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ABSTRAKT

Ucelem této bakataka prace jefifblizit vypovidaci schopnostéétnich vykai na pozadi
financni analyzy.

Teoretickacast poskytneiten& nezbytné informace pro spravnou interpretaci wyist
financni analyzy. Cilem teoretick&sti je odpowdét na otadzky: co vyjadiji jednotlivé
ukazatele a kdo by jim ¢hvénovat pozornost.

Prakticka ¢ast obsahuje fin&gmi analyzu spolsosti Valcovny Plechu BESS, s.r.o.
Vysledky jsou demonstrovany v mnoha grafech a tauhl. Finatini analyza také stopuje
realné piciny danych vysledk

Kli¢ova slova: finatini analyza, &etni vykazy, ukazatele, panové ukazatele, vypovidaci

schopnost

ABSTRACT

The present bachelor theses aims to explain thatreg ability of financial statements on
the background of financial analysis.

The theoretical part provides reader with the imfation necessary for correct
interpretation of outputs of financial analysis.eT¢oal of theoretical part is to answer the
questions what each particular indicator denotéesvwo should be concerned about it.
Practical part comprises of financial analysis @ddvny Plechu BESS, Ltd. The outputs
are demonstrated in many graphs and tables. Felaacalysis also traces the causes of

given results.

Keywords: financial analysis, financial statememsdjcators, ratios, reporting ability
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INTRODUCTION

Accountancy is inherent part of today’s businesisides. It would be impossible
to do business without accountancy, since it waiks meter of business. We would not
be able to decide whether a business is profitablgoing to bankruptcy. We would not
even be able to find out how much capital compamg All in all we would have no idea

what has been happening in the business.

Accountancy provides us with the information in tben of financial statements,
in other words financial statements are output@cobuntancy. In my bachelor theses | am
going to treat the reporting ability of the finaalcistatements on the background of
financial analysis. To illustrate the function amgborting ability of financial statements |
would compare them to extensive Curriculum Vitae.plovides reader with overall

information about company’s past and presence.

It is vital for each manager or businessman tcetstdnd financial statements, since
they provide them with information necessary foemgping and strategic decision making.
Furthermore financial statements are of certaieredt to all persons and bodies related to
a company, since they report on credibility, sigbiind many other aspects. Nevertheless
the reporting ability of financial statements thehass is limited by their static character
therefore | am going to use financial analysisahiial analysis is a tool used for analysis
and evaluation of financial health of a companyextends reporting ability of financial
statements by compiling their items into ratios amticators. Subsequently we compare

them among each other and in time.

Financial analysis has many advantages for example

* informs about past, presence and can even predicefdevelopment

* measures effectiveness of management of assetmhitities

* reveals links between real events in the compang trweir reflections in
accountancy

* reveals weaknesses and strengths of a company

Financial analysis in the bachelor theses is fatuse Valcovny Plechu BESS,
Ltd. Therefore the second goal of the work is taleate financial health of the company.
Financial analysis is elaborated for the perioanfi2003 to 2007. Data were acquired from

annual reports elaborated by Ing. Vladigiérny and audited by FINAUDITfinec, Ltd.
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1 THEORY OF FINANCIAL ANALYSIS

1.1 Definition

“Financial analysis (FA) can be understood as skeadtivities, which aim to find

out and fully evaluate financial situation of a g@ivcompany.’(Kislinigerova, 2007)

Key point of the definition is the expression “fulévaluate”, which frequently
appears in specialized literature. Neverthelesayropinion, it is not always necessary to
evaluate all ratios, as their reporting abilityiearaccording to target group of users. Each
group (see paragraph 2.2) is concerned about tize which have direct impact on their
relationship with a company. On top of that, thefukess of FA outputs for management
varies according to the field of enterprise. Foaraple, for the companies on Ltd. basis, it
is impossible to count ratios including shares eodsequently the financial analysis can

not be in it’s full form in all cases.

To summarize, it depends on company’s decision heheab elaborate full FA
and produce it to all target groups in such formtooprovide particular target groups only
with the information they are concerned about.

1.2 Target groups of financial analysis

There are several groups which might be interestedutputs of financial
analysis. Nevertheless there is one condition comfoo members of all of them. They
have to be able to understand the results of medgatios and also be able to interpret
them in appropriate way. Therefore knowledge oidpsanciples of accountancy as well
as of the process of financial analysis is necgs$arthermore the familiarity with the
realities within the company and with the fieldesfterprise also might extent the reporting

ability of financial analysis.

There are several divisions of FA users. | fing tivision suggested by Dr.

DluhoSova as the most appropriate. She dividediskes as follows:

1. According to source of financial resources:
- Owners (investors)
- Creditors (banks)
- Business creditors (suppliers)

2. According to authority in management:
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- Owners
- Company management
- Internal bodies (unions)
3. According to share to company’s output:
- Employees
- Business suppliers
- Banks
- State
- Investors

- Management (DluhoSova, 2006)

1.2.1 Owners (shareholders, business partners)
They are considered primary users of FA, since fireyide the company with

capital. There are two sides of their interest:

1. Investment side represents the usage of infcwméor decision-making about
future investments. Capital holders consider fimananalysis of other companies to find
out whether they meet their requirements for inwesit. They are interested in risks,

capital valorization, rate of return on dividenbtigyidity etc.

2. Monitoring side represents owners in the rdlsupervisors of managers. They
are interested in stability and liquidity of thengeany or disposable profit respectively

amount of their dividends. (Baova and Vo#akova, 2005)

1.2.2 Managers

Managers use information provided in FA predomilyarfor strategic and
operational financial management. FA helps manatgersake right decision, to acquire
financial resources, to find the best balance gitahincluding its coverage by equity or
liabilities, to allocate free financial resources disposable profit. (B&aova and
Vozinakova, 2005)

1.2.3 Creditors (Banks and other creditors)
Creditors are interested in financial state ofenir or potential debtor, in order to
decide whether to borrow capital, how much and und®at conditions. When giving a

credit, banks often use a clause in contract, whies credit conditions to values of
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particular indexes such as debt ratio. Bond holdeesconcerned about financial stability
and liquidity. (B&inova and Vo#akova, 2005)

1.2.4 State

There are many reasons for state authorities fowobutputs of FA, namely:
statistics, checking of tax levies, checking of pames with state share, distribution of
subsidy, finding out financial situation of a comgawith state order etc.(Bafinova and
Vozinakova, 2005)

1.2.5 Business partners (suppliers, customers)

The key point for suppliers is company’s abilitypty its liabilities therefore they
are concerned about solvency, liquidity or debtora®n the other hand the financial
stability is of great concern for certain customasswell. Potential bankrupt of supplier

could limit or endanger customers with limited ad®of suppliers (Kislingerova, 2007)

1.2.6 Employees

Employees are naturally interested in sound anolestanancial situation of the
company, respectively in social and salary faetlitand possible benefits provided. On top
of that, prospects and stability of employment among key factors for employee

satisfaction and motivation (Kislingerova, 2007)

1.3 Sources for financial analysis

Basic source of FA is the annual final account,alvhincludes balance sheet,
income statement and cash-flow statement as wedppendix, which reveals additional
information to final account and may also analylycdevelop some of its parts.

There are many more sources of information whiah regcessary for thorough
FA, such as company’s internal statistics and adeogy, official economic statistics,
information about macroeconomic development infiblel of enterprise (www.mpo.cz),

media monitoring etc.

Nevertheless, | presume that the key factor follityuBA is personal knowledge
of the company or internal information from managieom within the company. In order
to be able to understand the possible changegumes, it is necessary to find out what
caused them.
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High value of current liquidity ratio might inditeahigh liquidity as well as great
number of due accounts payable. Furthermore corapanan deliberately improve
proportional ratios by certain steps known under tirm “creative accounting”. It is
caused by the fact that sources of data for thesraire of static character. Consequently
usage of leasing can affect ratios including assetsell as adjust profit. {Rkova, 2008)
Therefore in order not to interpret the outputiofhcial analysis incorrectly, it is crucial

to consult certain peculiarities with managers.

1.3.1 Balance sheet

Balance sheet is a static overview of state anctstre of assets and liabilities.
“It resembles a snapshot{Brealey, Mayers, 2003), since it indicates théestd certain
point, usually 31 of December. It doesn’t characterize company s@oy development
in time. If we want to trace the development, weehto use more balance sheets in time
order as well as other data. Nonetheless we havak®into account that despite using
more subsequent balance sheets, it is still stagcview.

The reporting ability of balance sheet is limitgd b

1 — Usage of historical prices - balance sheetrdb&ske into account inflation

2 — Depreciation method — straight-line deprecrabo accelerated depreciation method
affect the value of noncurrent assets

3 — Valuation of supplies — valuation in real oeege prices affects value of all supplies

4 — Valuation of receivables — depreciation of nemigles according to their rate of return

(Bafinova and Vo#akova, 2005)

1.3.2 Income statement

Income statement allows us to follow the creatibmet income and serves as a
tool for evaluation of company’s ability to valaiit's capital. Furthermore it records
relations between revenues of a certain periodeapenses used to create them. Amounts,
which are acquired from all business activitiegiven accounting period with no regards
to whether they were paid off in the period, arastdered as revenues. On the other hand
expanses represent amounts used in given accoyrgimgd to acquire revenues with no

regards to whether they were paid off in the sasreg.

Above mentioned definitions suggest important,ftit revenues and expanses items
are not based on real cash flows (income x expamjittherefore the final net profit
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doesn’t reflect net amount of money acquired by pamy’s business activities.
(Kislingerové, 2007)

1.3.3 Cash flow statement

Cash flow statement is used to avoid the possildpadty between accounting
profit/loss and real state of money resources. @kment records all money transfers
(income, expenditure) at the time of their real@at Therefore it allows finding out the

current amount of money at any point.

Advantages of CF:

1 — CF is not affected by depreciation method,esetiation is not related to any cash
flow.

2 — CF is not distorted by accrual deferring. Aetiasis of accountancy has an impact on
net income, but doesn’t have to influencé ¢lasvs.

3 — CF is not affected by anticipated losses resmbid accountancy, since they don’t
represent any real cash flow. It is a maitdor example creation of provisions or

rectifying items (Bénova and Vo#akova, 2005)

1.4 Methods of financial analysis

Accountancy is regulated by national and intermaticstandards and directives,
on the other hand FA is not standardized by anigiaffinstructions. Therefore there are
disparities in used procedures and indexes. AF&es elaborated for specific purposes of

particular target user, it doesn’t have to havetikxaame form each time.

1.4.1 Absolute indicators

There are two basic analysis techniques usuallylieap in practice, namely
horizontal analysis and vertical analysis. Inpuisdoth analyses are absolute indicators.
Absolute indicators can be either status quanti{eeslance sheet) or flow quantities

(income statement, cash flow statement).

1.4.1.1 Horizontal analysis
Horizontal analysis monitors and compares devetynof quantities in time,

usually between years. Horizontal analysis shotiligbanswers to two basic questions:
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1 — How many units were added or taken from th&éqdar item in time?
2 — How big was the change of units in %? (Kislimy&, 2007)

1.4.1.2 Vertical analysis

The aim of vertical analysis is to find out theqentage proportion of a particular
quantity to a total quantity. As for balance shéleg percentage proportion of particular
guantity to superordinate quantity is measured, redee the proportion of particular
quantity to total sales is measured in income state. When more than one accounting
period is analyzed, it is possible to find out @t®ns in capital portfolio or equity

portfolio.

1.4.2 Subtractive indicators

Subtractive indicator (also known as financial tgses funds) can be calculated
as a difference between particular items of asaetk liabilities. The most important of
them is the Net Working Capital (NWC). NWC can bederstood as a fund, which
belongs to current assets and is covered by lamg-¢apital. Thus it represents a relatively
free source, which can be used to secure a smoatinsee of business activities.
Furthermore NWC has a strong reporting ability aboampany’s solvency. The higher
NWC is, the better should be company’s abilityady s liabilities. If NWC has a negative
value, part of long-term assets is covered by dsieomt sources and company becomes
highly instable. (B&inova and Vo#akova, 2004)

NWC is calculated as a difference between totakecurassets and total short-term
liabilities:

NWC = Current Assets — Short-term liabilities

or

NWC = (Long-term liabilities + Equity) — Non CurreAssets

1.4.3 Ratios analysis

Below mentioned ratios examine economic stabilityl dinancial health of a
company and are considered to be the core of wkéle There are many ratios,
nevertheless usually only some of them are seleatedrding to the aim of FA and the

target group of users. In practice we can usualiye across bloc of ratios as follows:

» Profitability ratios

« Liquidity ratios
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* Assets utilization ratios
* Leverage ratios

* Ratios of capital market
These ratios are arranged into two types of strasty parallel or pyramid.

In parallel structure ratios stand on the samel land are considered equal. Thus
company should be not only profitable, but alsgoprtéionately indebted and liquid to stay

in business for a long time.

Pyramid structure is set to analyze one syntaatio, which is selected according
to the aim of the analysis. The exact purpose efpyramid is to explain changes of the
top syntactic ratio caused by alterations of amalytdicators as well as to measure the
intensity of the effect of such alterations on tihye indicator. (Kislingerova, 2007)

1.4.3.1 Profitability ratios

Profitability ratios compare the final output afdiness activity (net income) to one
of the inputs (assets, liabilities etc.) Resultonm about positive or negative effect of
assets management, finance management and effiequidity on profitability. Results of
all ratios can be interpreted alike as they show hmuch CZK of profit was generated by

1 unit of the item in denominator. (Kislingerové@(?)

ROE — Return on Equity

The ratio has crucial reporting ability for sharkless, business partners and
investors, since it informs them how many CZK a pany can generate from 1 CZK of
invested capital. The crucial fact is that the R@iue has to be higher than safe state

interest rates, otherwise it would mean outflovineestors.

Netincome
Equity

ROE=

ROA — Return on Assets
This ratio can be also interpreted as basic earpimger. It compares profit
(usually in the form of EBIT) to total assets andasures the ability of company to use

effectively its assets. EBIT = Earnings beforeliest and tax
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ROA=_ EBIT
Total assets

ROS — Return on Sales
ROS is crucial for measuring company’s effectivengfe ratio states how much

CZK of net income was acquired from sales.

Netincome
Sale!

ROS=

Operating expenses to sales

According to my experience, operating expensesates ratio is one of the most
monitored ratio in most of the industries, espégiah the time of current economic
recession. It compares operating expenses to saldsstates how much CZK of expenses
company has to use to generate 1 CZK of sales.

Operatingexpenses

Operatingexpensego salesratio =
Sale:

1.4.3.2 Liquidity ratios

“Liquidity ratios measure company’s ability to $ettip its due liabilities. They
should answer the question, whether a companybeilible to pay its debts when they are
due.” (Synek M. a kol., 2007)

Reporting ability of liquidity ratios varies acciing to target group of FA users, as
each group prefers different value of liquidity. M@ement prefers high values of liquidity
as the lack of it may consequently cause decreiapeofitability, partial or complete lost
of capital investments or lost of control over tt@mpany. On the other hand, owners
would prefer low value of liquidity, as current assrepresent ineffective mean of keeping
financial resources, which can consequently leadidorease of profitability of equity.
Creditors as well as customers and suppliers phedgrvalue, as the opposite would mean
delay or loss of interests and principal paymengspectively inability to perform a
contract. (Rc¢kova, 2008)
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Cash ratio

Cash ratio compares due liabilities to presenthgilable financial resources.
Financial resources include not only cash and mamegurrent account, but also cheques
and current negotiable securities. According todBzainistry of trade the recommended

value is around 0.2.

Shortterm financial assets
Shortterm payables

Cashratio =

Quick assets ratio (Acid test)

It is not always possible to transform supplie® icash or its equivalents quickly,
therefore inventory is not included in the ratioidentify instant solvency of a company.
Optimal value is within <0.7; 1.0>. If the resudtaround 1.0 the company should be able

to settle up its liabilities without having to seilpplies.

Currentassets- Inventory
Shortterm payables

Quickassetsatio =

Current ratio

Current ratio compares total current assets tatgleom accounts payable. The
value indicates how many times is a company ablsatisfy its creditors if it would
transform all its present current assets into cBslsommended values are within <1.5; 2>,
nevertheless there are different approaches tov#lees according to management
preference of either high revenues or low risk. $&owative strategy (low risk)
recommends values above 2.5. On the other han@sgige strategy recommends values
within <1; 1.6>.

Currentassets
Shortterm payables

Currentratio =

1.4.3.3 Assets utilization ratios
Assets utilization ratios compare balance sheetstésupplies, assets) to income
statement item (sales) and measure the manageifresgeats in a company. In other words

they state how many assets a company had to ysedace sales. Generally can be said,
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that the higher the ratio value is the better, lon ather hand, if we measure the ratio in
time as for example inventory turnover period,rie is opposite (the lower the better).

Inventory turnover ratio
“States how many times is each item of inventoty sod stocked up again.”
(Kislingerové, 2007)

Sales

Inventoryturnover ratio = ——
Inventory

Inventory turnover period

Inventory turnover period is deduced from previoaiso and indicates the period
from stocking up of inventory item until the timé its usage or sale. In other words the
ratio measures the period (in days) needed tofoansnventory into cash.

Inventory
Sales

36C

Inventoryturnover period =

Total assets turnover ratio
It is a complex ratio which measures the effectess of total assets.

Recommended value is 1.5 or at least above 1.

Sales

Total assetdurnoverratio = ———
Total assets

1.4.3.4 Leverageratios

“The term leverage denotes the fact that compargs Umbilities to finance its
assets.”(Ruackova, 2008) Leverage ratios provide us with theessary information for
finding the best capital structure of a companye- ¢ptimal balance between equity and
liabilities The advantage of usage of liabilitissin the principle of leverage effect (tax
shield) which lowers the price of liabilities by tinog the interest expanses among tax
deductible items. On the other hand it is impossiol use only liabilities as law sets a
minimal equity and high leverage also means lowiktp Therefore the leverage ratios

are used to find the appropriate balance of liaédiand equity.
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Debt ratio

Debt ratio indicates to what extent a company Uisddlities to cover its assets.
Ratio represents the number of liabilities on 1 CaKassets. The output of ratio should
not exceed 0.5, since coverage of more than 508ss#ts by liabilities may be risky. Thus
creditors prefer low results of the ratio, sincengans better stability. On the other hand
owners prefer higher proportion of liabilities snd increases profitability by leverage
effect. (B&inova and Vo#akova, 2004)

Debt ratio = Total liabilitie s
Total assets

Time interest earning ratio (TIE)
TIE ratio measures ability of a company to payinterests. Values around 1 are

considered dangerous. Recommended value is 3.

EBIT
Interest Expenses

TIE ratio =

1.4.4 Cumulative indicators

“Cumulative indicators aim to indicate overall chateristics of financial and
economic health of the company by a single numBer.that account their reporting
ability is lower and they should be used merelydoick and global comparison among

companies or they can serve as a background fahduevaluation.”(Rac¢kova, 2008)

1.4.4.1 DuPont analysis

“DuPont analysis extents the reporting abilitytbe Return on Equity ratio (ROE)
by breaking it into three main components: profargin, asset turnover and leverage
factor. By breaking the ROE into distinct partsyestors can examine how effectively a
company is using equity, since poorly performingiponents will drag down the overall
figure. To calculate a firm's ROE through Du Ponadysis, we have to multiply the profit
margin (net income divided by sales), asset turn(sades divided by assets) and leverage
factor (total assets divided by shareholders' gquibgether. The higher is the result, the
higher is the return on equity.”

(http://www.investorwords.com)
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In practice we can usually come across the anaty®gher ROA or ROE ratio:

EBIT _ EBIT, Sales
Total assets Sales Total assets

ROE= ROA* Leveragesffect

_ EBIT _EBIT, Sales | Totalassets
Equity Sales Totalassets Equity

ROE

1.4.4.2 Altman model (Z score)

Altman’s analysis measures overall financial lmeafta company and on account
of that it is able to predict possible bankrupt€iie main advantage of the analysis is that
the result is a single number which provides u$wsimple and useful tool for comparison.

Easy interpretation of the output of Altman modalised its frequent usage.

On the other hand a single number can not infoompdetely about overall
financial health and therefore it is to be consdeonly as crude information and should

be further analyzed.

The final version of Altman model combines 5 rat{originally 22) and connects

them to particular values according to their repgrability.

There are more versions of Altman model accordmthé form of enterprise. For
our purpose the version private firms would seheshiest.

Z' Score Bankruptcy Model:
Z'=.717T + .847T% + 3.107% + .420T, + .998T

T, = (Current Assets-Current Liabilities) / Total Ats
T, = Retained Earnings / Total Assets

T3 = Earnings Before Interest and Taxes / Total Asset
T, = Book Value of Equity / Total Liabilities

Ts = Sales/ Total Assets
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Zones of Discrimination:
Z'> 2.9 -“Safe” Zone
1.23<Z7'<2.9-“Grey”’ Zone
Z' < 1.23 -“Distress” Zone
(http://en.wikipedia.org)

1.4.4.3 Kralicek quick test
Kralicek quick test was created by economist Riligek in 1990 as a simple and
quick tool for comparison of company performand@sick test consist of four ratios and

evaluation marks for the result of each.

Table 1 Kralicek Quick test — Evaluation chart

Ratio Excellent | Very well Well Poor Danger
1 2 3 4 5

Debt settlement
period < 3 years <5 years <l2vyeans >12years > 3Gye¢ar
Equity / Total
assets > 30% > 20% > 10% > 0% Negative
Operating CF /
Sales > 10% > 8% > 5% > 0% Negative
ROA > 15% > 12% > 8% > 0% Negative

Source: KISLINGEROVA, E., HNILICA, J., Finai analyza: krok za krokem, Praha: C.H. Beck, 2005
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Il. FINANCIAL ANALYSIS OF THE
VALCOVNY PLECHU BESS, LTD.
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2 COMPANY CHARACTERISTICS

2.1 Basic information

Full name: Vélcovny plechu BESS, Ltd.
Date of establishment: 4" of April 1995
Way of establishment: The company was established by Valcovny plechu,

a.s’ the only partner.

Address: Krizikova 1377, 738 02 Frydek - Mistek
CIN 623 62 411

Legal form: Limited liability company

Statutory body:

Executives: Ing. Miroslav Svoboda, PIN 520729/290

Frydek-Mistek, 1. maje 1798, BS38 01
Position established:™f September 2001

Ing. Zdewk Fluxa, PIN 500713/013
Ostrava, Krasné Pole, Vodarenska 6171 P35 26
Position established: T®f March 2004

Zdergk Michenka, PIN 551118/0510
Frydek-Mistek, Liskovecka 294, PS38 01
Position established:"f April 2006

Partners: VALCOVNY PLECHU, a.s.
Frydek-Mistek, Kizikova 1377

CIN: 146 13 581

Registered capital: 33400 000,- CZK
Paid off: 100%

Source: Register of Companies (http://www.justite.c
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1 czech abbreviation for Joint stock company (theneoi equivalent of the abbreviation in
English)
2.2 Characteristic of the company:

Véalcovny plechu BESS, Ltd. (VP BESS, Ltd.) offityabegun its business
activities on the % of May 1999 as a subsidiary of Valcovny Plechs, @he company
belongs among the most important producers andrrppaviders in the Frydek — Mistek
district. The core of production lies in producticsssembly and repair of the metal
processing assembly lines as well as in produ@rmahtreatment of weldments.

Company’s strategic plans are to consolidate asiedtic and foreign market
positions as the producer of single-purpose mashamel metal-processing assembly lines.
On top of that the company intends to foster ifati@nship and cooperation with its
business partner — DISA Industries, Herlev (Denmark

Vélcovny plechu BESS, Ltd. owns several significegtificates such as:
e 1SO 9001:2000 Management of production, assembdyrapair of single-purpose
machines, metal processing assembly lines andiekaevices.
» Certificate of competency for welded constructiansl construction parts with the
extension for welding of metal construction of aan
e License from ITI Ostrava for production, assemblyd arepair of particular

pressure, gas, lifting and electrical devices.

2.2.1 Market position of the company
Trend of previous years has been in stabilizatibthe repair and other activities
realized for Valcovny Plechu, a.s. at 18% of prdohuc The rest of the company’s

production is determined for domestic and foreigarkats.

Division of sales according to market of their gemation:
Sales of the company in 2007 were 107.146.000 CZK

Valcovny plechu, a.s. ........ccovvvviviiiiiiinin e 18%
Domestic market (except of VP, a.s.)....................43%
Foreign markets(export)..........c.ocoveviiiiiinneen....39%

Significant domestic customers are:
DISA INDUSTRIES, a.s.
HUISMAN KONSTRUKCE, Ltd.
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KOFING, a.s.

ITS BENDA, Ltd.
ARCELORMITTAL STEEL OSTRAVA, a.s.
BONATRANS, a.s.

Significant foreign customers are:
DISA INDUSTRIES, A./S.

OY MECLIFT, Ltd.
Source: Annual report VPBESS, Ltd. 2007

Table 2 SWOT analysis — VP BESS, Ltd.

Strengths

Weaknesses

History, tradition, experience
Qualified employees

Strong  background (as
subsidiary company of Valcovn
plechu, Inc.)

Wide product range

Member of ArcelorMittal group

the o

Competition in the region

Lack of own premises

Necessity of investments into ng
technologies

Partial dependency on its propriet(

PW

DI

Opportunities

Threats

Cooperation with Disa Industries

exploration of new markets
technology

Eastern markets

Specialization in particula

technologies

=

Economic crisis

Consolidation of Czech currency
Unreliable customers

Economic problems of controllin

company

Table 3 Number of employees — VP BESS, Ltd.

2003

2004

2005 2006 2007

Number of employees

140

133

126 125 133
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2.3 Characteristics of the field of enterprist

According to OKE (Industry divsion of economic activitie core of the
company’s production lies in the group — Production of metal constructions and m
products. Nevertheless in order to increase thdymts”addedvalue VF BESS, Ltd. also
subsequently assembles its metal products intoneagng device, and on that account
the company gains the character of engineeringstnguThus VI BESS, Ltd. should be

classified into the group z— Production and repair of machines and dev

There are several subdivisions according to thdymbrange. As V BESS, Ltd. is
not specialized in machines for a particular industwould classify it into subdivisio
29.2 —Production of machines for general purposes. Bglowcan find a graph showir
the structure of the whole OKE29 according to the subdivisi¢' share to entire indust

annual sales.

Graph 1Subdivisions of the OKE29 according to the sales of products and serviit
2007

. 29.4 Production of .
29.3 Production of machining devices 29.5 Production ¢

agricultural a.nd 9% other functiona
forestry machine. machine
27%

5%
29.6 Production an
|___repair of weapons ar
ammunition
2%

29.2 Production of__,
machines for general
purposes
31%

\29.7 Production ¢

) devices for househc
29.1 Production of 6%

devices for production
of mechanical energy
20%

Source: WWW.Mmpo.cz

2.3.1 Basic production characteristics of the OKIC 29

Sales of products and services as well asaddedvalue showed steady incree
within 2000 and 2007. This positive trend was cdusgmany factors, for example Cze
republic’s joining the EU or more significantly cplation of transformations ar

recorstructions of many subjects in the fiel
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On the other hand the field also witnessed a groeftlcosts in the perioc
Especially in the second half, when there was adt& increase of 15%. Crucial asp

of this development is the price of raw meals and energy.

International trade reported negative balance up2@®2. Nevertheless il
competitiveness of the OKE29 products grew afterwards due to foreign invesiis
implementation of new knc-how and effective technologies. Czech republicining the
EU meant a significant stimulus for improvementttod balance due to improved exp
conditions. The positive growth continued becauddewestments into research, increas
qualification of employees and companies” adjustm&n competitive evironment.
Nonetheless towards the end of the period a negatifect of consolidation of Cze:

currency was witnessed. Consequently the balarmetiyiwas reducec

Important contribution to the growth of entire irstity is the system of investmel
stimulae introduced by Czech government. Overlook akign investments into tt

industry is shown below in the gra

Graph 2 Foreign investments into OKE29

Direct foreign investments into OKEC 29 (in mil. CZK)

47 856,90

50 000,00
39462,40

40 000,00 30 622,90

25 887,30

30 000,00 22 937,60

15 560,40
20 000,00 4074,40

10 000,00

0,00 Ll T T T T T T 1
2000 2001 2002 2003 2004 2005 2006

Source: WWW.Mmpo.cz

OKEC 29 is a traditional and one of the most signiftcamdustries inCzech
Republic. It can be stated, that general enginge as this division is also ced — has
been consolidating andas proved steady growth. Positive feature is #gaining of

traditional export territorie (Www.mpo.cz)
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3 FINANCIAL ANALYSIS

Financial analysis begins with horizontal and waitanalysis oitems of balance
sheet ad income statement. The analyses in us dout development (the items in

time and about their percentage share to the steiof thestatements

3.1 Horizontal analysis of the balance she
Graph 3Asset items developme VPBESS, Ltd. 200— 2004

Asset items development
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Source: own calculatic

In the period under consideration BESS, Ltd. showed consolidation and ste
development of asseti.is noticeabl that all asset itemgnderwent similar developme
There wasa drop of current assi (-43.2%) and non currerdsset (- 28.2%) at the
beginning of the period, whi- was caused mainlyy a decrease of merchanc (-100%)
anddecrease of short term receival (-53.9%)respectively by sell out ancepreciation of
tangible assets. This downturn was compensatedeoyedse in short term payabl
Nevertheless iis only reflected in the graph as the growith the subsequent ped.

Towards the end of the period as tend to level off.

Graph 4Liabilities items developme— VPBESS, Ltd. 200- 2007
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Liabilities underwent similar process of stabilinatas assetAt the beginning of
the period liabilitiesespecially short terr payables, plunged down78.8%). The process
was caused by paying off the short term payabtes tommercial relations. Consequer
this fluctuation affected evelopment of total liabilitiesOn the othe hand the fluctuation
of total liabilities wasdecreased by even development of the eqTherefore the curve of
total liabilities & equity resembles the curvef liabilities, but in lower osclations. The
stability of equity is obviol, as the substéial part is created by constant registe

capital, on that accoufliuctuations of incomes can affect total equityyoslightly.

3.2 Vertical analysis of the balance she¢t
Graph £ Assets structure — VP BESS, Ltd. 20Q80G7
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Vertical analysis of assets shov that current assets significantly prevail r
current assets. The fact is caused mainly by ldcloven premises.Company leases

premises and some of the machinery from its cdimgotompaly —Vaclovny plechu, a.

Graph 6Current assets structu~ VPBESS, Ltd. 200- 2007
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Structure of current assi fluctuates during the period under consideratAt the
beginning of the perioct is caused mainly by decreasemérchandise and receivab
from controlled and managed orgeations Logical consequence of the decrease of
two mentioned items is the accumulation of curferdncial asse (cash, bank accounts)
which is obvious in theniddle of the periot Towards the end of the perithe production
rose up. Gnsequently the inventory and short term receisabdent up as wel

Graph 7 Equity & Liabilities structur— VPBESS, Ltd. 200- 2007
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The structure of above graph is mainly given byctihations of liabilities. Th
biggest effect had the plunge of liabilities 2004 (- 3133%) caused by peng off the
trade payables (- 324%). Since then liabilitiecunderwent rather stea (growing)
developmentAs for the total equity, it wi mostlyaffected by changes of profit/loss ite
since registered capital remained the same thraugthe whole period. Statutory ful
also undewent slight growing developme Neverthéess in this case we ¢ say that the

development of structure of total equity resembiesdevelopment of profit/loss ite

Graph ¢ Liabilities structure, VP BESS, Ltd. 20030607
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The structure ofliabilities at the beginning of the period was pednantly
affected by very highroportion of trade payables ($8%). After the reduction of tr
trade payables the structure became more balammadartheless short term payak

remained predominant

3.3 Horizontal analysis of the income statemel
Graph 9Revenues development, BESS, Ltd. 200- 2007
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0,020

There is a notable growth of most of the itemdhathieginning of the perioFor
example interest revenues went (+ 105%) because of increase of money on t
accountNevertheless it is crucial for \ BESS, Ltd. as the production company to foll
the production item. As we may notice there iseatteadygrowing development of the
item, nevertheless even slicchanges mean significant alterations to profit/item. It is
so, because the numberf production item are high. herefore for example the char
between 2006 and 2007 (+30%) meant 935K CZK, although it is not really noticeal
from the graph.

Therefore in my opinion the reporting ability of haointal analysis is limid as it
doesn’t involve the weight of the particular itearsd the value of their chan¢ (their
reporting ability) As | mentioned above, there might be a slighingleaof a crual item
(production) which affects the entire annual profit/loss. @a dther hand a huge char
of a less important item (interest revenues), daesecessarily have to ran any
significant alteration tgrofit/loss. Furthermore for layman arsit mayappear from the
graphthat the items underwent negative developi (especially at the beginning of t
period) even though it is not slt is crucial to realize, that the lines in the mtashow

increases and decreasesthe development of an item, nitg actual stat Although some
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of the lines indicate decrease, it is odecrease of development, not a decrease |
state. Therefore the state of an item might beesming, although the development sl

down (the line of the graph goes dov

Graph 1C Expenses development — BESS, Ltd. 20( - 2007
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The most significant item of exnses is the production consump, as
production is the key factor for generation of griafss. At the beginning of the perit
production consumptic (especially consumptionf material and energ- + 113.3%)
recorded significant grow (85.2%) The growth is @&onsequence ' transfer of the
assembly line Jorns from merchandise item into riatiéen, which considerably affecte
consumption of material as well as salCustomerKovona Karvina, a.s. decided not
purchase the Jorns assembly line as a merchandisseparate order @ssembly, but as
a product with assembly included in the price. $heation went back to normal 2005
when produdbn consumption decreased by8% (consumptin of material and energ-
36.3%). Since 2005 production consumption has repateady cowth due to increase

production.
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Graph 11Profit/loss developmer VPBESS, Ltd. 200- 2007
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Since 2003 VRBESS, Ltd. has generated profather even growth of profit/lo:
of current period was interrupted in 2004, wrthe profit/loss decreased by 2%,
nevertheless remained in positive valThe fact was caused loigcision of the controllin
company (the only partner) to create reserves cerhawl of machine. Since 2005

company reported growth of profit/loss of curreatipd.

Graph 12Added value developme- VPBESS, Ltd. 200- 2007
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Although the profit/loss of current period is uduyathe most followed itenr
regarding the fact, that | analyze production conypahe biggest reporting ability of tl
state of production lies in the added value items. fér the added ‘lue, the company
shows positive annual growth, with the exceptior2@®6, when there was a decrease
6.2% dueto the decrease of revenues own products and services. The decrease
caused byhe fact that VPBESS, Ltd completed work on 2 asderines for controlling
company Valcovny Plechu, a.( - 18 122K CZK)
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3.4 Vertical analysis of the income stateme!
Graph 1! Revenues structure — VP BESS, Ltd. 208307
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The structure of renues once again proves the faeat VF BESS, Ltd. is a
production company. Thproduction revenues indicator has significant répgrability,
since it apparently creates the majority of toeenues. Nevertheless to amplify
reporting ability of production revenue indicatwe have to compare it to producti
consumptior(see Added value

Graph 1< Expenses structure — VP BESS, Ltd. 202307
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VPBESS, Ltd. managed to keep the proportion of quersl expenses -
production consumptiolapproximately on the same level with one etion. In 2004
production consumptioiconsiderably exceled personnel expenses by 22.3% due tc
already mentioned transfer of Jorns assembly Imenfmerchandise to material ite
Despite an increase of wes and salaries, VP BESStdL avoided any significant rise
personnel expenses by reduction of employees id.208vertheless in 2007 the comp:
had to hire new employees due to increased pramuand consequently person

expenses reported growi+ 12.9%).
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3.5 Profit/loss developmen

Profit/loss indicator has rather strong reportibdity especially for layman user

since it states, whether a company actually eamsesn Nevertheless it provides us o

with the top figuretherefore the information is very general. To béedb answer th

guestion how the profit/loss was generated, we haanilyze the income statement (s

vertical and horizontal analysis of income statem:

As for VP BESS, Ltd. we can observe pcve development of profit/los

especially since 2005. The decie in 2004 is the consequencetioé Jorns assembly lir

effect.

Table 4Profit/loss developmer VPBESS, Ltd. 200- 2007

In thousands CZ 2003 2004 2005 2006 2007
Operating profit/loss 632 118 72¢ 2321 3 446
Profit/loss from financial o -102 26 53 -8 488
Extraordinary profit/los 0 0 -22¢€ 0 -9
Profit/loss of the current peri 963 56 625 2528 3285
Profit/loss before tax 530 144 77¢€ 2 313 3934
Profit/loss before tax arinterest 530 144 77¢€ 2 313 3934
Interest cost 0 0 0 0 0
Income tax on ordinary activiti -433 88 15¢ -215 649

Source: own calculation

Graph 15Profit/lossdevelopment 2003 — 2007 — BESS, Lic
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3.6 Cashflow analysis
Cash flow statement provides us with overlook ahpany’s cash management

records all money incomes and expenditures atirthe @f their realization, therefore it
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able to show cash balance at any point. It mighofoen interest fc business partner, as

well as for other creditor

Table 5Simplified Cash flow stateme— VPBESS, Ltd. 200- 2007

Cash flow 2003 2004 2005 2006 2007

Profit/loss of current period 963 56 623 2528 3285
Cash in hand and fin. equivale+

beginning of the peric 2528 7948 1167%| 33494 29242
CASH FLOW operating activities 7823 4415 2465¢ -1841 590
CASH FLOW financial activitie 0 0 0 0| -5000
CASH FLOW investing activitie -2403 -688| -2837| -2411] -3213
CASH FLOW in total 5420 3727] 2181¢| -4252] -7623
Cash in hand and fin. equivaler~

end of the period 7948 11675 3349¢| 29242 21619

Source: own calculation

Graph 16Profit/loss of current period and Cash flow devefgnt— VP BESS, Ltd.
2003 - 2007

Profit/loss of current period and Cash flow
development

25000
20000 -
15000 -
10000 A

D

5000 A o o
0 E —— I ——E—I—'*-Iﬁ
-5000 A G

@
-10000

2003 2004 2005

©— Cash flow
—e—Profit/loss of current period

2006 2007

Source: own calculatic

The above graph proves the fact that positive droeft profit/loss doesn
necessarily have to involve positive growth of mpresources (and vice versAlthough
the fluctuation of cash flow curve is variable, thgress of profit/loss curve is rar
steady. For examplegwards the end of the period BESS, Ltd. invested some of its fr
money resources (new machinery, payment of proéres), which caused negative ¢

flow and decrease of cash. Nevertheless profitbssirrent period repord growth.
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3.7 Subtractive ratios - Net working capital analysis
Table 6 Net working capital development — VP BES$,2003 - 2007

In tfgzu;ands 2003 | 2004 | 2005 | 2006 | 2007 |04/03 05/04| 06/05| 07/06

NWC 34 202| 34 711| 37 330| 38 578| 34 674| 1,015| 1,075/ 1,033| 0,899

Source: own calculation

NWC has s strong reporting ability for managergditors and other possible
business partners. As NWC is a difference betweerest assets and short term payables,
it provides managers with relatively free resouyagbich are used to secure a smooth
production. On the other hand NWC reports the esgleusers of FA about credibility
(solvency) of the company. If the result is pogtiy means, that company is able to settle
its debts in relatively short time, since curresgets are either cash or items, which can be

transformed into cash quickly.

The positive outputs of the NWC ratio are listedthe table above. VP BESS,
Ltd. keeps its current assets at relatively highues (especially bank account) since it
lacks own premises and consequently the propodi@urrent assets on total assets is high
(see Graph 5). This fact, along with sound propartf short term payables, provides the

company with disposable resources and underlisezeadibility.
3.8 Analysis of selected ratios

3.8.1 Profitability ratios
Table 7 Profitability ratios — VP BESS, Ltd. 2003007

Profitability | 2003 | 2004 | 2005 | 2006 | 2007 | 03/02| 04/03 | 05/04 | 06/05

ROA 0,64%| 0,30%]| 1,43%| 4,13%| 6,93%| 0,47 4,78 2,88 1,68
ROE 2,72%| 0,15%]| 1,68%| 6,39%| 8,68%| 0,06 10,94 3,80 1,36
ROS 1,50%]| 0,06%| 0,61%] 3,11%, 3,01%| 0,04 10,44 5,06 0,97

Op. expenses
to Sales ratio 1,042 1,068 0,911| 1,024/ 0,984 1,03 0,85 1,12 0,96

ROCE 1,37%| 0,37%| 1,81%| 5,11%| 9,16%| 0,27 4,90 2,82 1,79
Source: own calculation
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Graph 17 Profitability ratios — VP BESS, Ltd. 2002007
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From the above graph we can deduce, that profiiybratios copy the
development of net income (ROE, ROS), respectiEe®T (ROA). This is caused L
ratherconstant development of equity i assets (ROE, ROA) and by the fact that mo:t
the net incomés created bproduction — thus sales (ROS; sa@aph 13.

VP BESS, Ltd. reported positive growth of the threestmiollowed ratios sinc
2005. The drop in 2004 was caused by low profit/laghich was the consequencethe

already described Jorns assiy line transfer.

Although the ratios” outputs cojthe development of net incol their reporting
ability is stronger than the orof the net income itselfAs mentioned in theoretical pa
the strongest reporting ability of the profitalyilitatios is for shareholders, busin
partners and investors. Net income itself can mftnem whether the company’s activit
led to positive or negative output, bt doesn’t state to what extent the output is rele
for them, respectively for the capital they invest Thereforethe fact, that the ratic
compare two indicators, maktheir reporting ability more specifand relevar.

3.8.2 Liquidity ratios

Liquidity ratios have three degrees according to used indécaod theil
reporting ability. Current ratio provides rathemgeal information, since it includes .
current assets regardless their ability to be toamed to money. Quick assets re
excludes invetory, nevertheles it still involves receivableegardless their enforceabilit

Cash ratio is considered to be the most strictlaftios, since it involves only short ter
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financial assets (money). It states whether a comman settle its debts the certain

moment.
Table ¢ Liquidity ratios — VP BESS, Ltd. 2002007

Liquidity 2004 | 2004 | 2005 | 2006 | 2007 | 03/02 | 04/0z | 05/04 | 06/05
Current ratio 1,80| 4,82| 430| 460/ 351 2,68 0,89 1,07 0,76
Quick assets

ratio 0,93| 291| 367| 365 257 3,12 1,26 0,99 0,70
Cash ratio 0,19 1,29| 296| 2,73| 157 6,93 2,30 0,92 0,57
WC / Assets 0,41| 0,72| 0,69 069 0,61 1,75 0,95 1,00 0,89

Source: own calculation

Graph 1¢ Liquidity ratios — VP BESS, Ltd. 2002007
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Although it may not seem so the closest to idearécommended values) is 1

year 2003. Since then the valuare far above recommendati, which may indicate

either company’s conservative policy or more prbpdbis caused by the structure

assetsAs for the assets” structure, abs¢ of own premises lowers the non current as

and consequently currentsets create substantial part of total a: (see Graph 5.). On

that account current assets (especially bank atcconsiderably excer short term

payables.The above numbers suggest that BESS, Ltd. is a very stable and s

company for business paers and creditors. It is predominantly the conseqeeof

operational leasing of premisfrom controlling company VP, a.blevertheless, accordit

to my opinion, managers should reconsider keepmmgnach money resources on bz

account and findmore proitable investment.For example, non current assets(r
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technologies), state bonds with safe and stabkrast or on the other harthey can
undergo a risk and invest on stock exchange, whialid bring high returns

3.8.3 Assets utilization ratios

Assets utization ratios inform investors about effectivened utilization of tota
assets, respectively about zation of their investment. Recommended value %s Aut
general rule for utilization is the higt the better. Managers cafso useinventory ratios
(especially inventoryurnover perio) to optimize the amount of inventory in the compe
The general rule for measuring the successfulnkegs/entory management is the low

the better since the company can save on storaie.

Table 9Assets utilization ratio— VPBESS, Ltd. 200- 2007

Assets utilization | 200Z | 2004 | 2005 | 2006 | 2007 | 03/02 | 04/0% | 05/04 | 06/05

Total assets
turnover 0,77 198 187 145 1921 255 095 0,78 1,32
Inventory turnover 1,7:| 5,47| 14,35 7,94 8,41 3,16, 2,62] 0,55 1,06
Inventory turnover

period 20¢ 66 25 45 431 0,32| 0,38/ 1,81 0,94
Receivables
turnover 2,01| 6,46/ 12,54/ 8,30/ 7,86 3,21/ 1,94/ 0,66 0,95
Receivables

turnoverperiod 17¢ 56 29 43 46 0,31 0,51 1,51 1,06
Source: own calculation

Graph 1¢ Assets utilization — VP BESS, Ltd. 202807
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Although VPBESS, Ltd.begun the analyzed period in relatively negativieies,

since 2004 it reprted significant improvement all of the ratios. It is due tdecrease of
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inventory and receivables caused by disl of merchandise (Jorns assembly ),
respectively decrease of trade receivables. Framabove graph it is clearly noticeak
that the best results were achiein 2005, since company reported high sales 383K
CZK) along with relatively low state of inventory (7068BZK) and receivables (808€
CZK).

3.8.4 Leverage ratios

Outputs of leverage ratios can be seen from twatpaf view. (wners would
prefer higher valug because of leverage effect enhancing profitghilit equity. On the
other hand the reporting ability for credit is obvious, since lower values mean be
stability and credibilityLeverage ratios can also help managers to he best structure of

equity & liabilities.

Table 1(Leverage — VP BESS, Ltd. 2003007

Leverage 2003 | 2004 | 2005 | 2006 | 2007 | 04/03 | 05/04 | 06/05 | 07/06

Debt ratio (total
leverage) 55,50%| 24,17%| 31,59% 29,31% 33,3294 0,44 1,31 093] 1,14
:-Ong‘te”" 1,45%| 2,07%| 1,33%| 0,83% 0,60%| 1,43| 064 062 0,72
everage
Source: own calculation

Graph 2( Leverage — VP BESS, Ltd. 2003007
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VP BESS, Ltd.reported positive values of total leverage sin004. In 2003 the
total leverage reached 5%, which is considered to be risky situation. Bitaation wa:s

caused by considerable amount of trade payalt can be stated, that the debt ratio coj
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the development of short term payables, since tiregte main part of liabilities (see
Graph 8.). Other aspect, which positively affetis yjood results of debt ratio is the big
and constant amount of equity, provided by coritrglicompany VP, a.s. Long term
leverage showed minimal values, since company tigs€ any long term bank accounts,

thus the long term leverage consist merely of defetax liability.
3.9 Cumulative indicators

3.9.1 Du Pont analysis
Du Pont analysis improves reporting ability of eatiby breaking them into
particular components. By doing so, it can revlal areas managers should focus on to

improve the overall indicator.

Table 11 ROA analysis — VP BESS, Ltd. 2003 - 2007

ROA 2002 2003 2004 2005 2006

Net Income / Sales 0,015 0,001 0,006 0,031 0,030
Sales / Total Assets 0,775 1,978 1,870 1,451 1,922
NI/S*S/TA 0,012 0,001 0,011 0,045 0,058
NI/ TA = ROA 0,012 0,001 0,011 0,045 0,058

Source: own calculation

From above graph it is clearly noticeable, thatititkkcator, which drags down the
whole ROA ratio is the Net Income / Sales ratioarAling number appeared in 2003,
when although the profitability of assets was re&y high, the net income generated
from sales was extremely low. The fact was causethé case of Jorns assembly line in

2004. The positive growing trend is reported si@084, which is again consequence of

increasing Net Income/Sales ratio.

Table 12 ROE analysis — VP BESS, Ltd. 2003 - 2007

ROE 2003 2004 2005 2006 2007

Net income / Sales 0,015 0,001 0,006 0,031 0,030
Sales / Total assets 0,775 1,978 1,870 1,451 1,922
Total assets / Equity 2,345 1,320 1,464 1,416 1,500
(NI/S) * (SITA) * (TA/IEQ) 0,174 0,057 0,005 0,078 0,009
NI/ Eq = ROE 0,027 0,002 0,017 0,064 0,087

Source: own calculation
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ROE analysis adds to its calculation leverage effeositive impact of leverage
effect on ROE begins when its values reach abowe dase of VP BESS, Ltd. the greatest
effect can be noticed in 2003. Despite reportingelo values since 2004, the leverage
effect was still improving the ROE. Neverthelessrantioned above, the biggest impact

on ROE has the return on sales ratio.

3.9.2 Altman model (Z — score)
Altman model was created to indicate possible tutlgvelopment of a company,

regarding either bankruptcy or profitability.

Table 13 Altman index — VP BESS, Ltd. 2003 - 2007

Weight Altman index
2003 2004 2005 2006 2007
3,107 0,020 0,009 0,044 0,128 0,215
0,998 0,773 1,974 1,866 1,449 1,918
0,420 0,323 1,316 0,908 1,012 0,840
0,847 0,013 0,039 0,035 0,042 0,001
0,717 0,296 0,518 0,494 0,494 0,438
Z — score 1,425 3,856 3,347 3,125 3,413
Interpretatior] Grey zone OK OK OK OK

Source: own calculation

VP BESS, Ltd. appeared in grey zone at the beginafrthe period. Since 2004
company managed to range in safe zone, which itegiqaositive development and averts

danger of bankruptcy.

3.9.3 Kralicek quick test
Quick test aims to evaluate a company situatiom Isyngle number. To find the
number it combines four ratios in two areas. Quiekt uses school marks for clear

evaluation.

Table 14 Quick test — VP BESS, Ltd. 2003 — 2007

QUICK TEST indicators 2003 2004 2005 2006 2007

Equity / Total assets 42,64% 75,73% 68,26% 70,61% 66,66%
Operating CF / Sales 12,16% 4,64%| 24,32% -2,26% 0,54%
ROA 1,16% 0,12% 1,15% 4,51% 5,79%
Debt settlement period 7 0 -1 3 0

Source: own calculation
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Table 15 Quick test evaluation chart

QUICK TEST indicators 2003 2004 2005 2006 2007
Equity / Total assets 1 1 1 1
Operating CF / Sales 4 1 5 4
ROA 4 4 4 4 4
Debt settlement period 1 1 1 1
Source: own calculation

Table 16 Quick test results — VP BESS, Ltd. 2007
QUICK TEST indicators 2003 2004 2005 2006 2007
Financial stability 1,5 1 1 1 1
Revenue situation 2,5 4 2,5 4,5 4
Overall situation 2 2,5 1,75 2,75 2,5

Source: own calculation

From the above table it is easily noticeable thBtBESS, Ltd. is financially very

stable since the average mark in the area is letemie situation of the company is

evaluated by average mark 3.5. The final resuljutk test is 2.3, which is an average

mark combining results of both areas during thdyaed period. According to my opinion

the final mark 2.3 indicates, that the company nstlee edge of positive and negative

development in the future. The area of improvementdlear. Since financial stability is

almost perfect managers should focus on reventiesisn.
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CONCLUSION

As | mentioned in the introduction, there were tgamls of the bachelor thesis.
Firstly 1 focused on clarification of financial s&aents, indicators and ratios used in
financial analysis. Secondly | used the clarifiemtements, indicators and ratios to analyze
and evaluate real company — Valcovny Plechu BES®S, L

As for the theoretical part | focused on answerbagic questions regarding
financial analysis: What is it? What does it defldfeho is it related to? The very first part
describes financial analysis as a whole, its sauarel target groups. Second part focuses
on methods of financial analysis and describesquéat indicators, ratios and processes
used when analyzing a company. Whether or not lr#fication was successful is to be

left for consideration of each reader.

The practical part was elaborated with focus onlaqgtion of causes of given
results. Nevertheless the primary function of asialyis to evaluate the company’s
financial health. Therefore | will summarize thesuks and evaluate the company at this

point.

VPBESS, Ltd. showed positive results in most of theasured quantities,
especially towards the end of the period. As fafipability ratios VPBESS, Ltd. reported
positive growth since 2005. The drop in 2004 wassed by low profit/loss, which was the
consequence of the Jorns assembly line case. All profitability can be seen as strength

of the company.

According to liquidity ratios VPBESS, Ltd. can bensidered as extremely stable
company. Liquidity ratios significantly exceed tlteeommended values since 2003 due to
high proportion of current assets (especially bartount). | would suggest investing some

of company’s free resources into for example neWrtelogies or securities.

Assets utilization ratios show considerable fluttres at the beginning of the
period. On the other hand we can witness consaidat 2006 and 2007. The best result

was achieved in 2005 and should serve as an exdarptenagers.

Company seems to find ideal state of indebtednessrding to leverage ratios.
Since 2005 the debt ratios fluctuates around 30%hwkhows good credibility of the

company and still makes the leverage effect work.
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Cumulative indicators reported that there is no edrate danger of bankruptcy
and predicted that company should be profitablthéenfuture. Nevertheless they revealed
also an area of possible improvement. It is thex akrevenues and especially sales.
Indicators including sales reported relatively riagaresults therefore managers should

focus on sales and generation of profit from sales.

Current economic recession will definitely test gamy’s financial health.
Nevertheless VPBESS, Ltd. became part of ArceldeMligroup in 2005 and | presume
that having such strong background, VPBESS, Ltt.stand the financial crisis.

All in all according to my opinion VPBESS, Ltd. stable, healthy and credible
company. Financial analysis didn’t reveal any seriproblems, nevertheless there is

always a space for improvements (sales).

| wish VPBESS, Ltd. all the best in the future.
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APPENDIX P I: BALANCE SHEET - VPBESS, LTD. 2003 - D07

Assets (in thousands CZK) 2003 2004 2005 2006 2007
Total assets 82986/ 48080 54225 56033 56779
B. Fixed assets 5931 4261 5578 6739 8269
B.l. Intangible assets 0 0 0 93 27
3. Software 0 0 0 93 27
B.Il. | Tangible assets 5031 4261 5578 6646 8242
3. | Machinery, tools and equipment 5931 4261 5578 6646| 8242
C. Current assets 77039 43787| 48 646] 49282 48483
C.. Inventory 37128 17379 7066 10239 12976
1. | Material 6458 5773 4508 3882 5701
2. | Work in progress and semi-products 52211533 2558] 6155 7230
5. | Merchandise 25400 0 0 92 45
6. | Advance payments for inventory 46 73 0 110 0
C.lll. | Short term receivables 31963 14733 8086 9801 13888
1. | Trade receivables 11054 9521 4803 6213] 10300
Receivables from controlled and managed
2. | organizations 16003 4353 1939 3321 3570
4. | Due from state - tax receivables 4860 O 378 211 0
5. | Other receivables 46 858 966 5 18
C.IV. | Short term financial assets 7948 11675 33494 29242 21619
1. |Cash 71 39 82 21 55
2.| Bank accounts 787 11636] 33412 29221 21564
D. Other assets 16 32 1 63 27
D.l. | Accruals 16 32 1 63 27
D.I.1. | Deferred expanses 16 32 1 63 27
Liabilities & Equity(in thousands CZK) 2003 2004 2005 2006 2007
Total liabilities 82986/ 48080 54 255 56 033 56 779
A. Equity 35386] 36412 37037 39564 37849
Al Registered capital 33400 33400, 33400 33400 33400
1. | Registered capital 3340033400 33400 33400 33400
A.l. | Capital funds 107 108 108 108 108
A.lll. | Statutory funds 564 660 666 728 981
A.IV. | Profit/loss previous period 1322 2188 2239 2800 75
A.V. | Profit/loss current period 963 56 624 2528 3285
B. Liabilities 46 058 11 620] 17 140, 16421 18917
B.I. Reserves 2017) 1550f 51000 5250 4770
1. | Reserves under special statutory regulatipn 1400 300f 4600] 4000] 3520
3. | Other reserves 617 250 500 1250 1250
B.ll. | Long term payables 1204 994 724 467 338
Deferred tax liability 1204 994 724 467 338
B.Ill. | Short term payables 42837, 9076/ 11316 10704/ 13809
1. | Trade payables 34514 3434 3539] 4053 5342
Payables to controlled and managed
2. | organizations 355 2005 1762 2162 1899
3. | Payroll 1822 1789 2153 2289] 2534
Payables to social security and national
4. |insurance 820 887 886 1080 1313
5. | Due from state - tax liabilities and sulis$ 199 840 592 256 836
6. | Estimated payables 1685 0 2184 630 1112
8. | Other payables 17 87 153 169 229
C. Other liabilities 734 80 95 113 557
C.l. _|Accruals 734 80 95 113 557




APPENDIX P II: INCOME STATEMENT - VPBESS, LTD. 2003 - 2007

Income statement (in thousands CZK) 2003 2004 2005 2006 2007
l. Revenues from sold goods 0 3 400 0 0 0
A. Expenses on sold goods 0 3400 0 0 0
+ Sale margin 0 0 0 0 0
Il. Production 66873] 95850/ 90351] 83240 108 175
Revenues from own products and
1. services 63796 89540 99084| 79 360 107 146
2. Change in inventory of own products 2928 6310 -8975 3688 1029
3. Capitalization 149 0 242 192 0
B. Production consumpton 31005 57423 47222 42799 60527
1. Consumption of material and energy 20 44643 613 27 793] 30094 41669
2. Services 10559 13810 19429 12705 18 858
+ Added value 35864 38427 43129 40 441] 47 648
C. Personnel expenses 34148 36671 36675 38437 43389
1. Wages and salaries 24 554 26 424) 26 115 27408| 30 725
Social security expenses and health
3. instance 8830 9236 9 407 10045 11 468
4, Other social expenses 764 911 1153 984 1196
D. Taxes and fees 30 27 25 23 54
Depreciation of tangible and intangible
E. assets 1967 2 385 1543 1322 1683
Revenues from disposals of fixed asse
Il and materials 516 2173 2298 1969 2002
Net book value of disposed fixed asset
F. and materials 453 2058 1553 1911 1758
Change in operating reserves and
G. complex deferred costs -4515 -579 4261 -1743| -2036
VI. Other operating revenues 156 124 57 191 294
l. Other operating expanses 3825 144 704 330 1650
* Operating profit/loss 632 118 723 2321 3446
XIV. |Interest revenues 11 116 144 187 491
XV. | Other financial revenues 1 0 5 18 409
Q. Other financial expenses 114 90 96 213 412
* Profit/loss from financial operations -102 26 53 -8 488
S. Income tax on ordinary income -433 88 153 -215 649
1. Due tax 155 298 423 42 788
2. Tax deferred -588 -210 -270 -257 -129
Operating profit/loss from ordinary
i activity 963 56 623 2528 3285
XVII. | Extraordinary revenues 0 0 2 0 0
T. Extraordinary expenses 0 0 231 0 9
* Profit/loss from extraordinary activity 0 0 -229 0 -9
***  Profit/loss of current period 963 56 623 2528 3285
Profit/loss before tax 530 144 776 2313 3934




APPENDIX P llI: HORIZONTAL ANALYSIS OF BALANCE SHEE T -
VPBESS, LTD. 2003 - 2007

Assets (in thousands CZK) 04/03. 05/04. 06/05. 07/06.
Total assets 0,579 1,128 1,033 1,013
B. Non current assets 0,718 1,309 1,208 1,227
B.I. Intangible assets X X X 0,290
3. Software X X X 0,29
B.II. Tangible assets 0,718 1,309 1,191 1,240
3. Machinery, tools and equipments 0,718 1,309 1,191 1,240
C. Current assets 0,568 1,111 1,013 0,984
C.l. Inventory 0,468 0,407 1,449 1,267
1. Materials 0,894 0,781 0,861 1,469
2. Work in progress and semi-products 2,209 0,222 2,406 1,175
5. Merchandise 0,000 X X 0,489
6. Advanced payments for inventory 1,887 0,000 X 0,000
C.IlIl. | Short term receivables 0,461 0,549 1,212 1,417
1. Trade receivables 0,861 0,504 1,294 1,658
Receivables from controlled and managed
2. organisations 0,272 0,445 1,713 1,075
4. Due from state - tax receivables 0,000 x 0,558 0,000
5. Other receivables 18,652 X 0,005 3,600
C.IV. | Short term financial assets 1,469 2,869 0,873 0,739
1. Cash 0,549 2,103 0,256 2,619
2. Bank accounts 1,477 2,871 0,875 0,738
D. Other assets 2,000 0,031 63,000 0,429
D.l. Accruals 2,000 0,031 63,000 0,429
D.l.1. | Deferred expanses 2,000 0,031 63,000 0,429
Liabilities & Equity (in thousands CZK) 04/03. 05/04. 06/05. 07/06.
Total liabilities 0,579 1,128 1,033 1,013
A. Equity 1,029 1,017 1,068 0,957
Al Registered capital 1,000 1,000 1,000 1,000
1. Registered capital 1,000 1,000 1,000 1,000
Alll. Capital funds 1,009 1,000 1,000 1,000
A.lll. | Statutory funds 1,170 1,009 1,093 1,348
A.IV. |Profit/loss previous period 1,655 1,023 1,251 0,027
A.V. |Profit/loss current period 0,058 11,143 4,051 1,299
B. Liabilities 0,252 1,475 0,958 1,152
B.l. Reserves 0,768 3,290 1,029 0,909
Reserves under special statutory
1. regulation X 3,538 0,870 0,880
3. Other reserves 0,405 2,000 2,500 1,000
B.II. Long term payables 0,826 0,728 0,645 0,724
B.lll. | Short term payables 0,212 1,247 0,946 1,290
1. Trade payables 0,099 1,031 1,145 1,318
Payables to controlled and managed
2. organisations 0,56¢4 0,879 1,227 0,878
3. Payroll 0,982 1,203 1,063 1,107
Payables to social security and national
4. insurance 1,082 0,999 1,219 1,216
Due from state - tax liabilities and
5. subsidies 4,221 0,705 0,432 3,266
6. Estimated payables 0,000 x 0,288 1,765
8. Other debtors 1,130 1,759 1,105 1,355
C. Other liabilities 0,109 1,188 1,189 4,929
C.l Accruals 0,109 1,188 1,189 4,929




APPENDIX P IV: VERTICAL ANALYSIS OF BALANCE SHEET —

VPBESS, LTD. 2003 — 2007
Assets (in thousands CZK) 2002 2003 2004 2005 2006
Total assets 100,00%| 100,00%| 100,00%| 100,00%| 100,00%
B. Non current assets 7,15%| 8,86%]| 10,29%| 12,03%| 14,56%
B.l. |Intangible assets 0,00%| 0,00%| 0,00%| 0,17%| 0,05%
3. Software 0,00% 0,00%| 0,00%| 0,17%)| 0,05%
B.ll. | Tangible assets 7,15%| 8,86%| 10,29%| 11,86%)| 14,52%
3. Machinery, tools and equipment 7,15% 8,86%| 10,29%| 11,86%| 14,52%
C. Current assets 92,83%| 91,07%| 89,71%| 87,95%| 85,39%
C.l. | Inventory 44,74%| 36,15%| 13,03%| 18,27%| 22,85%
1. Material 7,78% 12,01% 8,31%| 6,93%| 10,04%
2. Work in progress and semi-products 6,29983,99%| 4,72%| 10,98% 12,73%
5. Merchandise 30,61% 0,00%| 0,00%| 0,16%| 0,08%
6. Advanced payments for inventory 0,06% 0,15%| 0,00%| 0,20%| 0,00%
C.IlIl | Short term receivables 38,52%| 30,64%)| 14,91%| 17,49%| 24,46%
1. Trade receivables 13,32%19,80%| 8,86%| 11,09% 18,14%
Receivables from controlled and managed
2. organisations 19,28% 9,05%| 3,58%| 5,93%| 6,29%
4, Due from state - tax receivables 5,86%0,00%| 0,70%| 0,38%| 0,00%
5. Other receivables 0,060 1,78%| 1,78%| 0,01%)| 0,03%
C.IV | Short term financial assets 9,58% | 24,28%| 61,77%| 52,19%| 38,08%
1. Cash 0,09%| 0,08%| 0,15%| 0,04%| 0,10%
2. Bank accounts 9,499 24,20%| 61,62%| 52,15% 37,98%
D. | Other assets 0,02%| 0,07%| 0,00%| 0,11%| 0,05%
D.l. |Accruals 0,02%| 0,07%| 0,00%| 0,11%| 0,05%
1. Deferred expanses 0,02% 0,07%| 0,00%| 0,11%| 0,05%
Liabilities & Equity (in thousands CZK) 2003 2004 2005 2006 2007
Total liabilities & Equity 100,00% 100,00% 100,06% 100,00% 100,00%
A. Equity 42,64%| 75,73%| 68,30%| 70,61%| 66,66%
A.l. | Registered capital 40,25%| 69,47%| 61,60%| 59,61%| 58,82%
1. Registered capital 40,25%69,47%| 61,60% 59,61% 58,82%
A.ll. | Capital funds 0,13%| 0,22%| 0,20%| 0,19%| 0,19%
A.lll | Statutory funds 0,68%| 137%| 1,23%| 1,30%| 1,73%
A.IV | Profit/loss previous period 1,59%| 4,55%| 4,13%| 5,00%| 0,13%
A.V. | Profit/loss current period 1,16%| 0,12%| 1,15%| 4,51%| 5,79%
B. Liabilities 55,50%| 24,17%)| 31,61%| 29,31%| 33,32%
B.l. | Reserves 243%| 3,22%| 9,41%| 9,37%| 8,40%
1. Reserves under special statutory regulatjon 08,69 2,70%| 8,48%| 7,14%| 6,20%
3. Other reserves 0,74% 0,52%| 0,92%| 2,23%| 2,20%
B.ll. | Long term payables 1,45%| 2,07%| 1,34%| 0,83%| 0,60%
B.lll | Short term payables 51,62%| 18,88%| 20,87%| 19,10%| 24,32%
1. Trade payables 41,59% 7,14%| 6,53%| 7,23%| 9,41%
Payables to controlled and managed
2. organisations 4,29% 4,17%| 3,25%| 3,86%| 3,34%
3. Payroll 2,20% 3,72%| 3,97%| 4,09%| 4,46%
Payables to social security and national
4, instance 0,99% 1,84%| 1,63%| 1,93% 2,31%
5. Due from state - tax liabilities and subsidies 0,24%| 1,75%| 1,09%| 0,46%| 1,47%
6. Estimated payables 2,03% 0,00%| 4,03%| 1,12%| 1,96%
7. Other payables 0,096 0,18%| 0,28%| 0,30%| 0,40%
C. Other liabilities 0,88%| 0,17%| 0,18%| 0,20%| 0,98%
C.l. | Accruals 0,88%| 0,17%| 0,18%| 0,20%| 0,98%




APPENDIX P V: HORIZONTAL ANALYSIS OF INCOME
STATEMENT - VPBESS, LTD. 2003 — 2007

Income statement (in thousands CZK) 04/03. | 05/04. | 06/05. | 07/06.
B Revenues from sold goods X 0,000] x X
A. Expenses on sold goods X 0,000| x X
+ Sale margin X X X X
Il. Production 1,433 0,943 0,921 1,300
1. Revenues from own products and services 1,4041,107 0,801 1,350
2. Change in inventory of own products 2,155-1,422| -0,411 0,279
3. Capitalisation 0,000| x 0,793 0,000
B. Production consumption 1,852 0,822 0,906 1,414
1. Consumption of material and energy 2,133 0,637 1,083 1,385
2. Services 1,308 1,407 0,654 1,484
+ Added value 1,071 1,122 0,938 1,178
C. Personnel expenses 1,074 1,000 1,048 1,129
1. Wages and salaries 1,076 0,988 1,050 1,121
3. Social security expenses and health insurance 0461, 1,019 1,068 1,142
4, Other social expenses 1,192 1,266 0,853 1,215
D. Taxes and fees 0,900 0,926 0,920 2,348
E. Depreciation of tangible and intangible assets 1,213 0,647 0,857 1,273
Revenues from disposals of fixed assets and
Il materials 4,211 1,058 0,857 1,017
Net book value of disposed fixed assets and
F. materials 4,543 0,755 1,231 0,920
Change in operating reserves and complex
G. deferred costs 0,128, -7,359 -0,409 1,168
VI. | Other operating revenues 0,795 0,460 3,351 1,539
B Other operating expanses 0,038 4,889 0,469 5,000
* Operating profit/loss 0,187 6,127 3,210 1,485
XIV. | Interest revenues 10,545 1,241 1,299 2,626
XV. | Other financial revenues 0,000 X 3,600 22,722
Q. Other financial expenses 0,789 1,067 2,219 1,934
* Profit/loss from financial operations -0,255 2,038 -0,151] -61,000
S. Income tax on ordinary income -0,203 1,739 X -3,019
1. Due tax 1,923 1,419 0,099| 18,762
2. Tax deferred 0,357 1,286 0,952 0,502
**  |Operating profit/loss from ordinary activity 0,058 11,125 4,058 1,299
XVI
l. Extraordinary revenues X X X X
T. Extraordinary expenses X X X X
* Profit/loss from extraordinary activity X X X X
*** |Profit/loss of current period 0,058| 11,125 4,058 1,299
Profit/loss before tax 0,277 5,389 2,981 1,701




APPENDIX P VI: VERTICAL ANALYSIS OF INCOME STATEMEN T
— VPBESS, LTD. 2003 — 2007

l. Total revenues 100%| 100%| 100%| 100%| 100%
A. Revenues from sold goods 0% 3% 0% 0% 0%
B Production 99% 95% 98% 98% 98%
B.1. | Revenues from own products and serviceg 95% 93%| 110% 95% 99%
2. | Change in inventory of own products 4% 7% -10% 5% 1%
3. | Capitalization 1% 0% 0% 0% 0%
Revenues from disposal of fixed assets an
B. materials 1% 2% 2% 2% 2%
B.1. | Other revenues 0% 0% 0% 0% 0%
2. Total expenses 100%| 100%| 100%| 100%| 100%
A. Expenses on sold goods 0% 3% 0% 0% 0%
B Production consumption 47% 57% 51% 52% 57%
B-1. | Consumption of material and energy 66% 76% 59% 70% 69%
B.2. | Services 44% 24% 41% 30% 31%
C. Personnel expenses 51% 36% 40% 46% 41%
C.1. | Wages and salaries 72% 72% 71% 71% 71%
C.3. | Social security expenses and health insurg 26% 25% 26% 26% 26%
C.4. | Other social expenses 2% 3% 3% 3% 3%
Depreciation of tangible and intangible
D. assets 3% 3% 2% 2% 1%
Net book value of disposed fixed assets ar
E. materials 0% 2% 2% 2% 2%
Change in operating reserves and comple
F. deferred costs -7% -1% 5% -2% -2%
G. Other operating expanses 6% 0% 0% 0% 1%




