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Understanding the fundamentals of financial statements is crucial for investors, analysts, and
business owners alike. Among these, the balance sheet stands out as a vital tool for assessing a
company's financial position at a specific point in time. When analyzing balance sheets, one of the
most common methods used is the common size analysis. This approach simplifies comparisons
across companies and periods by expressing each line item as a percentage of a total figure. But what
exactly is this total figure, and how is it determined?

This article delves into the concept of the 100% figure in a common size balance sheet, focusing on
the options: total property, plant, and equipment (PP&E) versus total current assets. We will explore
the definitions, significance, and applications of these figures, providing a comprehensive
understanding for anyone interested in financial analysis.

What is a Common Size Balance Sheet?

A common size balance sheet is a financial statement where each line item is expressed as a
percentage of a selected total. This technique allows for easy comparison between companies of
different sizes or between different periods for the same company.

Purpose and Benefits

Facilitates comparison across companies regardless of their size

Highlights the proportionate significance of each asset, liability, or equity component

Assists in identifying trends over time within the same company

Supports ratio analysis by providing standardized data

The 100% Figure in a Balance Sheet

In a common size balance sheet, the 100% figure refers to the total amount that serves as the
denominator for calculating each component's percentage. This total can vary depending on the focus
of the analysis.



Options for the 100% Figure

The two primary options are:

1. A. Total Property, Plant, and Equipment (PP&E)

2. B. Total Current Assets

Understanding which total to use depends on the purpose of the analysis and what aspect of the
company's financial health is being examined.

Option A: Total Property, Plant, and Equipment (PP&E)

Definition of PP&E

Property, Plant, and Equipment represent the long-term assets used in the operations of a business.
These include land, buildings, machinery, vehicles, and equipment. PP&E is a significant component of
a company's total assets, especially for manufacturing, infrastructure, or capital-intensive industries.

Using PP&E as the 100% Base

When the common size balance sheet uses total PP&E as the 100% figure, each asset, liability, or
equity component is expressed as a percentage of the company's total property, plant, and
equipment.

Application and Significance

e Operational Focus: This approach emphasizes the composition and structure of long-term
assets.

* Asset Management: Useful for analyzing how a company allocates resources toward physical
assets.

 Industry Relevance: Particularly relevant for capital-intensive industries like manufacturing,
utilities, or transportation.

Limitations

- It may not provide a complete picture of liquidity or short-term financial health.



- Less useful for analyzing working capital or liquidity ratios.
- The total PP&E can vary significantly between companies, making comparisons less straightforward
unless industry context is considered.

Option B: Total Current Assets

Definition of Total Current Assets

Current assets include cash and other assets expected to be converted into cash or used up within
one year or within the company's operating cycle. Common current assets are cash, accounts
receivable, inventory, and short-term investments.

Using Current Assets as the 100% Base

Expressing all items as a percentage of total current assets shifts the focus to short-term liquidity and
operational efficiency.

Application and Significance

 Liquidity Analysis: Highlights the composition of current assets and their relative importance.

e Working Capital Management: Helps assess how well a company manages its short-term
assets and liabilities.

¢ Industry Relevance: Suitable for industries where liquidity and working capital are critical,
such as retail or service sectors.

Limitations

- It may not reflect the company's long-term asset structure.
- Less useful for capital expenditure analysis or long-term financial health assessment.

Choosing the Appropriate 100% Base

Deciding whether to use total PP&E or total current assets as the 100% figure depends on the
analysis's focus:



Factors to Consider

e Purpose of Analysis: Long-term asset structure or short-term liquidity?
e Industry Characteristics: Capital intensity versus operational liquidity needs.

* Financial Ratios: Which ratios are most relevant? For example, asset turnover ratios might
prefer total assets, while liquidity ratios focus on current assets.

Examples of Common Size Balance Sheet Analysis

To better understand these concepts, consider the following examples:

Example 1: Capital-Intensive Industry

A manufacturing company’s balance sheet might be analyzed with total PP&E as the 100% figure to
understand how its assets are allocated and how efficiently it manages its long-term investments.

Example 2: Retail Industry

A retailer might use total current assets as the base to assess liquidity, inventory levels, and cash
management effectiveness.

Conclusion

In the context of a common size balance sheet, the 100% figure serves as the baseline for expressing
all other line items as percentages, facilitating comparison and analysis. The choice between total
property, plant, and equipment and total current assets hinges on the specific focus of the analysis.

- Using total PP&E emphasizes the company's long-term asset structure and capital investments.
- Using total current assets highlights liquidity, operational efficiency, and short-term financial health.

Both approaches are valuable tools in financial analysis, providing insights into different aspects of a
company's financial condition. Understanding when and how to apply each can significantly enhance
the quality of financial assessments and decision-making.
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Frequently Asked Questions

What does the 100% figure represent in a common size
balance sheet?

In a common size balance sheet, the 100% figure represents the total assets of the company, serving
as the base for calculating the proportion of each asset category.

Is the 100% figure in a common size balance sheet always
referring to total property, plant, and equipment?

No, the 100% figure refers to total assets, which include property, plant, equipment, current assets,
and other assets, not just property, plant, and equipment.

When analyzing a common size balance sheet, why is the total
assets set at 100%?

Setting total assets at 100% allows for easy comparison of the relative size of each asset category
across different companies or periods, regardless of their absolute size.

Can the 100% figure in a common size balance sheet be based
on total current assets?

Typically, the 100% is based on total assets, not just current assets, to provide a comprehensive view
of the company's asset structure.

How does understanding the 100% figure help in financial
analysis?

It helps investors and analysts assess the proportion of different assets and liabilities, making it easier
to compare companies of varying sizes and to identify asset composition trends.

Is the 'Total Property, Plant, and Equipment' always equal to
100% in a common size balance sheet?

No, 'Total Property, Plant, and Equipment' is just one component; it will be a percentage of total
assets, which is set at 100%.

What is the significance of choosing total assets as the base
for 100% in a balance sheet?

Using total assets as the base provides a complete view of the company's resource allocation and
capital structure.



How does common size analysis facilitate comparison
between companies?

By expressing assets and liabilities as percentages of total assets or liabilities, common size analysis
standardizes financial statements, making it easier to compare companies regardless of size.

In the context of the question, which option correctly defines
the 100% figure: A or B?

The correct answer is B. Total Current assets, as the 100% figure can refer to total current assets or
total assets, depending on the context; however, in a typical common size balance sheet, the base is
total assets, making option B more aligned if it refers to total assets.

Additional Resources

In A Common Size Balance Sheet, The 100% Figure Is: A. Total Property, Plant And Equipment B. Total
Current

Understanding financial statements is fundamental for investors, analysts, and business managers
alike. Among these statements, the balance sheet serves as a snapshot of an organization’s financial
position at a specific point in time. When analyzing balance sheets, one useful tool is the common size
balance sheet, where each line item is expressed as a percentage of a total figure, allowing for easier
comparison across companies and time periods. A common question arises: what does the 100%
figure represent in this context? Is it total property, plant, and equipment (PP&E), or total current
assets? The answer hinges on the specific approach used in the analysis, but generally, the 100%
figure in a common size balance sheet corresponds to total assets.

In this article, we delve into the intricacies of common size balance sheets, clarify what the 100%
figure represents, and explore the implications for financial analysis.

Understanding the Common Size Balance Sheet

Before dissecting what the 100% figure signifies, it's important to grasp the concept of a common size
balance sheet itself.

What Is a Common Size Balance Sheet?

A common size balance sheet transforms each line item into a percentage of a selected total, most
often total assets. This standardization allows analysts to compare companies of varying sizes or
examine a company'’s financial structure over different periods, without being misled by absolute
numbers.

Why Use a Common Size Balance Sheet?

- Comparability: It enables straightforward comparison across different companies or industry
segments.



- Trend Analysis: It reveals shifts in the company's asset composition or capital structure over time.
- Highlighting Composition: It emphasizes the proportion of different assets, liabilities, and equity
components.

Typical Base Figures in a Common Size Balance Sheet
- Total Assets: The most common base, representing 100% of the company's resources.
- Total Liabilities and Equity: Sometimes used as the base to analyze the distribution of funding

sources.

In most cases, the common size balance sheet uses total assets as the 100% figure. This choice
provides a clear picture of how assets are allocated and funded.

The 100% Figure: Total Assets or Something Else?
Is the 100% Figure Total Property, Plant, and Equipment?

No. While property, plant, and equipment (PP&E) are significant components of a company's assets,
they rarely constitute the entire asset base. Therefore, the 100% in a common size balance sheet
does not represent PP&E unless the company’s total assets are exclusively property, plant, and
equipment—which is uncommon.

Is the 100% Figure Total Current Assets?

Similarly, total current assets are only a subset of total assets. They typically comprise cash, accounts
receivable, inventory, and other short-term assets, but they rarely account for the entire asset base.

The Correct Interpretation: Total Assets
In standard practice, the 100% figure in a common size balance sheet corresponds to total assets. All
line items—current assets, non-current assets (including PP&E), intangible assets, and other long-term

assets—are expressed as a percentage of total assets.

This approach facilitates understanding of the company’s asset structure, not just within a single
period but also across different firms and industries.

Deep Dive: Components of Total Assets in the Common Size Balance Sheet

To further clarify, let’'s examine the typical components that constitute total assets and how they are
represented in a common size balance sheet:

1. Current Assets (CA)

- Cash and cash equivalents
- Accounts receivable

- Inventory

- Prepaid expenses



- Marketable securities

Representation: Each item as a percentage of total assets illustrates liquidity and operational
efficiency.

2. Non-current Assets (Long-term Assets)

- Property, Plant, and Equipment (PP&E)
- Intangible Assets (patents, trademarks)
- Investment property

- Long-term receivables

- Other long-term investments

Representation: Shows the proportion of assets invested in long-term operational capacity versus
liquidity.

3. Total Assets

- Sum of current and non-current assets
- Represents the entire resource base of the company

Why Is Total Assets the Standard Base?
Using total assets as the base in a common size balance sheet offers several analytical advantages:

- Holistic Perspective: It captures the entire resource pool, enabling comprehensive analysis.

- Asset Composition: It reveals how much of the company’s assets are liquid versus long-term
investments.

- Financial Structure: When combined with liabilities and equity expressed as percentages of total
assets, it helps assess leverage and capital structure.

Implications for Financial Analysis

Understanding that the 100% figure is total assets allows analysts to interpret the proportions of
various assets and liabilities meaningfully. For example:

- A high proportion of current assets might indicate liquidity but could also suggest inefficient asset
utilization.
- A large share of PP&E might imply capital-intensive operations.

- Comparing these proportions over time or with peer companies helps identify strategic shifts or
operational efficiencies.

Clarifications and Common Misconceptions
Misconception 1: The 100% figure is always property, plant, and equipment.

Reality: PP&E is a component of total assets, not the total itself.



Misconception 2: The common size balance sheet uses total liabilities as the 100% figure.

Reality: Sometimes, analysts analyze the capital structure with total liabilities or total equity as the
base, but for asset composition, total assets are standard.

Misconception 3: The 100% figure is anything other than total assets.

Reality: The choice of base figure depends on the analysis focus, but total assets are most common
for asset structure analysis.

Practical Example

Suppose ABC Corporation presents a balance sheet with total assets of $1,000,000. In a common size
format:

- Cash and cash equivalents: $100,000 (10%)
- Accounts receivable: $150,000 (15%)

- Inventory: $200,000 (20%)

- PP&E: $400,000 (40%)

- Intangible assets: $150,000 (15%)

Here, total assets ($1,000,000) is the 100% reference point. Each component is expressed as its
percentage of total assets, providing a clear view of the asset distribution.

Conclusion

In summary, when analyzing a common size balance sheet, the 100% figure most accurately
corresponds to total assets. This standard approach offers a comprehensive view of a company's
asset composition and is invaluable for comparative and trend analyses. Recognizing that the total
property, plant, and equipment or total current assets are only parts of the whole helps avoid
misconceptions and enhances the interpretive power of financial statements.

By understanding what the 100% figure represents and how to interpret the proportions of different
asset components, stakeholders can make more informed decisions about a company's financial
health, operational efficiency, and strategic direction.
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