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Executive Summary
The purpose of this report is to analyse the meaning of financial analysis. What is a financial analysis trend? How many types of financial analysis trends are there? What does each type of financial analysis trend include? What are the benefits and limitations of doing a financial analysis? All of this based on the table below.
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Introduction

The comparison of line items in the collection of summary-level reports about the financial results of an organization is called a ratio analysis. Ratio analysis is applicable for solving issues about profitability, efficiency of operations and liquidity. For analysts, who work outside of a business, this type of analysis can be useful to them, mainly for the reason that their main source of information comes from knowing the financial statements of an organization. Ratio analysis is applicable when used for the following purposes: 
Trend Line. In order to find out if there is a trend in the calculated information, the trend line is used for calculating each ratio over a large number of given periods. This way it can be clarified if there are any financial difficulties, which can’t be spotted if instead calculations were evaluated over only one single period. Trend lines can also be useful in order to calculate possible future trends, by following the direction in which the trends are headed towards. 
Industry comparison. The industry comparison is used with the goal in order to analyse how competitors from the same industry, compare to each other by results and performance, by calculating the results of each one of the companies. Since it’s likely that these companies work with a similar capital structure and, possibly, similar fixed asset investments, chances are that the ratio analysis of each of the businesses are similar to each other. If not, there might be an issue or it could even be the opposite – one or some of the businesses are capable to generate profits, much higher the most of the industry. The industry comparison is applied for analysing by sector, i.e. to discover the best and worst performing businesses within a given industry. 



























Financial Analysis
Ratio	2017	2018
Gross Profit	2100/9000**100=23.3	1850/9500*100=19.47
Net Profit	623/9000*100=6.92	307/9500*100=3.23
ROCE	623+10/2684*100=23.58	307+9/3014*100=10.48
Total Assets Turnover	9000/2684=3.35 times	9500/3014=3.15 times
Working Capital Turnover	9000/984=9.15	9500/1264=7.52
Current Ratio	1839/855=2.15	2152/888=2.43
Quick Ratio	1839-700/855=1.33	2152-750/888=1.58
Debtor Days	649*365/9000=26.32	870*365/9500=33.43
Creditor Days	660*365/6500=37.06	690*365/7700=32.71
Debt Ratio	855+150/1839+1700=0.28	888+150/2152+1750=0.27
Interest Cover	623+10/10=63.3	307+9/9=35.1


Financial Analysis Trends
Profitability
The profitability trend shows how the profits of a given business evolve over time. There are two main types of profitability trends: 
Upward Trend. It indicated it the profits of a company have increased over a given period of time.  
Downward Trend. It indicated if the profits of a company have decreased over a given period of time. 
Discovering issues when analysing profitability trends, givens an edge at looking for a solution to the cause of the decrease of the business’ income and that will entirely change the direction of a company from a negative to a positive one. 
Profitability is a term used, to describe the ability of a business to generate income at the present and to calculate probable size of income in the future. A business is not always able to generate a profit quarterly, but its profits can increase if its profitability trends keep improving over time. A business with a long past, can have may have had good recent profit results, but its latest profitability trends, if not looking good, may question the company’s future. The strong sales and customer service are two of the driving forces of which a company’s revenue strongly depends. If they’re positive, the revenue of the business will keep climbing. 
Liquidity
Liquidity ratios can be an important, when applied for determining a company’s affordability to pay its current debt obligations without seeking more external capital. 
Some of the most common liquidity ratios used are:
Using Quick Ratios, when trying to measure the ability of a business to successfully meet its short-term obligations with its liquid assets.  The Quick Ratios represents how cash rich a business is for it to be able to pay its short term immediate liabilities.  The quick ratios can be calculated the following way:
Quick Ratio = (Cash and Cash Equivalents + Marketable Securities + Accounts Received) / Current Liabilities 
Using Current Ratios, to calculate whether a company is able to pay short-term or upcoming obligations within one year.  The Current Ratios represent the liquidity of a business in order for it to be able to meet its obligations in the following 12 months.  The current ratio is calculated the following way:
Current Ratio = Current Assets / Current Liabilities 
Or Days Sales Outstanding, which is used for measuring how many days will it take for a business to receive payment after a sale was completed. 
Liquidity ratios are also used to define a business’ ability to cover cost of paying short-term obligations and cash income. 
The liquidity ratios represent whether the company is capable to meet its short-term obligations or not. The higher are the liquidity ratios are of a company, the more cash-rich it is. 
Gearing
A gearing ratio is a financial ratio, that’s used for comparing capital/owner equity to funds that are borrowed by the business. It’s also used for measuring the financial leverage of a company. It’s among the most frequently used methods for financial fitness evaluation of a company. 
Even though there are a few variants of gearing ratio, the most widely used ratio for measuring how much a company is funded by debt against how much equity it is given, is known as a net gearing ratio, while a high gearing ratio stands for is the company has more debt than equity. 
One way of calculating Net Gearing Ratio is:
Net Gearing Ratio = (Long-term debt + Short-term debt + Bank overdrafts) / Shareholder’s Equity 
One way to determine an optimal gearing ratio is by comparison with one company to another within the same industry.  Here are given percentages, which can be used to identifying the given ratio of a business:
Over 50% - Then the business is considered highly geared. This might pose a risk to the company, mainly for the reason that in moments when profits are less and interest rates are high, the business might turn towards loans or might file for bankruptcy. 
Less than 25% - This result indicates that the situation of the company at low-risk, considered by both lenders and investors. 
25%-50% - For well-established companies, this is considered normal. 
The gearing ratio indicates the financial risk of a business. A financial distress is possible if a company has too much debt. 
When the gearing ratio is high, it indicates that the company has a lot more debt that equity, while when it is low – then the company is financially stable. 
Knowledge from Ratio Analysis
The numerical attempt to analyse the financial position and performance of a business is called a ratio analysis. When we convert numbers into ratios, we can then make a comparison between one company and another, and even a comparison between different periods. Ratio analysis is meaningless without doing comparisons. 
A mathematical tool, used for evaluating the financial position with the comparison of the outcome from the previous year, and analysing the performance between the company and its peers is called a ratio analysis.  
There are five types of ratio analyses:
Profitability Ratios – Used when calculating the returns that are generated from the company, using the invested capital. 
Gross Profit Ratio – It shows the operating profit of a business after the cost of the sold goods is adjusted.  The gross profit ratio is calculated the following way:
Gross Profit Ratio = Gross Profit / (Net Sales * 100) 
Net Profit Ratio – It shows the total profitability of a business after cash and no-cash expenses are deducted.  The net profit ratio is calculated the following way:
Net Profit Ratio = Net Profit / (Net Sales * 100) 
Operating Profit Ratio – It represents the ability of a business to pay off its debt obligations.  The operating profit ratio is calculated the following way:
Operating Profit Ratio = Ebit / (Net Sales * 100) 
Return on Capital Employed (a.k.a. ROCE) – When trying to represent the profitability of a business with capital invested in the company, ROCE can be applied.  Return on Capital Employed is calculated the following way:
ROCE = Ebit / Capital Employed 

Benefits and Limitations of Ratio Analysis
Ratios can be useful when trying to express the relationship between different data, when it comes to internal comparisons or comparisons between different companies. Analysts use ratio analysis for answering questions that are need to be answered, instead of answered directly.  Ratios can be used for the following purposes:
Used for analysing financial statements 
Helps for judging efficiency 
Helps with determining weaknesses 
Helps with providing information for future earnings and cash flows 
Helps for comparison of the performance between peers 
Helps with doing trend analysis 
Ratios can simplify complex accounting statements 
Do an analysis on past results 
Understanding the profitability of a company 

















Conclusion
Financial analysis is used for evaluating budgets, businesses, finance-related transactions and projects, in order to have a good idea about the suitability and performance. Financial analysis is used for the purposes to analyse if a given entity is liquid, solvent, profitable or stable enough to decide if a monetary investment is necessary. 
Financial trend analysis should be done when trying to uncover what influences a business to shrink, grow or remain relatively stable. Another way of putting it is that a financial trend indicates what happened to the earnings and revenues and then for an answer to why it happened. 
There are a few types of financial analysis trends:
Profitability – Upward trends and Downward trends
Liquidity – Quick ratios, Current ratios and Days Sales Outstanding
Gearing
Less than 25% - low risk
25%-50% - remains stable
Over 50% - high risk
Some of the benefits of financial analysis are trend analysis, performance and efficiency.
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