
Financial Analysis Techniques

1. Ratio Analysis:

Compares different financial metrics to evaluate a company's performance.

Common ratios include liquidity ratios, profitability ratios, and efficiency ratios.

Helps in assessing a company's financial health and making comparisons with

industry benchmarks.

2. Trend Analysis:

Examines financial data over a period to identify patterns and trends.

Helps in understanding how key financial metrics have evolved over time.

Useful for forecasting future performance based on historical data trends.

3. Vertical Analysis:

Involves comparing different components of financial statements to total revenue or

assets.

Helps in understanding the proportion of each item in relation to the whole.

Useful for assessing the relative importance of different elements in financial

statements.

4. Horizontal Analysis:

Compares financial data across different periods to identify changes and trends.

Helps in understanding how specific items have changed over time.

Useful for identifying areas of growth or decline within a company.

5. Cash Flow Analysis:

Focuses on the inflow and outflow of cash within a company.

Helps in assessing a company's ability to generate cash and meet its financial

obligations.

Provides insights into a company's liquidity and financial flexibility.

6. DuPont Analysis:
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Breaks down return on equity (ROE) into its components to analyze factors driving

profitability.

Components include net profit margin, asset turnover, and financial leverage.

Helps in identifying strengths and weaknesses in a company's operations.

7. Regression Analysis:

Examines the relationship between dependent and independent variables to make

predictions.

Helps in understanding how changes in one variable affect another.

Useful for forecasting financial performance based on historical data.

8. Scenario Analysis:

Involves analyzing how different scenarios may impact a company's financial

performance.

Helps in assessing risks and opportunities under various conditions.

Useful for decision-making and strategic planning.

By utilizing a combination of these financial analysis techniques, analysts and investors can gain

a comprehensive understanding of a company's financial performance, identify areas for

improvement, and make informed decisions.
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