
Peer benchmarking is a key component

of any company’s financial planning and

risk analysis. But while most business

leaders understand the importance and

engage in some form of peer company

analysis, most don’t reap its full benefits

because it’s difficult to collect robust

peer data in an efficient manner and to

put that data to work. The good news is

that interactive financial reporting can

help solve this problem.

The Business Case for
Benchmarking
In recent conversations with corporate

finance professionals, I was surprised to

learn how often benchmarking is

neglected. It seems that relatively few

financial planning and analysis (FP&A)

professionals have the time or knowl-

edge to regularly collect and analyze

their competitors’ public filing data in a

comprehensive way. It’s a shame

because there’s so much valuable infor-

mation sitting in the filings of the Secu-

rities & Exchange Commission (SEC),

and this analysis is exactly what fund

managers and Wall Street analysts are

using to judge performance. If a com-

pany’s stakeholders are using this data,

finance leaders should be, too.

Benchmarking can be used to over-

come competitive pressure to drive

financial stability and to set strategic

business goals. This should be a flagship

component in key planning, analysis,

and risk mitigation practices across the

corporate finance function.

FP&A: Examine your firm compared

to your peers, and use that to determine

what you’re doing wrong or what you

could be doing better. Focus on key

ratios, such as Days in Inventory or Debt

to Equity, and you may be surprised by

what’s driving other companies’ suc-

cesses or failures as well as your own.

Mergers and Acquisitions: Review

the financial performance of a custom

set of firms to provide support to the

decision-making process for identifying

and analyzing potential targets. This will

speed up due diligence and better

inform the decision-making process.

Risk Analysis: Analyze internal com-

pany risk as well as risk across the supply

chain. This will help you gauge your rela-

tive stability and identify areas that need

more attention. Equally important is eval-

uating firms across your supply chain to

detect threats from the outside.

XBRL: The New
 Frontier
So why is there newfound attention on

benchmarking? The simple answer is

eXtensible Business Reporting Language

(XBRL).

Following the 2009 requirement that

companies in the United States file their

financial information using XBRL, new

technologies emerged that make SEC fil-

ing data much easier to work with. The

Benchmark Suite by Calcbench allows

users to build and monitor groups of

companies and review their key financial

metrics side by side with ease. Other

tools, such as I•Metrix by EDGAR Online

and Crossfire by Rivet, provide interactive

features that pull XBRL data into Excel.

While adoption of XBRL for this pur-

pose is still in its infancy, those who have

embraced these practices are benefitting

immensely and are using it to get an

edge on their peers. Let’s consider an

example using Analog Devices, Inc.

(ADI), a semiconductor manufacturer, to

go over the process of benchmarking

using interactive data.

Step 1: Define a Peer Group

The first step is to create a meaningful
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group to compare to ADI. We start by

selecting a predefined Standard Indus-

trial Classification (SIC) code (in this case,

3674 Semiconductors). Too many com-

panies appear—146 to be exact—so we

filter by Assets to find firms similar in

size. ADI has assets of $5.6 billion, 

so the filter is set to $1.5 billion to 

$10  billion, reducing the group to 28

 companies.

We also want to filter out companies

that aren’t really peers. For example,

some solar cell manufacturers also appear,

so we filter them out. The final group

contains 20 companies (see Figure 1).

Figure 1: List of Peers



Step 2: Collect and Standardize the Data

The next step is to gather data from the

group and standardize it. Let’s focus on

ADI’s performance and financial position

as compared to the group, starting with

the income statement (Figure 2), balance

sheet, and key financial ratios.

Step 3: Compare Data

With the data gathered, we’re ready to

benchmark ADI to the group. A few

immediate items jump out. The firm ranks

in the top quartile for gross profit, which

may have been a result of controlling its

cost structure well, as indicated by the

low percentile of cost of revenue. The

ranks of earnings before interest and

taxes (EBIT) and earnings before interest,

taxes, depreciation, and amortization

(EBITDA) are also high, indicating strong

profitability.

The balance sheet shows a book value

close to top quartile, but ADI ranks low

in cash. The lower-than-average cash

could be offset by a high level of short-

term investments, so the firm isn’t likely

to face a cash crunch. Also, inventory is

low compared to the group, so any

potential markdown wouldn’t cause

much distress.

Other ratios indicate good standing.

On the other hand, asset turnover is rel-

atively low, which could signal ADI isn’t

operating as efficiently as some peers.

That being said, with below average

inventory and high liquidity, this might

not be an issue.

As we examine gross profit further,

we see that the company compares

nicely to the group (see Figure 3). This

may be indicative of skilled manufactur-

ing, premium pricing, and/or bargaining

power with suppliers.

While it’s a rather simple analysis, this

examination shows how quickly mean-
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ingful conclusions can be made. Clearly

ADI is extremely liquid and quite prof-

itable, and a few key insights and rec-

ommendations emerge:

FP&A. ADI appears to be in good

standing in comparison to its peers. The

fact that ADI is in the 88th percentile for

short-term investments—a 54% increase

from last year—indicates it should recon-

sider where it invests. The goodwill

shows that it bought other companies—

perhaps management should look for

other opportunities.

Mergers and Acquisitions. ADI

might be a good company to acquire if

the price is right. It has low debt, and, in

theory, it could be leveraged further.

Risk Analysis. ADI doesn’t have

any apparent liquidity risks. Looking at

its Days in Inventory ratio, inventory is

held for longer than the industry aver-

age. While this could be worth investi-

gating, it doesn’t appear to be a major

concern in terms of the company’s

 liquidity.

Valuable Data at Your
Fingertips
Benchmarking is clearly at a pivotal

point. With new streams of publicly

available and easily accessible data,

there’s no reason financial leaders

shouldn’t take advantage of this data to

make smarter and more informed

 decisions. SF
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Figure 3: Peer Group Profit Comparison


