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Financial Statement Analysis is the
method of reviewing and analyzing a
company's accounting reports or
financial statements in order to evaluate
its past, present or projected future
performance. In another word, financial
statement analysis can be referred as a
process of understanding the risk and
profitability of a company by analyzing
reported financial information, especially
annual and quarterly reports.

Main purpose of financial statement
analysis are: (1) To utilize information
about the past performance of the
company for predicting future
performance (2) To identify problem
areas and troubleshoot those and, (3)
Financial statement analysis helps for
better economic decision making.

Globally, publicly listed companies are
required by law to file their financial
statements with the relevant authorities.
They are also obligated to provide their
financial statements in the annual report
that they share with their stakeholders.
There are three main types of financial
statements: the Balance Sheet, Income
Statement and Cash Flow Statement.
The balance sheet is a snapshot of the
company's assets, liabilities and
shareholders equity, at the end of a
specified date. The income statement
summarizes the revenues and
expenses generated by the company
over the entire reporting period. The
cash flow statement provides an
overview of the company's cash flows
from operating activities, investing

St | =iz A

Financial Statement Analysis

activities and financing activities. By
using these statements together
analysts, managers, investors and
other respective users can track
performance of the entity using several
different methods of financial
statement analysis.

Methods of Financial Statement Analysis

Some important methods of analyzing
financial statements are explained
below:

Horizontal Analysis

Horizontal analysis is the comparison
of financial information of a company
with historical financial information of
the same company over a number of
reporting periods. The main purpose is
to see if the figures are high or low in
comparison to past records. This
analysis is also called dynamic
analysis or trend analysis or time-
series analysis.

Vertical Analysis

Vertical analysis is conducted on
financial statements for a single time
period only. Each item in the statement
is shown as a base figure of another
item in the statement, for a given time
period, usually for year. Typically, this
analysis means that every item of an
income and loss statement s
expressed as a percentage of gross
sales, while every item of a balance
sheet is expressed as a percentage of
total assets held by the firm. Vertical
analysis is also called static analysis or




common size financial statement
analysis. This type of analysis is used
for easy interpretation of financial
statement by viewing the income
statement and balance sheet in a
percentage form.

DuPont Analysis
The name DuPont Analysis came from

Basic formula used for DuPont Analysis is:

the DuPont Corporation which started\
using this formula in the 1920s. The
DuPont analysis breaks down Return
on Equity (The returns that investors
receive from the firm) into three distinct
elements. DuPont analysis determines
what is driving company's return on
equity.

Ratio Break — Ups for DuPont Analysis Explanation
Return | = Net Profit/Equity Profit Margin: Shows profitability.
on
. = (Net profit/Sales) x (Sales/Assets) x | Asset Turnover: Shows asset use
Equity i .
(Assets/Equity) efficiency.
= (Profit margin) Equity Multiplier: Shows financial
X leverage.
(Asset turnover)
X
(Equity multiplier)
Industry Analysis Ratio Analysis

Industry analysis involves comparing a
company to other companies in the
same industry in order to see how the
company is performing financially
compared to the industry. Industry

Ratio analysis is a quantitative analysis
of information contained in a company's
financial statements. Ratio analysis is
based on line items in financial
statements. Different ratio types are

analysis is also termed as explained below:
benchmarking.
Ratio Type Explanation Examples
Liquidity Measures the ability of a company to | Cash coverage ratio, Current ratio,
Ratios remain in business. Quick ratio, Liquidity index etc.
Activity Indicator ~ of the quality of | Accounts payable turnover ratio,
Ratios management, since they reveal how | Accounts receivable turnover ratio,
well management is utilizing company | Fixed asset turnover ratio, Inventory
resources. turnover ratio, Sales to working capital
ratio, Working capital turnover ratio
etc.
Leverage Reveals the extent to which a company | Debt to equity ratio, Debt service
Ratios is relying upon debt to fund its | coverage ratio, Fixed charge coverage
operations and its ability to pay back | etc.
the debt.
Profitability | Evaluate company’s performance in | Break-even point, Contribution margin
Ratios profit generation. ratio, Gross profit ratio, Margin of
safety, Net profit ratio, Return on
equity, Return on net assets, Return on
operating assets etc.
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Infinite

I am impatient to be boundless,
Obsessed to explore the infinity
that lies beyond my close doors.

I wish to set out on a placid midnight
And walk through roads,
glimmering with peaceful yellow streetlights.
And sit on a secluded bench,

Stare at a galaxy of stars,
Wounding up the night, till the day breaks.
Those distant misty woods await my presence.

I want to rush through the lonely track;
That curls among tangled creepers.
And I wish to sail across seas
in my raft alone, for days;
Yes, I choose to be infinite;
Infinite in my own pursuit of happiness.
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