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2. Common Size Statement The statement wherein figures reported are converted into percentage to some
common base is known as common size statement. Each percentage shows the relation of the individual
item to its respective total

(i) Common-size income statement The statement in which sales figure is assumed to be 100 and all other
figures are expressed as a percentage of sales is known as common size income statement
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(ii) Common-size balance sheet In common size balance sheet, the total of assets o liabilties is asst
10 be 100 and figures are expressed as a percentage of the total
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3. Ratio Analysis The mathematical expression that shows the relationships between various groups of
items contained in the financial statements is known as ratio analysis.

4. Cash Flow Statement It shows the inflows and outflows of cash and cash equivalents of an enterprise by
classifying cash flows into operating, investing and financing activities during a particular period and
analysing the reasons for changes in balance of cash between the two balance sheets dates.
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Topic 2: Tools of Financial Statements Analysis

Tools of Financial Statements Analysis There are different tools of financial statements

analysis available to the analyst. The following tools are used to measure the operational efficiency and
financial soundness of an enterprise.

The most common used techniques of financial analysis are:

1. Comparative financial statements

2. Common size statements

3. Ratio analysis

4. Cash flow statements

1. Comparative Financial Statements Statements used to compare the items of income statement i.e. profit
and loss account and position statement i.e. balance sheet for ascertaining the trend of the performance
and profitability of an enterprise are known as comparative financial statements

(i) Comparative income statement It is a statement which shows in percentage term the total of income
earned and expenses incurred during two or more accounting periods.
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(ii) Comparative balance sheet. It is a statement showing assets and liabilities of the business for two or
more accounting periods. It also shows the percentage change in the monetary value of the assets and

lizbilities.
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