
TECHNIQUES IN FINANCIAL ANALYSIS

Financial statements produce a summary of data from which important analysis and interpretation can be made. There
are three main methods.

COGS includes the costs of direct labor, materials and manufacturing overhead used in the fabrication of a
product or in providing a service. The basic requirement of every evaluation is that one piece of information
needs to be compared with another. This ratio could be calculated for several similar companies and compared
as part of a larger analysis. Cash Flow Analysis Cash flow analysis is based on the movement of cash and
bank balances. These both trends can be presented on the graph paper also in the shape of curves. Then, the
next year it rose to 41 days, and last year, days outstanding showed 52 days. Common Size Statements A
vertical presentation of financial information is followed for preparing common-size statements. As was the
case with the total asset turnover ratio, it is desirable to have a fixed asset turnover ratio close to the industry
norm. They are actual cash flows and notional cash flows. A good quick ratio should be in excess of  The
figure to be used as per cent will be total assets or total liabilities and equity capital in the case of balance
sheet and revenue or sales in the case of the profit and loss account. So evaluation in essence is comparison. It
is difficult to find comparable industry ratios when analyzing companies that operate in multiple industries.
The current ratio is calculated by dividing total current assets by total current liabilities. The interpretation of
an increase in ROE, for example, may be quite different for a firm that has significantly increased its financial
leverage compared to one hat has maintained or decreased its financial leverage. This is the break-even sales
volume. The original approach : E. An assortment of techniques is employed in analyzing financial statements.
Though owned by the Product Owner, anyone may suggest items to add. The statement of changes in working
capital provides the information in relation to working capital between two financial periods. A vertical
common-size balance sheet expresses all balance sheet accounts as a percentage of total assets. These figures
are used for horizontal year-to-year comparisons. Each one of these profit indicators can be expressed as a
percentage of sales and used for trend analysis and comparisons to previous years. Operating profits focus on
how well a company is producing and selling its products and paying overhead expenses.


