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 This diploma thesis deals with the financial situation of the company ABC within the 

years 2005 – 2008 on the basis of selected methods of the financial analysis. It determines 

problems and proposes possible solutions which should result in the improvement of the 

financial situation of the firm in the following years. 

 

 

Anotace 

 
 Tato diplomová práce hodnotí finanční situaci podniku společnosti ABC v období let 

2005 – 2008 pomocí vybraných metod finanční analýzy. Zjišťuje problémy a navrhuje možná 

opatření, jež povedou v budoucnu ke zlepšení stávající finanční situace podniku. 
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Introduction 

 The goal of the financial management of any firm is to ensure that shareholder´s 

capital together with foreign funds of the company is used maximally in order to 

enhance its market value over time. It means continuous increase of shareholders´ 

wealth in the course of time. (12)        

 From the financial point of view every company can be seen as a “money 

machine”, which transforms inserted capital during its industrial process into different 

kinds of assets. Desired forms of these new assets are money acquired through the 

collection of revenues respectively new capital in the form of company´s profit.  

 Nowadays the financial analysis became an integral part of financial 

management of every company and represents basis source of data needed for its proper 

decision making. It enables completely evaluate the financial situation of a firm, reveal 

causes of this situation and enable to predict its future development. (5)   

 Financial analysis due to its ability to evaluate the financial situation of any firm 

is usually exploited by many economic subjects, who are concerned about to get 

detailed knowledge of property management or by those who come somehow into 

contact or relation with this company. On one hand we can speak about so called 

external subjects such as business partners, banks or competitors and on the other hand 

there are internal users of the financial analysis which are represented by management 

and owners of the company. (12)       

 This diploma thesis analyses concrete firm which is based in the Czech 

Republic. The firm has long history and in 1997 has become a part of German holding 

company. Analysed company operates in domestic market as well as in foreign markets 

in the branch of engineering industry.       

 By reason of fact that the company wishes not to publish internal information 

about its financial situation to another persons and in order to secure its business secret, 

the company is presented in this work under fictitious name ABC. Another company 

names or brands mentioned in this thesis are fictitious as well. Moreover I also asking 

not to publish or even spread this work to another person in no way. This work should 

serve only to the purpose of diploma thesis. 
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1      Definition of Problem and Aims of Thesis     

1. 1.  Characteristic of Analysed Company  

 

1. 1. 1.   Basic Data about the Firm 

 

Business name:   ABC 

Identification number: ------------- 

Legal form:   Limited Liability Company 

Firm domicile:   Czech Republic, Vysočina territory 

Date of foundation:  January 5, 2007 

Basic capital:   122.700.000 CZK 

Co - partner (owner):  XYZ, domicile: Germany 

Statutory body:                       Chief executives 

 

Subject of enterprise:   

         

 General production of machines and manufacturing equipment for   

engineering industry  

 Providing technical support within the scope of technical and 

manufacturing equipment utilization           

 Business activity: buying of goods for the purpose of their further 

sale (19) 

 

1. 1. 2.   Foundation of the company ABC 

 

The company ABC was established in 1997 as a Joint Venture between Czech 

company MNO a.s. and German company XYZ. The company ABC thus continues in 

tradition of production of turbochargers for engines with outputs ranging from 300 kW 

up to 4700 kW per turbocharger. The first turbocharger was manufactured here 50 years 

ago. Its successful development was based on extensive knowledge gained by a parent 

company in the field of steam turbines, and on the broad platform of theoretical 

knowledge in the area of turbine engines that was being built at the Brno University of 
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Technology for decades. The new product was a commercial success, as ABC 

turbochargers were being delivered to all leading manufacturers of Diesel engines in the 

Eastern Europe. As it has been already mentioned this remarkable position in the market 

attracted a strong foreign investor. Vast markets opened up to a new company with the 

sources of modern technology facilitated its way to the top in the branch of radial-flow 

turbochargers. (17) 

 

 

1. 1. 3.   Manufacturing Programme 

 

Products of the company ABC are valued among users for their high technical 

level, easy operation and above all for their very long life span even under the most 

demanding operational conditions. Key position in the manufacturing programme holds 

production of turbochargers for diesel and gas engines. Furthermore the company 

produces turbochargers for heavy-fuel and dual engines. 

The company ABC manufactures four series of turbochargers. The series are 

PHD, PTR, NR/S and TCR. The first two ones were designed by founding company 

itself and another two types of turbochargers NR/S and TCR are manufactured under 

licence of the parent company XYZ.  

ABC is continually engaged in increasing of technical level and parameters of its 

products. The proof of products quality is a fact that the company has managed to break 

into the markets of some world-renown engine manufacturers. (13)  

 

Table: 1 – Market segments served by the company 

According to Fuel Type and Output According to Application 

Diesel engines Railway (locomotive engines) 

Gas engines Heavy dump trucks for open cast mining 

Heavy-fuel engines Ship engines 

Dual engines Stationary power plants 

 

            

 

 



12 

 

1. 1. 4.   Quality and Environmental Management Systém  

The protection of the environment is one of the basic priorities of ABC and 

becomes an integral part of its managerial philosophy. The company ABC follows the 

Quality Management and Environmental Protection Strategy set by its parent company 

passed over to the new international standard ČSN EN ISO 14001:2004. The quality of 

its products is the strong competitive advantage and basis assumption of successful 

business operations.          

 The philosophy of the company is to provide products and services which in the 

terms of quality, reliability, safety, performance and environmental friendliness exceed 

the customer´ requirements. EMS management system facilitates continuous 

improvement by means of regular reviews and auditing of services and internal 

processes. Systematic application and introduction of the environmental management 

methods contributes to the achievement of optimum results. Internal efficiency and 

providing quick business solutions is cost effective for all parties involved. The 

continual improvement in the quality of products is one of the most important goal of 

the company ABC. The receipt of the ISO 9001 Certificate of Quality, which was 

awarded to the Firm by the Lloyd's Register, crowned the efforts made in this field. (19) 

 

 

1. 1. 5.   Sales Markets 

 Year 2001 presents remarkable upturn in the history of ABC when the company 

recorded substantial increase of purchase orders. This trend lasted till the end of the year 

2007. Turnover of the company is continuously growing since 2003 and the number of 

turbochargers sold exceeded 1000 pieces in 2007. (For comparison: in 2000 it was 

roughly 200). Approximately 90 per cent of entire production is intended for export. 

The major part is heading to Germany. This is caused by supplies for the parent 

company XYZ.  The second biggest part in the company´s sales holds Austria, 

represented by very important customer GE Jenbacher. Other markets where the 

company ABC has a presence are Russia, Great Britain, Czech Republic, Holland and 

others which has not such a big share in overall turnover.   
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 In 2007, the company experienced another record breaking sales year. As in the 

past years, the increase in turnover was mainly attributable to an increase in supplies to 

the parent company and in series deliveries to established customers in Austria and 

Great Britain. A constant problem for the company is strengthening of Czech currency. 

 Export policy of the company ABC is focused on further development of export 

relations. In last years the company not only maintain its position in strongly 

competitive market but also markedly improve its position. Up-ward-sloping curve of 

sold products may be evidence of this. (17) 

                                                                 

1. 1. 6.   Employment Policy 

 

The ABC is according to theoretical classification middle size company because it 

employs more than twenty persons. At the end of year 2007 the company ABC 

employed 151 employees, out of whom 78 were blue-collar workers, and 73 were 

white-collar workers. During the several last years there were no major changes in the 

number of employees, which reflected the overall stability of staffing. 

The company put a great stress on the training of employees. It seeks to enable its 

employees to exploit and enhance their knowledge both to their own advantage and to 

the benefit of the company. The company usually invests approximately one million 

CZK into professional and language training of its employees. The company offers to 

its employees both internal and external language courses in German, English and 

Russian. The company ABC also provides computer courses and other vocational 

training of different levels are provided according to the requirements of individual 

departments of the company.  

The company also conducts two educational projects. These are “Increase in 

Adaptability of Employees by means of Modern Training Methods“and “Programme of 

Professional Growth of ABC´s Specialists”. 

Employees are selected and recruited with the strong emphasis on their education, 

expertise and overall preparedness for particular position. The company has a collective 

agreement with its employees, which brings to employees number of benefits such as 

13th and 14th salary, one extra week of holiday and other incentives. (19) 
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1. 1. 7.   Business strategy           

 

 

One of the main strategic goals of the company ABC is the continuous 

technological development of its products in order to ensure that they comply with the 

current market´s trends and requirements of customers. Aim of the company is to be 

reliable partner in the future that lays in the first place stress on quality and 

technological level of its production and fulfilment of customers´ wishes.  Fulfilment of 

these terms and conditions are basic source of successful business policy. In order to 

achieve business targets the company has implemented as it was already mentioned the 

systems of quality and environmental management ISO 2001 and ISO 14001. ABC 

accepts continual optimisation of processes and providing fast business solutions as the 

obligation for the customers and the company itself. In the field of services provided the 

company uses extensive system of authorized service centres, which practically creates 

a world-wide net. (17) 

 

 

1. 1. 8.   Organizational structure  

 

 

 Organizational structure of the company ABC is based on line staff subdivision. 

In terms of associated activities it´s a typical functional organizational structure, where 

employees are associated on the basis of similarity of their education, knowledge, 

experiences, qualification and especially according to closeness of their focus on 

particular activity. At the head of functional divisions are individual directors that are 

directly subordinated to chief executives. At the head of whole company stands its 

managing director. The highest body of the company is general meeting which appoints 

and removes chief executives, approves final accounts, makes decision about the profit 

distribution or eventual payment of loss. (17) 

 Diagram of organizational structure of the company ABC is mentioned at the following 

page. 
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Diagram: 1 – Organizational structure of the company ABC 
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1. 2.  Definition of Problem and Aims of Diploma Thesis 

 

 
It´ s obvious from the previous chapter that executing of financial analysis in a 

firm is very important activity that influences substantial part of decisions adopted in a 

company and thus also forecasts its future development. This is the main reason why 

this diploma thesis is focused on this problematic; especially it is due to its usefulness, 

interestingness and overall helpfulness for the company. . 

The choice of the company partially results from my knowledge of existing 

environment, partially it is due to its regional belonging to my domicile and lastly it was 

a certain prestige of the company in this area. 

The aim of this thesis then will be evaluation of the financial situation of the 

company ABC on the basis of selected methods of financial analysis. According to its 

results and drawbacks of the company realized within the analysis I am going to 

formulate several proposals that should lead to improvement of its financial situation.

 The analysed period intended for evaluation is the interval from 2005 till the end 

of the year 2008. The basic source of information needed for performing of this analysis 

will be data contained in financial statements of the company ABC from these years and 

other information obtained either from the company itself or from its external 

environment. 
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2   Theoretical Base of Thesis 

2. 1.   Financial analysis 

 

 Financial analysis is intended for a comprehensive examination of the financial 

health of particular company and is instrumental to revealing the causes that led to this 

situation. During this process the future prospects of a company are also evaluated and 

enter into final outcomes that contain concrete findings and proposals to improvement 

of economic situation of chosen company. (4) 

Financial analysis is a basis and therefore is a fundamental part of the whole 

financial management. Its main purpose is ensuring further prosperity of a company and 

enhancement of financial decision making which would respond more precisely to 

company´s strengths and its weaknesses. Financial analysis assists in searching for the 

most effective solution in the field of financial resources, their usage and facilitates 

formulation of financial goal and future resources. (9) 

 The purpose of financial analysis is to make diagnosis of financial management 

of a company via special methodical instruments. Professional, skilled and regularly 

conducted diagnosis enables revealing of eventual disturbances in financial situation of 

a company, in time, when it is still possible to set these disturbances right. Financial 

analysis draws its data especially from accounting statements. The main drawback of 

these data is fact that data contained in financial statements are in the form of static 

absolute value and therefore their predicative ability is not sufficient. But on the other 

hand the use of different methods of financial analysis enables measuring and 

comparing of these data and substantially enhances their predicative ability. (12) 

Financial analysis uses different kinds of methods but in principle they can be 

divided into two extensive groups. The first group contains methods that exploit basic 

mathematical operation and is called fundamental technical analysis. The second 

group accumulates methods that derive benefits from complex mathematical and 

statistical procedures known as the superior methods of financial analysis. 

Distinctively more exploited methods in practical life are those based on the 

fundamental technical analysis. (5) 
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2. 2.   Users of Financial Analysis  

 
There are numerous subjects interested in the financial situation of a firm. These 

subjects can be grouped into internal versus external users. Internal users consist of 

managers and employees while external users consist for example from shareholders, 

lenders, customers, government regulatory agencies and so on. These parties demand 

financial statement information: 

 

- to facilitate decision-making,  

- for monitoring of management, or  

- To interpret contracts or agreements that include provisions based on 

such information. 

 

These data are very important for these subjects while not each group is interested in the 

same characteristics. 

 

Shareholders and Investors 

Typically, their decisions have either an investment focus or a stewardship focus. In an 

investment focus, the emphasis is on choosing a portfolio of securities that is consistent 

with the preferences of the investor for risk, return, dividend yield, liquidity and so on. 

The information required for this choice can vary significantly. 

 

Managers 

Managers utilize financial statement information mainly for their strategic and operating 

decision making. To know what is the financial situation of the company enables 

managers take correct decisions when rising funds, allocation resources, ensuring 

optimal assets structure, distribution of disposable profit etc. 

 

Employees 

Employees have several motivations. They have a vested interest in the continued and 

profitable operations of their firm. Financial statements are an important source of 
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information about a current and potential future profitability and solvency. They may 

also need them to monitor the viability of their pension plans. 

 

Business Partners 

They are especially focused on fact whether a company will be able to fulfil its 

obligations. Above all they evaluate its solvency and liquidity position. They need to be 

sure that company will be able to meet all its liabilities to full extent and in appointed 

time. 

 

Banks and Other Lenders  

Many banks have standard evaluation procedures that stipulate that information relating 

to liquidity, leverage, profitability, and so on be considered when determining the 

amount of the loan, interest rate and the security to be requested. Bond holders are 

especially interested in liquidity, ability to pay and financial stability of the company 

 

Customers 

The relationship between a firm and its customers can extend over many years. In some 

cases, these relationships take the form of legal obligations associated with guarantees, 

warranties, or deferred benefits. In other cases, the long-term association is based on 

continued attention to customer service. 

 

Government and Regulatory Agencies  

They are interested in financial-accounting data from many reasons. For example for 

statistics, control of tax obligations fulfilment, control of companies with capital 

participation of state, distribution of financial support etc. These data are necessary for 

formulation of state´s economic policy. 

 

Other Parties 

The set of parties that make demands of the financial statements information of 

corporations is open-ended. Diverse parties such as academicians, environmental 

protection organizations, and other special interest lobbying groups approach 

corporations for details relating to their financial and other affairs. (9) 



20 

 

2. 3.   Sources of Entry Data  

 

         During evaluation of the financial situation of a company data from different 

resources are processed. Basic and fundamental source of data is accounting which 

provides initial and in most of cases pivotal source of entry data. As the basis for 

financial analysis serve financial statements of financial accounting, data form 

managerial accounting system and annual reports of the company. 

 However accountancy alone is not sufficient source of information for the 

comprehensive financial analysis. Accountancy by itself is not able to evaluate and 

assess factual state of financial situation; it does not provide information about 

drawbacks, reserves and opportunities. Moreover the problem is predicative ability of 

financial statements by itself. It´s because of fact that financial statements do not depict 

real situation due to assets pricing by historical cost, time discrepancy between costs 

and revenues – receipts and expenditures or question of interception of human resources 

or issue of depreciation. (8)           

 On this account financial analysis has to examine and evaluate company´s 

financial standing also from another sources and another point of view. Among these 

sources especially belongs information related to a company, to a market and overall 

economic environment, where the company runs its business. Information that will be in 

centre of our attention is especially business branch, type of activity, market position, 

bargaining power, data from technical papers, industry averages, evaluation of rating 

agencies and many more, that will serve to purpose of concrete financial analysis. (8) 

 

 

2. 4.   Methods of Fundamental Technical Analysis 

 
This type of financial analysis is broadly used mainly because of the fact that it 

provides relatively easy way how to create view of firm´s financial position from the 

data, which are not difficult to obtain because main sources of entry data are in form of 

financial statements or data derived from them. 

            Financial analysis that is the subject of this master´s thesis is going to be 

processed just with the use of elementary technical analysis   
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Procedure of processing such a kind of analysis is usually following: 

  

1) Analysis of absolute indices 

          - Trends analysis (Horizontal analysis) 

          - Percentage analysis (Vertical analysis) 

2) Analysis of differential indices 

          - Analysis of financial funds 

3) Cash flow analysis 

4) Ratio analysis 

          - Profitability 

          - Activity 

          - Indebtedness and financial structure 

          - Liquidity 

5) Analysis of System of Indices 

          - Pyramidal decomposition 

          - Altman´s model 

          - Quick Test 

          - Index IN 01 

          - Index of Financial Standing (12) 

 

 

2. 5.   Analysis of Absolute Indices 

 

         Source of data that are necessary to evaluation of companies from this point of 

view are date contained in financial statements and accounting sheets. Subjects of this 

analysis are changes of absolute indices in time and also percentage changes are 

detected. (2) 

 

 

2. 5. 1.   Trend Analysis (Horizontal analysis) 

 

It can be described as an analysis of a variable's past value changes to determine if 

a trend exists and, if so, what the trend indicates. During this type of analysis various 

indices are compared (items of financial statements) in time. As it was mentioned 
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above, during analysis changes of absolute values and percentage changes are taken into 

account.  Individual items of statements are analysed line by line, and thus it is called 

horizontal analysis.  (3) 

 

Absolute value change formula is following: 

 

 I = Index in period under consideration – Index in previous year 

 

 

Formula how to calculate index of percentage change is following: 

 

Percentage change = Absolute change / Index in previous year * 100 [in %]            
 

 

During the evaluation of this type of analysis is necessary to take into 

consideration also external conditions that have substantial impact on results. Especially 

these are changes in tax system, changes in level of demand, different prices of inputs, 

entering of new competitors into market, changes in capital markets conditions, 

international influences and so on. Also it is very important to know company´s 

intentions and its future plans. (3) 

 

 

2. 5. 2.   Percentage Analysis of Components (Vertical Analysis) 

 

A method of financial statement analysis in which each entry for each of the three 

major categories of accounts (assets, liabilities and equities) in a balance sheet is 

represented as a proportion of the total account. For balance sheet analysis the base is 

defined usually value of total assets (or liabilities) and in order to analyse profit and loss 

account the base is mostly amount of total revenues. The main advantage of analyzing a 

balance sheet in this manner is that the balance sheets of businesses of all sizes can 

easily be compared. It also makes it easy to see relative annual changes in one business.  

In other words by this analysis we judge individual components of property and 

capital, so-called structure of assets and liabilities. Based on this structure we are able to 

evaluate what is composition of resources needed for company operations and from 

what sources they have been obtained. To create balanced state of assets and liabilities 

is fundamental for economic stability of a company. (12)  
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Analysis is performed in individual years in top-down direction, not across several 

years and that´s why it´s called vertical analysis. 

 

Index calculation is based on following formula: 

 

Percentage change = Absolute value / Common denominator * 100% [in%]                

 

2. 6.   Analysis of Differential Indices  

 

In the practice differential indices are referred to as financial funds. They are 

funds of financial resources that above all evaluate financial situation in light of 

liquidity. (9) 

 

2. 6. 1.   Net Working Capital 

 

Net working capital is a financial ratio that is used in order to help measure the 

cash and operating liquidity position of the firm. Positive working capital means that a 

company is able to pay off its short-term liabilities. Negative working capital means that 

a company is currently unable to meet its short-term liabilities with its current assets. 

         Cash management and the management of operating liquidity are important for the 

survival of whatever business. A company can make a profit, but if it has a problem 

with cash position for a longer time, it will not survive in the competitive marketplace. 

It measures both company's efficiency and its short-term financial health as well.  (9)  

 The working capital ratio is calculated as: 

Net Working Capital = Current Assets – Current Liabilities  

From managers ´ perspective working capital represents a fund that is component 

of current assets, which is financed by long-term capital. (7) 
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2. 6. 2.   Net Available Assets  

    This ratio is normally used in order to calculate immediate liquidity of the 

company due to the fact, that current assets can contain items that are too little liquid or 

even illiquid. During the calculation we take into account only cash and resources on 

current account because they have the highest degree of liquidity. (8) 

Therefore net available assets ratio is calculated as: 

Net Available Assets = Available cash resources – Promptly due payables  

 

2. 7.   Cash Flow Analysis  

 Cash flow expresses cash surplus of company´s operations. It represents a real 

flow of money. The cash flow statement discloses how a company raised money and 

how it spent them during a given period. It is also an analytical tool, measuring an 

enterprise’s ability to cover its expenses in the near term. Generally speaking, if a 

company consistently brings more cash in than it spends, that it is considered to be of 

good value. (11)          

  Cash flow essentially represents the movement of money into and out of the 

business. It's the cycle of cash inflows and cash outflows that determine the business' 

solvency.  (11)                                                                                                                                      

 Cash flow analysis is the study of the business´ cash movements with the 

purpose of maintaining an adequate cash flow for the business, and to provide the basis 

for cash flow management. Cash flow analysis involves examining the components of 

company´s business that affect cash flow, such as accounts receivable, inventory, 

accounts payable, and credit terms. By performing a cash flow analysis on these 

separate components, it enables to its users simpler identification of cash flow problems 

and finding of ways to improvement of company´s cash flow. (9) 

 A quick and easy way how to perform a cash flow analysis is to compare the 

total unpaid purchases to the total sales due at the end of each month. If the total unpaid 

purchases are greater than the total sales due, you'll need to spend more cash than you 
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receive in the next month, indicating a potential cash flow problem. (5)  

 To monitor cash flow enables us to find out ability of the company to create 

money (cash funds) from its operational, financial and investment receipts. On the other 

hand it gives us information about required amount of resources to covering of its 

operational, financial and investment expenditures.      

 Very important for the financial analysis is a backward look at the financial flow 

together with detection if a company have been able to manage this flow and if it had 

sufficiency of available resources in every time. (9) 

 

2. 8.   Ratio Analysis 

 Financial ratios are calculated from one or more sources of data that come out 

from company's financial statements. Ratios characterize mutual relationship between 

two or more indices via their mutual comparison. In most of cases data for their 

calculations are contained in balance or profit and loss account. It is the most popular 

and widespread method of financial analysis due to its ability to obtain quick solution 

and inexpensive view of the basic financial characteristics of a company.  (7) 

 The data ascertained from the balance sheet have character of static economic 

value; it means that they represent state of values on certain date. The data ascertained 

from the profit and loss account characterise results of operations for the certain period 

therefore they are intervallic and represent the flow of funds and resources. (10) 

Their main advantage among other things is the fact that they enable to carry out a 

trend analysis. It means that they enable analysis of the financial situation in time and 

thus find its development. Disadvantage of this kind of indicators is their low 

evidentiary ability. (12) 
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Ratio indices can be divided into several groups: 

 

2. 8. 1.   Liquidity Ratios 

 

 

Liquidity ratios give us the picture of a company's short term financial situation. 

They are used in order to determine a company's ability to pay off its short-term 

obligations. This is done by comparing of company's most liquid assets (or, those that 

can be easily converted into cash) with its short-term liabilities. (12) 

Generally, the higher value of these ratios, the larger margin of safety the 

company possesses. In other words the greater coverage of company´s short-term 

liabilities with liquid assets the better as it is clear signal that it can pay its due debts 

immediately and still have enough resources for its ongoing operations. Companies with 

low coverage rate should raise a red flag for investors as it may be a sign of eventual 

difficulties to meet its obligations. (2) 

Difference among these ratios is based on fact that each ratio uses different kind of 

assets used. Each ratio includes current assets but the more conservative ones exclude 

some part of them because some of types of current assets are not able to be converted 

into cash easily or quickly. (4) 

 

There are the three most important liquidity ratios used in practical life: 

 

Cash Ratio 

 

It measures the amount of cash and cash equivalents included in current assets to 

cover current liabilities. 

Cash Ratio = Cash + Cash Equivalents / Current Liabilities 

The value of cash liquidity is advised to be within the range of 0,2 to 0,5, but in 

most of cases it reaches values in interval from 0,9 to 1,1. Desirable value of this 

indicator is higher than 1, what means that the company is able to pay-off total 

liabilities immediately. (9) 
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Quick Ratio 

 

The quick ratio excludes inventory which is more difficult to turn into cash.  

 

Quick Ratio = (Current Assets – Inventory) / Current Liabilities  

 

Marginal standard value of this ratio is 1. Financially healthy companies should 

not have this values bellow 1. Optimal value is advised to be between 1 – 1,5 or higher.  

 

Current Ratio        

 

   The concept behind this ratio is to find out whether short-term assets of a 

company are readily available to pay off its short-term liabilities.           

 

Current Ratio = Current Assets / Current Liabilities 

 Standard value of the current ratio is 2,5. Financially healthy companies achieve 

values somewhere between 2 and 3. The value between 1 and 2 is considered to be 

sufficient. The value lower than 1 in most of cases indicates that company finances 

some part of its long-term assets with the use of short-term funds and thus that it has not 

sufficiency of promptly available resources to pay off its short-term liabilities. (5)  

 

2. 8. 2.   Gearing Ratios 

 

Gearing ratio is the general term describing a financial ratio that compares some 

form of owner's equity to borrowed funds. Gearing is a measure of financial leverage, 

demonstrating the degree to which a firm's activities are funded by owner's funds versus 

creditor's funds. (7) 

 The higher leverage, the more a company is considered to be risky. As for most 

ratios, an acceptable level is determined by its comparison with results achieved by 

companies of the same industry. Company with high gearing (high leverage) is more 

vulnerable to downturns in the business cycle because it has to continue to service its 

debts regardless of how bad its sales are. (7) 
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 Gearing ratios evaluate structure of financial resources of the company. Interest 

is the price of borrowed funds and the price of owner´s equity are dividends paid to 

shareholders. (9) To analyse company indebtedness we can use number of indices: 

 

Debt Ratio 

 

 

Debt Ratio = Total Debt / Total Assets 
 

This indicates what proportion of debts a company has towards its assets. The 

measure gives an idea of company´s leverage and determines potential risks a company 

faces in terms of its debt-load.  

Debt ratio can help investors to determine a company's level of risk. Firms in the 

market economy has usually debt ration within the range of 30 to 60% (10). 

 

 

Financial independency (share of shareholders´ capital) 

 

 

Self-Financing Ratio = Owners´ Equity / Total Assets 

 

This ratio indicate share of shareholders´ capital in total capital. Bigger ratio of 

self-financing provides better possibilities of financing for the company. 

Owners´ equity should create minimally 30% but more likely they should create 

more than 50% of total capital. They should cover approximately 2/3 of long-term 

assets. (2)  

 

Interest Cover  

 

Interest Cover = Profit before Interest and Tax / Loan Interest 

Interest coverage is the financial ratio providing picture of company’s ability to 

pay the interest charges on its debt. The 'coverage' aspect of this ratio indicates how 

many times earnings available to a company exceed interest that it must pay. Interest 

cover thus represents a safety margin that company in order to pay its interest. The 

interest-coverage ratio of 1,5 is generally considered the bare minimum level of comfort 
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for any company in any industry but in well going companies this rate should has value 

somewhere between the numbers 6 – 8. (9) 

Term of Debt Expiration 

Debt Expiration Date = (Debts –Readily Available Cash) / Operational Cash Flow 

This ratio indicates how many years the company needs to pay-off all its debts 

with existing efficiency and capacity. (8) 

Current indebtedness 

Current Indebtedness = Short-Term Foreign Capital / Total Assets    

 

2. 8. 3.   Profitability Ratios 

A class of financial metrics that are used to assess a business's ability to generate 

earnings as compared to its expenses and other relevant costs incurred during a specific 

period of time. For most of these ratios, having a higher value relative to a competitor's 

ratio or the same ratio from a previous period is indicative that the company is doing 

well. It is important to note that a little bit of background knowledge is necessary in 

order to make relevant comparisons when analyzing these ratios. This group of ratios is 

used to completely evaluate and examine overall company´s effectiveness. (3) 

Among the mostly used ratios belongs: 

ROI - Return on Investments 

ROI = EBIT / Invested Capital 

Return on investments evaluates overall enterprise activities. It expresses 

aggregate capacity of total capital invested into a company, independently of financing 

source and taxation. Knowledge in profitability of total capital enable to determine 

marginal interest rate that is fundamental for decision making whether accept foreign 

capital or not. (12) 
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ROA – Return on Assets (Return of resources inserted into the company) 

ROA = Net Income / Total Assets 

ROA is the indicator of how profitable a company is in reference to its total assets. 

Return on assets indicates how efficient the company´s management is while using 

assets of the company to generation of earnings. ROA provides information about 

amount of earnings that have been generated from invested capital (assets). The value of 

ROA gives investors idea of how effectively the company converts invested money into 

net income. The higher value of ROA achieved the better. (9)  

ROE – Return on Equity 

ROE = Net Income / Shareholders´ Capital  

 Return on equity measures a corporation's profitability by revealing of how 

much profit a company generates from money invested by company´s shareholders. For 

investors is important and needful that ROE should be higher than interests that might 

have been obtained elsewhere, i.e. interest from alternative form of investment. (9) 

ROS – Return on Sales 

ROS = Net Income / Sales   

Return on sales is the ratio widely used in order to evaluate company's operational 

efficiency. This measure is helpful to management, providing useful insight into matter 

of how much profit is being produced per one crown of sales. The same as with many 

other indicators, it is useful to compare a company's ROS over time to look for trends, 

and compare it with other companies in the same industry. (5) 

 

 

2. 8. 4.   Activity Ratios 

  

 Activity ratios help investors evaluate firm’s ability to effectively manage its 

operations and assets. It is the indicator of how rapidly a firm converts various accounts 

into cash or sales. In general, the better ability of the company´s management to convert 
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assets into sales or cash quickly the more effectively the firm is being run because this 

leads to its higher revenues. (10)        

 To have more assets than is purposeful means the company generates needless 

costs that cause decline of total company´s profit. On the other hand insufficiency of 

assets leads to the situation that company will be forced to rejects some orders by reason 

of insufficient capacity and thereby loses yield that would gained if realizes them. (12)

 Main activity ratios are following: 

 

Asset Turnover         

 

Asset Turnover = Revenue / Assets 

Asset turnover measures a firm's efficiency of using its assets in order to create 

required sales or revenues. The higher number the better. It´s can be described as the 

amount of sales generated for every crown of assets. Good values of this indicator are 

considered between 1, 6 and 2, 9. (8) 

Debtor Days 

Debtor Days = (Debtors / Sales) * 360 

        Debtor´s days is a measure of the average time payment takes. The result is the 

number of days on average that it takes a company to receive payment for what it sells. 

Debtor´s days´ ratio is the indication of company's efficiency in field of collecting 

monies owed. Obviously the lower the number it achieves the better situation for the 

company. High number of this index is the sign of inefficiency. Numbers considerably 

higher than 40 to 50 days indicate problems with collection of money and represent 

significant pressure on cash flows. (12) 

 

Creditor´s days 

 

Creditor´s days is the similar measure to debtor´s days. It is the average time a 

company takes to pay its creditors. Creditor´s days is the indication of company's 

creditworthiness in the eyes of its suppliers and creditors, since it shows how long they 

are willing to wait for payment. Within reason, the higher the number the better, 

because all companies want to conserve cash. (9) 
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The formula is: 

Creditors days = (Creditors / Annual Purchases) * 365 

 

Inventory Turnover  

A ratio showing how many times a company's inventory is sold and replaced over 

a period of time. It´s usually calculated as: 

Inventory Turnover = Sales / Inventory  

 

This ratio should be compared against industry averages. A low turnover implies 

poor sales and, therefore, excess inventory. A high ratio implies either strong sales or 

ineffective buying. High inventory levels are unhealthy because they represent an 

investment with zero rate of return. (9) 

Inventory Turnover Days 

Inventory Turnover Days = (Inventory / Sales) * 360 

Inventory turnover days indicate the length of time that will take to use up the 

inventory through sales.  Fewer days mean that inventory is being sold more quickly. 

(2) 

2. 8. 5.   Operational Ratios 

           This group of indicators serve above all to owners of a company. Indicators 

monitor and analyse basic company activities. In most of cases they are based on costs 

because their efficient management leads to achieving a higher final effect. Indicators 

are oriented inside the company and serve to management as a tool of evaluation 

operational activities of the company. (3)    

One of the most wide-spread and in practical life used indicator that belongs to this 

category is the indicator of productivity from added value.  

Value Added productivity = Added Value / Number of Employees 
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2. 9.   System of Indices Analysis 

 

 
 As it´s been mentioned in previous chapters there are numerous differential and 

ratio indices that can be used in order to evaluate financial situation of the company. 

However these indices have one common feature. It is their limited ability to assess 

financial situation complexly because each of them characterises only certain sector of 

company´s activity. On this account fundamental financial analysis derives benefits 

from systems of indices that are composed of more individual indices. (9) 

 The more indices included in system the better ability of evaluation of financial 

situation and more accurate result of assessment. On the other side the more indices 

included the more difficult orientation in final evaluation.  

 

 

2. 9. 1.   Financial Standing Index 

  

 It is based on multivariate discriminated analysis according to its simplified 

method. It uses six indices, whereas each of them has specific weight. 

 

 

Calculation of Financial Standing Index is based on the following formula: 

 

Financial Standing Index = 1,5x1 + 0,08x2+ 10x3 + 5x4 + 0,3x5 + 0,1x6 ;  where 

 

Index:                                                                                            Weight: 

x1 = Cash flow / Other Resources     1,5 

x2 = Assets / Other Resources      0,08 

x3 = Profit before tax / Assets     10 

x4 = Profit before Tax / Production     5 

x5 = Inventory / Production      0,3 

x6 = Production / Assets      0,1 

 

 

Detected value of each ratio index is multiplied by appointed value. Products are 

summarised. Higher total value signifies better financial situation of a company. (8) 
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2. 9. 2.   Altman´s Z – Score 

 

 A predictive model created by Edward Altman in the 1960s. This model 

combines five different financial ratios to determine the likelihood of bankruptcy 

amongst companies. The Z-score is a linear combination of five common business 

ratios, weighted by coefficients that were estimated by Altman's application of the 

statistical method of discriminated analysis to a dataset of publicly held manufacturers. 

  Consequently Z – score express financial situation of a firm and is certain 

supplemental factor or component during executing of financial analysis. 

  Process of Z – score determination for the companies which do not operate on 

stock-exchange is based on this formula: 

Z = 0,717A + 0,847B + 3,107C + 0,420D + 0,998E,  

 

Where:  

 

A = Working Capital / Total Assets 

B = Profit of Previous Years / Total Assets 

C = Profit before Interest and Tax / Total Assets 

D = Basic Capital / Total Debts 

E = Total Revenues / Total Assets 

 

 Generally speaking the lower score, the higher the odds of bankruptcy. 

Companies with Z-Scores above 3 are considered to be healthy and, therefore, unlikely 

to enter bankruptcy. Scores in between 1,8 and 3 lie in a grey area where the future 

development is uncertain. Z – Score lower than 1,8 signifies very strong financial 

problems where the future bankruptcy may occur. (12)                                                                                                                     

 

 

2. 9. 3.   Index IN 01 

 This cumulative coefficient goes out from Czech environment and thus 

corresponds better to conditions where Czech companies run their business. This index 

is sometimes called index of credibility of a Czech company. Index IN likewise 

Altman´s Z – score contains ratio indices from area of activity, profitability, 

indebtedness and liquidity. (9) 
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In that case scheme of this index is following: 

IN 01 = 0,13 x1 + 0,04x2 + 3,92 x3 + 0,21 x4 + 0,09 x5 

 

Where: 

 

x1 = Assets / Other Resources 

x2 = EBIT / Interest Costs 

x3 = EBIT / Assets 

x4 = Revenues/ Assets 

x5 =Current Assets / (Short-Term Liabilities + Short-Term Bank Loans)  

 

 

A company creates value for its owners if the value of this index exceeds 1,77. On 

the other hand a company has serious financial difficulties with the results lower than 

0,75. Within the limits 0,75 and 1,77 it´s impossible unambiguously define whether a 

company creates value or not. In that case future development of this company may be 

characterised as uncertain. (9) 
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3     Problem Analysis, Proposed Approach to Solution 

3. 1.   Brief Evaluation of Company´s Current  

 

At the present time the company ABC is dynamically evolving middle sized 

company that stands in front of challenging tasks in a field of acquiring licensing 

manufacturing of turbochargers YXZ and other task of technical development. The 

company is continuously working on enhancing technical level of its products. The 

evidence for that is mutual cooperation with some world-wide engine producers.  

The firm is focused on sophisticated products of engineering industry designed for 

domestic and foreign markets. With full responsibility it can be said that company´s 

products gained reputation of high-quality products that work even under the most 

demanding operational conditions.  

The current company situation is on relatively good level. The company produces, 

has satisfying consumption and level of sales for its product that is essential for its 

further existence and successful future. Major customers of the company are based 

abroad. The company has stabilized products, permanent and settled clients and 

continuously working on widening of its product portfolio. 

 

3. 2.   Basic Strategic Analysis of the Company 

 
This chapter could be very extensive in itself and by reason of fact that´s not a 

main goal of this thesis I am going to focus only on processing brief SWOT analysis of 

the company ABC. It means identification of company´s strengths and its weaknesses 

along with formulation of possible threats and opportunities available to the company. 

 

3. 2. 1.  SWOT Analysis 

 

 The aim of any SWOT analysis is to identify the key internal and external 

factors that are important to achieving the objective. These come from within the 

company's unique value chain.  
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SWOT analysis groups key pieces of information into two main categories: 

 

Internal factors  – The strengths and weaknesses internal to the organization. 

External factors – The opportunities and threats presented by the external environment   

          to the organization. 

 

The internal factors may be viewed as strengths or weaknesses depending upon 

their impact on the organization's objectives. What may represent strengths with respect 

to one objective may be weaknesses for another objective. The factors may include all 

of the 4P's as well as personnel, finance, manufacturing capabilities, and so on. The 

external factors may include macroeconomic matters, technological change, legislation, 

and socio-cultural changes, as well as changes in the marketplace or competitive 

position.  

 

SWOT Analysis is a simple but powerful framework for analyzing of company's 

position in the market and identification of forces that influence its activity. It helps a 

company´s management to focus on its strengths, minimize threats, and take the greatest 

possible advantage of opportunities available to it. 

 

 

3. 2. 1. 1.  SWOT Analysis of the Company ABC 

 

Strengths 

 

 Long tradition and know-how in production of turbochargers 

 High quality of its products confirmed with number of certificates 

 Qualification and expertness of its employees and their low fluctuation  

 Usage of the latest and most modern technologies in production 

 Financial background of strong parent company 

 Advanced environment protection 

 Good reputation of the company and long-term relationships with its customers 

 Relatively low cost on labour force 

 Own research and development 

 Ability to meet various customer´s wishes and flexibly react on eventual changes 
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Weaknesses 

 Not optimal portfolio of customers (small number of participants) 

 Strong bargaining power of suppliers 

 Obsolescent products 

 One-sidedly oriented production 

 Low market share 

 Full dependence on energetic  resources of lessor  

 Extensive impacts of currency movements (EUR vs. CZK) 

 High production costs 

 Technological demandingnes 

 Substantial amount of financial resources frozen in the company´s stock 

 

Opportunities 

 Further rationalization of business activities and strong pressure on cost cutting 

 Increases in share at the current markets and expansion into new markets 

 Further modernization of machinery and equipment  

 Use the latest technologies 

 Application of innovations into manufacturing 

 Launching of new product into market 

 Obtaining of new customers 

 Finding of reliable partner for cooperation in order to enhance machinery 

utilization 

 

Threats 

 Development of macro environment – global economic crisis 

 Exchange rate risk – distinct appreciation of Czech currency 

 Rundown of the whole industry and dumping of demand for company´s products 

 Necessity of high investments in order to maintain its position in market  

 Strict ecological norms 

 Increasing competition and eventual entrance of new competitors  

 Growth of personnel costs 

 Shift of production to eastern countries due to continuously rising cost level in 

comparison to these countries 

 Growth of material prices 

 Falloff in development of new product against competition 

 Lack of qualified employees 

 Growth of Asian markets  
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3. 3.  Financial Analysis of the Company 

 

This part of diploma thesis is focused on processing comprehensive financial 

analysis of the company ABC. The main objective is to provide analysis of various 

indexes with detailed description of them and the overall evaluation of the company´s 

financial standing. In order to accomplish this I have applied selected basic methods of 

fundamental financial analysis. Data needed for calculation were found especially in 

accounting statements of the company ABC within the evaluative period 2005 - 2008. 

Concretely it was profit/loss account, balance sheet and cash flow statement. Due to 

legislative modification of duty to prepare cash flow statement I have not received this 

sheet for the year 2007. On this account I have determined needed values from 

remaining statements of the company in order to calculate indicators that contain items 

of cash flow statements in their calculations. 

For a better clearness, the most of calculated indexes, detected trends or 

significant changes are supplemented by their graphical demonstration but only on 

condition that it is helpful and sufficiently evidential. 

 

 

3. 3. 1.  Horizontal Analysis (Trend Analysis) 

 

  

Horizontal analysis is a procedure in fundamental financial analysis in which line 

items in company´ s financial statements are compared over a certain period of time. 

Analysis done in this manner provides not only view of absolute changes but it also 

provides their percentual expressions. 

Horizontal analysis can be used on any item in a company's financials and is 

useful when comparing the performance of various companies. 

 

3. 3. 1. 1.    Horizontal Analysis of Assets 

 

Next table mentioned on the following page contains horizontal analysis of 

selected items of company´s assets. Complex horizontal analysis of assets of the 

company ABC is listed in appendix 4 of this work. 
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Table: 2 – Horizontal Analysis of Selected Assets´ Items  

Type of Assets Change 2005/2006 Change 2006/2007 Change 2007/2008 

  absolute v. in % absolute v. in % absolute v. in % 

TOTAL ASSETS 22 529 9,97 58 332 23,47 385 000 125,47 

Fixed Assets 20 269 46,21 27 888 43,49 74 210 80,65 

Intangible fixed assets 4 346 38,14 4 629 29,41 2 590 12,71 

Tangible fixed assets 15 923 49,04 23 259 48,07 71 620 99,96 

Long-term financial assets 0 0,00 0 0,00 0 0,00 

Current assets 2 336 1,28 30 296 16,45 302 218 140,89 

Inventory -35 232 -28,74 43 578 49,89 90 807 69,36 

Materials -15 566 -33,52 13 188 42,71 24 973 56,67 

Work in progress  -23 356 -30,68 32 986 62,50 51 460 60,00 

Short-term receivables  34 522 59,33 -9 949 -10,73 220 052 265,90 

Short-term financial asset 2 913 508,38 -2 669 -76,56 359 43,94 

Accruals -76 -28,57 148 77,89 8 336 2466,27 

                                                                                                     (All items are displayed in thousand CZK) 

 

Fixed Assets 

During analysed period of time the value of fixed assets almost quadruplicated. 

The value of this item was four times higher in 2008 than it was in the year 2005. In 

2005 the value of fixed assets amount 44 mill. CZK while in the year 2008 it reached to 

level of 166 mill. CZK. It represents increase in value about 122 mill. CZK. 

 Development of fixed assets had steady growing character. Raising in the years 

2006 and 2007 reached nearly the same value about 45%, concretely it was 46,2 per 

cent in 2006 and 43,5 per cent in 2007. Increasing in the year 2008 was the biggest 

within this period and the value of them nearly doubled. This growth was caused by 

huge investment into new machinery and equipment of the company. 

 

 

Intangible Fixed Assets 

Development of the value of intangible assets can be characterized as a continuous 

growth however there is apparent noticeable decreasing tendency. Increase of 38% in 

2006 was changed by increase of 29% in 2007 and continued to value of accretion of 

13% in the year 2008.  This overall trend meant that value of intangible assets increased 

from 11,4mill. CZK in 2005 into the value of 23 mill. CZK. reached in year 2008. It 

means that their value doubled within the period of four years. 
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Tangible Fixed Assets 

During observed period of time tangible fixed assets virtually copy development 

of total fixed assets. In other words development of tangible assets determines the value 

and development of total assets. In the years 2006 and 2007 increase of these assets 

reached almost 50% (16 mill. CZK. and 23 mill. CZK.) in both years while in 2008 the 

growth reached nearly 100 per cent (more than 71 mill. CZK.). Value of tangible assets 

at the end of this period was 4, 5 times higher than value achieved in the year 2005. 

 

Long Term Financial Assets 

The company ABC embodies no long-term financial assets within this period. . 

 

Current Assets 

As can be seen in Table: 3 mentioned on the previous page, current assets 

experienced dramatic development from insignificant enhancement in the year 2006 

(1,2 %), through slight growth in 2007 (16,5%), to huge increase reached in 2008 

(141%). This meant in nominal expression growth higher than 300 mill. CZK. A total 

value of the current assets tripled during these years. Current assets increased from the 

value 182 mill. CZK into the value 517 mill. CZK. This trend was partially driven by 

increase in company´s inventory but especially it was driven by substantial growth in 

short-term receivables that jump within one year by more than 220 mill. CZK. 

 

 

Inventory 

 Inventory underwent interesting development during these years as well. Decline 

in first year by more than 28% (c. 35 mill. CZK) was followed by substantial growth 

achieved in the years 2007 and 2008. In 2007 the growth was nearly 50% and in 2008 it 

was even extensive 70 per cent. Value of company´s stock increased by more than 99 

mill. CZK and copies the development of materials and work in progress that are 

components of total inventory.  In general terms it can be said that growth of inventory 

is undesirable. The lower level of stock, the better for the company. Growth in the case 

of ABC can be caused either by improper inventory management or introduction of new 

product line into manufacturing. 
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Short-term Receivables 

Development of this kind of assets had recurrent character. In 2006 short-term 

receivables noticed distinct increase when their value rose by 60% (34,5 mill. CZK). 

Year after that, their value dropped by 11% (-10 mill. CZK) and in 2008 short-term 

receivables noticed huge surge again when their value increased by more than sizeable 

260%. In nominal value it represents growth of 220 mill. CZK. This increase was 

caused by increase in the value of other receivables that moved from the value 0,8 mill. 

CZK in 2007, into the value 225 mill. CZK in 2008. Trade receivables that influence 

liquidity of the company and need to be watched remained more or less at the same 

level during whole period of time.  

 

Short-term Financial Assets 

 Development of this kind of assets has alternate character again. Financial assets 

of the company oscillate from 0,5 mill. to 3,5 mill. CZK. Generally it can be said that 

their value run to a low level, especially in comparison with other types of assets. Main 

part of financial assets captures money on bank account. 

 

 

Graph: 1 – Development of Selected Assets  
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3. 3. 1. 2.  Horizontal Analysis of Liabilities 

 

Table mentioned below contains horizontal analysis of the most important 

company´s liabilities as stated in balance sheets within period 2005 – 2008. Complex 

horizontal analysis is listed in appendix 4. 

 

Table: 3 – Horizontal Analysis of Selected Items of Liabilities  

Liabilities 
Change 2005/2006 Change 2006/2007 Change 2007/2008 

absolute v. in % absolute v. in % absolute v. in % 

TOTAL LIABILITIES 22 529 9,97 58 332 23,47 384 764 125,39 

Equity 6 072 3,51 -2 979 -1,66 25 250 14,33 

Profit/Loss-current year  5 052 14,02 -2 296 -5,59 -12 841 -33,11 

Profit/loss-previous year 29 1,80 81 4,93 38 785 2251,02 

Other Sources 16 459 31,11 61 311 88,39 359 514 275,11 

Short-term payables  23 368 56,45 60 553 93,50 359 709 287,04 

Payables to controlled  

18 292 177,20 56 621 197,87 319 218 374,51 organizations 

Trade payables 8 701 56,20 4 526 18,72 34 927 121,66 

Bank loans  0 0,00 -4 0,00 0 0,00 

                                                                                                     (All items are displayed in thousand CZK) 

Equity (own capital) 

 Table mentioned above shows that value of the company´s own capital rose by 

3,5% in 2006. This growth was replaced by slight downturn reached in the next year    

(-1,7%) and continued to more important growth of 14 % in the year 2008. Registered 

basic capital has remained at the same level all the time as well as legal reserve fund 

that matches to requested 10% of registered basic capital i.e. 12 mill. CZK. At the end 

of analysed period the value of own capital was higher by almost 30 mill. CZK 

compared to the level as at in 2005. Rise of company´s equity is every time connected 

with the rise of financial stability company and overall independency. In the case of 

ABC it could be said that all components of own capital remains same during whole 

period and the total level of company´s equity  is dependent on the level of profit for a 

current year or amount of profit retained from the previous year or years. 

 

Profit / Loss – current year  

Value of profit in the year 2006 increased by 14 % however next two years were 

in sign of its decline. In 2007 it was only by 5,6% but in 2008 it noticed a large fall in 

its value by substantial 33% what means loss compared to previous year amounting to 
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13 mill. CZK. Its downward tendency is not good or positive sign for the company´s 

management because its high value and growing trend in time is the feature of 

fruitfulness of the company´s business activity. On the other hand it must be said that 

value of profit achieved in 2008 is to a great extent affected by the current economic 

crisis.  

 

Profit / Loss – previous year 

 It must be said that this items was in form of retained profit during whole period. 

Value of it underwent quantum jump when after two relatively stable years of minimum 

changes its value increased by more than 2000 per cent (more than 38 mill CZK) in 

2008. This could signify that company saved money for the future investments.  

 

Other sources 

When we look at the value of other sources in particular years we can easily 

observe distinctive trend of dramatic growth. This trend has strong rising tendency. In 

2006 the growth was 31%, in 2007 has already been 88% whereas in the year 2008 

value of other sources jump by enormous 275% (more than 359 mill. CZK). This 

figures resulted mainly from considerable growth of short-term payables, especially 

caused by payables to controlled and managed organizations what will be described 

later in this work. 

 

Long-term payables 

Long-term payables had in all years almost zero value. If the item embodies 

something then it´s only deferred tax liability. 

  

Short-term payables 

As it was already mentioned in the case of the company ABC short-term payables 

predestinates development of total other (external) sources of the company. Their 

enormous growing trend is driven partly by growing item of trade payables but mainly 

it is caused by increasing value of payables to controlled organizations, especially in 

last year their value increased by 375% what represents more than 300 mill. CZK. This 

is caused by loan offered from the side of firm´s parent company. This loan was 
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designed for enormous investment into new machinery, equipment and technology in 

the firm ABC. Development of trade payables has also dangerous continuous growing 

tendency when their value in 2008 was four times higher than the same value in 2005. 

Suppliers either allow the company pay its liabilities later or amount of business 

transactions increased substantially in this period. Growth of this item has negative 

impact on company´s liquidity, raises entrepreneurial risk and may have adverse 

consequences to the future.  

 

Bank loans and financial accommodations 

Seeing that company has possibility to get loan (overdraft) from its mother 

company it is not burdened by loans from the side of third parties, though commercial 

organizations, banks etc. These overdrafts company embody in financial statements as 

short-term liabilities and that´s why this item has in all years almost zero value. 

 

Graph: 2 – Development of Selected Liabilities  

 

 

 

 

3. 3. 1. 3.  Horizontal Analysis of Profit and Loss Account 

 

 

Following chart contains horizontal analysis of chosen items of profit and loss 

account. Its comprehensive horizontal analysis is attached to this work in appendix 4. 
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Table: 4 – Horizontal Analysis of Selected Items of Profit and Loss Account  

Profit and Loss Account 
Change 2005/2006 Change 2006/2007 Change 2007/2008 

Absolute 
value in % 

Absolute 
value in % 

Absolute 
value in % 

Production 721 0,19 100298 25,70 160 724 32,76 

Production Consumption 10575 4,01 73396 26,76 137 042 39,42 

Added Value -9381 -7,48 27094 23,36 23 484 16,41 

Personnel Expenses 3031 5,11 11048 17,70 10 973 14,94 

Operating Profit / Loss -5046 -9,82 6334 13,66 3 890 7,38 

Profit/loss from fin. operat. 1637 761,40 -3196 -224,75 -22 245 -1253,95 

Profit/loss of accounting period 5052 14,02 -2296 -5,59 -12 841 -33,11 

(All items are displayed in thousand CZK) 

 

Production 

From table above is apparent that the level of production noticed positive growth 

each year during this period. This positive trend is also supported by increasing 

tendency of this growth in time.  While in the year 2006 it was only 0,19 % next year it 

was already 26% and in the year 2008 growth reached excellent 33% amounting more 

than 160 mill. CZK. This persistent growth can be positively evaluated because it shows 

that company produces and achieves required sales that are fundamental assumption of 

the whole business activity and the basis for development of the company into the 

future.  

 

Added Value 

Development of added value had alternate character. Unfavourable decline in the 

year 2006 by 7,5% (9 mill.) was replaced by two years of growth although rise in 2008 

did not achieved the level of growth from the year 2007. In 2007 growth reached 23% 

(27 mill. CZK) while in 2008 it was “only” 16% (23 mill. CZK). Added value thus 

increased by more than 41 mill. CZK  in four years.  

Size of added value for this type of company should achieve values within the 

limits 25 to 50% of production. Company ABC achieves minimal values of this 

suggested interval when its rate of added value to production is within the range of 25 to 

32% but there is evident declining trend. This is connected with development of cost 

items, when production consumption growth more quickly than company´s production. 
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Personnel Expenses 

Personnel expenses had growing tendency during the whole period. However this 

growth is not caused by increasing number of employees but it´s caused by rising 

average costs per one employee. In last two years annual growth of personnel expenses 

reached values about 15% (approximately 10 mill. CZK).  

 

Operating Profit / Loss 

 In the year 2006 this item decreased by almost 10% when company´s 

operational profit declined by more than 5 mill. CZK. In following years company has 

already achieved positive figures. Concretely it was 13% in 2007 and 7% in subsequent 

year. 

 

Profit / Loss From Financial Operations 

 Except one year this item achieves negative values each year because financial 

expenses in the case of ABC usually exceed its financial revenues. Especially in 2008 

financial expenses reached extensive 36 mill. CZK. This extensive amount is connected 

with the loan accepted in that year. Financial expenses in that year also influenced total 

profit of the company considerably what is a contrast to previous years. 

 

Profit / Loss of Accounting Period 

Because of fact that the company ABC has zero profit from extraordinary activity, 

profit of accounting period is identical with the profit from ordinary activity. There is 

also visible negative tendency when after initial increase of its value in 2006 this item 

began fall mainly caused by high levels of financial expenses. Decline in 2008 amount 

to 12 mill. CZK (-33%).   
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Graph: 3 – Development of Selected Items of Profit and Loss Account 

 

 

3. 3. 2.  Vertical Analysis  

 

Structure of assets and liabilities gives us information about composition of 

resources of a company needed for its business activities and tell us where or from 

which sources they have been obtained.  

 

3. 3. 2. 1.  Vertical Analysis of Assets 

 

Vertical analysis of assets indicates, among other things, areas (type of assets) 

where the company ABC invested its disposable capital within given year. Structure of 

company property goes out from the branch, type of company but also is to a great 

extent influenced by its strategy, policy and management decision making style.  

 

Table: 5 – Vertical Analysis of Selected Kinds of Assets  

Assets 
YEAR 

2005 2006 2007 2008 

share in% share in % share in % share in % 

TOTAL ASSETS 100 100 100 100 

Fixed Assets 19,41 25,81 29,99 24,03 

Intangible fixed assets  5,04 6,33 6,64 3,32 

Tangible fixed assets 14,37 19,47 23,35 20,71 

Long-term financial assets 0 0 0 0 

Current Assets 80,47 74,12 69,9 74,69 

Inventory 54,22 35,15 42,67 32,05 

Short-term receivables 25,75 37,3 26,97 43,77 

Short-term financial assets 0,25 1,4 0,27 0,17 
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Fixed Assets 

 Considering the branch of the company and the sphere of its activity there is an 

extraordinary fact that current assets to its total property markedly exceed the level of 

fixed assets. Despite this fact a little improvement may be observed in the composition 

of its property. While in 2005 fixed assets captured less than 20% of total assets in 2007 

it held already 30%. However last year of this period was again in token of mild decline 

when proportion of fixed assets contains only 24 per cent. 

Logical in reference to a subject of enterprise is the fact that the biggest part of 

fixed assets is created by tangible fixed assets. Their growing portion in total assets 

marks that equipment of the company don´t getting older and that company invests into 

new fittings and facilities. Development of tangible fixed assets practically copies the 

development of total assets when rate of tangible assets increased by more than four per 

cent within last four years. 

During this period company has no long-term financial assets. 

Intangible fixed assets capture very small part of total assets in range of 3 to 6%.  

After their slight growth in the years 2006 and 2007 they dropped on the level of 3%. 

Intangible assets in the case of ABC are created partly by item software but for the most 

part by results of company´s research and development. Intangible fixed assets under 

construction also play some role here, especially in the year 2007. 

 

Current Assets 

As it was already mentioned in previous paragraph it´s unusual that value of 

current assets markedly exceed value of fixed assets because companies like ABC have 

mostly opposite proportion of current and fixed assets. Composition of assets like that is 

more appropriate for companies predominantly focused on trade.  This may be caused 

by wrong management of its current assets or conversely due to the excellent 

management of fixed assets. 

Share of current assets dropped by more than 5% when comparing years 2005 and 

2008. In 2005 current assets captured 80% of total assets while in 2008 it was 75%.  

When looking at the composition of current assets, two different trends can be observed. 

Value or more accurately share of inventory has cyclic behaviour but there is evident 

downward tendency. In 2008 inventory created 32% of total assets while in 2005 it was 
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54%. It means decline bigger than 100 mill. CZK within four years. In general the lower 

level of inventory the better. Growth of inventory value is negative in the majority of 

cases because it freezes money and other financial resources that should be used 

otherwise.  

Short-term receivables have exactly opposite development than inventory. They 

increased in value from 26% to 44% during last four evaluated years. However 

receivables have similarly cyclical development as inventory and thus it´s not possible 

to describe it as the growing trend. In general terms increasing value of receivables is 

negative fact and may indicate that customers pay later and enhance the risk of eventual 

financial insolvency problems. 

 

Graph: 4 – Structure of Company´s Assets 

 

 

 

 

3. 3. 2. 2.   Vertical Analysis of Liabilities 

 

Structure of liabilities discovers sources that company used in order to obtain its 

assets. Vertical analysis of selected types of liabilities of the company ABC is 

mentioned in following table. Complex vertical analysed may be find in the appendix 5. 
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Table: 6 – Vertical Analysis of Selected Liabilities 

Liabilities 

YEAR 

2005 2006 2007 2008 

share in% share in % share in % share in % 

TOTAL LIABILITIES 100 100 100 100 

Owned Capital 76,59 72,09 57,41 29,12 

Profit / Loss  15,94 16,53 12,64 3,75 

Other Sources 23,41 27,91 42,59 70,88 

Reserves 5,09 1,85 1,52 0,71 

Long-term Payables 0 0 0,23 0,04 

Short-term Payables 18,32 26,06 40,84 70,13 

Bank loans and Fin. Accommodations 0 0 0 0 

 

 

Equity (Owned Capital) 

Table 7 expressively demonstrates fact that the share of company´s owned capital 

has strong decreasing tendency. Share of its core capital to its total capital declined in 

all years. Moderate drop in 2006 was changed by considerable fall in years 2007 and 

2008. Concretely it declined by 15% in 2007 and by 28% in the year 2008.  On the 

other hand it´s important to say that this decline wasn´t caused by the change in the 

value of company´s owned capital but it´s the result of increase of other sources, 

especially huge growth of short-term payables.  

During this period share of company´s owned capital slumped from 77% in 2005 

into the level of 29 per cent in 2008. Based on this it is obvious that ABC extremely 

changed the way of its financing. At the beginning of this period ABC was mainly 

financed by its own resources. Concretely more than three quarters of its assets was 

financed without use of external resources. 

 This situation meant for the company lowering of its entrepreneurial risk and 

inhibition of emergence of potential insolvency. This was also feature of certain 

financial stability, credibility, independency and security. But in last two years 

especially in 2008 their share dramatically dropped and company thus become less 

financially stable and independent. On the other hand its overall effectiveness increased 

because in general shareholder´s capital is generally more expensive than external 

resources. 

The share of profit in total capital also declined substantially during this period. It 

dropped from the share of 16% 2005 into the level of 3,7% reached in 2008. 
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Other Sources 

It´s obvious that lower share of company´s owned capital must be connected with 

the higher share of other resources. Their share jumped from 23% in 2005 into 71% in 

2008.  It means in nominal value growth of 440 mill. CZK. Increase in share of other 

resources is a consequence of new loan acquired in 2008 and partly in 2007.  This loan 

is captured in financial statements of the company ABC within the scope of short-term 

payables. 

Share of trade payables have growing tendency as well but their importance in 

total value of payables remains more or less the same. Difference between year 2005 

and year 2008 is only 2%. 

As it was already mentioned company ABC ceased from using credit provided 

from the side of third parties in 2001. In the case of need the company has possibility to 

get overdraft from its parent company. Due to this fact the company is not encumbered 

with any bank loans or similar accommodations and thus this item has zero value. 

 

Graf: 5 – Capital structure of the Company ABC 

 

 

 

3. 3. 2. 3.  Vertical Analysis of Revenues 

 

Table mentioned at the following page contains vertical analysis of selected kinds 

of revenues as stated in profit and loss account of the company ABC. Their 

comprehensive vertical analysis is listed in appendix 5.  
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Table: 7 – Vertical Analysis of Selected Types of Revenues 

Types of Revenues 

YEAR 

2005 2006 2007 2008 

share in % share in % share in % share in % 

TOTAL REVENUES 100,00 100 100 100 

Operating Revenues 98,18 99,97 97,85 91,66 

Revenues From Sold Goods 0,38 148 0,35 0,02 

Production 95,94 98,05 96,08 90,41 

Revenues from disposals of  

0,86 0,62 0,38 0,33 fixed assets and materials 

Financial Revenues 1,82 0,03 2,15 8,34 

Interest Revenues 0,10 0,02 0,05 1,09 

Other Financial Revenues 1,72 0 2,1 7,25 

Extraordinary Revenues 0,00 0 0 0 

 

 

Operating Revenues 

Operating revenues play a major role in the composition of company´s revenues. 

In some years they are approaching almost 100% of total revenues (e.g. 99,97% in 

2006). The only exception is the last year 2008 when operating revenues declined into 

the level of 91,5% due to higher interest revenues obtained in that year (8,5% of total 

company´s revenues). The biggest share in operating revenues obviously belongs to 

production that oscillates in the space of 90% up to 98% of total revenues. On the basis 

of this fact it´s clear that overall functioning of the company ABC is based on the 

revenues from production. Revenues from disposals of fixed assets and material 

together with the revenues from sold goods do not exceed value of 1% during all time. 

 

Financial Revenues 

As it has been already mentioned share of other revenues than operational is not 

considerable except the year 2008 when their share reached more than 8 per cent (60 

mill. CZK). But in other years their share value up to 2% of total revenues (7 – 10 mill. 

CZK). 

 

Extraordinary Revenues 

Share of extraordinary revenues was reaching the zero value all the time.  
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3. 3. 2. 4.  Vertical Analysis of Costs 

 

Next table mentioned bellow contains vertical analysis of chosen items of cost that 

going out from profit and loss accounts for years of the period 2005 – 2008. 

Comprehensive analysis of company´s cost is listed in appendix 5 of this diploma 

thesis. 

 

Table: 8 - Vertical Analysis of Selected Cost Items 

Types of Costs 
2005   2006   2007   2008   

thous. 
CZK 

share 
in % 

thous. 
CZK 

share 
in % 

thous. 
CZK 

share 
in % 

thous. 
CZK 

share 
in % 

TOTAL COSTS 370 120 100 363 864 100 471 994 100 694 408 100 

Operation costs 347 348 93,85 351 597 96,63 447 111 94,73 603 694 86,94 

Cost of Goods Sold 2004 0,54 1562 0,43 1805 0,38 148 0,02 

Production 
Consumption 263 716 71,25 274 291 75,38 347 687 73,66 484 729 69,80 

Personnel Exp. 59 370 16,04 62 401 17,15 73 449 15,56 84 422 12,16 

Tax and Fees 120 0,03 24 0,01 72 0,02 14 0,00 

Depreciation 14 738 3,98 16 424 4,51 21 775 4,61 28 427 4,09 

Financial Costs 22772 6,15 12 267 3,37 24883 5,27 90714 13,06 

Interest Expenses 319 0,09 608 0,17 2 138 0,45 15240 2,19 

Other Financ. Exp. 7292 1,97 4 595 1,26 10 611 2,25 68854 9,92 

Extraordinary Cost 0 0,00 0 0,00 0 0,00 0 0,00 

(All items are displayed in thousand CZK) 

Operational Costs 

It is logical that operational cost similarly as the operational revenues create 

unambiguously the biggest part of total company´s costs. During the first three years 

this share oscillates within the limits from 94 up to 97 per cent. Year 2008 is slightly 

different when the part that belongs to operational cost declined by 8% during one year 

into the level of 87%. It´s natural that value of operational costs directly correspond to 

operational revenues and thus they have also the same development in time. 

The biggest part of operational cost is created by production consumption that 

reaches values about 70%. For example their value in 2008 was 485 mill. CZK whereas 

total costs amounted to 695 mill. CZK. Their share remains more or less same during all 

period. 

Significant share in cost also belongs to personnel expenses. They create 

approximately 15% (60 - 85 mill. CZK) of total company´s cost. Their share in total 

costs indicates decreasing tendency although the nominal value of personnel expenses is 

rising in time.  
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Financial Costs 

Value of the financial costs in total costs wasn´t somehow crucial until the year 

2008 when their share reached value of 13% (more than 90 mill. CZK). In the first three 

years of this period financial costs hold approximately 5%. Table: 9 points to growing 

indebtedness of the company ABC when look at increasing share of interest expenses 

and other financial expanses in time. Their nominal values rise considerably as well. For 

example the item other financial expenses amount to 7 mill. CZK in 2005 and in the 

year 2008 it had already captures almost 70 mill. CZK.   

 

Extraordinary costs 

Company ABC did not have any extraordinary costs in this period. 

 

Graf: 6 – Costs´ structure of the Company ABC 

 

 

3. 3. 3.  Analysis of Differential Indices 

 

Differential indices are also called funds of financial resources of the company. 

Ordinarily they are calculated as a difference of certain short-term assets and certain 

short-term debts (liabilities). Therefore they compare sum of money available to 

payments and sum of liabilities required to be pay back. Therefore they characterise 

capability of a company to meet its payable obligations. 
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3. 3. 3. 1.  Net Working Capital 

 

Net working capital is the most frequently used differential index and represents 

difference between current (short-term) assets and short-term liabilities. It exercises 

influence on financial stability and solvency of a company. Calculated values of net 

working capital for the company ABC are mentioned in the following table: 

 

Table: 9 – Development of Net Working Capital  

Items Year 
( in thous. CZK) 2005 2006 2007 2008 

Current Assets 181 867 184 203 214 499 516 717 

Short-term Payables 41 395 64 763 125 316 485 025 

Net Working capital 140 472 119 440 89 183 31 692 

 

Values of net working capital in this period achieved markedly different results. 

Whereas in 2005 NWC reached almost 80% of current assets in 2008 it was only 6%. 

Moreover there is marked decreasing tendency of this index. From 2005 it was 

gradually 77%, 64%, 40% and 6% in last year. Their nominal values are declining as 

well. These low values mean that company moved from the financial stable one to a 

company that may have problems with its liquidity and may be characterised by low 

ability to meet its short-term payable obligations. The annual growth of short-term debts 

was evidently faster than growth of current assets. The value of payables in 2008 was 

almost twelve-times higher than its value four year ago while short-term assets 

increased only by factor 3. 

Graph: 7 – Development of Net Working Capital  
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3. 3. 3. 2.  Net Available Assets 

          This indicator results from the most liquid part of current assets - cash and money 

on the current account. This ratio is normally used in order to calculate immediate 

liquidity of the company due to fact that current assets can contain certain items that are 

very little liquid or even illiquid. Therefore net available assets are calculated as a 

difference between available cash resources and promptly due payables  

Table: 10 – Development of Net Available Assets  

Items Year 

( in thous. CZK) 2005 2006 2007 2008 

Short-term Financial Assets 573 3486 817 1176 

Short-term Payables 41 395 64 763 125 316 485 025 

Net Available Assets -40 822 -61 277 -124 499 -483 849 

 

Based on table: 11 it´s evident that net available assets achieved negative in all 

years of this period. In addition there is a substantial worsening trend. Negative values 

are partly caused by very low level of financial assets but mainly it is due to extensive 

growth of short-term payables especially by increase in payables to controlled and 

managed organizations. Both this facts arise from the way how the company gets 

financial resources from its parent company and how it is required to handle with its 

financial resources.  

 

Graph: 8 – Development of Net Available Assets   
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3. 3. 4.  Cash Flow Analysis 

 

In this part of diploma thesis I am going to evaluate cash flow statement from its 

statistical point of view, i.e. as a result of cash movement at the end of particular year. 

Table mentioned bellow shows the most important aggregated items of cash flow 

statement. Complex cash flow analysis is mentioned in appendix 3 of this thesis. 

 

Table 11 – Development of the Most Important Items of Cash Flow Statement  

Selected Items of Cash Flow Statement 
YEAR 

2005 2006 2007 2008 

P 
Balance of cash and financial equivalents  

2 589 573 3486 817 as at the beginning of reporting period 

Z Accounting profit/loss from running activities before tax 51 190 47 781 50919 56 583 

A*** Net cash flow from running activities 39 011 74 760 81563 103 647 

B*** Net cash flow from investing activities -18 031 -35 847 -80107 518 

C*** Net cash flow from financing activities -22 996 -36 000 4125 -449 

F Net increase/decrease in cash on hand -2 016 2 913 -2669 103 710 

R 

Balance of cash on hand and financial equivalents  

573 3 486 817 1176 as at the end of reporting period 

(All items are displayed in thousand CZK) 

 

Net Cash Flow from Running Activities 

 

This aggregate item of cash flow statement is fundamental and definitely the most 

important for the company´s financial standing. Basic assumption of the whole business 

activity is to have this item in positive values in order to have enough financial 

resources for its operations. 

Based on Table 12 it is evident that ABC fulfils this condition without any 

substantial problem. During all period the company achieves very good and fairly high 

values. Moreover there is an appreciable growing trend of this value over time what can 

be evaluated very positively. This fact is promising to the future and ensures sufficient 

amount of sources needed for financing of its operational activities.  

Value of operational cash flow achieved in the year 2008 was more than two and 

half higher than the same value in the year 2005.  
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Net Cash Flow from Investing Activities 

Investing cash flow reaches to negatives values during all period although  its 

nominal value decreases in time. Negative value of this item means that company ABC 

invests its money into purchase of new machines and equipment. This could be also 

positively evaluated. Relatively high values indicate that company does not save its 

money and continuously modernizes itself.  

 

Net Cash Flow from Financing Activities                 

 Cash flow from financing activities has similar development as investing one. It 

achieves negative values during whole period. Financial cash flow of company ABC is 

practically created by single item called dividends paid or share in profit included taxes 

paid.  

 

Total cash flow of particular year is given by a sum of three previously mentioned 

cash flows. From this point of view ABC achieves positive values. This means that 

company should have enough resources for its activity. High values of operational cash 

flow or more likely cash flow from running activities counterbalances negative result of 

investment and financial cash flow.  

 

 

3. 3. 5.  Ratio Analysis 

 

It is the most popular and at the same times the most widespread method of the 

financial analysis due to its simplicity, rapidness of calculation and its very good 

predicative capability. The level and historical trends of these ratios can be used to 

make inferences about a company's financial condition, its operations and attractiveness 

as an investment. 

 

3. 3. 5. 1.  Liquidity Ratios 

 

These ratios evaluate ability of a company to meet its payable obligations. They 

measure financial resources of a company available to make payments with amount of 

its liabilities about to be pay off.  

Computations of these ratios for individual years are presented in the next table. 
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Table: 12 – Development of Liquidity Ratios  

  

Ratio 

    Year 

  2005 2006 2007 2008 

  Immediate   (1st level) 0,014 0,054 0,007 0,002 

Liquidity Prompt        (2nd level) 1,432 1,496 0,667 0,608 

  Current        (3rd level) 4,393 2,844 1,712 1,065 

 

Immediate Liquidity 

Recommended values of this indicator are in the space of 0,2 and 0,5. Based on 

the table mentioned above it´s evident that company ABC is deeply under this border 

whereas it achieves nearly zero values in all years of this period. These low values are 

caused especially by very low account balances at the end of each year as the 

consequence of regular transfer of this balance into account of parent company with 

domicile in SRN. In general low values of this ratio are more efficient from the 

financial point of view but on the other hand they are connected with the risk of 

eventual emergence of insolvency.   

 

Prompt Liquidity 

Value of this indicator fulfils recommended values in first two years of this period. 

Recommended values are within the limits 1 and 1, 5. In the first year the company 

achieved value 1,4 and value about 1,5 in the year 2006. Nevertheless last two year are 

in sign of distinct decrease of this value into the level about 0,6. Compared to results of 

liquidity of 1
st
 level prompt liquidity achieved markedly better results. By reason of fact 

that value of financial assets are very low in all years, good results of this indicator in 

first years are caused by relatively high values of short-term receivables that exceed 

level of short-term payables. In last two year the situation turned round and results of 

this indicator ended according that.  

  

Current Liquidity 

Development of current liquidity ended up according to overall company´s trend 

of worsening financial situation in last two years of this period. This ratio achieved very 

high levels in 2005 and 2006 when its value reached 4,4 respectively 2,8 whereas a 

value of this indicator in the case of financially health companies should be somewhere 
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about 2,5.  In the year 2007 and 2008 the company achieved worse result when 

achieved values 1,7 and 1.  High values of this ratio in the first years were caused 

especially by high level of inventory and binding of substantial amount of capital in 

stocks. On the contrary low level achieved in 2007 and 2008 are caused by substantial 

growth of short-term payable in that years. In general the higher value of this ratio the 

better for maintenance of company´s solvency. From this point of view liquidity of the 

company was becoming worse after initial very good results in 2005 and 2006. 

 

Graph: 9 – Development of Liquidity Ratios  

 

 

 

3. 3. 5. 2. Gearing Ratios 

 

Gearing ratios are concerned with the proportion of foreign and own resources of 

a company. They measure range of debts that company uses to its funding and identify 

company´s approach to entrepreneurial risk. Gearing is a measure of financial leverage 

because evaluates the structure of financial resources of a company. 

 

Table: 13 – Gearing Ratios Development  

  

Ratio 
Year 

  2005 2006 2007 2008 

  Total Indebtedness 23,4% 27,9% 42,6% 70,9% 

 Indebtedness Coefficient of Internal Financing 76,6% 72,1% 57,4% 29,1% 

  Term of Debt Expiration 1,3 0,8 1,5 4,7 

  Interest Coverage 160,2 78,6 23,8 2,1 
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Total Indebtedness 

 

 This indicator expresses rate of a foreign capital (debts) in company´s assets. 

The higher level of foreign capital the more a company is considered to be risky. On 

this account creditors prefer low level of this index. Expert specialized literature 

indicates average indebtedness of companies in the space of 30 – 50%.   

 Indebtedness of the company ABC has changed completely during this period. 

In years 2005 and 2006 company reached to levels under 30% that according to expert 

literature fall into zone of low indebtedness. It meant that 70 % of company´s capital 

was created by owner´s equity (funds) in these years. This state reduced risk of 

entrepreneurship but on the other hand also caused that company were losing part of its 

profit because it did not exploit more external resources that are generally cheaper than 

own funds. But as it was mentioned indebtedness of the company changed entirely in 

last two years when reached values 43% and 71% in 2008. It means that only 29% per 

cent of company´s operations were funded by owner´s capital and more that 70% 

created debts.  

 Acceptable level of indebtedness is determined by its comparison to ratios of 

companies in the same industry but in general companies with high gearing (high 

leverage) as ABC in 2008 are more vulnerable to downturns in the business cycle 

because the company must continue to service its debt regardless of how bad the sales 

are. Mitigating feature of the company indebtedness is fact that overwhelming majority 

of company debts belongs to company´s parent company and company has factually no 

debts to banks or other financial institutions. 

 

Coefficient of Self-financing 

 

This index is converse to previous indicator and marks the proportion of own 

resources in total capital. It is evident from table: 14 that this proportion was decreasing 

in time. More than 70% of owner´s equity was guarantee of financial security and 

independency of ABC,. By contrast 30% of own resources in the year 2008 signifies 

converse situation. It means high risk but on the other hand also high leverage of 

entrepreneurship. 
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Term of Debt Expiration 

 

 This indicator indicates how many years a company needs to pay back all its 

debts (liabilities). Value of this index in the case of financially health companies is 

demanded at the level of 3 years. As it can be seen in mentioned table the company 

ABC except year 2008 reached and fulfilled demanded values. However excellent 

values in 2005 and 2006 were replaced by worse one´s. For example in 2008 the term of 

debt expiration reached to 4,7 per cent.  This is still relatively satisfactory value 

indicating that ABC would pay-off all its debts in less than 5 years. Good results were 

caused by relatively low level of total indebtedness along with fairly high and stable 

cash flow in particular years. 

 

Interest Coverage 

 

It provides information about how many times profit before interest and tax 

exceeds company´s interest costs. By virtue of fact that company´s financial expenses 

were growing dramatically in this period, this index also achieved worse result over 

time. Initial positive values were replaced by worse one´s when profit in 2008 exceeded 

financial expenses and costs only two times..  

 

Graph 10 – Development of Company´s Indebtedness  
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Graph: 11 – Change in the Way of Financing 

 

 

 

3. 3. 5. 3. Profitability Ratios 

 

A class of financial metrics that are used to assess a business's ability to generate 

earnings as compared to its expenses and other relevant costs incurred during a specific 

period of time. For most of these ratios, having a higher value relative to a competitor's 

ratio or the same ratio from a previous period is indicative that the company is doing 

well. These ratios measure attained profit with the sources expended on its achievement. 

In general the higher profitability is the better for a company. 

 

Table: 14 – Profitability Ratios Development of the Company ABC 

  
Ratio 

                                Year 

  2005 2006 2007 2008 

  ROI 0,23 0,19 0,17 0,05 

Profitability ROA 0,16 0,17 0,13 0,04 

  ROE 0,21 0,23 0,22 0,13 

  ROS 0,09 0,11 0,08 0,04 
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Return on Investments (ROI) 

It measures how big profit comes out from one crown invested into company, no 

matter what origin it has. Table mentioned above expresses that value of ROI in 2005 

was 0,23 crown (23 haler) on 1 invested Czech crown. By reason of fact that good 

results of ROI for this type of company are somewhere about 15 halers on invested 

crown it can be said that company ABC was doing well and exceeded desired value. 

But as it is evident from the table mentioned at the previous page profitability of the 

company´s capital has decreased markedly during this period only. ROI dropped into 

the level of 5 halers on one invested crown that is not sufficient especially from long-

term perspective.  

 

Return on Assets (ROA) 

Based on literature values of this ratio should be somewhere about 6 -10%. Except 

year 2008 when the company reached to profitability of 4 per cent company achieved 

higher than demanded values. Therefore this is not only sufficient but also positive 

evaluation can be added. On the other hand in accordance with other indicators also 

ROA is getting worse over time markedly. 

 

Return on Equity (ROE) 

This indicator is though as the most important from the owner´s point of view. It 

evaluates productiveness of capital inserted by owners into a company. This 

productivity (profitability) should be higher than profitability of total assets. This 

condition is fulfilled in all years of this period. According to some authors value of 

ROE should be on the level of 36% but this is far-away even for the majority of 

financial healthy companies and therefore more realistic values are within the limits 15 

to 25% where the company ABC except 2008 was. Even in 2008 value of 13% can be 

considered as sufficient.  

 

Return on Sales (ROS) 

It evaluates productivity of sales. Good result of sales profitability is considered 

value between two and six per cent it means value from 0,02 up to 0,06.  But naturally 

the higher profitability is the better for a company. When we look at table of calculated 
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value it is evident that the company achieves relatively good results, especially at the 

beginning of this period. For example in 2006 its productivity from sales reached to 

11%, i.e. 11 halers of profit from each crown of sales. But here can be also observed 

negative decreasing tendency in the last three years.  

 

Graph: 12 – Profitability Ratios Development 

 

 

3. 3. 5. 4. Activity Ratios  

 

 This kind of indicators measures how effectively a company manage its assets. If 

a company has more assets than it is purposeful level it raises unnecessary costs for a 

company and thereby causes its lower profit. On the other hand if a company has 

insufficiency of them it causes that a company has to refuse some possible profitable 

opportunities and by doing this it loses revenues that it could obtain if it accepts them. 

 Calculated values of these indicators are presented in the following table.  

 

Table: 15 – Development of Activity Ratios 

  

Ratio 
Year 

  2005 2006 2007 2008 

  Assets Turnover 1,72 1,57 1,60 0,94 

  Fixed Assets Turnover 8,88 6,09 5,33 3,92 

Activity Stock Turnover 3,18 4,47 3,75 2,94 

  Stockholding Period 113,28 80,57 96,08 122,56 

  Debtor Days 53,77 85,51 60,73 167,37 

  Creditor Days 38,25 59,74 91,96 268,09 
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Total Assets Turnover 

This index provides information about how many times company´s assets convert 

themselves within one year. Based on literature values of this indicator should by within 

the limits 1,6 and 2,9. From the table 16 is evident that ABC achieves values at the 

bottom of this interval. Again accept year 2008 the company fulfilled recommended 

values. It means that company didn´t have abundance or insufficient amount of assets in 

these years. Low result achieved in 2008 evidences substantial growth of assets in that 

year. When we look at the balance sheet it may be said that practically all kinds of 

assets increased markedly in 2008 and grew more quickly than company´s sales.   

 

Fixed Assets Turnover 

Value of this index facilitates decision making if acquire additional investment 

property or not. Results of this ratio for the company ABC may be evaluated as 

satisfactory because they exceed value of total assets turnover several times. But there is 

a negative feature that results of fixed assets turnover as well as total assets turnover has 

evident decreasing tendency over time. However in general it may be said that company 

did not have a high level of unemployed capacity or excess of machinery and also that 

its current capacity were sufficiently and effectively utilized. 

 

Stock Turnover 

This indicator reflects the number of stock-turnover within one year. Low value 

indicates problems with redundant inventory. This nearly illiquid part of inventory has 

very low or even zero productivity and demands unnecessary additional financing. 

Therefore the higher value is achieved the better for a company. 

Values higher than five are thought to be satisfying in the conditions of Czech 

Republic. Company ABC did not reached this value in any year of analysed period. 

Except the year 2006 when the company achieved almost value 4,5 it was reaching 

roughly value 3 than is unambiguously insufficient and confirms the result of vertical 

analysis about the fact that company has excess of its stock. Inadequate amount of 

inventory freezes financial resources of the company and causes higher costs, lower 

productivity and consequently also lower profit. Nevertheless in the contrast to other 
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indicators mentioned before there is not such a distinct decreasing tendency and values 

of stock turnover are relatively stable in time. 

 

Stockholding Period   

It´s the equivalent to previous indicator mentioned here for its clearness and 

bigger understandability. It indicates average time (number of days) when stocks are 

blocked in a company till their consumption or sale. For a company is desirable to have 

this value short as possible. As a satisfactory value for the companies operating in the 

branch of light engineering in Czech Republic is considered value somewhere between 

50 and 60 days. In this regard the company ABC reached again to unsatisfactory values. 

Moreover there is no apparent gradual decreasing of its value. For example in 2008 it 

was even 123 days. It means that company purchased stocks 3 times per year at an 

average, whereas required value is 8 or 9 times per year, i.e. turnover approximately 45 

days. 

  

Debtor´s Days 

It´s a time a company has to wait until its customers pay for products purchased 

from the company on a trade credit. Naturally aim of a company is to have this time 

short as possible. In conditions of Czech Republic duration of payment between 50 and 

60 days is considered to be sufficient.  

Average time until the company collets payments is considerably long each year 

and moreover there is no evident decreasing of it over time. Result in 2005 (54 days) 

could be evaluated as satisfactory but this time needs to be compared with term of credit 

expiration that company extend to its customers. Result of this comparison tells the 

company if the customers pay in time or after the term of expiration. However in 

following  years the company achieved substantially different results. As an example 

may serve the year 2008 when the value of debtor´s days reached to 167 days. These 

extremely high values may cause liquidity problems for the company and insufficiency 

of cash when needed. Based on debtor´s days calculation it is obvious that this high 

result in 2008 is caused by extensive increase of short-term receivables in that year. 

Concretely it is the item called other receivables that caused this increase. 
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Creditor´s Days 

Creditor´s days is the similar measure to debtor´s days. It is an average time a 

company takes to pay its creditors and shows how long they are willing to wait for the 

payment. The higher number the better, because all companies want to conserve cash. 

The company ABC from this point of view ended up relatively well. High values and 

their gradual growth is the positive feature for the company. This state is in compliance 

with gold financial rule that says: “pay your obligations as late as possible and try to 

collect your payments as soon as possible”! 

 

Graph: 13 – Development of Selected Activity Ratios 

 

 

 

3. 3. 5. 5.  Operational Ratios 

 

As an example and for certain illustration there is mentioned one indicator that 

belongs to this category. It´s a value added productivity that indicates how much of 

added value fall on one employee of a company. 

 

Value Added Productivity 

This index should have growing tendency in time. Values achieved by the 

company ABC are presented in the following table. For the better clearness table 

contains results from the year 2003 till 2008. 
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Table: 16 – Value Added Productivity 

Value Added Productivity 

  Year 

2003 2004 2005 2006 2007 2008 

628,84 778,23 798,62 789,12 947,64 1088,75 

 

As can be seen value added productivity was growing practically during whole 

period. This can be labelled as a very positive feature of company´s productivity.  In the 

year 2003 it reached to 619 thousand crowns per employee and in the year 2008 it was 

already more than one million per employee. This growth is caused by persistent 

increase of added value, because number of employees remained almost at the same 

level.  

Calculation of productivity from revenues ended up similarly and also creates 

positive growing trend in time. These results signify continuous rising of labour 

effectiveness in the company ABC. 

 

 

3. 3. 6.  Systems of Ratios 

 

3. 3. 6. 1.  Index of Financial Standing 

 

Evaluation of the Financial Situation: 

Extremely 

Bad Very Bad Bad 

Certain 

Problems Good 

Very 

Good 

Extremely 

Good 

-3 -2 -1 0 1 2 3 

 

 

Entire table of calculations is due to its extensity and amount of data listed in 

appendix 6. Following table contains results of this index and their evaluation in 

reference to interpretative scale of this index mentioned above. 

 

Table: 17 – Index of Financial Standing 

Year 2005 2006 2007 2008 

Index Result 3,5 3,1 2,6 1,4 

Evaluation of Situation Extremely Good Extremely Good Very Good Good 
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 Final table indicates that the company ABC achieved excellent results at the 

beginning of analysed period. The company ABC got evaluation extremely good in the 

years 2005 and 2006. However results achieved in the year 2007 and 2008 were not so 

favourable for the company and declined to evaluation good. Only single problem in 

this area may be worsening trend over time. But as a whole, financial situation of the 

company in light of this site cumulative index may be evaluated as satisfactory. 

 

3. 3. 6. 2.  Quick test 

 

     Evaluation scale of individual indexes by means of Kralic´s test is mentioned in 

appendix 6.  

 

Table: 18 – Quick test 

QUICK TEST 

Ratio 
2005 2006 2007 2008 

Value Mark Value Mark Value Mark Value Mark 

Coefficient of Self-financing 77,0% 1 72,0% 1 57,0% 1 29,0% 2 

Period of Debt Repayment 1,2 1 1,6 1 3,3 2 18,8 4 

CF in total Revenues 9,3% 2 10,5% 1 3,0% 1 4,0% 2 

ROA 16,0% 1 17,0% 1 13,0% 2 4,0% 4 

Overall Evaluation   1,25 1 1,5 3 

 

 Overall evaluation of this test fluctuates during this period. From previously 

very good and satisfactory results company came at average one. In 2008 ABC reached 

to evaluation 3, i.e. mark: good. In previous years the evaluation is on the level from 

excellent to very good. Best year for the company in light of this test was 

unambiguously year 2006 when the company achieved evaluation 1 – excellent.  

 

 

3. 3. 6. 3.  Altman´s Z-Score  

 

 

Evaluation of Altman’s Index: 

 

Value “Z” varies between – 4 and + 8, whereas higher value indicates better 

financial health of a company.  
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Concretely then:   

         Z  2,9     =   strong and financially health company 

1,2  Z  2,9     =   so called „grey zone“, company has certain financial difficulties and      

                               its further development is unclear and doubtful. 

          Z  1,2     =  bankruptcy candidate 

 

Table: 19 – Altman´s Index 

  

Ratio 
                                 Year 

  2005 2006 2007 2008 

  A 0,62 0,48 0,29 0,05 

  B 0,007 0,007 0,006 0,059 

Altman´s Index C 0,23 0,19 0,17 0,05 

  D 2,32 1,77 0,94 0,25 

  E 1,80 1,60 1,66 1,04 

  Z - SCORE 3,92 3,29 2,78 1,37 

 

Final values mentioned in this table indicates that company achieved diverse  

results in this period and moreover there is apparent declining tendency that points to 

worsening financial situation of the company in the course of time. In first two years 

company reached to above-average results and fell into interval to which belong strong 

and financially healthy companies without any substantial financial problems or 

difficulties. In contrast to these positive results ABC, reached markedly worse values in 

the following years, especially in the year 2008. Values achieved in these years belong 

to so called grey zone, where is difficult to predict its future development because it’s 

uncertain. Very bad result company achieved especially in the year 2008 and together 

with overall declining tendency it´s a warning sign for ABC and company´s  

management should pay a big attention to this. 

 

 

3. 3. 6. 4.  Index IN 01 

 
Index Evaluation: 

             

            IN 01 > 1,77 = company creates value 

            IN 01 < 0,75 = company doesn´t create value 

0,75 < IN 01 < 1,77 = it is impossible identify if company creates value or not                  

(its further development is uncertain) 



73 

 

Table: 20 – Index IN 01 

  

Ratio 

     Year 

  2005 2006 2007 2008 

  X1 4,27 3,58 2,35 1,41 

  X2 160,25 78,59 23,82 2,14 

Index IN 01 X3 0,23 0,19 0,17 0,05 

  X4 1,80 1,60 1,66 1,04 

  X5 4,39 2,84 1,71 1,07 

  IN 01 8,62 4,96 2,41 0,77 

 

This cumulative index ended up similarly like the Alman´s test. It achieved 

distinctively positive values signifying that company creates values for its owners. As it 

can be seen in the year 2005 company achieved value even more than 8. In years 2006 

and 2007 company ended up significantly worse but still belonged to the area where a 

company creates value what is fundamental for its future functioning. Result achieved 

in 2008 is practically the same as many others that have been computed and mentioned 

here before. Result in this year even falls into the interval where companies do not 

creates value that should be another warning sign for future decision making of the 

company´s management. 

Main reason for downward trend proven in most of indexes of this analysis is 

development of interest expenses of the company. At the beginning of analysed period 

the company had factually no interest expenses which took effect in excellent results in 

these years. But with the gradual and significant growth of interest costs the results of 

most financial indicators became worse and worse and substantially affect the financial 

health of the company ABC. 
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3. 4. Overall Evaluation of the Financial Situation  

 

Based on the comprehensive financial analysis performed in previous chapters I 

am going to evaluate the financial situation of the company ABC as a whole. To do this, 

key financial areas will be reviewed and shortages in a financial management of the 

company will be revealed. 

Financial analysis of the company ABC mentioned in chapter 3 was executed on 

the basis of account sheets and internal company´s resources provided by the company 

itself. Whole work is then built on main theoretical underpinnings. As it has been 

already mentioned several times analysed period are the years 2005 – 2009.   

Taking into account that I have spent some time in this company during my 

obligatory work experience in the years 2005 and 2006 I had opportunity acquaint 

myself with the company´s operations and get access to information that are usually 

hardly accessible for the most of external analysts. On that ground it was possible to 

pass judgment on the financial situation from the broader point of view. 

  

The company ABC experienced certain development in that time. Its financial 

standing was to a great extent affected by current global financial crisis, especially in 

last year of evaluative period. The second factor that had strong influence on worsening 

its situation and affected its financial health markedly is the increase of company´s 

indebtedness in that time.  

ABC achieved excellent or satisfactory results only at the beginning of this 

period.  Generally the later the worse results company achieved. From a general view it 

can be said that ABC showed itself to be relatively stable with no fatal financial 

problem or difficulties. But after more detailed examination it is possible to point out 

some areas that are not as good as they should be. There are several areas where the 

company achieved only average values or where the company has certain problems or 

drawbacks that should be removed or set right. 
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3. 4. 1.   Revenues, Costs and Cash Flow of the Company 

 

 Revenues are the first area I am going to focus on. As it has been already 

mentioned several times, ABC is the manufacturing company and that´s why 

overwhelming majority of its revenues comes from its production. Therefore nearly 100 

per cent of company´s revenues fall within the operational revenues. Only one 

exception is the year 2008 when financial revenues created more than 8% but in general 

it can be said that other types of revenues than operational are negligible for the 

company ABC. 

 Positive feature of the company´s financial situation is the growth of its revenues 

over time. Especially item production noticed annual growth every year. Sales of 

company increased gradually by 0,2% in 2006 by 26% in 2007 and finally by 33% in 

the year 2008. This persistent growth may be evaluated positively because it shows on 

fact that the company produces and achieves demanded level of sales that are 

fundamental assumption of the whole business activity and basis for its future 

development. This growth also shows on annually bigger volume of orders that ends in 

increases of sales. 

 It is a logical that operational cost similarly as operational revenues creates 

unambiguously the biggest part of total company´s costs. The biggest part of operational 

cost is created by item production consumption. This item captures share about 70% 

every year and remains more or less at the same level. This fact just confirms a 

manufacturing character of the company ABC. However development of its nominal 

value has evident growing tendency. For example in 2008 it increased by almost 40%. 

 Significant share also belongs to personnel expenses. They hold approximately 

15% of total company´s costs. Their share in total costs indicates decreasing tendency 

but their nominal value is rising over time. Problem is the fact that annual growth is not 

caused by increasing number of employees but by rising average costs per one 

employee. 

 Value of financial costs in total costs wasn´t somehow crucial until the year 

2008 when their share reached to 13%. First three years of this period financial costs 

hold approximately only 5%. This is caused by extensive increase of company´s 

indebtedness in last two years and bigger amount of interest expenses paid. 
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 Operational cash flow as the most significant item of cash flow statement was 

reaching to fairly high values. For example in 2008 it reached to more than 100 mill. 

CZK. High value of operational cash flow is the positive feature of the company ´s 

standing, especially from its liquidity point of view.  Moreover there is a significant 

growing trend of this item and therefore the company is able to transform its revenues 

into the money received.  Cash flows from financing and investing activities is reaching 

to negative values and thus lowers good result of cash flow from running activities.  

 

3. 4. 2.   Profit and Added Value Evaluation 

  

 Operating profit of the company is relatively high and more or less constant 

during whole period. Problematic for the company is the item profit/loss from financial 

operations. Except one year this item achieves negative values every year because 

financial expenses exceed financial revenues of the company. Due to this fact total 

profit of accounting period also indicates visible negative tendency when after initial 

increase of its value in 2006 this item began fall mainly by reason of high values of 

financial expenses. For imagination decline in 2008 make 33% that is more than 12 

mill. CZK.           

   Development of added value had alternate character. After initial decline of its 

value in 2006 it was growing in next years. However this growth was not as fast and big 

as the growth of company sales (production). Added value compared with the 

company´s production also reached small values. It achieved values between 25-32% of 

the company´s production that could by classified as the satisfactory result but there is 

evident declining trend of this rate. This state comes from the development of the main 

cost items. Production consumption grew more quickly than production and thus lowers 

value of added value and to a great extent influenced a value of operational profit. This 

development is not favourable because if the company wants to create or sustain its 

competitive advantage it is necessary that rate of growth of production consumption is 

slower than rate of production growth.  Result of ABC gives a signal that company 

ABC doesn´t optimise its production cost properly and by doing this it loses part of its 

profit generated from revenues. 
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Value added productivity was growing during whole period in such a way that its 

value 630 thous. CZK per employee reached in 2003 increased into the value higher 

than 1 mill.CZK that falls on one employee in the year 2008. This represents growth 

bigger than 400 thous. CZK achieved within five years. Added value increased by more 

than 70% in that time and advert to a growing labour productivity with a constant 

number of employees. ABC therefore succeeds to produce and sell more with the lower 

personnel costs.  

 

 

3. 4. 3.   Management of Assets, Their Structure and Development 

 

 Development of Assets 

 

Company assets underwent considerable change. Their total value increased by 

factor 3 during last four years. Value of total assets rose from initial value 226 mill.CZK  

into value 692 mill. CZK showed in 2008. It represents growth higher than 466 mill. 

CZK.  

Fixed assets of the company almost quadruplicated. It means that their value in 

2008 was four times higher than value of them in 2005. Their development had steady 

growing character about 45% every year. This extraordinary enhancement was caused 

by a huge investment into new machinery and production facility of the company ABC. 

Current assets experienced dramatic development as well. It was insignificant 

enhancement in 2006 (1,2%), through slight growth in 2007 (16,5%), to a huge jump in 

2008 when its value increased by more than 140%. In nominal value it is more than 300 

mill. CZK and means that value of current assets tripled during these years. This trend 

was partially driven by increase in company´s inventory but mainly it was due to 

substantial growth of short-term receivables that jump within one year by more than 220 

mill. CZK. 

As it was mentioned company´s stocks (inventory) grew substantially. In 2007 

their value doubled and year after that inventory increased even by more than 70%. This 

development represents growth of 100 mill.CZK within four years. Generally it can be 

said that item inventory copies the development of materials and work in progress. 
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Value of short term receivables underwent considerable change as well. Except 

the year 2007 their value grew substantially every year but the biggest change noticed in 

the year 2008 when their value increased by extensive 225 mill. CZK. Concretely it was 

item other receivables that caused this growth. Trade receivables that influence 

company´s liquidity the most remained more or less at the same level during the whole 

period of time.  

 

Structure of Assets 

 

It is interesting when considering the fact that company operates in machine 

industry that proportion of current assets markedly exceed the level of fixed assets. 

Share of fixed assets in total assets was reaching values up to 30%. In the year 2008 its 

share was 24% and represent slight decline in comparison with previous year. Majority 

of fixed assets is created by tangible fixed assets. 

As it has been already mentioned despite the fact that ABC is the manufacturing 

company current assets create most of company assets. Concretely its share is moving 

in the space of 70 to 80 per cent. Generally this may be caused by wrong management 

of its current assets or conversely due to excellent management of fixed assets. But by 

reason of fact that ABC invested markedly into new machinery last year, certain growth 

of fixed assets´ share can be anticipated in the following years. 

When looking at the composition of current assets, two different trends can be 

observed. Share of inventory had evident downward tendency when declined from 54 

per cent into 32. By contrast to this share of receivables increased from 26% to 44%. In 

general terms increasing value of receivables is negative fact and may indicate that 

customers pay later and by this enhance risk of potential financial problems with 

insolvency of the company.  

 

Structure of Liabilities 

 

Share of company´s owned capital had strong decreasing tendency. Share of 

company´s owned capital slumped from 77% into 29%. Based on this fact it is evident 

that company extremely changed the way of its financing. At the beginning more than 
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three quarters of its assets was financed with use of its own resources whereas at the end 

of this period share of company´s equity dropped even into the level of 29 per cent. This 

change represents for the company higher entrepreneurial risk when the company 

became less financially stable and independent. 

 On the other hand their effectiveness increased because everybody knows that 

external capital is cheaper than capital provided from the side of company´s 

shareholders. 

 

Development of Liabilities 

 

Generally in case of ABC it could be said that all components of own capital 

remains same during whole time and total level of company´s equity is dependent on 

the level of profit from a current year and amount of profit retained from previous years. 

Other sources experienced substantial growth. In 2006 the growth was 31%, in 

2007 has already been 88% whereas in the year 2008 value of other sources jumped by 

enormous 275% (more than 359 mill. CZK). This figures resulted from extensive 

growth of short-term payables, concretely it is the item payables to controlled and 

managed organizations that increased by more than 300 mill. CZK. This is caused by a 

loan offered from the side of firm´s parent company. This loan was designed for 

enormous investment into new machinery and equipment mentioned earlier.  

Development of trade payables has also dangerous continuous growing tendency 

when their value in the year 2008 was four times higher than the value of them in 2005. 

Suppliers either allow company to pay its liabilities later or amount of business 

transactions increased in this period. 

 

3. 4. 4.   Evaluation of Liquidity, Profitability, Activity and Indebtedness  

  

 Liquidity 

 

 Liquidity of the company is worsening in time. Immediate liquidity did not reach 

demanded values mainly due to very low account balances at the end of each year. 

Results of prompt liquidity achieved good results only in the years 2005 and 2006 due 
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to relatively high values of short-term receivables that exceeded the level of short-term 

payables. However this situation turned round in last two years and results of this 

liquidity ended up according that. Results of current liquidity ended up in compliance 

with overall trend of worsening financial situation in last two years. Good results in first 

years were caused by substantial amount of capital that company bound in stock. Bad 

results in 2007 and 2008 were caused by substantial growth of short-term payable in 

these years. In general low values of liquidity are more efficient from financial point of 

view but on the other hand they are connected with the risk of eventual emergence of 

insolvency and scarcity of financial resources available. 

 

Rentability 

 

In accordance with other indicators, profitability of the company is also getting 

worse over time. All types of calculated returns, except last year 2008, achieved 

relatively good results when fulfilled or exceed demanded values. In general it can be 

said that profitability of the company reached good, satisfactory results in first three 

years. On the other hand all these indicators indicate significant declining tendency that 

is not promising for the future. Results of them achieved in 2008 are evidence of that. 

 

Indebtedness 

 

Indebtedness of the company ABC has changed completely. In 2005 and 2006 

company reached to levels under 30% but at the end of period it was already 71%. It 

means that more than 70% of company´s operations were funded by debts and only 

30% by owners´ capital. ABC is thus more vulnerable to downturns in the business 

cycle because the company must continue to service its debt regardless of how bad sales 

are. Other indicators of indebtedness ended up similarly when positive values at the 

beginning were replaced by worse results especially due to higher total indebtedness 

and interest expenses paid. For example profit of the company achieved in 2008 

exceeded financial expenses of the company only two times.  
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Activity 

 

Activity of assets also except the year 2008 fulfilled recommended values. It 

means that company didn´t have excess or insufficient amount of assets in these years. 

It means that current capacity is sufficiently and effectively utilized. Low result 

achieved in the year 2008 evidences substantial growth of assets in this year. Moreover 

there is evident decreasing tendency over time. 

Index of stock turnover reached markedly insufficient values and confirms result 

of vertical analysis about the fact that the company ABC has excess of stock. Also 

stockholding period achieved unsatisfactory values with no apparent declining over the 

years. Inadequate amount of inventory freezes financial resources of the company and 

causes higher costs, lower productivity and consequently lower profit. 

A time the company has to wait until its customers pay for products purchased 

from it on trade credit is also considerably long every year. For example in 2008 

debtor´s days reached to 167 days. This extremely high value may cause liquidity 

problems and insufficiency of cash when needed. 

 High values of creditor´s days and their gradual growth is the positive feature for 

the company and show that suppliers of the company are willing to wait for payment 

quite long. This state enable the company conserve the cash longer. 

 

3. 4. 5.   Evaluation of Cumulative Indexes 

 

 All indices computed and mentioned in this work ended up similarly. In first two 

years company reached to above-average results and fell into interval to which belong 

strong and financially health companies without any substantial financial problems. 

Company in these years achieved excellent or satisfactory results showing that company 

was financially healthy, created value for its owners and wasn´t threatened by 

bankruptcy. In contrast to these results, values achieved in the following years, 

especially in 2008 were significantly worse and belonged to areas where the future of 

the company is uncertain and difficult to predict. Also it is impossible to identify if the 

company creates value or not. The best year for the company from this point of view 

was the year 2005 and unambiguously the worst was the last year 2008.  
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4   Proposed Solution, Contribution of Proposed Solution 

 

Financial analysis performed in previous chapters enabled to get a general view 

of financial standing of the company and its development during the monitored period 

of time. To accomplish this accountant statements of the company have been examined 

and various indexes have been calculated and analysed.      

 With the aid of numerous instruments I have found areas where the company 

achieves very good results as well as areas where the company has certain problems and 

areas that should be improved. Analysis revealed positives as well as negatives of the 

company´s financial standing. Based on performed analysis and overall evaluation of 

the financial situation it´s apparent that the company ABC is relatively stable however 

there is evident worsening of its financial situation over time. Most of indicators 

computed during practical part of this thesis achieved worse results in later years and 

substantially influenced overall picture of company´s financial standing. The company 

to be successful has to focus on its problematic areas in order to improve itself and 

ensure its prosperous development into the future. Drawbacks of the company´s 

situation have been found in the structure of its assets as well in the structure of 

company´s capital. Concretely it is extensive growth of current assets and significant 

shift to debt financing with substantial use of other resources to the prejudice of 

shareholder´s capital. This is connected with the huge increase of company´s 

indebtedness that evokes additional financial expenses and interest cost that are not 

without any doubt negligible for the company ABC. Another problematic area of the 

company is liquidity where achieves very poor results. The company has also certain 

difficulties in the area of activity. Concretely it is the inventory management where the 

company deals with a large stock volumes and its ability to get money from its 

customers in time. Results of debtor´s days and stock turnover are evidences of that. 

Another negative aspect of its financial situation is the rate of growth of its production 

costs  that doesn´t correspond to the rate of production growth. Production 

consumption is growing more quickly than company´s production and hereby lowers 

added value and overall rate of return from its revenues. Other unfavourable aspect that 

is closely linked with the increasing production costs is the growth of personnel costs.  
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4. 1.  Proposals Formulation 

  
4. 1. 1.  Inventory Management  

 

Bad results of liquidity indexes as well as the value of stockholding period 

indicate a high value of company´s stock that have low liquidity and freeze financial 

resources of the company unnecessarily. These resources have usually very low or even 

zero return especially in case of work in progress. It´s clear that this kind of production 

underlies high material inputs and also that expanding production demands higher 

volume of company´s stock. One reason for that may be maintenance of safety stock 

level against delays of suppliers in order to ensure continuity of production. 

Nevertheless I think that optimization of company´s stock is one possible way how to 

improve the financial situation of the company ABC.     

 The company should have well-established inventory management system so 

that the amount of the money frozen in this king of assets is minimal. ABC should make 

exhaustive analysis of stock level and get rid of eventual unsalable and useless stock´s 

items stored in the company. 

Target of this system is a reduction of their value and heightening of inventory 

turnover in order to have minimal costs coupled with them. Appropriate management of 

inventory lowers demand of company for storage premises, relieves financial resources 

and savers costs related with storage of them.   

One way how to lower stock of material is method called Just in Time. It 

reduces all activities not-generating a product value to a minimum. One substantial 

problem of this method is generally inability and unreliability of suppliers to fulfil given 

conditions. 

Another way how improve its situation in this area may be detailed and 

persistent evaluation of its suppliers and creating long-term relationships with them 

based on certain form of partnership. Average time of production cycle by this will 

shorten, production flexibility will improve and the company will achieve more-

competitive prices of its products. Another possible solution in the case of inventory 

management could be keeping only a part of stock that is the most important for the 

running of the company and the rest store in premises of suppliers.  
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The company should also ensure that finished products leave the company´s 

storage as soon as possible. By this average level of stocks will decline as well as the 

amount of money frozen in them. 

Vertical analysis of the company´s assets also revealed that the biggest share in 

company´s stock belongs to work in progress. People responsible for manufacturing in 

the company ABC such as production manager or a head of technology department 

should make maximal efforts to optimize production process in order to lower the 

amount of work in progress. For example shortening of production time will lead to 

lower level of work in progress. It will bring increase in cash that is available for 

company and can be used in different ways. But the biggest contribution of that can be 

observed in enhancement of company´s competitiveness. The company will be able to 

guarantee shorter time of delivery to its customers.  

All these measures serve to obtaining of free financial resources that could be 

used otherwise. For example the company could repay part of its loan or invest them on 

the financial market and thus gain additional money in the form of interests obtained. 

From a long-term perspective free financial resources obtained from proper inventory 

management could be invested into a strategic development of the company. 

 

 

4. 1. 2.  Management of Trade Receivables 

 

  A time the company has to wait until its customers pay for its products 

purchased on trade credit is considerably long every year in the case of ABC. For 

example in 2008 debtor´s days reached to 167 days. This is extremely high value and 

may cause liquidity problems and insufficiency of cash when needed. Moreover in 

receivables the company bounds substantial amount of capital and thus it cannot invest 

its resources elsewhere and loses revenues that might be generated from them. 

That is the reason I´m going to propose certain measures for the company ABC in 

order to manage its trade receivable better. Individual rules and procedures how to 

manage them have to be anchored in internal guiding principles of the company. 

 The company ABC should introduce detailed and comprehensive system of 

receivables´ management that would be based on several elements. First of all the 
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company has to pursue receivables from a number of different aspects. It has to watch 

not only their volume but also it has to classify them according to various aspects such 

as term of expiration, area, type of product, importance of customer and so on. 

 The company should establish certain system for evaluation of individual 

customers in light of their payments morality and their subsequent categorization. The 

company has to set down obligatory rules for evaluation of its customers. On the basis 

of these results the company will be able consider if trade credit provide or not. If the 

company decides to provide a credit it has to specify under what conditions. Analysis of 

customer should provide clear notion of probability whether a customer pay-off a credit 

or not. Evaluation of customers should be divided into regular customers and new 

customers whereas steady customers would be evaluated on account of company´s 

experience with their current payments morality. Furthermore customers evaluated in 

this manner should be included in particular category according to risk of failure to 

make a payment. 

 The company should also keep a register of receivables where could be easy to 

find out average time of re-payment and delays for individual customers. This register 

would provide information about behaviour of individual customers and in addition to it 

also average time of delays of all receivables.  

  

Fundamental aspect of successful receivables´ management is prevention 

because subsequent debt recovery is inefficient, expensive, lengthy and mainly 

uncertain. The company can preventively restrict non-payments by formulation of 

appropriate selling conditions or by determination to who provide a trade credit, for 

how long or what are the sanctions of breaching these conditions. 

Besides that the company has possibility to take advantage of so-called covering or 

safety instruments that help minimise risk of non-repayment of its receivables. In the 

case of the most risky clients ABC can apply prepayments. In order to secure itself it 

can make advantage of mortgage right, bank guarantee or contracting deposit. Another 

possibility how to restrict risk of non-repayment can be determination of credit limit 

that the company is willing to provide to its customer.  

The company ABC can motivate its customers to pay on-time by providing them 

a sales discount if they repay a debt before its expiration. Sales discount have a positive 

effect on a payment morality of purchaser and also it can be seen as a good instrument 
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how to gain little competitive advantage because the company by doing this provide 

additional service to its customers. On the other hand in contrast to sales discount the 

company could consider introduction of penalty clauses that would be applied in case 

that customer does not meet its obligation to the company. 

Another instrument that helps ensure liquidity of a company is factoring. 

Factoring can be described as an assignment of receivables to a factoring company. The 

company should know about this option but because of fact that factoring is always 

linked with relatively high costs in a form of provision to factoring company I do not 

recommend it to the company ABC.  

 

 Management of receivables is not about selection of one instrument which is the 

best and most suitable for the company but it´s necessary to combine them mutually and 

adjust them to concrete cases of individual customers.  

 

4. 1. 3.  Pressure on Cost Reduction  

    

 By virtue of persistently growing production cost over time the company is 

advised to make complete cost analysis because without thorough analysis of costs is 

not possible to optimize them effectively. The company should for example take 

advantage of matrix method called ABC.  It makes it possible to determine costs per 

single product, per one order or customer as well as a concrete cost burden of individual 

business activities in a deep structure without distorting, caused by inclusion of 

overhead charges. This method is able to detect activities the company do by itself with 

needlessly high costs or it is able to point out products or customers that evoke hidden 

loss.  Result of this analysis should lead to cost reduction in production process and 

provide data for savings of some personnel costs. Nevertheless cost reduction and their 

optimization should not be at the expense of product quality.  Rationalization of 

manufacturing process will lead to lower stock requirements but also to a smaller 

number of employees. 

 If the company wants to enhance its profitability it has to focused on lowering of 

production consumption that was growing substantially over the whole period. 

Production consumption was growing more quickly than production itself which cause 
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that overall profitability of enterprise was going down. But it is logical because the 

prices of material and energy were growing steadily along with growing salaries. It´s 

necessary to apply a continuous pressure while dealing with company´s suppliers and 

try to negotiate the best possible conditions with them. It means that ABC has to enter 

actively into negotiation with suppliers and try to reduce its direct costs on material and 

energy to a minimum level. In the case of electricity price I would suggest to conclude a 

long-term general agreement with energy supplier. Conclusion of this contract would 

fix the price of electricity for the duration of this agreement at least for two next years. 

In this manner it would be possible to eliminate impacts of subsequent growth of 

electricity price that is according to my opinion very probable. 

 Considering a high amount of material in company´s stock I would recommend 

extension of company´s suppliers´ network. With the more suppliers of material there 

will be no need to keep such a big inventory level and the company will not be in fear 

about continuity of production because delays or non-delivery of material of one 

supplier will be replaced by another one. At selection of concrete supplier I would 

suggest to evaluate them according to following criteria. These are: delivery time, 

quality of material, price of material, certification of supplier, maturity, reliability of 

supplier and its references.  

 By reason of fact that the company ABC is heavily in debt and because it has to 

pay substantial financial expenses, the company is not advised to accept additional 

loans.  

The company ABC could also find certain savings in the field of labour cost. I 

would recommend carry out in-depth analysis of working capacity utilization of each 

working position in the company with a clear identification of working scope for each 

position and employee. This analysis should streamline company´s business activities 

and reduction of indirect cost, especially on administrative staff. 

 

4. 1. 4.  Area of Liabilities 

 

The problem in this area is the fact that time the company has to wait for payment 

from its customers is substantially longer than a time to make payment provided from a 

side of suppliers. There are two possible ways how to make it better. The company can 
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pay its obligations not until agreed maturity day or it can require sales discount if settle 

its debts before this date. Decision whether accept discount or not should be based on 

comparison of this allowance and interest rate of other investment opportunities 

available at the market. If the company would have chance to valorize its resources 

more profitably it should take advantage of business credit to a full extent. 

 Aim of the company in this area should be extension of expiration term of trade 

credit in order to conserve high amount a resources that are not burdened with interests 

and which can be used to funding of business activities. On the other hand the company 

has to be very careful and keep good and correct relationships with business partners. It 

is necessary to keep always agreed conditions. 

 On the basis of bad results of liquidity indexes I would suggest to the company 

creation of certain kind of liquidity plan that would contain budget. The company 

should also make a list of payments according to priorities when the highest priority 

would have payments to suppliers providing supplies that are indispensable for 

production and with the lowest priority would have supplies of investment character. 

Another possibility how to improve its liquidity is to obtain additional financial 

resources through the sale of unnecessary property that company posses. 

 

4. 1. 5.  Company´s Indebtedness 

 

Problematic area of the company´s financial situation is also its high 

indebtedness. Other resources create nearly 80% in last year. Better and more preferable 

for the company would be composition with the higher rate of own resources.  

Rate of company´s indebtedness indicates that there is a high leverage but if the 

leverage is too high then the company is burdened with really high interests that 

company has to pay and company can easily get into unfavourable situation. Risk of 

insolvency and bankruptcy are increasing substantially. That´s why I recommend to 

company keep out of additional debts partially also from the reason of the current global 

economic crisis. 
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4. 1. 6.  Exchange Rate Fixation 

 

With the respect to a fact that the company ABC  is distinctively export-oriented 

I would recommend to make use of exchange rate fixation in order to minimise risk of 

exchange-rate loss. During analysed period the company ABC has achieved relatively 

high values of items - other financial expenses and revenues. Considering the current 

fluctuation of Czech currency against Euro I would advise to pay a big attention to this 

fact and consider the option of exchange rate fixation for subsequent year. 

 

4. 1. 7.  Business Strategy in the Time of Global Crisis 

 

 By reason that overall industry production is going down markedly in this time 

the company should consider also alternative utilisation of its capacities in other way 

than is its manufacturing programme. Technologies, storage premises, even assembly 

room are not fully utilized and therefore I propose to make usage analysis of its 

capacities first and then on the basis of its results offer its technologies to some eventual 

partner and try to find some kind of suitable cooperation available to the company.  

 The most important factor how to survive this crisis is according to my opinion 

the maintenance of current customers. Only manufactured products that will be sold 

afterwards can save the company against the fatal impacts of this crisis. It is necessary 

to get orders almost in any rate or price. According to my opinion the company has to 

produce in many cases at the level of overhead costs. This step is unavoidable in this 

time because for the company is essential and needful to get order and if this is only 

way how to get it, ABC should take this way. By doing this the company at least cover 

its overhead expenses and the overall result is better in all cases than if it wouldn´t get 

this order. On the other hand it needs to be said that this proposal is only for a short 

term when it is bearable for the company. 

 Here could be also repeated recommendation mentioned before concerning 

reduction of investments, continuous pressure on cost cutting and finding loopholes in 

optimization of production process. Drop in production should be also accompanied by 

decrease in number of company´s staff. 
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When comparing results of years 2007 and 2008 it´s evident at the first sight that 

ABC was affected by the crisis substantially and to a great extent. Largely it was caused 

by company´s orientation or dependence on foreign markets. By this effects of the crisis 

deepened and accelerated. 

The company should also focus its attention to finding new business 

opportunities in the new foreign markets. Advantage of the company in the foreign 

markets could be relatively lower price of Czech products. Aim of sales department 

should be diversification of customers´ portfolio with more participants in order to not 

be fully dependent on a few or small number of customers.  
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5   Conclusion 

Aim of this thesis was the evaluation of the financial situation of the company 

ABC through the medium of comprehensive financial analysis. On the basis of detected 

results then formulate appropriate suggestions to the improvement of its situation. 

Practical part of this work evaluates interval 2005 – 2009 and is based on the data 

obtained from several sources. The most important sources of data about the company´s 

financial standing are accountant statements provided by the company itself and 

information that obtained from its employees. Beside that whole thesis stands on 

theoretical underpinnings gained from specialized literature or from my study at the 

faculty of business and management. 

With the help of these data I was able to make detailed financial analysis which 

was focused on the identification of the company´s strengths, weaknesses and the 

discovery of its eventual shortcomings or problematic areas that should be improved. 

Through the use of numerous indicators I have revealed areas where the company 

achieves very good results, where achieves only average results and also areas where 

the company has substantial problems and does not meet required values.   

 The analysis revealed that the company ABC is relatively stable with numerous 

positive features. Among them belongs relatively high and stable profit, growing 

revenues and increasing productivity in time. Positively can be also assessed 

considerable growth of long-term investment property. On the other hand unsatisfactory 

results can be found in the area of capital structure and composition of assets. Another 

drawback of the company´s financial situation is its fairly high indebtedness, 

insufficient liquidity, rate of production costs growth as well as the unsatisfactory 

results in the area of activity. 

Based on detected financial situation several recommendations have been 

proposed that should lead to its improvement. Proposals are above all focused on better 

management of trade receivables, proper inventory management, lowering of 

operational cost and business strategy in the time of the current economic crisis. At the 

conclusion I want to say that I have met the aims and the requirements of this thesis.  
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Appendix 3: Financial Statements of the company ABC 

Balance sheet: 2005 2009 (all items in thous. CZK) 

  Assets   2005 2006 2007 2008 

  TOTAL ASSETS (r. 2 + 3 + 31 + 63) 1 225 996 248525 306857 691857 

A. Receivables from subscriptions 2 0 0 0 0 

B. Fixed assets (r. 4 + 13 + 23) 3 43 863 64132 92020 166230 

B. I. Intangible fixed assets (r. 5 to 12) 4 11 396 15742 20371 22961 

B. I.  1.                          Incorporation expenses 5 0 0 0 0 

2. Research and development 6 5 875 5079 3884 19159 

3. Software 7 1 042 6561 5423 3802 

4. Valuable rights 8 0 0 0 0 

5. Goodwill 9 0 0 0 0 

6. Other intangible fixed assets 10 0 0 0 0 

7. Intangible fixed assets under construction 11 4 391 4102 11064 0 

8. Advance payments for intangible fixed assets 12 88 0 0 0 

B. II. Tangible fixed assets (r. 14 to 22) 13 32 467 48390 71649 143269 

B. II. 1. Lands 14 0 0 0 0 

2. Constructions 15 443 431 419 407 

3. Equipment 16 28 166 47959 71230 88638 

4. Perennial corps 17 0 0 0 0 

5. Breeding and draught animals 18 0 0 0 0 

6. Other tangible fixed assets 19 0 0 0 0 

7. Tangible fixed assets under construction 20 694 0 0 24485 

8. Advance payments for tangible fixed assets 21 3 164 0 0 29739 

9. Adjustment to acquired assets 22 0 0 0 0 

B. III. Long-term financial assets  (r. 24 to 30) 23 0 0 0 0 

B. III. 1. Shares in controlled and managed organizations 24 0 0 0 0 

2. Shares in accounting units with substantial influence 25 0 0 0 0 

3. Other securities and shares 26 0 0 0 0 

4. Loans to controlled and managed organizations  27 0 0 0 0 

5. Other financial investments 28 0 0 0 0 

6. Financial investments acquired 29 0 0 0 0 

7. Advance payments for long-term financial assets 30 0 0 0 0 

C. Current assets  (r. 32 + 39 + 48 + 58) 31 181 867 184203 214499 516717 

C. I. Inventory (r. 33 to 38) 32 122 580 87348 130926 221733 

C. I.   1.  Materials 33 46 443 30877 44065 69038 

2. Work in progress and semi-products 34 76 137 52781 85767 137227 

3. Finished products 35 0 3690 1094 6468 

4. Animals 36 0 0 0 0 

5. Merchandise 37 0 0 0 0 

6. Advance payments for inventory 38 0 0 0 0 

C. II. Long-term receivables  (r. 40 to 47) 39 531 664 0 0 

C. II.  1. Trade receivables 40 0 0 0 0 

2. 

Receivables from controlled and managed 

organizations 41 0 0 0 0 

5. 

Receivables from accounting units with substantial 

influence 42 0 0 0 0 

4. 

Receivables from partners, cooperative members and 

association members 43 0 0 0 0 

  Long-term deposits given 44 0 0 0 0 

6. Estimated receivable 45 0 0 0 0 

7. Other receivables 46 0 0 0 0 



8. Deferred tax receivable  47 531 664 0 0 

C. III. Short-term receivables  (r. 49 to 57) 48 58 183 92705 82756 302808 

C. III.  1. Trade receivables 49 50 961 54317 46793 40328 

2. 

Receivables from controlled and managed 

organizations 50 0 30320 25695 11983 

3. 

Receivables from accounting units with substantial 

influence 51 0 0 0 0 

4. 

Receivables from partners, cooperative members and 

association members 52 0 0 0 0 

5. Receivables from social security and health insurance 53 0 0 0 0 

6. Due from state - tax receivable 54 6 529 7576 9233 25366 

7. Short-term deposits given 55 38 475 148 124 

8. Estimated receivable 56 0 0 0 0 

9. Other receivables 57 655 17 887 225007 

C. VI. Short-term financial assets  (r. 59 to 62) 58 573 3486 817 1176 

C. IV.1. Cash  59 83 62 79 0 

2. Bank accounts 60 490 3424 738 1176 

3. Short-term securities and ownership interests 61 0 0 0 0 

4. Short-term financial assets acquired 62 0 0 0 0 

D. I. Accruals  (r. 64 to 66) 63 266 190 338 8674 

D. I.   1. Deferred expenses 64 266 190 338 8674 

2. Complex deferred costs 65 0 0 0 0 

3. Deferred income 66 0 0 0 0 

 

 

 

 

 

 

 

 

 

 

 

 

 



  Liabilities   2005 2006 2007 2008 

  TOTAL LIABILITIES   (r. 68 + 85 + 118) 67 225 996 248 525 306 857 691 621 

A. Equity   (r. 69 + 73 + 78 + 81 + 84 ) 68 173 085 179 157 176 178 201 428 

A. I.     Registered capital (r. 70 to 72 ) 69 122 700 122 700 122 700 122 700 

A. I.  1. Registered capital 70 122 700 122 700 122 700 122 700 

2. Company´s own shares and ownership interests (-) 71 0 0 0 0 

3. Changes of registered capital ( +/- ) 72 0 0 0 0 

A. II. Capital funds   (r. 74 to 77) 73 473 1 464 700 6 

A. II.  1. Share premium 74 0 0 0 0 

2. Other capital funds 75 0 0 0 0 

3. Differences from revaluation of assets and liabilities ( +/- ) 76 473 1 464 700 6 

4. Differences from revaluation in transformation ( +/- ) 77 0 0 0 0 

A. III. 
Reserve funds, statutory reserve account for 

cooperatives, and other retained earnings (r. 79 + 80) 78 12 270 12 270 12 270 12 270 

A.III.  1. Legal reserve fund / indivisible fund 79 12 270 12 270 12 270 12 270 

2. Statutory and other funds 80 0 0 0 0 

A. IV. Profit / loss - previous year  (r. 82 + 83) 81 1 613 1 642 1 723 40 508 

A.IV.  1. Retained earnings from previous years 82 1 613 1 642 1 723 40 508 

2. Accumulated losses from previous years 83 0 0 0 0 

A. V. Profit / loss - current year  (+/-)  84 36 029 41 081 38 785 25 944 

B. Other sources      (r. 86 + 91 + 102 + 114) 85 52 909 69 368 130 679 490 193 

B. I. Reserves   (r. 87 to 90) 86 11 510 4 601 4 667 4 921 

B. I.    1. Reserves under special statutory regulations 87 0 0 0 0 

2. Reserves for pension and similar payables 88 0 0 0 0 

3. Income tax reserves 89 5 411 0 1 265 0 

4. Other reserves 90 6 099 4 601 3 402 4 921 

B. II. Long-term payables  (r. 92 to 101) 91 0 0 696 247 

B. II.   1. Trade payables 92 0 0 0 0 

2. Payables to controlled and managed organizations 93 0 0 0 0 

3. Payables to accounting units with substantial influence 94 0 0 0 0 

4. 

Payables from partners, cooperative members and 

association members 95 0 0 0 0 

5. Long-term advances received 96 0 0 0 0 

6. Issues bonds 97 0 0 0 0 

7. Long-term notes payables 98 0 0 0 0 

8. Estimated payables 99 0 0 0 0 

9. Other payables 100 0 0 0 0 

10. Deferred tax liability 101 0 0 696 247 

B. III. Short-term payables  (r. 103 to 113) 102 41 395 64 763 125 316 485 025 

B. III   1. Trade payables 103 15 481 24 182 28 708 63 635 

2. Payables to controlled and managed organizations 104 10 323 28615 85236 404 454 

3. Payables to accounting units with substantial influence 105 0 0 0 0 

4. 

Payables from partners, cooperative members and 

association members 106 0 0 0 0 

5. Payroll 107 2 811 2 833 3 239 4 316 

6. Payables to social securities and health insurance 108 1 878 1 692 2 019 2 461 

7. Due from state - tax liabilities and subsidies 109 550 240 604 624 

8. Short-term deposits received 110 1 928 990 0 53 

9. Issues bonds 111 0 0 0 0 

10. Estimated payables 112 8 424 6 211 5510 9 482 

11. Other payables 113 0 0 0 0 

B. IV. Bank loans and financial accommodations  (r.115 to 117) 114 4 4 0 0 

B. IV.  1. Long-term bank loans 115 0 0 0 0 

2. Short-term bank loans 116 4 4 0 0 

3. Short-term accommodations 117 0 0 0 0 

C. I. Accruals  (r. 119 + 120) 118 2 0 0 0 

C. I.    1. Accrued expenses 119 2 3 0 0 



Profit and Loss Account: 2005 – 2008 (All Items in thous. CZK) 

    Item   2005 2006 2007 2008 

I. Revenues from sold goods 1 1 536 1567 1805 148 

A. Expenses on sold goods 2 2 004 1562 1608 149 

+ Sale margin  (r. 01-02) 3 -468 5 197 -1 

II. Production  (r. 05+06+07) 4 389 566 390 287 490 585 651 309 

 1. Revenues from own products and services 5 376 711 408 459 452 254 587 810 

2. Change in inventory of own products 6 6 882 -22 619 31 157 57 819 

3. Capitalisation 7 5 973 4 447 7 174 5 680 

B. Production consumption   (r. 09+10) 8 263 716 274 291 347 687 484 729 

  1. Consumption of material and energy 9 163 045 177 671 240 674 330 007 

 2. Services 10 100 671 96 620 107 013 157 722 

+ Added value  (r. 03+04-08) 11 125 382 116 001 143 095 166 579 

C. Personnel expenses (r. 12 to 16) 12 59 370 62 401 73 449 84 422 

1. Wages and salaries 13 43 736 45 364 53 474 61 898 

2. Renumeration of board members 14 0 0 0 0 

3. Social security expenses and health insurance 15 15 040 16 402 19 258 21 802 

4. Other social expenses 16 594 635 717 722 

D. Taxes and fees 17 120 24 72 14 

E. Depreciations of intangible and tangible assets 18 14 657 16 424 21 775 28 427 

   III. Revenues from disposals of fixed assets and materials (r. 20+21 ) 19 3 478 2 459 1 921 2 367 

1. Revenues from disposals of fixed assets  20 3 478 1 225 453 518 

2. Revenues from disposals of materials 21 0 1 234 1 468 1849 

F. Net book value of disposed fixed assets and materials  22 3 181 403 78 20 

 1. Net book value of sold fixed assets  23 3 181 358 78 20 

2. Net book value of sold material 24 0 45 0 0 

G. 

Change in operating reserves and adjustments and complex deferred 

costs ( + / - ) 25 650 -7 378 -158 3047 

IV. Other operating revenues 26 4 092 3 643 5 296 6 454 

H. Other operating expenses 27 3 569 3 870 2 403 2 887 

V. Transfer of operating revenues 28 0 0 0 0 

I. Transfer of operating expenses 29 0 0 0 0 

* Operating profit / loss 30 51 405 46 359 52 693 56 583 

VI Revenues from sales of securities and ownership interests 31 0 0 0 0 

J. Sold securities and ownership interests 32 0 0 0 0 

VII. Revenues from long-term financial assets ( ř. 34 + 35 + 36) 33 0 0 0 0 

      

1.        

Revenues from shares in controlled and managed organizations and 

in accounting units with subsantial influence 34 0 0 0 0 

2. Revenues from others securities and ownership interests 35 0 0 0 0 

3. Revenues from other long-term financial assets  36 0 0 0 0 

VIII. Revenues from short-term financial assets 37 0 0 0 0 

K. Expenses associated with financial assets 38 0 0 0 0 

IX. Revenues from revaluation of securities and derivatives 39 0 0 0 0 

L. Cost of revaluation of securities and derivatives 40 0 0 0 0 

M. Change in financial reserves and adjustments ( + / - ) 41 0 0 0 0 

X. Interest revenues 42 420 93 249 7867 

N. Interest expenses 43 319 608 2 138 15240 

XI. Other financial revenues 44 6 976 6 896 10 726 52 208 

O. Other financial expenses 45 7 292 4 959 10 611 68 854 

XII. Transfer of  financial revenues 46 0 0 0 0 

P. Transfer of  financial expenses 47 0 0 0 0 

* Profit / loss from financial operations ( transactions ) 48 -215 1 422 -1 774 -24019 

Q. Income tax on ordinary income  (ř. 50 + 51) 49 15 161 6 700 12 134 6 620 

1. Due tax 50 14 121 7 146 10 498 6 884 

2. Tax deferred 51 1 040 -446 1636 -264 



** Operating profit / loss ordinary activity  (ř. 30 + 48 - 49) 52 36 029 41 081 38 785 25 944 

XIII. Extraordinary revenues 53 0 0 0 0 

R. Extraordinary expenses 54 0 0 0 0 

S. Income tax on extraordinary income (ř. 56 + 57) 55 0 0 0 0 

1. Due tax 56 0 0 0 0 

2. Tax deferred 57 0 0 0 0 

* Operating profit / loss extraordinary activity (ř. 53 - 54 -55 ) 58 0 0 0 0 

T. Transfer profit ( loss ) to partners  (+/-) 59 0 0 0 0 

*** Profit / loss of current accounting period  (+/-) (ř. 52 + 58 - 59) 60 36 029 41 081 38 785 25 944 

**** Profit / loss before tax (+/-) (ř. 30 + 48 + 53 - 54) 61 51 119 47 781 50 919 32 564 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Cash Flow Statement: 2005 – 2009 (All items are in thous. CZK) 

Item 2005 2006 2007 2008 

Balance of cash on hand and financial equivalents  

2 589 573 0 817 as at the beginning of reporting period 

Cash flows from running activities         

Accounting profit/loss from running activities before taxation 51 190 47 781 0 56 583 

Adjustments by non-cash operations 15 435 9 105 0 28 183 

Depreciation of fixed assets and amortization of adjustments to acquired assets 14 657 16 424 0 28 427 

Change in balance of adjustments, reserves 650 -7 378 0 254 

Profit from sales of fixed assets -297 -867 0 -498 

Revenue from dividends and shares in profit 0 0 0 0 

Accounted for interest expense  -101 515 0   

Possible adjustments by other non-cash operations 526 411 0 0 

Net cash flow from running activities  

66 625 56 886 0 84 766 before taxation, changes in working capital  and unusual items 

Change in non-cash items of working capital -13 594 27 112 0 49 514 

Change in balance of receivables from running activities 1 427 -31 486 0 

-228 

388 

Change in balance of short-term payables from running activities 3 531 23 366 0 359 709 

Change in balance of inventory -18 552 35 232 0 -81 807 

Change in balance of current liquid assets not included in cash or equivalents 0 0 0 0 

Net cash flow from running activities before taxation and extraordinary items 53 031 83 998 0 134 280 

Interests paid exclusive of interest capitalization -319 -608 0 -15240 

Interests received 420 93 0 7867 

Income tax -14 121 -8 723 0 -6 620 

Income and expense on unusual and/or extraordinary items, including income 

tax 0 0 0 -16640 

Net cas flow from running activities 39 011 74 760 0 103 647 

Cash flows from investing activities 

Expense on fixed assets acquisition -21 509 -37 072 0 0 

Income from fixed assets sales 3 478 1 225 0 518 

Loans to related parties 0 0 0 0 

Net cash flow from investing activities -18 031 -35 847 0 518 

Cash flows from financing activities 

Change in balance of long-term or short-term payables 4 0 0 -449 

Impact of changes in equity on cash on hand and financial equivalents -23 000 -36 000 0 0 

Increase in cash on hand as a result of increased registered capital 0 0 0 0 

Payment of share in equity to partners 0 0 0 0 

Other contributions of cash by partners and shareholders 0 0 0 0 

Loss coverage by partners 0 0 0 0 

Direct debit fund payments 0 0 0 0 

Dividends paid or shares in profit, including taxes paid -23 000 -36000 0   

Net cash flow from financing activities 

-
22996 

-
36000 0 -449 

Net increase/decrease in cash on hand -2 016 2 913 0 103 710 

Balance of cash on hand and financial equivalents 

573 3 486 0 1176  as at the end of reporting period 

 

 

 



Appendix 4: Horizontal Analysis 

ASSETS 

ASSETS 

Change 2005/2006 Change 2006/2007 
Change 

2007/2008 

Absolute 

value. in % 

absolute 

value in % 

absolute 

value in % 

TOTAL ASSETS (r. 2 + 3 + 31 + 63) 22 529 9,97 58 332 23,47 385 000 125,47 

Receivables from subscriptions 0 0,00 0 0,00 0 0,00 

Fixed assets (r. 4 + 13 + 23) 20 269 46,21 27 888 43,49 74 210 80,65 

Intangible fixed assets (r. 5 to 12) 4 346 38,14 4 629 29,41 2 590 12,71 

Incorporation expenses 0 0,00 0 0,00 0 0,00 

Research and development -796 0,00 -1 195 0,00 15 275 0,00 

Software 5 519 529,65 -1 138 -17,34 -1 621 -29,89 

Valuable rights 0 0,00 0 0,00 0 0,00 

Goodwill 0 0,00 0 0,00 0 0,00 

Other intangible fixed assets 0 0,00 0 0,00 0 0,00 

Intangible fixed assets under construction -289 0,00 6 962 0,00 -11 064 0,00 

Advance payments for intangible fixed assets -88 0,00 0 0,00 0 0,00 

Tangible fixed assets (r. 14 to 22) 15 923 49,04 23 259 48,07 71 620 99,96 

Lands 0 0,00 0 0,00 0 0,00 

Constructions -12 -2,71 -12 -2,78 -12 -2,86 

Equipment 19 793 70,27 23 271 48,52 17 408 24,44 

Perennial corps 0 0,00 0 0,00 0 0,00 

Breeding and draught animals 0 0,00 0 0,00 0 0,00 

Other tangible fixed assets 0 0,00 0 0,00 0 0,00 

Tangible fixed assets under construction -694 -100,00 0 0,00 24 485 0,00 

Advance payments for tangible fixed assets -3 164 0,00 0 0,00 29 739 0,00 

Adjustment to acquired assets 0 0,00 0 0,00 0 0,00 

Long-term financial assets  (r. 24 to 30) 0 0,00 0 0,00 0 0,00 

Shares in controlled and managed organizations 0 0,00 0 0,00 0 0,00 

Shares in accounting units with substantial influence 0 0,00 0 0,00 0 0,00 

Other securities and shares 0 0,00 0 0,00 0 0,00 

Loans to controlled and managed organizations  0 0,00 0 0,00 0 0,00 

Other financial investments 0 0,00 0 0,00 0 0,00 

Financial investments acquired 0 0,00 0 0,00 0 0,00 

Advance payments for long-term financial assets 0 0,00 0 0,00 0 0,00 

Current assets  (r. 32 + 39 + 48 + 58) 2 336 1,28 30 296 16,45 302 218 140,89 

Inventory (r. 33 to 38) -35 232 -28,74 43 578 49,89 90 807 69,36 

Materials -15 566 -33,52 13 188 42,71 24 973 56,67 

Work in progress and semi-products -23 356 -30,68 32 986 62,50 51 460 60,00 

Finished products 3 690 0,00 -2 596 0,00 5 374 0,00 

Animals 0 0,00 0 0,00 0 0,00 

Merchandise 0 0,00 0 0,00 0 0,00 

Advance payments for inventory 0 0,00 0 0,00 0 0,00 

Long-term receivables  (r. 40 to 47) 133 25,05 -664 -100,00 0 0,00 

Trade receivables 0 0,00 0 0,00 0 0,00 

Receivables from controlled organizations 0 0,00 0 0,00 0 0,00 

Receivables from accounting units with substantial 

influence 0 0,00 0 0,00 0 0,00 

Receivables from partners, cooperative members and 

association members 0 0,00 0 0,00 0 0,00 

Long-term deposits given 0 0,00 0 0,00 0 0,00 

Estimated receivable 0 0,00 0 0,00 0 0,00 

Other receivables 0 0,00 0 0,00 0 0,00 



Deferred tax receivable  133 25,05 -664 -100,00 0 0,00 

Short-term receivables  (r. 49 to 57) 34 522 59,33 -9 949 -10,73 220 052 265,90 

Trade receivables 3 356 6,59 -7 524 -13,85 -6 465 -13,82 

Receivables from controlled and managed 

organizations 30 320 0,00 -4 625 0,00 -13 712 0,00 

Receivables from accounting units with substantial 

influence 0 0,00 0 0,00 0 0,00 

Receivables from partners, cooperative members and 

association members 0 0,00 0 0,00 0 0,00 

Receivables from social security and health 

insurance 0 0,00 0 0,00 0 0,00 

Due from state - tax receivable 1 047 16,04 1 657 21,87 16 133 174,73 

Short-term deposits given 437 0,00 -327 0,00 -24 -16,22 

Estimated receivable 0 0,00 0 0,00 0 0,00 

Other receivables -638 0,00 870 0,00 224 120 0,00 

Short-term financial assets  (r. 59 to 62) 2 913 508,38 -2 669 -76,56 359 43,94 

Cash  -21 -25,30 17 27,42 -79 -100,00 

Bank accounts 2 934 598,78 -2 686 -78,45 438 59,35 

Short-term securities and ownership interests 0 0,00 0 0,00 0 0,00 

Short-term financial assets acquired 0 0,00 0 0,00 0 0,00 

Accruals  (r. 64 to 66) -76 -28,57 148 77,89 8 336 2466,27 

Deferred expenses -76 -28,57 148 0,00 8 336 2466,27 

Complex deferred costs 0 0,00 0 0,00 0 0,00 

Deferred income 0 0,00 0 0,00 0 0,00 

 

 

LIABILITIES 

LIABILITIES 
Change 2005/2006 Change 2006/2007 Change 2007/2008 

absolute 

value in % 

absolute 

value in % 

absolute 

value in % 

TOTAL LIABILITIES   (r. 68 + 85 + 118) 22 529 9,97 58 332 23,47 384 764 125,39 

Equity   (r. 69 + 73 + 78 + 81 + 84 ) 6 072 3,51 -2 979 -1,66 25 250 14,33 

Registered capital (r. 70 to 72 ) 0 0,00 0 0,00 0 0,00 

Registered capital 0 0,00 0 0,00 0 0,00 

Company´s own shares and ownership interests  0 0,00 0 0,00 0 0,00 

Changes of registered capital ( +/- ) 0 0,00 0 0,00 0 0,00 

Capital funds   (r. 74 to 77) 991 0,00 -764 0,00 -694 0,00 

Share premium 0 0,00 0 0,00 0 0,00 

Other capital funds 0 0,00 0 0,00 0 0,00 

Differences from revaluation of assets 991 0,00 -764 0,00 -694 0,00 

Differences from revaluation in transformation  0 0,00 0 0,00 0 0,00 

Reserve funds, statutory reserve account for 

cooperatives, and other retained earnings  0 0,00 0 0,00 0 0,00 

Legal reserve fund / indivisible fund 0 0,00 0 0,00 0 0,00 

Statutory and other funds 0 0,00 0 0,00 0 0,00 

Profit / loss - previous year  (r. 82 + 83) 29 1,80 81 4,93 38 785 2251,02 

Retained earnings from previous years 29 0,00 81 4,93 38 785 2251,02 

Accumulated losses from previous years 0 0,00 0 0,00 0 0,00 

Profit / loss - current year  (+/-)  5 052 14,02 -2 296 -5,59 -12 841 -33,11 

Other sources      (r. 86 + 91 + 102 + 114) 16 459 31,11 61 311 88,39 359 514 275,11 

Reserves   (r. 87 to 90) -6 909 -60,03 66 1,43 254 5,44 

Reserves under special statutory regulations 0 0,00 0 0,00 0 0,00 



Reserves for pension and similar payables 0 0,00 0 0,00 0 0,00 

Income tax reserves -5 411 -100,00 1 265 0,00 -1 265 -100,00 

Other reserves -1 498 -24,56 -1 199 -26,06 1 519 44,65 

Long-term payables  (r. 92 to 101) 0 0,00 696 0,00 -449 0,00 

Trade payables 0 0,00 0 0,00 0 0,00 

Payables to controlled organizations 0 0,00 0 0,00 0 0,00 

Payables to accounting units 0 0,00 0 0,00 0 0,00 

Payables from partners, cooperative members  0 0,00 0 0,00 0 0,00 

Long-term advances received 0 0,00 0 0,00 0 0,00 

Issues bonds 0 0,00 0 0,00 0 0,00 

Long-term notes payables 0 0,00 0 0,00 0 0,00 

Estimated payables 0 0,00 0 0,00 0 0,00 

Other payables 0 0,00 0 0,00 0 0,00 

Deferred tax liability 0 0,00 696 0,00 -449 0,00 

Short-term payables  (r. 103 to 113) 23 368 56,45 60 553 93,50 359 709 287,04 

Trade payables 8 701 56,20 4 526 18,72 34 927 121,66 

Payables to controlled and managed organizations 18 292 177,20 56 621 197,87 319 218 374,51 

Payables to accounting units  0 0,00 0 0,00 0 0,00 

Payables from partners, cooperative members  0 0,00 0 0,00 0 0,00 

Payroll 22 0,78 406 14,33 1 077 33,25 

Payables to social securities and health insurance -186 -9,90 327 19,33 442 21,89 

Due from state - tax liabilities and subsidies -310 -56,36 364 151,67 20 3,31 

Short-term deposits received -938 0,00 -990 0,00 53 0,00 

Issues bonds 0 0,00 0 0,00 0 0,00 

Estimated payables -2 213 -26,27 -701 -11,29 3 972 72,09 

Other payables 0 0,00 0 0,00 0 0,00 

Bank loans and financial accommodations   0 0,00 -4 0,00 0 0,00 

Long-term bank loans 0 0,00 0 0,00 0 0,00 

Short-term bank loans 0 0,00 -4 0,00 0 0,00 

Short-term accommodations 0 0,00 0 0,00 0 0,00 

Accruals  (r. 119 + 120) -2 -100,00 0 0,00 0 0,00 

Accrued expenses 1 50,00 -3 -100,00 0 0,00 

Deferred revenues 0 0,00 0 0,00 0 0,00 

 

 

Profit and Loss Account 

LIABILITIES 
Change 2005/2006 Change 2006/2007 Change 2007/2008 

absolute 

value in % 

absolute 

value in % 

absolute 

value in % 

TOTAL LIABILITIES   (r. 68 + 85 + 118) 22 529 9,97 58 332 23,47 384 764 125,39 

Equity   (r. 69 + 73 + 78 + 81 + 84 ) 6 072 3,51 -2 979 -1,66 25 250 14,33 

Registered capital (r. 70 to 72 ) 0 0,00 0 0,00 0 0,00 

Registered capital 0 0,00 0 0,00 0 0,00 

Company´s own shares and ownership interests  0 0,00 0 0,00 0 0,00 

Changes of registered capital ( +/- ) 0 0,00 0 0,00 0 0,00 

Capital funds   (r. 74 to 77) 991 0,00 -764 0,00 -694 0,00 

Share premium 0 0,00 0 0,00 0 0,00 

Other capital funds 0 0,00 0 0,00 0 0,00 

Diferences from revaluation of assets 991 0,00 -764 0,00 -694 0,00 

Differences from revaluation in transformation  0 0,00 0 0,00 0 0,00 

Reserve funds, statutory reserve account for 0 0,00 0 0,00 0 0,00 



cooperatives, and other retained earnings) 

Legal reserve fund / indivisible fund 0 0,00 0 0,00 0 0,00 

Statutory and other funds 0 0,00 0 0,00 0 0,00 

Profit / loss - previous year  (r. 82 + 83) 29 1,80 81 4,93 38 785 2251,02 

Retained earnings from previous years 29 0,00 81 4,93 38 785 2251,02 

Accumulated losses from previous years 0 0,00 0 0,00 0 0,00 

Profit / loss - current year  (+/-)  5 052 14,02 -2 296 -5,59 -12 841 -33,11 

Other sources      (r. 86 + 91 + 102 + 114) 16 459 31,11 61 311 88,39 359 514 275,11 

Reserves   (r. 87 to 90) -6 909 -60,03 66 1,43 254 5,44 

Reserves under special statutory regulations 0 0,00 0 0,00 0 0,00 

Reserves for pension and similar payables 0 0,00 0 0,00 0 0,00 

Income tax reserves -5 411 -100,00 1 265 0,00 -1 265 -100,00 

Other reserves -1 498 -24,56 -1 199 -26,06 1 519 44,65 

Long-term payables  (r. 92 to 101) 0 0,00 696 0,00 -449 0,00 

Trade payables 0 0,00 0 0,00 0 0,00 

Payables to controlled organizations 0 0,00 0 0,00 0 0,00 

Payables to accounting units 0 0,00 0 0,00 0 0,00 

Payables from partners, cooperative members  0 0,00 0 0,00 0 0,00 

Long-term advances received 0 0,00 0 0,00 0 0,00 

Issues bonds 0 0,00 0 0,00 0 0,00 

Long-term notes payables 0 0,00 0 0,00 0 0,00 

Estimated payables 0 0,00 0 0,00 0 0,00 

Other payables 0 0,00 0 0,00 0 0,00 

Deffered tax liability 0 0,00 696 0,00 -449 0,00 

Short-term payables  (r. 103 to 113) 23 368 56,45 60 553 93,50 359 709 287,04 

Trade payables 8 701 56,20 4 526 18,72 34 927 121,66 

Payables to controlled and managed organizations 18 292 177,20 56 621 197,87 319 218 374,51 

Payables to accounting units  0 0,00 0 0,00 0 0,00 

Payables from partners, cooperative members  0 0,00 0 0,00 0 0,00 

Payroll 22 0,78 406 14,33 1 077 33,25 

Payables to social securities and health insurance -186 -9,90 327 19,33 442 21,89 

Due from state - tax liabilities and subsidies -310 -56,36 364 151,67 20 3,31 

Short-term deposits received -938 0,00 -990 0,00 53 0,00 

Issues bonds 0 0,00 0 0,00 0 0,00 

Estimated payables -2 213 -26,27 -701 -11,29 3 972 72,09 

Other payables 0 0,00 0 0,00 0 0,00 

Bank loans and financial accommodations   0 0,00 -4 0,00 0 0,00 

Long-term bank loans 0 0,00 0 0,00 0 0,00 

Short-term bank loans 0 0,00 -4 0,00 0 0,00 

Short-term accommodations 0 0,00 0 0,00 0 0,00 

Accruals  (r. 119 + 120) -2 -100,00 0 0,00 0 0,00 

Accrued expenses 1 50,00 -3 -100,00 0 0,00 

Deferred revenues 0 0,00 0 0,00 0 0,00 

 

 

 

 

 



Appendix 5: Vertical Analysis 

ASSETS 

  YEAR 

ASSETS 2005 2006 2007 2008 

  
share in 

% 
share in 

% 
share in 

% 
share in 

% 

TOTAL ASSETS (r. 2 + 3 + 31 + 63) 100% 100% 100% 100% 

Receivables from subscriptions 0 0 0 0 

Fixed assets (r. 4 + 13 + 23) 19,41 25,81 29,99 24,03 

Intangible fixed assets (r. 5 to 12) 5,04 6,33 6,64 3,32 

Incorporation expenses 0,00 0,00 0,00 0,00 

Research and development 2,60 2,04 1,27 2,77 

Software 0,46 2,64 1,77 0,55 

Valuable rights 0,00 0,00 0,00 0,00 

Goodwill 0,00 0,00 0,00 0,00 

Other intagible fixed assets 0,00 0,00 0,00 0,00 

Intangible fixed assets under construction 1,94 1,65 3,61 0,00 

Advance payments for intangible fixed assets 0,04 0,00 0,00 0,00 

Tangible fixed assets (r. 14 to 22) 14,37 19,47 23,35 20,71 

Lands 0,00 0,00 0,00 0,00 

Constructions 0,20 0,17 0,14 0,06 

Equipment 12,46 19,30 23,21 12,81 

Perennial corps 0,00 0,00 0,00 0,00 

Breeding and draught animals 0,00 0,00 0,00 0,00 

Other tangible fixed assets 0,00 0,00 0,00 0,00 

Tangible fixed assets under construction 0,31 0,00 0,00 3,54 

Advance payments for tangible fixed assets 1,40 0,00 0,00 4,30 

Adjustment to acquired assets 0,00 0,00 0,00 0,00 

Long-term financial assets  (r. 24 to 30) 0,00 0,00 0,00 0,00 

Shares in controlled and managed organizations 0,00 0,00 0,00 0,00 

Shares in accounting units with substantial influence 0,00 0,00 0,00 0,00 

Other securities and shares 0,00 0,00 0,00 0,00 

Loans to controlled and managed organizations  0,00 0,00 0,00 0,00 

Other financial investments 0,00 0,00 0,00 0,00 

Financial investments acquired 0,00 0,00 0,00 0,00 

Advance payments for long-term financial assets 0,00 0,00 0,00 0,00 

Current assets  (r. 32 + 39 + 48 + 58) 80,47 74,12 69,90 74,69 

Inventory (r. 33 to 38) 54,24 35,15 42,67 32,05 

Materials 20,55 12,42 14,36 9,98 

Work in progress and semi-products 33,69 21,24 27,95 19,83 

Finished products 0,00 1,48 0,36 0,93 

Animals 0,00 0,00 0,00 0,00 

Merchandise 0,00 0,00 0,00 0,00 

Advance payments for inventory 0,00 0,00 0,00 0,00 

Long-term receivables  (r. 40 to 47) 0,23 0,27 0,00 0,00 

Trade receivables 0,00 0,00 0,00 0,00 

Receivables from controlled and managed organizations 0,00 0,00 0,00 0,00 

Receivables from accounting units  0,00 0,00 0,00 0,00 

Receivables from partners, cooperative members  0,00 0,00 0,00 0,00 

Long-term deposits given 0,00 0,00 0,00 0,00 

Estimated receivable 0,00 0,00 0,00 0,00 

Other receivables 0,00 0,00 0,00 0,00 

Deferred tax receivable  0,23 0,27 0,00 0,00 

Short-term receivables  (r. 49 to 57) 25,75 37,30 26,97 43,77 



Trade receivables 22,55 21,86 15,25 5,83 

Receivables from controlled and managed organizations 0,00 12,20 8,37 1,73 

Receivables from accounting units  0,00 0,00 0,00 0,00 

Receivables from partners, cooperative members  0,00 0,00 0,00 0,00 

Receivables from social security and health insurance 0,00 0,00 0,00 0,00 

Due from state - tax receivable 2,89 3,05 3,01 3,67 

Short-term deposits given 0,02 0,19 0,05 0,02 

Estimated receivable 0,00 0,00 0,00 0,00 

Other receivables 0,29 0,01 0,29 32,52 

Short-term financial assets  (r. 59 to 62) 0,25 1,40 0,27 0,17 

Cash  0,04 0,02 0,03 0,00 

Bank accounts 0,22 1,38 0,24 0,17 

Short-term securities and ownership interests 0,00 0,00 0,00 0,00 

Short-term financial assets acquired 0,00 0,00 0,00 0,00 

Accruals  (r. 64 to 66) 0,12 0,08 0,11 1,25 

Deferred expenses 0,12 0,08 0,11 1,25 

Complex deferred costs 0,00 0,00 0,00 0,00 

Deferred income 0,00 0,00 0,00 0,00 

 

LIABILITIES 

  YEAR 

LIABILITIES 2005 2006 2007 2008 

  Share in% share in % share in%  share in % 

TOTAL LIABILITIES   (r. 68 + 85 + 118) 100% 100% 100% 100% 

Equity   (r. 69 + 73 + 78 + 81 + 84 ) 76,59 72,09 57,41 29,12 

Registered capital (r. 70 to 72 ) 54,29 49,37 39,99 17,74 

Registered capital 54,29 49,37 39,99 17,74 

Company´s own shares and ownership interests (-) 0,00 0,00 0,00 0,00 

Changes of registered capital ( +/- ) 0,00 0,00 0,00 0,00 

Capital funds   (r. 74 to 77) 0,21 0,59 0,23 0,00 

Share premium 0,00 0,00 0,00 0,00 

Other capital funds 0,00 0,00 0,00 0,00 

Differences from revaluation of assets and liabilities ( +/- ) 0,21 0,59 0,23 0,00 

Differences from revaluation in transformation ( +/- ) 0,00 0,00 0,00 0,00 

Reserve funds, statutory reserve account for 

cooperatives, and other retained earnings (r. 79 + 80) 5,43 4,94 4,00 1,77 

Legal reserve fund / indivisible fund 5,43 4,94 4,00 1,77 

Statutory and other funds 0,00 0,00 0,00 0,00 

Profit / loss - previous year  (r. 82 + 83) 0,71 0,66 0,56 5,86 

Retained earnings from previous years 0,71 0,66 0,56 5,86 

Accumulated losses from previous years 0,00 0,00 0,00 0,00 

Profit / loss - current year  (+/-)  15,94 16,53 12,64 3,75 

Other sources      (r. 86 + 91 + 102 + 114) 23,41 27,91 42,59 70,88 

Reserves   (r. 87 to 90) 5,09 1,85 1,52 0,71 

Reserves under special statutory regulations 0,00 0,00 0,00 0,00 

Reserves for pension and similar payables 0,00 0,00 0,00 0,00 

Income tax reserves 2,39 0,00 0,41 0,00 

Other reserves 2,70 1,85 1,11 0,71 

Long-term payables  (r. 92 to 101) 0,00 0,00 0,23 0,04 

Trade payables 0,00 0,00 0,00 0,00 

Payables to controlled and managed organizations 0,00 0,00 0,00 0,00 

Payables to accounting units with substantial influence 0,00 0,00 0,00 0,00 

Payables from partners, cooperative members  0,00 0,00 0,00 0,00 

Long-term advances received 0,00 0,00 0,00 0,00 



Issues bonds 0,00 0,00 0,00 0,00 

Long-term notes payables 0,00 0,00 0,00 0,00 

Estimated payables 0,00 0,00 0,00 0,00 

Other payables 0,00 0,00 0,00 0,00 

Deferred tax liability 0,00 0,00 0,23 0,04 

Short-term payables  (r. 103 to 113) 18,32 26,06 40,84 70,13 

Trade payables 6,85 9,73 9,36 9,20 

Payables to controlled and managed organizations 4,57 11,51 27,78 58,48 

Payables to accounting units with substantial influence 0,00 0,00 0,00 0,00 

Payables from partners, cooperative members  0,00 0,00 0,00 0,00 

Payroll 1,24 1,14 1,06 0,62 

Payables to social securities and health insurance 0,83 0,68 0,66 0,36 

Due from state - tax liabilities and subsidies 0,24 0,10 0,20 0,09 

Short-term deposits received 0,85 0,40 0,00 0,01 

Issues bonds 0,00 0,00 0,00 0,00 

Estimated payables 3,73 2,50 1,80 1,37 

Other payables 0,00 0,00 0,00 0,00 

Bank loans and financial accommodations   0,00 0,00 0,00 0,00 

Long-term bank loans 0,00 0,00 0,00 0,00 

Short-term bank loans 0,00 0,00 0,00 0,00 

Short-term accommodations 0,00 0,00 0,00 0,00 

Accruals  (r. 119 + 120) 0,00 0,00 0,00 0,00 

Accrued expenses 0,00 0,00 0,00 0,00 

Deferred revenues 0,00 0,00 0,00 0,00 

 

 

 

 

 

 

 

 

 

 

 

 

 



Profit and Loss Account - Costs 

Costs 
2005 2006 2007 2008 

thous. 

CZK 

share in 

% 

thous. 

CZK 

share in 

% 

thous. 

CZK 

share in 

% 

thous. 

CZK 

share in 

% 

TOTAL COSTS 370 120 100 363 864 100 471 994 100 694 408 100 

Operation costs 347 348 93,85 351 597 96,63 447 111 94,73 603 694 86,94 

Cost of Goods Sold 2004 0,54 1562 0,43 1805 0,38 148 0,02 

Production 

Consumption 263 716 71,25 274 291 75,38 347 687 73,66 484 729 69,80 

Personnel Expenses 59 370 16,04 62 401 17,15 73 449 15,56 84 422 12,16 

Tax and Fees 120 0,03 24 0,01 72 0,02 14 0,00 

Depreciation 14 738 3,98 16 424 4,51 21 775 4,61 28 427 4,09 

Financial Costs 22772 6,15 12 267 3,37 24883 5,27 90714 13,06 

Interest Expenses 319 0,09 608 0,17 2 138 0,45 15240 2,19 

Other Financial Exp. 7292 1,97 4 595 1,26 10 611 2,25 68854 9,92 

Extraordinary Costs 0 0,00 0 0,00 0 0,00 0 0,00 

 

Profit and Loss Account – Revenues 

Revenues 
2005 2006 2007 2008 

thous. 

CZK 

share in 

% 

thous. 

CZK 

share in 

% 

thous. 

CZK 

share in 

% 

thous. 

CZK 

share in 

% 

TOTAL REVENUES 406 068 100,00 398 067 100 510 582 100 720 358 100 

Operating Revenues 398 672 98,18 397 956 99,97 499 607 97,85 660 278 91,66 

Revenues From Sold 

Goods 1 536 0,38 1567 148 1805 0,35 148 0,02 

Production 389 566 95,94 390 287 98,05 490 585 96,08 651 309 90,41 

Revenues from  

3 478 0,86 2 459 0,62 1 921 0,38 2 367 0,33 assets and materials 

Financial Revenues 7396 1,82 111 0,03 10975 2,15 60075 8,34 

Interest Revenues 420 0,10 93 0,02 249 0,05 7867 1,09 

Other Fin. Revenues 6 976 1,72 18 0,00 10 726 2,10 52 208 7,25 

Extraordinary 

Revenues 0 0,00 0 0,00 0 0,00 0 0,00 

 

 

 

 

 

 

 



Appendix 5: Calculation of Ratio Systems 

 

Index of Financial Standing 

Ratio 

Year 

2005 2006 2007 2008 

X1 -0,04 0,04 -0,02 0,21 

X2 4,27 3,58 2,35 1,41 

X3 0,23 0,19 0,17 0,05 

X4 0,13 0,12 0,10 0,05 

X5 0,31 0,22 0,27 0,34 

x6 1,72 1,57 1,60 0,94 

FINANCIAL STANDING 3,5 3,1 2,6 1,4 

 

Overall evaluation of Financial Index Standing 

Year 2005 2006 2007 2008 

Indicator of Financial Standing 3,5 3,1 2,6 1,4 

Evaluation of Situation 
Extremely 

Good 

Extremely 

Good Good Good 

 

Quick Test 

Evaluation Scale of Ratios 

Ratio 
Excellent 

(1) 

Very 

Good (3) Bad (4) 

Exposure 
of 

good (2) 
insolvency 

(5) 

Coefficient of Self-financing   > 30% > 20% > 10% > 0% negative 

Period of Debt Repayment   < 3 years 
< 5 

years < 12 years > 12 years > 30 years 

CF in total Revenues > 10% > 8% > 5% > 0% negative 

ROA > 15% > 12% > 8% > 8% negative 
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