International Financial Statement Analysis
2nd Edition

a—
FA
ménz‘un INVESTMENT SERIES

[INTERNATIONAL
FINANCIAL
STATEMENT

ANALYSIS

Elaine Heary, CFAS Michael A. Broihahn, CFA
Fareword by SIR DAVID TWEEDIE, Chairman, International Accounting Standards Board

International Financial Statement Analysis 2nd Edition is a comprehensive guide designed
for finance professionals, analysts, and students who seek to understand the complexities
of financial statements from a global perspective. This edition builds on the foundation laid
in the first edition, incorporating new developments and insights that reflect the evolving
landscape of international finance. With globalization continuing to influence the way
businesses operate, mastering financial statement analysis is critical for making informed
investment decisions and evaluating company performance across different jurisdictions.



Understanding Financial Statements

Financial statements are formal records of the financial activities and position of a business,
person, or entity. They provide crucial insights into an organization's financial health and
performance over time. The primary financial statements include:

- Income Statement: Shows the company's revenues and expenses during a specific period,
resulting in net income or loss.

- Balance Sheet: Provides a snapshot of the company's assets, liabilities, and equity at a
specific point in time.

- Cash Flow Statement: Outlines the cash inflows and outflows from operating, investing,
and financing activities.

In the context of international financial statement analysis, it is essential to understand that
these statements may be prepared under different accounting standards, such as Generally
Accepted Accounting Principles (GAAP) in the United States or International Financial
Reporting Standards (IFRS) adopted by many countries worldwide.

Importance of International Financial Statement
Analysis

The significance of International Financial Statement Analysis 2nd Edition lies in its ability to
equip professionals with the necessary tools and methodologies to interpret financial data
effectively across different countries. Here are some key reasons why this analysis is vital:

1. Global Investment Opportunities: Investors looking to diversify their portfolios can
identify potential investment opportunities in foreign markets. A thorough understanding of
international financial statements helps in assessing the viability of these investments.

2. Cross-Border Mergers and Acquisitions (M&A): Companies engaging in M&A must
perform due diligence to evaluate the financial health of target companies. Analyzing
financial statements from a global perspective aids in identifying risks and opportunities.

3. Regulatory Compliance: Different countries have varying regulatory requirements for
financial reporting. Familiarity with these differences is crucial for multinational
corporations to ensure compliance and avoid legal repercussions.

4. Economic Analysis: Understanding the financial statements of international companies
can provide insights into economic conditions, competitive dynamics, and market trends
that are essential for strategic decision-making.

Key Components of International Financial
Statement Analysis



The International Financial Statement Analysis 2nd Edition provides a detailed framework
for evaluating financial statements through several core components:

1. Understanding Accounting Standards

- IFRS vs. GAAP: The book explains the key differences between IFRS and GAAP, including
revenue recognition, measurement of assets and liabilities, and presentation of financial
statements. This understanding is vital for analysts who deal with companies reporting
under different standards.

- Convergence Efforts: The ongoing efforts to converge GAAP and IFRS are discussed,
highlighting the implications for financial reporting and analysis.

2. Ratio Analysis

Ratio analysis is a fundamental technique used in financial statement analysis. The book
categorizes ratios into various groups:

- Liquidity Ratios:
- Current Ratio
- Quick Ratio

- Profitability Ratios:
- Return on Equity (ROE)
- Return on Assets (ROA)

- Leverage Ratios:
- Debt-to-Equity Ratio
- Interest Coverage Ratio

- Efficiency Ratios:
- Inventory Turnover

- Accounts Receivable Turnover

Understanding how to interpret these ratios in the context of international companies is
crucial for analysts who need to compare financial performance across different markets.

3. Comparative Analysis

Comparative analysis involves evaluating a company's financial statements against those
of its peers or industry benchmarks. The book emphasizes:

- Horizontal Analysis: Comparing financial data over multiple periods to identify trends and
growth patterns.



- Vertical Analysis: Analyzing financial statements as a percentage of a base figure (e.g.,
total revenues) to understand the relative size of each component.

- Benchmarking: Establishing performance standards by comparing against industry leaders
or averages.

4. Forecasting and Valuation

The book discusses various forecasting methods and valuation techniques that analysts can
use to project future financial performance:

- Discounted Cash Flow (DCF): A valuation method that estimates the value of an
investment based on its expected future cash flows, adjusted for the time value of money.

- Comparable Company Analysis: Assessing a company's value based on the valuation
multiples of similar publicly traded companies.

- Precedent Transactions Analysis: Evaluating historical acquisition prices of similar
companies to determine a fair value range for a target company.

Challenges in International Financial Statement
Analysis

While the International Financial Statement Analysis 2nd Edition provides valuable insights,
it also addresses the challenges analysts face when conducting international analyses:

1. Currency Fluctuations: Exchange rates can significantly impact financial results. Analysts
must consider the effects of currency conversion on revenue and expenses.

2. Cultural Differences: Variations in business practices, corporate governance, and
economic conditions can influence financial reporting and performance.

3. Regulatory Differences: Diverse regulatory environments can lead to discrepancies in
financial reporting practices, making comparisons challenging.

4. Quality of Financial Reporting: The reliability of financial statements varies by country,
with some regions having less stringent enforcement of accounting standards.

Conclusion

International Financial Statement Analysis 2nd Edition serves as an essential resource for
finance professionals aiming to enhance their understanding of financial statements in a

global context. By providing a robust framework for analysis, it enables users to navigate
the complexities of international reporting standards, perform comparative analyses, and



make informed investment decisions. As globalization continues to shape the financial
landscape, the skills developed through this book will be increasingly valuable for anyone
engaged in international finance. Whether you are an investor, analyst, or corporate
finance professional, mastering international financial statement analysis is crucial for
success in today’s interconnected world.

Frequently Asked Questions

What are the key updates in the 2nd edition of
‘International Financial Statement Analysis'?

The 2nd edition includes updated examples, new case studies, and enhanced coverage of
international accounting standards to reflect recent changes in global financial reporting.

Who is the target audience for 'International Financial
Statement Analysis 2nd edition'?

The book is aimed at finance professionals, accountants, students in finance or accounting
programs, and anyone interested in understanding international financial reporting
practices.

How does the 2nd edition address the challenges of
analyzing financial statements across different
countries?

It provides a framework for comparing financial statements by discussing the impact of
varying accounting standards and cultural factors on financial reporting.

What is the significance of learning about international
financial statement analysis?

Understanding international financial statement analysis is crucial for making informed
investment decisions, evaluating company performance globally, and conducting cross-
border transactions.

Does the 2nd edition include practical tools for financial
analysis?

Yes, it includes practical tools such as ratio analysis techniques, benchmarking methods,
and guidelines for interpreting financial data from various jurisdictions.

Who are the authors of 'International Financial
Statement Analysis 2nd edition'?

The book is authored by Thomas I. Selling and Mary W. C. Campbell, both recognized
experts in the field of international finance and accounting.



What role does IFRS play in the 2nd edition?

The book emphasizes IFRS as a critical framework for international financial reporting,
providing insights into its application and implications for financial statement analysis.

Can 'International Financial Statement Analysis 2nd
edition' help with investment analysis?

Absolutely, the book offers methodologies and insights that are essential for conducting
thorough investment analysis in a global context.

Is there a focus on ethical considerations in financial
statement analysis in the 2nd edition?

Yes, the book discusses ethical issues related to financial reporting and analysis,
highlighting the importance of integrity and transparency in financial practices.
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