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Financial Statement Analysis

Definition: Financial Statement Analysis is the process of reviewing and evaluating a
company's financial statements to make better economic decisions. It involves assessing
the financial health and performance of a business by analyzing its balance sheet, income
statement, and cash flow statement.

Objectives of Financial Statement Analysis:

Assessing the profitability and financial stability of a company.

Evaluating the operational efficiency and liquidity of the business.

Identifying trends and patterns in financial performance over time.

Comparing the company's performance with industry benchmarks and competitors.
Assisting investors, creditors, and other stakeholders in decision-making.

Key Components of Financial Statements:

Balance Sheet: Provides a snapshot of a company's financial position at a specific point in
time, showing assets, liabilities, and shareholders' equity.

Income Statement: Summarizes the company's revenues, expenses, and profits over a
specific period.

Cash Flow Statement: Tracks the inflow and outflow of cash and cash equivalents during a
given period.

Tools and Techniques of Financial Statement Analysis:

Ratio Analysis: Involves calculating and interpreting key financial ratios such as profitability
ratios, liquidity ratios, and leverage ratios.

Trend Analysis: Compares financial data over multiple periods to identify trends and
patterns.

Common-Size Analysis: Expresses financial statement items as a percentage of a base
figure to facilitate comparison.

Vertical and Horizontal Analysis: Examines the relationship between different items within
the financial statements (vertical) and changes over time (horizontal).



Financial Statement Analysis

5. Interpretation and Decision-making:

e Analyzing the results of financial statement analysis to draw conclusions about the
company's performance and financial health.

e Making informed decisions regarding investments, lending, and business operations based
on the analysis.

¢ Identifying potential risks and opportunities for the company's growth and sustainability.

6. Importance of Financial Statement Analysis:

¢ Helps stakeholders make informed decisions about investing in or lending to a company.
e Provides insights into the financial health and performance of a business.

¢ Facilitates benchmarking against industry standards and competitors.

e Assists in identifying areas for improvement and strategic planning.

By utilizing various tools and techniques, stakeholders can make informed decisions to support
the growth and sustainability of the business.
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