world, 
including banks, insurance companies, asset management 
firms, financial technology companies and specialty 
finance institutions.  
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-Financial Sponsors: This group works with major private 
equity firms, pitches ideas to them, and works with their 
portfolio companies 
 
-Healthcare (HC): Areas under coverage include 
biotechnology, healthcare services, healthcare 
information technology, life sciences, diagnostics, medical 
technology and pharmaceuticals. 
 
-Gaming, Lodging & Leisure (GLL): Works with companies in 
real estate investment trusts (REITs), hotel and gaming, and 
other retailers across a broad stream of sectors including 
retail properties, hotels and golf courses, shopping centres, 
office buildings, casinos and gaming technology 
 
-Technology, Media and Telecom (TMT): Sectors covered 
include electronics, software, internet, media, wireless and 
wireline, cable and other companies. 
 
 
 
However, you should verify on the website of the firm how 
they divide their teams because this split may be different 
between banks. 
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6. Accounting Basics 
6.1. Three statements – Definition and examples  

 

First, an example of a standard Income Statement, Balance 
Sheet and a Cash Flow Statement. 
These three statements are the most important one for any 
company. 
 

2 

 

3 
 

 
2 Source: merger-strategy.com 
 
3 Source: merger-strategy.com 



 
 

23 
  

 

4 
 

 

Cash-Flow statement example:5 
 

 
 
 
 

 
4 Source: merger-strategy.com 
5 Source: merger-strategy.com 
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6 
 
 
 
 
 
 
 
 
 

 
6 Source: merger-strategy.com 
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Key financial ratios and formulas - Solvay Finance Club 

 
Activity 
ratios:  

  

Inventory 
Turnover 

=  
𝐶𝑜𝑠𝑡 𝑜𝑓 𝑔𝑜𝑜𝑑𝑠 𝑠𝑜𝑙𝑑

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦
 

Receivable 
Turnover 

=  
𝑅𝑒𝑣𝑒𝑛𝑢𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑟𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠
 

Payables 
Turnover 

=  
𝑃𝑢𝑟𝑐ℎ𝑎𝑠𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑟𝑎𝑑𝑒 𝑝𝑎𝑦𝑎𝑏𝑙𝑒𝑠
 

Working 
Capital 
Turnover 

=  
𝑅𝑒𝑣𝑒𝑛𝑢𝑒

𝐴𝑣𝑒𝑟𝑔𝑒 𝑊𝑜𝑟𝑘𝑖𝑛𝑔 𝐶𝑎𝑝𝑖𝑡𝑎𝑙
 

Fixed Asset 
Turnover 

=
𝑅𝑒𝑣𝑒𝑛𝑢𝑒 

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐹𝑖𝑥𝑒𝑑 𝐴𝑠𝑠𝑒𝑡𝑠
 

Liquidity 
ratios: 

  

Current ratio 
=  

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

Quick ratio 
=

𝐶𝑎𝑠ℎ +  𝑆ℎ𝑜𝑟𝑡 𝑇𝑒𝑟𝑚 𝑚𝑎𝑟𝑘𝑒𝑡𝑎𝑏𝑙𝑒 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑠 +  𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

Cash ratio 
=

𝐶𝑎𝑠ℎ +  𝑆ℎ𝑜𝑟𝑡 𝑇𝑒𝑟𝑚 𝑚𝑎𝑟𝑘𝑒𝑡𝑎𝑏𝑙𝑒 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

Solvency 
ratios:  

  

Debt-to-
assets ratio 

=  
𝑇𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
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Debt-to-
capital ratio 

=  
𝑇𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡

𝑇𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡 +  𝑆ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟𝑠′ 𝑒𝑞𝑢𝑖𝑡𝑦
 

Debt-to-
equity ratio 

=
𝑇𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡

𝑆ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟𝑠′ 𝑒𝑞𝑢𝑖𝑡𝑦
 

Financial 
leverage ratio 

=
𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑒𝑞𝑢𝑖𝑡𝑦
 

Profitability 
ratios: 

  

Gross profit 
margin 

=
𝐺𝑟𝑜𝑠𝑠 𝑝𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛

𝑅𝑒𝑣𝑒𝑛𝑢𝑒
 

Net profit 
margin 

=
𝑁𝑒𝑡 𝑝𝑟𝑜𝑓𝑖𝑡

𝑅𝑒𝑣𝑒𝑛𝑢𝑒
 

Return on 
Assets - ROA 

=
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝐴𝑠𝑠𝑒𝑡𝑠
 

Return on 
total capital 

=
𝐸𝐵𝐼𝑇 (𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝑏𝑒𝑓𝑜𝑟𝑒 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑎𝑛𝑑 𝑡𝑎𝑥𝑒𝑠)

𝑆ℎ𝑜𝑟𝑡 − 𝑡𝑒𝑟𝑚 𝐷𝑒𝑏𝑡 +  𝐿𝑜𝑛𝑔 𝑇𝑒𝑟𝑚 𝐷𝑒𝑏𝑡 +  𝑆ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟𝑠′ 𝑒𝑞𝑢𝑖𝑡𝑦
 

Return on 
Equity - ROE 

=
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑇𝑜𝑡𝑎𝑙 𝐸𝑞𝑢𝑖𝑡𝑦
 


