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profit	indicators	can	be	expressed	as	a	one	sales	and	used	for	the	analysis	of	trends	and	comparisons	with	previous	years.	For	example,	the	operating	profit	margin	is	EBIT/Sales	X	100	and	in	the	same	way,	the	net	profit	margin	is	net	net/sales	x	100.	The	more	common	measures	of	liquidity	are	current	and	quick	relationships.	The	current	ratio	is
calculated	by	dividing	the	total	current	activities	by	total	current	liabilities.	Having	$	2	in	current	activities	for	each	$	1	in	current	liabilities,	a	2:	1	ratio,	is	generally	considered	a	comfortable	level	of	liquidity.	The	rapid	relationship	is	a	hard	measure	of	liquidity.	It	is	calculated	by	adding	cash	sales	to	credits	and	dividing	by	current	total	liabilities.
Inventories	are	excluded	from	this	relationship.	A	good	rapid	ratio	should	be	greater	than	1:	1.	The	activities	of	activities	measure	the	way	the	company	is	using	its	current	activities.	Average	collection	period:	this	relationship	indicates	the	speed	with	which	the	company	is	collecting	its	credits	and	compares	it	with	the	terms	of	sales	to	customers.	The
formula	is:	sales	made	on	the	balance	of	credit/accounting	credits.	For	example,	if	a	company	carries	out	annual	credit	sales	of	$	720,000	and	has	a	balance	of	current	credits	of	$	90,000,	the	credits	are	transforming	over	eight	times	a	year	or	every	45	days.	If	the	terms	of	the	company's	sales	are	30	-day	net,	then	a	part	of	the	credits	balance	has
passed	and	needs	attention.	Cash	conversion	cycle:	companies	want	to	transform	their	money	as	much	as	possible.	The	cash	conversion	measures	the	time	taken	to	buy	raw	materials,	make	a	product,	sell	to	customers	and,	finally,	collect	money	from	payments.	Companies	invest	a	lot	of	money	in	the	inventory,	so	turnover	is	important.	Invoiced
inventory:	the	formula	for	the	calculation	of	the	inventory	turnover	is	the	cost	of	the	goods	divided	average	inventory	balance.	For	example,	if	the	COGS	Ã	¨	is	$980,000	and	the	average	inventory	balance	is	$163,000,	the	inventory	changes	more	than	six	times	a	year	or	every	60	days.	The	amount	of	debt	a	company	owes		company		Compared	to	its
total	share	capitalization,	it	is	a	measure	of	financial	force.	A	moderate	quantity	of	debt	is	good,	but	it	can	be	too	risky	if	sales	decrease	in	an	economic	recession.	Acceptable	debt-tax	relationships	vary	according	to	the	sector.	The	manufacturers	generally	have	$	1	in	total	debt	for	each	$	1	in	shares,	a	1:	1.	financial	institutions,	on	the	other	hand,
could	have	debt/equity	relationships	up	to	15:	1.	Utilities	generally	have	reports	Around	6:	1.	Another	way	to	measure	the	risk	of	debt	is	based	on	the	relationship	between	profits	before	interest	and	taxes	divided	for	total	interest	expenses.	Suppose	that	a	company	had	an	EBIT	of	$	120,000	and	interest	expenses	of	$	30,000.	The	interest	coverage
ratio	would	be	4:	1	or	$	120,000	divided	by	$	30,000.	The	vertical	analysis	provides	for	the	calculation	of	line	items	on	the	income	statement	as	percentages	of	total	sales	and	accounts	in	the	budget	as	percentages	of	total	activities.	These	figures	are	used	for	horizontal	comparisons	from	year	to	the	other.	The	horizontal	analysis	compares	relationships
from	several	years	of	balance	by	side	to	detect	trends.	These	include	comparisons	for	profit	margins,	liquidities,	turnover	and	financial	leverage.	For	example,	let's	assume	that	the	average	days	of	the	suspended	credits	three	years	ago	were	38	days.	So,	the	following	year	he	went	up	to	41	days	and	last	year,	the	suspended	days	showed	52	days.
Unless	the	company	has	changed	its	terms	of	sales	in	customers,	this	would	be	a	disturbing	trend	that	requires	attention	to	management.	Companies	always	have	some	kind	of	competition	and	managers	must	know	how	well	they	are	well	compared	to	their	competitors.	Compare	the	average	relationships	of	the	sector	with	the	companies	provides	an
indication	of	the	company's	strength	and	points	of	the	company.	Suppose	the	profit	margin	¨Ã	¨Ã	ol	o	,ittodorp	id	xim	osrevid	nu	id	asuac	a	Ã	?eroirefni	¨Ã	adneiza'lled	ottiforp	id	enigram	li	©ÃhcreP	.emralla	id	asuac	eresse	ebbervod	aznereffid	atseuQ	.otnecrep	63	led	¨Ã	adneiza'lled	odrol	enigram	li	e	otnecrep	24	led	¨Ã	erottes	nu	rep	the	company's
cost	to	fabricate	its	products	is	higher	and	less	efficient	than	its	competitors?	Any	of	these	reasons	means	that	management	needs	to	investigate	and	find	the	problem.	Profits	are	important,	but	they	can	be	manipulated	by	using	different	accounting	methods.	As	an	example,	depreciation	methods	can	be	accelerated	or,	conversely,	spread	out	over
more	years.	Either	way	will	change	the	amount	of	reported	profit.	Flow	of	funds	analysis,	on	the	other	hand,	tells	more	of	the	truth:	where	the	money	came	from	and,	more	specifically,	where	it	went.	Suppliers,	expenses	and	employees	are	paid	with	cash,	not	profits.	Studying	the	flow	of	funds	statement	will	reveal	if	the	company	is	actually	producing
a	positive	cash	flow	from	operations	or	is	relying	on	borrowed	money	and	supplier	credit	to	fund	its	operations.	This	type	of	information	is	not	available	from	an	income	statement.	The	first	hurdle	for	a	business	owner	is	to	sell	enough	products	or	services	to	at	least	cover	all	the	company's	fixed	costs.	This	is	the	break-even	sales	volume.	An	objective
for	managers	is	to	find	ways	to	lower	the	break-even	point.	This	could	be	done	by	reducing	fixed	costs,	improving	productivity,	lowering	the	cost	of	goods	sold	or	selling	more	of	the	products	that	have	higher	profit	margins.	What	is	one	thing	that	creditors,	investors,	management,	and	regulatory	authorities	all	have	in	common?	In	order	to	do	their	job
well,	all	of	them	rely	in	one	way	or	another	on	financial	statement	analysis.	Creditors	rely	on	financial	statements	to	evaluate	whether	a	company	or	organization	will	be	able	to	pay	back	a	debt.	Regulatory	authorities,	like	the	US	Securities	and	Exchange	Commission	(SEC),	rely	on	financial	statements	to	determine	whether	a	company	meets	the
accounting	standards	required	of	a	publicly	traded	company.	Investors	rely	on	financial	statements	in	order	to	understand	whether	investing	in	a	company	would	be	profitable.	And	management	relies	on	financial	statements	to	make	company	decisions	and	communicate	with	investors	and	key	stakeholders.	Ã	¢	â‚¬	å	"the	accounting	is	the	language	of
business	and	the	budgets	of	a	company	are	his	way	of	communicating	accounting	information	to	his	owners	and	the	tax	government	â	€,	says	Thomas	R.	Itelson,	author	of	Financial	Guide	information	At	the	time	to	the	understanding	and	creation	of	financial	reports	and	visual	guide	to	financial	reports:	overview	for	non	-financial	managers	and
investors.	"Includes	sales,	costs,	expenses,	profits	and	activities".	In	a	nutshell,	the	business	world	could	not	exist	in	its	current	form	without	budgets.	But	what	is	the	analysis	of	the	budget?	What	are	the	most	common	types	of	budgets?	And	how	do	you	lead	an	analysis?	Find	out	more	about	this	fundamental	commercial	qualification	below.	What	is
the	analysis	of	the	budget?	The	analysis	of	the	budget	is	the	process	that	an	individual	undertakes	to	analyze	the	various	financial	documents	of	a	company	in	order	to	make	a	decision	informed	on	this	activity.	While	the	specific	data	contained	in	each	financial	statement	will	vary	from	company	to	company,	each	of	these	documents	is	designed	to	offer
information	on	the	health	of	the	company.	They	are	also	essential	to	monitor	the	performance	of	a	company	over	time,	in	addition	to	understanding	how	a	company	is	progressing	towards	key	strategic	initiatives.	At	the	center,	says	Itelson,	the	analysis	of	the	budget	allows	an	individual	to	"look	at	money,	goods	and	services".	Related:	Finance	vs.
Accounting:	what	is	the	difference?	Common	types	of	financial	statements	will	often	produce	a	series	of	financial	statements,	each	of	which	is	adapted	to	the	needs	of	a	particular	audience.	The	information	contained	in	each	of	these	documents	will	vary	according	to	the	need.	The	most	common	types	of	budgets	that	can	be	encountered	include:
budgets,	income	statements,	cash	flow	declarations	and	statements	of	the	net	assets.	1.	Budget	sheets	a	The	Ã	sheet	is	designed	to	communicate	the	"book	value"	of	a	company.	Ã	a	simple	accounting		of	all	assets,	liabilities		and	shareholders	of	the	company		and	provides	analysts	with	a	quick	snapshot	of	how	a	company		he	is	performing	and	plans	to
perform.	Most	financial	statements	follow	this	basic	formula:	assets		=	liabilities		+	shareholder	capital	of	an	asset		Ã¢	everything	ciÃ²	that	the	company		has	a	quantifiable	value.	CiÃ²	may	include	property		physical	(vehicles,	real	estate,	unsold	inventory,	etc.),	andÃ©	property		non-physical	(patents,	trademarks,	etc.).	Liabilities		refer	to	the	money
that	the	company		you	owe	a	debtor.	CiÃ²	may	include	outstanding	salary	management	fees,	debt	payments,	rent	and	utility	payments,	vendor	money,	taxes,	payable	obligations,	and	more.	Fairness		of	the	shareholders	Ã	is	a	term	which	generally	refers	to	the	equity	of	a	company.	Reflects	quantity		of	money	that	would	have	remained	if	all	the	assets	
were	sold	and	all	liabilities		you	pay.	This	money	belongs	to	shareholders,	whether	it	is	a	private	owner	or	public	investors.	2.	Declarations	of	Income	A	profit	or	loss	account		generates	in	order	to	communicate	how	much	money	you	earned	over	a	period	of	time.	They	are	often	found	as	quarterly	and	annual	reports.	In	addition	to	disclosing	high-level
revenue,	the	income	tax	returns	detail	a	range	of	other	metrics	that	can	be	useful	to	analysts	and	investors.	These	include:	operating	expenses,	which	describe	in	detail	every	expense	the	company		found	during	the	depreciation	of	the	reporting	period,	which	quantifies	the	extent	to	which	the	assets		of	a	company		(e.g.	equipment	or	vehicles)	have	lost
value	over	net	time,	which	subtracts	the	expenses	of	the	company		its	gross	revenue	for	the	purpose	of	determining	its	total	level	of	profit	or	For	action	(EPS),	which	divides	net	profit	for	the	total	number	of	shares	in	circulation	3.	Cash	flow	an	account	extract	is	an	account	indicating	that	it	describes	in	detail	how	a	company	receives	and	spends	its
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irotaloger	e	irotiderc	,irotitsevni	ad	otazzilitu	eneiv	e	enimret	ognul	a	ehc	everb	a	ais	erarepo	id		Ãteicos	anu	id		Ãticapac	al	ettelfir	assac	id	ossulf	lI	.eseps	eus	el	erirpoc	rep	idlos	i	ah	ehc	otnatnif	olos	erarepo	²Ãup		Ãteicos	anU	.issulfed	e	assac	id	issulffa	information	that	the	management	of	the	company		considers	it	necessary	for	an	understanding	of
its	financial	conditions,	changes	in	financial	conditions	and	the	results	of	its	operations.	It	is	intended	to	help	investors	see	the	company	through	the	While	an	MD&A	should	always	be	taken	with	a	grain	of	salt,	the	Sarbanes-Oxley	Act	of	2002	mandates	that	senior	corporate	officers	personally	certify	in	writing	that	the	company's	financial	statements
comply	with	SEC	disclosure	requirements	and	fairly	present,	in	all	material	aspects,	the	operations	and	financial	condition	of	the	issuer.	¢ÃÂÂOfficers	who	sign	off	on	financial	statements	that	they	know	to	be	inaccurate	will	go	to	jail	(if	and	when	caught),¢ÃÂÂ	Ittelson	says.	How	to	Conduct	Financial	Statement	Analysis	Typically,	professionals	will
follow	one	of	two	common	methods	to	analyze	a	company¢ÃÂÂs	financial	statements:	Vertical	and	horizontal	analysis,	and	ratio	analysis.	Vertical	and	Horizontal	Analysis	Vertical	and	horizontal	analysis	are	two	related,	but	different,	techniques	used	to	analyze	financial	statements.	They	each	refer	to	the	way	in	which	a	financial	statement	is	read,	and
the	comparisons	that	an	analyst	can	draw	from	that	reading.	Both	types	of	analysis	are	critical	to	gaining	an	accurate	understanding	of	the	information	provided	in	a	financial	statement.	Vertical	analysis	is	the	process	of	reading	down	a	single	column	in	a	financial	statement.	Whereas	horizontal	analysis	is	used	to	identify	trends	over	time,	vertical
analysis	is	used	to	determine	how	individual	line	items	in	a	statement	relate	to	another	item	in	the	report.	For	example,	in	an	income	statement,	each	line	item	might	be	listed	as	a	percentage	of	gross	sales.	Horizontal	analysis,	on	the	other	hand,	refers	to	the	process	of	reading	current	financial	data	in	comparison	to	previous	reporting	periods.	Also
called	¢ÃÂÂtrend	analysis,¢ÃÂÂ	reading	a	financial	statement	in	this	way	allows	an	individual	to	see	how	different	financial	metrics	have	changed	over	time:	For	example,	whether	liabilities	have	increased	or	decreased	from	Q1	to	Q2.	Ratio	Analysis	Ratio	analysis	is	the	process	of	analyzing	the	information	in	a	financial	report	as	it	relates	to	another
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