                        MANAGEMENT ACCOUNTING

     CHAPTER 2: FINANCIAL STATEMENT ANALYSIS

                                                QUESTION BANK

SECTION A

1) What is financial analysis?

2) What are the types of financial analysis? 

3) What is meant by horizontal analysis & vertical analysis?

4) Name the parties who are interested in the financial statement analysis.

5) What is trend analysis?

6) Give the meaning of comparative statements

7) Give the meaning of common size statements

8) What are the limitations of financial statement analysis

SECTION B

1) What do you understand by the analysis & interpretation of financial statements? Discuss their utility & significance to the management & others who are interested in the business.

2) What are the different methods used for the analysis & interpretation of financial statements?

3) What is common size balance sheet & income statement? Explain the technique of preparing the common size statements.

4) What is the importance of comparative statements? Illustrate your answer with the statements prepared. Also briefly state how these statements are prepared.

5) Explain the usefulness of trend percentages in interpretation of financial performance of a company.

1) Convert the following income statement into comparative income statement & comment:

	Particulars 
	           2005
	             2006

	Sales 
	        1,50,000
	          1,80,000

	Cost of sales
	           91,000
	          1,01,250

	Gross Profit
	           59,000
	             78,850

	Operating expenses:
	
	

	Sales expenses
	           30,000
	             33,000

	Administration expenses
	           15,000
	             17,000

	
	           45,000
	             50,000

	Income from operations
	           14,000
	             28,850

	Other expenses
	             2,000
	               3,000

	
	           12,000
	             25,850


2) From the following prepare a comparative statement & interpret.

	
	2003 (amt in `000s)
	2004 (amt in `000s)
	
	2003 (amt in `000s)
	2004 (amt in `000s)

	To cost of goods sold
	100
	120
	By sales
	200
	250

	To office & admin expenses
	20
	20
	
	
	

	To selling & distribution expenses
	10
	20
	
	
	

	To other expenses
	30
	-
	
	
	

	To net profit
	40
	90
	
	
	

	
	200
	250
	
	200
	250


3) The following are the Profit & Loss accounts of TDP Ltd for the year 2005 & 2006. Prepare a comparative income statement & comment on the profitability of the company

	
	2005
	2006
	
	2005
	2006

	To opening stock
	85,000
	2,00,000
	By sales
	10,00.000
	12,00,000

	To purchases
	5,00,000
	5,50,000
	By closing stock
	2,00,000
	2,25,000

	To wages
	60,000
	80,000
	By income on investment
	12,000
	15,000

	To salaries
	42,000
	64,000
	By dividend received
	5,000
	7,000

	To rent & rates
	35,000
	40,000
	
	
	

	To depreciation
	40,000
	60,000
	
	
	

	To selling expenses
	12,000
	12,000
	
	
	

	To discount allowed
	5,000
	7,000
	
	
	

	To loss on sale of plant
	-
	8,000
	
	
	

	To interest paid
	12,000
	14,000
	
	
	

	To net profit
	4,26,000
	4,12,000
	
	
	

	
	12,17,000
	14,47,000
	
	12,17,000
	14,47,000


4) The following are the balance sheets of Vidhi Ltd for the years ended 31/3/2001 & 31/3/2002:

	Liabilities
	31/3/2001
	31/3/2002
	Assets
	31/3/2001
	31/32002

	Equity capital
	1,00,000
	1,65,000
	Fixed assets (net)
	1,20,000
	1,75,000

	Preference capital 
	50,000
	75,000
	Inventory
	20,000
	25,000

	Reserves
	17,500
	25,000
	Debtors
	50,000
	62,000

	Overdraft
	25,000
	25,000
	Bills receivables
	10,000
	30,000

	Creditors
	20,000
	25,000
	Prepaid expenses
	5,000
	6,000

	Provision for tax
	17,500
	25,000
	Cash in bank
	20,000
	26,500

	
	
	
	Cash in hand
	5,000
	15,000


5) The following balance sheets of LG Ltd for the year ending 2003 & 2004

	
	2003
	2004

	Assets:
	
	

	Fixed assets
	5,10,000
	6,20,000

	Investments
	30,000
	80,000

	Current assets
	2,40,000
	3,75,000

	Discount on issue of debentures
	10,000
	5,000

	
	7,90,000
	10,80,000

	Liabilities:
	
	

	Share capital
	3,00,000
	3,50,000

	9% Preference share capital
	2,00,000
	1,00,000

	8% debentures
	1,00,000
	2,00,000

	Reserves
	1,10,000
	2,70,000

	Provision for doubtful debts
	10,000
	15,000

	Current liabilities
	70,000
	1,45,000

	
	7,90,000
	10,80,000


You are required to prepare comparative balance sheet & interpret the results thereof.

6) From the following information, calculate trend percentages & give your interpretation

	Year
	2000
	2001
	2002
	2003
	2004

	Sales
	1,20,000
	1,50,000
	1,52,000
	1,88,000
	2,00,000

	Cost of goods sold
	70,000
	75,000
	80,000
	1,00,000
	1,10,000

	Operating expenses
	24,000
	30,000
	32,000
	40,000
	50,000

	Profit
	26,000
	45,000
	40,000
	48,000
	40,000


7) Calculate trend percentages from the following data taking 1992 as the base year:

	Year
	Sales
	Stock

	1992
	20,000
	2,000

	1993
	26,000
	2,500

	1994
	32,000
	3,000

	1995
	31,000
	2,800

	1996
	32,000
	2,700

	1997
	30,000
	2,900

	1998
	24,000
	2,600


Interpret the information from computed trend percentages

8) From the following data relating to the assets side of the balance sheet of K Ltd for the period 2001 to 2004, you are required to calculate the trend percentages 

                                                                                                                 (Rupees in `000s)

	Assets
	2001
	2002
	2003
	2004

	Cash
	100
	120
	80
	140

	Debtors
	200
	250
	325
	400

	Stock
	300
	400
	350
	500

	Other current assets
	50
	75
	125
	150

	Land
	400
	500
	500
	500

	Building
	800
	1000
	1200
	1500

	Plant
	1000
	1000
	1200
	1500


9) From the following information prepare a common size income statement & comment

	Particulars 
	31/3/2004
	31/3/2005

	Sales
	10,00,000
	8,00,000

	Cost of goods sold
	6,00,000
	4,00,000

	Administration, selling & distribution expenses
	2,00,000
	1,40,000

	Other incomes
	40,000
	20,000

	Income tax
	1,20,000
	1,40,000


10) Prepare common size balance sheets of A Ltd & B Ltd as on 31st March 2006 from the following balance sheets of the two companies & give your interpretation.

	Liabilities 
	A Ltd
	B Ltd
	Assets
	A Ltd
	B Ltd

	Equity share capital
	4,80,000
	7,20,000
	Investments
	43,200
	     -

	Preference share capital
	7,60,000
	1,20,000
	Discount on issue of shares
	1,20,000
	96,000

	General reserve
	48,000
	72,000
	Factory building
	2,00,000
	1,20,000

	Profit & loss A/c
	       -
	64,800
	Machinery
	2,16,000
	4,58,000

	Proposed dividend
	67,200
	93,600
	Fixed deposits
	24,000
	84,000

	Sundry creditors
	70,000
	1,00,000
	Preliminary expenses
	24,000
	16,000

	Bills payable
	17,200
	27,200
	Stock
	2,04,000
	1,87,200

	Outstanding salary
	39,200
	14,400
	Sundry debtors
	1,80,000
	2,59,200

	Provision for taxation
	67,200
	76,800
	Bank
	30,600
	50,000

	
	
	
	Cash 
	7,000
	17,200

	
	10,48,800
	12,88,800
	
	10,48,800
	12,88,800


11) The profit & loss account of a company is given below:

                                                                                                       (Rupees in lakhs)

	Particulars
	2006
	2007
	Particulars
	2006
	2007

	To cost of goods sold
	600
	750
	By net sales
	800
	1,000

	Operating expenses:

To administration expenses

To selling expenses
	30

40
	40

50
	By non operating income
	50
	100

	To non operating expenses
	30
	40
	
	
	

	To net profit
	150
	220
	
	
	

	
	850
	1100
	
	850
	1100


You are required to prepare a common size income statement & interpret changes.

12. The following are the Balance sheets of X Ltd & Y Ltd for the year ending 31st December 2004.

	Liabilities 
	X Ltd
	Y Ltd
	Assets
	X Ltd 
	Y Ltd

	Equity share capital
	2,50,000
	1,70,000
	Land & building
	3,50,000
	2,75,000

	Preference share capital
	1,20,000
	80,000
	Plant & machinery
	2,70,000
	3,00,000

	Reserve & surplus
	50,000
	70,000
	Investment (temporary)
	72,000
	12,000

	Loans 
	3,50,000
	2,79,000
	Book debts
	47,500
	12,000

	Dividend declared
	2,000
	7,500
	Prepaid expenses
	35,400
	      -

	Sundry creditors
	18,000
	8,000
	Cash & bank
	48,690
	21,000

	Bills payable
	25,000
	14,000
	
	
	

	Outstanding     

 Expenses
	8,590
	4,500
	
	
	

	
	8,23,590
	6,33,000
	
	8,23,590
	6,33,000


Present the data in a common size statement & analyse.
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