
Chapter 5
Basics of Analysis


Problem 1:  Best Buy Co., Inc.’s consolidated balance sheets from its 2020 annual report are presented in Exhibit 5.1.

Required
 a. Using the balance sheets, prepare a vertical common-size analysis for 2020 and 2019. Use total assets as a base.
b.  Using the balance sheets, prepare a horizontal common-size analysis for 2020 and 2019. Use 2019 as the base.
c. Comment on significant trends that appear in (a) and (b).
a.
Best Buy Co., Inc.
Vertical Common-Size Balance Sheet


	
	In Percentage*

	
	March 3,
2020
	
	February 25,
2019

	Assets
	
	
	

	Current assets
	
	
	

		Cash and cash equivalents
	
	
	

		Short-term investments
	
	
	

		Receivables
	
	
	

		Merchandise inventories
	
	
	

		Other current assets
	
	
	

			Total current assets
	
	
	

	Property and equipment
	
	
	

		Land and buildings
	
	
	

		Leasehold improvements
	
	
	

		Fixtures and equipment
	
	
	

		Property under capital lease
	
	
	

	
	
	
	

		Less accumulated depreciation
	
	
	

		Net property and equipment
	
	
	

		Goodwill
	
	
	

		Tradenames
	
	
	

		Long-term investments
	
	
	

		Other assets
	
	
	

			Total assets
	
	
	



*Some rounding differences
	
	In Percentage

	
	March 3,
2020
	
	February 25,
2019

	Liabilities and shareholders’ equity
	
	
	

	Current liabilities
	
	
	

		Accounts payable
	
	
	

		Unredeemed gift card liabilities
	
	
	

		Accrued compensation and related 				expense
	
	
	

		Accrued liabilities
	
	
	

		Accrued income taxes
	
	
	

		Short-term debt
	
	
	

		Current portion of long-term debt
	
	
	

				Total current liabilities
	
	
	

	Long-term liabilities
	
	
	

	Long-term debt
	
	
	

	Minority interest
	
	
	

	Shareholders’ equity
	
	
	

		Common stock
	
	
	

		Additional paid-in capital
	
	
	

		Retained earnings
	
	
	

		Accumulated other comprehensive 			income
	
	
	

	Total shareholders’ equity
	
	
	

	Total liabilities and shareholders’ equity
	
	
	



b.
Best Buy Co., Inc.
Horizontal Common-Size Balance Sheet

	
	In Percentage

	
	March 3,
2020
	
	February 25,
2019

	Assets
	
	
	

	Current assets
	
	
	

		Cash and cash equivalents
	
	
	

		Short-term investments
	
	
	

		Receivables
	
	
	

		Merchandise inventories
	
	
	

		Other current assets
	
	
	

			Total current assets
	
	
	

	Property and equipment
	
	
	

		Land and buildings
	
	
	

		Leasehold improvements
	
	
	

		Fixtures and equipment
	
	
	

		Property under capital lease
	
	
	

	
	
	
	

		Less accumulated depreciation
	
	
	

		Net property and equipment
	
	
	

	Goodwill
	
	
	

	Tradenames
	
	
	

	Long-term investments
	
	
	

	Other assets
	
	
	

			Total assets
	
	
	



	

	In Percentage

	
	March 3,
2020
	
	February 25, 2019

	Liabilities and shareholders’ equity
	
	
	

	Current liabilities
	
	
	

		Accounts payable
	
	
	

		Unredeemed gift card liabilities
	
	
	

		Accrued compensation and related 				expense
	
	
	

		Accrued liabilities
	
	
	

		Accrued income taxes
	
	
	

		Short-term debt
	
	
	

		Current portion of long-term debt
	
	
	

				Total current liabilities
	
	
	

	Long-term liabilities
	
	
	

	Long-term debt
	
	
	

	Minority interests
	
	
	

	Shareholders’ equity
	
	
	

		Common stock
	
	
	

		Additional paid-in capital
	
	
	

		Retained earnings
	
	
	

		Accumulated other comprehensive 			income
	
	
	

	Total shareholders’ equity
	
	
	

	Total liabilities and shareholders’ equity
	
	
	







c.	Vertical Common-Size
	Assets:
		Material increase in cash and cash equivalents
			Material decrease in short-term investments
		Material decrease in fixtures and equipment
		Material increase in goodwill
		Material increase in long-term investments

	Liabilities and Shareholder’s Equity:
		Material decrease in accrued income taxes
		Material decrease in current portion of long-term debt
		Material increase in long term debt
		Material decrease in additional paid-in capital  
	
	Horizontal Common-Size
	Assets:
	Material increase in many items including cash and cash equivalents, 				receivables, merchandise inventory, other current assets, land and buildings, 			goodwill, tradenames, and long-term investments
		Material decrease in short-term investments, and fixtures and equipment 

	Liabilities and shareholders equity:
		Material increase in accounts payable, accrued liabilities, long-term liabilities, 			long-term debt, retained earnings, total shareholders’ equity, and total 				liabilities and shareholders’ equity
		Material decrease in accrued income taxes
		Material decrease in current portion of long-term debt
		Material decrease in additional paid-in capital
		Material decrease in accumulated other comprehensive income 

Problem 2:  Best Buy Co., Inc.’s consolidated  statements of earnings from its 2020 annual report are presented in Exhibit 5-2.
Required 
a.  Using the statement of earnings, prepare a vertical common-size analysis for 2020, 2019, and 2018.Use revenue as a base.
b. Using the statement of earnings, prepare a horizontal common-size analysis for 2020, 2019, and 2018.Use 2018 as the base.
c.  Comment on significant trends that appear in (a) and (b).



a.
Best Buy Co., Inc.
Consolidated Statements of Earnings
Vertical Common-Size

	For the fiscal years ended
	March 3,
2020
	
	February 25,
2019
	
	February 26,
2018

	Revenue
	
	
	
	
	

	Cost of goods sold
	
	
	
	
	

	Gross profit
	
	
	
	
	

	Selling, general and administrative expenses
	
	
	
	
	

	Operating income
	
	
	
	
	

	Net interest income
	
	
	
	
	

	Gain on investments
	
	
	
	
	

	Earnings from continuing operations before income tax expense
	
	
	
	
	

	Income tax expense
	
	
	
	
	

	Minority interest in earnings
	
	
	
	
	

	Earnings from continuing operations
	
	
	
	
	

	Gain on disposal of discontinued 	operations, net of tax
	
	
	
	
	

	Net earnings
	
	
	
	
	



b.
Best Buy Co., Inc.
Consolidated Statements of Earnings
Horizontal Common-Size


	
For the fiscal years ended
	
March 3, 2020
	
	
February 25, 2019
	
	
February 26, 2018

	Revenue
	
	
	
	
	

	Cost of goods sold
	
	
	
	
	

	Gross profit
	
	
	
	
	

	Selling, general and administrative expenses
	
	
	
	
	

	Operating income
	
	
	
	
	

	Net interest income 
	
	
	
	
	

	Gain on investment
	
	
	
	
	

	Earnings from continuing operations before income tax expense
	
	
	
	
	

	Income tax expense
	
	
	
	
	

	Minority interest in earnings
	
	
	
	
	

	Earnings from continuing operations
	
	
	
	
	

	Gain on disposal of discontinued operations, net of tax
	
	
	
	
	

	Net earnings
	
	
	
	
	




Problem 3:  The Kelly Services, Inc. and Subsidiaries balance sheets from its 2019 annual report are presented in Exhibit 5-3.
Required 
a. Using the balance sheets, prepare a vertical common-size analysis for 2019 and 2018. Use total assetsas a base.
b. Using the balance sheets, prepare a horizontal common-size analysis for 2019 and 2018. Use 2018 as the base.
c. Comment on significant trends that appear in (a) and (b).

Kelly Securities, Inc. and Subsidiaries
Balance Sheets
December 31, 2019 and December 31, 2018
Vertical Common-Size Analysis


	
	In Percentage

	
	2019
	
	2018

	Assets
	
	
	

	Current assets
	
	
	

		Cash and equivalents
	
	
	

		Trade accounts receivable, less  			allowances
	
	
	

	 Prepaid expenses and other current assts
	
	
	

	 Deferred taxes
	
	
	

			Total current assets
	
	
	

	Property and equipment
	
	
	

		Land and buildings
	
	
	

		Equipment, furniture, and leasehold 			improvements
	
	
	

	Accumulated depreciation 
	
	
	

			Net property and equipment 
	
	
	

	Noncurrent deferred taxes 
	
	
	

	Goodwill, net 
	
	
	

	Other assets
	
	
	

			Total assets
	
	
	



	
	(In Percentage)

	Liabilities and Stockholders’ Equity
	2019
	
	2018

	Current liabilities:
	
	
	

		Short-term borrowings
	
	
	

		Accounts payable
	
	
	

		Accrued payroll and related taxes
	
	
	

		Accrued insurance
	
	
	

		Income and other taxes
	
	
	

			Total current liabilities
	
	
	

	Noncurrent liabilities
	
	
	

		Accrued insurance
	
	
	

		Accrued retirement benefits
	
	
	

		Other long-term liabilities
	
	
	

			Total noncurrent liabilities 
	
	
	

	Stockholders’ equity
	
	
	

		Capital stocks $1.00 par value
	
	
	

			Class A common stock
	
	
	

			Class B common stock
	
	
	

		Treasury stock
	
	
	

			Class A common stock
	
	
	

			Class B common stock
	
	
	

	Paid-in capital
	
	
	

	Earnings invested in the business
	
	
	

	Accumulated other comprehensive income
	
	
	

			Total stockholders’ equity
	
	
	

	Total liabilities and stockholders’ equity
	
	
	



b.
Kelly Services, Inc. and Subsidiaries
Balance Sheets
December 31, 2019 and December 31, 2018
Horizontal Common-Size Analysis

	
	In Percentage

	Assets
	2019
	
	2018

	Current assets
	
	
	

		Cash and equivalents
	
	
	

		Trade accounts receivable, less allowances
	
	
	

		Prepaid expense and other current assets
	
	
	

		Deferred taxes
	
	
	

			Total current assets
	
	
	

	Property and equipment
	
	
	

		Land and buildings
	
	
	

		Equipment, furniture, and leasehold improvements
	
	
	

		Accumulated depreciation
	
	
	

			Net property and equipment
	
	
	

	Noncurrent deferred taxes
	
	
	

	Goodwill, net
	
	
	

	Other assets
	
	
	

			Total assets
	
	
	



	
	In Percentage

	Liabilities and Stockholders’ Equity
	2019
	
	2018

	Current liabilities:
	
	
	

		Short-term borrowings
	
	
	

		Accounts payable
	
	
	

		Accrued payroll and related taxes
	
	
	

		Accrued insurance
	
	
	

		Income and other taxes
	
	
	

			Total current liabilities
	
	
	

	Noncurrent Liabilities
	
	
	

		Accrued insurance
	
	
	

		Accrued retirement benefits
	
	
	

		Other long-term liabilities
	
	
	

			Total noncurrent liabilities
	
	
	

	Stockholders’ equity
	
	
	

		Capital stock
	
	
	

			Class A common stock
	
	
	

			Class B common stock
	
	
	

		Treasury stock
	
	
	

			Class A common stock
	
	
	

			Class B common stock
	
	
	

	Paid-in capital
	
	
	

	Earnings invested in the business
	
	
	

	Accumulated other comprehensive income
	
	
	

		Total stockholders’ equity
	
	
	

	Total liabilities and stockholders’ equity
	
	
	



c.	Vertical Common-Size Analysis
	Assets
		Material increase in cash and equivalents 
		Material decrease in trade accounts receivable, less allowances
		Material increase in noncurrent deferred taxes
		Material increase in other assets 

	Liabilities
		Material decrease in accrued insurance
		Material increase in accrued retirement benefits
		Material increase in other long-term liabilities
	
	Stockholders’ Equity
		Material decrease in treasury stock,
        		Class A common stock
	Material increase in accumulated other comprehensive income

	Horizontal Common-Size Analysis
	Assets
		Very material increase in cash and equivalents
        		Material decrease in deferred taxes
        		Very material increase in noncurrent deferred taxes
		Very material increase in other assets

	Liabilities
		Material increase in short-term borrowings, accounts payable, income and other 				taxes, and accrued retirement benefits
		Very material increase in other long-term liabilities
        		Very material decrease in accrued insurance
	
	Stockholders’ Equity
		Material increase in paid-in capital
		Very material increase in accumulated other comprehensive income
        		Material decrease in treasury stock, Class A common stock

Problem 4:  The Kelly Services, Inc. and Subsidiaries statements of earnings from its 2019 annual report are presented in Exhibit 5-4.
Required 
a. Using the statements of earnings, prepare a vertical common-size analysis for 2019, 2018, and 2017. Use revenues as the base.
b. Using the statements of earnings, prepare a horizontal common-size analysis for 2019, 2018, and 2017. Use 2017 as the base.
c. Comment on significant trends that appear in (a) and (b).



Kelly Services, Inc. and Subsidiaries
Statement of Earnings
For the three fiscal years ended December 31, 2019 
Vertical Common-Size Analysis*


	
	2019
	
	2018
	
	2017

	Revenue from services
	
	
	
	
	

	Cost of services
	
	
	
	
	

	Gross Profit
	
	
	
	
	

	Selling, general, and administrative expenses
	
	
	
	
	

	Earnings from operations
	
	
	
	
	

	Other income (expense), net
	
	
	
	
	

	Earnings from continuing operations before taxes
	
	
	
	
	

	Income taxes
	
	
	
	
	

	Earnings from continuing operations
	
	
	
	
	

	Earnings from discontinued operations, net of tax
	
	
	
	
	

	Net earnings
	
	
	
	
	




*Some rounding differences



b.
Kelly Services, Inc. and Subsidiaries
Statement of Earnings
For the three fiscal years ended December 31, 2019
Horizontal Common-Size Analysis



	
	2019
	
	2018
	
	2017

	Revenues from services
	
	
	
	
	

	Cost of services
	
	
	
	
	

	Gross Profit
	
	
	
	
	

	Selling, general, and administrative expense
	
	
	
	
	

	Earnings  from operations
	
	
	
	
	

	Other income (expense), net
	
	
	
	
	

	Earnings from continuing operations before taxes
	
	
	
	
	

	Income taxes
	
	
	
	
	

	Earnings from continuing operations
	
	
	
	
	

	Earnings from discontinued operations, net of tax
	
	
	
	
	

	Net earnings
	
	
	
	
	





PROBLEM 5

	
	
	
	
	
	
	Change Analysis

	Item
	
	Year 1
	
	Year 2
	
	Amount
	
	Percent

	1
	
	-----
	
	3,000
	
	
	
	

	2
	
	6,000
	
	(4,000)
	
	
	
	

	3
	
	(7,000)
	
	4,000
	
	
	
	

	4
	
	4,000
	
	-----
	
	
	
	

	5
	
	8,000
	
	10,000
	
	
	
	



Required Determine the absolute change and the percentage for these items.






PROBLEM 6

	
	
	
	
	
	
	Change Analysis

	Item
	
	Year 1
	
	Year 2
	
	Amount
	
	Percent

	1
	
	4,000
	
	-----
	
	
	
	

	2
	
	5,000
	
	(3,000)
	
	
	
	

	3
	
	(9,000)
	
	2,000
	
	
	
	

	4
	
	7,000
	
	-----
	
	
	
	

	5
	
	-----
	
	15,000
	
	
	
	



Required Determine the absolute change and the percentage for these items.
PROBLEM 7

a.
	
	December 31, 
	
	Increase 
	(Decrease)

	
	2021
	
	2020
	
	Dollars
	
	Percent

	Net sales
	$30,000
	
	$28,000
	
	
	
	

	Cost of goods sold
	20,000
	
	19,500
	
	
	
	

	Gross profit
	10,000
	
	8,500
	
	
	
	

	Selling, general, and 	administrative expense
	3,000
	
	2,900
	
	
	
	

	Operating income
	7,000
	
	5,600
	
	
	
	

	Interest expense
	100
	
	80
	
	
	
	

	Income before taxes
	6,900
	
	5,520
	
	
	
	

	Income tax expense
	2,000
	
	1,600
	
	
	
	

	Net income
	4,900
	
	3,920
	
	
	
	



Required 
a. Complete the increase (decrease) in dollars and percent.
b. Comment on trends.

b.	Net Sales increased substantially more than Cost of Goods Sold.
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