-
23BAT605-FINANCIAL STATEMENT ANALYSIS
Comparative Statements
Purpose and Significance
e Objective:

e Comparative statements aim to provide a comparative analysis of a company's
financial performance and position over multiple periods.

e They offer insights into trends, changes, and the overall trajectory of a company's
financial health.

e Significance:

o Comparative statements are essential for stakeholders, including investors, creditors,
and management, as they facilitate a deeper understanding of financial data.

e The analysis helps in making informed decisions, setting strategic goals, and
assessing the effectiveness of financial management.

2. Types of Comparative Statements:
e Comparative Income Statement:
e Focuses on the comparison of revenues, expenses, and profits over different periods.

e Provides a comprehensive view of a company's financial performance in terms of
profitability.

e Comparative Balance Sheet:
e Emphasizes the comparison of assets, liabilities, and equity over multiple periods.
e Assists in assessing changes in the company's financial position and capital structure.
3. Format and Presentation:
e Consistency:

e To ensure meaningful comparisons, it is crucial to maintain consistency in the
presentation format across periods.

e Standardize the classification of items and the order of presentation.
o Side-by-Side Presentation:

o Data for different periods is typically presented side by side in columns, allowing
users to compare corresponding elements easily.



4. Comparative Analysis Techniques:
e Horizontal Analysis:
e Compares financial data for corresponding items over consecutive periods.
e Calculates the absolute and percentage changes in values.
o Vertical Analysis:

o Expresses each line item as a percentage of a base item (usually total revenue or total
assets).

o Highlights the relative proportions of different components over time.
5. Comparative Ratios:
e Liquidity Ratios:

e Assess changes in a company's ability to meet short-term obligations by comparing
current ratios and quick ratios.

o Profitability Ratios:

e Comparative analysis of gross profit margin, net profit margin, and return on
investment (ROI) over different periods.

e Solvency Ratios:

e Evaluate the company's ability to meet long-term obligations by comparing debt-to-
equity ratios and interest coverage ratios.

6. Trend Analysis:
o ldentification of Trends:

e Comparative statements help identify trends in revenue growth, expense
management, and changes in the composition of assets and liabilities.

e Forecasting:

e Trends identified through comparative analysis can be used for forecasting future
financial performance and position.

7. Limitations:
e Historical Focus:

e Comparative statements provide historical data and may not reflect current market
conditions or future uncertainties.

o Dependence on Accounting Policies:

e Changes in accounting policies can impact the comparability of financial statements
over different periods.



8. Usefulness for Different Stakeholders:
e Investors:

e Investors use comparative statements to assess the historical performance and growth
potential of a company.

e Creditors:

e Creditors analyze trends in liquidity and leverage ratios to evaluate a company's
creditworthiness.

e Management:

o Comparative statements assist management in strategic planning, goal setting, and
performance evaluation.

9. Decision-Making and Strategy:
o Informed Decision-Making:

e Stakeholders use comparative statements to make informed decisions about
investment, lending, and other strategic initiatives.

e Performance Evaluation:

e Management evaluates its performance by comparing financial results against set
targets and industry benchmarks.

10. Disclosure and Transparency:
e Financial Reporting Standards:

o Adherence to financial reporting standards enhances the transparency and reliability
of comparative statements.

« Notes to Financial Statements:

e Additional information and explanations provided in the notes to financial statements
contribute to a clearer understanding.

11. Integration with Other Financial Statements:
e Comprehensive View:

e Comparative statements form an integral part of the complete set of financial
statements, including the income statement, balance sheet, and cash flow statement.

e Interconnected Analysis:

e Integrating comparative statements with other financial statements provides a holistic
view of a company's financial performance and position.



Conclusion:

Comparative statements serve as powerful tools for financial analysis, offering a comprehensive view
of a company's financial performance and position over time. Their significance lies in their ability to
aid stakeholders in making informed decisions, assessing trends, and strategically planning for the
future. While they have inherent limitations, careful analysis and interpretation can extract valuable

insights for various users.



