
ACCOUNTING ESSENTIALS

Financial 
Statement 
Analysis
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Complete a horizontal analysis
Complete a vertical analysis
Prepare common-size financial statements
Calculate various financial ratios

LEARNING OBJECTIVES
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Benchmarks
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Figures against which current period account 
balances may be compared:
 Prior performance
Competitor’s balances
 Industry standards



Horizontal Analysis
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This type of analysis is typically performed on the 
income statement and/or balance sheet.
Dollar changes for each account are calculated by 
subtracting the earlier year figure from the later 
year figure.



Horizontal Analysis--Example
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Horizontal Analysis Income Statement



Vertical Analysis
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This type of analysis is typically performed on the 
income statement and/or balance sheet.
The percentage for each account is calculated by 
dividing its balance by the base figure in the 
balance sheet.
 The base figure on an income statement is commonly 
total revenue.
 The base figures on a balance sheet are total assets 
and total liabilities and owner’s equity. 



Vertical Analysis--Example
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Vertical Analysis Income Statement



Liquidity Ratios
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These indicate how quickly a company can convert 
assets to cash.
Current ratio
Quick ratio



Solvency Ratios
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These gauge a company’s ability to meet long-term 
obligations.
Debt ratio
Equity ratio
Debt-to-equity ratio



Profitability Ratios
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These provide insight into a company’s ability to 
effectively generate income.
 Profit margin
Return on assets
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