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ABSTRAKT 

Tato bakalářská práce se zabývá finanční analýzou vybraného podniku v letech 2016–2019. 

Cílem této práce je provést finanční analýzu na základě dostupných informací, následně 

zhodnotit stabilitu podniku a navrhnout doporučení pro zlepšení finanční situace. Práce se 

dělí na teoretickou a praktickou část. V teoretické části jsou popsány základní informace  

o finanční analýze, jako například uživatelé finanční analýzy, zdroje informací pro finanční 

analýzu a metody finanční analýzy, které jsou poté využity v další části. V praktické části je 

jako první stručně popsán podnik, ve kterém je analýza prováděna. Poté je zde vypracována 

finanční analýza pomocí metod, které jsou popsány v teoretické části. Mezi tyto metody patří 

například absolutní, poměrové a rozdílové ukazatele. Na závěr je na základě provedené 

analýzy zhodnocena stabilita podniku a jsou zde navržena doporučení pro možné zlepšení 

finanční situace. 

 

Klíčová slova: finanční analýza, absolutní ukazatele, poměrové ukazatele, rozdílové 

ukazatele, účetní výkazy 

 

ABSTRACT 

This bachelor’s thesis deals with a financial analysis of the selected company in 2016–2019. 

The goal of this thesis is to make a financial analysis based on available information, then 

evaluate the stability of the selected company, and also propound recommendations leading 

to the improvement of the financial situation. This thesis is divided into a theoretical and 

practical part. In the theoretical part, there is described basic information about financial 

analysis, for example, users of financial analysis, sources of information for financial 

analysis, and methods of financial analysis, which are later used in the next part. In the 

practical part, there is first briefly described the company in which the analysis is made. 

Then there is completed financial analysis by methods that are described in the theoretical 

part. Among these methods belong, for example, absolute, ratio, and subtractive indicators. 

In conclusion, there is according to the analysis evaluated the stability of the company, and 

there are also propounded recommendations for possible improvement of the company’s 

financial situation. 

 

Keywords: financial analysis, absolute indicators, ratio indicators, subtractive indicators, 

financial statements 
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INTRODUCTION 

The success of a company in the contemporary, highly competitive economic environment 

depends, among other things, on how well it knows its financial situation. Financial analysis 

is a widely used method to explore the financial situation of a company. By choosing the 

proper methods and the right interpretation of results, a company can reveal its strengths and 

weaknesses and make future plans.  

 The goal of this bachelor’s thesis is to make a financial analysis of the selected company 

in the period 2016–2019, interpret the results, and also propose recommendations on how to 

possibly improve the financial situation of the company.  

 This thesis is divided into two parts. The first part is theoretical. It deals with basic 

information about financial analysis and its main objectives, the description of users of 

financial analysis, and also with listing sources of information where belong mainly financial 

statements. There are also described methods of financial analysis that are later used in the 

practical part. The information about the company is taken from the company’s annual 

reports that are publicly available on the internet. The last section of the theoretical part 

introduces limitations of financial analysis.  

 In the practical part, there is first described the company, and then, according to 

knowledge obtained during working on the theoretical part, the analysis is made. There are 

used methods that are delineated in the theoretical part. Among the methods belong absolute 

indicators (vertical and horizontal analysis), ratio indicators (liquidity, solvency, 

profitability, and efficiency ratios), subtractive indicators (net working capital), and 

bankruptcy models (Altman Z-Score and index IN05). The results of these indicators are 

analysed, and some of them are compared to the industry.  

 In the end, the overall performance of the company is evaluated, and some 

recommendations are proposed.  
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I.  THEORY 
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1 FINANCIAL ANALYSIS 

Financial analysis is a needful part of the company’s financial management. This chapter 

describes the basic information about financial analysis.  

1.1 Objectives of financial analysis 

The main objective of financial analysis is to assess the financial situation of a company by 

analysing financial statements and other sources. Results of financial analysis show, for 

example, a company’s profitability, usage of assets, capital structure, and solvency. It is 

crucial for managers to know the financial situation of the company when determining the 

optimal financial structure, when allocating free funds, to make the right decisions when 

obtaining financial resources, and other operations. Financial analysis is important to 

evaluate the past and also to forecast future development. (Knápková et al. 2017, 17) 

1.2 Users of financial analysis 

Information about the financial situation of the company is important for internal and 

external users who are in contact with the company. This group of users includes many 

subjects, the main intention of whom is to know the information to control and make 

decisions. (Holečková 2008, 13) 

1.2.1 External users 

External users use financial information to assess the financial credibility of the company. 

Among external users belong, for example, investors, banks and other creditors, business 

partners, government, or competition. (Holečková 2008, 13) 

Investors 

Investors belong among the primary users of financial information of the company. This 

group includes shareholders and owners whose capital is invested in the company. Investors 

use financial information first to decide whether to invest in the company, and then they use 

it to control. The usage of information to decide about future investment is called the 

investments aspect. Investors focus mainly on the level of risk and rate of return on invested 

capital. The control aspect is used to monitor the company’s stability, liquidity, profit, and 

future view. Investors usually control annual financial statement reports. (Holečková 2008, 

14) 
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Banks and other lenders 

Lenders are interested mainly in the solvency of the company. Solvency is the ability to pay 

back the loans and interests on time. They focus on the performance of the company, mainly 

on profitability and liquidity. (Luca 2008, 52–53) 

 Lenders need to know as much information as possible about the company to decide 

whether to grant a loan, in what amount and under what conditions. (Holečková 2008, 15) 

Business partners 

Among business partners belong for example suppliers and customers. Suppliers focus 

mainly on short-term prosperity because they need to know if the debtor company will be 

able to pay its liabilities. Customers want to know the company’s financial situation mainly 

in a long-term business relationship to make sure that they will be able to secure production 

in case of financial or other problems. (Holečková 2008, 16) 

 Suppliers analyse the solvency of the company, future development, and other 

information. Customers also need to know as much information as possible to assess the 

prosperity of the company. They focus on information about prices, sales, and other benefits 

related to the costs. (Luca 2008, 53) 

Government and its agencies 

There are many reasons why the government and its agencies are interested in the financial 

information of the company. For instance, to control the fulfilment of tax obligations, to 

distribute financial assistance, for statistics, and other reasons. (Holečková 2008, 17) 

 In addition to the role of users of information from financial statements, the government 

and its agencies have also the role of regulating accounting. They determine, for example, 

what information should be included in the financial statements. (Luca 2008, 53) 

Competition 

Companies are interested in the financial information of their competitors to compare their 

performance. They compare mainly pricing policy, profitability, profit margin, and other 

aspects. The company needs to provide external subjects with financial information to have 

a good reputation and competitiveness. (Holečková 2008, 16) 
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1.2.2 Internal users 

Among the most common internal users of financial information belong managers and 

employees. (Holečková 2008, 14) 

Managers 

The group of managers includes people who are responsible for the achievement of 

enterprise objectives. In a small company, this group can also involve business owners. 

Managers have full access to information about the company. They need to know a lot to 

manage the company. Managers focus on two main objectives that are liquidity and 

profitability. (Luca 2008, 49–50) 

 Financial information helps them to know the feedback on their decisions and their 

consequences. Knowledge of the company’s financial situation helps them to make the right 

decision when ensuring financial resources and optimal property structure, when distributing 

their profit, and during other operations. (Holečková 2008, 16–17) 

Employees 

Employees need to know some information on the future view of the company, for example, 

to have job security. They focus mainly on the profitability and stability of the company. 

According to this information, they can try to negotiate the increase of wages or improving 

working conditions. (Luca 2008, 51–52) 
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2 SOURCES OF INFORMATION FOR FINANCIAL ANALYSIS 

It is essential to use quality and complex information to make financial analysis successful. 

Financial statements are the most commonly used data that provide information to a wide 

range of users. External financial statements are publicly available. Internal financial 

statements can be used to make the results of financial analysis more accurate, because they 

are compiled more often, and they are also more detailed. (Růčková 2019, 21) 

2.1 Financial statements 

Financial statements provide information about the performance of the company. It is very 

important, mainly for managers, to know the company’s financial position and the success 

of its operations to make future decisions. But financial statements provide information also 

to a wide range of other users. (Higgins 2015, 3) 

 There are four basic financial statements: balance sheet, income statement, cash flow 

statement, and statement of shareholders’ equity. The balance sheet presents the financial 

position. There is information about the assets and liabilities of the company on a particular 

date. The income statement shows the results of operations. Information, for instance, about 

revenues, costs, net loss or profit from the accounting period can be found there. The cash 

flow statement presents information about the cash outflows and inflows from financing, 

operating, and investing activities. The statement of shareholders’ equity shows the 

difference between the beginning and ending balances of every equity item. (Fraser 2016, 

24) 

2.1.1 Balance sheet statement 

The balance sheet shows categories and amounts of assets, liabilities, and owner’s equity of 

the company. It is also called the statement of financial condition, or statement of financial 

position. This statement is compiled on a particular date (at the end of an accounting period), 

and it must always balance. It means that the liabilities and owner’s equity must match the 

value of total assets. (Helfert 2001, 38) 

Assets 

Assets represent the property of the company. There belong fixed assets, current assets, and 

other assets. They are segregated according to how they are utilized, or according to their 

liquidity. Liquidity is the ability of assets to convert into cash. 

 Fixed assets are used longer than one year, and they are not used all at once but usually 

in the form of depreciation. Fixed assets are divided into three groups: tangible fixed assets, 
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intangible fixed assets, and long-term financial assets. Among tangible fixed assets belong, 

for example, land, buildings, and machinery. This group of assets is usually depreciated. On 

the other hand, intangible fixed assets include, for instance, software, know-how, and 

licence. Long-term financial assets contain bonds, shares, and term deposits with a maturity 

of more than one year. (Knápková et al. 2017, 25–30) 

 Current assets are items that turn over within one year. There belong, for example, cash, 

inventories, receivables, and marketable securities. Other assets represent accrued assets (for 

instance prepaid rent). (Fabozzi and Peterson 2003, 128–129) 

Liabilities 

Liabilities represent sources of property financing. This part of the balance sheet is divided 

into equity, liabilities, and other liabilities. Equity includes, for instance, registered capital, 

capital funds, funds from profit, net profit or loss from the previous years, and net profit or 

loss of the current period. Liabilities (external resources) represent the debts of the company. 

Examples are provisions and payables (which can be short-term or long-term). Among the 

group of other liabilities belong accrued liabilities. (Růčková 2019, 27–28) 

2.1.2 Income statement 

The income statement shows the overview of costs, revenues, and profit or loss of the 

accounting period (usually one year). It presents how the items of the income statement 

affected the profit or loss of the accounting period. This information is important to assess 

the profitability of the company. There are several types of profit or loss: operating profit or 

loss, loss or profit from financial operations, profit or loss before tax, profit or loss after tax, 

and profit or loss of the accounting period. Operating profit or loss is important because it 

shows whether the company is able to create profit from its core business operations. The 

income statement indicates only costs and revenues, but not real cash flows (incomes and 

expenses). It means that the income statement does not present real money earned during a 

period. That is the reason why it is important to create a cash flow statement. (Růčková 2019, 

32–34) 

 To define earnings, some terms need to be described. Net income (also called net profit) 

equals total revenues less total costs. Net income is also called EAT, which means earnings 

after taxes. Operating income is profit gained from everyday operations, excluding taxes, 

expenses, and interest income. It is also sometimes called EBIT, which means earnings 

before interest and taxes. But operating income can differ from EBIT. EBIT is used to 

measure income before it is divided among owners, creditors, and government. EBT means 
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earnings before taxes. EBITDA stands for earnings before interest, taxes, depreciation, and 

amortization. These different levels of earnings are later used in the calculation of various 

indicators. (Higgins 2015, 16) 

2.1.3 Cash flow statement 

Whereas the balance sheet shows amounts at the end of the accounting period, the cash flow 

statement presents changes in the balance sheet accounts during the period.  The cash flow 

statement shows inflows and outflows of cash during an accounting period. This statement 

is divided into three groups: operating activities, investing activities, and financing activities. 

(Fraser 2016, 179) 

 Operating activities should be the core of the business. There belong basic activities the 

company does. For example, change of liabilities and receivables, or change of inventory. 

Among investing activities belong, for instance, acquisition sale of fixed assets. Financing 

activities include changes in equity or long-term liabilities. (Fabozzi and Peterson 2003, 

139–141) 

2.1.4 Statement of shareholders’ equity 

The statement of shareholders’ equity provides information about changes in the 

shareholders’ equity during a specific period. It shows how the items of equity decreased or 

increased during the accounting period. There belong, for example, increase or decrease in 

registered capital, payment of dividends to shareholders, allocation of profit into funds, et 

cetera. (Helfert 2001, 46) 

2.1.5 Notes to the financial statements 

Notes to the financial statements also include a large amount of important information. This 

statement is created to understand other statements fully. Notes to the financial statements 

include, for example, information about the company and its accounting policies. There is 

written how inventories and fixed assets are valued, foreign currency translation methods, 

depreciation methods, or average recalculated number of employees. (Knápková et al. 2017, 

63) 
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3 METHODS OF FINANCIAL ANALYSIS 

There are many methods of financial analysis, but the most popular are absolute indicators, 

ratio indicators, and subtractive indicators. Other methods include, for example, bankruptcy 

and creditworthiness models. All of these are described more in detail below. 

3.1 Absolute indicators 

Absolute indicators assess individual items of financial statements. This analysis is used to 

compare financial information over a period. Among absolute indicators belong vertical and 

horizontal analysis.  

3.1.1 Vertical analysis 

Vertical analysis evaluates individual items of the financial statements. Every item is listed 

as a percentage of a base figure (= 100%). A base figure for the income statement is usually 

the amount of revenues or costs. In the balance sheet, it is the value of assets or liabilities. 

This analysis is called vertical because the items are assessed in individual years vertically 

(in columns). Vertical analysis is used to compare financial statements from different years 

(development over time), and also to compare companies. (Sedláček 2007, 17) 

Vertical analysis formula (%) =  
𝑠𝑡𝑎𝑡𝑒𝑚𝑒𝑛𝑡 𝑙𝑖𝑛𝑒 𝑖𝑡𝑒𝑚

𝑡𝑜𝑡𝑎𝑙 𝑏𝑎𝑠𝑒 𝑓𝑖𝑔𝑢𝑟𝑒
 × 100  

3.1.2 Horizontal analysis 

Horizontal analysis (also known as trend analysis) compares the items of the financial 

statements with the same items from the previous years. It compares a line item with the 

same line item but in a different period (usually different year). The earliest year represents 

the base year. This analysis also monitors the percentage change of the items. These changes 

are tracked horizontally (line by line). The change can be absolute or relative. Horizontal 

analysis shows development trends in the assets and liabilities structure, in revenues and 

costs. (Sedláček 2007, 13–15) 

Horizontal analysis formulas: 

   absolute = amount in comparison year – amount in base year  

relative (%) = 
𝑎𝑚𝑜𝑢𝑛𝑡 𝑖𝑛 𝑐𝑜𝑚𝑝𝑎𝑟𝑖𝑠𝑜𝑛 𝑦𝑒𝑎𝑟 − 𝑎𝑚𝑜𝑢𝑛𝑡 𝑖𝑛 𝑏𝑎𝑠𝑒 𝑦𝑒𝑎𝑟

𝑎𝑚𝑜𝑢𝑛𝑡 𝑖𝑛 𝑏𝑎𝑠𝑒 𝑦𝑒𝑎𝑟
× 100 
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3.2 Ratio indicators 

Ratio indicators show through ratio the relation between two or more absolute indicators. It 

presents how various items of financial statements relate to one another. Ratio indicators are 

widespread and popular methods of financial analysis. There can be compared ratios of a 

company over several years, ratios of a company and other company, or ratios to some 

absolute benchmark. (Palepu and Healy 2012, chapter 5-1) 

3.2.1 Liquidity ratios 

Liquidity shows whether the company is able to pay its short-term obligations. Liquidity is 

connected to solvency. A company must be liquid to be solvent. Solvency is the ability to 

pay obligations in the long-term. It is important for the company to be liquid, but on the other 

hand, too high rate of liquidity is not reasonable, because too many funds are bounded in 

assets that do not appreciate financial funds a lot. That is why balanced liquidity should be 

found. The general form of liquidity ratios is the proportion of various assets to what must 

be paid. (Růčková 2019, 57–58) 

There are three commonly used indicators: current ratio, quick ratio, and cash ratio.  

Current ratio 

Current ratio shows how many times current assets cover short-term payables. Simply put, 

this indicator shows how the company would be able to pay its obligations if it transformed 

all the current assets into cash. The result of current ratio should be between 1.5–2.5. 

(Růčková 2019, 59) 

Current ratio formula = 
𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠

𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

Quick ratio 

Quick ratio (also called acid test) uses only a part of current assets – cash, accounts 

receivables, and marketable securities. It shows how the company is able to pay its short-

term obligations with its most liquid assets. The result of quick ratio should be between 1–

1.5. An ideal ratio is 1:1, but it depends on the type of company. (Sedláček 2007, 67) 

Quick ratio formula = 
𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠 − 𝑖𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦

𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

Cash ratio 

Cash ratio shows the company’s ability to pay its short-term obligations only with cash or 

cash equivalents (for example short-term marketable securities). The result of cash ratio 

should be between 0.2–0.5. (Růčková 2019, 58) 

Cash ratio formula = 
𝑐𝑎𝑠ℎ + 𝑐𝑎𝑠ℎ 𝑒𝑞𝑢𝑖𝑣𝑎𝑙𝑒𝑛𝑡𝑠

𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑒𝑠
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3.2.2 Solvency ratios 

Solvency ratios show what risk the company undergoes using a particular capital structure. 

Every company should attempt for optimal capital structure, it means for an optimal rate 

between equity and liabilities. Liabilities are cheaper than equity because liabilities interest 

reduces the tax base (this is called a tax shield). There are other perspectives on how to assess 

what capital is cheaper. For example, the risk what a creditor undergoes is higher when the 

company has a higher proportion of liabilities, because there is a risk that the company will 

not be able to pay its debts. In this case, the creditor requires higher interest rates. (Knápková 

et al. 2017, 87) 

 There are many solvency ratio indicators. For instance, debt ratio, equity ratio, debt to 

equity ratio, or interest coverage ratio. These indicators are described more in detail below.  

Debt ratio 

Debt ratio is a basic indicator of solvency ratios. It shows the degree of coverage of the 

company’s assets by liabilities (how many percent of total assets are financed by liabilities). 

The optimal value of debt ratio should be between 30–60%. But it differs, for example 

according, to industry. (Knápková et al. 2017, 88) 

Debt ratio formula (%) =  
𝑡𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 × 100 

Equity ratio 

Equity ratio is a complement to debt ratio. The sum of equity ratio and debt ratio should be 

1, and they both give information about the capital structure. Equity ratio shows the 

company’s financial independence (how many percent of total assets are financed by 

equity). Inversed formula represents a tax shield. (Sedláček 2007, 64) 

Equity ratio formula (%) = 
𝑡𝑜𝑡𝑎𝑙 𝑒𝑞𝑢𝑖𝑡𝑦

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 × 100 

Debt to equity ratio 

Debt to equity ratio shows the proportion of equity and liabilities. If the company has many 

leasing liabilities, they should be added to the amount of liabilities. This ratio is important 

for banks. (Sedláček 2007, 64) 

Debt to equity ratio formula = 
𝑡𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝑡𝑜𝑡𝑎𝑙 𝑒𝑞𝑢𝑖𝑡𝑦
  

Interest coverage ratio 

Interest coverage presents how many times profit is larger than interest costs. It shows how 

the company is able to pay its debts. The optimal value of interest coverage ratio should be 

at least 5. (Knápková et al. 2017, 89–90) 

Interest coverage ratio formula = 
𝐸𝐵𝐼𝑇

𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑐𝑜𝑠𝑡𝑠
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3.2.3 Profitability ratios 

Profitability is the ability of the company to make a profit by the usage of invested capital. 

There are many profitability ratios. These ratios help to assess the overall effectiveness of 

the activity. In the numerator, there is always some category of earnings, and in the 

denominator, there is some kind of capital or sales. There are three common categories of 

profit that are used to calculate profitability ratios. The first one is EBIT (= earnings before 

interest and taxes), which is used for intercompany comparison. The second category is EAT 

(= earnings after taxes), which is also called net income or net profit. EAT corresponds with 

profit or loss of the accounting period. This category is used to assess the company’s 

performance. The last category is EBT (= earnings before taxes), which is used to compare 

companies with different tax burden. Among the most used profitability ratios belong return 

on assets, return on equity, and return on sales. (Růčková 2019, 60–61) 

Return on assets (ROA) 

Return on assets is used to assess the overall effectiveness. It shows the return on capital no 

matter what sources it is funded. (Růčková 2019, 62) 

 There can be used different categories of profit which have different interpretation. The 

most commonly used is EBIT or EAT. EBIT is used to compare companies with different 

tax and interest conditions. (Helfert 2001, 112–113) 

ROA (%) = 
𝐸𝐵𝐼𝑇

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 × 100  

Return on equity (ROE) 

Return on equity shows the profitability of owners’ (for example shareholders’) equity. It is 

important for investors that ROE is higher than interest from risk–free securities. The 

difference between interest and ROE is called risk premium because the owners take a risk. 

Various industries have different satisfactory ROE. (Knápková et al. 2017, 102–104) 

ROE (%) = 
𝐸𝐴𝑇

𝑒𝑞𝑢𝑖𝑡𝑦
 × 100 

Return on sales (ROS) 

Return on sales presents how the company is able to generate profit from its sales. It 

demonstrates how much profit is being produced per crown of sales. There can also be used 

different levels of profit, depending on what should be found out or compared. Usually, EAT 

or EBIT is used. EAT can be used when calculating profit margin, while EBIT is used to 

compare companies. (Růčková 2019, 65–66) 

ROS (%) = 
𝐸𝐴𝑇

𝑠𝑎𝑙𝑒𝑠
 × 100 
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3.2.4 Efficiency ratios 

Efficiency ratios (also called activity ratios) measure how efficiently a company manages its 

assets to generate revenues. These indicators can be expressed as turnover (number of turns), 

or in days (turnover time). (Knápková et al. 2017, 107) 

There are several indicators, some of which are described below.  

Total assets turnover ratio 

This indicator shows how many times assets are turned over in a specific period (usually one 

year). The value of this ratio should be at least 1, but the higher the value, the better. 

(Sedláček 2007, 61) 

Total assets turnover ratio formula = 
𝑛𝑒𝑡 𝑠𝑎𝑙𝑒𝑠

 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 

 To show this result in days (how many days it takes assets to turn), the formula is 

following: 
𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠

 𝑛𝑒𝑡 𝑠𝑎𝑙𝑒𝑠
 × 360 (days).  

Inventory turnover ratio 

Inventory turnover ratio shows how many times inventory is sold and replaced during a 

specific period (usually one year). The higher inventory turnover, the better. (Fabozzi and 

Peterson 2003, 739) 

Inventory turnover ratio formula = 
𝑛𝑒𝑡 𝑠𝑎𝑙𝑒𝑠

 𝑖𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦
 

 To express this indicator in days (how many days assets are in the form of inventory), 

this formula is used: 
𝑖𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦

 𝑛𝑒𝑡 𝑠𝑎𝑙𝑒𝑠
 × 360 (days). 

Accounts receivable turnover ratio 

This indicator measures how many days on average it takes for a company to get paid for its 

receivables. This value should be compared with invoices due date and with the industry 

average. (Knápková et al. 2017, 108) 

Accounts receivable turnover ratio formula =  
𝑎𝑣𝑒𝑟𝑎𝑔𝑒 𝑎𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑟𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒

 𝑛𝑒𝑡 𝑠𝑎𝑙𝑒𝑠
 × 360 (days) 

Accounts payable turnover ratio 

Accounts payable turnover ratio shows how many days it takes the company to pay its 

accounts payable. This period should be longer than accounts receivable turnover ratio so 

that the company has enough money to pay its accounts payable. (Sedláček 2007, 63) 

Accounts payable turnover ratio formula = 
𝑎𝑣𝑒𝑟𝑎𝑔𝑒 𝑎𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑝𝑎𝑦𝑎𝑏𝑙𝑒

 𝑛𝑒𝑡 𝑠𝑎𝑙𝑒𝑠
 × 360 (days) 
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3.3 Subtractive indicators 

Subtractive indicators are used to analyse the financial situation of a company, mainly its 

liquidity. The most commonly used indicator is net working capital (NWC), which is 

described below. (Sedláček 2007, 35) 

3.3.1 Net working capital (NWC) 

NWC is the difference between current assets and current liabilities of the company. Current 

liabilities have a maturity shorter than one year. This helps to separate the part of current 

assets which is there to pay soon current liabilities. The other part of current assets (= NWC) 

is understood as a financial fund that is financed by long-term capital (long-term capital 

includes equity and long-term liabilities). NWC helps to shows company’s liquidity and 

ability to pay its short-term obligations. (Sedláček 2007, 35) 

Net working capital formula = 𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠 − 𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 

 To find out whether the NWC is big enough, this indicator must be put into proportion 

to the current assets. This indicator shows the short-term financial stability of the company. 

The ratio of NWC to current assets should be between 30–50%. (Knápková et al. 2017, 94) 

The ratio of NWC to current asset formula (%) = 
𝑁𝑊𝐶

𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠
 × 100 

 

   Figure 1 Net Working Capital (Knápková et al. 2017, 86) 

3.4 Bankruptcy and creditworthiness models 

Bankruptcy and creditworthiness models belong among summary indicators of financial 

health. These models try to identify the future insolvency of a company. They show present, 

but mainly future presumed development of a company. (Kalouda 2016, 70) 

 The aim of bankruptcy models is to identify whether the company is currently in danger 

of bankruptcy. These models are based on the assumption that a company which is in danger 

of bankruptcy has problems with return on equity, liquidity, and with the level of net working 
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capital. Among bankruptcy models belong, for example, Altman Z-Score and Index IN, 

which are described below. (Knápková et al. 2017, 132) 

 Creditworthiness models assess the financial health of a company by assigning a point 

evaluation to the individual areas of management. The company is then classified into a 

category according to the achieved points. An example is Kralicek Quick Test. (Knápková 

et al. 2017, 132) 

 The difference between bankruptcy and creditworthiness models is in the purpose for 

which they were created, and the data on which they are based. Bankruptcy models are based 

on real data, while creditworthiness models are based on theoretical knowledge. (Kalouda 

2016, 70) 

3.4.1 Altman Z-Score 

Altman’s Z-Score model belongs among widely used models to identify whether the 

company is in danger of bankruptcy. It is based on the sum of the values of five ratio 

indicators to which a certain weight is assigned. The indicators are: profitability, leverage, 

liquidity, solvency, and activity. According to the result, companies are ranked in one of 

three zones (safe zone, grey zone, and distress zone). The further the company is from the 

safe zone, the greater the risk of bankruptcy. There are different models for different types 

of companies. (Begović, Momčilović, and Tomašević 2014, 185–186) 

Altman Z-Score formula for companies publicly traded on the stock exchange is following:  

Z = 1.2𝑋1 + 1.4𝑋2 + 3.3𝑋3 + 0.6𝑋4 + 1𝑋5 

where:  X1 = 
𝑛𝑒𝑡 𝑤𝑜𝑟𝑘𝑖𝑛𝑔 𝑐𝑎𝑝𝑖𝑡𝑎𝑙

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 

  X2 = 
𝑟𝑒𝑡𝑎𝑖𝑛𝑒𝑑 𝑒𝑎𝑟𝑛𝑖𝑛𝑔𝑠

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 

  X3 = 
𝐸𝐵𝐼𝑇

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 

  X4 = 
𝑚𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦

𝑡𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

  X5 = 
𝑠𝑎𝑙𝑒𝑠

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
. 

 If the Z-Score is higher than 2.99, the company is in the safe zone and has a 

satisfactory financial situation. If the result is in interval 2.99–1.81, the company is 

considered to be in the grey zone where bankruptcy cannot be predicted, and the company 

cannot be according to this method clearly evaluated. The company is in the distress zone 

when the score is under 1.81. This signals serious problems and a possibility of 

bankruptcy. (Růčková 2019, 81) 
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Altman Z-Score formula for other companies (for example limited liability companies, or 

companies that are not publicly traded on the stock exchange) is following:  

Z = 0.717𝑋1 + 0.847𝑋2 + 3.107𝑋3 + 0.420𝑋4 + 0.998𝑋5 

where: X1, X2, X3 and X5 are defined the same as in the previous formula  

and X4 = 
𝑏𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦

𝑡𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
.  

 Interpretation of results is following: if Z-Score is higher than 2.9, the company is in 

the safe zone. If the result is in interval 2.9–1.2, the company is considered to be in the 

grey zone, and if the score is under 1.2, the company is in the distress zone. (Kalouda 

2016, 73) 

3.4.2 Index IN 

Credibility index IN was created especially for the Czech Republic by Inka and Ivan 

Neumaier. The aim of this index is to assess the financial health of Czech companies in the 

environment of the Czech Republic. There are four variants: IN95, IN99, IN01, and IN05. 

The latest is Index IN05 which is based on the previous models and which formula is below. 

(Kalouda 2016, 76) 

IN05 = 0.13 × 𝐴 + 0.04 × 𝐵 + 3.97 × 𝐶 + 0.21 × 𝐷 + 0.09 × 𝐸 

where: A = 
𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠

𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

  B = 
𝐸𝐵𝐼𝑇

𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠
 

  C = 
𝐸𝐵𝐼𝑇

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 

  D = 
𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 

  E = 
𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠

𝑠ℎ𝑜𝑟𝑡−𝑡𝑒𝑟𝑚 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

 If IN05 is higher than 1.6, the company is considered to have a satisfactory financial 

situation. If this index is in interval 1.6–0.9, the company is in the grey zone. The company 

is endangered with serious financial problems if the score is under 0.9. (Sedláček 2007, 111–

112) 
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4 LIMITATIONS OF FINANCIAL ANALYSIS 

Financial analysis is a useful tool to assess the financial health of a company. But there are 

some limitations of financial statements that the users should realize. The main problematic 

areas of financial analysis are mainly following: explanatory power of financial statements 

and different accounting practises of companies, also the need to compare the results of the 

analysis with other subjects, then the impact of unusual events and seasonal factors on the 

loss or profit of the company, and last but not least, high dependence on accounting data, or 

neglect of risk, future benefits of business activities, and opportunity costs. (Knápková et al. 

2017, 139) 

4.1 Explanatory power of financial statements and accounting practises 

There are several reasons why the explanatory power of financial statements is not always 

high. The main problem is that financial statements do not always present the exact reality 

of the company’s economic activity, and also that there are not the same accounting reporting 

rules in different countries which causes the limited possibility of comparison. To partially 

mitigate these problems, there are worldwide accounting systems (International Financial 

Reporting Standards – IFRS, and Generally Accepted Accounting Principles in the United 

States – GAAP). Other problems include, for example, the fact that assets in the balance 

sheet are derived from historical prices. The time factor is usually also not respected because 

some current assets and liabilities are valued at nominal value. Inflation is a big problem 

when comparing the financial situation in different periods of time. 

 Financial statements can also be influenced by different accounting practises of 

companies. There belong, for example, depreciation method, creation and drawing of 

provisions, or adjusting entries. As the creation of provisions belongs among costs so it 

decreases profit, and on the other hand, drawing of provisions increases profit. (Knápková 

et al. 2017, 139–140) 

 Financial statements are usually fairly useful documents, but users of financial analysis 

and a financial analyst should be aware of these limitations.  
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II.  ANALYSIS 
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5 CHARACTERISTICS OF THE SELECTED COMPANY 

5.1 Description of the company 

The selected company in which the financial analysis is made is a joint-stock company 

located in Zlín Region. The main subject of the company’s activity is import, packaging, 

distribution, and export of food products and commodities. The commodities include pulses, 

rice, pasta, and many others (more than 350 products). The company’s registered capital was 

50,050,000 CZK, and the only shareholder is its parent company from abroad. The selected 

company was established in 1991 as a family company that was gradually expanding. In 

1998 the company was transformed into a joint-stock company and started to promote in 

foreign markets. In 2002 it became part of the parent company from abroad with a long 

existence that is widespread worldwide. The company has steadily around 150 employees 

and nowadays belongs among the most important food industry companies in the Czech 

Republic, and also in the south-eastern, central, and eastern Europe. (company’s annual 

report) 

5.2 Industry classification 

The company belongs among food industry companies. According to the Czech Statistical 

Classification of Economic Activities in the European Community (CZ-NACE), the selected 

company belongs to category 8292 that includes packaging activities. Because this company 

mainly imports commodities from abroad and then packs them and sells. It also belongs 

among category 1089 – Manufacture of other food products. (internal documents) 

 For the purpose of this analysis, the company is compared to the industry group 

Manufacture of other food products – CZ-NACE 10.8. Information about this industry group 

is found on the web page of the Ministry of Industry and Trade of the Czech Republic.  

5.3 Abbreviated forms of the company’s financial statements 

Following tables are created based on data from the company’s financial statements, which 

are later used to calculate the indicators. The tables contain only the fundamental items of 

the financial statements in the years 2016–2019. The complete form of the financial 

statements is listed in the appendix.  

5.3.1 The balance sheet – assets 

The company’s balance sheet total during these years was fluctuating between 315–370 

million CZK. The main part of the assets is current assets, mainly inventory and receivables. 
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The company had the highest rate of total assets in 2018 because of the increase in fixed 

assets since the company invested in a new production line and other tangible fixed assets. 

In that year, the company also had a higher level of inventory, probably because of higher 

production.  

 

Table 1 The balance sheet – assets 

5.3.2 The balance sheet – liabilities 

In the development of the financial structure, there can be seen an increasing value of equity. 

Since the registered capital does not change, it means that the company is permanently 

profitable. The company tries to keep the profits inside the company for its future 

development. Only in 2018 and 2019 share of profits was paid off. The proportion of 

liabilities to the equity is fluctuating, but in 2019 is the lowest proportion. Liabilities are 

comprised mainly of short-term payables.  

 

Table 2 The balance sheet – liabilities 
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5.3.3 The income statement – costs 

The development of the total costs of this company has a similar tendency as the 

development of its total revenues. The highest total costs were in 2018 where the company 

sold more goods and products, so the production consumption increased.  

 

Table 3 The income statement – costs 

5.3.4 The income statement – revenues 

It can be seen from the revenues that the company has a quite alike proportion of revenues 

from own products and services and revenues from goods. Nevertheless, the proportion of 

revenues from products and services is higher. It means that the company has a production 

character. In 2018 the company also started to have revenues from long-term financial assets. 

Long-term financial assets represent equity investments in associated companies. 

 

Table 4 The income statement – revenues 



TBU in Zlín, Faculty of Humanities 30 

 

5.3.5 Profit or loss of the accounting period 

Regarding the loss or profit of these accounting periods, the company always had a profit. 

The highest rate of profit was in 2018 because the sales were higher, maybe due to higher 

investments in marketing. Also because the company had a profit from financial operations 

in 2018. 

 

Table 5 Profit or loss of the accounting period 

The net profit of the accounting period in the analysed years is shown in the chart below. 

 

Figure 2 Chart of net profit of the accounting period 

5.3.6 Forms of profit 

 

Table 6 Forms of profit 
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6 FINANCIAL ANALYSIS OF THE COMPANY 

This part of the bachelor’s thesis deals with the financial analysis of the selected company 

in the period 2016–2019. There is carried out the analysis of absolute, ratio, subtractive, and 

other indicators to evaluate the company’s financial health. All the information used for the 

analysis is taken from the company’s annual reports from 2016, 2017, 2018, and 2019. Data 

from the balance sheet, income statement, and other statements were also used from the 

annual reports. All formulas used to calculate the indicators are described in the theoretical 

part of this thesis. The company is compared to the industry group Manufacture of other 

food products (CZ-NACE 10.8). 

6.1 Absolute indicators 

Among absolute indicators belong vertical and horizontal analysis. Analysis of these 

indicators is the starting point of the financial analysis.  

6.1.1 Vertical analysis 

Vertical analysis of assets 

Current assets comprise a major part of the assets. In the reporting period, it is always about 

70%. Current assets are dominated by inventory and receivables. The company has quite a 

stable structure of assets. Only in 2019, the proportion of current assets decreased a bit 

because the company had less value of inventory.  

 

Table 7 Vertical analysis of assets 

Vertical analysis of liabilities 

Concerning the structure of the liabilities, the company has a relatively balanced proportion 

of equity and liabilities which is quite stable during these years. Only in 2019, the equity 



TBU in Zlín, Faculty of Humanities 32 

 

ratio is higher. The main part of the equity is net profit from previous years because the 

company tries to keep the profits inside the company for its future development. Payables 

represent a major part of the liabilities.  

 

Table 8 Vertical analysis of liabilities 

Vertical analysis of costs 

When looking at the vertical analysis of costs, it can be seen that the structure of costs was 

also quite stable in the analysed years. The main item of costs was always production 

consumption, which includes mainly costs of goods sold, and material and energy 

consumption. Personnel costs represent about 10% of costs.   

 

Table 9 Vertical analysis of costs 
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Vertical analysis of revenues 

Revenues are built up from revenues from product and services and from revenues from 

goods. These two items create almost 100% of revenues. The higher item is revenues from 

products and services, which shows that the company has a production character. Other items 

besides there two are negligible. 

 

Table 10 Vertical analysis of revenues 

6.1.2 Horizontal analysis 

Horizontal analysis of assets 

The following three tables show the horizontal analysis of assets in all of the selected years. 

When comparing the year 2017 to the year 2016 (Table 11), total assets decreased by about 

5%. It was caused by a decrease in current assets, namely receivables and cash and cash 

equivalents. On the other hand, inventory increased quite significantly.  

 

Table 11 Horizontal analysis of assets (17/16) 
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 Table 12 shows that in 2018 was compared to 2017 increase in assets of about 8%. The 

value of tangible fixed assets increased because the company made an investment and bought 

a new production line and an optical sorter machine. The increase in inventory resulted from 

higher production because the new production line has higher output. Cash and cash 

equivalents decreased by 80% from the previous year.  

 

Table 12 Horizontal analysis of assets (18/17) 

 From Table 13, it is visible that the assets decreased by 15% in 2019. It was caused 

mainly by a decrease in current assets, concretely inventory. On the other hand, value of cash 

and cash equivalents increased.  

 

Table 13 Horizontal analysis of assets (19/18) 
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Horizontal analysis of liabilities 

The following three tables present the horizontal analysis of liabilities in the selected years. 

From Table 14, it is visible that liabilities decreased, which was caused by a lower value of 

provisions, payables, and lower profit of the current period. The registered capital and funds 

from profit did not change in any of these years.  

  

Table 14 Horizontal analysis of liabilities (17/16) 

 Table 15 shows that the year 2018 was successful because profit increased by 492% 

which was caused probably by larger investments into marketing, new cooperation, higher 

demand, and higher production. On the other hand, provisions and capital funds decreased, 

concretely losses from revaluation of assets and liabilities. 

 

Table 15 Horizontal analysis of liabilities (18/17) 
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 When comparing years 2018 and 2019 (Table 16), in 2019, total liabilities decreased by 

15%, which was a result of a decrease in provisions, payables (mainly payables to credit 

institutions), capital funds (again losses from revaluation of assets and liabilities), and net 

profit from the current period which was lower than in 2018. An increase was registered in 

net profit from previous years because the company tries to keep the profits inside the 

company for its future development. 

 

Table 16 Horizontal analysis of liabilities (19/18) 

Horizontal analysis of costs 

Last but one of horizontal analysis is the analysis of costs which is demonstrated in the 

following three tables. Table 17 indicates that the company had lower costs in 2017 than in 

2016. This decrease was caused by a decrease in provisions in operating part, material and 

energy consumption, and services. Items that increased were cost of goods sold, changes in 

inventory of own products, other financial costs, or income tax.  

 

Table 17 Horizontal analysis of costs (17/16) 
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 In 2018 the total costs increased by 5.3% (Table 18). This increase was caused mainly 

by the increase of cost of goods sold because in this year the purchase price of some 

commodities increased due to lower harvest. Decrease in changes in inventory of own 

products then reduced total costs. Services included mainly marketing costs because in 2018 

the company invested in marketing more.  

 

Table 18 Horizontal analysis of costs (18/17) 

 The following Table 19 presents the horizontal analysis of costs in the last of the 

analysed years. It is visible that costs decreased in 2019 compared to 2018 by 5%. It means 

that costs were in 2019 similar to 2017. What increased in 2018 then decreased back in 2019. 

The item of services increased because of even higher marketing costs as a result of higher 

promotion.   

 

Table 19 Horizontal analysis of costs (19/18) 
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Horizontal analysis of revenues 

The last horizontal analysis is the analysis of revenues. Table 20 shows that in 2017 total 

revenues decreased compared to 2016. Revenues from products and services were lower, 

while revenues from goods were higher. Other operating revenues increased in 2017.  

 

Table 20 Horizontal analysis of revenues (17/16) 

 Table 21 contains the horizontal analysis of the year 2018 compared to 2017. In 2018, 

the revenues were higher by 8.3%. This was caused by higher revenues from goods, and also 

higher revenues from products and services. Revenues from long-term financial assets also 

increased.  

 

Table 21 Horizontal analysis of revenues (18/17) 

 In Table 22, there can be seen that total revenues in 2019 decreased by 6.5%, which was 

caused by lower revenues from products and services, revenues from goods, and revenues 

from long-term financial assets.  
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Table 22 Horizontal analysis of revenues (19/18) 

6.2 Ratio indicators 

This chapter focuses on ratio indicators that are basic tools of financial analysis.  

6.2.1 Liquidity ratios 

Liquidity ratios show whether the company is able to pay its short-term obligations.  

 

Table 23 Liquidity ratios 

 Table 23 shows liquidity ratios of the company in the selected period. Current ratio is 

slightly under the recommended value in the years 2016 and 2018, but in 2017 and 2019, the 

result is in the range of recommended values. The company should keep the current ratio in 

the following years at least the same as in 2019 because if the current ratio is under 1.5, the 

company may have problems with solvency.  

 Quick ratio and cash ratio do not reach the recommended values in any of these years. 

It may signal that the company does not have enough financial means in cash or its bank 

accounts to pay its short-term payables. However, the company uses bank overdraft at three 

banks in the limit of 280 million CZK, so the low values of cash ratio are not alarming. It 

was also found out when analysing efficiency ratios that the company gets paid their 

receivables on an average of 54 days, while it pays its payables on an average of 77 days. It 

means that the company should have enough money to pay its payables on time. It is visible 

that the company tries not to tie a lot of means in inventory, receivables, and bank accounts.  

 In Table 24, there are liquidity ratios of the industry group Manufacture of other food 

products. It is visible that the selected company is with few exceptions under the values of 
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industry liquidity ratios. Nevertheless, the industry group also do not reach the recommended 

values in most of the ratios. (Ministry of Industry and Trade of the Czech Republic, n.d.) 

 

Table 24 Liquidity ratios (industry) 

6.2.2 Solvency ratios 

Debt ratio is a basic indicator of indebtedness. The recommended value is 30–60% in which 

the company was in all these years. The value of the debt ratio was between 42–54%. It can 

be seen that the company’s financial structure was not changing a lot, and it was quite 

balanced. The company was using more external financing sources than its own, except in 

2019, where a change was, and the company was using more own financing sources.  

 The debt to equity ratio was in the range of 0.75–1.22. This indicator is important for 

banks when granting a loan. A positive trend can be seen – the company has a lower value 

of liabilities than equity.  

 Interest coverage shows how many times is profit larger than interest costs. The 

recommended value is more than 5. The company’s interest coverage is above the minimum 

recommended value, so it is considered to be very good. The highest value of interest 

coverage was in 2018, and it was 16.76. 

 

Table 25 Solvency ratios 

 In Table 26, there are solvency ratios of the industry. Considering the debt ratio and debt 

to equity ratio, the company has quite similar values to the industry. Interest coverage is 

better in the industry, except in 2018, when the company had a higher value of interest 

coverage than the industry. All of these indicators are very good in the company as well as 

in the industry. (Ministry of Industry and Trade of the Czech Republic, n.d.) 

 

Table 26 Solvency ratios (industry) 
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6.2.3 Profitability ratios 

Profitability ratios indicate that the company is constantly profit-making. All of these 

indicators were fluctuating in the selected years. The highest fluctuation was in 2018, when 

all indicators increased rapidly. The greatest change was in return on equity which jumped 

from 2.9% to 16.7%. This could be caused by the change in the structure of financial 

resources where revenues from long-term financial assets increased, also by a higher 

proportion of liabilities to equity, higher return on sales, and simply because the year 2018 

was successful for the company. It is good that none of these indicators was under zero in 

any of these years. ROS represents the profit margin.  

 

Table 27 Profitability ratios 

Profitability ratios of the company in the analysed years are also shown in the chart below. 

 

Figure 3 Chart of profitability ratios 

 To compare profitability ratios with the industry, the company had lower values of all 

profitability ratios, except in 2018, when the company had much better profitability ratios 

than the industry. Profitability ratios of the industry are shown in Table 28. (Ministry of 

Industry and Trade of the Czech Republic, n.d.) 

 

Table 28 Profitability ratios (industry) 
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6.2.4 Efficiency ratios 

These indicators measure how efficiently the company manages its assets to generate 

revenues. Total assets turnover ratio should be at least 1, which this company complies with. 

It has total assets turnover ratio in each of these years higher than 2. It means that the 

company manages its assets efficiently. The highest ratio was in 2019 when assets turned 

over 2.5× per year, and one turn took 142 days. Inventory turnover ratio is also satisfactory. 

 It is good to compare the accounts payable turnover ratio with the accounts receivable 

turnover ratio. Considering the receivable turnover ratio, the company gets paid their 

receivables on an average of 54 days, while it pays its payables on an average of 77 days. It 

means that the company has longer accounts payable turnover than accounts receivable 

turnover, which is beneficial. The accounts receivable turnover tends to decrease, which is 

good because the payment morale of customers is getting better.  

 

Table 29 Efficiency ratios 

 Table 30 shows efficiency ratios in the industry. The company had higher total assets 

turnover ratio in all of these years. Inventory turnover ratio is quite similar to the industry. 

In 2016 and 2019, the company had better inventory turnover ratio than the industry. 

Considering the accounts receivable turnover ratio and accounts payable turnover ratio, the 

company gets its receivables earlier than how it is in the industry. This shows good morale 

of customers. The company also pays its payables much earlier than how it is in the industry. 

Both in the industry and the company, there is longer accounts payable turnover ratio than 

accounts receivable turnover ratio, which is good for the company. (Ministry of Industry and 

Trade of the Czech Republic, n.d.) 

 

Table 30 Efficiency ratios (industry) 
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6.3 Subtractive indicators 

Among subtractive indicators belong net working capital, which is analysed below.  

6.3.1 Net working capital 

Table 31 shows the development of net working capital (NWC) in the selected company 

during the analysed years. NWC has in all of these years positive values, which means that 

current liabilities are smaller than current assets (which is the source for repayment of these 

liabilities). The company has a ‘financial cushion’ available. This ‘cushion’ reached the 

values of more than 93 million CZK in 2019.  

 The ratio of NWC to current assets should be between 30–50%. It shows whether the 

NWC is big enough to the proportion of current assets. The company has a sufficient level 

of NWC. In 2016–2018 the ratio was about 30%. In 2019 it was about 40% which 

corresponds to the recommended values.  

 

Table 31 Net working capital 

6.4 Bankruptcy models 

From bankruptcy models were chosen Altman Z-Score and index IN05, which are presented 

below.  

6.4.1 Altman Z-Score 

According to the Z-Score values in the selected years, it can be seen that the company is in 

the safe zone, and it has good financial health because in all of these years the indicator was 

higher than 2.9. The company is not, according to this indicator, in danger of bankruptcy. 

The Z-Score is growing during these years, and the highest values were reached in 2019. 

The selected company is not publicly traded on the stock exchange, so this formula was used:  

Z = 0.717𝑋1 + 0.847𝑋2 + 3.107𝑋3 + 0.420𝑋4 + 0.998𝑋5. 



TBU in Zlín, Faculty of Humanities 44 

 

 

Table 32 Altman Z-Score 

6.4.2 Index IN05 

From the perspective of the index IN05 indicator, the company was in 2016 and 2017 in the 

grey zone. In 2018 the situation was much better when the index was higher than 1.6, which 

means that the company created value and had good financial health. The index then went 

down in 2019, and it was on the boundary of the grey zone.  

 

Table 33 Index IN05 
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7 EVALUATION AND RECOMMENDATIONS 

During its existence, the selected company has built a strong position in the Czech and 

foreign markets. It was found out that the company was relatively stable during the analysed 

years. The company puts emphasis on the quality, which brings a lot of awards and also only 

a few complaints from customers. Strong competition can be a problem, which probably 

caused lower sales in 2019. The company should strive for beating the competition. There 

was not found any severe problem in the financial analysis. However, some indicators may 

always be improved. The overall performance of the company is favourable.  

 Considering the liquidity ratios, there might be a problem with a lower quick and cash 

ratio. However, the company uses bank overdraft at three banks in the limit of 280 million 

CZK, so the low values of cash ratio are not alarming. Current ratio has a satisfactory value 

which is drawing near the value of the industry.  

 Analysis of solvency is propitious, and there were not found any problems. Debt ratio 

is decreasing due to a higher proportion of equity, namely, profit from previous years.  

 Profitability ratios are also great because none of these indicators was under zero in any 

of these years. However, the company may try to improve all of these indicators because 

they are all under the industry levels, except in 2018 when the company had better 

profitability ratios than the industry. According to the information from the annual report, 

the company tries to increase profitability, mainly by more investments and improvement of 

the automation of production and operations in the company.  

 Efficiency ratios reach good values. Total assets turnover ratio is increasing, and it is 

also higher than in the industry. Inventory turnover ratio is similar to the industry, in 2019, 

it is even higher. Accounts receivable turnover ratio and accounts payable turnover ratio are 

positive, and they are decreasing during that period. These ratios are better than in the 

industry, which shows good ability of the company to pay its payables and good customers 

morale. It is also great that the company gets paid their receivables on an average of 54 days, 

while it pays its payables on an average of 77 days. It means that the company has longer 

accounts payable turnover than accounts receivable turnover, which is beneficial. 

 The company has sufficient value of NWC, which shows that it has a ‘financial cushion’ 

available. Bankruptcy models have favourable results as well. According to the Altman Z-

Score model, the company is in the safe zone in all of the analysed years, which means that 

it is not in danger of bankruptcy. The Z-Score is growing, which signals a better condition 

of the company. According to index IN05, the company was in the grey zone in 2016 and 
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2017, but then the situation in 2018 was much better. In 2018 the company was in the safe 

zone, but in 2019 this index went down a bit again, and the company was on the boundary 

of the grey zone. However, the company is not, according to these indicators, in danger of 

bankruptcy. 

 My recommendation for the company is to try to operate as before, focus on actions to 

beat the competition, and invest in modern marketing methods. It was shown that promotion 

helped the company quite a lot in recent years, so it would be good to continue investing 

mainly in modern promotion methods. Try to build attractive social media and public 

relationships there. Maybe also cooperate with some influencers because these types of 

promotion are quite effective nowadays. It has not been long since the company set up an  

e-shop, so it should also focus on this form of selling in terms of promotion. These activities 

connected with marketing would help the company to increase its sales and get the company 

more into people’s awareness. The company also should continue with its investing activities 

and automation to increase its profitability. Overall, the company is doing great, and there 

are probably not any fundamental problems.  
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CONCLUSION 

The aim of this bachelor’s thesis was to make a financial analysis of the selected company 

in the period 2016–2019, interpret the results, and also propose recommendations on how to 

possibly improve the financial situation of the company.  

 The thesis consists of two main parts – theoretical and practical. The theoretical part 

focuses on the description of financial analysis. There are described the objectives and users 

of financial analysis, also sources of information, and methods of financial analysis. These 

methods are later used in the practical part. The practical part consists of a brief introduction 

of the company, and then it focuses on the financial analysis, where information from the 

theoretical part was used. The methods include absolute indicators (vertical and horizontal 

analysis), ratio indicators (liquidity, solvency, profitability, and efficiency ratios), 

subtractive indicators (net working capital), and bankruptcy models (Altman Z-Score and 

index IN05). Results of all of these indicators are analysed, and some of them are compared 

to the industry. The last section of this thesis focuses on the evaluation of the company and 

recommendations based on the results of the analysis.  

 From the analysis that has been done, it is possible to conclude that the company is 

relatively stable and does not have any severe problems which could endanger its activity. 

However, some indicators may be improved. The company may improve profitability ratios 

because they are lower than in the industry. However, it is mentioned in the company’s 

annual report that the company is trying to increase profitability, mainly by more 

investments and improvement of the automation of production and operations in the 

company. On the other hand, efficiency ratios reach good results, and they are higher than 

industry values. Strong competition can be a problem. I recommend the company to focus 

on actions to beat the competition and invest in modern marketing methods. It was shown 

that promotion helped the company quite a lot in recent years, so it would be good to continue 

investing mainly in modern promotion methods. The company should try to build attractive 

social media and public relationships there, and also cooperate with some influencers 

because these types of promotion are quite effective nowadays. Based on the results, it can 

be concluded that the company is doing great, and there are probably not any fundamental 

problems. The company should try to operate at least as before. 

 Compiling this bachelor’s thesis was an exciting experience. I have learnt a lot of new 

information. The company can use this analysis for its future decisions or as a base for further 

research.  
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LIST OF ABBREVIATIONS 

EAT  Earnings after taxes  

EBT  Earnings before taxes 

EBIT  Earnings before interest and taxes 

EBITDA  Earnings before interest, taxes, depreciation, and amortization 

ROA  Return on assets 

ROE  Return on equity 

ROS  Return on sales 

NWC  Net working capital 
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