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Financial Statement Analysis
Reviewing the performance of a business is very crucial for business owners. The process whoever may be daunting as it requires data that has been collected in an organized manner and any analyzed systematically. During the financial analysis process, the strengths and weaknesses of the business are identified by studying the business balance sheet and statement of income (Mukhametzyanov & Nugaev, 2016). The two financial statements provide a summary of the business information.  
There are three main financial analysis methods which include the vertical analysis, the financial ratios analysis, and the horizontal analysis. Businesses implement at least one or all the methods to access business flaws and develop ways of salvaging such situations. The analysis method is chosen mostly depends on the size of the business (Palepu & Healy, 2018). Most small businesses opt to use horizontal analysis method while big firms use both the ratio analysis and the vertical methods. 
[bookmark: _GoBack]In the horizontal analysis method, there is a comparison of financial information over consecutive periods of financial reporting. The relative changes of various items on the financial statements are assessed over various periods of accounting. The horizontal analysis gives a benchmark and trend of the changes that have occurred to an item over the period under study (Mukhametzyanov & Nugaev, 2016). The performance of the item in the current financial year is compared to its performance in the previous years. A positive trend especially on the income-earning items is an indicator that the business is making profits.  The investors of a company that incurs consistent losses over consecutive periods may decide to shut it down because if it will remain operational it may generate more losses (Gowthorpe, 2008). 
In vertical analysis, each item in the financial statement is expressed as a percentage of a given base figure within that statement. In the income statement, line items are listed as a percentage of sales in gross. In the balance sheet, the line items are stated as a proportion of total liabilities or total assets. The flow of cash either inwards or outwards is stated as a total cash inflow proportion in the statement of cash flow (Palepu & Healy, 2018). With vertical analysis, the financial statements of different companies can be compared. The relative account balance proportions can be easily seen. Vertical time series analysis gives a clear picture of performance as both the annual and the quarterly figures over the years are compared. The company's profitability can be compared to the performance of its peers when the profit margins are assessed. If the company is performing poorly compared to others in the same industry, it may decide to adjust its prices, reduce the costs incurred for production and increase efficiency in the use of resources to increase its profits. 
According to Gowthorpe, (2008), ratio financial analysis gives quantitative insight into the operational efficiency, liquidity, and profitability of a company using the statement of income and the balance sheet. This analysis marks the performance of a company over time and compares it to its peers in the industry. Ratio analysis is employed by investors in evaluating the company's financial health. Keen scrutiny of the current and previous financial statements demonstrates the performance of the company and likely performance in the future. 
The performance of a company can be compared to that of a patient in the hospital. Consider a situation where the health of a patient is deteriorating with each passing day, the doctors can decide to change the drugs administered to see whether the patient will respond positively to the new ones. The continued negative trend even after the new drugs will push the doctors to examine the symptoms of the patient again to determine whether they are giving the right treatment for the disease. 
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