
ACCT 102 - Fundamentals of Accounting II 
Chapter 13 - Analyzing Financial Statements 

I. Standards of Comparison - a company will analyze and interpret its performance as 
compared to different standards. 

A. lntracompany - based on the company's own prior performance. 

B. Competitor - based on the performance of its competitors. 

C. Industry - based on statistics and standards of the industry in which the 
company operates 

D. Guidelines - or "rules of thumb", general guidelines of acceptable performance 
that develop from experience. 

II. Tools of Analysis 

A. Horizontal Analysis - the analysis of financial data across time, or from year-to
year. 

1. Dollar change = Analysis period amount - prior period amount 

2. Percent change = (Analysis period amount - prior period amount) 
prior period amount 

3. Trend Analysis - form of horizontal analysis that can reveal patterns in data 
across several years, using the same year as the base year for each 
calculation. 

Trend Percent = Analysis period amount 
Base period amount 

B. Vertical Analysis - used to analyze individual financial statements items as a 
percentage of a base amount. 

1. Income Statement - base amount is usually Net Sales 

2. Balance Sheet- base amount is usually Total Assets 

3. The percentages from one year can be compared to the percentages from a 
previous or future to highlight any significant differences or changes from 
year to year. 

C. Ratio Analysis - widely used tool of financial analysis that provides clues to and 
symptoms of underlying conditions. Ratio analysis puts the data for different 
years into comparable data. 
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