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5.16: Why It Matters

Financial analysis is a crucial element of business, but it can be used in personal finance as well. It differs depending on the role
and perspective of those performing the analysis. For example, your personal accountant will have different goals and needs in
making recommendations to you about your personal finances. All accounting professionals use financial analysis to check for
validity, accurate data, compliance in reporting, and more.

Some tactics for managing your personal finances can be the same as for managing business finances. For example, reducing
expenses and maximizing returns on long-term investments are always good practices. Debt can also be a beneficial tool in both
personal and professional finances when used appropriately. Debt is neither inherently good nor bad; it simply needs to be properly
managed in order to achieve a reasonable return in exchange for the cost and risk it poses.

Figure 5.16.1 Organizations must continually measure their financial health in order to remain successful. (credit: "Money" by

Pictures of Money/flickr, CC BY 2.0)
Though the process and tools may be similar, financial analysis from a business perspective has different goals and needs. Investors
are looking to identify firm performance, financial health, and profitability. Financial analysts closely review information found on
financial statements so they can make informed business decisions. The income statement, statement of retained earnings, balance
sheet, and statement of cash flows, among other financial information, are analyzed for internal and external stakeholders and
provide a company with valuable information about its overall performance and specific areas for improvement. The analysis can
help with budgeting and making decisions about where the company could cut costs, how it might increase revenues, and what
capital investment opportunities it should pursue.

Link to Learning: Financial Analyst

Lots of individuals and companies perform financial analysis. One of these roles is that of a financial analyst. The skills and
qualifications of a financial analyst vary widely from one industry to another, but there are a number of similarities in
individuals who hold these roles. As you watch the video about financial analysts, consider your own career path and how your
skills, abilities, and interests may fit this role.
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