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1. Introduction to Financial Analysis:

o Financial analysis involves assessing a company's financial health and performance
by examining its financial statements.

o It helps stakeholders make informed decisions about investing, lending, or partnering
with a company.

2. Types of Financial Analysis:

o Horizontal Analysis: Compares financial data over different periods to identify trends.

o Vertical Analysis: Evaluates the proportion of each financial statement item to assess
its relative significance.

o Ratio Analysis: Involves calculating and interpreting various financial ratios to gain
insights into a company's performance.

3. Key Financial Ratios:

o Liquidity Ratios: Measure a company's ability to meet short-term obligations.
= Examples: Current ratio, Quick ratio.

o Profitability Ratios: Evaluate a company's ability to generate profits.
= Examples: Return on Equity (ROE), Gross Profit Margin.

o Solvency Ratios: Assess a company's ability to meet long-term debt obligations.
= Examples: Debt to Equity ratio, Interest Coverage ratio.

o Efficiency Ratios: Measure how well a company utilizes its assets and resources.
= Examples: Inventory Turnover ratio, Asset Turnover ratio.

4. Interpreting Financial Ratios:

o Ratios should be compared to industry averages, historical data, or competitors for
meaningful insights.

o A higher or lower ratio is not always better; it depends on the industry and company's
specific circumstances.

o Trend analysis over multiple periods can provide a clearer picture of a company's
financial performance.
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5. Limitations of Financial Ratios:

o Ratios provide a snapshot of a company's financial position and performance, but they
do not provide a complete picture.

o External factors like economic conditions, industry trends, or regulatory changes can
impact the interpretation of ratios.

o Ratios should be used in conjunction with qualitative analysis for a comprehensive
assessment.

6. Conclusion:

o Financial analysis and ratios are valuable tools for evaluating a company's financial
health and performance.

o By understanding and interpreting key financial ratios, stakeholders can make
informed decisions about their investments, loans, or partnerships with a company.
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