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How to Read Financial Statements and Make Better Business Decisions

Financial statements give you a lot of numbers, but the real value comes from understanding what
those numbers are telling you about your business.

Start with the balance sheet. It gives you a snapshot of your company's financial position at a specific
point in time, including your assets, liabilities, and equity. From there, financial ratios can help you dig
deeper and spot strains, potential concerns, or changes that may deserve your attention.

Next, look at your income statement. This shows how your business performed over a period of time.
One number to watch is your gross profit margin. How much revenue remains after direct costs of
providing your products or services. Comparing that margin to previous periods and industry
benchmarks can help you evaluate pricing, costs, and overall profitability.

Then there's the cash flow statement. A business can show a profit and still be short on cash. Debt
payments, prepaid expenses, shareholder distributions, and other transactions can affect your cash
balance without appearing the same way on your income statement.

You'll also want to monitor metrics that are relevant to your business, such as days in accounts
receivable, inventory turnover, and your current ratio, and don't look at any of these numbers in
isolation. Compare results over time. Compare your actual performance to your budget, and consider
outside factors like economic conditions, changes in customer behavior.

Most importantly, use your financial statements to ask better questions. If a number looks off, keep
digging until you understand why. When you know the story behind your numbers, your financial
statements become more than just reports. They become tools for making better and more informed
business decisions and planning what comes next.
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