


C. Current and future business environments should be considered when analyzing financial reports.
1. Economic and political conditions should be studied.
2. Industry demand should be estimated.
3. Competitors' activity should be considered.

Google "Excel Internet Library" for
beginning to advanced learning materials.

IV. Types of Financial Analysis

A. Horizontal Analysis
1. Income statement or balance sheet data for
relevant periods are placed side by side.
2. Absolute and relative (percentage) changes
between periods are calculated and compared.
B. Vertical Analysis
1. The components of an income statement or balance sheet are expressed as a percentage of a key compon
2. These key components are often net sales for the income statement and total assets for the balance sheet.
C. Trend Analysis
1. This type of horizontal analysis has an extensive time period.
2. Trend analysis is often done on an absolute and relative (percentage) basis.
D. Ratio Analysis
1. Related financial-statement items are contrasted to better understand their interrelationships.
2. These interrelationships pertain to liquidity, profitability, leverage, and solvency.
3. A company compares their ratios over time and to the ratios of similar companies.

Later Value - Earlier Value 100
Earlier Value ( )

% Change =

V. Horizontal and Vertical Analysis

Quick Company
Balance Sheets
December 31,1998
Horizontal Analysis Vertical Analysis
Assets 1998 1997 Change % Change 1998 1997
Cash $ 1,200,000 $ 1,100,000 $ 100,000 9.1% 6.3% 6.2%
Accounts Receivable (Net) 1,400,000 1,000,000 400,000 40.0% 7.3% 5.6%
Prepaid Expenses 105,000 100,000 5,000 5.0% 5% 6%
Inventory 1,200,000 800,000 400,000 50.0% 6.3% 4.5%
Land 9,000,000 9,000,000 0 0.0% 46.9% 50.8%
Fixed Assets (Net) 6.270,000 5,700,000 570,000 10.0% 32.7% 2.2%
Total Assets $19,175,000 $17,700,000 $1,475,000 100.0% 100.0%’
Liabilities and Equity
Accounts Payable $ 1,307,000 $ 890,000 $ 417,000 46.9% 6.8% 5.0%
Salaries Payable 15,000 10,000 5,000 50.0% 1% 1%
Notes Payable 8,500,000 8,500,000 0 0.0% 44.3% 48.0%
Stockholders' Equity 9,353,000 8.300.000 1.053.000 12.7% 48.8% 46.9%
Total Liabilities $19,175,000 $17,700,000 $1,475,000 100.0% 100.0%

' rounded to 100%

Analysis
A. Quick Company is a new company. It began business in January 1997.
B. Accounts receivable increased less than Accounts Payable (40% to 46.9%).

This could mean that their marketing policy is not aggressive.
C. The increase in inventory was substantial (50%), but this is consistent with a high-growth company.

Carrying inventory is expensive and lowers gross profit margins.
D. An interesting question would concern what the company bought to necessitate an increase in fixed

assets of $570,000 (10%). Additional analysis will follow in Unit 16.
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