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Abstract: The primary goal of any business is to make a profit. Sometimes incurred costs exceed the obtained
revenues and a business brings losses. In this case, a financial analysis is an irreplaceable tool for correcting
decisions. Each business entity which wishes to develop and maintain an appropriate position in the industry
and on the market must constantly monitor its property and financial situation. By means of financial
analysis, a company examines its economic past and indicates areas of activity that are more or less
profitable. Based on the achieved financial and economic results, a company develops the concept and
management strategy as well as directions of future business activity.

The purpose of the article is to present the methods of examining the assessment of a market situation and
financial analysis of the company "Degbica Joint Stock Company " in the years 2015-2017.

Keywords: indicator analysis, financial analysis, financial indicators, balance sheet, profit and loss account,
financial result.

1. INTRODUCTION

Financial analysis is a process that evaluates previous results and allows to improve them or to
change approach to the issues under consideration, and in particular it provides the opportunity to
verify the effectiveness of operations expressed in financial condition. The goal of financial analysis
comes down to assessing the rationality of the company's financial management in the past,
diagnosing the current state and determining how to act in the future.

Business running involves a continuous decision making process. These decisions not only affect
current operations, but also apply to the future. The goal of every company is to maximize profits,
therefore the rationality and effectiveness of enterprise management are recognized as the main
problem. The analysis is not only a source of information about the financial situation, it is also one of
the main tools used to eliminate decision errors. Analysis of the results of calculations allows to verify
whether the previous decisions were correct and what the consequences were. It also gives the
opportunity to respond to future situations. When assessing a company's condition, it is very
important to select tools, to compare and correctly interpret the obtained results.

2. LITERATURE REVIEW
2.1.Characteristics of Ratio Analysis.

Financial statements contain rich economic content. Its knowledge and use for efficient management
of a company requires the transformation of the data and this can be done by means of indicator
analysis. Indicator analysis is more detailed than preliminary analysis of financial statements, it is also
the most widely used tool for structural, time and spatial analysis. Indicator analysis enables the
assessment of past and present results of operations. It also helps make appropriate improvement to
areas that are not properly managed for better results in the future. The overall analysis makes it
possible to assess and predict the company's financial condition[1].

The financial indicator is a relation of at least two financial quantities with a strict interpretation
(they explain what problem can be measured and what it means). There are four main sets of
indicators, as shown in Figure 1.
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Figurel. Division of indicators in the analysis.
Source: Own study based on: https://pl.wikipedia.org/wiki/Wska%C5%BAniki_finansowe [2]
2.2.Rotation Indicators.

The effectiveness of the use of assets and capital in business can be assessed by performance
indicators, also called turnover rates. These indicators include:

revenues from sales
assets productivity ratio =

average assets

This indicator informs about what revenues are generated by PLN 1 of involved in assets activities. A
growing trend is a positive phenomenon because it indicates a better ability to use asset resources.

Another indicator is inventory turnover ratio in days (or times). The days turnover indicator
determines how many days the stock is stored, while the indicator at times informs how many
times a year the inventory is exchanged. The correct level of the indicator expressed in days
depends on the type of business. Lower values are more favorable as they indicate lower costs of
maintaining inventories and thus improving the efficiency of inventory management. Levels that
are too low should be avoided as they may cause stopping sales or production stoppages. As for
the indicator in times, the higher the values, the lower the degree of freezing funds in inventories.
In order to learn the details, the turnover ratio should be determined for individual inventory items.
The formula below shows the inventory turnover ratio:

average inventory x 365

inventory turnover in days =
revenues from sales
revenues from sales

Inventory turnover ratio in times=
average inventory

An important factor in the analysis of turnover is the receivables turnover ratio in days or times.
The ration expressed in days informs about the average number of days of receivables coming to a
company. Too high a level indicates an excessively long lending to recipients. The decline in the
indicator is assessed positively. The indicator calculated in times determines how many times a
year the receivables are rotated. The higher its value, the greater the efficiency of debt collection
from contractors and the greater the possibility of repayment of current liabilities. The indicator in
days or in times is calculated from the formula:
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average receivables x 365

receivables turnover in days =
revenues from sales

revenues from sales
receivables turnover ratio in times=

average receivables

The opportunity to know how often short-term liabilities are settled gives a short-term liabilities
rotation ratio in days or in times. A longer repayment period is more favorable, provided that this
does not result in a loss of confidence on the part of suppliers:

average liabilities x 365

revenues from sales
Another indicator worth noticing is the cash turnover cycle on cash rotation in days :
inventory rotation cycle in days — inventory rotation in days +
receivables rotation in days - short-term liabilities rotation in days

This indicator informs about the number of days that pass from the moment of outflow of cash
from an entity until its inflow. The shorter the cash rotation cycle, the lower the entity's demand for
the use of external financing sources. A negative result indicates a stable position of the company
on the market[3].

2.3.Profitability Ratios

Profitability is in other words cost effectiveness and generating a surplus of revenues over incurred
costs[4]. In managing a company, it plays a key role, because one of the main goals of running
business is making a profit. Profitability ratios are based on the relation of the amount of profit (from
sales, from operating activities), for example, to revenues from sales of goods or total sales. The
level of these indicators depends on the nature of the entity's operations. The increase in the size of
indicators over time is interpreted positively.

The group of profitability indicators include:

profit from sales

return on sales (ROS)=
revenues from sales

Interpretation of this indicator provides information on how many groszy of profit on sales are
generated by PLN 1 of achieved sales revenue.

net profit

net return on sales =
total revenues

This indicator answers the question how many groszy of net profit are generated by PLN 1 of total
revenues. It should be remembered that total revenues is the sum of the amounts of revenues from
basic activity, other operating revenues, financial revenues and extraordinary profits.

net profit
net return on assets (ROA)=

total assets

Thanks to the ROA indicator, it is possible to find out how much net profit an entity achieves from
PLN 1 of assets involved in operations.

net profit
net return on current assets =
assets
net profit
net return on fixed assets =
fixe assets
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The two above indicators provide information on the amount of net profit per PLN 1 of current or
fixed assets involved.

net profit

total capital net profitability ratio =
total capital

This indicator determines how much profit an entity generates from PLN 1 of the equity involved,
including liabilities.

net profit
net return on equity (ROE)=

equity capital
This ratio provides information about how much net profit is generated from PLN 1 of equity.
Financial liquidity ratios.

Financial liquidity means the entity's ability to pay its liabilities on time. Current assets are sold the
fastest, but only part of them gives the possibility of immediate repayment of current liabilities.
These are cash at hand and in bank accounts. Other ingredients, such as finished products, must be
sold to make money from them. Liquidity ratios, according to the degree of liquidity, include:

« first degree ratio, which is the cash liquidity ratio;

» second degree ratio, which is quick liquidity ratio;

« the third degree ratio, which is the current liquidity ratio[5]

The cash (immediate) liquidity ratio is the relation of the most liquid current assets to current
liabilities and explains the amount of payable liabilities an entity is able to cover from means of
payment (cash on hand and on the bank account). This indicator should not be too high, because only

cash resources involved in economic processes generate profits. It is assumed that the optimal value
of the indicator is between 0.1 and 0.2.[6]

cash
cash flow ratio =

current liabilities
3. RESEARCH
Ration analysis of "De¢bica Joint Stock Company (S.A.)" in 2015-2017.
The calculations were based on data from the balance sheet and profit and loss account.
3.1. Rotation Analysis and Assessment
The following indicators were used to analyze rotation:
» asset productivity ratio;
* inventory turnover ratio;
* receivables turnover ratio;
» rate of settling short-term liabilities;
» cash rotation cycle in days.

The calculated asset productivity ratio is presented in Figure 2, while the inventory, receivables and
payables turnover ratios as well as the cash rotation cycle in days are illustrated in Figure 3.
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Figure2. Asset productivity indicator in the company "Debica Joint Stock Company (S.4.)"
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Source: Own study based on data from the financial statements of "Debica Joint Stock Company (S.A.)" [7]

In 2015, the company obtained PLN 1.23 of sales revenue from PLN 1 invested in assets. In the
following year, they obtained PLN 0.07 less from the assets involved, but this level is still high. 2017
brought an increase to PLN 1.27 from 1 zloty engaged. this Such level of this indicator at evidence of
efficient asset management.
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Figure3. Turnover ratios in the company "Debica Joint Stock Company (S.4.)”
Source: Own study based on data from the financial statements of "Debica Joint Stock Company [8]

The data presented above indicate that in 2015 the company renewed its reserves every 15 days. The
values of this indicator increased to 16 days in 2016 and to 17 days in 2017. These values are
appropriate for this type of business. Increase in the value of this indicator is not assessed positively
in the literature, however, in the analyzed years it is a small increase which could be influenced by
some factors, for example, the purchase of more materials at the end of the year before the increase in
prices of raw materials in subsequent periods.

Receivables turnover in the analyzed years remained at a similar level, and in 2017 there was a
decrease by 1 day. There were big differences between receiving receivables and paying off liabilities:
26 days in 2015 and 30 days in subsequent years. It is desirable for both of these indicators to be at a
similar level, as this would indicate that the company repays its liabilities approximately at the same
time as it receives the receivables. However, the fact of such debt collection is positive, which is
confirmed by the negative cash rotation cycle indicator, characteristic of the strong position of the
entity on the market.

3.2. Profitability Analysis and Assessment

Profitability or cost effectiveness is an important aspect in financial analysis because the company's
financial position depends on the profits made. The following indicators were used to assess
profitability in this subsection:

* return on sales ratio;

* net return on assets;

* net return on fixed assets;

* net return on current assets;

* return on equity ratio.

Good financial standing is reflected only by the positive values of these indicators.
Figure 4 shows the development of the return on sales ratio.

0.15
0,10
R ’ 0,09
0.10 0.08
a
t 0,05
, 000 . .
2015 2016 2017
Years

>

Figured. Return on sales ratio in the company "Debica Joint Stock Company’
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Source: Own study based on data from the financial statements of "Debica Joint Stock Company ™
3.2.1. Financial Liquidity Analysis and Assessment

The smooth functioning of every company also depends on financial liquidity as its negligence can
even cause bankruptcy. To assess the financial liquidity of the company "Debica Joint Stock
Company” three main indicators were used:

* cash flow ratio;
* quick liquidity ratio;
* current liquidity ratio.

The cash flow ratio was at a varying level, from improper to normal, as shown in figure 5.
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Figure5. Cash flow ratio of "Debica Joint Stock Company”’
Source: Own study based on data from the financial statements of "Debica Joint Stock Company" [9]

In 2015, the level of cash flow ratio was alarmingly low, as its lower value should not be less than 0.1.
In 2016, there was an improvement and the indicator slightly exceeded the upper limit. It can be seen
that the company was taking steps to obtain the correct level of this indicator, which was 0.15 in 2017.
The higher the cash liquidity ratio, the more it increases the instant repayment capacity of current
liabilities, however, only money involved in business processes generates profits.

The last ratio, important in financial liquidity, is the current liquidity ratio. The evolution of this
indicator in the years under review in the company "Debica” is presented in Figure 6. It can be seen
that the current liquidity remained at the correct level, which is the range between 1.5 and 2 and even
increased. The company did not have any problems paying off its current liabilities at that time due to
the liquidation of its current assets.
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Figure6. Current liquidity ratio in the company "Debica”
Source: Own study based on data from the financial statements of "Debica” [10]
3.3. Debt Analysis and Assessment

Thanks to the indicators, it is also possible to assess the level of debt, which informs about the extent
to which a company finances its activity with foreign capital.

The following indicators were used to analyze the debt:
» general debt;

* equity debt;

* equity participation in financing assets.

Figure 7 shows the overall debt ratio. In 2015 and 2016, the level of foreign capital in financing the
company's assets was 26% and increased to 29% in the last of the surveyed years. The increasing

International Journal of Managerial Studies and Research (IJMSR) Page | 79



Indicator Analysis as a Tool for Assessing the Functioning of a Modern Production Company

value of this ratio and exceeding the level of 67% reflects the increasing risk for lenders, however in
the case of the analyzed data of the company "Dgbica Joint Stock Company" this condition is not a
threat.
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Figure7. General debt ratio in the company "Debica Joint Stock Company.”
Source: Own study based on data from the financial statements of "Debica Joint Stock Company”

The level of equity ratio is also assessed positively. The lower its value, the smaller the company's
dependence on foreign capital.

The share of equity in financing assets, illustrated in Figure 8, was not at an ideal level of 100%,
although it fluctuated quite high. In 2015, its value was 70%, the following year it increased by 1%,
while in 2017 it decreased to 67%. Its decrease is assessed negatively.
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Figure8. Indicator of the share of equity in financing assets in the tire company "Debica”
Source: Own study based on data from the financial statements of "Debica "
4. CONCLUSION

The choice of indicators in this article was guided by the possibility of obtaining confirmation of the
thesis that financial analysis helps to detect areas less well managed in a company.

Preliminary analysis of the financial statements revealed their structure and dynamics showed correct
trends in the years2015-2017, including an increase in total assets. The structure of assets decreased
from over 57% to 49.50%, while the share of current assets increased. The greater share of current
assets over non-current assets in the balance sheet total means greater flexibility when it is necessary
to change a production type. Equity constituted a greater part of sources of financing assets in the
analyzed years in the company "Dg¢bica" and its share ranged from 67.5% to 70.6%. In each of the
researched years the company experienced a profit that decreased in 2016, and in 2017 almost
doubled its value from the year. In 2016, sales revenues fell more than costs decreased, which
contributed to a decrease in gross sales profit by 22.08%. In 2017, there was an increase in sales
revenues by 14.67%, and slower rising costs enabled an increase in gross profit on sales by 29.50%.
In 2016, the decrease in sales profit was influenced by an increase in sales costs by 127%, which in
the following year decreased along with general and administrative expenses and contributed to an
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increase in sales profit by 105.84% compared to 2016. Other operating revenues increased in the
studied years, while other operating costs decreased. Such a level of other operating revenues and
costs caused a decrease in operating profit. In 2016, financial income increased significantly more
slowly than financial costs, which had a negative impact on business profit. The final net result
decreased in 2016 and then increased in 2017. The “cash-flow" analysis showed that the company had
one of the best scenarios, as the proceeds from its main activity allowed to finance investments in
assets and to repay loans to banks.

The company coped well with inventory, receivables and payables management in the studied years.
The cash rotation cycle showed a negative balance, i.e. confirmed good financial condition.
Profitability and liquidity ratios showed a strong market position and no solvency problems. All assets
are profitable, which means that they are managed efficiently. The quick and current liquidity ratio
fluctuated at an almost standard level. Debt ratios also do not indicate that the condition of the tire
company "Dgbica " is bad. The company mostly finances its assets with equity, and is not dependent
on foreign capital to a significant extent.

The calculations, their analysis and interpretation made it possible to state that the tire company
"Debica Joint Stock Company" had a proper financial condition and a stable market position in the
audited period.
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