Analysis and Interpretation of
Financial statements







Vertical Income Statement Format

Vertical iIncome Statement for the year ended

Particulars Rs. Rs. Rs.
1. Sales(Net) 200
2. Less: Cost of Goods Sold
Opening Stock 20X
Add: Purchases XXX
Add: Direct Expenses XXX
Less: Closing Stock (XXX)
Less: Sale of Scrap (XXX)

(2) XXX
3. Gross Profit [(1) - (2)] X0

4 Less: Operating Expenses

a. Administrative Expenses

b. Selling and Distribution Expenses

c. Finance Expenses

(4)




9. Operating Profit [(3) - (4)]
6. Add: Non-Operating Incomes

1. Less: Non- Operating Expenses

8. Net Profit Before Interest and Tax (NPBIT) (D) + (6) - (7))

4

9. Less: Interest

<

10. Net Profit Before Tax (NPBT) [(8 - 9)]
11 Less: Tax

HEEEEER

12_ Net Profit After Tax (NPAT) [(10 - 11))

f

14. Net Profit/(Loss) for Equity Shareholders in the Current
Year [(12 - 13)]

15. Net Profit/(Loss) for Previous Years

-

16. Retained Eamings [(14) + (15)]

SEHEEIE




Iy Income Snmem

.

3

Net Sales
Cost of Goods Sold

Gross Profit
Cperating Expenses
Operating Profit
Net Profit before tax
Net Profit after tax
Retained earning

.

ng AP BV YUR WIS M 1 s g 0r At A T
o :

. Total Sales - Returns
. Opening Stock + Purchases + Direct Expenses -

Closing Stock

. Sales - Cost of goods sold
. Adm. Exp-+ Selling Exp. + Finance Expenses
. Gross Profit - Operating Expenses
. Net Operating Profit + Non Operating Income
. N.P. before tax - Tax '

= NP, after tax - Dividend
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Balance Sheet- Vertical Format

Balance Sheet as on

Particulars

Rs.

7 Rs.

Rs.

I. Sources of Funds

A Owned Funds

a. Equity Share Capital

b. Preference Share Capital

c. Reserves and Surplus
(P&L A/c Cr. Bal, General Reserve, Securities
Premium and all other Reserves)

Less: P&L A/c Dr. Bal

Less: Fictitious Assets

g |2

A. Owned Funds(a+b+c) XXX
B. Borrowed Funds(Bonds, Debentures etc.) _XXX
Capital Employed (A+B) XXX




Il. Application of Funds

A Foed Assets

a. Gross Block

b. Less: Depreciation

B. Long Term Investments

C. Working Capital

I. Current Assets(including Quick Assets)

ii. Current Liabilities(including Quick Liabilities)
©-0-0
Capital Employed (A+B+C)




Some important definit ated to Balance Sheet
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Example:

Q: Rearrange the following in the form suitable for financial analysis.

Amount (%) Particulars Amount X)

(in '000) (in "000)

16,000 | Equity share capital 5,000
1,500

Sales
Raw materials consumed

Consumables
Direct labour
Other direct expenses

7.800 | Profit and loss account
12,000

800 | Bank loans
750 | Short-term loans 1.500
3,350

480 ! Trade creditors
400

Administrative expenses 1,200 | Trade investments
260 | Inventories 6,000
3,700

Selling expenses
Interest 1,440 | Receivables

Machinery 14,000 | Cash in hand and at bank 100
Income tax 50% Outstanding expenses 650
Depreciation 700 | Other current liabilities 200




Income Statement for the year ending on....

1 Sales 16000

Less: Cost of goods sold

Raw material consumed 7800

Consumables 800

Direct Labor 750

Other Direct Expenses 480 9830
3. Gross Profit (1-2) 6170
4. Less: Operating Expenses

Administrative Expenses 1200

Selling Expenses 260

Depreciation 700 2160
B Profit Before Interest and Tax(3-4) 4010
6. Less: Interest 1440
¥ & Net profit before Tax 2570
8. Less : Income Tax@50% 1285
O. Net Profit After Tax 1285



Balance sheets as on....
Particular

Share Capital
Reserve and Surplus
Own fund(1+2)
Long term loans
Short term loans
Loan funds(4+5)
Total funds Available(3+6)
Fixed Assets

: &
2.
3.
4.
=7
6.
7.
8.
9.

Investment

Current Assets

[
=

Inventories
Receivables

Cash and Bank

Less: current liabilities
Trade creditors




Provisions 650
Other 200
4200

12. Working capital (10-11)
13. Total Funds Employed




Practical Questions Answers from previous
years papers of Mumbai University



III ™~ PBlorehk L& IDDoprecialiaors Ziveaers:
usl- 4 ures are rcelated to the Sohan I td. for the vyvear ended

T he followinge fig
20 -
Particulars Rs. Particulars
Salces 24,000,000 Staff S_alaries
Nct Block 10,000,000 Advertiserment Exppenscs
Bills Reccivable <2 OO0, 000 Warehc_-us_e Rent
Bills Pavable 2., 00,000 Depreciation o Plant
Cash Balance S5, 000 Intecrest o Overdraft
Bank Overdraft 2., 00,000 Share Capital
Purchhasces 18 00,000 Rescecrrves (1L-O1 -038)
Other Administrative Stock (1 -O1-038)
| S < o 20O, 000 X
I csal Charges (paid) 30,000 T.ap Top Repairs
Direct Exppcacnscecs

Orther Inforrmation =
b Make a provision for Income Tax of Rs. 2_40._000.

1) Provide final dividend Rs. S0_000.

111) Closing stock on 31-12-08 is Rs. 4_00_000.
Y ou are reqguired 1o prepare Balance Sheet and Income Statement in vertical form
surtable for are Balance Sheet and Income Statement in vertical form suitable for analysis fo

the year ended 317 December., 2008

Solatiomx =
Income Statement for thhe year ennded = 1=t Decernmbex, 200= d 3
Rs._ RSN
Sales 24 00 m
Le=ss : Cost of Goods Sold 3
O peningzs Stock 3.60 000 >
- Purchaoses 18’00’000
———— e
- - 2 1
Closings Stock ;,38’388
e S A AN
IDircct FFExpoensoces 17’(15(5)‘(())88
Gross FProfit 12 ;g % (
Le=smsm - Admiinistrative ICxpponsces k =
Eormat i e 30O , 000
Si=all Salarics SO
}.:1[) i | “<>5> l(¢-");,j’-s - 40,000
At ve-rtissiryg= 23 C0ER0N
Viarae-Frcrvassac §2«=321 SO QOO0
I e gore-c-izaticsss <> §?)zarrt 29, 000
INe=t 3?5 «>f31 V>e=fae>s5 <~ Irxte-rec-=1 =0 .0 O g—'zi%
oemesm - Inatacrocest <12 COverclrzalt 3’50.
INao 1 325158 Vre-farres "1 za>c —-ﬁ%
e = Jrasc cranre~ "1 za 3¢ 3.23CQ058
IN«1 lr‘l()ljri ialve "y “Jza>c —%
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Balance Sheet
as on 31" December, 2008

HKs.

SOURCES OF FUND

" shareholder’s Fund
Share Capital
Reserves

APPLICATIONS OF FUND
Fixed Assets

Net Block

Current Assets

Bill Receivable
Closing Stock
Cash

Less : Current Liabilities
Bills Payvable

Bank Overdraft

Provision for Tax

Provision for Dividend

Net Current Assets (a-b)

Total

(b)

Total

8,000,000
3.65.,000

4,000,000
4,00,000
85.000

8.85.000

2,00,000
2,00,000
2,40,000

80.000
7,20,000

10,000,000

1.65.000
11.65.000




ou are required to prepare a Vertical Balance Sheeoet for financial analysis from the same.

"IGS;wung are the balances as on 31-3-2014 in the books of accounts of Ratnagiri Mango Products

~ jL = - =
TS (Staff Salaries) o5 000
Share Issue Expenses 20 .000
Land and Building vy oslagres .00 .000
10 Debentures IR i R g~ 3.00.,.000
Trade Investment 2.00 . 000
Creditors 8.80,000

Plant and Machinery

3,700,000
Calls in arrears

10,000
Profit and Loss AJ/c (Cr. Balance) B B Sl SC SRR 3,.85,000
Patents e a PRI 50,000
Stock R S S iy O 4 .35 000
Debtors T i o 2 a1 S8.25 ., 000
Equity Share Capital T S R T 5,000,000
Bank Overdraft e A T - 4 .20 ,000
Solution - : AMar. 2077, adapited)

Ratmnagiri Mango Products Litd.
Vertical Balance Sheet as on 31st March, 2014

s SOURCES OF FuUuUNDS
=t Owner's Funds
AL Capital
Equity Share Capital 5,000,000
Less - Calls-in-arrears (10.000)
Capital 4 .90,000
B. Reserves and Surplus
Profit and Loss A/c - Cr. Balance 3.85.000
Less : Fictitious Assets
Share Issue Expenses (20.000)
Net Reserves and Surplus 3.65 000
Ownrn Funds or Netr Worth 8.55.000
— 22 Loanmn Funds
= 106 Debentures 3.00.,000

3. Capital Employed 11,555,000

. APPLICATION OF FUNDS
1. Fixed Assets
AL Tangible
Land & Buildings 5,000,000
Plant & Machinery B.70.000
Net Tangible Asselrls 8,70.,000
B. Iintangible
Patents __S50.000 9.,20.000
2. Long Terrm Investments
Trade Investments 2.,00.000







I"uﬁaa‘ llowing balances appear in the books of M/s. Laxman Ltd. as on 31st March, 2074. You are

re d to prepare a Balance Sheet in the vertical form.

Particulars gEo r & Particulars &«
Sundry Debtors 2,000,000 Creditors 1,50.,000
Trade Investments 2,500,000 Capital Reserve

Bank Overdraft o

Public Deposits 3,0

Bills Pavyvable 7.9

General Reserve 1,000,000

Bills Receivable 2.0

Vehicles S.0

10°% Preference Share Capital 8,

Commission on Issue of Shares
(not yet w/off)

Provision for Tax

Bank Loan

Advance Tax

Prepaid Expenses

Stock

1,00,000
3,000,000
3,000,000
1,00,000

Short Term Investments
Plant and Machinery
Outstanding Expenses
> Cash and Bank

Profit and Loss A/c (Credil)

Land and Building
Equity Share Capital

Preliminary Expenses (not yet w/off)
Debentures

Proposed Dividend
Advance to Suppliers

1.50,000

50,000
12,000,000
1.,20.,000
7,00 ,000
4,00 ,000

Solution -

M/s Laxman Litd.

Vertical Balance Sheet as on 31st March, 2014

(Mar. 2073, adapted)

i< SOURCES OF FUNDS
- |5 Shareholder’s Funds

a. Share Capital
Equity Share Capital
10% Preference Share Capital ... ... ... ... __.

b. Reserves and Surplus
General Reserve
Profit & Loss A/c
Capital Reserve

Less : Preliminary Expenses

10,000
Commission on Shares ... ... ... ... ... 40,000
2. Loan Funds
Debentures

Public Deposits

16,000,000
8.00.000

1,00,000
4,00,000
1.50.000
6,50,000

(50.000)

WO
00

24,000,000

0,000
0,000

_6.00.000|130.00,000




3.
.

3.
a.

Bank Loan
Capital Employed
APPLICATION OF FUNDS
Fixed Assets
Tangible Assets

Land and building

Plant & Machinery
Vehicles

Investments

Trade Investments
Working Capital
Current Assets
Sundry Debtors

Bills Receivables

Short Term Investments

Cash and Bank ek

Quick Assets

Stock
Advance to Suppliers
Advance Tax SRRk
Prepaid Expenses LY

Less : Current Liabilities

Creditors Sy M
Outstanding Expenses “ETeA L
Bills Payable X e
Provision for Tax e
Proposed Dividend SRR
Quick Liabilities RER 12
Bank Overdraft 1
Total Working Capital ERESE

Capital Employed W

3,00,000

1 1 v()() ()(/

2,000,000
2,000,000
50,000

_7.00.000

5,00,000

60,000
3,00,000
1.00.000

12,000,000
12,00,000

_9.00.000

11,50,000

9.60.000

41,00,0q,

W
O
0O
O
O
O

14,660,000
1.00.000

21,110,000

*15,60,00Ql

—

33,0000

2 .Sr) r)r/’

5,550,000

~ |41,00,000




Hlus4)

following. balances appear in the books of M/s. Bh
are required to prepare a Revenue Statement in

vertical form.

ushan for the yvear ended 3 1st March, 2014

Particulars L35 Particulars <
Opening Stock 50,000 Sales Retumrmn

Net Profit b/f from P.Y. S0 ,000 Profit on Sale of Investment 228(0)8
Office Rent 5.000 | Loss by Fire S.000
Carriage Inward 20.000 | Closing Stock 40.000
General Reserve 75,000 Purchases 2,00:000
Wage_s 72,000 Postage and Telegram 5.000
Oc_trou 5,000 Provision for Tax 30,000
Office Staff Salaries 40,000 Sales 6.20:000
Audit l=_ees 20,000 Dividend on shares heid 25,000
A_dvertlsement 25,000 Carriage Outward 5,000
Finance Expenses 25,000 Warehouse Expenses 5,000
Loss on Sale of Asset 30,000 Import Duty 3,000
Depreciation

- Plant and Machinery 15,000

- Fumiture 16,000

= Delivery Van 14,000

Solution -

(Mar 2072, adapted)

M/s Bhushan
Vertical Income Statement for thhe Year Ended 31st March 2014

- No. Particuilars < Wl o —
= Gross Sales =R e 6.20.000
Less : Sales Returns e S e (20 .000)
Net Sales LD o et el 6.00 .000
~ 3 Less : Cost of Goods Sold
Opening Stock S e i et 50,000
Purchases o e e e, = 2,000,000
Less - Closing Stock e e e (40.000) 2,100,000
Wages ey R T 72,000
Carriage Inward 20.000
Octroi R e R oA 5,000
Import Duty e et Lo U 3,000
Depreciation on plant g B R S 15 000
Total Cost of Goods Sold G s A AN S §,2§,gogg
3. Gross Profit D s AT 7 A0
Less - Operating Expenses
AL Administrative Expense
Office Rent e e 5,000
Office Staff Salaries e s (o 40,000
Audit Fees oy R s i 2gggg
Postage and Telegram :: --: : - ": 2 » PRy T

Depreciation - Fumiture



B. Selling and Distribution Expenses

Advertisement
Camage Outward
Warehouse Expenses
Depreciation - Delivery Van
C. Finance Charges
Total Operating Expenses
Operating Profit
Add : Non Operating Income :
Profit on Sale of Investment
Dividends on Shares
7. Less : Non-Operating Expenses :
Loss on Sale of Assaot
Loss by Fire
8. Net Profit Before Tax
9. Less:Income Tax
10. Net Profit After Tax
Add : P & L Balance b/d
Profit Avallable for Appropriation

11. Less : Appropriations
General Reserve

12. Retained Profits

P

25,000
5.000
5,000

_ 14,000

5,000

30,000

49 000
_25.000

30,000

_1.60.00¢
1.15.000

1,170,000
80.000
1.40.000

(75,000)

65.000

Working Note :

Finance expenses are treated as operaling expenses, in absence of delails.






