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Financial Analysis

Financial Analysis

Financial analysis is the process of evaluating the financial health and performance of a company by
examining its financial statements, ratios, and other financial indicators. It involves assessing the company's
profitability, liquidity, solvency, and efficiency to make informed decisions about its operations, investments,
and overall financial strategy.

Financial Statements

Financial statements are formal records of a company's financial activities that provide a summary of its
financial position and performance over a specific period. The main types of financial statements include the
income statement, balance sheet, and cash flow statement.

Income Statement

An income statement, also known as a profit and loss statement, is a financial statement that shows a
company's revenues, expenses, and net income or loss over a specific period. It provides insights into the
company's profitability by comparing revenues to expenses.

Balance Sheet

A balance sheet is a financial statement that presents a company's financial position at a specific point in
time by showing its assets, liabilities, and shareholders' equity. It provides a snapshot of the company's
overall financial health and solvency.

Cash Flow Statement

A cash flow statement is a financial statement that shows how changes in balance sheet accounts and
income affect cash and cash equivalents. It provides insights into a company's liquidity and ability to
generate cash to meet its obligations.

Financial Ratios

Financial ratios are quantitative measures used to evaluate a company's financial performance, health, and
efficiency by comparing different components of its financial statements. Common financial ratios include
profitability ratios, liquidity ratios, solvency ratios, and efficiency ratios.

Profitability Ratios

Profitability ratios are financial ratios that measure a company's ability to generate profits relative to its
revenue, assets, or equity. Examples of profitability ratios include gross profit margin, net profit margin,
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return on assets (ROA), and return on equity (ROE).

Liquidity Ratios

Liquidity ratios are financial ratios that measure a company's ability to meet its short-term obligations with
its current assets. Examples of liquidity ratios include the current ratio and the quick ratio.

Solvency Ratios

Solvency ratios are financial ratios that measure a company's ability to meet its long-term obligations with
its assets. Examples of solvency ratios include the debt-to-equity ratio and the interest coverage ratio.

Efficiency Ratios

Efficiency ratios are financial ratios that measure how effectively a company utilizes its assets to generate
sales or revenue. Examples of efficiency ratios include the asset turnover ratio and the inventory turnover
ratio.

Financial Forecasting

Financial forecasting is the process of predicting a company's future financial performance based on
historical data, industry trends, and other relevant factors. It helps companies plan for future growth,
manage risks, and make informed financial decisions.

Scenario Analysis

Scenario analysis is a financial modeling technique that involves creating multiple scenarios or possible
outcomes based on different assumptions and variables. It helps companies assess the impact of various
factors on their financial performance and make informed decisions.

Cost-Volume-Profit (CVP) Analysis

Cost-volume-profit (CVP) analysis is a financial modeling technique that examines the relationship between
costs, volume, and profits to determine the breakeven point and evaluate the impact of changes in sales
volume on a company's profitability.

Variance Analysis

Variance analysis is a financial performance evaluation technique that compares actual results to budgeted
or expected results to identify differences or variances. It helps companies understand the reasons for
deviations and take corrective actions.

Return on Investment (ROI)

Return on investment (ROI) is a financial ratio that measures the profitability of an investment by comparing
the net profit or gain generated to the cost of the investment. It helps investors and companies assess the
efficiency of their investments.
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Payback Period

The payback period is a financial metric that calculates the time it takes for an investment to generate
enough cash flows to recoup its initial cost. It helps companies evaluate the risk and return of investments
by assessing the time it takes to recover their investment.

Net Present Value (NPV)

Net Present Value (NPV) is a financial metric that calculates the present value of an investment's future cash
flows by discounting them back to the present using a specified discount rate. A positive NPV indicates that
an investment is expected to generate value and should be pursued.

Internal Rate of Return (IRR)

Internal Rate of Return (IRR) is a financial metric that calculates the discount rate at which the net present
value of an investment equals zero. It represents the expected annual rate of return on an investment and
helps companies compare different investment opportunities.

Cost of Capital

The cost of capital is the weighted average cost of a company's debt and equity financing used to fund its
operations and investments. It represents the minimum return that a company must earn to satisfy its
investors and creditors.

Working Capital Management

Working capital management is the process of managing a company's short-term assets and liabilities to
ensure it has enough liquidity to meet its operational needs and obligations. It involves managing cash,
accounts receivable, inventory, and accounts payable.

Financial Modeling

Financial modeling is the process of creating a mathematical representation of a company's financial
performance and future projections using spreadsheets or specialized software. It helps companies analyze
and forecast their financial outcomes.

Sensitivity Analysis

Sensitivity analysis is a financial modeling technique that evaluates how changes in key variables or
assumptions impact a company's financial performance. It helps companies assess the sensitivity of their
financial models to different scenarios.

Monte Carlo Simulation

Monte Carlo simulation is a statistical technique used in financial modeling to generate multiple random
scenarios based on probability distributions of key variables. It helps companies assess the range of
possible outcomes and make informed decisions.
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Financial Risk Management

Financial risk management is the process of identifying, analyzing, and mitigating financial risks that could
impact a company's profitability, liquidity, or solvency. It involves managing risks related to market, credit,
liquidity, and operational factors.

Capital Budgeting

Capital budgeting is the process of evaluating and selecting long-term investment projects or capital
expenditures that will generate future cash flows for a company. It involves analyzing the costs, benefits,
and risks of potential investments.

Dividend Policy

Dividend policy is the strategy a company uses to determine how much of its profits to distribute to
shareholders as dividends and how much to retain for reinvestment. It affects a company's capital structure,
shareholder value, and overall financial health.

Financial Leverage

Financial leverage is the use of debt or borrowed funds to increase the potential return on equity for a
company. While financial leverage can amplify profits, it also increases the risk of financial distress if the
company cannot meet its debt obligations.

Financial Statement Analysis

Financial statement analysis is the process of reviewing and analyzing a company's financial statements to
evaluate its financial performance, health, and prospects. It helps investors, creditors, and managers make
informed decisions about the company.

Fund Flow Analysis

Fund flow analysis is a financial analysis technique that evaluates the inflows and outflows of funds within a
company over a specific period. It helps companies understand how funds are generated and utilized to
assess their financial position.

Working Capital Ratio

The working capital ratio, also known as the current ratio, is a liquidity ratio that measures a company's
ability to meet its short-term obligations with its current assets. It is calculated by dividing current assets by
current liabilities.

Debt to Equity Ratio

The debt to equity ratio is a solvency ratio that measures a company's leverage by comparing its total debt
to its shareholders' equity. It indicates the proportion of debt and equity financing used to fund the
company's operations and investments.
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Return on Assets (ROA)

Return on assets (ROA) is a profitability ratio that measures a company's ability to generate profits from its
assets by comparing net income to total assets. It indicates how efficiently a company uses its assets to
generate earnings.

Return on Equity (ROE)

Return on equity (ROE) is a profitability ratio that measures a company's ability to generate profits for its
shareholders by comparing net income to shareholders' equity. It shows how effectively a company utilizes
equity financing to generate returns.

Inventory Turnover Ratio

The inventory turnover ratio is an efficiency ratio that measures how many times a company sells and
replaces its inventory during a specific period. It indicates how effectively a company manages its inventory
levels to generate sales.

Asset Turnover Ratio

The asset turnover ratio is an efficiency ratio that measures how efficiently a company utilizes its assets to
generate sales or revenue. It is calculated by dividing net sales by average total assets and indicates the
company's asset utilization.

Cash Conversion Cycle

The cash conversion cycle is a financial metric that measures how long it takes for a company to convert its
investments in inventory and other resources into cash flows from sales. It shows how effectively a company
manages its working capital.

Financial Statement Fraud

Financial statement fraud is the intentional manipulation or misrepresentation of a company's financial
statements to deceive investors, creditors, or other stakeholders. It involves falsifying financial data to
present a false picture of the company's financial health.

Forensic Accounting

Forensic accounting is a branch of accounting that involves investigating financial records, transactions, and
reports to uncover fraud, embezzlement, or other financial crimes. Forensic accountants use accounting and
investigative techniques to analyze financial data.

Cost Control Techniques

Cost control techniques are strategies and methods used by companies to monitor, reduce, and manage
their costs effectively. They help companies optimize their operations, improve profitability, and maintain
financial stability.
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Variance Analysis

Variance analysis is a cost control technique that compares actual costs to budgeted or standard costs to
identify differences or variances. It helps companies understand the reasons for cost deviations and take
corrective actions to control expenses.

Standard Costing

Standard costing is a cost control technique that involves setting predetermined costs for materials, labor,
and overhead and comparing them to actual costs to evaluate performance. It helps companies establish
cost benchmarks and track cost variances.

Activity-Based Costing (ABC)

Activity-based costing (ABC) is a cost control technique that assigns costs to products or services based on
the activities and resources used to produce them. It provides a more accurate allocation of costs and helps
companies identify cost drivers.

Cost-Volume-Profit (CVP) Analysis

Cost-volume-profit (CVP) analysis is a cost control technique that examines the relationship between costs,
volume, and profits to determine the breakeven point and evaluate the impact of changes in sales volume
on a company's profitability.

Lean Management

Lean management is a cost control technique that focuses on eliminating waste, optimizing processes, and
improving efficiency to reduce costs and enhance value for customers. It emphasizes continuous
improvement and waste reduction.

Just-in-Time (JIT) Inventory

Just-in-time (JIT) inventory is a cost control technique that involves receiving goods only when they are
needed in the production process to minimize inventory carrying costs. It helps companies reduce storage
costs and improve cash flow.

Zero-Based Budgeting

Zero-based budgeting is a cost control technique that requires companies to justify all expenses from
scratch each budget cycle, regardless of previous budgets. It helps companies eliminate unnecessary costs
and allocate resources more efficiently.

Total Quality Management (TQM)

Total Quality Management (TQM) is a cost control technique that focuses on improving product quality,
customer satisfaction, and operational efficiency to reduce costs and enhance competitiveness. It
emphasizes continuous improvement and employee involvement.
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Value Engineering

Value engineering is a cost control technique that involves analyzing products, processes, and systems to
identify opportunities for cost savings without sacrificing quality or performance. It helps companies
optimize value and reduce costs.

Cost-Benefit Analysis

Cost-benefit analysis is a cost control technique that evaluates the costs and benefits of alternative courses
of action to determine the most cost-effective solution. It helps companies make informed decisions by
comparing the costs and benefits of different options.

Lifecycle Cost Analysis

Lifecycle cost analysis is a cost control technique that considers the total cost of owning, operating, and
maintaining an asset over its entire lifecycle. It helps companies evaluate the long-term costs and benefits
of investments and make informed decisions.

Economic Order Quantity (EOQ)

Economic Order Quantity (EOQ) is a cost control technique that calculates the optimal order quantity to
minimize total inventory costs, including ordering costs and carrying costs. It helps companies determine
the most cost-effective inventory management strategy.

Cost of Quality (COQ)

The cost of quality (COQ) is a cost control technique that measures the costs associated with producing
defective or nonconforming products, as well as the costs of preventing and detecting quality issues. It
helps companies identify areas for improvement and reduce costs.

Target Costing

Target costing is a cost control technique that sets a target cost for a product or service based on customer
requirements and market conditions. It helps companies design products and processes to meet cost
targets and achieve profitability.

Throughput Accounting

Throughput accounting is a cost control technique that focuses on maximizing throughput or the rate at
which a company generates money through sales. It helps companies identify constraints, optimize
production, and improve profitability.

Activity-Based Budgeting

Activity-based budgeting is a cost control technique that allocates costs based on activities and resources
required to achieve business objectives. It helps companies align budgets with strategic goals, improve cost
allocation, and enhance performance.
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Standard Deviation

Standard deviation is a statistical measure of the dispersion or variability of a set of values around the mean.
It helps quantify the risk and uncertainty associated with financial data and is commonly used in risk
analysis and portfolio management.

Financial Modeling

Financial modeling is the process of creating a mathematical representation of a company's financial
performance and future projections using spreadsheets or specialized software. It helps companies analyze
and forecast their financial outcomes.

Monte Carlo Simulation

Monte Carlo simulation is a statistical technique used in financial modeling to generate multiple random
scenarios based on probability distributions of key variables. It helps companies assess the range of
possible outcomes and make informed decisions.

Scenario Analysis

Scenario analysis is a financial modeling technique that involves creating multiple scenarios or possible
outcomes based on different assumptions and variables. It helps companies assess the impact of various
factors on their financial performance and make informed decisions.

Sensitivity Analysis

Sensitivity analysis is a financial modeling technique that evaluates how changes in key variables or
assumptions impact a company's financial performance. It helps companies assess the sensitivity of their
financial models to different scenarios.

Financial Risk Management

Financial risk management is the process of identifying, analyzing, and mitigating financial risks that could
impact a company's profitability, liquidity, or solvency. It involves managing risks related to market, credit,
liquidity, and operational factors.

Capital Budgeting

Capital budgeting is the process of evaluating and selecting long-term investment projects or capital
expenditures that will generate future cash flows for a company. It involves analyzing the costs, benefits,
and risks of potential investments.

Dividend Policy

Dividend policy is the strategy a company uses to determine how much of its profits to distribute to
shareholders as dividends and how much to retain for reinvestment. It affects a company's capital structure,
shareholder value, and overall financial health.
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Financial Leverage

Financial leverage is the use of debt or borrowed funds to increase the potential return on equity for a
company. While financial leverage can amplify profits, it also increases the risk of financial distress if the
company cannot meet its debt obligations.

Financial Statement Analysis

Financial statement analysis is the process of reviewing and analyzing a company's financial statements to
evaluate its financial performance, health, and prospects. It helps investors, creditors, and managers make
informed decisions about the company.

Fund Flow Analysis

Fund flow analysis is a financial analysis technique that evaluates the inflows and outflows of funds within a
company over a specific period. It helps companies understand how funds are generated and utilized to
assess their financial position.

Working Capital Ratio

The working capital ratio, also known as the current ratio, is a liquidity ratio that measures a company's
ability to meet its short-term obligations with its current assets. It is calculated by dividing current assets by
current liabilities.

Debt to Equity Ratio

The debt to equity ratio is a solvency ratio that measures a company's leverage by comparing its total debt
to its shareholders' equity. It indicates the proportion of debt and equity financing used to fund the
company's operations and investments.

Return on Assets (ROA)

Return on assets (ROA) is a profitability ratio that measures a company's ability to generate profits from its
assets by comparing net income to total assets. It indicates how efficiently a company uses its assets to
generate earnings.

Return on Equity (ROE)

Return on equity (ROE) is a profitability ratio that measures a company's ability to generate profits for its
shareholders by comparing net income to shareholders' equity. It shows how effectively a company utilizes
equity financing to generate returns.

Inventory Turnover Ratio

The inventory turnover ratio is an efficiency ratio that measures how many times a company sells and
replaces its inventory during a specific period. It indicates how effectively a company manages its inventory
levels to generate sales.
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Asset Turnover Ratio

The asset turnover ratio is an efficiency ratio that measures how efficiently a company utilizes its assets to
generate sales or revenue. It is calculated by dividing net sales by average total assets and indicates the
company's asset utilization.

Cash Conversion Cycle

The cash conversion cycle is a financial metric that measures how long it takes for a company to convert its
investments in inventory and other resources into cash flows from sales. It shows how effectively a company
manages its working capital.

Financial Statement Fraud

Financial statement fraud is the intentional manipulation or misrepresentation of a company's financial
statements to deceive investors, creditors, or other stakeholders. It involves falsifying financial data to
present a false picture of the company's financial health.

Forensic Accounting

Forensic accounting is a branch of accounting that involves investigating financial records, transactions, and
reports to uncover fraud, embezzlement, or other financial crimes. Forensic accountants use accounting and
investigative techniques to analyze financial data.

Cost Control Techniques

Cost control techniques are strategies and methods used by companies to monitor, reduce, and manage
their costs effectively. They help companies optimize their operations, improve profitability, and maintain
financial stability.

Variance Analysis

Variance analysis is a cost control technique that compares actual costs to budgeted or standard costs to
identify differences or variances. It helps companies understand the reasons for cost deviations and take
corrective actions to control expenses.

Standard Costing

Standard costing is a cost control technique that involves setting

Read online: https://certificates.lsba.org.uk/glossaries/2990911/
financial-analysis

London School of Business and Administration · 20 Jun 2026


