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Analysi.s of Financial Statements

| Meam'nz

Financal statements (Lncome Statement + .

~ Balance Sheet) are summarised reports of a

I cOmpany'.s results and Ffnancal position.
Financual Statement Analysfs = critical NiaAsEa
evalvation of this information to understand

and decde about the Firm's operations.

-
Anafy.sf.s = simpliFication of data by
methodical classification.

Interpretation == exp!a:hlhﬁ meamhﬂ &

—

ngm'ﬁ'cance of the data.
Both are complimentary - ome is useless

without the other.

Two Bases of Comparison

/. Cross-sectional - compare with other
Frms inter- Hrm).
2, Time Series - ompare ‘a firm's own

performance owver years (intra-+irm). -

Aim : estimate past & present position and

predict the +uture condition of the Firem.

|
|
|
|
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| Significance - Who Uses It

of the analyst.

| @ Finance Manager: rational decisions,
‘ -
. finanual control, reviews deviations.

@ Top /l//ana\gemenf‘.' measures Success,

. appraises perﬁormance, internal control.

@ Trade Payables: \juc{ge short-term

| ability to pay - h'zw'a’ffy position.

@ Lenders: lony—ferm solvency,

1. ability to pay interest & princpal.

| @ Lnvestors: present & Foture
pfo-ﬁ'f*abﬂﬁy, capital  structure, ris«.

@ Labour Unions: can the #irom attord
a wage increase 7

@ Others: economists, govt. for

| price rejulah'on, taxation, research.

Ojectives

\

E assess protitapili £ o erating efHicienc
P ¥4 L 9 v

\

Find relative importance of components

! p'a’enﬁﬁ/ reasons +or chanﬂe in position
5 ‘e

\

\

\judye abﬂffy to repay. deot (Iizufdffy)
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. Mature of analysfs differs with f'he' purpose
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Tools of Analystk

@ Comparative Statements:

a . . *
. show pro@f’/pomhon for 2 or more per:_bd.s

| - side by side. Also = HORTZONMTAL aralysis.

|
‘1
11' @ Common Size Statements: e *
each iterm shown as a % of a ommon base
| (brings sizes to a common base). Also =
|  VERTICAL analysis (g900d For v inter-Firm).
.® Trend Analysis: studies résvlts
. over a Series ot years vs a base vear T
\ @ Katio -Analysis.' relationship between
: items oF B/S and Statement of P & L.
= |

1..
!@ Cash Flow Aralysis: actval movement
l ol each i GBod) iand but GoorBs
Met cash fow = inflow - outflow.
|
.\ This chapter covers the Ffirst three tools;

i ratio & cash How are separate chapters.

o e : ; :
Footnote any chanﬁe n accounﬁny pohc_y.
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Comparative Statements

Columns +or current vear, Previovs year and

- the chanye - in absolute and relative terms.

- Steps
B List absolute ﬁ\'ﬁures of: 2 penbds.
2. Absolute chanﬁe'z Year2 - Year/ 2

‘i mark increase (+) or decrease (-).

[ = Percenf-aﬂe change

= /57“. r
| % = Abs chanje / Yl x /60 il 7

Lllvstration

BCR Co. Ltd. - Comparative Statement of
| Profit & Loss (Rs)
w ev. From ops  60,00,000 -7 75,00,000
| Abs +/£,00,000 ; % = /s/e0 x: 10Q = 24
| Other incomes /50,000 -7 /,20,000
j Abs (20,000) : Y%= (20%) *
\ Total [fevenve e/,s-o;ooo -7 76,20,000
dEs /970,000 ; T = 22.90%
Profit before tax /7,50,000 -7 257,60,000

~ Abs +§,/0,000 5 = el

/
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Common Size Statements

Every item s expressed as a percentage of

a common base item.

base

% = If—em / )3056 X. /OCD L~ COMmMmon

Base 4or F & L =  [feuernve From operations
Base for Balance Sheet =  Total Assets

(or Total of EZW')‘y & Liabilities).

Illustration - °

Common Size Income Statement (2075 -/6)

Rev. +From ops 25°,00,000 = /00% (base)

Cost of 9ood5 50.13 /2,00,000 = “&= 959,
Gross Profit /3,060,000 = $2%

- Operating exp. /,20,000 = .50

Operating Lncome //,§0,000 = 97.20%

Non-operating exp. /4,000 = 0.609,

Profit 115,000 = 96.60%

Use : compares 2 Firms of different sizes
illa) the same r'nc/usfry on a common base.

Cost op‘joods sold % rose -7 margin Fell ;

: ®
a warning sign _1Q>r the analyst.
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Trend Ana/ysis

Studies operational results over a series of
ears. Each vear (s shown as a percentage
4 7 2 g

of the same iterm in the BASE year.

Base year is taken as /OO. Shows whether
an iftem IS rfsfraﬂ, ﬁalh'nj or constant -

points fo basic changes in the business.

Limitations of Financial Analysis

/. Iﬂnores price level (inflation) chan\ges.

2, /V’f'sleqdc}oy i+ accounting poticy miethod
chanfes are rnot Anown.

= s a sfudy of f/‘he (Ompany's reports.

7.5 Considers monetary items on!y 5
non-monetary aspects are {gnored.

$~.  Based on accounting concepts - may

not reflect the current position.

Quiek  Fecall

Horizontal = Comparative ; Vertical =

Common Size + [Fatios. Both aid decisions.

-
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i = /OO
Trend % = Item / Base yE X /00 <-base




