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Why Analysis is important?

The world would have been so beautiful 

• If financial statement always reflect true economic reality of business.

• We can make our decision only using net profit and share price.

• Financial statements were comparable among companies.

• Consistent over time



How to read an annual report?

How to read the Financial and Non-financial Information of the company
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1. Balance Sheet

2. Income Statement

3. Statement of Cash flow

4. FSA – Quantitative Tools

1. Management Discussion & Analysis

2. Auditor Report

3. Explanatory Notes to Financial 
Statements

4 Supplementary Information

5. Non-Financial Metrics

  Qualitative 

Quantitative 



Financial Statements of  a company
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Annual Report

▪An Annual report is a comprehensive report 

of company's activities throughout the year

▪Annual reports are intended to give shareholders and other  

interested people information about the company's 

activities and  financial performance.



Importance

▪ It gives an opportunity to take a step back and look at the overall  practical and 

financial health of the Company’s business.

▪To understand the company inside out

▪You can know how well the Company is doing.

▪You can find out whether the Company is making more money  than it is spending.

▪You can get an idea of management’s strategic plan for the  coming year.

▪Which Product/Service is making how much revenue

▪How much company owes to different stakeholders



Reasons for creating an Annual Report

People don’t just share information, they 

tell stories.

Highlight your mission and 

results in  stories that people 

want to tell and share.



Major Sections to focus on:

Management Discussion and Analysis 
Overview of the Industry
Managements’ opinion about the business
Key financial items effects and discussion
Risks & Mitigation Strategies

2. Auditor Report
▪ Who are the Auditors?
▪ Auditors comments – Key Audit Matters (KAM)

 

3. Explanatory Notes to Financial Statements
4 Disclosures/Supplementary Information

5. Non-Financial Metrics
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EBITDA vs. Adjusted EBITDA
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Unusual Metric/Non-financial metric example

c Paid Click and cost per click

c Number of aircraft; Passenger 
load factor; Fuel Consumption 



Can you think of similar metrics for other 
companies ?



Unusual Metric/Non-financial metric example



Financial Statement Analysis 
- Quantitative
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Prof. Shailesh Gandhi

ASK – available Seat kms
RPK = revenue passenger kms
RASK= revenue per available seat km
CASK=Unit cost per available seat km

Indigo



Prof. Shailesh Gandhi

Indian Hotels Co. Ltd.

2017-18

30% consumer loyalty revenue

64% average occupancy

Rs. 5530 revenue per available room

Rs. 8634 average room rate

30.56 Lakhs guests welcomed during the year



Dr. Reddy’s









Framework for Financial Analysis

▪ The purpose of financial analysis is to evaluate financial performance 
(Income Statement), financial position (Balance Sheet)and 
liquidity/solvency position of a company.

▪ Such an evaluation (Benchmarking) is done in 3 ways:

▪ Compare the data/results of the same company over a period of time – 
trend analysis

▪ Compare the data with that of other companies/competitor

▪ Compare the data with industry average



GVK – The House of Debt

▪ The GVK group built India’s first six-lane expressway, airports in 
Bengaluru, Mumbai and Bali.

▪ In the boom years after 2008, Indian companies borrowed heavily.

▪ Unfortunately, there growth expectations were over-optimistic.
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Raghuram Rajan, RBI 
governor said

 “Debt is very much 
like a dynamite. It is an 
instrument which is 
very useful in right 
places and explosive in 
others”
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Analyzing financial statements involves:

Characteristics
Comparison 

Bases

Tools of 

Analysis

◆ Liquidity

◆ Profitability

◆ Efficiency/ 

Turnover

◆ Solvency

◆ Intracompany 

◆ Industry 

averages 

◆ Intercompany 

◆ Horizontal

◆ Vertical

◆ Ratio



Horizontal Analysis

Horizontal analysis, also called trend analysis, is a technique for evaluating a 

series of financial statement data over a period of time. 

◆ Purpose is to determine the increase or decrease.

◆ Commonly applied to the 

► balance sheet, 

► income statement, and 

► statement of retained earnings.



Changes suggest that the 

company expanded its 

asset base during 2013 

and financed this 

expansion primarily by 

retaining income rather 

than assuming additional 

long-term debt.

Horizontal Analysis



Overall, gross profit 

and net income were 

up substantially.

Gross profit increased

17.1%, and net income, 

26.5%.

Quality’s profit trend 

appears favorable.

Horizontal Analysis



The ending retained earnings increased 38.6%. As indicated earlier, the company retained a 

significant portion of net income to finance additional plant facilities.

Horizontal Analysis



Vertical analysis, also called common-size analysis, is a technique that 

expresses each financial statement item as a percent of a base 

amount. 

◆ On an income statement, we might say that selling expenses 

are 16% of net sales.

◆ Vertical analysis is commonly applied to the

► balance sheet and 

► income statement.

Vertical Analysis



Quality is choosing 

to finance its growth 

through retention of 

earnings rather than 

through issuing 

additional debt.

Vertical Analysis



Vertical Analysis

Quality appears

to be a profitable 

enterprise that is 

becoming even more 

successful.



Enables a comparison of companies of different sizes.

Vertical Analysis
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