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Definitions of Financial Statement Analysis
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(a) "Financial statement analysis is an information processing system designed to
provide data for decision-making models, such as the portfolio selection model, bank
lending decision models and corporate financial management models ".
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(b) "Financial statements analysis is largely a study of relationship among the various
financial factors in a business as disclosed by a single set of statements and a study of
the trends of these factors as shown in series of statements.
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Objectives of Financial Statement
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The main objective of the analysis financial statement for any company is to provide
the necessary information which is required by the users of the financial statement
for the informative decision making, assessing the current and past performance of
the company, prediction of the success or failure of the business, etc.

Top 4 objectives of Financial Statement Analysis are as follows:
1. To know the current position of the company

2. Eliminating Discrepancies if any

3. Future Decision Making

4. Minimize the Chances of Fraud
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Importance of Financial Statements
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1.The financial statements are mirror which reflect the financial position of
operating strength or weakness of the business concern.

2.These statements are useful to management, investors, creditors, bankers, workers,
government and public at large.

3.Financial statements are the indicators of two significant factors namely, the
profitability and financial soundness of a business enterprise.
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Advantages of Analysis of Financial Statements
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1. Knowing the Exact Position

Everybody who is interested in knowing the exact financial position of the concern
Is benefited by the 'analysis' of financial statement. Interested party gets the valuable
information about the exact facts and figures of the concern by analyzing the
financial statements by various methods.
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2. Decision-making

Every interested party is in a position to assess the exact financial position of the
concern when it analyses financial statements of that concern by reliable methods.
Thus, such an analysis ultimately helps that party in taking various types of decisions
such as investment, sale, purchase, etc ...
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3. Forecasting

After analyzing the financial statements, one is in a position to forecast whether it
would be profitable or not to invest in or to deal with the business
concern.
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Disadvantages of Analysis of Financial Statements
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1. Completely Ignore Current Costs

Financial analysis is always based on financial statements which are generally
prepared on the basis of historical costs. Thus, it may reflect distorted results. The
financial analysis based on such financial statements would not portray the effects
of price level changes over a period of time.
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2. Financial Statements are Essentially Interim Reports

The amount of profit or loss as shown by the Profit and Loss account or the financial
position as shown by the Balance Sheet of any unit is always based on certain
accounting concepts and conventions. Therefore, these figures may not reflect the
exact position.
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3. Financial Analysis is Only a Means Not an End

The financial analysis should not be considered as the ultimate objective test but it
may be carried further based on the outcome and revelations about the causes of
variations. It is the part of the larger information processing system.
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The Types of Financial Statements
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1.Income statement: The income statement is one of the financial statements
responsible for displaying the profits or losses of companies and institutions during
a specified period of time. The income statement shows data related to all revenues
that may result from operational or non-operating activities, in addition to showing
all costs, expenses and net profit or loss.
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2. Balance sheet: The balance sheet list is concerned with showing the company's
assets and its various financial resources, in addition to showing the company's owed
obligations and shareholders' equity.
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3. Cash flows: The statement of cash flows shows the amount of cash earned and
cash paid in the company during a certain period of time, and highlights the
importance of the list in linking the income statement to the balance sheet statement,
by presenting how the money moves to and from the company.
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4.Shareholders' Equity List: The list of shareholders' equities, or as it is called, the
list of changes in equity, displays the changes that have occurred in the company's
equity during a specified period. It displays all equity accounts affecting the balance
of equity, including ordinary shares, net income, paid-up capital and dividends.
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