
Perform A Vertical Analysis On The Following
Information

Perform a vertical analysis on the following information to gain a clearer understanding of a company's
financial performance. Vertical analysis is a financial analysis method where each line item in a financial
statement is listed as a percentage of a base figure within the statement. This technique is commonly used
in analyzing income statements and balance sheets. By performing a vertical analysis, stakeholders can
assess the relative size of various financial components, allowing for easier comparisons over time or
between different companies.

Understanding Vertical Analysis

Vertical analysis simplifies the understanding of financial statements by expressing each line item as a
percentage of a total. For income statements, this percentage is typically calculated against total revenue,
while for balance sheets, it’s against total assets.

The Purpose of Vertical Analysis

The main purposes of vertical analysis include:

1. Comparative Analysis: It allows for comparisons between companies of different sizes or within different
periods.
2. Trend Analysis: Helps in identifying trends in financial data over time.
3. Performance Evaluation: Provides insight into the operational efficiency of a business.
4. Budgeting and Forecasting: Aids in setting future budgets and financial forecasts.



Steps to Perform Vertical Analysis

To perform vertical analysis effectively, follow these systematic steps:

1. Select the Financial Statement: Choose whether to analyze the income statement or the balance sheet.
2. Identify the Base Figure: Determine the total figure for the statement (total revenue for income
statements, total assets for balance sheets).
3. Calculate Percentages: Divide each line item by the base figure and multiply by 100 to get the
percentage.
4. Create a New Table: Construct a new table that reflects these percentages for easy visualization and
comparison.
5. Interpret the Results: Analyze the results to draw conclusions about the company's financial health.

Example of Vertical Analysis on an Income Statement

Let’s consider a hypothetical income statement for a company named XYZ Corp for the fiscal year ended
December 31, 2023:

- Total Revenue: $500,000
- Cost of Goods Sold (COGS): $300,000
- Gross Profit: $200,000
- Operating Expenses: $100,000
- Operating Income: $100,000
- Net Income: $70,000

Performing Vertical Analysis on the Income Statement

Using total revenue as the base figure, we can express each line item as a percentage of total revenue:

- Total Revenue: $500,000 (100%)
- Cost of Goods Sold: $300,000 / $500,000 = 60%
- Gross Profit: $200,000 / $500,000 = 40%
- Operating Expenses: $100,000 / $500,000 = 20%
- Operating Income: $100,000 / $500,000 = 20%
- Net Income: $70,000 / $500,000 = 14%

After calculating these percentages, we can create a vertical analysis table:

| Item | Amount | Percentage of Total Revenue |



|-----------------------|----------|-----------------------------|
| Total Revenue | $500,000 | 100% |
| Cost of Goods Sold | $300,000 | 60% |
| Gross Profit | $200,000 | 40% |
| Operating Expenses | $100,000 | 20% |
| Operating Income | $100,000 | 20% |
| Net Income | $70,000 | 14% |

Interpreting the Results

From the vertical analysis of the income statement, several insights can be drawn:

- Cost Structure: XYZ Corp has a COGS of 60%, which is relatively high. This indicates that a significant
portion of revenue is consumed by the cost of goods sold, suggesting the company may need to find ways to
reduce costs or increase pricing to improve margins.
- Profitability: The gross profit margin is 40%, which is a healthy figure, indicating that after covering the
costs of goods sold, the company retains 40% of its revenue as gross profit.
- Expense Management: Operating expenses are at 20%, which is relatively low compared to both COGS
and gross profit. This suggests effective cost management in operations.
- Net Income Margin: The net income margin is 14%, providing an overall view of profitability after all
expenses. This percentage shows that the company retains 14 cents of every dollar earned as profit.

Example of Vertical Analysis on a Balance Sheet

Now let’s analyze a hypothetical balance sheet for XYZ Corp as of December 31, 2023:

- Total Assets: $1,000,000
- Total Liabilities: $600,000
- Total Equity: $400,000

Performing Vertical Analysis on the Balance Sheet

Using total assets as the base figure, we can express each line item as a percentage of total assets:

- Total Assets: $1,000,000 (100%)
- Total Liabilities: $600,000 / $1,000,000 = 60%
- Total Equity: $400,000 / $1,000,000 = 40%



We can create a vertical analysis table as follows:

| Item | Amount | Percentage of Total Assets |
|----------------|----------|----------------------------|
| Total Assets | $1,000,000 | 100% |
| Total Liabilities | $600,000 | 60% |
| Total Equity | $400,000 | 40% |

Interpreting the Results

From the vertical analysis of the balance sheet, we can draw several conclusions:

- Leverage: The company has a liability ratio of 60%, indicating that 60% of the company's assets are
financed through debt. This is a relatively high leverage ratio, which may pose financial risk if the
company faces downturns in revenue.
- Equity Position: Total equity is 40%, suggesting that the company has a solid equity base. This is
important for investors and creditors as it reflects the net worth of the company.
- Financial Stability: The balance between liabilities and equity indicates that while the company is
leveraging its assets, it also has a substantial equity position, which can help in weathering financial
challenges.

Conclusion

Performing a vertical analysis is a valuable method for stakeholders to gain insights into a company's
financial performance and stability. Whether analyzing an income statement or a balance sheet, vertical
analysis provides a meaningful way to assess the relative size of financial components and their implications
for the business. It not only aids in comparative analysis but also serves as a tool for trend analysis,
performance evaluation, budgeting, and forecasting.

By understanding how to perform and interpret vertical analysis, investors, managers, and other
stakeholders can make more informed financial decisions, assess operational efficiency, and evaluate the
overall financial health of a company. Whether for internal management or for external reporting,
mastering vertical analysis is an essential skill in the world of finance.

Frequently Asked Questions



What is vertical analysis in accounting?
Vertical analysis is a method of financial statement analysis in which each line item is listed as a percentage
of a base item, allowing for comparison across periods or companies.

How do you perform a vertical analysis on an income statement?
To perform a vertical analysis on an income statement, express each item as a percentage of total revenue.
For example, if total revenue is $100,000 and expenses are $40,000, expenses would be 40% of total
revenue.

What is the purpose of conducting vertical analysis?
The purpose of conducting vertical analysis is to evaluate the relative size of financial statement items,
identify trends, and facilitate comparisons across different periods or companies.

Can vertical analysis be used for balance sheets?
Yes, vertical analysis can be applied to balance sheets by expressing each asset, liability, and equity item as a
percentage of total assets, providing insight into the structure of the company's financial position.

What are the benefits of using vertical analysis?
The benefits of vertical analysis include simplifying financial comparisons, enhancing the understanding of
financial statements, and identifying areas of concern or opportunity within an organization's finances.

How does vertical analysis differ from horizontal analysis?
Vertical analysis compares line items within a single financial statement as a percentage of a base amount,
while horizontal analysis compares financial data over multiple periods to identify trends and growth
patterns.
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present 与perform的区别，两个都有show的意思，这三个单词怎 …
Dec 17, 2013 · 首先，我想说的是，随着你的英语造诣进一步提高，你会发现“present” 、“perform”、“show”，它们根本不是同义词，到那时你自然就会知
道什么情况下该用哪个词了。 下面，我们一起来探讨一下。 1)“present”作为动词，可以表示“提出；呈现”。

do, execute, conduct, perform, fulfil这些词有什么区别？
Apr 25, 2024 · do, execute, conduct, perform, fulfil这些词有什么区别？i can do it，这句短语简洁有力，直译为“我能做到”。在不同的语
境中，它表达的含义各有不同。首先，当它作为名词，可能是强调某项要求或规定，也可以指C

perform所有的形式 - 百度知道
Jun 14, 2023 · perform所有的形式包括：名词形式是performance；形容词形式是performing；过去式形式是performed，过去分词形式
是performed，现在分词形式是performing，第三人称单数形式是performs。 perform作名词时意思是性能、绩效、表演、执行、表现；作形容词时意思是表演
的 …

show act perform的区别_百度知道
Jan 30, 2015 · 一、perform表示表演，演出 如：表演；演（剧） The singer performed beautifully. 这个歌手唱得好极了。 The
children performed a play. 孩子们演了一出剧。 二、show展示，出示； 给看 He showed me his pictures. 他把他的图画给我看。 He
showed me his new radio. 他给我看他的新 收音机。 Can you show me any evidence for your statement ...

英语单词：perform implement 和 execute 都有“执行，实行，实 …
Dec 27, 2012 · 英语单词：perform implement 和 execute 都有“执行，实行，实施”的意思 其区别和具体用法是？enforce 指强制性的执行，如执
行法律和规章制度等。 1）Policemen and judges will enforce the laws of the city.

Invoice 和Performa invoice到底有什么区别 - 百度知道
Invoice和Performa invoice的区别为：指代不同、用法不同、侧重点不同。 一、指代不同 1、Invoice：付款通知。 2、Performa invoice：试算发票。
二、用法不同 1、Invoice：付款通知单，Payment Notice refers to a document that informs relevant departments or
personnel to perform the payment of a certain project是指通知相关部门或者人员对 ...
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perform 英 [pə'fɔːm] 美 [pər'fɔːrm] v. 执行；履行；表演；运转；举行 Every manager must perform some duties of a
ceremonial nature. 每个管理者必须执行一些礼仪性的任务。 短语 1、perform a ceremony 举行仪式 2、perform a contract 履行合同
3、perform dance 表演舞蹈 …
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Aug 3, 2019 · act和perform的区别act强调的是演的动作，这一动作过程，强调的是演员而perform强调的是给观众看这一“展示”的感觉一、perform表示
表演，演出如：表演；演（剧）The singer performed beautifully.这个歌手唱得好极
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Jul 17, 2013 · perform 与 conduct的区别① performa) To begin and carry through to completion; do: 做事，从开
始直到结束。b) To take action in accordance with the requirements of; fulfill 根据某种需要而展开相应的行动
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过去 …
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Learn how to perform a vertical analysis on the following information effectively. Enhance your
financial analysis skills today! Discover how to excel.

Back to Home

https://soc.up.edu.ph

