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Financial Statement Basics

Purpose: 

Provide critical financial data to 
stakeholders for assessing a company's 

health and performance

Stakeholders: 

- Owners         - Managers

- Creditors                     - Investors

- Government Agency  - Vendors
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Financial Statement Basics
For Profit Company

• Balance Sheet

• Income Statement

• Statement of Cashflow

• Statement of Owners 
Equity

Nonprofit Company

• Statement of Financial Position

• Statement of Activities

• Statement of Cashflow

• Statement of Functional Expenses

Purpose

• Snapshot of assets, liabilities, and 
equity at a specific date

• Shows financial performance over 
a period, detailing revenues, 
expenses, and net income

• Tracks cash inflows and outflows

• Details the change in owner 
equity

• Details expenses into categories
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Financial Statement Basics 
- Balance Sheet 
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Financial Statement Basics 
- Balance Sheet 



PAG
E 8

Delivering Confidence

Financial Statement Basics - Income Statement
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Financial Statement Basics - Income Statement
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Financial Statement Basics - Statement of Cashflow

Cash Flow Sections

Operating Activities: Daily business operations

Investing Activities: Purchase and sale of long-
term assets

Financing Activities:
 Transactions involving equity and debt
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Financial Statement Basics - Statement of Owner Equity
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Financial Statement Basics - Statement of Functional Expenses
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Financial Statement Analysis
• Basic Financial Statements 

• Flux Analysis - YoY

• Flux Analysis - budget  vs actual

• Ratio Analysis

• Ratio Flux Analysis - YoY

• Ratio Analysis vs Industry Standards

• KPI Analysis

• KPI Flux Analysis - YoY

• KPI Analysis vs Industry Standards
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Financial Statement Analysis – Basic Financial 
Statements 

Purpose: Understanding how to analyze comprehensive financial 
data to assess company performance and make strategic decisions.

Key Financial Statements:

Balance Sheet: Assesses company liquidity, solvency, and 
capital structure.

Income Statement: Analyzes profitability, revenue trends, 
and cost management.

Cash Flow Statement: Evaluates liquidity and financial 
flexibility.
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Financial Statement Analysis - Flux Analysis YoY - Balance 
Sheet
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Financial Statement Analysis - Flux Analysis YoY - Income 
Statement 
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Financial Statement Analysis - Flux Analysis Budget vs Actual - 
Income Statement 
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Financial Statement Analysis - Flux Analysis Budget vs Actual - 
Expenses



PAG
E 19

Delivering Confidence

Financial Statement Analysis - Ratio Analysis

Purpose: Utilizes financial ratios to gauge various aspects of a company’s performance and 
health.

Types of Ratios:

Liquidity Ratios: (e.g., Current Ratio, Quick Ratio): Liquidity ratios measure the quality and 
adequacy of current assets to meet current obligations as they come due.

Profitability Ratios: (e.g., Gross Profit Margin, Return on Equity): Assess efficiency in generating 
profits from resources.

Solvency Ratios: (e.g., Debt-to-Equity, Interest Coverage): Evaluate long-term financial stability 
and debt management.

Application: Enables quicker decision-making by highlighting financial strengths and 
weaknesses through numerical benchmarks.
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Financial Statement Analysis - Ratio Analysis - Liquidity 
Ratios
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Financial Statement Analysis - Ratio Analysis - 
Profitability Ratios
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Financial Statement Analysis - Ratio Analysis - Solvency 
Ratios

Debt to Equity Ratio:
Shows the proportion of equity and 
debt a company is using to finance its 
assets, providing insight into financial 
stability.
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Financial Statement Analysis – Ratio Flux Analysis YoY 
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The Role of Industry Benchmarking

Benefits:

Strategic Insights Identifies best 
practices and areas needing 
improvement

Target Setting Helps in setting realistic 
performance targets based on industry 
norms
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Financial Statement Analysis – Ratio Analysis vs Industry Standards
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Measurable value that helps you 
understand how well an organization or 
department is performing

KPIs can help you and your team 
determine if your strategies are helping 
you achieve your goals

May or May Not be financial data

“SMART” Criteria

Financial Statement Analysis - Key Performance 
Indicators (KPIs)
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Financial Statement Analysis - Department KPIs

Financial KPIs - liquidity, profitability, solvency

Sales KPIs - customer lifetime value, customer acquisition costs 

Marketing KPIs - website traffic, social media traffic, conversion rate content

Employees KPIs - # of overtime hours, turnover rate 

Customer KPIs - customer retention rate, customer satisfaction score
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Financial Statement Analysis - Financial KPIs

Gross Profit Margin = (revenue – cost of goods sold) / revenue

Net Profit Margin = net profit / revenue

Production Cost Analysis = total production costs / # of units sold

Customer Service Cost = total expense / total customers

EBITDA = net profit + interest, taxes and depreciation
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Financial Statement Analysis - Retail/Wholesale KPIs

Inventory Turnover = cost of goods sold / average inventory value

Lead Times = order request date – order delivery date 

Shrinkage = inventory book value – inventory actual value

Conversion Rate = (total transactions / total visitors) x 100

Average Transaction Value = total revenue / number of transactions  
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Financial Statement Analysis - Manufacturing KPIs

Labor Cost per Employee = total labor cost / number of employees

Revenue per Labor Hour = total revenue / total labor hours 

Efficiency of Utilization = production hours / total hours

Absorption Costing = (direct labor + direct material costs +variable manufacturing 
overhead + fixed manufacturing overhead) / # of units produced

Cash Conversion Cycle = avg. days inventory+ avg. days receivable - avg. days payable 
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Financial Statement Analysis - Construction KPIs

Planned Hours vs Actual Hours - by project.

Percentage of Labor Downtime = downtime hours / total hours

Scheduled Performance - tracks % of projects completed on time

Cost Performance - measures % of projects completed within budget.

Equipment Utilization - (actual operating time / available operating time) x 100  
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Financial Statement Analysis - Not-For-Profit KPIs

Donor Retention Rate = (# of repeat donors CY / # of donors in PY) X 100 

Fundraising Efficiency (ROI) = total contributions / total fundraising expense 

Overhead Rate = total indirect costs / direct costs

Donor Growth = (CY donors – PY donors) / PY donors

Programing Efficiency - program expenses / total expenses.
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Financial Statement Analysis - To Set Goals and Track 
Performance -  Case Study 1

- In the prior year, the Company obtained a revolving line of credit to build 
inventory levels as demand for products increased. 
- In the next 12 months Management is projecting a slow-down in orders due to 
lower levels of consumer demand.
- Management wants to track inventory levels to understand if free cash flow 
should be used to restock inventory or paydown the line of credit.

The Company would create a dashboard tracking the following items:
• Inventory balance by inventory product
• Inventory turnover
• Purchasing lead times
• Rolling sales by inventory product
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Financial Statement Analysis - To Set Goals and Track 
Performance -  Case Study 2

Company A is currently in a marketing campaign to obtain new customers and grow 
top line revenue. How would the company track the performance of its marketing 
effort?

The Company would create a dashboard tracking the following items:

• Track advertising costs and sales transactions/dollars (by month)

• Track new customers by month
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Financial Statement Analysis - To Set Goals and Track 
Performance -  Case Study 3

Company X wants to review its operating expenses with the goal of reducing these 
expenses to increase its profit margin. The owner communicated the plan to 
Management. How would the Owner track Managements progress?

The Company would create a dashboard tracking the following items:

• Track operating expenses balance by expense category

• Period flux of operating expenses by expense category

• Comparative size analysis (as a % of revenue)

• Track net profit margin
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Financial Statement Analysis - To Set Goals and Track 
Performance -  Case Study 4

Management of Company X wants to perform a study to ensure cashflow is being 
maximized. One item the company could track is receivable and payable aging:  

Average days receivable  = (average accounts receivable / net sales) x 365

Average days payable = (average accounts payable / cost of goods sold) x 365

Decrease average days receivable and increase the average days payable
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Best Practices - Generating and Disbursing Financial 
Statements
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Questions
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This presentation is © 2024 Dannible & McKee, LLP. All rights reserved.  No part of this document 
may be reproduced, transmitted or otherwise distributed in any form or by any means, electronic 
or mechanical, including by photocopying, facsimile transmission, recording, rekeying, or using 
any information storage and retrieval system, without written permission from Dannible & 
McKee, LLP. Any reproduction, transmission or distribution of this form or any material herein is 
prohibited and is in violation of U.S. law. Dannible & McKee, LLP expressly disclaims any liability in 
connection with the use of this presentation or its contents by any third party.

This presentation and any related materials are designed to provide accurate information in 
regard to the subject matter covered, and are provided solely as a teaching tool, with the 
understanding that neither the instructor, author, publisher, nor any other individual involved in 
its distribution is engaged in rendering legal, accounting, or other professional advice and 
assumes no liability in connection with its use. Because regulations, laws, and other professional 
guidance are constantly changing, a professional should be consulted if you require legal or other 
expert advice.

Copyright / Disclaimer
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Any tax advice contained herein was not intended or written to be used, and cannot be 
used, for the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions.

Circular 230
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