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Topic 1. On Analysis of Financial Statements
CASE LET – 1	
According to “DU POINT” Analysis Return On Investment (ROI) / Return On Capital Employed (ROCE) is the product of Net Profit Ratio and Total Assets Turnover Ratio. “DU POINT” Analysis shows the relationship between Return On Investment, Net Profit Ratio and Total Assets Turnover Ratio.
 DU POINT ANALYSIS OF ABC LTD.
	ITEM/RATIO
	



	2012 - 13
	2013 - 14
	EVALUTION

	
	Net Income, (Rs.)
(from Income statements) 



	`13,340.
	14,278.
	

	
	Revenue,(Rs.)
(from Income statements) 



	`2,30,000
	2,42,000
	

	
	Total Assets, `(Rs.)
(from balance sheets) 



	`2,00,000
	`2,20,000
	

	
	Profit Margin (% )
(Net Income/Revenue) 



	5.80
	5.90
	
	Raise in profitability during 2013 - 14 




	
	Total AssetsTurnover 
(Revenue/Assets) 



	1.15
	1.10
	
	Lower efficiency since 2012 -13




	
	Return on Capital Employed                              ( %) 
(Profit Margin× Asset Turnover) 



	6.67
	6.50
	
	Drop in ROCE during


2012 - 13


                                                                                        
               Return On Investment (ROI)   = 
                                                                                      Net Profit Ratio x Total Assets Turnover Ratio
                                                                         
                                                                                     2012-13                  2013 - 14                                                      
Net Profit Ratio	   5.80%	5.90%
(Net Profit X 100)                                                ( 13340 X 100 )	 (14,278 X 100 )
        Sales	    230,000	       242,000

Assets Turnover Ratio	   1.15		1.10
(  Net Sales  )                                                              ( 230,000 )	          ( 242,000 )
Total Assets	             					 200,000	           220,000
Return On Capital Employed                                               6.67%                             6.50%
	                                           			        (5.80% X 1.15)       (5.90% X 1.1)

	
The reasons for the change in the ratio of return on capital employed from 6.67% to 6.5%, are :- 
(i) The Net Profit Ratio has only increased from 5.8% to 5.9% representing very slight improvement .
(ii) The Assets Turnover Ratio has declined significantly from 1.15 times to 1.10 time. Although the sales have improved , the additional capital employed has not resulted in a proportionate increase in sales. This will clear from the following :
Increase in capital employed Rs.20,000 i.e. 10% on original capital.
Increase in sales Rs.12,000, i.e. 5.2% over the previous year sale. 
Again, if the additional return on additional capital employed is compared with the previous year’s Return on Capital Employed , the following result will be obtained – 
                                                     
                                               Additional Profit              .   X 100     =    Rs. 938   .  X  100
        Additional Capital Employed		          Rs. 20,000
	           = 4.7%

case let - 2
                															 Dell’s Summary Financial Data

	($ in millions, except per share data)
	2005
	2004
	2003
	2002
	2001

	Revenues
	49,205
	41,444
	35,404
	31,168
	31,888

	Net Income
	3,043
	2,645
	2,122
	1,246
	2,177

	Cash Flow from Operations
	5,310
	3,670
	3,538
	3,797
	4,195



analyses of the impact on profit from the point of view sales and cash flows: - 
Dell’s Revenue increased over 5 years – (49,205 – 31,888 ) X 100  = 54% 
                                                                              31,888

Dell’s Net Income increased over 5 years – (3043 – 2177) X 100  = 40%
                                                                        2177

Dell’s Cash Flow increased over 5 years -  (5,310 – 4,195) X 100 = 27%
                                                                                  4198

                   These data reveal that Dell’s revenue have increased by over 54% in the past 5 years while its profit have increased nearly 40%.This is a remarkable achievement given the level of competition in the industry.(The company profit decline in 2002)

                  Dell’s profitability in 2005 represents a 47.7% return on average equity, one of the highest of all publically traded companies. Dell is not only profitable, but it also generate a significant amount of cash. 
                        Net cash flows from operating activities have increased by 27% over the past 5 years. Operating cash flows of $5.3 billion represent over 10% of every revenue dollar.  
                                Finally, the company’s high level of profitability and Return On Equity, coupled with its ability to generate a significant amount of cash flow, has result in a 33% increase in its stock price since its trough in the 2002 bear market. 

     


Case let - 3 

The number of units sold in 2011- 12 is 1000
Then, the number of units sold in 2012 – 13 = 1000 + 10% of 1000 = 1100
	
	2011-12

	2012-13
	Changes

	(a)  Sales (Rs.)
	6,00,000
	`6,84,000
	(+)84,000

	(b)  Material Cost(Rs.)
	2,75,000
	3,23,000
	(+)48,000

	(c)  Labour Cost(Rs.)
	1,25,000
	1,85,000
	(+)60,000

	(d)  Variable Overhead(Rs.)
	37,000
	`41,500
	(+)4500

	(e)  Gross Profit(Rs.)
[ a- b – c – d ]
	163,000
	134,500
	(-)28,500

	(f) Fixed Expenses (Rs.)
	55,000
	`62,000
	(+)7000

	(g) Net Profit(Rs.)
[ e – f ]
	108,000
	72,500
	(-)35,500

	(h) Units Sold
	1000
	1100
	(+)100

	(i) Selling Price Per Unit(Rs.)
[a/h]
	600
	684
	(+)84

	(j) Material Cost Per Unit(Rs.)
[b/h]

	275
	323
	(+)48

	(k) Labour Cost Per Unit(Rs.)
[c/h]
	125
	185
	(+)60

	(l) Variable Cost Per Unit(Rs.)
[d/h]
	37
	41.50
	(+)4.50




Statement showing account for changes in Profit
	
	Particulars 



	2011- 12
(Rs.)
	2012 – 13
(Rs.)

	
	Changes in profit due to changes in sales: 



	
	

	
	1. Increase in profit due to increase in quantity 
[Change in quantity x Base year’s unit selling price ]
(1100 – 1000) X 600



	
	60,000

	
	2. Increase in profit due to increase in unit selling price 
[Change in unit selling price x Base year’s quantity] 
(684 – 600) X 1000



	
	84,000

	
	3. Increase in profit due to change in price and quantity 
[Changes in unit selling price x Change in quantity] 
(684 – 600) X (1100 – 1000)



	
	8400

	
	
	152,400

	
	Changes in profit due to changes in material cost: 



	
	

	
	1. Decrease in profit due to increase in quantity 
[Change in quantity x Base year’s unit cost price ]
(1100 – 1000) X 275



	(27,500)
	

	
	2. Decrease in profit due to increase in unit cost price 
[Change in unit cost price x Base year’s quantity ]
(323 – 275) X 1000



	(48,000)
	

	
	3. Decrease in profit due to change in price and quantity 
[Change in unit cost price x Change in quantity ]
(323 – 275 ) X (1100 – 1000)



	(4800)
	(80,300)

	
	Changes in profit due to changes in labour cost: 



	
	

	
	1. Decrease in profit due to increase in quantity 
[Change in quantity x Base year’s unit cost price]
(1100 – 1000) X 125



	(12’500)
	

	
	2. Decrease in profit due to increase in unit cost price 
[Change in unit cost price x Base year’s quantity] 
(185 – 125) X 1000



	(60,000)
	

	
	3. Decrease in profit due to change in price and quantity 
[Change in unit cost price x Change in quantity ]
(185 – 125) X (1100 – 1000)



	(6,000)
	(78,500)

	
	Changes in profit due to changes in variable overhead cost: 



	
	

	
	1. Decrease in profit due to increase in quantity 
[Change in quantity x Base year’s unit cost price ]
(1100 – 1000) X 37



	(3,700)
	

	
	2. Decrease in profit due to increase in unit cost price 
[Change in unit cost price x Base year’s quantity ]
(41.50 – 37) X 1000



	(4,500)
	

	
	3. Decrease in profit due to change in price and quantity 
[Change in unit cost price x Change in quantity]
(41.50 – 37) X (1100 – 1000) 



	(450)
	(8,650)

	
	                                  Net Decrease in Gross Profit 



	
	(15,050)

	
	Change in profit due to change in fixed expenses 



	
	(7,000)

	
	                                Net Decrease in Net Profit 



	
	(22,050)



Note: Here, the base year is 2011-12


Case let-4
Analyses of the different activities of cash flows with the help of the Plant Assets
      Beginning with a balance of $ 350,000 PP&E was reduced by the cost of assets sold(s). Net Purchase (P) , then, can be inferred as the amount necessary to yield the ending balance of $440,000.
                                           Of the $100,000 increase in PP&E, only $70,000 paid in cash as the remainder was financed by the manufacturer. Thus the $70,000 cash payment appears as purchase in the Cash Flow Statement. The balance $30,000 equipment purchase is a non-cash investing and financing activity and is not reflected in the body of Statement Of Cash Flows. Instead, it is referenced in an explanatory footnote.
                                  The journal entries for sale of asset is :

Cash  A/c Dr.  ---------------------------------------------- $7,000
Accumulated Depreciation  A/c Dr. ------------------ $8,000
                  To Asset (cost) A/c -------------------------------------------$10,000
                 To Gain On Sale A/c ----------------------------------------$5000

The gain on sale of $5,000 is deducted from Net Income to zero it out of operating section and the $7,000 cash proceeds are reported in the cash section of the Statement Of Cash Flows.Net cash flows from investing activities reflect a net cash outflow of $(63,000).
                                  Net cash flows from finance activities reflects changes in long term liability and Equity account. Here, the repayment of the mortgage ($150,000), issuance of preference stock ($175,000) and payment of dividends  ($51,000) are included. The net cash flows from financing activities reflect a net outflow of $(26,000). 
                                       The net change in cash is equal to the sum of net cash flows from operations, financing and investing activities : 

Net cash flows from operations -------------------------------------   $113,000
Net cash flows from investing activities -------------------------     ($63,000)
Net cash flows from financing activities -------------------------    ($26,000)
                                                                                                            
Net change in cash -------------------------------------------------------$24,000
Beginning Cash   --------------------------------------------------------    $51,000 
Ending cash   ------------------------------------------------------------   $75,000

                                              T
