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I. INTRODUCTION 

This paper used a sample of cement manufacturer from North Cyprus, Turkey, Europe and 

USA to investigate the strengths and weaknesses of the selected corporations in liquidity 

(solvency), profitability and efficiency, make a comparison among the companies by 

analyzing their financial statements. 

Also in this paper to examine the behaviours of selected companies total revenues and total 

costs as changes occur in the output level, selling price, variable cost and fixed costs we 

would use cost-volume-profit analysis. 

Because CVP analysis is a predicting sales and profit levels given a certain cost structure. 

Nature and essence of the financial statement analyses and CVP analysis is discussed in the 

following part of the study. 

Why do companies provide accounting information? Public companies have a variety of 

stakeholders: shareholders, bondholders, bankers, suppliers, employees and management. 

These stakeholders all need to monitor how well their interests are being served. They rely on 

the company's periodic. 

Financial statements provide basic information on the profitability of the firm and financial 

measures are often used to rank corporate performance (Ross, Westerfield, Jordan). Growth in 

sales, return to stockholders, profit margins, return on equity - all are measures of financial 
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performance that can be determined by analyzing a company's financial statement ( James 

Van Home & John M. Wachowicz, 1998). 

Financial statements include a wealth of important information that useful to investors, 

creditors and other external users (Susan F. Haka, S. Bettner, Robert F. Meigs, Jan R.William, 

1999). 

Financial statement analysis in this study was to use historical accounting data help in 

predicting how the firm will fare in the future. The aspects of an organization's future 

performance that are of most interest depend on the needs of the user. A manager in the firm 

would be interested in the company's overall financial strength, its income and growth 

potential and the financial effects of pending decisions. A potential lender such as bank loan 

officers would be concerned primarily about the firm's ability to pay back loan. Potential 

investors would be interested not only in the company's ability to repay its loan obligations, 

but also its future profit potential. Potential customers would want to assess the firm's ability 

to carry out its operations effectively and meet delivery schedules. Thus, the needs of the 

analyst dictate the sort of financial statement analysis that is most appropriate (James Van 

Home & John M. Wachowicz, 1998) 

In this project, we took a closer look at how information in the financial statements can be 

combined, analyzed and used to support many important financial decisions (Susan F. Haka, 

S. Bettner, Robert F. Meigs, Jan R.William, 1999). 

Our discussion of financial statements analysis was divided into three sections. First we 

considered general tools of analysis that emphasize comparing information about enterprises 
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with relevant benchmarks. Second, we considered measures of liquidity and credit risk, 

followed by a consideration of profitability. Third, we analyzed selected company's financial 

statements from the perspective of three important users of information - common 

stockholders, long-term creditors and short-term creditors (Mark Bettner & Ray Whittington 

& Robert F. Meigs & Mary A. Meigs, 1996) 

The accountant periodically prepares four financial statements to report on the financial 

position and operating results of a business to management and others who are interested in 

the enterprise. The financial statements for a business include the balance sheet, the income 

statement, statement of retained earnings and statements of cash flows will be introduced in 

section two ( http://www.moneychimp.com/glossary/balance _sheet.htm). 

Too many businesses operate in the dark. Unaware of the impact that basic decisions have on 

the rest of their business, they blindly make haphazard choices and clean up the mess later 

(Ken Weaver, 2003). 

Cost-volume-profit analysis gives us the insight we need to make the right choices and avoid 

costly mistakes. 

Effective profitability analysis and planning require a framework for determining the 

relationships among costs, activity levels and income. These cost-volume-profit relationships 

can significantly impact a firm's profitability when activity levels change. 
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CVP analysis is a planning tool which is extremely useful in predicting sales and profit levels 

given a certain cost structure (Burch, 1994). CVP analysis provides a sweeping financial ever 

view of the planning process. 

It examines the behaviours of total revenues and total costs as changes occur in the output 

level, selling price, variable cost and fixed costs (Atkinson A. A, R. Balakrishnan, P. Booth, 

J.M. Cole, T. Grout, T. Mali, H. Roberts, E. Juliana and A.Wu, 1997). 

The managers want to know how such decisions will affect costs and revenues. They realize 

that many factors in addition to the volume of the output will affect the costs. 

Business applications of CVP provide valuable information to many individuals throughout 

an organization. 

Cost-volume-profit relationships are widely used during the budget process to set sales 

targets, estimate costs and provide information for a variety of decisions (Birnberg J.G., 

1992). 

CVP analysis is the best way of making profit plan for companies. It does help in getting 

income level which the company will start losing (Susan F. Haka, S. Bettner, Robert F. 

Meigs, Jan R.William, 1999). 
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The methods that we used to analyze the CVP analysis are; 

the break even point 

target net profit 

margin of safety 

operating leverage 

And the techniques that we used to analyze the above mention financial statements are; 

• Horizontal Analysis 

• Trend Analysis 

• Vertical Analysis 

• Ratio Analysis 

Each of these techniques would be defined and discussed in the research methodology and 

illustrated in the fifth part of the project. 

Thought out this study, 

Our objectives of financial statements analysis was to use historical accounting data to 

predicting how the firm will fare in the future and after analyzing financial statement of the 

selected company's we would compare each company's current findings with their previous 

five year findings and their competitors' findings. 

Our second objective was to use CVP analysis and to explain how various costs respond to 

changes in the level of business activity and how managers can use this information to 

improve their planning and control activities. 
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SECTION II 

UNDERSTANDING FINANCIAL STATEMENTS 

Financial statement is a written report which quantitatively describes the financial health of a 

company. This includes an income statement and a balance sheet, and often also includes a 

cash flow statement. Financial statements are usually compiled on a quarterly and annual 

basis (http://www.investorwords.com/ 19 5 7 /financial_ statement.html). 

The objective of financial statement analysis is to use historical accounting data help in 

predicting how the firm will fare in the future. The aspects of an organization's future 

performance that are of most interest depend on the needs of the user. A manager in the firm 

would be interested in the company's overall financial strength, its income and growth 

potential and the financial effects of pending decisions. A potential lender such as bank loan 

officers would be concerned primarily about the firm's ability to pay back loan. Potential 

investors would be interested not only in the company's ability to repay its loan obligations, 

but also its future profit potential. Potential customers would want to assess the firm's ability 

to carry out its operations effectively and meet delivery schedules. Thus, the needs of the 

analyst dictate the sort of financial statement analysis that is most appropriate (Birnberg, J. G. 

1992, Managerial accounting). 

When accountants prepare financial statements, they are describing in financial terms certain 

attributes of the enterprise that they believe fairly represent its financial activities. 
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Time is an important factor in preparing and understanding an enterprise's financial 

statements. 

Growth in sales, return to stockholders, profit margin, return on equity, ... all are measures of 

financial performance that can be determined by analyzing a company's financial statements. 

Financial statements include a wealth of important information that is useful to investors, 

creditors and other external users (Susan F. Haka, S. Bettner, Robert F. Meigs, Jan R.William, 

1999). 

One of the primary purposes of financial statements is to provide information for decision 

making (Mosich, 1995). Managers, investors, lenders, financial analysts and government 

agencies are among the users of financial statements. Substantial information is conveyed by 

financial statements about the financial strength and performance of an enterprise. 

Although financial statements are prepared primarily for users outside an organization, 

managers also find their organization's financial statements useful in making decisions. As 

managers develop operating plans, they think about how those plans will affect the 

performance of the organization as conveyed by the financial statements (James Van Home & 

John M. Wachowicz, 1998). 

The accountant periodically prepares four financial statements to report on the financial 

position and operating results of a business to management and others who are interested in 

the enterprise. The financial statements include the balance sheet, the income statement, 

statement of retained earnings and the statement of cash flows. 
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An income statement is an activity statement that depicts the revenues and expenses for a 

designated period of time. 

2.1 Balance sheet: 

A balance sheet, also called the statement of conduction or statement of financial position, 

provides a wealth of valuable information about a business firm, particularly when examined 

over a period of several years and evaluated in relation to the other financial statement (Lyn 

M. Fraser, Aileen Ormiston). 

Balance sheet is a document detailing a company's assets and liabilities. The two quantities 

that have to "balance" or equal each other are (1) assets and (2) the sum of liabilities and 

shareholders' equity; i.e. the total amount of assets the company controls is equal to what they 

own plus what they've borrowed. The balance sheet is interesting to stock investors because it 

provides details on the actual assets that make up a stock's book value 

(http://www.moneychimp.com/glossary/balance_sheet.htm). 

The balance sheet shows the financial condition or financial position of a company on a 

particular date. The statement is a summary of what the firm owns( assets) and what the firm 

owes to outsiders(liabilities) and to internal owners(stockholders' equity). By definition, the 

account balances on a balance sheet must balance; that is the total of all assets must equal the 

sum ofliabilities and stockholders' equity. 
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The balancing equation is expressed as: 

ASSETS= LIABILITIES+ STOCKHOLDERS' EQUITY 

A balance sheet may be defined as a statement that shows the financial condition of the 

business of a specific date by listing the assets, liabilities and equity of the owner or owners 

(Ralph Dale Kennedy, Frederick Charles Kurtz). 

Every business prepares a balance sheet at the end of the year, and most companies prepare 

one at the end of each month (Robert F. Meigs, Walter B. Meigs). 

Note that the balance sheet sets forth in its heading three items: 

1. The name of the business 

11. The name of the financial statement "Balance Sheet" 

m. The date of the balance sheet 

Below the heading of the body of the balance sheet which consists of three distinct 

sections; assets, liabilities and owner's equity. 

2.1.1 Assets: 

Assets are economic resources that are owned by a business and are expected to benefit future 

operations (Jan R. Williams & Susan F. Haka & Mark S. Bettner (1999) The Basic For 

Business Decisions Accounting (11th ed.)USA). 

Cash is always the first asset listed; it is followed by notes receivable, accounts receivables, 

supplies and any other assets that will soon be converted into cash or consumed in operations 
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such as land, buildings and equipment (Jan R. Williams & Susan F. Haka & Mark S. Bettner 

(1999) The Basic For Business Decisions Accounting 11th ed.) 

When they are shown on a balance sheet, asses are generally classified to show similar 

property items, together with the dollar amounts, in specific groups. The appropriate grouping 

of the assets, especially the current assets, reveals the probable source of cash for use in 

paying maturing debts or for purchasing other assets. The classification of assets also 

indicates to what extent the funds derived from the creditors and owners have been invested in 

specific groups of assets. A common classification of the assets includes current assets and 

fixed assets (Ralph Dale Kennedy, Frederick Charles Kurtz). 

Current assets; assets are segregated on the balance sheet according to how they are utilized. 

Current assets include cash or those assets expected to be converted into cash within one year 

or one operating cycle, whichever is longer (William E. Coombs, William J. Palmer, 1998). 

The term operating cycle has reference to the period of time that is required by a producing 

company to convert raw materials into finished products and the final realization of cash for 

the product (Stephe A. Ross & Randolph W. Westerfield & Bradford D. Jordan (1998) 

Fundamentals Of Corporate Finance). 

Examples of current assets are as follows: 

The asset cash consists of any medium of exchange that a bank will accept at face value for 

deposit. Cash, which includes coin, currency, checks, bank drafts, money orders and 

travellers' checks, may be on hand in the business office or on deposit in a bank. Cash, to be a 

current asset, must available for current use (Homgre & Harrison & Robinson (1994), 

Principles of Financial & Management Accounting). 
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Notes receivable are unconditional written promises of customers or others to pay a specified 

sum of money on a designated or determinable future date to order of a named person or to 

bearer, the person holding the note (Charles T. Homgren & Gary L. Sunden & William 0. 

Strafton (2005) Introduction to Management Accounting). 

All notes receivable are usually posted to a single account in the general ledger. A subsidiary 

ledger is not essential because the notes themselves, when field by due dates, are the 

equivalent of a subsidiary ledger and provide any necessary information as to maturity, 

interest rates, collateral pledged, and other details (Susan F. Haka, S. Bettner, Robert F. 

Meigs, Jan R.William, 1999). 

Accounts receivable are relatively liquid assets, usually converting into cash within a period 

of 30 to 60 days. Therefore, accounts receivable from customers usually appear in the balance 

sheet immediately after cash and short-term investments in marketable securities. Assets are 

relatively close to cash are referred to as current assets. (Susan F. Haka, S. Bettner, Robert F. 

Meigs, Jan R.William, 1999). 

A merchandise inventory consists of goods purchased for sale that remain on hand as of a 

designated date (Richard A. Brealey & Stewart C. Myers & Alan J. Marcus (2004) 

Fundamentals of Corporate Finance). 

Supplies and services that have been paid for but have not been consumed or the benefit of 

which has not been received as of the balance sheet data are known as prepaid expenses. In 

some balance sheets prepaid expenses are shown in a separate section following the current 

assets (Ralph Dale Kennedy, Frederick Charles Kurtz) 
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2.1.2 Liabilities: 

Liabilities consist of debts owed by a business. A debt is incurred when money is borrowed 

from bank or an individual, or when merchandise or some other asset is purchased on credit. 

Liabilities are the claims of creditors and although they usually represent a general claim on 

all of the assets, some of them may be given a lien or mortgage on a specific asset (Robert F. 

Meigs, Walter B. Meigs). 

The liabilities of a business are always listed before the owner's equity. Each liability (such as 

notes payable, accounts payable and salaries payable) should be listed separately, followed by 

a total figure for liabilities (Robert F. Meigs, Walter B. Meigs). 

The liability ansmg from the purchase goods or services on credit is called an account 

payable, and the person or company to whom the account payable is owes is called a creditor 

(Stephe A. Ross & Randolph W. Westerfield & Bradford D. Jordan (1998) Fundamentals Of 

Corporate Finance) 

When they are shown on a balance sheet, liabilities should be classified with similar debt 

items, together with their dollar amount, in specific groups. The appropriate grouping of the 

liabilities generally reveals to what extent temporary or long-term debts have been created in 

acquiring assets. A common classification includes current liabilities and long-term liabilities 

(Ralph Dale Kennedy, Frederick Charles Kurtz). 
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Current liabilities include debts whose liquidation is reasonably expected to require, within 

one year or within the normal operating cycle of the business if the cycle is longer than one 

year, the use of existing current assets or the creation of other current liabilities. However, all 

liabilities payable within one year are generally classifies as current liabilities (Charles T. 

Homgren & Gary L. Sunden & William 0. Strafton (2005) Introduction to Management 

Accounting). 

Accounts payable are short-term obligations that arise from credit extended by suppliers for 

the purchase of goods and services. This account is eliminated when the bill is satisfied. The 

ongoing process of operating a business results in the spontaneous generation of account 

payable, which increase and decrease depending on the credit policies available to the firm 

from its suppliers, economic conditions, and the cyclical nature of the firm's own business 

operations (Lyn M. Fraser, Aileen Ormiston 1999). 

Written unconditional promises of the proprietor to pay a specified sum of money on a 

designated future date are shown as notes payable. The business may issue notes to banks or 

others when borrow cash, to creditors for merchandise purchased, or to businesses or 

companies other assets acquired (Ralph Dale Kennedy, Frederick Charles Kurtz). 

Companies that are paid in advance for services or products record a liability upon the receipt 

of cash. The liability account is referred to as unearned revenue. The amounts in this account 

will be transferred to a revenue account when the service is performed or the product 

delivered as required by the matching concept of accounting (Lyn M. Fraser, Aileen Ormiston 

1999). 
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