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Abstract

The financial analysis indications of the financial statements constitute the
major tool to review the indications used to asses the company's performance
and to measure its success to realize its objectives by the most appropriate
utilization of the resources and potentials available thereto, and by using set of
indications according to which we will be familiar with the reality of different
aspects of the company's activities and its outcomes. Everyone is aware of the
importance of the financial analysis which aims to analyze the financial
statements of the client within certain period, and to use financial cash flow
indications to assess the client capability to meet his short term liabilities, i.e.
the cash amounts he owns or other assets which might be transferred to cash
within very short period, as well as to use the cash flow indications to assess
the insolvency risks resulted from the failure to repay the financial liabilities,
and to study the possibility to link among cash flows indications and
profitability indications to assess the clients' financial capabilities. Therefore,
the study problem has emerged and concentrated on the extent of the cash flow
indications and profitability indications sufficiency to assess the financial
capabilities of the client, and whether linking among the cash flow and
profitability indications would integrate the client's financial capabilities
indications. The study has been divided into three chapters, as follows:



Chapter 1
Financial Analysis Concept and Types

Researcher discusses in this chapter the financial analysis concept and its
importance and beneficiaries, and the tools, steps and fields of the financial
analysis as the research provides the financial analysis definition in general and
its importance as a tool of the financial control tools and its uses within the
economical feasibility studies, considering it as a tool of the planning tools, and
to make strategic decision especially for companies' merging, expansion and
modernization. Further, many entities may benefit from the financial analysis,
such as the institutions Department, institutions owners, present and potential
investors, plant's creditors, banks and the public departments and control and
taxes entities, studies and researches center, stocks market, financial markets,
universities, institutes and insurance companies. Further, the financial analysis
might be used for different purposes, such as the analysis of credits for
borrowers and the financial analysis for investment as it focuses on assessing
shares and stocks, and analyze merging and procurement in companies and
analyze performance which focuses on assessing profitability and the firm
capability to manage its assets and financial balance or those related to the cash
flow and growth. Moreover, the financial analysis is considered one of the
effective tools in the planning field used to establish the expected institution's
performance by depending on the previous performance of the same institution.
In this context, we can say that the financial analysis plays a unique role to
assess the previous performance or the expected performance. The research
provides the most significant standards of the financial analysis, such as the
historical analysis which depends on historical financial indications for years
and the industry standard. The internal analysis which aims to manage the
institution on different administrative levels provides in terms of assessing the
institution performance against the established plan and following up the
execution of plans and determining the credit position and the cash flow degree
and revenues affectivity and the future expectations, as it compares the
financial information of the present year with previous years and the external
analysis which aims to serve entities outside the institution and to realize its
objective or to serve the entities interested in analysis, such as banking
facilities institutions, banks, chamber of industry and commerce, external
auditor, financial markets, experience houses and consultation offices. By this
analysis is performed by external entities (outside the institution) as the
institution provides the information required for such entities which would
perform the analysis process and provide also to parties outside the institution.
The financial analysis includes fields, such as, profitability, cash flows,
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activities effectiveness, financing structure, production, manpower, social
liability, and the most appropriate utilization of the available resources. We
also provided the financial analysis tools, such as direction analysis which
means to study the financial statements through many years (if information is
available) in order to know the changes occurred on each item of the financial
statement during the comparison period, and then to know the reasons which
caused such changes, therefore, we would determine certain year as the basic
year and then compare the subsequent years in order to define the differences,
and what is called the horizontal analysis or the financial analyst would study
the financial statements for certain period by showing the relation between
certain item with other items, called the vertical analysis. On the other hand, by
the analysis performed through the accounting rates, this tool would be used
according to the assessment of the financial statements through its relation with
each other in order to have indications on the institution position and to analyze
the equality based on the relation among expenditures, revenues and the
activities volume as this tool enables to conduct a study on the general impact
of the volume level on income and activities which shows its impact clearly on
the profits and to analyze the financial leverage. We provided the financial
analysis steps as of obtaining the assignment letter and establishing the analysis
objective through defining the time period and required information and to
index the financial statement.... up to the financial analyst report. At the end of
the chapter, we provided profitability and how to measure, as profitability is
considered the most important objective of the owners and shareholders who
assess the institution success in the most appropriate utilization of the available
resources and financial investments so that this profitability will make their
institution realize as high revenues as possible and with as less risks as
possible. For this purpose, they will be interested to verify the institution
profits by resorting to the financial analysis which gives a clear idea on the
present and future position, and as we can measure profitability by profits rates
which concentrate on the relationship between income statement particulars
and the financial position statement numbers, such as:

Rate of profits margin to sales, revenues rate on invested amounts, rate of
revenues on total assets, rate of revenues to ownership rights, in addition to the
rates related to the institution exchanged shares, with establishing the standard
/33/ of the international accounting standards in order to define and show the
share percentage from profits and this would improve the possibility to
compare the performance among different institutions within the same period
and among different accounting periods for the same institution. The standard
focuses on calculating the share rate from the profits and in spite of the fact
that the data of each share rate from profits has determinants due to different
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accounting policies used to determine the profits, and therefore, the item
determined by similar method would improve the financial disclosure process.
As the financial data is an accounting system inputs, the financial statements
are the outputs of this system, i.e. it is the final product of the accounting
system in one hand, and practical inputs for the financial analysis process on
the other hand.



Chapter 2
Financial Analysis for Financial Statements

Before starting the vertical and horizontal analysis for the financial statements
in the research, we have to know the definition of the financial statements,
therefore, the researcher would explain the main tiles of the financial
statements, such as defining the financial statements, mentioning its objectives
and principles of preparation, and then provide its basic types subject to the
financial analysis, and the importance of each statement and the elements of
each one of them, and how to index these elements within the statement
according to the international accounting principles and standards which
constitute the financial statements of the final product within the accounting
system. It summarizes all the financial transactions made within the institution
within the financial period. As the financial information is considered one of
the most important sources that gives real picture on the institution through
analyzing the financial statements prepared according to the acceptable
accounting rules in general, the financial analyst may have many information
on the institution operation nature, and its strength, capability and competence
in management and ability to repay liabilities and expand investments. This
chapter provides the financial analysis of the financial statements prepared
according to the accounting principles and we have mentioned the most
Important principles, such as the principle of disclosure to serve the different
objectives, the principle of measurement objectivity, the principle of
measurability, the principle of caution and carefulness, the principle of
comparability, the principle of realizability and the principle of relative
Importance as we discussed the income statement which is a report showing the
amount of revenues and expenditures of the institution to calculate its net
revenues or losses during certain accounting period. The importance of the
income statement is obvious as it provides investments, shareholders and
creditors with information which helps them to predict the amounts, times and
the degrees of uncertainty associated with the cash flows in the future, and as
these prediction help investors to know the revenues expected on their invested
funds, and help the shareholders to know the amount of shares profitability. It
also helps creditors to measure the institution profits capabilities during the
period to cover interests payments during the same period. This is the essence
of the financial analysis which uses income statement information to assess the
institution previous performance, and then to define some future expected
directions. In addition to that, this statement information is considered as an
important tool for future planning and control process on the executed works
by comparing the actual information include in this statement with the
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estimated budget data or the standard rates. The income statement might be
used by other parties, for example: clients may use the income statement to
define the institution capabilities to provide the required commodities or
services as well as for taxes to define the amount of taxes imposed on the
institution, and therefore, the government may use the institutions income
statements to define the taxes and economical policy and the financial position
statement which is a statement includes the resources available for the
institution (assets) and the financing sources for these resources (liabilities and
ownership rights) at certain time. The importance of the financial position
statement is proved as it is considered the main source for information to assess
the institution cash movement, i.e. its capability to meet its short term
liabilities, and as the cash flow is one of the necessary conditions to realize
profits. Information included in the financial position statement, i.e. the income
statement, helps to assess the management capabilities to use the available
resources. Further, creditors and borrowers are interested in short term
financial rates to estimate the institution capabilities to meet its present and due
liabilities, and the ownership rights owner study the institution cash flow to
estimate the possibility to continue or increase cash distributions or the
potentials to expand investing their funds. The financial positions statement
provides information on the nature and amount of investments in the institution
assets and the institutions liabilities towards its creditors and the right of
owners in institutions assets net, as it contributes in calculating the revenues
rates and assess the institution capital structure and estimate cash flow degree.
The cash flows statements, which is a statement explains the incoming and
outgoing cash flows due on the institutions activities during the accounting
period. The importance of the cash flows statement is proved as it constitutes
with the income statement and the financial position statement an important
and useful tools for financial analysis purposes to help assessing the past
institution performance and predict the performance expected in the future.
According to the decisions made by FASB, the information provided in the
cash flows statement when used associated with the disclosure aspects and
other financial statements (income, financial position) must help investors and
creditors and others to do the following:
1- Define the difference reasons between the income net and cash
receivables and payables.
2- State the institution capability to meet its obligations and distribute
portion of the profits to shareholders.
3- Assess the institution capabilities to generate net cash flows positively in
the future.



4- Estimate the impacts resulted from each financing and investment
transactions, whether cash or not, on the institution financial position.
We have explained how to index the income statement and the financial
position as well as the cash flows statement for financial analysis. At the
end, the vertical analysis concept, uses and the concept and uses of the
horizontal analysis.



Chapter 3
Financial Analysis by using Financial Rates

Financial rates are based for certain item of the financial statements items to
another item, provided that to have certain and meaningful indication to the
relationship between those two items, in order to benefit from the explanation
of this relation to assess the institution financial performance. This financial
rate can be expressed either as a percentage or for various times. The financial
rates are considered as the most significant tools of the financial analysis in
terms of fame and use upon analyzing the financial information of certain
institution, therefore, this chapter provides the financial analysis by using the
financial rates as we reviewed the accounting rates concept which is: a relation
between to variables, one of them represents the numerator and the other
represents the denominator to add indications on the financial statements and
other accounting reports contents. Further, this chapter provides the
significance and types of the financial types as follows:

1- Profitability rates.

2- Cash flow rates.

3- Activity rates (rotation rates).

4- Production rates.

5- Manpower rates.

6- Rates of assessing the community role in serving the society.

The researcher considers that the above division faces some difficulties in
terms of getting some important information to apply, such as manpower rates
and community role rates as it requires information which is not available
within the financial statements published for the institution such as the total
employees number or the number of employees for whom the institution
provides some advantages, such as (accommodation) and through which we
can measure the extent of the institution contribution in solving employees
problems on one hand. On the other hand, there are some mixed rates that may
serve more than one field; however, this division remains better than the
previous one as it is related to the rate linked to the desired assessment field of
the institution. Consequently, we would depend on this division to assess the
institution profitability with taking into consideration the rates which are
related directly and indirectly to profitability with stating the significance of
each rate separately.
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Chapter 4
Practical Case
Financial Analysis for Tires Company
(for five years)

This chapter provides a practical cases for tires company depending on all
information and financial statements required for five years (2004-2008) from
the company. | have reviewed and re-prepared the data with indexing and
classifying them so that it became ready for the financial analysis purposes. We
conducted the vertical and horizontal analysis process for the final financial
statements and analyzed the financial rates and equality point. The analysis
came within 20 tables and 13 diagrams in addition to the indexed budgets
statements and some annexes attached to the tables. The company's capital is
715 million Syrian pounds distributed between fixed capital and working
capital. We have concluded to some outcomes and recommendations, most
importantly:

1- Reconsider the company's work plan and study the expenditures
properly in order to prevent wastes, especially the changeable costs.

2- Reconsider the expenditures accounting system and depend on the
activities expenditures system to provide the opportunity to monitor
costs and exclude the non-profitable activities.

3- Study the market and competitive products in terms of quality and
price.

4- Execute advanced programs, i.e. preventive maintenance before any
defect, with taking into consideration, the root repairs for repeated
failures, and to find a method to motivate those who work in all forms
of maintenance.

5- As we expect to face high competition in the future on one hand, and as
the Syrian market can't accommodate more than one factory in this size
on the other hand, the procedures required to develop the company
operations and to make the financial and economical profitability
indications reach good level, require the company to work on expanding
its production database (increase the passenger cars tires to a total
production volume as the passenger cars tires rate is estimated by 10%
only, and to improve and develop the production of advanced and
guaranteed types on yearly basis, such as tubeless by cooperation or
even direct partnership with one of the international famous
international brands, so that the company would benefit from:

a) Know how rights.
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b) Trademarks.

We have depended on some Arabic and English references to enrich this
research.
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