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INTRODUCTION

Thesuccessofanenterprisedependsupontheentrepreneur
doingtherightthingattherighttime.Startinganewventureisa
verychallengingandrewardingtask.Abusinessmanhastotake
numerousdecisions,rightfrom theconceptionofabusinessidea,
uponthestartofproduction.Hence,theidentificationofthe
projecttobeundertaken,requiresananalysisoftheprojectin
depth.Therefore,afinancialanalysisoftheprojecthastobe
undertaken.

Financialanalysisisdefinedasthe
processofdiscoveringeconomicfactsaboutanenterprise
and/oraprojectonthebasisofaninterpretationoffinancialdata.
Financialanalysisalsoseekstolookatthecapitalcost,
operationscostandoperatingrevenue.Theanalysisdecisively
establishesarelationshipbetweenthevariousfactorsofaproject
andhelpsinmaneuveringtheproject'sactivities.Italsoservesas
acommonmeasureofvalueforobtainingaclear-cut
understandingabouttheprojectfrom thefinancialpointofview.

Ananalysisofseveralfinancialtoolsprovidean
importantbasisforvaluingsecuritiesandappraisingmanagerial
programmes.Financialanalysisisvitalintheinterpretationof
financialstatements.Itcanprovideaninsightintotwoimportant
areasofmanagement—returnoninvestmentandsoundnessof
thecompany'sfinancialposition.

Internalmanagementaccountsprovideinformation
whichisvaluableforthepurposeofcontrol.Theinformationis
madeavailableintheform ofaccountingdata,whichmaybe
manifestedasfinancialandaccountingstatements.Afinancial
analysisrevealswherethecompanystandswithrespectto
profitability,liquidity,leverageandanefficientuseofitsassets.
Financialreportsprovidetheframeworkwithinwhichbusiness
planningtakesplace.Theyarethekeythroughwhichaneffective
controlofabusinessenterpriseisexercised.Itistheprocessof
determiningthesignificantfinancialcharacteristicsofafirm.It
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maybeexternalorinternal.Theexternalanalysisisperformedby
creditors,stockholdersandinvestmentanalysis.Theinternal
analysisisperformedbyvariousdepartmentsofafirm.

SIGNIFICANCEOFFINANCIALANALYSIS
Financialanalysisprimarilydealswiththeinterpretationofthe
dataincorporatedintheproformafinancialstatementsofa
projectandthepresentationofthedatainaform inwhichitcan
beutilizedforacomparativeappraisaloftheprojects.Itis,in
effect,concernedwiththedevelopmentofthefinancialprofileof
theproject.Itspurposeistofindoutwhethertheprojectis
attractiveenoughtosecurefundsneededforitsvarious
constituentactivitiesandoncehavingsecuredthefunds,
whethertheprojectwillbeabletogenerateenougheconomic
valuestoachievetheobjectivesforwhichitissoughttobe
implemented.Itdealsnotonlywiththefinancialaspectsofa
projectbutalsowithitsoperationalaspects.Assuch,itis
necessarytoundertakesuchananalysisnotonlyinthecaseof
industrialprojectsbutalsointhecaseofnon-industrialprojects.

Analysisoffinancialstatementshasbecomevery
significantduetothewidespreadinterestofvariouspartiesinthe
financialresultsofacompany.Inrecentyears,theownershipof
capitalofmostpubliccompanieshasbecomebroad-based.A
numberofpartiesandbodies,includingcreditors,potential
suppliers,debenture-holders,creditinstitutionslikebanks,
industrialfinancecorporations,potentialinvestors,employees,
tradeunions,importantcustomers,economists,investment
analysts,taxationauthoritiesandgovernmenthaveastakein
thefinancialresultsofacompany.Variouspeoplelookatthe
financialstatementsfrom variousangles.Anumberof
techniqueshavebeendevelopedtoundertakeanalysisof
financialstatementsinordertoreachconclusionsaboutthe
financialhealth,profitabilityandefficiencyofanenterpriseand
alsotocompareanenterprisewithothersimilar
undertakings.Thetechniqueofratioanalysisisthemost
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importanttooloffinancialanalysis.Ithelpsincomparingthe
performanceofvariouscompaniesandjudgetheirfinancial
soundness.

Fig.1.Utilityoffinancialanalysis

UTILITYOFFINANCIALANDACCOUNTING
STATEMENTS
Financialstatementsplayavitalroleintheinternalfinancial
controlofanenterprise.Theseshould,therefore,theproperly
constructed,analyzedandinterpretedbyexecutives,bankers,
creditorsandinvestors.

Theentirefutureofacompanyhinges
onthemanager'sabilitytodeciderelevantfinancialdatawitha
viewtoplanningprofitabilitymoves.Learningtoreadfinancial
statementsisthefirstessentialelementinanybusinessman's
attempttoacquirefinancialmanagementskills.Thechangein
theelitism ofstockownershiptobroadpublicownershiphas
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necessitatedaconcomitantchangeintheentireprocessof
reportingcorporatefinancialresults.Theroleofmanagementin
thematterofpreparationoffinancialstatementsistoadd
understandingtothesestatements,thefairnessofwhichistobe
viewedthroughtheeyeoftheuser,whilethatoftheaccountantis
toclosethecommunicationgapandoftheauditortoadd
credibilitytothem.Forevolvingagoodeconomicinformation
system,accountinginnovationsareofgreateconomic
informationsystem.Withoutthese,communicationwiththe
financialcommunitywouldbedifficult,theinterestofpresentand
futurepotentialinvestorswouldnotbeserved,theabilityofthe
companytoraiseadditionalcapitalwouldbeimpairedandthe
government'sregulatorymeasuresandpolicieswouldnotserve
thebestinterestofsociety.Thoughafinancialstatementreveals
lessthanitconceals,itprovidestheindicatorsoftheenterprise's
performanceduringtheyear.

Financialanalysisseekstospotlightthesignificant
factsandrelationshipsconcerningmanagerialperformance,viz.,
corporateefficiency,financialstrengthsandweaknessesand
creditworthinessoftheenterprise.

SUMMARY
Financialanalysisseekstolookattheoperatingcost,operating
revenueandcapitalcost.Thepurposeoffinancialanalysisisto
findoutwhethertheprojectisattractionenoughtosecurefunds
neededforitsvariousconstituentactivitiesandoncehaving
securedthefunds,whethertheprojectwillbeabletogenerate
enougheconomicvaluestoachievetheobjectivesforwhichitis
soughttobeimplemented.Thefutureofacompanydependson
themanager’sabilitytodeciderelevantfinancialdatawithaview
toprofitabilityplanning.Afinancialstatementrevealslessthanit
conceals,itprovidestheindicatorsoftheperformanceofthe
enterpriseduringtheyear.
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