LIY) 2 pladl Luls Luilaall aud Judiualf deala
LLal) ail g8l fula (2026-2025) LY ;ALs sl
(A 4 3Lal)

g.u‘gkﬂ\ JAM‘;JQ < P :3.\‘-43\ M)

FINANCIAL STATEMENT ANALYSIS

Income Statement Balance Sheet
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Introduction to Financial Analysis (Jkall Juladll oo datia

Financial Statement Analysis is a method of reviewing and analyzing a
company’s accounting reports (financial statements) in order to gauge its past,
present or projected future performance. This process of reviewing the financial
statements allows for better economic decision making.
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The main purpose of financial statement analysis is to utilize information about
the past performance of the company in order to predict how it will fare in the
future. Another important purpose of the analysis of financial statements is to
identify potential problem areas and troubleshoot those.
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Types of financial analysis : Sl Jaladll £ gl

Financial analysis involves the review of an organization's financial information
in order to arrive at business decisions. This analysis can take several forms, with
each one intended for a different use. The types of financial analysis are as
follows.
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1-Vertical

In vertical financial analysis, the relationship between various items on a financial
statement is analyzed. For example, during one accounting period, one item is
measured against another item that's considered the base and the relationship is
expressed as a percentage.
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2. Horizontal

Horizontal analysis refers to the evaluation of how financial statement figures
change over a period of time. In other words, it compares one item to another in
a different time period. Because of this, it can help analyze a business' finances
from one year to the next.
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3. Liquidity

Liquidity analysis uses ratios to determine whether or not a company will be able
to pay back any debts or other expenses. This type of analysis is helpful because
If a business isn't able to pay off any liabilities, they're bound to face financial
troubles in the near future.
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4. Profitability

In a profitability analysis, a company's rate of return is evaluated. Every business
wants to be profitable, therefore, using the profitability analysis to measure its
cost and revenue in a given period can be highly beneficial for them,
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5. Scenario and Sensitivity

During this type of analysis, an investment's value is measured based on current
scenarios and changes.
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6. Variance

Variance analysis refers to the process of analyzing any differences between a
business's budget and the actual amount it spent. For example, if you budgeted
your sales to be $1,000 but you actually sold $250, the variance analysis would
conclude with a difference of $750.
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7. Valuation

Through the valuation financial analysis, your business's present value is
evaluated. This type of analysis can be utilized for various instances including
mergers and acquisitions or taxable events.
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Components of Financial Analysis (Jtall Jaladll <l ¢Sa

The first step toward improving financial literacy is to conduct a financial
analysis of your business. A proper analysis consists of five key areas:
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1.Revenues

Revenues are probably your business's main source of cash. The quantity, quality
and timing of revenues can determine long-term success.
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2. Profits

If you can't produce quality profits consistently, your business may not survive
in the long run.
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3. Operational Efficiency

Operational efficiency measures how well you ‘reusing the company’s resources.
A lack of operational efficiency leads to smaller profits and weaker growth.
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4. Capital Efficiency and Solvency
Capital efficiency and solvency are of interest to lenders and investors.
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5.Liquidity

Liquidity analysis addresses your ability to generate sufficient cash to cover cash
expenses. No amount of revenue growth or profits can compensate for poor
liquidity.
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Financial Statement Analysis Tools
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Financial statements are usually the final output of a company’s accounting
operations. These statements contain information relating to the revenues,
expenses, assets, liabilities and retained earnings of the business. Business
owners often pay close attention to this information since the statements can
provide detailed information about the company’s operational performance.
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The various tools used for analysis of financial statements are:
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1.Comparative Statement: Financial Statements of two years are compared and
changes in absolute terms and in percentage terms are calculated. It is a form of
Horizontal Analysis.
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Types of Comparative Statement:
A. Comparative Balance Sheet
B. Comparative Statement of Profit and Loss.
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2. Common Size Statement: Figures of Financial Statements are converted in to
percentage with respect to some common base.
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3. Ratio Analysis: It is a technique of study of relationship between various items
in the Financial Statements.
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4.Cash Flow Statement: It is a statement that shows the inflow and outflow of
cash and cash equivalents during a particular period which helps in finding out
the causes of changes in cash position between the two-balance sheet date.
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Valuation Models
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Financial statements prepared in accordance with generally accepted accounting
principles (GAAP) show many assets based on their historic costs rather than at
their current market values. For instance, a firm's balance sheet will usually show
the value of land it owns at what the firm paid for it rather than at its current
market value. But under GAAP requirements, a firm must show the fair values
(which usually approximates market value) of some types of assets such as
financial instruments that are held for sale rather than at their original cost. There
are commonly three pillars to valuing business entities:
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1.comparable company analyses: A comparable company analysis (CCA) is a
process used to evaluate the value of a company using the metrics of other
businesses of similar size in the same industry.
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2. discounted cash flow analysis: Discounted cash flow (DCF) refers to a
valuation method that estimates the value of an investment using its expected
future cash flows’ analysis attempts to determine the value of an investment
today, based on projections of how much money that investment will generate in
the future.
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3. precedent transaction analysis: Precedent transaction analysis is a valuation
method in which the price paid for similar companies in the past is considered an
indicator of a company’s value. Precedent transaction analysis creates an estimate
of what a share of stock would be worth in the case of an acquisition.
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Analysis in an Efficient Market
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The Efficient Market Hypothesis (EMH): essentially says that all known
information about investment securities, such as stocks, is already factored into
the prices of those securities.
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A. Weak Form EMH: Suggests that all past information is priced into securities.
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B. Semi-Strong Form EMH: Those who subscribe to this version of the theory
believe that only information that is not readily available to the public can help

investors boost their returns to a performance level above that of the general
market.
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C. Strong Form EMH: The strong form version of the efficient market
hypothesis states that all information—both the information available to the
public and any information not publicly known—is completely accounted for in
current stock prices, and there is no type of information that can give an investor
an advantage on the market.
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Efficient Market Hypothesis
1. The EMH argues that stock prices incorporate relevant market
information arriving at fair prices.

2. Weak form EMH argues that stock prices incorporate past public
information.

3. Semi-strong form argues that stock prices incorporate all current public
information.

4. Strong form argues that stock prices incorporate all information
including private insider knowledge.
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Definition of Statutory Financial Statements

Statutory Financial Statements means financial statements required to be filed by
the Operating Subsidiaries with insurance regulatory authorities under applicable
insurance regulatory laws, including the Annual Financial Statement and the
Quarterly Financial Statements for each such Operating Subsidiary.
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Factors Affecting Statutory Financial Reports
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Statutory financial reports are prepared according to the set of generally accepted
accounting principles (GAAP). A regulatory hierarchy that includes the
Securities and Exchange Commission, the American Institute of Certified Public
Accountants, and the Financial Accounting Standards Board promulgates these
principles.
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There are many of external and internal factors effected on financial analysis, we

can briefly mention some of them as follow:
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1.Enterprise Ownership

a. Managers have the main responsibility for ensuring fair and accurate financial
reporting by a company.

b. Managers have discretion in financial reporting in most cases.
c. Managers have several potential incentives to manage earnings.

I. First, managers that earn bonus payments as a function of reported earnings
may manage earnings to maximize their bonus.

Ii. second, the company might choose to manage earnings because of potential
stock price implications.

lii. Third, coming merger or security offering, or plans to sell stock or exercise
options. Managers also smooth income to lower market perceptions of risk and
to decrease the cost of capital

Iv. Earnings management is the —purposeful intervention by management in the
earnings determination process, usually to satisfy selfish objectives.
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2.Finance and capital markets

a. The Securities and Exchange Commission SEC serves as an advocate for
investors. As such, the SEC requires registrant companies to file periodic
standard reports.

b. financial intermediaries (analysts) play an important role in capital markets.
They are an active and sophisticated group of users that provide useful
information to market participants.

c. Market approach: As the name implies, this approach directly or indirectly uses
prices from actual market transactions.

JLadl Q-ubj Jlall d\\;u\ Y

1Y) Al allat ¢ anll 13 e o i) (e adlaeS Cilia ) sl s 00N 315V diad Jans
Al Ay ) 93 5 )l apai Assal) CIS AN (e il sall 5 A)

(a8 shia g dadide gana an Jlall Gl Glsud 8 Laga 1553 (Cstlnall) ¢ sallal) slans gl caaly
(Bl (8 S Hliiall Baia il slra () g0y CpAll (Greadionall

Cllae (o Jlan) il e o il (S0 el 138 padiey au¥) g WS G o) med 7
Agladl) (9 gud)

3.Inflation

Historical cost model generates more reliable accounting information, since all
numbers are based on actual transaction, i.e., the exact price paid by the company
at acquisition; Fair value model is more relevant, as it reflects market participant
(e.g., investor) assumptions about the present value of expected future cash
inflows or outflows arising from an asset or a liability.
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4.1 egal system

a. To manipulate the financial reports is limited by several monitoring and
enforcement mechanisms including the SEC, internal and external auditors.

b. Statutory financial reports are not the only source of information about a
company that is available to interested parties outside of the organization. Other
sources include forecasts and recommendations of information intermediaries
(analysts).
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1. Total Income = Revenues - Cost of Revenues (Cost of
Sales)
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2. Operating Income = Total Income
Expenses

Operating
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3. Net income before tax = operating income + other income - other
expenses
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4. Net Income After Tax = Net Income Before Tax - Income Tax
Due
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