and nature of analysis. The following illustrations make clear understanding

Hlustration |

From the following Profit and Loss Account and Balance Sheet of Rameo Ltd. for the year
ended 2049 and 2010, you are required to prepare a comparative income statement and a |
comparative Balance Sheet.

PROFIT AND LOSS ACCOUNT
2004 2010 2009 2040
Rs. Rs. Rs. Rs.
To Cost of Goods sold 6,000 750 By Net Sales 000 160,000
To Operaung Expenses ;
Admunistrative A1) an
Selling 0 AN
Tor Net Profit 1.500 .90}
8,000 10,000 B.000 10,000
BALANCE SHEET as on 31st December
2009 20140 2000 2210
Bills Payable n 730
Sundry Creditors 1500 2,000 Cash 1000 | 400
Tax Payable 1,000 154X) Pebtors 2000 3000
6% Debentures 1,000 1500 Stock 2,000 3,000
0% Preference Capital 3000 00 Land 1000 1000
Equity Capital 4,000 4000 Buildings 3000 2700
Reserves 2,000 2430 Plani 3000 2700
Fumiture 1000 s
L 1,400
3000 | 15200 | 13 15,200
— 3

(B.Com. M5)
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Solution:
RAMCO Limited
COMPARATIVE INCOME STATEMENT
o For the vears ended 31st Dec. 2009 and 2010
T 2N 2040 Increase (+)
or Decrease 1-)
Absolure Percenta ge
2000 2010
MNet Sales BANN) 10000 # 2,000 + 25
Less - Cost of goods sold H,000 7500 + 1,500 + 25
Gross Profit 2000 2,500 + 500 + 25
Lesy - Operaung Expenses:
Admimstrative a0 a0 — —
Selling i A1) + 100 +333
Total Operating Expenses NI [E1l + (U0 + 20
Operating Profin 1. 5300 1 .900) + 400 + 267

The above statement shows that though the sales have gone up in 2010, the rate of gross
profit remains at 25%. The cost of goods sold and its percentage remains at 75% Administrative
expenses remains the same, but selling expenses have been increased. This is due to the increase
in sales. The rate of net profit is also increased.

RAMCO Lul.
COMPARATIVE BALANCE SHEET
As on 31st Dec. 2009 and 2010

20N 200 Increase (+)
or Decrease (-)
Absolue Percentage
201 20011
Assets:
Current Assers -
Cash 1.000 LA0 + 400 + 40
Debiors 2000 3000 + 1,000 + 50
Stock 2000 3000 + 1,000 + 50
Total Current Assels SA00) 7400 + 2400 + 4%
Fived Assels
Land 1,000 1000 — —
Buildings 3000 2700 0N 10
Plant 3000 2,700 ~ 3N - 10
Fumniture 1000 140 + ) + 40
Total Fixed Assets RANK) 7800 - 2000 - 25
Total Assels 13,000 15,200 + 2,200 + 17
Liabilities and Capital
Current Laabidities -
Bills Payable S0 750 + 250 + 50
Sundry Creditors 1,500 2000} + S(H) + 333
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Taxes Payable 1,000 1,500 + 500 +50
Total Current Liabilities 3,000 4,250 + 1250 +417
Long-term Liabilities :
6% Debentures 1,000 1,500 + 500 + 50
Total Liabilines 4,000 5.750 +1.750 +43.75
Capital and Reserves :
10% Preference Capial 3,000 3000 — .
Equity Capital 4,000 4,000 — -
Reserves 2,000 2450 + 450 +225
Total Shareholders Funds 9,000 9,450 +450
Total Liabilities and Capital 13,000 15,200 2,200 17

—_—

Common Size Statement

Financial statements when read with absolute figures are not casily understandable. The,
are even misleading. Each item of assets is converted into percentage to Total Assets and eacr
item of Capital and Liabilities is expressed to Total Liabilities and Capital Fund. Thus the whol
Balance Sheet 15 converted into percentage form. Such converted Balance Sheet is known
Common-Size Balance Sheet. When Balance Sheets of the same concern for several years or wher
Balance Sheets of two or more than two concerns for the same year are converted into percentage
form and presented as such, they are known as Comparative Common-Size Balance Sheets. Again
in Profit and Loss Account Sales figure is assumed 1o be equal to 100 and all other figures are
expressed as percentage to sales. Similarly, in Balance Sheet the total of assets or liabilities is taken
as 100 and all the figures are expressed as percentage of the total.

Hlustration 2
The following is the Profit and Loss Account of Sun Lid. for 2009 and 2010 :

PROFIT AND LOSS ACCOUNT
for the vear ended 31st December
2009 2010 2009 2010
Rs. Rs. Rs. Rs.
To Cost of Sales 4,63,250 483,899 | By Sales 721456 8,34,250
To Administrative Less: Returns 11,588 13903
Expenses 46,531 54,137 700,868 8,20.347
To Selling Expenses 91,823 115632 | By Other
Incomes -
To Interest Paid 4275 3,500 Interests 3,795 2620
To Loss on sale Discounts 4,250 3792
of fived items 1,254 350 | Profit on sile
(Land) 3,000 —
To Income Tax 43038 80,390
o Net Profit 70,742 88,851
120913 K26 75 —
Prepare the above ( 21 130913 526,759

S,

—
AN G suitable comparative form both in

ibsolute way and in common
(B.Com. Madurai)
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Solution :

(@) COMPARATIVE PROFIT AND LOSS ACCOUNT

2009 2010 Increase (+)Decrease (<)
Ry s,
Amonine o
Rs.
Sales 7.21, 456 834,250 +1,12,794 +15.7
Less @ Returns 11,588 13903 +2315 +20.0
708,868 820347 + 1,10479 + 15.6
Lesy @ Cost of sales 463,250 483,899 + 20,640 +45
Gross Margin 246618 336448 + 89,830 +364
Less © Admimisirative Expenses 46,531 54,137 + 7.606 + 163
Balance 200,087 282311 +82.224 +41.0
Less: Selling Expenses 91.823 1,15,632 +23.809 +259
Net operating profit 108,264 166,679 +58415 +54.0
Add : Other Incomes 11,045 6412 — 4613 420
11945 1.73.081 + 53,782 +45.0
Less: Other Expenses 5.529 3,850 -1.679 -30.0
Net profit before tax 113,780 1,69,241 + 55,461 +48.7
Less:  Tax 43,038 80,390 + 37,352 + 868
Net profit after Lax 70,742 88851 + 18,108 +256
(b) COMPARATIVE COMMON SIZE PROFIT AND LOSS ACCOUNT
2009 2010
Amaount % Amount %
Ry Rs.
Sales 7,21 456 101.6 B34.250 .7
Less:  Retumns 11,584 1.6 13903 1.7
Net Sales 7.00 868 1000 820,347 1000
Less:  Cost of Sales 4.63.250 653 4.83 8% 590
Giross Margin 246618 M7 336448 10
Less: Administrative Expenses 46,531 6.5 54,137 6.6
Balance 200,087 282 282311 M4
Less: Selling Expenses 91,823 129 115632 14.0)
Net Operating Profit 1.08.264 153 166,679 204
Add:  Other Incomes 11,045 L6 6412 07
119309 168 173091 2L
Less: Other expenses 5529 08 3830 U5
Net Profit before Tax 113,780 16.1 160,241 X6
Less: Income Tax 43,038 61 80,390 08
fl:_il‘rt:lﬁl Afer Tax 0,742 0.1 B85 108
llustration 3
From the following Balance Sheet, prepare a Commuon-size statement :
2 20004
Assets - A Ky
Cash 27000 JLS0
Debtors 2200000 211000
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48 MANAGEMENT ACCOUNTY  \p j Y15 AN WTES?

Stock 1 12600 -
Prepand Eapenses e 40 Liahny ot
Bills Receivables AL lsm H’:“m;“m
Fivad Assets ARAILLY 630N o
MBI 105000 ‘PW?*"'"
Liabilines & Capital Solution.
Share Capatal (IRLELLL ALY -
Long-term Debt 125000 RLULLY -
Sundry Creditors 2/ S LY NS
(xher Linbihies ™ 1 Ca
1030 10,5000
IH{rm ']
Soluten :
COMPARATIVE COMMONSSIZE BALANCE SHEET
[ 20 ] 010
Awiel
Current Assels
Cash 17 0
Debtors 219 N1
Stock 100 120
Prepud Expenses 11 1)
Hulls Recevables 10 10
Total Current Assets W ]\
Fraed Assets Hid Hl 9
Totl Assels LAY 1o
Liabilties & Capital -
Currens Laabilines:
Sundry Creditors 41 ]
Cther Liabilities Ik 95
Total Curent Liatbines 120 143 -
Long- Term Luabilities
Long Term Debt 124 190
Cupital & Rewerves M4 111 -
Share Capatal nah o6
Total Liabiinies & Caputul | Jinii oD -

Mustration 4

Ihe summary of Balance Sheet data i respect of ALl and B Ll w as wnder
ALl

R lad

Wy Ry

Buildings L 45000
Wachinery L A0
Share Capita Lsonm ERINTT
petaned Farmngs R E .lu"illll.l
Debors L1500 | b
Stk (i MR
(ol [ S1n
Prepasd | apense S 1|I|1‘|'|.l
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Creditors
Laakalaty lor |‘:!,|1.'|’1E-r:1.
Preliminary Expenses

Prepare Common-size Balance Sheets

S1.LNN
EILEY
UL

| CHAEEN)
[Tin
15008

49

Solution :
COMPARATIVE COMMON-SIZE BALANCE SHEETS
A fnd It fad
Assels
Current Awrels -
Cush .7 (1.4
Debiors (491 1nn
Prepad Expenses 08 02
Stoiks [014 |16
Total Current Asscts 1N 2.0
Fiuead Assers -
Buildings 167 Al
Muchinery & 111 diy 4
gk 1 iy
Preliminary Expenses 137 (14
Tinal Assels LLLIY (LA
Liabilinies and Capital - T
Current Lizhalities
Crediturs 152 3
Liability for Expenses 1.5 10
Total Current Liusbalities % 13
Capnre! and Reservey .
Share Capital 7500 ik
Retained Eamings ) 21
Towal Caprial & Rescrves il w7
Total Liabilities & Capatal TLTIN T

Trend Analysis

The Comparative and Common-size staternents subler from i major liitation e ahsence of
2 busic standard 10 indicate whether the proportion of an item s normal or abaormal - Trend
analysis overcomes tus limitaion, This method is also an imporant and useful techmgue of
linancial statement analysis. The caleulation of wend ratio involves the ascertamment of anithmetical
rebationship which cach stem of several years 1o (he same flem ol hase year Thus, one 11.'Lni.-;uh'|r
vear ool of many vears 1% tken as hase, The value of one particular gem oul of several tems
;.hnu.n i the |1n;;m:|.11 shilements ane conyverted il ratie of percentige tnkang of thal e i ase

year as eqgual w100,
Mustration §

From the Tollowmg data refating o the purchase of o firm, prepare Fremd Percentages and

Tremd Hatioy

ALK

Yeur FPairchaes (O 00
i
A6 L6T2

(N



Solution :

(ar Trend Percentages :

auw

xim
i

Year

i
X
X
R1L
1LY
X

-

MI.AMAGEHENT A':'U_; .

[ET73
1913
211

| 4A3

Decreasencrege (p -3
(Haxe Year = 2005,

+7

w2
k15
27
- 125

The above type ol analysis cannol he regarded as good an the sense that it contains pi |
manus signs. A better way will be 1o express the fipures for each year as a percentage io the 1,

isf base vear

ih) Trend Ratios :
Fear Trend Ravins (in %)
X LA
JNE nr
XN17 2
i |15
XM 127
xnn K75
IMustration &
From the follwmg figures, compuote trend percenlage and comment, wsing 2005 as the "
Yeur .
Vi
[ Nalev | Cost of pomds sobd Prafit before Tat
fita R, R,
s in i 12
RI14 ol 414 Iin
X7 el |I §2 [
ANK i 7 J
XM [T} i i
Al | X1 fi LU
(& Com.
Solutin
- h“_:I"_I!I_-L_H_ld]J'FHt'ENI'MEE | Barse year : 2005 _"'_FTT
Yew | Natles Ciost ol pomals sold Profit before 1
B i K T (e i i ] frend 5 i f, Frend
B HAl ’ | e T 1) g
MW furd ) HE J14 [14 19 I_‘_'
A ) | |4} 512 142 |46 I
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ke 1 L 14 |5 il [
L LLL 1) 1m M It? R |'x
ki 1Y xn iy 188 LT 29
L i ills

I There s W*J'_'l' Hr'l"'ln'r”'l n wples and r||'||1'|1 before 1av. after the huse Y

The increase in sales and profie v satisfactory. The imcrease in profit is mose than
proporionate i the increase in sales. A mnute study of tread shows (hat the profitabalily

=

i+ soaenl.

A} Choose the correct answer to the following

b
-

LR

Frmancinl accounts provide s sumimary of
inh Assels

(B Lasbslifics

1 Avcounis

Financinl satements are

(a) Estimuies of [

1|:HI Hecorded {acts

K Anbcrpated  Tacs

Relmned camings siatersients depicts
ta) Appropnation ol profits

th1 Estimatesl peafits

fe BEstimuled coas

4, The term cumenl assels does ool e lude

P

) Fayments i advanee
(b Bills Hevevahles.
ic) Long term deferred charpes

o Thee limed aseers jneludie

gl Siock-mn-tride,
ik Fumiiwre.

(c) Paymenls m advame

. Operating profil 1o sales pives us

() Crross Profi Bat
(b MWt Profin Hatia
el Eperating profil rtie

. Financial statements convey 1o different paries

(a1 Faraieial andairenation.

(h) Market inforsation

fo) Price sndoremist

Thee touels ol Timuscnel siatensent -lrul:. sl are -
iy LComparative financaal stalemeni

i Camminside stalermenl

g Trenid sane

ik A s

Ans: L) b XNy ) &b

fi. v

i

X (i
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