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chapter

The process that leads to the measurement of financial performance and position of an 
enterprise is known as Accounting Cycle. Accounting Cycle forms the very basis of financial 
accounting. This chapter covers the cycle up to recording in journal.
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chapter

The process that leads to the measurement of financial performance and position of an 
enterprise is known as Accounting Cycle. Accounting Cycle forms the very basis of financial 
accounting. This chapter covers the cycle up to trial balance.
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This chapter finally completes the accounting process of measuring the business performance 
and financial position by illustrating the construction of balance sheet and profit and loss 
account of Non-corporate entities.
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Measurement of Profit and
Financial Position: IV Corporate Entities

4

From non-corporate, this chapter moves over to measurement of profit and financial position 
of corporate entities. Company form of business organisation has certain peculiar features and 
its financial statements are drawn in the format prescribed by the companies act, 2013.

Vertical Financial Statements of 
Corporate Entities

5

The corporate financial statements are now required to be presented in vertical form. 
Hence it is necessary to develop knowledge of how they are constructed.

SHASHAANK INDUSTRIES LTD.

BALANCE SHEET AS AT 31-03-20CY
Note No. Amount (`)

EQUITY AND LIABILITIES
Shareholders’ Funds 
Share capital 1 14,95,000

Reserves and surplus 2 1,22,570

Sub-total…. 16,17,570
Non-current Liabilities 3
Long-term borrowings 5,85,000

Other Long term liabilities ….

Long-term provisions …..

Sub-total…. 5,85,000
Current Liabilities 4
Short-term borrowings 9,85,250

Trade payables 6,45,540

Other current liabilities 1,15,761

Short-term provisions 2,46,143

Sub-total….. 19,92,694
TOTAL….. 41,95,264
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Specific Day Books
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Increase in the volume of business often necessitates the maintaining of specific day books for 
specific voluminous transactions of the same type, more particularly in the case of corporate 
entities. It is necessary to understand their respective roles.

Users of Financial Statements and Their Information Needs
Objective of Financial Statements
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Fundamental AssumptionsQualitative Characteristics of Financial Statements

Concepts of Capital, Its Maintenance & Profit Determination
Recognition and Measurement of the Elements of Fin. Statements

Components and Elements of Financial Statements

High Quality Financial Accounting,
Reporting and Analysis

Conceptual Framework of 
Financial Statements

7

In the dynamic and complex business environment of the day, it has become imperative to have a 
strong conceptual framework for accounting and financial statements that sets out the principles 
and concepts underlying their preparation and presentation.
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Generally Accepted Accounting
Principles
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The corporate accounts and financial statements are prepared and presented on the basis 
of Generally Accepted Accounting Principles (GAAPs) as being presented above. Effective 
formulation of GAAPs assumes great importance in view of their far-reaching impact on the 
quality of reported earnings.

Valuation of Tangible Fixed Assets

9

Tangible fixed assets, such as plant and machinery, enable companies to produce goods/ser-
vices and provide marketing and administrative support to their businesses. They lead to the 
generation of operational revenue, which speaks of their crucial importance. Hence, the need 
for their proper valuation.
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Depreciation on Fixed Assets
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Value of fixed assets keeps on reducing over their useful lives due to their use. This reduction, 
known as depreciation, is charged to profit and loss account. Depreciation has a significant 
bearing on the measurement of financial performance and position.

Valuation of Assets under Finance
Lease and Intangible Assets,

Amortization and Asset Impairment

Valuation of Assets under Finance

11

The conte        mporary issues relating to fixed assets—          finance lease, intangibles, their amortisation 
and asset impairment—are provid         ing a face-lift to the financial statements. The emphasis is on 
substance over form, prudence, ensuring the sanctity of the financial statements and quality 
of earnings.
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Inventories such as raw materials and finished goods in general, and in manufacturing compa-
nies in particular, constitute the second largest item after fixed assets. Therefore, they require 
a fair valuation so that the financial statements fairly portray the performance and financial 
position of the business.
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Valuation of Investments

13

Investments in general, and in manufacturing companies in particular, represent deployment of 
surplus funds to earn dividends, interest, rentals and capital appreciation for strategic reasons. 
Investments represent major assets and business activities for investment companies. Their 
performance depends on the results of this activity.
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Understanding the annual report is a precursor to analysing it. This chapter attempts developing 
its understanding with reference to the case of Nestle India Ltd.

NESTLE INDIA LIMITEDNESTLE INDIA LIMITEDNESTLE INDIA LIMITED

Contents



xviii
Keywords 374
References 375
Exercises, Cases 375

Appendix 377
Employee Stock Option Plans 377

Chapter 15 Other Mandatory Financial Reports 389

Introduction 390
Auditors’ Report 391

Requirements of the Companies Act 391
Companies (Auditors’ Report) Order, 2003 

or CARO 392
Corporate Financial Practices 396
Review of the Auditors’ Report of Nestlé 399

Directors’ Report 400
Requirements of the Companies Act 400
Corporate Financial Practices 401
Review of the Directors’ Report of Nestlé 402

Corporate Governance Report 402
Objective and Importance of Corporate Governance 402
Suggested List of Items for Corporate Governance 

Report 403
Non-mandatory Requirements 405
Review of Nestlé’s Report on Corporate 

Governance 405
Management Discussion and Analysis Report 405

Report and Its Contents 405
Significance of MD&A 406
Review of Nestlé’s MD&A Report 406

Report on Corporate Social Responsibility (CSR) Activities 407
Requirements of the Companies Act, 2013 407
Review of Nestlé’s Report on CSR Activities 408

Concluding Remarks 409
Keywords 409
References 410
Exercises, Cases 410

Other Mandatory Financial Reports
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Corporate annual reports contain, in addition to financial statements, some other financial 
reports as well. Auditors’ report is an instrument of discharging attest function and expressing 
opinion about the truth and fairness of financial performance and position. Corporate gover-
nance report seeks to report the effectiveness with which the management is discharging its 
responsibility of running the corporate affairs. Management discussion and analysis report 
seeks to present the management’s analysis of the physical and financial performance of the 
company with a brief on future outlook. Report on CSR activities seeks to report the details of 
such activities together with the mandatory social spend.

Contents
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Window dressing of financial statements is resorted to by the managements to portray a rosier 
performance and financial position of the company than actuals to suit their motives. An analyst 
needs to beat window dressing for a meaningful assessment of the quality of earnings.

Financial Statement Analysis and
the Tool Kit of the Analyst: I

Multi-step, Horizontal, Vertical and Trend 
Analyses and Analytical Balance Sheet

17

Financial statement analysis seeks to evaluate the performance, financial strength, ability to 
generate enough cash and the growth outlook of a company. A number of tools are available 
in the tool kit of the analyst for this purpose. Five of them are covered here.

Particulars 1994–95 1995–96 1996–97 1997–98 1998–99 1999– 2000– 2001–
      2000* 2001* 2002

RESULTS FOR THE YEAR

Sales & Other Income 3041.07 4470.50 5398.68 6696.78 7667.94 7612.13 8520.00 7352.16

Index 1.00 1.47 1.78 2.20 2.52 2.50 2.80 2.42

Profit before Depreciation & Tax 890.25 1019.22 1038.72 1126.54 1273.86 1278.38 1262.77 1083.07

Index 1.00 1.14 1.17 1.27 1.43 1.44 1.42 1.22

Profit before Tax 802.43 862.13 862.30 921.46 1010.47 996.73 966.35 786.27

Index 1.00 1.07 1.07 1.15 1.26 1.24 1.20 0.98

Profit after Tax 627.56 744.02 731.30 756.46 837.97 740.73 590.191 620.36

Index 1.00 1.19 1.17 1.21 1.34 1.18 0.94 0.99

Equity Dividend (total outlay) – 157.68 254.01 254.01 278.85 380.25 228.15 253.50

CORPORATE FINANCIAL PRACTICES
Liberty Shoes Ltd.

Extracts from Annual Report 2001–2002
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Earnings Per Share (EPS) is the single most important ratio for the investors, capital market 
and company valuation.  EPS gets dilutive under certain circumstances. Dilutive EPS is the real 
sustainable EPS.
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Financial Statement Analysis and
the Tool Kit of the Analyst: III

Ratio Analysis

19

Analysis continues with Ratio Analysis. It is a more focussed and comprehensive tool of anal-
ysis in that it establishes cause and effect relationships between either two items of balance 
sheet or of profit and loss account or both the balance sheet as well as profit and loss account.

Ratio Formula 2011–12 2010–11 Comparison                                                                                                                 
2011-12/ 2010-11

      `                                                                                                                      
crores

Result-                                                                                                                       
%

Result-                                                                                                                       
`

`
crores

Result-
%

Result-                                                                                                                       
`

Change Direction                                                                                                                          
of change

1. RONW N PAT X100 1177.00 × 100 13.66%   1181.71 × 100 15.47%   –11.70% Down

  D Net Worth:-                

    Equity     91.72         91.71        

    Plus, Reserves and 
surplus

  8,524.85       7,547.85        

2. EPS N PAT 1,177.00   128.35 1,181.71   128.87 –0.40% Down

  D Wtd. Av. No. of Eq. 
Shares O/S-Crores

     9.17          9.17        

3. CEPS N PAT 1,177.00   144.08 1108.71   148.09 –2.70% Down

    Plus, Non cash 
charges 

   144.20       176.29        

  D Wtd. Av. No. of Eq. 
Shares O/S-Crores

     9.17          9.17        

GRASIM INDUSTRIES LTD.
ROI RATIOS
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Nestlé
For the Year Ended 31st December, 2014

    2014
(` in millions)

2013
(̀  in millions)

         

A. CASH FLOW FROM OPERATING ACTIVITIES      

  Net profit before tax   17,743.5 16,780.2

  Adjustments for:      

  Exceptional items   (70.0) (138.1)

  Other income considered separately   (873.2) (830.9)

  Unrealised exchange differences   39.7 (6.3)

  Deficit/ (Surplus) on fixed assets sold/scrapped/written off (net)   74.5 (12.1)

  Depreciation   3,375.4 3,299.5

  Finance costs   142.3 365.1

  Impairment loss on fixed assets   81.1 99.4

  Operating profit before working capital changes   20,513.3 19,556.8

  Adjustments for:      

  Decrease/(increase) in trade receivables   (142.8) 32.9

  Decrease/(increase) in loans & advances and other assets   336.7 (483.9)

  Net cash from operating activities   16,440.2 17,964.0
         

Construction and Analysis of
Corporate Cash Flow Statement

20

Cash flow statement depicts the cash generated and utilised by a company. It is imperative to 
have a sound knowledge and understanding of the corporate cash flow statements as reported 
in annual reports, as illustrated here through the case of Nestlé India Ltd.

NESTLÉ INDIA LTD.
CASH FLOW STATEMENT

Model for Strategic and
Integrated Managerial Financial

Analysis of Annual Report

21

It is time now to begin a strategic and integrated managerial analysis of corporate financial 
statements and financial reports forming part of an annual report. Keeping this in view a com-
prehensive model has been developed based on the annual report of Nestlé India Ltd.
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Virtually endless sources of financial information are available outside the published annual 
report. The continuous availability of financial and business information after its publication is 
most crucial for an analyst to keep himself updated. These sources fill this gap, that too with 
accompanied analysis.

Analysis of Group Performance:
Consolidated Financial Reporting

23

Capital provided by the shareholders of the parent company flows into other group companies. 
Various stakeholders of the parent company, particularly the investors, are concerned to know 
how the investments made in the group companies, out of money they provided to the parent 
company, are faring. Consolidated financial statements bring out the real profitability and 
financial position of the group to the fore.
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(Holding Company)

Prime Securities Ltd.
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60%
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Accounting has been witnessing the emergence of new dimensions, as mentioned above, in 
voluntary financial reporting. These techniques have yet to find widespread popularity. Yet they 
strengthen the decision-making of the stakeholders.  Leading companies, such as Infosys, have 
been providing such information in their annual reports. 
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