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23BAT605-FINANCIAL STATEMENT ANALYSIS
Common Size Statements
1. Definition:
e Common Size Statements (CSS):

e Common Size Statements are financial statements where each line item is expressed
as a percentage of a base item, facilitating standardized analysis and comparison.

2. Purpose and Significance:
e Comparative Analysis:

e CSS allows for easy comparison of financial statements over time or between
companies of different sizes.

e It provides a standardized basis for analyzing the composition of income statements
and balance sheets.

o ldentifying Trends:

e CSS helps identify trends in the relative proportions of various financial statement
components.

e Changes in percentages highlight shifts in the composition of assets, liabilities,
expenses, and revenues.

3. Types of Common Size Statements:
e Common Size Income Statement:
e Expresses each line item as a percentage of total revenue or net sales.

e Highlights the proportion of each expense and profit margin in relation to total
revenue.

o Common Size Balance Sheet:
e Presents each line item as a percentage of total assets.

e Shows the relative weight of assets, liabilities, and equity in the overall financial
structure.



4. Formulas and Calculation:
e Common Size Income Statement:

e Common Size % for an Item=(Item ValueTotal Revenue)x100Common Size % for an
Item=(Total Revenueltem Value)x100

e Common Size Balance Sheet:

e Common Size % for an Item=(Item ValueTotal Assets)*100Common Size % for an It
em=(Total Assetsltem Value)x100

5. Comparative Analysis Techniques:
e Horizontal Analysis:

e CSS aids in horizontal analysis by showing changes in the proportion of each line
item over time.

e Benchmarking:

o Facilitates benchmarking against industry averages, allowing for a comparison of the
company's financial structure with industry standards.

6. Benefits of Common Size Statements:
e Standardization:

o Standardizes financial data, making it easier to compare companies of different sizes
or analyze trends within a company over multiple periods.

e Relative Comparison:

o Highlights the relative importance of each financial statement component, providing a
clearer understanding of the financial structure.

¢ ldentifying Imbalances:

e Imbalances or disproportionate growth in specific areas become more apparent,
aiding in the identification of potential issues.

7. Practical Applications:
e Investor Analysis:

e Investors use CSS to assess the allocation of profits and expenses in relation to total
revenue, aiding in investment decisions.

e Management Decision-Making:

e Management uses CSS for strategic planning, cost control, and resource allocation
based on the relative significance of different components.



8. Limitations:
o Static Perspective:

o CSS provides a static snapshot and may not capture dynamic changes or the impact of
external factors.

e Dependency on Base Item:

e The choice of the base item (total revenue or total assets) can influence the
interpretation of the common size percentages.

9. Integration with Financial Analysis:
e Combined with Ratio Analysis:

e CSS is often used in conjunction with ratio analysis to provide a more comprehensive
view of a company's financial health.

10. Disclosure and Reporting:
e Financial Reporting Standards:

o Adherence to financial reporting standards ensures transparency and consistency in
the preparation of CSS.

Conclusion:

Common Size Statements offer a valuable perspective for financial analysis by expressing each line
item as a percentage of a base item. They play a crucial role in facilitating standardized comparisons,
identifying trends, and assisting in decision-making processes for investors, creditors, and
management. While they have limitations, their benefits in providing a relative understanding of
financial structure make them an integral part of comprehensive financial analysis.



