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Overview of Financial Statements Analysis
4allal) adl gBl) Jalad ) dale 3 las

% Introduction to Financial Analysis

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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Globally, publicly listed companies are required by law to file their financial
statements with the relevant authorities. For example, publicly listed firms in
America are required to submit their financial statements to the Securities and
Exchange Commission (SEC). Firms are also obligated to provide their
financial statements in the annual report that they share with their
stakeholders. As financial statements are prepared in order to meet
requirements, the second step in the process is to analyze them effectively so
that future profitability and cash flows can be forecasted.
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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.

e Financial Statement Analysis (Meaning)
1. Financial statement analysis is an analysis which highlights the important
relationships in the financial statements.

2. It focuses on evaluation of past operations as revealed by the analysis of
basic statements.

3. Financial statement analysis embraces the methods used in assessing and
interpreting the result of past performance and current financial position as
they relate to particular factors of interest in investment decisions.

4. Financial statement analysis is an important means of assessing past
performance and in forecasting and planning future performance.



5. Financial statement analysis is a systematic and specialized arrangement
of information for the purpose of its interpretation.

e Definitions of Financial Statement Analysis
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(@) "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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