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WHY FINANCIAL 
STATEMENT ANALYSIS 

MATTERS
• Credit Decisions = Risk Management

• Financial Statements tell the story behind payment behavior

• Faster analysis = better decisions + fewer surprises

• Goal: identify strength, stress, and trends quickly



• It’s the end of the month….
• Large, potential new customer to be reviewed

• All information is received, including financial statements

• Wants a quick response and wants to ship in the morning

• The pressure is on

• Next steps….. 



THERE’S NO MAGIC 
FORMULA

• Key Takeaways:

• Period of time financial statement covers

• Legal structure

• Revenue trends

• Industry trends

• Gross margin

• SG&A

• Advertising

• Bad debts

• Interest expense

• Officer salary

• Other income expenses

• Net operating income (not net profit)



KEY RATIOS
ON BALANCE SHEET

• LIQUIDITY RATIOS:

• Current Ratio (Cash, AR, Inventory – Current Liabilities)

• Quick Ratio (Quick Assets / Current Liabilities (does this include 

LOC, CPLTD?)

• LEVERAGE AND COVERAGE RATIOS:

• Debt to Equity

• Interest Coverage (Times Interest Earned)



KEY RATIOS
ON P&L

• Revenue (understand customer revenue cycle)

• Gross margin – components and trends

• SG&A as % of revenue

• Know your industry

• Officer salary

• Net operating income as % of revenue

• EBITDA (why?)

• NOI – Interest, Taxes, Depreciation, and Amortization

• How does the business operate without burden of interest?



BENCHMARKING
• Current ratio: 1.5 – 2.0

• Quick ratio: 2:1

• Interest coverage: 2:1

• Gross margin: industry specific

• Net operating income: industry specific



RED FLAGS

• Declining revenue

• Thin or shrinking margins

• Excessive SG&A expenses

• Interest expense

• Advertising/marketing

• Officer salary

• Legal expenses

• Management turnover 

• Negative cash flow

• Increasing debt levels

• Switching banks/audit firms



TREND ANALYSIS:
FASTER THAN YOU THINK

• Why Trends Matter More Than Single Numbers

• Look at 2-3 years if available

• Improving or deteriorating?

• Sudden changes = investigation needed

• Declining liquidity

• Rapid increase in debt

• Shrinking margins



PUTTING IT ALL TOGETHER

• The 10 Minute Credit Review Checklist:

• Company and industry consideration

• Revenue trend

• Profit or loss

• Cash from operations

• Current/quick ratio

• Debt level

• Overall trend direction



LINKING FINANCIALS TO 
CREDIT DECISIONS

• STRONGER FINANCIALS:

• Higher credit limits (weighing risk vs reward)

• Standard or extended terms

• WEAKER OR DETERIORATING FINANCIALS:

• Lower limits

• Shorter terms

• COD or secured credit

• Consideration of preferential payment risk if bankruptcy happens



Friendly Sales and Service, Inc.

Balance Sheet

As of December 31, 2025



Friendly Sales and Service, Inc.

Profit and Loss Statement

Jan – Dec 2025



Ratio Analysis



Tri City Enterprises LLC.

Balance Sheet

As of December 31, 2025



Tri City Enterprises LLC.

Profit and Loss Statement

Jan – Dec 2025



KEY TAKEAWAYS

• Financial statements don’t need to be complex

• Focus on liquidity, leverage, cash flow, and trends

• Quick analysis still reduces risk significantly



QUESTIONS & DISCUSSION
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