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Financial analysis refers to an assessment of the viability,

stability and profitability of a business, sub-business or

project. It is performed by professionals who prepare

reports using ratios that make use of information taken

from financial statements and other reports. These

reports are usually presented to top management as

one of their bases in making business decisions. Based

on these reports, management may follow any one or

combination of the following:

(1) Continue or discontinue its main operation or part

of its business

(2) Make or purchase certain materials in the

manufacture of its product

(3) Acquire or rent/lease certain machineries and

equipments in the production of its goods

(4) Issue stocks or negotiate for a bank loan to increase

its working capital

(5) Other decisions that allow management to make

an informed selection on various alternatives in the

conduct of its business.

Every Financial Analysis Profile includes number of

firms to be analyzed, capital structure, cost of capital ,

ease in raising capital , financial plan, pattern of

shareholding, relationship with financiers, use of

financial resources, tax advantages etc. Required
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Internationally accepted practices in strategic financial analysis around the world suggest that good quantitative
and qualitative analytical financial synthesis is the grass root for successful and sustainable strategic operations.
Some would even say that without strategic financial analysis any unit cannot achieve sustainability. Sustainability
means relying on commercially priced and internally generated funds rather than on donors for growth. There are
certain parameters on which thrust have to be given during strategic financial analysis. Much of the information
can be handled within a graphical format, such as tables and graphs, though a paragraph explanation of each is
generally required. Analyst has to make sure to include total currency amounts as well as percentage market
share. For more detailed marketing plans or for plans for seasonal products, providing monthly or even weekly
sales figures may be required. Financial Analysis Profiles generally includes financial ratios, industry-wide and
small business versions and industry financials by sales class, yearly income-expense tables, balance sheets etc.

Abstract

activities when quality financial ratios have to be

computed are customizing reports with business inputs,

immediate easy industry search tools, permanent online

access printing, downloading facilities etc.

Objective and Methodology:

The basic objective of the study is to understand

financial analysis in the backdrop strategic management

practices in Indian companies. For the purpose of the

study, 100 companies were selected on stratified

random sampling from the top 500 companies as

identified by Economic Times Research Bureau, All,

the companies included in the universe were divided

into three categories-multinational controlled companies,

public sector companies and private sector Indian

companies. The number of these companies in the

universe was 60, 28 and 412 respectively. It was decided

to select 33 percent of MNC controlled companies, 50

percent of public sector companies and 16 percent of

private sector companies with a view to have adequate

number of companies from each category of

companies. (Table on next page)

For selecting sample from each category of companies,

they were ranked on the basis of their sales. Based on

these ranks, required number of companies from each
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category was selected on random using lottery method.

Data from these companies were collected through a

structured questionnaire containing questions relevant

for the study. (See Appendix)

Capital Structure

Company's proportion of short and long-term debt is

considered while analyzing capital structure. When

people refer to capital structure they are most likely

referring to a firm's debt-to- equity ratio which provides

insight into how risky a company is? Usually a company

more heavily financed by debt poses greater risk, as

this firm is relatively highly levered. Debt comes in the

form of bond issues or long-term notes payable, while

equity is classified as equity stock, preferred stock or

retained earnings. Short-term debt such as working

capital requirements is also considered to be part of

the capital structure. The capital structure is how a

firm finances its overall operations and growth by using

different sources of funds. This analysis can then be

extended to look at whether there is in fact an optimal'

capital structure exist or not ? Optimal Capital Structure

is the one which maximizes the value of the firm. In

nutshell we can say that capital structure refers to the

way a corporation finances itself through some

combination of equity, debt or hybrid securities. As far

as respondents are concerned on a five point rating

scale MNCs provided 4 points, public sector units

provided 3 points and private sector units provided 4.1

point regarding importance of capital structure. The

aggregate total of all the responses taken together is

3.9/-. However pictorial representation (Graph 1) of

the responses of various respondents are as follows:

Table - 2
Degree of Importance

Factor                            Degree of Importance

MNC 'S Pu 'S Pr 'S Total

Capital Structure 4.0 3.0 4.1 3.9

Cost of Capital 4.4 4.2 4.5 4.4

Financial Position 4.7 4.5 4.7 4.7

Shareholding 3.5 1.7 3.5 3.2

GRAPH 1

Cost of Capital

Cost of capital determines how a company can raise

money through stock issue or borrowing or mix of two.

This is what a firm would receive if it invested its money

somewhere else with similar risk. Cost of capital would

include the cost of debt, the cost of equity cost of

retained earning. The cost of capital for a firm is a

weighted sum of the cost of equity and the cost of

debt, Firms finance their operations by three

mechanisms issuing stock, issuing debt and reinvesting

prior earnings. The opportunity cost of an investment

i.e. the rate of return that a company would otherwise

be able to earn at the same risk level as the investment

that has been selected. The cost of capital for any

particular business or project is the rate of return

required by the providers of capital (both debt and

equity) having regard to the risk characteristics inherent

in the project. Businesses or projects which are able to

earn returns greater than the cost of capital add value

for investors. Equity investors have two components

for their cost of capital. First is explicit opportunity cost

such as dividend payments and second is implicit

opportunity cost in the form of an expected cash

equivalent gain in share price. The return to debt

investors is in the form of interest payments. As far as

respondents are concerned on a five point rating scale

MNCs provided 4.4 points, public sector units provided

4.2 points and private sector units provided 4.5 points

regarding importance of cost of capital. The aggregate

total of all the responses taken together is 4.4. However

pictorial representations of the responses of various

respondents are as follows (graph 2):
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Financial Position

Statement of financial position reports a company's

financial status at a set date. The statement is like a

snapshot because it shows what the company is worth

at that date, The statement shows what the company

owns? What belongs to the owners? Analysts often

call the statement of financial position as balance sheet

because of the way one part i.e. assets is in balance

with the sum of the other two parts liabilities and

stockholders equity. In an annual report, the statement

of financial position includes information for at least

the last two years to allow comparison of changes

between years. The statement of financial position

shows three main categories of information for each

year covered. To interpret this information, analysts

look at three key aspects related to the categories

namely, liabilities and stockholder's equity. Companies

own things which may be physical assets such as

buildings, trucks, inventories of products and cash. Other

things may be intangible assets such as goodwill,

trademarks and patents. Assets are either current or

non current. Current assets are things a company

expects to convert to cash within one year. Examples

are accounts receivable or inventories of products to

sell. Finally, current assets include cash and securities

such as treasury bills and certificates of deposit the

company expects to convert to cash within the year.

Non-current assets are things a company does not

intend to convert to cash or that would take longer than

a year to convert. Non-current assets include fixed

assets, often listed as "property, plant, and equipment"

because that is what they usually are. Companies use

fixed assets to manufacture, display, store, and transport

products. The amounts of fixed assets vary by company

and industry. For example manufacturing companies

generally have a large investment in fixed assets

because making things requires property, plant, and

equipment. Service companies usually have fewer fixed

assets. On the statement of financial position debts are

called liabilities. All companies have liabilities. Examples

of liabilities include money owed to banks and other

lenders, money owed to suppliers of goods and services

(accounts payable), taxes owed to government

authorities and rents owed to owners of land and

buildings. Liabilities are either current (short term) or

long term. Current liabilities are due within one year.

Long term liabilities are due after one year. Although

liabilities are a necessary part of doing business,

companies must manage their liabilities carefully. If a

company cannot make interest payments on time and

repay the principal when due, the company can be

forced to declare bankruptcy. As far as respondents

are concerned on a five point rating scale MNCs

provided 4.7 points, public sector units provided 4.5

points and private sector units provided 4.7 points

regarding importance of financial position. The

aggregate total of all the responses taken together is

4.7. However pictorial representation of the responses

of various respondents are as follows (Graph3):

GRAPH : 3
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Shareholding

Unlike public limited companies shareholdings in private

limited companies are not readily available to the public.

This can lead to situations where shareholders are

"locked in" to a company and although their shareholding

may be very valuable on paper, they are unable to realize

that value. Even if a buyer can be found shareholders

often then face a number of further hurdles before any

sale to that buyer can proceed. The problems faced in

trying to realize the value of a shareholding in a private

limited company can be made all the more difficult by

provisions in the Companies Articles or in a

Shareholders Agreement. In particular, it is very

common to find that these documents contain further

restrictions on the disposal/transfer of shares. Unless

the shareholding to be sold represents a majority

shareholding in the company, a "fair value" will normally

include a very substantial discount on what the owner

will normally regard as the "real" value. This is known

as a "minority discount" and it seeks to reflect the fact

that the shareholding is not a majority shareholding and

does not therefore in itself carry the ability to control

the company. A further difficulty sometimes faced in

seeking to sell a minority shareholding is that the

As far as respondents are concerned on a five point

rating scale MNCs provided 3.5 points, public sector

units provided 1.7 points and private sector units

provided 3.5 points regarding importance of

shareholding. The aggregate total of all the responses

taken together is 3.2. However pictorial representations

of the responses of various respondents are as above.

(graph 4).

Conclusion

Almost all the companies set their hierarchal order of

important aspects in terms of development. In least

important areas comparatively lesser number of

companies set objectives. As far as importance of

capital structure is concerned Indian companies rate

78 % importance to capital structure. On the other hand,

cost of capital secured 88 % significance from Indian

companies. Among all the factors tested, financial

position got maximum importance of 94 % from

respondent Indian companies. As far importance of

shareholding to modern Indian companies is concerned,

Indian companies have provided 78 % significance to

shareholding pattern.

Appendix

(1) How you rate (on five point rating scale) the impact

of capital structure on the performance aspect?

(2) On a five point rating scale, how influential you

think is financial position keeping in mind strategic

managerial decisions?

(3) How much points you would assign (on five point

rating scale) to the significance of cost of capital

regarding ground realities of today?

(4) How you rate (on five point rating scale) the

significance of shareholding on the performance

of Indian companies?
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Articles of Association for many companies will also

contain provisions enabling the Board of Directors to

refuse to "register" a transfer of shares on specific

grounds or in some circumstances on whatever grounds

they choose and without giving any particular reason.
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