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1. Introduction to Financial Statement Analysis

o Financial statement analysis is the process of evaluating and interpreting a company's
financial statements to make informed business decisions.

2. Purpose of Financial Statement Analysis

o To assess a company's financial performance and profitability.
o To evaluate a company's financial position and liquidity.
o To understand the company's operational efficiency and effectiveness.

3. Types of Financial Statements

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

o Balance Sheet: Provides a snapshot of a company's financial position at a specific
point in time.

o Cash Flow Statement: Tracks the inflow and outflow of cash in a company over a
specific period.

4. Tools and Techniques in Financial Statement Analysis

o Ratio Analysis: Involves calculating and analyzing financial ratios to assess various
aspects of a company's financial performance.

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

o Common Size Analysis: Expresses each line item on a financial statement as a
percentage of a base item to facilitate comparison.

5. Key Ratios Used in Financial Statement Analysis

Liquidity Ratios: Measure a company's ability to meet short-term obligations.

o

Profitability Ratios: Evaluate a company's ability to generate profits.

o

Efficiency Ratios: Assess how well a company utilizes its assets and liabilities.

o

Solvency Ratios: Measure a company's long-term financial stability.
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6. Interpreting Financial Statement Analysis

o Compare ratios with industry benchmarks or historical data.
o Look for trends or changes in ratios over time.
o Consider qualitative factors that may impact financial performance.

7. Limitations of Financial Statement Analysis

o Relies on historical data and may not predict future performance accurately.
o Differences in accounting standards and methods can affect comparability.
o External factors like economic conditions can influence financial metrics.

8. Conclusion

o Financial statement analysis is a crucial tool for investors, creditors, and management
to assess a company's financial health and make informed decisions. By utilizing
various tools and techniques, stakeholders can gain valuable insights into a

company's performance and prospects.
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