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Overview

Financial statements are designed to communicate to their readers the financial condition
of your business over a period of time; and at a specific point in time. The objective of

this manual is to gain a better understanding of how to analyze your business’ financial
performance. It will address how to examine your business’ income statement, its balance
sheet, and the resulting cash flow document. We will discuss proven analytical techniques
used by your banker, and other financial professionals. Just as important we will examine
techniques on how to communicate your analysis in easily understood terms.

EVERYONE HAS HIS/HER OWN DEFINITION OF FINANCIAL SUCCESS based on their needs and experiences. The
professionals at HBRC acknowledge there are non-financial; and financial reasons why individuals get into their
own business. On the financial side, we believe it principally should revolve around making money; and creating
wealth. Because of that, HBRC'’s professionals define business financial success in the following terms:

+ Abusiness generating reasonable profits

+ Abusiness generating consistent cash flow

+ Abusiness with an efficient balance sheet

« Abusiness paying reasonable salaries, and still yields a reasonable return (15-25% ROE)
+ Abusiness building transferable value

Based on our definition, a business owner/manager might could conclude, long term business success is
predicated on three things:

1. PROFITS 2. CASH FLOW 3. BALANCE SHEET STRENGTH
Measured by a business’ ability Measured by a business’ Measured by a business’
to generate sales, control costs, retention of profits plus changes productivity of assets,
and manage expenses. in assets and changes in liabilities affordability of liabilities, and
over a period of time. structure of debt.

Financial Success

Balance Sheet
Strength

Profits

Cash Flow
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Five Dominant Roadblocks to Profitability
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