
FINANCIAL STATEMENT 
ANALYSIS



AGENDA FOR THE SESSION

• Understand Balance Sheet/ Income Statement, ratios and what information can be inferred

from it for the users of Financial Statements.

Analyzing Balance Sheet of a company to infer the following:

■ How a company is financing its various assets?

■ Structure of Balance Sheet

■ How is the financial position of a company?

■ How to infer about the soundness of a company?



• Some basics for understanding … Balance Sheet



BALANCE SHEET

• A statement that shows balances of assets and liabilities of a firm at a point of time.

• A Statement of Financial Position as it shows what a firm owes and what a firm owns. 

• A statement of balances whose total of assets will always equal to the total of Owners' 

Equity + Outsiders’ Liabilities. 

• A statement that shows balances to be carried to the next accounting year.







OBJECTIVES OF BALANCE SHEET ANALYSIS 

• We do the analysis of Balance Sheet because of the following reasons:

• Understanding from where a company is raising funds to meet its fund requirement.

• Understanding where a company is investing its funds.

• Understanding the structure of a company’s Balance Sheet.

• Understanding the changing pattern of the structure of Balance Sheet.

• Understanding financial position of a company.

• Understanding whether a company is a leveraged company.

• Understanding whether a company is capable of meeting its short-term as well as long-term obligations.



• Understanding Structure of Balance Sheet 

• From where one rupee is raised?

• Where one rupee is used?



• Analyzing Balance Sheet of Asian Paints Limited



COMMON-SIZE ANALYSIS OF BALANCE SHEET –
LIABILITIES SIDE



COMMON-SIZE ANALYSIS OF BALANCE SHEET –
ASSETS SIDE



FROM WHERE ONE RUPEE IS RAISED AND WHERE IT 
IS INVESTED?



ANALYZING BALANCE SHEET OF DABUR INDIA 
LIMITED







TREND ANALYSIS OF BALANCE SHEET OF ASIAN 
PAINTS LIMITED

















LIQUIDITY 

• Liquidity means having enough financial resources to cover financial obligations in a timely 

manner with minimal costs.

• Ingredients of Liquidity.

• Time of conversion- how quickly an asset can be converted into money or can be used 

to make payments.

• Amount – Certainty about realization of the amount from the asset.

• Cost – Cost of converting an asset into ‘money’ or ‘cost of using an asset’ for making 

payments







LIQUIDITY RATIOS: BALANCE SHEET PERSPECTIVE





CIPLA LIMITED – LIQUIDITY RATIOS



CIPLA LIMITED – LIQUIDITY RATIOS









ANALYZING INCOME STATEMENT OF CIPLA 
LIMITED 



PATTERN IN TOP-LINE AND BOTTOM LINE - CIPLA



COMMON-SIZE ANALYSIS OF INCOME STATEMENT 
– CIPLA LIMITED





TREND ANALYSIS – INCOME STATEMENT OF CIPLA 
LIMITED



ANALYZING INCOME STATEMENT OF ITC LIMITED





CHANGING STRUCTURE OF EXPENSES AND 
PROFIT – ITC LIMITED 



HOW ONE RUPEE IS EARNED BY ITC LIMITED?



HOW ONE RUPEE IS SPENT BY ITC LIMITED?



TREND ANALYSIS – INCOME STATEMENT OF ITC 
LIMITED



TYPES OR CLASSIFICATION OF RATIOS



SOLVENCY RATIOS



SOLVENCY RATIOS



SOLVENCY RATIOS: LEVERAGE



SOLVENCY RATIOS



SOLVENCY RATIOS: COVERAGE







VALUATION RATIOS







OTHER DIFFERENT TERMS FOR PROFIT

• Gross Profit:Total Revenue – Cost of Good Sold

➢EBIT/PBIT or Operating Profit: Earnings Before Interest Taxes and it presents profits from

the operations of the business.

➢PBT: Profit Before Tax; it is calculated by considering all expenses related to operations

except taxes.

➢PAT: Profit After Tax; it is profit left after considering all expenses and taxes. This is the

profit available for distribution among the shareholders.





ITC LIMITED – PROFITABILITY RATIOS – EARNING 
DESIRED PROFIT ON SALES



ITC LTD – PROFITABILITY RATIOS – EARNING 
DESIRED PROFIT FOR SHAREHOLDERS



ITC LIMITED – PROFITABILITY RATIOS – EARNING 
PROFITS WITH EFFICIENCY





COMMERCIAL BANKS 

• Specifically, commercial banks major assets are loans (financial assets) and their major 

liabilities are deposits.



DIFFERENCES IN BALANCE SHEETS OF 
COMMERCIAL BANKS AND NONFINANCIAL FIRMS



BALANCE SHEET OF INDIA MAJOR BANK 



DISTRIBUTION OF COMMERCIAL BANK ASSETS, 
LIABILITIES, AND EQUITY



OFF-BALANCE-SHEET ACTIVITIES

• OBS activities include issuing various types of guarantees (such as letters of credit), which often have a strong

insurance underwriting element, and making future commitments to lend. Both services generate additional fee

income for banks. Off-balance-sheet activities also involve engaging in derivative transactions—futures,

forwards, options, and swaps.

• By undertaking off-balance-sheet activities, banks hope to earn additional fee income to complement declining

margins or spread.

• At the same time, they can avoid regulatory costs or “taxes” since reserve requirements and deposit insurance

premiums are not levied on off-balance-sheet activities



LOAN COMMITMENTS

• These days, most commercial and industrial loans are made by firms that take down (or 

borrow against) prenegotiated lines of credit or loan commitments rather than borrow cash 

immediately in the form of spot loans. 

• Commercial Letters of Credit and Standby Letters of Credit.

• Loans Sold

• Derivative Contracts

• Other Fee-Generating Activities-The banks manage the pension funds, act as trustees for any 

bonds held by the pension funds, and act as transfer and disbursement agents for the pension 

funds.



OVERVIEW OF OFF-BALANCE-SHEET CONTINGENT 
ASSETS AND LIABILITIES



OTHER FEE-GENERATING ACTIVITIES

• Trust Services

• Correspondent Banking-These services include check clearing and collection, foreign 

exchange trading, hedging services, and participation in large loan and security issuances.

• Payment for the services is generally in the form of non-interest-bearing deposits held at 

the bank offering the correspondent services



BANKS BALANCE SHEET 

• Assets- A bank’s assets are grouped into four major subcategories: (1) cash and due from 

depository institutions, (2) investment securities, (3) loans and leases, and (4) other 

assets. 

• Investment securities and loans and leases are the bank’s earning assets



BANKS BALANCE SHEET 

• Cash and Due from Depository Institutions- Vault cash is composed of the currency

and coin needed to meet customer withdrawals. Deposits at the Central Bank are used

primarily to meet legal reserve requirements to assist in check clearing, wire transfers,

and the purchase or sale of Treasury securities.

• Deposits at other financial institutions are primarily used to purchase services from

those institutions. These banks generally purchase services such as check collection,

check processing, fed funds trading, and investment advice from correspondent banks.



BANKS BALANCE SHEET 

• Investment Securities- Investment securities consist of federal funds sold, repurchase 

agreements (RPs or reposs).



SAMPLE BALANCE SHEET 





INCOME STATEMENT

• Interest income and expenses, net interest income, provision for loan losses, noninterest

income and expenses, income before taxes and extraordinary items, and net income for

the banks earned from the on- and off-balance-sheet activities.



INTEREST INCOME

• The income statement for a commercial bank first shows the sources of interest income.

• Interest and fee income on loans and leases.



INTEREST EXPENSES

• Interest on deposits

• Retail CD



NET INTEREST INCOME

• Total interest income minus total interest expense. 

• Net interest income is an important tool in assessing the bank’s ability to generate profits 

and control interest rate risk.



PROVISION FOR LOAN LOSSES

• The provision for loan losses is a noncash.

• The provision for loan losses is the current period’s allocation to the allowance for loan 

losses listed on the balance sheet. 



NONINTEREST INCOME

• It includes all other income received by the bank as a result of its on- and off-balance-

sheet activities and is becoming increasingly important as the ability to attract core 

deposits and high-quality loan applicants.



NONINTEREST INCOME

• Included in this category is income from fiduciary activities (for example, earnings from operating a trust

department),

• Service charges on deposit accounts, trading revenues (gains [losses] and fees from trading marketable

instruments and OBS derivative instruments),

• Fees from other-than-banking activities such fees from investment banking and security brokerage, fees

from insurance,

• Servicing fees from mortgages, credit cards, and other assets, gains and losses from the sale of loans and

investment securities, and other noninterest income (fee income from OBS loan commitments and

letters of credit, ATM fees, money order, cashier’s check, and travelers’ check fees, data processing

revenue, and revenue from one-time transactions such as sales of real estate owned, loans, premises, and

fixed assets





PROVISION FOR LOAN LOSSES

• he provision for loan losses is the current period’s allocation to the allowance for loan 

losses listed on the balance sheet. 



NONINTEREST INCOME

• Includes all other income received by the bank as a result of its on- and off-balance-sheet 

activities. 



DIRECT RELATIONSHIP BETWEEN THE INCOME 
STATEMENT AND THE BALANCE SHEET



DIRECT RELATIONSHIP BETWEEN THE INCOME 
STATEMENT AND THE BALANCE SHEET

• Finally, changing the mix of assets or liabilities on the balance sheet has a direct effect on 

net income equal to the size of the rate difference times the dollar value of the asset or 

liability being changed.



FINANCIAL STATEMENT ANALYSIS

• Return on Equity- -



ROE 













DECOMPOSITION OF ASSET UTILIZATION FOR 
TWO COMMERCIAL BANKS



NET INTEREST MARGIN



THE SPREAD

• The spread measures the difference between the average yield on earning assets and the 

average cost of interest-bearing liabilities and is thus another measure of return on the 

bank’s assets. The spread is defined as:



OVERHEAD EFFICIENCY





REGULATIONS ON COMMERCIAL BANK LIQUIDITY

• Holding relatively small amounts of liquid assets exposes a CB to increased illiquidity and 

insolvency risk.

• Excessive illiquidity can result in a CB’s inability to meet required payments on liability 

claims (such as deposit withdrawals) and, at the extreme, its insolvency.

• Two options related to the measurement of credit risk- Standardized Approach, Internal 

Ratings–Based (IRB)



• Under Basel III, depository institutions must calculate and monitor four capital ratios: 

common equity Tier I (CET1) risk-based capital ratio, Tier I risk-based capital ratio, total 

risk–based capital ratio, and Tier I leverage ratio. A DI’s capital adequacy is assessed 

according to where its capital ratios place in one of five target zone.



CAPITAL CONSERVATION BUFFER

• Basel III introduced a capital conservation buffer designed to ensure that DIs build up a 

capital surplus, or buffer, outside periods of financial stress that can be drawn down as 

losses are incurred during periods of financial stress. 

• Under Basel III, a DI would need to hold a capital conservation buffer of greater than 2.5 

percent of total risk–weighted assets to avoid being subject to limitations on capital 

distributions and discretionary bonus payments to executive officers



COUNTERCYCLICAL CAPITAL BUFFER

• Basel III also introduced a countercyclical capital buffer that may be declared by any 

country experiencing excess aggregate credit growth. The countercyclical capital buffer 

can vary between 0 percent and 2.5 percent of risk-weighted assets. This buffer must be 

met with CET1 capital, and DIs are given 12 months to adjust to the buffer level. Like the 

capital conservation buffer, if a DI’s capital levels fall below the set countercyclical capital 

buffer, restrictions on earnings payouts will be applied.



GLOBAL SYSTEMICALLY IMPORTANT BANKS

• As part of Basel III, the BIS imposed an additional common equity Tier I surcharge (“loss absorbency

requirement”) on global systemically important banks (G-SIBs): banking groups whose distress or

disorderly failure would cause significant disruption to the wider financial system and economic activity.

• The basic idea is that because G-SIBs are too-big-to-fail banks (that would have to be bailed out by

central governments and taxpayers), they need to lower their risk by increasing their tangible capital

requirements even more than other banks.

• The surcharge ranges from 1 percent to 3.5 percent to be held over and above the 7 percent minimum

CET1 plus conservation buffer requirement. Thus, to have no payment limitations, a G-SIB that is assigned

a surcharge of 1.5 percent much have a CET1 ratio of 8.5 percent (= 4.5 percent required to be

adequately capitalized + 2.5 percent capital conservation buffer + 1.5 percent surcharge)



SUMMARY OF PROMPT CORRECTIVE ACTION 
PROVISIONS



SPECIFICATIONS OF CAPITAL CATEGORIES FOR 
PROMPT CORRECTIVE ACTION
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