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(5)Cílem této práce je komplexně pojednávat o problematice finanční analýzy podniku, a to ve 
 dvou částech, do kterých je tato práce rozdělená. 


V první teoretické části tato práce pojednává o samotné podstatě a smyslu zkoumání finanční 
 stability podniku, zdrojích dat pro provedení finanční analýzy, hlavních metodách a nástro-
 jích finanční analýzy. Dále se zaobírá konceptem a nástroji celkového hodnocení finančního 
 zdraví a mezipodnikového srovnávání. 


V druhé části práce jsou teoretické poznatky z první části aplikovány na vybraný podnik a 
 shrnuty v poslední části práce, kterou tvoří závěrečné zhodnocení a vybraná doporučení. 


Klíčová slova: účetní výkazy, účetnictví, finanční analýza, měření finanční výkonnosti, ren-
 tabilita, zadluženost, likvidita, čistý pracovní kapitál



ABSTRACT 


The  aim  of  this  thesis  is  to  provide  comprehensive  information  about  corporate  financial 
 analysis divided into two parts. 


The first part of this thesis deals with the fundamentals and idea of analysing financial sta-
 bility of a company, sources for the financial analysis, general methods and tools for finan-
 cial analysis. Moreover it occupies with concept and tools of the overall assessment of fi-
 nancial well-being and intercompany comparison. 


''The second part of the thesis takes from the theoretical knowledge from the first part, and 
 is applied to the chosen company and summarized in the last part of the thesis, which com-
 prises the ultimate assessment and recommendations. 


Keywords:  Financial  Statements,  Accounting,  Financial  Analysis,  Financial  Performance 
Measurements, Profitability, Leverage, Liquidity, Net Working Capital 
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INTRODUCTION - SIGNIFICANCE OF FINANCIAL ANALYSIS 


Financial analysis is a tool used in a process of testing  the financial health of a particular 
 company. Results and information provided by this analysis might serve as supporting data 
 for financial and investment planning activities. Financial managers often conduct financial 
 analysis or some of its specific parts to reveal facts that can be hidden in the maze of data 
 which come from financial accounting. Numbers which can be found in these statements are 
 the base for conducting financial analysis. However, numbers themselves are not much of a 
 useful information. By using tools of analysis we can easily create ratios, by using data from 
 past  years  we  can  create  a  series  of  data  over  time,  compare  through  time,  using  scales, 
 percentages, graphs, tables, standardized ratios and apply decision rules. Financial managers 
 are then interpreting results to stockholders based on the information provided by the anal-
 ysis. 


For the analysis itself, various data from different sources can be used. Based on sources 
 used, we can distinguish from internal and external analysis.  On one hand for the internal 
 analysis conducted by a company´s managers and employees all information available may 
 come in use. The score of the internal analysis is more extensive and includes specific infor-
 mation about the scale of operations, sales, about specific item cost and other decomposed 
 data even other than in means of money. On the other hand, external financial analysis is 
 often conducted by banks, investors or other stakeholders who are searching for information 
 such as indebtedness, in order to analyse the company as a potential investment opportunity. 


External analyst has usually limited access to financial data, so the external financial analysis 
 cannot originate from detailed information, and thus might not reveal all the important facts 
 and figures about the company as the internal analysis does. 


For the purposes of this paper, data from financial statements and annual reports from 2009 
 to 2013 will be analysed as reporting periods. Financial analysis is a non-conventional tool. 


It can include various tools and procedures and its complexity depends on the purpose for 
which it is made. For this paper various methods of analysis are used, ranging from funda-
mental and technical analysis, analysis of company assets, equity and liabilities, revenues 
and expenses to indicators such as financial ratios, flow ratios and absolute ratios. 
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OBJECTIVES AND METHODS OF THESIS PROCESSING 


The aim of this thesis is the analysis (examining, monitoring) of the use of accounting infor-
 mation, on the basis of which it further proceeds to the company XY financial management. 


This thesis will thoroughly examine the financial statements and consultations with senior 
executives of companies, for they put great value and work with those statements. The the-
oretical  part contains  a description of the individual authors and statements  related to  the 
topic. The practical part also deals with closer analysis of accounting information in com-
pany and financial analysis to comprehensively assess the financial situation of the company 
through the most important indicators such as profitability, liquidity, activity or indebted-
ness. Finally, work assesses the current situation within the entity and to propose recommen-
dations to improve financial management, through better use of accounting information. 
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I.    THEORY 
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1  SIGNIFICANCE OF ACCOUNTING, ACCOUNTING RULES AND  PRINCIPLES 


At the beginning of this work it seems important to start with a description of relationship 
 and connections between accounting and financial analysis. As a subject, financial analysis, 
 is based on understanding at least a basic framework and scheme of accounting, its rules and 
 principles. Provided with the financial analyst,  a person creating such analysis,  should be 
 aware of these connections and build on its knowledge, so as to provide a reliable and good 
 quality financial results either for personal or company needs. The basic knowledge of ac-
 counting and its regulation are described in the first two chapters of the thesis.  



1.1  Significance of Accounting 


There are many types of general answers to the following question: “What does accounting 
 mean?”. According to Máče (2013, p. 13), accounting is the application of general theories 
 of economic systems, which aims to research the area of accounting system. He states that: 


“The main task of accounting is to faithfully show the economic reality of the entity (assets, 
 receivables, liabilities, equity, income and expenses) for owners, banks, statistical offices, 
 tax offices, customers, etc.” 


Accounting is  a methodically  coherent system  of information  about  a  company´s activity 
 which  provides  multiple  information  including  a  company´s  well-being,  profitability  and 
 other figures which belong to the important resources for financial management and perfor-
 mance measurements. (Šteker and Otrusinová, 2013, p. 15) 


According to Březinová (2014, p. 19) information which serves as outputs from the account-
 ing system are useful facts and figures used for various needs, ranging from administration 
 of assets and liabilities, decision making within investment issues and cooperation with other 
 entities,  management  of  the  entity  or  consolidated  group  of  entities,  control  system  over 
 financial tools and instruments, legal or other needs. 


Šteker and Otrusinová (2013, p. 15) describe that the object of accounting is to show the 
stucture of a company's assets and liabilities, to follow the company's revenues and expenses 
and the profit generation.  Moreover they say that its goal is to “faithfully and honestly show 
the company´s economic reality for the needs of financial management and to ensure the 
comparability of produced accounting information in national and international merit”. 



(13)There are different kinds of users of accounting information. Usually they are divided into 
 two groups. The first one is internal users, such as the company owners or employees who 
 use the information for the internal purposes such as long-term plan approvals, investments. 


The other one is external users, such as banks, statistical office, competition, creditors, and 
 prospective investors. They use the information for their own benefit and usually aim to use 
 the information for mutual cooperation. (Rubáková and Hrouda, 2014, p. 13) 


According to the function of the accounting statements we can divide accounting into two 
 groups: 


  Financial accounting, which provides information about the financial situation and 
 performance of the company. It is mainly used for external purposes in the form or 
 accounting statements for external users and legislatively regulated, so that the com-
 pany must obey given practices and processes. (Šteker and Otrusinová, 2013, p. 16) 


  Cost Accounting provides the detailed cost information for determining product costs 
 and  selling  prices,  and  to  help  management  plan  and  control  operations.  The  cost 
 accounting, or managerial accounting as is its pseudonym, is not regulated by legis-
 lation and serves only for internal purposes. (Vanderbeck, 2013, p. 2-5) 



1.2  Accounting rules and principles 


According to Máče (2013, p. 18) there are few axioms, which are used in the area of ac-
 counting theory. If these do not apply, then it is not possible to speak about accounting: 


  Concept of Entity – to follow the condition and movements of assets and liabilities 
 and to create accounting statements for the whole entity given 


  Concept of Assessment with Financial Units – provided that the external statements 
 created  by  the  companies  must  be  comparable,  they  should  be  all  “measured”  in 
 terms of unites of measurement, usually financial units. 


  Concept of Unlimited Life of Entity – book-keeping period is usually twelve follow-
 ing months in a row. The information compiled during this period  is based on the 
 premise of the unlimited life of entity. 


  Accrual Basis – all of the entries should be recorded at the time when they occur, not 
at the time when they are accompanied with in- or outflow. 



(14)  Periodical Assessing of Financial Situation of Entity – information about the finan-
 cial situation of company and its profits or losses is vital and important to all users, 
 either internal or external, provided companies yield them regularly.  


In order to have a comprehensive vision of all the accounting rules and principles, below is 
 the rest as Šteker and Otrusinová (2013, p. 17) list them: 


  Concept of Faithful and Honest Depiction 


  Concept of Consistence 


  Concept of Materiality 


  Concept of Restriction of Mutual Compensation 


  Concept of Carefulness 


  Principle of Double-Keeping 


  Principle of Correlation 


  Principle of Documentation 


  Principle of Balance and Continuity 
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2  LEGISLATIVE REGULATION OF ACCOUNTING IN SLOVAK  REPUBLIC 


It is important to remark at the beginning of this chapter that this financial analysis is con-
 ducted within a framework of Slovak legislative regulation system of accounting and applied 
 on a company from Slovak republic. As the structure and process of analysing the financial 
 health of enterprise is independent in terms of legal regulations, and formulas and equations 
 constructions remain unchanged it can be applied on each company in need of analysis. Leg-
 islative regulations form and prescribe rules for financial statements from which the analysis 
 derives its information. 


According to Farkaš (2012, p. 8-9) among the basic legislative regulations of accounting in 
 Slovak Republic belongs: 


  Act no. 431/2002 Coll., on Accounting, as amended (inset publications) 


  Commercial Code no. 513/1991 Coll., (Articles 35 to 40) 


  Secondary legislation issued by the Ministry of Finance: Decree on Accounting Pro-
 cedures  (including  chart of  accounts), Decree 4455/2003  on Content of  Financial 
 Statements 


Legal acts stated above are designed for entrepreneurs. Decrees on Accounting Procedures 
 are designed for different types of companies, one of them is designed for use by not-for-
 profit entities. The financial statements must be in compliance with all relevant legal regu-
 lations in Slovakia. Legal regulations have a hierarchic structure. Primary legislation are Act 
 on Accounting and Commercial Code which have higher authority than the secondary leg-
 islation. Secondary legislation issued by the Ministry of Finance must be in accordance with 
 the primary legislation. 


Šlosár and Novák (2012, p. 42) specify and adds secondary legislation: 


  Act. no. 455/1991 Coll., on Trades, as amended (inset publications) 


  Civil Code no. 47/1992 Coll. 


  Act. no. 595/2003 Coll., on Income Tax, as amended (inset publications) 


  Accounting principles and methods of individual entities 


  Company guidelines 


The structure and system of accounting within Slovakia is covered by international regula-
tions and standards for international system of accounting. 



(16)According to Šlosár and Novák (2012, p. 42-43) these regulations are: 


  Fourth Council Directive of the European Union on the financial statements of cer-
 tain legal forms 


  Seventh Council Directive of the European Union on the consolidated financial state-
 ments of certain legal forms 


  Directive of Council of the European Union no. 2006/43 on the audit of individual 
 and consolidated financial statements 


o  Based on this directive Act. no. 540/2007 Coll., on audit was released in 2007 


  International Financial Reporting Standards – IFRS 


  United States Generally Accepted Accounting Principles – US GAAP 


According  to  the Commercial  Code  no.  513/1991  Coll.,  all  entrepreneurs  must  keep  ac-
 counts. The methods and coverage are regulated by a special law, which is law no. 413/2002 
 Coll., on Accounting. This law is the most important legislative regulation for accounting 
 and each entity, for which it applies, must fall into its scope of rules, regardless if it is an 
 entrepreneurial entity or not. It follows that all the specification of various types of entities 
 have to be taken into account in implemented provisions – Decrees of Ministry of Finance, 
 which specialize to each individual kind of entity. These specifications states above all the 
 methods and coverage of financial statements, chart of accounts, allowed accounting meth-
 ods and their usage and consolidated financial statements. (Farkaš, 2012, p. 9) 


However the methods and rules of accounting may vary among entities, these acts and de-
 crees are complemented with the internal company guidelines. 



2.1  Act no. 431/2002 Coll., on Accounting 


This act came into force in 2002, and is divided into nine parts and regularly updated. In the 
first part we can find, for instance, who is this Act for, what is the accounting period and 
under which circumstances can we amend the length of accounting period. The second part 
regulates basic definitions such as the coverage of accounting, structure of accounting state-
ments and its parts and also defines which entities can keep accounts in simplified range. In 
the third part it specifies, which accounting statements belong to the statement of finances 
and what it has to include, as well as usage of international accounting standards for compi-
lation of the statement of finances. The fourth and fifth part records registration and detailed 
explanation of pricing of assets and liabilities of an entity, in the sixth part of the Act we can 



(17)find the regulation of inventory control over assets and liabilities. The statutory period for 
 archiving  accounting documents and administrative trespasses  may  be found in  last  three 
 parts this act. (Cenigová, 2014, p. 652) 



2.2  Decrees implementing the Act no. 431/2002 Coll., on Accounting 


These decrees are implementing some of the provisions of the Act. no. 431/2002 Coll., on 
 Accounting. To those entities, which are entrepreneurs, the Decree no. 4455/2003 Coll., as 
 amended, is dedicated. This Decree regulates: 


1.  Scope of the Act 


2.  Classification and identification of individual items of financial statements 
 3.  Contents of selected items of the balance sheet and income statement 
 4.  Attachments definition 


5.  The statement of cash flows and the statement of retained earnings 
 6.  Chart of accounts 


7.  Allowed methods and their usage 


8.  Classification  and  identification  of  consolidated  items  of  financial  statements,  the 
 process of incorporating entities into a consolidated group (Cenigová, 2014, p. 23) 
 We can find the outlines for balance sheet, income statement in two versions and chart of 
 account at the end of the Decree. This Decree deals with both short- and long-extent version 
 of the statement of finances. 



2.3  Internal Company Guidelines 


Act no. 431/2002 Coll., on Accounting, directly or indirectly imposes obligation to the enti-
ties to release Internal Company Guidelines (ICG). Apart from these guidelines, which are 
regulated by the Act on Accounting, optionally by one of the CAS, there are other cases, 
where it would be highly  convenient for  either accounting  employees  or  employees  from 
related departments, if the solution of any given situations and processes would be regulated 
by the ICG. When company is deciding which ICG to use, it should consider these on the 
basis of two main terms – company size and its structure. Generally said, the ICG should be 
created and released due to internal needs of company and its urge to regulate them. (Louša, 
2014, p. 9-10) 



(18)
3  SOURCES OF INFORMATION FOR FINANCIAL ANALYSIS 


In order to be able to conduct a powerful and reliable analysis, we have to gather more than 
 a spoonful of information and only then we will be able to run it. 


The  sources  of  information  for  financial  analysis  can  be  acquired  for  the  most  part  from 
 accounting, the statement of finances of a company given. We can differentiate statements 
 of financial significance and inter-company statements. The financial statements are availa-
 ble to public, meaning they can provide facts and figures mainly to external users and ana-
 lysts about the state and structure of a company´s property, sources of its funding, profit 
 generation and cash flow overview. These kinds of statements are standardised. On a con-
 trary, the inter-company statements are not law-adjusted and serve only for the needs of a 
 company. Using these kinds of statements we can come to greater details and thanks to them 
 positively amend the financial analysis expressing information which is not clear from the 
 financial statements at first hand. (Růčková, 2011, p. 21) 



3.1  BALANCE SHEET 


Balance sheet is a kind of a financial statement by which we can distinguish the company´s 
 financial position at a given point in time. It balances the firm´s assets (what it owns) and its 
 financing, which can be either debt (what it owes) or equity (what was provided by owners). 


There is an important differentiation between short-term and long-term assets and liabilities. 


The current assets and current liabilities are short-term assets and liabilities, meaning they 
 can be converted into cash or paid within one year or less. On the other side, all the other 
 assets  and liabilities which are supposed to  have an infinite life are seen as long-term, or 
 fixed, because it is implied that they will last for more than one year. (Gitman and Zutter, 
 2010, p. 62) 


3.1.1  Structure of Balance Sheet 


For better understanding and faster work with figures we should know the structure of the 
 balance sheet. The assets are listed according to their liquidity, thus from the least liquid – 
 fixed assets – to the most liquid - cash. The balance sheet includes two main elements: assets 
 and stockholders´ equity and liabilities. The company assets are classified into four groups: 


A – Receivables for subscribed capital, B – Fixed assets, C – Current assets and D – Accru-
als. The stockholders´ equity and liabilities are divided into group A – Stockholders´ equity, 
B – Liabilities, C – Accruals.  (Paseková, 2008, p. 50-52) 



(19)TOTAL ASSETS  TOTAL SE AND LIABILITIES 
 A: Receivables for subscribed capital  A: Stockholder´s Equity 


B: Fixed assets  Registered capital 


Intangible fixed assets  Capital funds 
 Tangible fixed assets  Funds from earnings 
 Long-term financial assets  Profit/loss - previous years 
 C: Current assets  Profit/loss - current year 


Inventory  B: Liabilities 


Long-term receivables  Reserves 


Short-term receivables  Long-term payables 
 Short-term financial assets  Short-term payables 


Bank loans 


D: Accruals  C: Accruals 


Table 1: Structure of balance sheet (Šteker and Otrusinová, 2013, p. 21) 



3.2  INCOME STATEMENT 


The main information we can find in the income statement is the financial summary of the 
 company´s operating results during a specific period of time. Usually companies create in-
 come statements covering a one-year period ending at a specific point in time, ordinarily at 
 the  end  of  the  calendar  year.  Many  large  companies,  however,  use  so  called fiscal  year, 
 which means a 12-month financial cycle. This kind of time-period ends at a time other than 
 December 31. (Gitman and Zutter, 2010, p. 61) 


3.2.1  Structure of Income Statement 


This financial statement segments expenses into generic and targeted breakdown and reve-
 nues  according  to  their  individual  sources.  It  is  upon  the  entity  whether  it  decides  to  use 
 generic or targeted dissection of expenses, but if a targeted system is used, it is possible to 
 use  the  generic  type  of  dissection  of  expenses  which  is  attached  to  notes  to  the  financial 
 statement.  Income  statement  differentiates  between  the  operating  profit/loss,  financial 
 profit/loss, based on these two indicators it generates profit/loss from ordinary activity and 
 its particle which pursues extraordinary activity of enterprise and accruals of the extraordi-
 nary profit or loss. (Paseková, 2008, p. 172-173) 



3.3  STATEMENT OF CASH FLOWS 


Balance sheet sums up the conditions and structure of assets and liabilities at the given point 
in  time.  Income statement  lists company´s revenues and expenses when they  are  created, 



(20)however they are accompanied with inflows and outflows of money. In this case disagree-
 ment arises among revenues, expenses, inflows, outflows, profit and cash balance. In order 
 to ensure that such discrepancy does not occur, companies create the statement of cash flows, 
 which plays an important role in financial controls and financial analysis. The main idea of 
 this statement is to follow the company´s cash flows and to explain why inflows and outflows 
 occur throughout a year. (Knápková, Pavelková and Šteker, 2013, p. 47) 


3.3.1  Structure of Statement of Cash Flows 


The structure of this statement falls into three categories: operating flows, investment flows 
 and financing flows. The sale and productions of the firm´s products and services is directly 
 bounded  with  the  operating  flows.  The  purchase  and  sale  of  both  fixed  assets  and  equity 
 investments in other firms is associated with the investments flows, and financing transac-
 tions result in the financing flows. (Gitman and Zutter, 2010, p. 118) 


According to Růčková (2011, p. 34) the most important part of the statement of cash flows 
 are  the operating  flows, which  explains  to  what  extent  the net  profit  after  taxes  from  the 
 statement of cash flow follow the real cash flows in the company. 


There are two methods of building up this statement – direct and indirect method. In direct 
 method the real cash inflows and outflows are tracked. On a contrary, the indirect method 
 transforms the net profit after taxes from the income statement. (Knápková, Pavelková and 
 Šteker, 2013, p. 49) 



3.4  NOTES TO THE FINANCIAL STATEMENTS 


Notes to the financial statements create an obligatory part of the statement of finances, which 
 is very important for financial analysts mainly because of its explanatory part about the in-
 formation contained in balance sheet and income statement. Moreover it comes up with im-
 portant information which complements the statements’ figures, so that the analysts get a 
 clear vision of company´s well-being and processes within. (Šteker and Otrusinová, 2013, 
 p. 241) 


3.4.1  Structure of Notes to the Financial Statements 


The statements include above all general information about the company and units it controls 
or has an essential interest in, related parties transactions overview, accounting principles 
and methods additional information about events, which occurred from the moment when 



(21)the balance sheet is released and time when statement of finances is conducted. (Šteker and 
 Otrusinová, 2013, p. 242) 



3.5  STATEMENT OF STOCKHOLDERS´ EQUITY 


The statement of stockholders´ equity, or the statement of retained earnings, as is its abbre-
 viated  form,  shows  all  equity  account  transactions  that  occurred  during  a  given  year.  Its 
 shorter version, the statement of retained earnings reconciles the net income earned during 
 a given year, and any cash dividends paid, with the change in retained earnings between the 
 start and the end of that year. (Gitman and Zutter, 2010, p. 65) 


This statement shows an overview of increasing or decreasing parts of equity, provides out-
 line of dividends paid and sources, from which they were financed. (Paseková, 2008, p. 189) 



3.6  ANNUAL REPORT 


The aim of this report is to inform about the economic position of the company and to pro-
 vide  the  insight  into  the  present  and  future  of  company´s  performance.  (Šteker  and 
 Otrusinová, 2013, p. 247) 



3.7  OTHER RESOURCES 


In order to conduct a more precise financial analysis sometimes we may use other additional 
 sources, as for example the equity overview, the auditor´s announcement to the statement of 
 finances. Moreover we can use reports of manager and leading bodies, information from the 
 internal  company  statistics,  bulletins,  summaries  and  statements.  We  may  consider  using 
 facts and figures from managerial accounting, as well. 


In order to get more information which the company may use when comparing its situation 
 of financial health to either other businesses within the given specified industry area or look-
 ing for facts and figures about other companies within all the branches of Czech industry, 
 we may find this information on the website of Ministry of Industry and Trade of the Czech 
 Republic, which regularly conducts financial analysis and aggregately evaluates its results 
 according to the classification of economic activities. (Knápková and Pavelková, 2010, p. 


18) 


In terms of such analysis these information are available on the website of Ministry of Econ-
omy of Slovak Republic, as well. 



(22)
4  APPLICATION OF FINANCIAL ANALYSIS 


The financial analysis helps us to read and interpret financial statements. The financial anal-
 ysis is a complex scientific area based especially on mathematics and statistics, with various 
 approaches.  The  aim  of  this  thesis  is  to  choose  methods  of  financial  analysis  in  order  to 
 capture  a  comprehensive  image  of  the  basic  financial  characteristics  about  the  company. 


(Březinová, 2014, p. 182) 


The financial analysis is used not only by the company management for short-term and long-
 term  financial  planning  and  management,  controlling,  investment  decisions,  acquiring  of 
 fixed assets, optimal structure of assets and liabilities, but also by managers of other compa-
 nies, creditors, investors, business partners, state institutions, international institutions and 
 companies,  employees,  auditors, competition,  and other specialist. (Knápková, Pavelková 
 and Šteker, 2013, p. 17) 



4.1  METHODS AND TOOLS FOR FINANCIAL ANALYSIS 


Today we can find many methods of financial analysis which helps us analyse the financial 
 health of a company. All of the analysis should be, on a contrary, applied in a way which 
 allows them to be efficient and to provide a reliable result for their users. At the same time 
 the financial analysts should wisely choose the right method for their purpose intended, as 
 not always all the methods are applicable for the given research area. We can generally con-
 clude that the better the methods, the better the results and the lower the danger of wrong 
 decision. (Růčková, 2011, p. 40) 


Generally there are two kinds of approaches to the assessment of economic processes. The 
 first  one  is fundamental  analysis,  which  is  based  on  knowledge  of  interdependencies  be-
 tween economic and non-economic processes. The second type of assessment is technical 
 analysis, which uses mathematical, mathematical-statistical and other algorithmic methods. 


Although it is obvious that these two types of analysis cannot work without each other sim-
 ultaneously, as long as assessment of technical analysis results cannot be made without at 
 least basic knowledge of economic processes.  (Březinová, 2014, p. 182) 


While conducting a financial analysis either internal or external analysts usually work with 
many  kinds  of  indicators.  They  analyse  either absolute indicators  or flow indicators.  For 
absolute indicators, mostly the structure of assets and liabilities, usually by creating cross-



(23)sectional and time-series analysis and a percentage dissection of individual items of the bal-
 ance sheet. As for the flow indicators, mostly revenues, expenses, profit/loss and cash flow, 
 differences indicators, often net working capital and finally financial ratios, which usually 
 shape the core of a conducted financial analysis. (Knápková, Pavelková and Šteker, 2013, p. 


61) 


According to Růčková (2011, p. 43) all of these indicators, as divided into a couple of groups, 
 create a financial consciousness of company. The significance of these groups does not stand 
 alone as together they stand for a complex financial analysis of company´s economy.  



4.2  CROSS-SECTIONAL AND TIME-SERIES ANALYSIS 


In the cross-sectional analysis we compare financial ratios of different companies at the same 
 point of time. Both the external or internal analysts are interested in how well a company 
 has performed in comparison to other companies in its industry. Usually the third parties, as 
 investors, analysts, as  well as  the company itself compare their financial  ratios with  ratio 
 values to those of a key competitor or group of competitors that they wish to emulate. This 
 type of cross-sectional analysis is called benchmarking and has become very popular. (Git-
 man and Zutter, 2010, p. 67) 


Analysts have to be very careful when considering the financial ratios and comparing them 
 within the industry ratios. It is tempting to assume that if one ratio for a particular firm is 
 above the industry norm, this is a sign that the firm is performing well, at least along the 
 dimension measured by the ratio. However these ratios values may well be below or above 
 the average because of positive and negative reasons as well and it is necessary to determine 
 why a firm´s performance differs from its industry peers. (Gitman and Zutter, 2010, p. 68) 
 Time-series analysis evaluates the company´s indicators over a given period of time. Thanks 
 to this analysis company is able to assess its performance over time so that it enables analysts 
 to assess company´s progress. It usually happens that we find significant changes in year-to-
 year comparison, which may indicate a problem, especially if the same trend is not an indus-
 try-wide phenomenon. (Gitman and Zutter, 2010, p. 68) 


The indicators undergo time-series and cross-sectional analysis. By the time-series analysis 
we compare changes in individual indicators by each line (that is why this analysis is also 
called horizontal analysis) and allocate the change in percentage or absolute numbers. 



(24)𝑐ℎ𝑎𝑛𝑔𝑒𝑠 𝑖𝑛 % =  𝑎𝑐𝑡𝑢𝑎𝑙 𝑝𝑒𝑟𝑖𝑜𝑑 − 𝑙𝑎𝑠𝑡 𝑝𝑒𝑟𝑖𝑜𝑑


𝑙𝑎𝑠𝑡 𝑝𝑒𝑟𝑖𝑜𝑑  𝑥 100 
 𝑐ℎ𝑎𝑛𝑔𝑒𝑠 𝑖𝑛 𝑎𝑏𝑠𝑜𝑙𝑢𝑡𝑒 𝑛𝑢𝑚𝑏𝑒𝑟𝑠 = 𝑎𝑐𝑡𝑢𝑎𝑙 𝑝𝑒𝑟𝑖𝑜𝑑 − 𝑙𝑎𝑠𝑡 𝑝𝑒𝑟𝑖𝑜𝑑 


By  the  cross-sectional  analysis  we  describe  individual  entries  as  a  percentage  amount  to 
 other  entries,  or  base  of  distribution,  which  is  set  for  100  %.  (Knápková,  Pavelková  and 
 Šteker, 2013, p. 68) 



4.3  FINANCIAL RATIOS ANALYSIS 


The financial ratios analysis belongs to the most frequent used practices not just because of 
 its importance, but also because of the simple access to data, which are almost completely 
 available from the basic accounting statements. For these indicators by far the most used and 
 important are liquidity, activity, debt, profitability, and market ratios. (Růčková, 2011, p. 47) 
 4.3.1  Liquidity Ratios 


According to Ross (2008, p. 57) this group of liquidity financial ratios, also called shot-term 
 solvency ratios or liquidity measures, provide information about a firm´s liquidity. The pri-
 mary goal of company´s liquidity is to pay all of its bills within the given period without 
 undue stress. These kinds of ratios are particularly important for short-term creditors, and 
 understanding of these ratios is essential for a company as it cooperates with many external 
 providers on short-term basis.  


“If you are extending credit to a customer or making a short-term bank loan, you are inter-
 ested in more than the company´s leverage. You want to know whether the company can lay 
 its  hands  on  the  cash  to repay  you.  Liquid  assets  can  be  converted  into  cash  quickly  and 
 cheaply.” (Brealey, Myers and Allen, 2014, p. 735) 


There are many assets within the company, which might be either of high or low liquidity. 


These degrees of liquidity may vary widely. For example, accounts receivable and invento-
 ries of finished goods are generally quite liquid.  At the other extreme, real estate may be 
 very illiquid, it may be very difficult for a company to find a buyer, negotiate a fair price, 
 and close a deal on short notice. It is also very important for a company to keep track of its 
 short-term assets as they can easily become outdated. Cash in the bank disappears in seconds. 


On the other side there  are some drawbacks of liquidity for companies.  Assets  that seem 
liquid have a nasty habit of becoming illiquid, as happened during the subprime mortgage 
crisis in 2007, when some financial institutions had set up funds that issued short-term debt 



(25)backed by residential mortgages, which rates began to climb so that dealers were reluctant 
 to quote a price and investors who were forced to sell found that the prices that they received 
 were less than half the debt´s estimated value. Another drawback of liquidity might be its 
 inefficient slope. To have a high rate of liquid assets within company is not always a good 
 thing. A few efficient  and quality companies leave excess cash in their bank accounts.  In 
 other words, high levels  of liquidity may indicate sloppy use of capital. Here, EVA (pre-
 sented in chapter no. 5) can help. (Brealey, Myers and Allen, 2014 p. 735) 


Another reason why efficient companies do not leave excess cash in the bank accounts is 
 that these do not earn a particularly high rate of return, so shareholders will not want a com-
 pany to overinvest in liquidity. “Clearly it is desirable that a firm is able to pay its bills, so 
 having enough liquidity for day-to-day operations is important”. (Gitman and Zutter, 2006, 
 p. 71) 


Gitman and Zutter (2006, p. 71) indicate two basic measures of liquidity, which are the cur-
 rent ratio and the quick (acid-test) ratio, but according to Brealey, Myers and Allen (2014, 
 p. 735) there is also net-working-capital-to-total-assets ratio, cash ratio and according to 
 Ross (2008, p. 59) interval measures is included. Below all these indicators are discussed. 


4.3.1.1  Current Ratio 


The current ratio, one of the most commonly cited financial ratios, measures the company´s 
 ability  to  meet  its  short-term  goals.  It  is  simply  just  the  ratio  of  current  assets  to  current 
 liabilities, a measure of liquidity calculated by dividing the assets by its current liabilities. 


𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑅𝑎𝑡𝑖𝑜 =   𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠
 𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠


Generally a higher current ratio indicates a greater degree of liquidity. The volatility of the 
company´s business, bank credit lines, company´s size are factors influencing the overall 
liquidity. For example, a grocery store, which is easily predictable and is sure of its revenues, 
may not need as much liquidity as a manufacturing company which may face sudden changes 
in its demand for products from day to day. “The more predictable a firm´s cash flows, the 
lower the acceptable current ratio.” (Gitman and Zutter, 2010, p. 71) This author also points 
out that smaller companies may not have the same access to credit, and therefore they tend 
to operate with more liquidity. 



(26)4.3.1.2  Quick (Acid-Test) Ratio 


Sometimes some of the inventory may later turn out to be damaged, obsolete or lost. And as 
 long as the inventory is often the least liquid current asset, managers usually exclude inven-
 tories and other less liquid components of current assets, so that they avoid assets with lower 
 liquidity than cash. (Brealey, Myers and Allen, 2014, p. 736)  


Relatively large inventories are often a sign of short-term trouble. Because the company may 
 have overestimated sales, as a result, a substantial portion of its liquidity is tied up in slow-
 moving inventory. This is the reason why, as indicated above, the managers exclude inven-
 tories from current ratio. (Ross, 2008, p. 58) 


According to Gitman and Zutter (2010, p. 71) there are two primary factors why inventory 
 has a low liquidity - many types of inventory, which as a result is hard to be sold and selling 
 inventory on credit, which means that the inventory turns into accounts receivable before it 
 is converted into cash.  


𝑄𝑢𝑖𝑐𝑘 (𝐴𝑐𝑖𝑑 − 𝑇𝑒𝑠𝑡) 𝑅𝑎𝑡𝑖𝑜 =  𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠 − 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦
 𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑒𝑠


“If inventory is liquid, the current ratio is a preferred measure of overall liquidity”. (Gitman 
 and Zutter 2010, p. 71) He points out that the results we get from the quick ratio depends on 
 the kind of a business which company runs, either a company with a high-level of inventory 
 or companies which hold very little inventory. 


4.3.1.3  Net-Working-Capital-to-Total-Assets Ratio 


Net-working-capital-to-total-assets ratio is simply the difference between current assets and 
 current liabilities, which is known as net working capital. We may generally conclude that 
 current assets usually exceed current liabilities, so that this ratio is mostly positive. (Brealey, 
 Myers and Allen, 2014, p. 735) 


𝑁𝑒𝑡 𝑊𝑜𝑟𝑘𝑖𝑛𝑔 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 = 𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠 − 𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 


Because  net  working  capital  is  frequently  viewed  as  the  amount  of  short-term  liquidity  a 
 company has, we compare the amount of net working capital to total assets, expressed in 
 percentages. (Ross, 2008, p. 59) 


𝑁𝑒𝑡 𝑊𝑜𝑟𝑘𝑖𝑛𝑔 𝐶𝑎𝑝𝑖𝑡𝑎𝑙


𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠  𝑥 100 


“A relatively low value might indicate relatively low levels of liquidity.” (Ross, 2008, p. 59) 



(27)4.3.1.4  Cash Ratio 


All of the above mentioned ratios (current ration, quick ratio, net-working-capital ratio) are 
 measures of liquidity. There are, however, creditors who work on a very short-term basis 
 with the company. This kind of creditors may be interested in a financial ratio called cash 
 ratio. (Ross, 2008, p. 59) 


𝐶𝑎𝑠ℎ 𝑅𝑎𝑡𝑖𝑜 =   𝐶𝑎𝑠ℎ


𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠


We may not view this financial ratio so strictly, as in this case it depends whether the com-
 pany  has  a  good  and  quality  line  of  credit  so  it  can  borrow  whenever  it  chooses,  or  has 
 enough cash on hand. None of the standard measures of liquidity takes the company´s re-
 serve borrowing power into account. (Brealey, Myers and Allen, 2014, p. 736) 


4.3.1.5  Interval Measure 


This is an interesting kind of a financial ratio, which is more of an emergency help than of a 
 review of financial ratios. What if the company is facing a strike and cash inflows began to 
 dry up? How long is the company expected to keep running its business? This financial ratio 
 answers this question. We need only a total costs for the year, excluding depreciation and 
 interest. After getting this information from the financial statements  we  divide this figure 
 with the number of days in a year and get average daily operating costs. (Ross, 2008, p. 59) 


𝐼𝑛𝑡𝑒𝑟𝑣𝑎𝑙 𝑀𝑒𝑎𝑠𝑢𝑟𝑒 = 𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠


𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐷𝑎𝑖𝑙𝑦 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝐶𝑜𝑠𝑡𝑠  


4.3.2  Activity Ratios 


Activity  ratios  or  as  Brealey,  Myers  and  Allen  (2014,  p  729)  call  it efficiency  measuring 
 ratios answers the question: What factors contribute to company´s overall profitability? 


This ratio analysis measures the speed with which various account are converted into sales 
or cash – inflows or outflows, meaning how efficiently a company operates along a variety 
of dimensions such as inventory management, disbursements, and collections. In this analy-
sis we test various current accounts, which include inventory, accounts receivable, and ac-
count payable. We can measure the efficiency of total assets used in a company, too. (Gitman 
and Zutter, 2010, p. 73) 



(28)Gitman and Zutter (2010, p. 73-75) introduce inventory turnover, average age of inventory, 
 average collection period, average payment period and total asset turnover. Ross (2008, p. 


63) develop asset turnover ratio into fixed asset turnover. 


4.3.2.1  Inventory Turnover 


Inventory turnover commonly measures the activity, or liquidity, of a company´s inventory. 


Efficient companies do not tie up more capital than they need in raw materials and finished 
 goods.  They  hold  only  as  much  of  the  inventory  as  they  need  and  turn  it  over  rapidly. 


(Brealey, Myers and Allen, 2014, p. 730) 


𝐼𝑛𝑣𝑒𝑛𝑜𝑟𝑦 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =   𝑆𝑎𝑙𝑒𝑠
 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦


We may find this ratio meaningful just in case when we compare it with that of other com-
 panies in the same industry or to the company´s past inventory turnover. We may compare 
 a grocery or an aircraft manufacturer. Each of them may have an extreme value of inventory 
 turnover ratio, for a grocery's products are highly perishable, it will be high, but the manu-
 facturer might turn its inventory just four times per year. (Gitman and Zutter, 2010, p. 73) 
 4.3.2.2  Average Age of Inventory 


Another way to express how long inventory sits on average before it is sold, is to use the 
 average age of inventory financial ratio. Assuming we use just the most recent inventory and 
 cost figures, it will tell us who many days it will last to work of our current inventory. This 
 is equal to the level of inventories divided by the daily cost of goods sold. (Ross, 2008, p. 


62) 


𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐴𝑔𝑒 𝑜𝑓 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦 =   𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦
 𝐷𝑎𝑖𝑙𝑦 𝑆𝑎𝑙𝑒𝑠


𝐷𝑎𝑖𝑙𝑦 𝑆𝑎𝑙𝑒𝑠 =  𝑆𝑎𝑙𝑒𝑠
 365
 4.3.2.3  Average Collection Period 


When the company wants to evaluate its credit and collection policies it is highly recom-
 mended to use the average collection period ratio. (Gitman and Zutter, 2010, p. 74) 


𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐶𝑜𝑙𝑙𝑒𝑐𝑡𝑖𝑜𝑛 𝑃𝑒𝑟𝑖𝑜𝑑 =  𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒
 𝑆𝑎𝑙𝑒𝑠


365



(29)Knápková, Pavelková and Šteker  (2013, p. 105)  state that this financial  ratios shows the 
 users of financial analysis time that the company has to wait before it collects it accounts 
 receivables. The value of this indicator should be compared with the maturity of invoices 
 and with the industrial average. If the value is bigger than either the maturity of invoices or 
 the industrial average it means that a bigger amount of trade credits is needed and so the 
 expense will increase. 


4.3.2.4  Average Payment Period 


The average payment period is calculated in the same manner as the average collection pe-
 riod.  


𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑃𝑎𝑦𝑚𝑒𝑛𝑡 𝑃𝑒𝑟𝑖𝑜𝑑 =   𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑃𝑎𝑦𝑎𝑏𝑙𝑒
 𝐴𝑛𝑛𝑢𝑎𝑙 𝑃𝑢𝑟𝑐ℎ𝑎𝑠𝑒𝑠


365


There is however one problematic part of calculation financial ratio like this. In order to get 
 the average payment period we need to know the annual purchases, a value not available in 
 published financial statements.  So as  to  find out this  figure we ordinarily estimate it as  a 
 given percentage of cost of goods sold. (Gitman and Zutter, 2010, p. 75) 


This financial ratio shows us how quickly the company´s accounts payable are sorted out 
 and paid. Generally we may assume that the average payment period should be longer than 
 average collection period, not  to  violate the financial balance of the company.  (Růčková, 
 2011, p. 61) 


4.3.2.5  Total Asset Turnover 


The total asset turnover indicates the efficiency with which the company uses its assets to 
 generate sales. In other words, how many times a company turns over its assets throughout 
 a year. (Gitman and Zutter, 2010, p. 75) 


𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =   𝑆𝑎𝑙𝑒𝑠
 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠


Like for a number of other financial ratios, there is no obvious best point of time to measure. 


The total asset turnover or sales-to-sales ratio as it is called compares a flow measure (sales 
over the entire year) with a snapshot measure (assets at a point of time). In this case there 
are no special advices on what time should the figures be taken from. Analysts frequently 
use the average of the  company´s assets  at  the start  and  end of the  year. The  total assets 



(30)turnover ratio measures how efficiently the company is using its entire asset base, but users 
 of financial analysis may also be interested in how hard particular types of assets are being 
 put to use, these were mentioned above. (Brealey, Myers and Allen, 2014, p. 729) 


According to Knápková, Pavelková and Šteker (2013, p. 104) if the company deals with a 
 great amount of assets finance by leasing, these are not influenced in the balance sheet so it 
 may happen that the value of the total asset turnover is over-estimated. 


Total assets turnover ratio is an important indicator, which has a direct influence on com-
 pany´s profitability. If the value of this ratio calculated within the company is lower than 
 those of the industrial average, the part of assets should be sold or sales should be increased. 


(Sedláček, 2011, p. 61) 


If the analysts of the financial ratios are interested in this ratio the analysis may offer another 
 type of total asset turnover – fixed asset turnover. Thus we are able to state how much sales 
 the company generates for every euro in fixed assets. 


𝐹𝑖𝑥𝑒𝑑 𝐴𝑠𝑠𝑒𝑡 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =   𝑆𝑎𝑙𝑒𝑠
 𝑁𝑒𝑡 𝐹𝑖𝑥𝑒𝑑 𝑆𝑎𝑙𝑒𝑠
 4.3.3  Debt Ratios 


Debt ratios measure financial stability as one of the important aspects of the financial health 
 of the company. These ratios generally indicate the amount of other people´s money being 
 used to generate profits. To allocate the optimal amount of resources needed for financing is 
 one of the primary goals of the financial management. Generally financial and capital struc-
 tures are recognized. Financial structure is the overall structure of the company which is 
 further  divided  into own  and other  resources  to  ensure  the  entire  activity  of  the  entities. 


Capital structure is the part of the capital, which serves to finance fixed assets and part of 
 the current assets. The debt ratios generally show the proportion among resources owned by 
 the company and other resources. Usually those companies with a high slope of other re-
 sources have multiple problems, from problems with accounts payable, interests from ac-
 counts payable? The price for being so debt-based forces them to often have to withdraw 
 expensive loans to keep their business running. (Březinová, 2014, p. 193) 


Because debt increases the returns to shareholders in good times and reduces them in bad 
times, it is said to create financial leverage. The debt ratios, or leverage ratios as this term 
is widely used, shows how much financial leverage the company has taken on. The main 



(31)task of the Chief Office Executive is to keep these ratios under control and let companies 
 bear just reasonable amount of financial leverage. (Brealey, Myers and Allen, 2014, p. 732) 
 Financial leverage is the magnification of risk and return through the use of fixed-cost fi-
 nancing, such as debt and preferred stock. The more fixed-cost debt a firm uses, the greater 
 will be its expected risk and return. From general terms of the world of investments we may 
 conclude that the greater the debt the greater the risk and the greater the potential return. 


(Gitman and Zutter, 2010, p. 76) 


When the company needs new resources for financing it takes into account the opinion of 
 creditors and stockholders, as far as under a great indebtedness it may happen that the com-
 pany would be incapable to find another creditor who is willing to provide his finances. Even 
 in case when the creditor decides to flow his financial help to the company he sets expensive 
 price  of  this  help  and  thus  great  expenses  may  occur.  The  proportion  of  other  sources  of 
 financing is very important to stockholders, too. The bigger this rate the riskier are the com-
 pany shares.  From these cases  it is  acknowledged that the reasonable proportion  between 
 own and other resources of financing is desired in order to achieve the company to be as 
 profitable as it is possible with adequate financial indebtedness ratio. (Růčková, 2011, p. 58) 
 Apart  from  the  pros  and  cons  of  using  the  debt  financing,  there  are  other  effects  coming 
 along with this kind of financing. Using other capital as a financing tool allows the stock-
 holders keep their shares and so to control the company. Besides from the tax effect we may 
 find some financial leverage agency effect, where in case that the company is able to earn 
 more money with other sources of financing than is the interest price for such funding, the 
 profitability of own capital increases. (Knápková and Pavelková, 2008, p. 64) 


4.3.3.1  Debt Related Ratios 


The debt ratio measures the rate of total assets which are financed by the company´s creditors 
 meaning the higher the ratio the bigger the proportion of other capital used to generate prof-
 its. (Gitman and Zutter, 2010, p. 77) 


The total debt ratio takes into account all debts of all maturities to all creditors. This indicator 
 can be defined in many ways, starting with the easiest one: 


𝑇𝑜𝑡𝑎𝑙 𝐷𝑒𝑏𝑡 𝑅𝑎𝑡𝑖𝑜 =   𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠



(32)From the result of such a ratio we may learn how much debt the company use for financing. 


As  long  as  we  know  the  total  debt  ratio  we  may  assume  how  big  is  the part  financed  by 
 company´s own capital easily subtracting the number of debt ratio (1 – debt ratio). With this 
 in mind, we can define two more useful variations of debt ratio: 


1.  𝐷𝑒𝑏𝑡 − 𝐸𝑞𝑢𝑖𝑡𝑦 𝑅𝑎𝑡𝑖𝑜 =   𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠


𝑇𝑜𝑡𝑎𝑙 𝑆𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟𝑠´ 𝐸𝑞𝑢𝑖𝑡𝑦


2.  𝐸𝑞𝑢𝑖𝑡𝑦 𝑀𝑢𝑙𝑡𝑖𝑝𝑙𝑖𝑒𝑟 =   𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
 𝑇𝑜𝑡𝑎𝑙 𝑆𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟𝑠´ 𝐸𝑞𝑢𝑖𝑡𝑦


There is an interesting thing to be notice, which is that coming to one of these ratios means 
 you are on a direct road to the other two indicators. (Ross, 2008, p. 59-60) 


Providing the debt-equity ratio is important to depict the structure of the stockholders´ equity 
 and liabilities within the financial structure of the company, it is  also  crucial to  highlight 
 these sources form the maturity point of view. For this purposes we use following ratios: 


(Knápková, Pavelková and Šteker, 2013, p. 86) 


𝐿𝑜𝑛𝑔 − 𝑡𝑒𝑟𝑚 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠


𝑆𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟𝑠´ 𝐸𝑞𝑢𝑖𝑡𝑦 + 𝐿𝑜𝑛𝑔 − 𝑡𝑒𝑟𝑚 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 𝐿𝑜𝑛𝑔 − 𝑡𝑒𝑟𝑚 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠


𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 4.3.3.2  Times Interest Earned Ratio 


The users of financial ratios use this ratio to learn how many times the company would be 
 able to pay loan interest from the profit it earns. If this indicated less than 1, it would mean 
 that the other capital costs are higher than the profit, which was been generated using both 
 own and other capital for the given period. It is generally desired that the amount of profit 
 generated from the other capital covers costs for using such a way of financing. It is widely 
 stated that the company should cover its interest expenses from the profit at least three to six 
 times; however this information should be evaluated carefully, taking into account all the 
 circumstances. (Sedláček, 2011, p. 64) 


This ratio, measuring the company´s ability to make contractual interest payments, is formed 
 by Earnings before interest and taxes (EBIT), which is exactly the same number as that for 
 operating profits shown in the income statement. (Gitman and Zutter, 2010, p. 78) 


𝑇𝑖𝑚𝑒𝑠 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝐸𝑎𝑟𝑛𝑒𝑑 𝑅𝑎𝑡𝑖𝑜 =  𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝐵𝑒𝑓𝑜𝑟𝑒 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑎𝑛𝑑 𝑇𝑎𝑥𝑒𝑠
𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝐸𝑥𝑝𝑒𝑛𝑠𝑒



(33)4.3.3.3  Coverage of Fixed Assets by Long-term Sources 


This indicator is a ratio between company long-term sources and fixed assets. It is connected 
 with so-called golden rule of financing, which states that the company should cover its fixed 
 assets  by  long-term  sources  and  on  the  contrary  the  current  assets  should  be  financed  by 
 short-term sources. (Knápková, Pavelková and Šteker, 2013, p. 88) 


𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 𝑜𝑓 𝐹𝐴 𝑏𝑦 𝐿𝑜𝑛𝑔 − 𝑡𝑒𝑟𝑚 𝑆𝑜𝑢𝑟𝑐𝑒𝑠


=  𝑆𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟𝑠´ 𝐸𝑞𝑢𝑖𝑡𝑦 + 𝐿𝑜𝑛𝑔 − 𝑡𝑒𝑟𝑚 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 𝐹𝑖𝑥𝑒𝑑 𝐴𝑠𝑠𝑒𝑡𝑠


4.3.3.4  Cash Coverage Ratio 


According to Ross (2008, p. 61) given that EBIT is not really a measure of cash available to 
 pay interest, and in the previous ratio it is used, here comes a little problem. As long as in 
 times interest earned ratio a non-cash expense – depreciation has been deducted out, and 
 because we definitely find interest a cash flow (to creditors) one way to define this ratio is: 


𝐶𝑎𝑠ℎ 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 𝑅𝑎𝑡𝑖𝑜 =  𝐸𝐵𝐼𝑇 + 𝐷𝑒𝑝𝑟𝑖𝑐𝑖𝑎𝑡𝑖𝑜𝑛
 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝐸𝑥𝑝𝑒𝑛𝑠𝑒


Here we find a numerator created out of a sum of EBIT and Depreciation, which is com-
 monly  referred  to  as EBITD  (earnings  before  interest,  taxes,  and  depreciation).  It  is  fre-
 quently used either to measure company´s ability to generate cash from operations, or to 
 measure a cash flow available to satisfy financial obligations. (Ross, 2008, p. 61) 


Another common variation of EBIT is EBITDA (Earnings before interest, taxes, deprecia-
 tion, and amortization), where amortization refers to a noncash deduction similar to depre-
 ciation, but it applies to intangible assets rather than tangible. (Ross, 2008, p. 61) 


4.3.4  Profitability Ratios 


Without profits, a company could not attract outside capital, and thus shareholders, creditors 
 and management pay close attention to these ratios as boosting the capital is of a great im-
 portance. With respect to a given level of sales, a certain level of assets, or the shareholders´ 


investments the analysts are able to analyse the company´s profits. (Gitman and Zutter, 2010, 
 p. 79) 


According to Ross (2008, p. 63-64) there are three measures which are best known and most 
widely used of all financial ratios. These are Profit Margin, Return on Assets and Return on 



(34)Equity. They are intended to measure how efficiently a company uses its assets and manages 
 its operations. Altogether they concentrate on a bottom line of an income statement  – net 
 income. 


Although Ross (2008, p. 64) introduces these ratios as the most important and used among 
 all the ratios, Gitman and Zutter (2010, p. 79-82) go deeper in a company´s profitability and 
 they present profitability ratios stated below. 


4.3.4.1  Gross Profit Margin 


“The gross profit margin measures the percentage of cash sales dollar (euro) remaining after 
 the company has paid for its goods. The higher the gross profit margin, the better.” (Gitman 
 and Zutter, 2010, p. 79) 


𝐺𝑟𝑜𝑠𝑠 𝑃𝑟𝑜𝑓𝑖𝑡 𝑀𝑎𝑟𝑔𝑖𝑛 =  𝑆𝑎𝑙𝑒𝑠 − 𝐶𝑜𝑠𝑡 𝑜𝑓 𝐺𝑜𝑜𝑑𝑠 𝑆𝑜𝑙𝑑


𝑆𝑎𝑙𝑒𝑠 =  𝐺𝑟𝑜𝑠𝑠 𝑃𝑟𝑜𝑓𝑖𝑡𝑠
 𝑆𝑎𝑙𝑒𝑠
 4.3.4.2  Operating Profit Margin 


The keystone of this financial ratio, operating profit margin is the same as the previous one, 
 but in this case it is not just the percentage of cash sales euro remaining after the company 
 has paid for its goods, but after all costs and expenses other than interest, taxes and preferred 
 stock dividends are deducted. We may conclude that the number we get from this ratio are 
 pure  operating  profits,  as  they  measure  only  the  profits  from  operations,  and  thus  a  high 
 operating profit margin is preferred. (Gitman and Zutter, 2010, p .80) 


𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑃𝑟𝑜𝑓𝑖𝑡 𝑀𝑎𝑟𝑔𝑖𝑛 =  𝑃𝑟𝑜𝑓𝑖𝑡 𝑜𝑟 𝐿𝑜𝑠𝑠 𝑓𝑟𝑜𝑚 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝐴𝑐𝑡𝑖𝑣𝑖𝑡𝑖𝑒𝑠
 𝑆𝑎𝑙𝑒𝑠


4.3.4.3  Net Profit Margin 


The net  profit  margin  is  the  last  one  from  the  series  of  profit  margins.  The  result  of  this 
 financial ratios is, logically, summarizing all the previous margins together, as it measures 
 the percentage of each euro remaining after all costs and expenses, including interest, taxes, 
 and preferred stock dividends (not likewise operating profit margin), have been deducted.  


𝑁𝑒𝑡 𝑃𝑟𝑜𝑓𝑖𝑡 𝑀𝑎𝑟𝑔𝑖𝑛 =  𝑃𝑟𝑜𝑓𝑖𝑡 𝑜𝑟 𝐿𝑜𝑠𝑠 𝑓𝑟𝑜𝑚 𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑌𝑒𝑎𝑟
 𝑆𝑎𝑙𝑒𝑠


Again, the higher the number for net profit margin, the better. (Gitman and Zutter, 2010, p. 


81) 



(35)4.3.4.4  Return on Total Assets (ROA) 


The overall effectiveness of the company´s management in generating profits with all the 
 assets is measured by return on total assets, also called the return on investment (ROI). (Git-
 man and Zutter, 2010, p. 81) 


Together with ROE these financial ratios are commonly cited indicators, but it is very im-
 portant to remember that they are accounting rates of return, meaning we should not compare 
 them to interest rates observed in the financial markets. They are sometimes referred to as 
 return on book assets and return on book equity. (Ross, 2008, p. 64) 


𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠 (𝑅𝑂𝐴) =  𝑃𝑟𝑜𝑓𝑖𝑡 𝑜𝑟 𝐿𝑜𝑠𝑠 𝑓𝑟𝑜𝑚 𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑌𝑒𝑎𝑟
 𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠


4.3.4.5  Return on Common Equity (ROE) 


Likewise  ROA, return  on  common  equity  (ROE)  measures  how  much  euro  the  company 
 earned on each euro of common stock equity. (Gitman and Zutter, 2010, p. 82) 


𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝐸𝑞𝑢𝑖𝑡𝑦 =  𝑃𝑟𝑜𝑓𝑖𝑡 𝑜𝑟 𝐿𝑜𝑠𝑠 𝑓𝑟𝑜𝑚 𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑌𝑒𝑎𝑟
 𝑆𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟𝑠´ 𝐸𝑞𝑢𝑖𝑡𝑦


There is one problem about this financial ratio.  The common reality is that usually infor-
 mation and figures used for this indicator are dated to the same point of time, and thus we 
 may  underestimate  the  real  profitability  of  the  company.  The  problem  arises  because  the 
 profit is being created throughout a whole year and thus is not completely available to the 
 date given and that is why we get a lower result. (Knápková, Pavelková and Šteker, 2013, p. 


100) 



(36)
5  INDUSTRY AND COMPETITION COMPARISON 


The results of the financial analysis, financial ratios and other indicators are frequently used 
 in a comparison to other companies, usually with either competition or an industry, which 
 shows the same signs, similar to the structure of assets and liabilities due to similar or same 
 business specification. Apart from the basic functions of financial analysis which are finan-
 cial ratios calculations, current financial health condition dissection and its reasons, deter-
 mination of weaknesses and proposal measures, the results are often used for comparisons. 


These are regularly brought up in many ways, such as table charts, pie charts, trend depic-
 tions, histograms, etc. Because of its advantage of transparency, so called spider graph is 
 widely used. 



5.1  SPIDER ANALYSIS 


There are many ways of spatial comparisons of the indicators within a given period of time, 
 such as pie chart, ring chart or radar chart (spider graph), where the spider graph is a result 
 of spider analysis. In this kind of analysis we choose one representative of each of the finan-
 cial ratios groups which together create a financial balance. This representative is meant to 
 be the most important among all others. For a comparison this graph uses the financial indi-
 cators of the same groups but from the industrial comparison – a company with similar or 
 same business. (Usually benchmarking is applied, meaning that for such comparisons a com-
 pany which is desired to be emulated is used – author´s comment). Generally the greater the 
 area covered the better the financial health of the company. (Sedláček, 2011, p. 78) 


Based on the financial ratios in the spider graph the company is able to track its development 
 in each year, or the comparison to its competition. It is also possible to draw a comparison 
 of multiple companies at the same time, but the graph becomes to be less transparent, then.  


If the company is compared to its competition or to the industrial average, in case that the 
 values of the company are shown above the level of the circle generating 100 %, it is assumed 
 that the company´s results are better than indexes used for comparison. However it is im-
 portant to pay attention and remember that not always the rule the bigger the better applies. 


In this case we overturn the original values – in denominator is a company being compared 
and in numerator the best company. (Synek, Kopkáně and Kubálková, 2009, p. 193) 




    
  




      
      
        
      


            
    
        Odkazy

        
            	
                        
                    



            
                View            
        

    


      
        
          

                    Stáhnout nyní ( PDF - 93 Stránka - 2.36 MB )
            

      


              
          
            Outline

            
              
              
              
              
              
                              
    Inventory Turnover
                              
    Total Asset Turnover
                              
    Debt Related Ratios
                              
    SUMMARIZING ALL RATIOS
                              
    ANALYSIS OF COMPANY ASSETS
                              
    ANALYSIS OF COMPANY REVENUES
                              
    ANALYSIS OF COMPANY EXPENSES
                              
    PROFITABILITY RATIOS
              
              
            

          

        

      
      
        
  Související dokumenty

  
    
      
          
        
            Hlavní práce75304_mihs01.pdf, 1.1 MB
                
                
                  
                    Stáhnout
        
      

        The  fifth  analysis  studied  this  assumption,  and  the  results  showed  that  the  majority  of  participants who think start-up is the solution to unemployment did not choose

    
      
          
        
            Oponentura70905_xmisj900.pdf, 473 kB
                
                
                  
                    Stáhnout
        
      

        Author states he used secondary data from Bureau of Economic Analysis and Bureau of Labor  Statistics but does not state HOW he used them.. The second part - an online survey, is

    
      
          
        
            Hlavní práce66776_balm00.pdf, 843.6 kB
                
                
                  
                    Stáhnout
        
      

        The  seemingly  logical  response to a mass invasion would be to close all the borders.” 1  The change in the composition  of  migration  flows  in  2014  caused  the  emergence  of

    
      
          
        
            Veřejná příloha21896_balm00.pdf, 192 kB
                
                
                  
                    Stáhnout
        
      

        Appendix  E:  Graph  of  Unaccompanied  Minors  detained  by  the  US  Border  Patrol  2009-2016  (Observatorio de Legislación y Política Migratoria 2016). Appendix F: Map of the

    
      
          
        
            Veřejná příloha21903_balm00.pdf, 2.6 MB
                
                
                  
                    Stáhnout
        
      

        The  change  in  the  formulation  of  policies  of  Mexico  and  the  US  responds  to  the  protection  of  their  national  interests  concerning  their  security,  above  the

    
      
          
        
            Oponentura70241_xcmak01.pdf, 53.2 kB
                
                
                  
                    Stáhnout
        
      

        Master Thesis Topic: Analysis of the Evolution of Migration Policies in Mexico and the United States, from Development to Containment: A Review of Migrant Caravans from the

    
      
          
        
            Hodnocení vedoucího66776_xprip09.pdf, 55.4 kB
                
                
                  
                    Stáhnout
        
      

        The submitted thesis titled „Analysis of the Evolution of Migration Policies in Mexico and the United States, from Development to Containment: A Review of Migrant Caravans from

    
      
          
        
            in financial statementsPredicting the occurrence of misstatements
        
      

        By answering this research question, key factors  which  affect  the  occurrence  of  misstatements  in  the  financial  statements  are  identified, and these are subsequently used

      



      

    

    
            
                        
             Nahrajte své studijní materiály ke stažení všech dokumentů.

            
              

                        
  

                
            
            
        
        Nahrát
                

            Váš dokument bude obohacen, sdílen na 9PDF CZ, aby vám pomohl při studiu.

          

                    
      
  Související dokumenty

  
          
        
    
        
    
    
        
            The importance of reading books
        
        
            
                
                    
                    10
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            A Financial Analysis of a Selected Company
        
        
            
                
                    
                    89
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            Analyzing Financial Statements
        
        
            
                
                    
                    48
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            THESIS REVIEWER´S OPINION
        
        
            
                
                    
                    1
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            Finanční analýza společnosti Meopta - optika, s.r.o.
        
        
            
                
                    
                    66
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            FINANČNÍ ANALÝZA FIRMY MOSER A.S. Financial Analysis of Moser a.s.
        
        
            
                
                    
                    1
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            SPOLEČNOSTI ABB s.r.o.
        
        
            
                
                    
                    1
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            Finanční analýza společnosti Kofola, a.s.
        
        
            
                
                    
                    1
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

      


              
          
            
          

        

          

  




  
  
  
    
      
        Společnost

        	
             O nás
          
	
            Sitemap

          


      

      
        Kontakt  &  Pomoc

        	
             Kontaktujte Nás
          
	
             Feedback
          


      

      
        Legal

        	
             Podmínky Použití 
          
	
             Zásady Ochrany Osobních Údajů
          


      

      
        Social

        	
            
              
                
              
              Linkedin
            

          
	
            
              
                
              
              Facebook
            

          
	
            
              
                
              
              Twitter
            

          
	
            
              
                
              
              Pinterest
            

          


      

      
        Získejte naše bezplatné aplikace

        	
              
                
              
            


      

    

    
      
        
          Školy
          
            
          
          Témy
                  

        
          
                        Jazyk:
            
              Čeština
              
                
              
            
          

          Copyright 9pdf.info © 2024

        

      

    

  




    



  
        
        
        
          


        
    
  
  
  




     
     

    
        
            
                

            

            
                                 
            

        

    




    
        
            
                
                    
                        
                            
  

                            

                        
                            
  

                            

                        
                            
  

                            

                        
                            
  

                            

                        
                            
  

                            

                    

                    
                        

                        

                        

                        
                            
                                
                                
                                    
                                

                            

                        
                    

                    
                        
                            
                                
  

                                
                        

                        
                            
                                
  

                                
                        

                    

                

                                    
                        
                    

                            

        

    


