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FINANCIAL STATEMENT ANALYSIS
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The “Balance Sheet”
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The statement of financial position: Also known as the “balance sheet”, is an accounting
record that also displays the financial position of the institution on a specific date, which is
prepared for a particular facility, whether it is a company or any commercial activity practiced
by any institution. The establishment at a certain moment and time has certain obligations and
financial assets on the business activity so that each of the private liabilities and these assets
appear in its accounts and property rights both in a special aspect so that in the end the sum of
the two sides are equal, and consists mainly of: assets, liabilities, and property rights.
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The Importance of Balance Sheet

1.It’s clear that balance sheets are critical documents because they keep business owners like
informed about company’s financial standing. Many business owners fail to recognize their
companies are in trouble until it’s too late.

2.Balance sheets are also important because these documents let banks know if your business
qualifies for additional loans or credit.

3.Comparing balance sheets over the years helps in determining the growth of the company.

4.A balance sheet can help you identify trends in your business’s finances, particularly when
it comes to relationships with customers and suppliers.
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The Elements of Balance Sheet

The balance sheet includes the company’s assets, liabilities and shareholders’ equity which
gives a clear idea on its book value. It is a known fact that it is not a good sign if the company’s
liabilities outperformed its assets because that means that its losses exceeded the capital which
could lead to the company’s bankruptcy or its inability to practice business. It is possible to
summarize the three elements which, as a whole, generate the balance sheet for a company as
the following:

- Assets.
-Liabilities.
-Shareholders’ Equity
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1- Assets: Companies can own tangible assets such as computers, machinery, money and real
estate. It can also have intangible assets such as trademarks, copyrights or patents. Generally,
a company’s assets are categorized according to the ability to convert it into cash in three

types:
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A-Current Assets: Cash and other properties owned by the company and could be easily
converted into cash in one year. It is an important indicator of the company’s financial status
because it is used to cover short term obligations of the company’s operations.
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Some of the important current assets for companies:
Cash

Short term investments.

Payable sales.

Accounts receivable

Inventory.
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B- Fixed assets: The term fixed asset refers to a long-term tangible piece of property or
equipment that a firm owns and uses in its operations to generate income.
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Some of the important Fixed assets for companies:

Lands.
Buildings.
Machinery.
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C- An intangible asset: They are assets that are not of a physical nature in business. Some
examples include: intellectual property (such as patents, trademarks, and copyrights), brand
recognition, proprietary knowledge, and business methods. Effectively supports the
competitiveness of the economic unit in the local and global markets.
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2-Liabilities: is something that a person or company owes, usually an amount of money.
Obligations are settled over time through the transfer of economic benefits, including money,
goods or services. They are divided into short-term and long-term obligations.
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A-Current Liabilities: Ideally, analysts want to see that a company can pay current liabilities,
which are due within a year, with cash. Some examples of short-term liabilities include payroll
expenses and accounts payable.
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B- Non-Current (Long-Term) Liabilities: Considering the name, it’s quite obvious that any
liability that is not near-term falls under non-current liabilities, expected to be paid in 12
months or more. include long-term debt (e.g., bonds payable, long-term notes payable.
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3- Owner equity: is essentially the owner's rights to the assets of the business. It is what
remains for the owner after subtracting all obligations from the assets and includes capital,
retained earnings.
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If you look at the company’s balance sheet, it follows a basic accounting equation:
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Assets = Liabilities+ Owner’s Equity
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Financial statement trade company in 31/12

Assets Liabilities+ Owner’s Equity
Current Assets Current Liabilities
Cash XX Short Term Loans XX
Debtors XX Creditors XX
Bank XX Accounts payable XX
Accounts receivable
Inventory XX
Total Current Assets XX XX
Fixed Assets Long Term Labilities
Lands XX Long Term Loans XX
Buildings XX Long Term Bonds XX
Machinery and XX Long Term Accounts payable XX
Equipment
Cars XX
Furniture XX
Total Fixed Assets XX Total Long-term Labilities XX
Total Labilities XX
Intangible Assets Owners’ Equity
Goodwill XX Capital XX
Patented XX Reserves XX
Copyrights XX Retained Earnings XX
Total Intangible XX Total Owners’ Equity XX
Assets




Total Assets

XX

Total Labilities and Owners’

Equity

XX

Example (1): The following data is extracted from the books of MUSLIM ’S Company
for the year 2019 (amounts in dinars):

Cash 10000, Debtors 5000, Bank 8000, Accounts receivable 7000, Inventory 90000, Lands
8000, Buildings 20000, Machinery and equipment 2000, Cars 4000, Furniture 5000, Goodwill
3000, Copyrights 2000, Patented 1000, Short Term Loans 5000, Creditors 4000, Accounts
payable 20000, Long Term Loans 10000, Long Term Bonds 6000, Long Term Accounts
payable 5000, Capital 100000, Reserves 6000, Retained Earnings 9000.
Required: Prepare the Financial Statement for the year ended 31/12 /2019

MUSLIM ’S Company Financial Statement for the year ended 31/12 /2019

Assets Liabilities+ Owner’s
Equity
Current Assets Current Liabilities
Cash 10000 Short Term Loans 5000
Debtors 5000 Creditors 4000
Bank 8000 Accounts payable 20000
Accounts receivable | 7000
Inventory 90000
Total Current 120000 29000
Assets
Fixed Assets Long Term Labilities
Lands 8000 Long Term Loans 10000
Buildings 20000 Long Term Bonds 6000
Machinery and 2000 Long Term Accounts 5000
Equipment payable
Cars 4000
Furniture 5000
Total Fixed Assets 39000 | Total Long-term Labilities 21000
Total Labilities 50000
Intangible Assets Owners’ Equity
Goodwill 3000 Capital 100000
Patented 1000 Reserves 6000
Copyrights 2000 Retained Earnings 9000
Total Intangible 6000 Total Owners’ Equity 115000
Assets
Total Assets 165000 Total Labilities and 165000

Owners’ Equity




Example (2): The following data is extracted from the books of ZAHRAA’S Company
for the year 2018 (amounts in dinars):

Cash 11000 , Machinery and equipment 4000 , Short Term Loans 7000 , Debtors 7000 , Long
Term Bonds 8000 , Cars 6000 , Lands 10000 , Accounts payable 7000 , Retained Earnings
10000, Inventory 100000, Capital 120000 , Patented 5000 , Buildings 22000 , Copyrights 4000
, Accounts receivable 9000 , Goodwill 5000 , Long Term Accounts payable 22000 , Bank
10000, Long Term Loans 12000 , Furniture 7000 , Creditors 6000 , Reserves 8000 Required:
Prepare the Financial Statement for the year ended 31/12 /2018.

ZAHRAA’S Company Financial Statement for the year ended 31/12 /2018

Assets Liabilities+ Owner’s
Equity
Current Assets Current Liabilities
Cash 11000 Short Term Loans 7000
Debtors 7000 Creditors 6000
Bank 10000 Accounts payable 7000
Accounts receivable | 9000
Inventory 100000
Total Current 137000 | Total Current Liabilities 20000
Assets
Fixed Assets Long Term Labilities
Lands 10000 Long Term Loans 12000
Buildings 22000 Long Term Bonds 8000
Machinery and 4000 Long Term Accounts 22000
Equipment payable
Cars 6000
Furniture 7000
Total Fixed Assets 49000 | Total Long-term Labilities 42000
Total Labilities 62000
Intangible Assets Owners’ Equity
Goodwill 5000 Capital 120000
Patented 5000 Reserves 8000
Copyrights 4000 Retained Earnings 10000
Total Intangible 14000 Total Owners’ Equity 138000
Assets
Total Assets 200000 Total Labilities and 200000

Owners’ Equity




Exercise :The following data is extracted from the books of WISAM’S Company for the
year 2021 (amounts in dinars):

Cash 14000, Machinery and equipment 4000, Short Term Loans 6000, Debtors 8000, Long
Term Bonds 9000, Cars 10000, Lands 10000, Retained Earnings 5000, Inventory 90000,
Capital 130000, Buildings 19500, Copyrights 3500, Accounts receivable 9000, Goodwill 5000,
Long Term Accounts payable 12000, Bank 10000, Long Term Loans 13000, Creditors 8000.

Required: Prepare the Financial Statement for the year ended 31/12 /2021

Financial statement trade company in 31/12
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Assets Jga) Liabilities+
Owner’s Equity
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