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= STATEMENT — summary display of proceeds
and expenses incurred during regular operations
1 time period

= ":—I.

_ SHEET displays financial position of some
I SS entlty on certain data, and gives overview of
= opet trons In terms of resource and sources

— — mar )agement (sources consist of company’s liabilities

s—*—‘—f ‘f“fand equity)

e CASH FLOW — shows cash generated in regular business
activities, as well as important investment and financial
transgctions that take place during one accounting
PErio
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THE OF FINANCIAL SATEMENTS
I IA KING BUSINESS DECISIONS:
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"&"l' Aing satisfactory solvency
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> |NSOE \/F\ /(30 or 60 days)

SN REATEN ING INSOLVENCY: (in this case
OflYLe o)zl kruptcy debtor can file the motion
QE" i‘flatlon of bankruptcy proceedings)
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WEIAT JJ"‘ Iﬁ SOLVENCY OF DEBTOR?

2 Urlelgleh ue make payments on due
JJrIOJJ[F 05

- Py Iitic l ‘and individual repayment of
= — creditors;
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= 30 0r 60 days in a row, fails to repay due
monetary liabilities.



SIIVET GV AINEANS POSSESsSIng sufficient:
rl\/rlllrlols‘.: Gmev 10)10J=0Y due debts and
COVER expected cash reguirements.
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= Two “measures of solvency are WORKING
'ﬁPlTAL and CURRENT RATIO.
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A comgellAIIREEd g e"m‘ovency problem I the foellewing
ST BSEE “_

L. Atteigs ng Jnds to non-current assets (for example
spagai ngement)
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Zii ar_; _epnate financing of a business operation: (for
s examplefinancial liabilities not adjusted to cash income)

= Jdauctlon expenses higher than cash income

= ..ernanual liabilities grow faster than cash generating
- capabnllity (for example too fast growth of a company)
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WORKING CARIFAE fs @gle ciggloulg) by Which total
currerl a: , eis exceed total current liabilities.

i

— — — __,_

= Curr_e A 1ab|I|t|es are pald from current assets;
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2 S plus of current assets, compared to current
= liahilities, are assets at company’s disposal for

= “—"'"~f0ﬂt|nuat|on of business (maintaining operative
~_cycle);

® | ack of working capital can ruin a company!!!
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Curreni aw_eg- =Cash+recelvables+|nventory) 125,000 KM
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;f"'c I1ab|I|t|es (bank, payables, salaries) 45,000 KM
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= WORKING CAPITAL 80.000 KM
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CURRENT RAIFICH S lgligggileligeiie g |qUI|ty, slglel |
EISIEEENSMIEN AL BNIEWEERICUIENt aSSEtS and current
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(IEnySOE ers and lenders consider it the right indicator
Pifercompany’s ability to pay due payables, and to make
Segular payments on existing loans)
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_____t.a. o ‘verage current ratio varies significantly depending on
=— :[ype of business activity;

= —=- Slgnlflcantly LOW or HIGH current ratio may be highly
unfavorable (very high current ratio might mean that a
company does not utilize its assets efficiently)
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e Current assets/Current liabilities
7 — 125 000/45,000=2.78

_; Ipfetatlon of the ratio: for each mark of debt
— ftﬁ‘e ‘company has 2.78 KM of current assets
- available
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QUICK RA‘ 1©71S alse tiie measure o solvency, pUT
It rielt] *‘Dnly e MOST LIQUID assets, I.e.
SEELS Al can be easily turned into cash in

O EEITO pa company to repay debts.
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Ot eﬂ E(cash+HOV+rece|vabIes)/Current
1aﬁllt|es
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- Interpretation: is this ratio is less than 1, that
means that a company depends on sale of
Inventory.
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