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Review & analysis of historical financial performance

Balance Sheet Income Statement Statement of cash flow
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Review & analysis of historical financial performance
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Projecting 
profit
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Directing 
investments

Providing 
advice in 
making 

financial 
decisions

Making 
financial 
forecasts

Producing 
accurate 
financial 

reports and 
information

Budgeting

Developing 
cash flows

Managing 
credit

Finance 
Manager

Managing 
risk of 

financial loss

What are the roles of a finance manager?



Review & analysis of historical financial performance

Who are the users of financial statements?

Internal Users
• Business Owners

• Management

External Users

• Lenders

• Potential Investors

• Suppliers and 
customers

• Government bodies
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Quantitative and qualitative activities

Financial statement analysis must 
include both:

• Quantitative
• Qualitative

The purpose is to gain insights into 
business’s strategies, management 
decisions and position in market 
and industry.

Quantity Quality
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Key activities of 
financial statement 

analysis



Review and analysis 
of historical 

financial 
information

Analysis of financial 
information

Understanding of 
accounting errors

A financial statement analysis includes completing 
the following activities:



Developing conclusions and recommendations

• To understand the historical 
financial information, underlying 
trends and key drivers of a business

• To use historical financial analysis 
to assess the reasonableness of 
estimates made by managements

Review and analysis 
of historical financial 

information
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Developing conclusions and recommendations

• To enable meaningful comparisons 
between that target company

• To interpret, understand and 
compare differences between 
companies related to its financial 
performance

Analysis of financial 
information
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Developing conclusions and recommendations

• To identify improperly recognized revenue
• To understand movement of expenses
• To recognize treatment of liabilities

Understanding of 
accounting errors



Ratio Analysis
Overview of financial ratios
Financial ratios
▪ Liquidity
▪ Activity

▪ Profitability
▪ Solvency



Ratio Analysis | Overview of financial ratios

• Ratios are used to compare a company’s past performance to its 
projected financial performance

• Ratios are used to compare a company’s performance against other 
comparable companies or industry benchmarks

• Allows us to assess and analyze the strengths and weaknesses of a 
company

LIMITATIONS
• Limited comparability across firms
• The ”industry norms” may be unavailable
• The “past” may not repeat in the future
• Ratio analysis does not consider non-financial factors



Ratio Analysis | Financial Ratios

Liquidity Ratios Activity Ratios Profitability ratios Solvency ratios

Measure a company’s ability 
to meet its short-term

liabilities

Measures efficiency of daily 
operations

Measure the financial 
performance of a company 

over a period of time

Measure the degree of 
protection for long-term
creditors and investors

• Current Ratio
• Quick Ratio

• Receivables Turnover
• Inventory Turnover

• Gross profit margin
• Operating profit margin
• Return on assets
• Return on equity

• Debt to total assets
• Time interest earned 

ratios
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Ratio Analysis | Liquidity Ratios

Current Ratio
measures a company's ability to pay short-term obligations

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠 ∗

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

>1
<1

Has sufficient resources to pay its current 
liabilities
May suggest that the company has liquidity 
issues

=

Inventory

Marketable securities

Trade Receivables

Cash and cash equivalents

Less liquid

Current Assets

Most liquid



𝐿𝑖𝑞𝑢𝑖𝑑 𝐴𝑠𝑠𝑒𝑡𝑠 ∗

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

>1
<1

Liquid assets can cover its current 
liabilities
May suggest that the company has liquidity 
issues

=

Ratio Analysis | Liquidity Ratios

Quick Ratio
measures a company's ability to meet its short-term obligations with its most liquid 
assets.

Inventory

Marketable securities

Trade Receivables

Cash and cash equivalents

Less liquid

Liquid Assets

Most liquid

X



Ratio Analysis | Financial Ratios

Liquidity Ratios Activity Ratios Profitability ratios Solvency ratios

Measure a company’s ability 
to meet its short-term

liabilities

Measures efficiency of daily 
operations

Measure the financial 
performance of a company 

over a period of time

Measure the degree of 
protection for long-term
creditors and investors

• Current Ratio
• Quick Ratio

• Receivables Turnover
• Inventory Turnover

• Gross profit margin
• Operating profit margin
• Return on assets
• Return on equity

• Debt to total assets
• Time interest earned 
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Ratio Analysis | Activity Ratios

𝑁𝑒𝑡 𝑆𝑎𝑙𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑇𝑟𝑎𝑑𝑒 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠

Receivables Turnover
provides an indication of how quickly a company collects its accounts receivables

=

company’s collection of accounts receivable is efficient and has a high 
proportion of quality customers that pay their debts quickly

could be the result of:

1. inefficient collection

2. inadequate credit policies

3. customers who are not financially viable or creditworthy.

HIGH

LOW

Receivable Turnover “Days” Ratios

365

𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟
=



Ratio Analysis | Activity Ratios

Inventory Turnover
showing how many times a company has sold and replaced inventory during a given period.

means a company is selling goods quickly, and there is 
considerable demand for their products

indicate weaker sales and declining demand for a company's 
products

HIGH

LOW

𝐶𝑜𝑠𝑡 𝑜𝑓 𝑔𝑜𝑜𝑑𝑠 𝑠𝑜𝑙𝑑

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦
=

Inventory Turnover “Days” Ratios

365

𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟
=



Ratio Analysis | Financial Ratios

Liquidity Ratios Activity Ratios Profitability ratios Solvency ratios

Measure a company’s 
ability to meet its short-

term liabilities

Measures efficiency of 
daily operations

Measure the financial 
performance of a company 

over a period of time

Measure the degree of 
protection for long-term
creditors and investors

• Current 
Ratio

• Quick Ratio

• Receivables 
Turnover

• Inventory Turnover

• Gross profit margin
• Operating profit 

margin
• Return on assets
• Return on equity

• Debt to total assets
• Time interest earned 

ratios



Ratio Analysis | Profitability Ratios

Gross profit margin
percentage of sales revenue that a company is able to convert into gross profit

𝐺𝑟𝑜𝑠𝑠 𝑃𝑟𝑜𝑓𝑖𝑡

𝑅𝑒𝑣𝑒𝑛𝑢𝑒
=

𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑖𝑛𝑐𝑜𝑚𝑒

𝑅𝑒𝑣𝑒𝑛𝑢𝑒
=

Margin Ratios

Operating profit margin
reflects the percentage of profit a company produces from its operations before subtracting taxes and interest charge



Ratio Analysis | Profitability Ratios

Return on assets
how well a company is generating profits from its total assets

𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
=

Return Ratios

company is more efficient and productive at managing its balance sheet 
to generate profits

company is not able to make maximum use of its assets for getting 
more profits

HIGH

LOW



Ratio Analysis | Profitability Ratios

Return on equity
measures the ability of a firm to generate profits from its shareholders investments in the company

𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝑏𝑒𝑓𝑜𝑟𝑒 𝑖𝑛𝑐𝑜𝑚𝑒 𝑡𝑎𝑥

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑐𝑎𝑝𝑖𝑡𝑎𝑙
=

Return Ratios

more efficient when it comes to utilizing investment financing to grow 
their business (and is more likely to provide better returns to investors)

indicates that a company may be mismanaged and could be reinvesting 
earnings into unproductive assets

HIGH

LOW



Ratio Analysis | Financial Ratios
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Ratio Analysis | Solvency Ratios

𝐷𝑒𝑏𝑡

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠

Debt to total assets
quick indicator of a company’s level of indebtedness

=

could mean that your company will have trouble borrowing more 
money, or that it may borrow money only at a higher interest rate

the company owns more assets than liabilities and can meet its 
obligations by selling its assets if needed

HIGH

LOW

Debt

Short-term interest bearing debt

Long-term debt



Ratio Analysis | Solvency Ratios

𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝑏𝑒𝑓𝑜𝑟𝑒 𝑖𝑛𝑐𝑜𝑚𝑒 𝑡𝑎𝑥

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑒𝑥𝑝𝑒𝑛𝑠𝑒

Time interest earned
measures long-term viability of business to pay off its debt.

=

lower probability of defaulting on its loans, making it a safer investment 
opportunity for debt providers.

fewer earnings are available to meet interest payments

HIGH

LOW



Horizontal and vertical 
analysis



Horizontal Analysis 

Year 1 

Year 3

Year 4

Vs.

Vs.

Vs.

Horizontal analysis, or trend analysis, is a method where 
financial statements are compared to reveal financial 
performance over a specific period of time.

Year 2 



Vertical Analysis 

𝐵𝑎𝑙𝑎𝑛𝑐𝑒 𝑆ℎ𝑒𝑒𝑡 =
𝐵𝑎𝑙𝑎𝑛𝑐𝑒 𝑆ℎ𝑒𝑒𝑡 𝑖𝑡𝑒𝑚

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡 𝑜𝑟 𝑇𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 𝑎𝑛𝑑 𝑒𝑞𝑢𝑖𝑡𝑦
𝑋 100

𝐼𝑛𝑐𝑜𝑚𝑒 𝑆𝑡𝑎𝑡𝑒𝑚𝑒𝑛𝑡 =
𝐼𝑛𝑐𝑜𝑚𝑒 𝑠𝑡𝑎𝑡𝑒𝑚𝑒𝑛𝑡 𝑖𝑡𝑒𝑚

𝑇𝑜𝑡𝑎𝑙 𝑆𝑎𝑙𝑒𝑠
𝑋 100

Vertical Analysis
proportional analysis of a financial statement, where each line item on a financial statement is 
listed as a percentage of another item.



Illustrative examples
Good Group (International) Limited



Illustrative example | Liquidity Ratios

Current Ratio

=

=
67,463

35,619

=

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

75,687

36,848

2021 2020

2.05 = 1.89

=



Illustrative example | Liquidity Ratios

Quick Ratio

𝐿𝑖𝑞𝑢𝑖𝑑 𝐴𝑠𝑠𝑒𝑡𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠=

75,687 − 26,027

36,848=

2021 2020

67,463 − 23,830

35,619

= 1.35 = 1.22

=



Illustrative example | Activity Ratios

𝑁𝑒𝑡 𝑆𝑎𝑙𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑇𝑟𝑎𝑑𝑒 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠

Receivables Turnover

=

Receivable Turnover “Days” Ratios

365

𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟=

= 180,462

(25,672 + 22,290)/2
= 160,465

22,290

2021 2020

= 7.56 = 7.20

= =

2021 2020

= 48.28 days = 50.69 days

365

7.20

365

7.56



Illustrative example | Activity Ratios

𝐶𝑜𝑠𝑡 𝑜𝑓 𝑆𝑎𝑙𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦

Inventory Turnover

=

Inventory Turnover “Days” Ratios

365

𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟=

= 136,549

(26,027 + 23,830)/2
= 128,386

23,830

2021 2020

= 5.48 = 5.39

= =
2021 2020

= 66.6 days = 67.7 days

365

5.39

365

5.48



Illustrative examples| Profitability Ratios

Gross profit margin

𝐺𝑟𝑜𝑠𝑠 𝑃𝑟𝑜𝑓𝑖𝑡

𝑅𝑒𝑣𝑒𝑛𝑢𝑒
=

43,913

179,058
=

2021 2020

32,089

159,088

= 24.52% = 20.17%

=



Illustrative examples| Profitability Ratios

𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑖𝑛𝑐𝑜𝑚𝑒

𝑅𝑒𝑣𝑒𝑛𝑢𝑒
=

Operating profit margin

11,503

180,462=

2021 2020

9,299

160,465

= 6.37% = 5.80%

=



Illustrative example | Return Ratios

=

Return of assets

=
8,010

(147,371 + 110,665)/2
= 6,647

110,665

2021 2020

𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠

= 6.20% = 6%



Illustrative example | Return Ratios

Return on Equity

=
𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝑏𝑒𝑓𝑜𝑟𝑒 𝑖𝑛𝑐𝑜𝑚𝑒 𝑡𝑎𝑥

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑐𝑎𝑝𝑖𝑡𝑎𝑙

=
11,108

(60,781 + 45,842)/2 =

2021 2020

8,880

45,842

= 20.83% = 19.37%



Ratio Analysis | Solvency Ratios

𝐷𝑒𝑏𝑡

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠

Debt to total assets

=

=
2,832 + 22,147

147,371 =

2021 2020

3,142 + 23,313

110,665

= 16.95% = 23.91%



Ratio Analysis | Solvency Ratios

𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝑏𝑒𝑓𝑜𝑟𝑒 𝑖𝑛𝑐𝑜𝑚𝑒 𝑡𝑎𝑥

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑒𝑥𝑝𝑒𝑛𝑠𝑒

Time interest earned

= =
11,108

1,366
=

2021 2020

8,880

1,268

= 8.13 = 7.01



Horizontal Analysis – Balance Sheet 



Horizontal Analysis – Balance Sheet 



Horizontal Analysis – Balance Sheet 



Horizontal Analysis – Income Statement



Vertical Analysis – Balance Sheet



Vertical Analysis – Balance Sheet



Vertical Analysis – Income Statement 



Question and answer



Thank you!


