             FINANCIAL STATEMENT ANALYSIS
1. The following are the Balance sheets of a concern for the years 2005 and 2006. Prepare a Comparative Balance sheet and study the financial position of the concern.

	Balance sheet

As on 31st December

	
	   2005
Rs.
	2006

Rs.
	
	   2005
Rs.
	2006
Rs.

	Equity Share Capital 

Reserves & Surplus

Debentures

Long-term loans on Mortgage

Bills Payable

Sundry Creditors

OtherCurrent liabilities


	6,00,000

3,30,000

2,00,000

1,50,000

   50,000

1,00,000

     5,000

14,35,000
	8,00,000

2,22,000

3,00,000

2,00,000

   45,000

1,20,000

10,000

16,97,000
	Land & Buildings

Plant & Machinery

Furniture & Fixtures

Other fixed Assets

Cash in hand & at bank 

Bills Receivables

Sundry Debtors

Stock 

Prepaid Expenses


	3,70,000

4,00,000

 20,000

   25,000

20,000

1,50,000

2,00,000

2,50,000

   -----
14,35,000
	2,70,000

6,00,000

25,000

   30,000

80,000

90,000

2,50,000

3,50,000

     2,000

16,97,000


2. Give below are the Balance sheets of ABC Ltd., 

	
	2006
Rs.Lakhs
	2007
Rs.Lakhs

	Equity share capital

Retained earnings

Trade creditors

 Outstanding Expenses

Current Assets

Cash

Debtors (less: RBD)

Inventory

Prepaid expenses

Fixed Assets

L&B (less dep)

F&F (less dep)

P&M (less dep)
	1,600

  500

  800

___8_
2,908

   300

  120

  400

      8

    500

       80

  1,500

   2,908
	2,200

  750

  440

____8_
3,396

  150

    90

  500

      6

    750

    100

  1,800

   3,396



Prepare comparative Balance sheets and comments

3. The income statements of a concern are given for the year ending on 31st December 2006 and 2007. Re-arrange the figures in a comparative form and study the profitability position of the concern.

	
	2006
Rs.(000)
	2007
Rs.(000)

	Net sales

Cost of goods

Operating Expenses:

General and administrative expenses

Selling expenses

Non-operating Expenses:

Interest paid

Income – tax 
	785

450

70

80

25

70
	900

500

72

90

30

80


4. Calculate the trend percentage from the following figures of X ltd. Taking 2001 as the base and interpret them:

	Year
	Sales
	Stock
	(Rs. in lakhs)

Profit before tax

	2001

2002

2003

2004

2005
	1,881

2,340

2,655

3,021

3,768
	709

781

816

944

1,154
	321

435

458

527

672


5. From the following Balance sheet compute the trend percentages using 2005 as the base year.

	Particulars
	2005
	2006
	         2007

	Share Capital

Reserves

Loans

Sundry Creditors

Buildings

Plant

Stock

Debtors

Cash At  Bank
	2,00,000

1,00,000

2,00,000

3,00,000

2,00,000

2,00,000

2,50,000

1,00,000

  50,000
	2,50,000

1,50,000

1,00,000

4,00,000

2,50,000

2,50,000

2,50,000

1,00,000

  50,000
	3,00,000

1,50,000

  50,000

2,00,000

3,00,000

1,00,000

1,50,000

1,00,000

  50,000


6. From the following calculate trend percentages and comment as the analysis.

	Particulars
	2004
	2005
	2006

	Sales

Cost of goods sold

Selling Expenses

Administration Expenses

Financial Expenses
	6,00,000

3,00,000

1,00,000

   50,000

  30,000
	8,00,000

5,00,000

1,50,000

60,000

40,000
	10,00,000

  6,00,000

  2,00,000

    80,000

    20,000


7. The Balance sheets of S & Co., and K & Co., are given as follows:

Balance sheet as on 31st December 2006
	Liabilities
	S & Co.,
	K & Co.,

	Preference Share Capital

Equity Share Capital 

Reserve & Surpluses

Long-term loans

Bills Payable

Sundry Creditors

Outstanding Expenses

Proposed dividend

Land and Building

Plant and Machinery

Temporary Investment 

Inventories

Book-Debts

Prepaid expenses

Cash and Blank Balances


	1,20,000

1,50,000

14,000

1,15,000

2,000

,000

000

10,000

4,38,000

80,000

3,34,000

1,000

10,000

4,000

1,000

  8,000_

4,38,000
	1,60,000

4,00,000

18,000

1,30,000

-

4,000

6,000

90,000

8,08,000

1,23,000

6,00,000

40,000

25,000

8,000

2,000

10,000

8,08,000


Compare the financial position of two companies with the help of common size balance sheet.

8. Following are the two Balance sheets of A Ltd., and B Ltd., on 31-3-2000.

	Assets:
	X Ltd.

Rs.
	B Ltd.

Rs.

	Cash

Sundry debtors

Stock 

Prepaid expenses

Other current assets

Fixed assets(net)

Total Assets

Liabilities & Capital:

 Sundry creditors

Other Current liabilities

Fixed liabilities

Capital

Total Liabilities
	  27

220

100

  11

 10

 635

1003

 42

 78

 225

 658

1003
	72

226

174

21

21

513

1027

154

62

318
493

1027


From the above data, prepare a common size statement and make comments.

9. The Income Statements of Sanyasi Ltd. Are given for the years 2005 and 2006. Convert them into common – size Income Statements and interpret the changes.

	Income Statements

For the years ending 2005 and 2006

	Gross Sales

Less: Sales returns

Net Sales

Cost of Sales 

Gross Profit

Operating Expenses:

Selling and Distribution Expenses

Administrative expenses

Total Expenses

Operating income

Other incomes

Non-operating expenses

Net Profit during the year


	2005

Rs.

7,25,000

  25,000

7,00,000

5,95,000

1,05,000     
23,000

12,700

35,700      

69,000

1,200

70,500

1,750

68,750
	2006

Rs.

8,15,000

   15,000

8,00,000

6,15,000

1,85,000

24,000

12,500

36,500

1,48,500

8,050

1,56,550

1,940

1,54,610


10. Following are the Income Statements of a firm for the years ending December 31 2007
	
	2006

Rs.(000)
	2007

Rs.(000)

	Sales

Miscellaneous Income

Expenses:

Cost of sales

Office expenses

Selling expenses

Interest

Net Profit 
	500

20

520

325

20

30

25

400

120

520
	700

15

715

510

25

45

30

610

105

715


Utility of Financial Statement Analysis

  The financial statements are a mirror, which reflect the financial position & operating strength or weakness of an organization. These statements are useful to the following parties.

1) Management: the financial statements are useful for assessing the efficiency of different cost centers & enables the management to exercise cost control.

2) Creditors: the trade creditors are to be paid in a short period. This liability is to be met out of the current assets of a firm. Hence, the creditors are interested in the current solvency of a firm. 

3) Bankers: the banker is interested to see that the loan amount is secure & that the customer will pay interest regularly to the bank. The bank would therefore analyse the balance sheet to know a firm’s balance sheet to know its financial strength & profit & loss account to know its earning capacity. Since a banker has numerous customers the financial statement analysis makes his work easier.

4) Investors: the investors include both short term & long-term investors. They are interested in the security of their principal amount & receiving regular interests. Their analyse the long term solvency of the firm as well as its future prospects.

5) Government: the financial statements enable to assess tax liability of business firms. It also enables them to frame laws & as well as check whether the rules & laws are followed.

6) Trade Associations: these associations provide service & protection to its members. They analyse the financial statements for the purpose of providing facilities to the members.

7) Stock Exchange: the stock exchange is concerned with the buying & selling of securities of various companies. The stock brokers analyse the financial statements so as to judge the financial position of the companies & fix the prices of securities.

Limitations of Financial Statements Analysis

       The financial statements are relevant & useful. The utility of these statements is dependent upon a number of factors. These statements do suffer from the following limitations.

1) Only Interim Reports. The financial statements do not give a final picture. The actual position of a firm can truly be judged when a business is sold or liquidated. The data are given is only approximate ie accounting periods of one year only during the lifetime of the business. The costs & incomes have to be apportioned every year, which is done on the personal judgement of the accountant. So it doesn’t give a final picture of the firm.

2) Historical Costs & No Exact Position. The financial statements are expressed in monetary values so as to give an accurate picture. But the fixed assets represented in the balance sheet neither represents the value at which these assets can be sold or replaced. The price changes in the asset value is not taken into account. They are presented at cost less depreciation. Moreover the profitability shown in the profit & loss account may not be the true earning capacity. The profits may have gone up due to abnormal causes or increase in prices & not due to increase in efficiency.

3) Impact of Non – Monetary Factors Ignored. There are certain factors which have a bearing on the financial position & operating results but cannot be shown in the financial statements as they are cannot be expressed in monetary terms. These factors may be the reputation of the management, co – operation of employees, credit worthiness of the firm, etc.
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