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BALANCE SHEET ANALYSIS 
INTERPRETATION OF FINANCIAL RISK



- BALANCE SHEET ANALYSIS IS REQUIRED FOR UNDERSTANDING OF A COMPANY'S FINANCIAL 

HEALTH AND PERFORMANCE :

- IT EMPOWERS INVESTORS TO MAKE DECISIONS

- IT HELPS LENDERS TO TAKE DECISIONS

- HELPS USERS LIKE GOVT. REGULATORS FOR DECISION MAKING

- HELPS COMPETITORS 

ANALYSIS HELPS INTERPRET A COMPANY'S FINANCIAL RISKS BY EXAMINING ITS ASSETS, 

LIABILITIES, AND EQUITY, ALLOWING STAKEHOLDERS TO ASSESS LIQUIDITY, SOLVENCY, AND 

OVERALL FINANCIAL HEALTH, AND MAKE INFORMED DECISIONS.

WHY DO WE NEED TO ANALYSE BALANCE SHEET



NEGATIVE APPROACH 

- THE NEGATIVE CONCEPTION DESCRIBES RISK AS A THREAT OF POTENTIAL LOSS.  

POSITIVE APPROACH

- TO MINIMISE THE POTENTIAL LOSS 

- AVOID RISKY ACTIONS IN ORDER TO STABILIZE THE SITUATION OF THE COMPANY\

- NOT ONLY TRY TO MINIMIZE THE LOSS, BUT ALSO TRY TO TAKE ADVANTAGE OF THE UNDERTAKEN RISK   
AND IMPROVE THE FINANCIAL AFFAIRS

NEUTRAL CONCEPTION

- THE NEUTRAL CONCEPT SUGGESTS THAT RISK IS NOT ONLY THREAT BUT ALSO AN OPPORTUNITY.

SO THE RISK MEANS THE POSSIBILITY OF OBTAINING RESULTS DIFFERENT THAN EXPECTED



The Accounting Equation - A schematic 
explanation of how Errors and Manipulations arise
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TYPES OF FINANCIAL RISKS
1. Financial risk is a type of threat

that can result in a loss
of CAPITAL to stakeholders

2. Are everywhere and impact us in
several different ways and sizes

3. One should be aware of all the
financial risks and understanding the
threats and protecting yourself
4. This won't remove the risk, but it
will definitely minimise their harm.



1. THE POSSIBILITY OF DEFAULT ON ADVANCES BUT MAY ALSO EXPERIENCE FAILURE IN 

REPAYMENTS  WHICH CAUSES A FINANCIAL BURDEN ON THE BANKS ( LENDERS).

2. THAT COULD JEOPARDISE THEIR INCOME OR ABILITY TO GIVE FRESH ADVANCES

3. THE POSSIBILITY OF SECTORS OR LARGE CORPORATIONS DEFAULTING RESULTING IN WIPE OFF 

OF HUGE INCOME AND ADVANCES

WHY UNDERSTANDING FINANCIAL RISKS ARE IMPORTANT



FROM INTERNAL FACTORS OF THE COMPANY

- THE INTERNAL FACTORS ARE THE DEVELOPMENTS WITHIN THE COMPANY

- THE INTERNAL FACTORS CAN BE UNDERSTOOD BY ANALYSING THE FINANCIAL STATEMENTS, ANNUAL 

RETURNS, DIRECTORS REPORTS, NOTES TO ACCOUNTS, AUDITORS REPORTS, FILINGS WITH ROC, STOCK 

STATEMENTS ETC

FROM EXTERNAL FACTORS OF THE COMPANY

-- EXTERNAL FACTORS ARE THE POLITICAL, ECONOMIC OR SOCIAL CONDITIONS THAT AFFECT A     

COMPANY'S PERFORMANCE, SUCH AS ECONOMIC CRISES, EXCHANGE RATE INSTABILITY, VARIATIONS IN 

AN INDUSTRY 

HOW TO UNDERSTAND FINANCIAL RISKS 



UNDERSTNDING THE EXTERNAL FACTORS EFFECTING FINANCIAL STATEMENTS

- CANCELLATION OF 2G / COAL LICENCES / US TARIFF

- ANY CHANGES IN GOVT NOTIFICATIONS EFFECTING THE COMPANY TOP LINE

- ANY INDIRECT OR DIRECT EFFECT ON FINANCIALS DUE TO CHANGES IN GOVT POLICY 

EARLY EFFECT OF THESE CHANGES

- STOCK MARKETS

- DEMAND SUPPLY 

- STOCK STATEMENTS SUBMITTED  TO BANKS

- TRANSACTION VOLUMES IN THE CC / CURRENT ACCOUNTS MAINTAINED WITH THE LENDERS

HOW TO UNDERSTAND FINANCIAL STATEMENTS 



ANALYSIS OF BALANCE SHEET 

EVERY INCREASE IN LIABILITY IS NOT NECESSERILY HAVE EQUAL INCREASE 
IN ASSETS

EXAMPLE : UNPAID INTEREST ( LIABILITY ) DOES NOT INCREASE ANY ASSET IN BALANCE SHEET. 

EVERY INCREASE IN ASSET IS NOT NECESSERILY HAVE EQUAL INCREASE IN 
LIABILITIES

EXAMPLE : DEBTORS CONVERTED TO LOANS AND ADVANCES ( BOTH HAS EFFECT IN ASSETS SIDE )

HOW TO UNDERSTAND FINANCIAL RISKS            contd…



NON CASH FLOW TRANSACTIONS

- REQUIRE TO IDENTIFY THE NON CASH FLOW TRANSACTIONS WHICH HAS EFFECT IN THE BALANCE SHEET

- DEFFERED REVENUE EXPENDITURE / ASSET ARE SUCH TRANSACTIONS

- INCREASE IN BORROWING DUE TO RESTRUCTURING ETC

- INVOKED BG / LC

-

HOW TO UNDERSTAND FINANCIAL STATEMENTS 



OLD CASH FLOWS BUT EFFECT GIVEN NOW :

- ASSET WRITE OFFS – CWIP / DEBTORS / LOANS AND ADVANCES GIVEN ARE GENERALLY WRITTEN OFF ( THESE 

ARE CASH FLOWS- WRITING OFF MAY INVOLVE DIVERSION OR SIPHONING OFF

- WRITE OFF OF UNSECURED LOANS / ICDS 

- CONVERSION OF ONE PARTY LIABILITY TO ANOTHER THROUGH JOURNAL ENTRIES

HOW TO UNDERSTAND FINANCIAL STATEMENTS 



- SURFACE-LEVEL ANALYSIS: DON’T RELY ON NUMBERS ALONE WITHOUT INVESTIGATING UNDERLYING FACTORS AND TRENDS

- IGNORING QUALITATIVE FACTORS: TAKE INTO ACCOUNT INDUSTRY TRENDS, MARKET CONDITIONS, AND MANAGEMENT 

CAPABILITIES

- NEGLECTING CONTEXT: CONSIDER INDUSTRY NORMS, GROWTH STAGE, AND UNIQUE CIRCUMSTANCES

- OVERLOOKING OFF-BALANCE-SHEET ITEMS: VALIDATE LEASE OBLIGATIONS, CONTINGENT LIABILITIES, AND CONTRACTUAL 

OBLIGATIONS

- OUTDATED OR INCORRECT INFORMATION: FOR ACCURATE ANALYSIS, DATA SHOULD BE UPDATED AND VERIFIED REGULARLY

- INCOMPLETE FINANCIAL PICTURE: COMPLEMENT BALANCE SHEET ANALYSIS WITH OTHER FINANCIAL STATEMENTS IF THE 

PICTURE IS INCOMPLETE

- DISREGARDING FUTURE PROSPECTS: CONSIDER GROWTH POTENTIAL AND ADAPTABILITY TO CHANGING MARKET CONDITIONS 

INSTEAD OF FUTURE PROSPECTS

Common Pitfalls to Avoid When Conducting Balance Sheet 
Analysis for Credit Risk Assessment



THE BALANCE SHEET’S INTEGRATION WITH ARTIFICIAL INTELLIGENCE (AI) AND MACHINE LEARNING ALGORITHMS 

HAS FURTHER ENHANCED ITS ABILITY TO DETECT PATTERNS, IDENTIFY ANOMALIES, AND MAKE DATA-DRIVEN 

PREDICTIONS. ALL IN ALL, THIS HAS ENHANCED THE DEPTH AND PRECISION OF BALANCE SHEET ANALYSIS.

THIS IS HOW ONE COULD ACCESS THE ANALYSIS EASILY IN THE SEARCH ENGINES AND IN BROKERS’ WEBSITES ETC

Balance Sheet Analysis Evolved in Recent Years With the Rise of        
Fintech and Automation



ANY QUESTIONS ?

THANK YOU 


