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Abstract 

 

This paper will be focused on financial analysis and its necessity. We will do a 

questionnaire which will address various economists or financiers  so we will understand 

how  familiar they are with the financial reports and if the  administrators of the companies 

where they work,  request information and analyze them. Unfortunately, the role of the 

economist and financier is not where it should be in our business. At the end of 2017 are 

162,452 active enterprises, 67.2 % of active enterprises are producers of services, “Retail 

trade, except of motor vehicles and motorcycles” are  23.0 % , Big enterprises with 50 and 

more employed represent only 1.1 % of total enterprises and their contribution on 

employment in 2017 is 47.8 % which are parts” Agriculture, forestry and fishing, Industry, 

Construction” , 3.9 % of total active enterprises are foreign and joint enterprises, of which 

45.9 % have origin from Italy and 8.1 % from Greece. Enterprises on producers of services, 

with main activity “Trade” and “Accommodation and food service activities” dominate 

with 43.6% of total active enterprises. Approximately 90.1 % of enterprises are enterprises 

with 1-4 employed and their contribution on total employment is 47.7 %. And they do not 

have the legal obligation to prepare and declare the Balance Sheet.  

 

Keywords: financial analysis, financial reports,  users, financier 

 

1. Introduction 

 

According to the international standards, the publication of the company's report is required every 

year. This report is a detailed document that can be used by analysts, researchers, monitoring bodies 

and regulatory institutions. 

 

The annual report of a company contains four main core statements. 

 

1. The Balance Sheet reflects the financial position, assets, resources and share capital of the 

company expressed in monetary form and at a given time. 

 

2. The Statement of Income reflects the result of operations, income, expenses, net profit or 

loss, net profit or loss per stock during the accounting period. 

 

3. The Retained Earnings Statement, which is usually associated with the income statement, 

reflects the accounting profit at the beginning and at the end of the accounting period. This 

statement shows the profit or loss for the accounting period minus the paid cash dividend. 
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4. Some companies prepare more complete statements of their equity condition in a separate 

section of the balance sheet, showing the condition at the beginning and end of their equity 

accounts as well as all the movements that have affected their capital, without those 

deriving from owners' actions with their capital. 

 

5. The Cash Flow Statement provides information about day-to-day cash flows and banking 

cash flows during operational,  investigative and financial activities during the accounting 

period. 

 

6. TheAaccounting Policies Annex reflecting the accounting policies and methods, as well as 

other explanatory notes necessary for a true and fair view of the net assets, financial 

position, income performance and operating results of the entities. 

 

The financial statements have as their main objective the provision of information about the 

financial condition, performance, and changes over a given period. 

 

They also show the management results and the responsibility of the entity's directors for the trusted 

usage of resources available to them for administration. 

 

2. FR (Financial Reports) users 

 

The analysis of the financial statements includes a careful selection of the data from the financial 

statements for the main purpose of the company's financial health. This is done by examining trends 

in the companies’ financial records and by analyzing the key financial reports. Users of financial 

statements include current and potential investors, employees, debtors, suppliers and other market 

creditors, customers, government and its agencies, and the public. They use the financial statements 

to meet some of their information needs. These needs include: 

 

a) Investors - capital risk beneficiaries and their consultants are concerned about the naturally 

occuring risk and the return obtained from their investments. They need information to help 

them decide when to buy, sell or keep the shares they own. Shareholders are also interested 

in that sort of information that enables a company to assess its own ability to pay the 

dividends. 

 

b) Creditors - these are interested in information that enables them to decide whether the debt 

owed and related interests will be paid when the time comes. 

 

c) Suppliers and other merchant creditors - They are interested in information that enables 

them to decide whether the amount that the company owes them will be paid or not on time. 

Market creditors may be interested in a company for a shorter period than debtors usually 

are. 

 

d) Customers - they have an interest in information on the company's continuity, especially 

when they have a long-term involvement with them, or are dependent on it. 
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e) Employees - these and their representative groups are interested in information on the 

stability and profitability of their employees. They are also interested in information that 

enables them to evaluate the company's ability to improve working conditions, award 

bonuses, increase retirement benefits, and employment opportunities. 

 

f) The Government and its agencies - are interested in resource allocation and enterprise 

activity. They also require information in order to establish tax policies and this information 

will serve as a basis for national income and similar situations. 

 

g) The Public - companies affect the public in different ways. For example, a company may 

decide to make an essential contribution to the local economy. Financial Statements can 

help the public obtain information on the trend and current developments in the enterprise's 

prosperity and a range of related activities. 

 

3. Tools and techniques of FR analysis 

 

From the construction of the financial statements results a number of information in figures, but 

we know that those figures by themselves do not give much relevant information, or their 

relationship with other figures, or the change they go through from one period to the next. The 

means of financial analysis aim to show these relationships between these numbers and their 

changes at different times. Among these techniques the followimg are used more widely: 

 

 Horizontal analysis 

 

In accordance with the analysis of the financial statements, the generally accepted accounting 

principles require the comparative presentation of the financial statement data. So the information 

in these statements should be given for the current and the past financial year. For the study of 

these statements, the horizontal analysis involves the calculation of changes in value (in Lek) and 

in percentage in the current year, as compared to the previous year. The percentage of change can 

be a figure that shows how much the change is related to the amount that caused it. The percentage 

of change is calculated as: 

 

 

 

 

In this analysis it is important that the monetary amount (absolute value) and the percentage of 

change be analyzed together. 

 

 Vertical analysis 

Vertical analysis uses percentages to show the relationship between the various parts and the total 

in a particular display. Vertical analysis is used to compare the importance of certain elements for 

the business activity and its financial condition. It is also useful to highlight significant changes in 

relevant components of the statement, from year to year. This analysis is particularly useful when 

comparing the data of different companies. 

 

 Analysis of Reports 

𝐴𝑚𝑜𝑢𝑛𝑡 𝑜𝑓 𝐶ℎ𝑎𝑛𝑔𝑒

𝑇ℎ𝑒 𝑎𝑚𝑜𝑢𝑛𝑡 𝑜𝑓 𝑡ℎ𝑒 𝑖𝑡𝑒𝑚 𝑖𝑛 𝑡ℎ𝑒 𝑝𝑟𝑒𝑣𝑖𝑜𝑢𝑠 𝑦𝑒𝑎𝑟
× 100 = 𝑃𝑒𝑟𝑐𝑒𝑡𝑎𝑔𝑒 𝑜𝑓 𝐶ℎ𝑎𝑛𝑔𝑒 
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One of the techniques used most for interpreting and comparing the financial statements is the 

analysis of reports. Reports as summary indicators are useful because they can be used to briefly 

summarize certain relationships and outcomes that are important for assessing the most important 

indicators of business performance. The reports are also particularly useful for the purposes of 

comparing the performance of the company annually and in relation to other businesses. 

 

But for a report to be useful for analysis, it should represent a meaningful relationship. 

Disconnected and taken on their own, reports are not suficent to give information about a company. 

Collecting reports on a systematic basis allows trends to emerge and points out the importance of 

the changes shown by the analysis of current events. Since the future is not sure, the analyst must 

study the past to anticipate future changes. In this sense, the tendencies shown by the reports are 

very important for the making of forecasts. So the main function of the analysis of reports is to 

allow comparisons which help predict the future. Reports intend to evoke various problems for 

further study. They should also note the ties of society with the surrounding environment. 

 

4. Financial Reporting of the Balance Sheet 

 

 Working capital = Current assets - Current liabilities 

This report shows the company's solvency. The larger this ratio the more likely the company has 

to settle its short-term liabilities. 

 

 Current ratio = Short-term assets / short-term liabilities 

The current ratio shows the ratio between short-term assets and short-term liabilities. Although this 

report is often referred to as a measure of ability to repay short-term debt, it should be interpreted 

with caution. A declining report may be a sign of a deteriorating financial situation. On the other 

hand, it may be the result of a reduction in unused inventories or other residual current assets. An 

improvement report may be the result of an inventory stockpile, or it may indicate an improvement 

in the financial situation. So the current report is usable and useful but vile to be interpreted. To 

avoid any serious mistake, the analyst should look carefully at the individual assets and liabilities 

involved. 

 

 Speed ratio (acid test) 

One of the shortcomings of the circular report is that it does not take into account the composition 

of circulating assets according to elements that display different velocities of turnover. Circular 

reports may come to be quite high but may not be fully accurate. For instance, 1 lek in cash or in 

the liquid bank account, is more willing to pay liabilities than 1 lek in any inventory. If the former 

have a greater value than the second, the circular relationship is more accurate and realistic, and 

vice versa. Therefore, consideration given to the composition of short-term assets is of great 

importance. For this purpose, the speed ratio is often calculated, which in the economic literature 

is often referred to as the "acid test" or the final assessment test. It is calculated as: 

 

 

 

 

This report shows the monetary position of the business. It is generally acknowledged that it is a 

good sign when this ratio is 1:1. But small deviations are also allowed. The higher the ratio, the 

            
𝑆ℎ𝑜𝑟𝑡𝑇𝑒𝑟𝑚𝐴𝑠𝑠𝑒𝑡𝑠 − 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦

𝑆ℎ𝑜𝑟𝑡𝑇𝑒𝑟𝑚𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
× 100 = 𝑆𝑝𝑒𝑒𝑑𝑅𝑎𝑡𝑖𝑜 
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higher the liquidity rate. Generally, the analysts acknowledge that the most reasonable value of the 

circular report should be 1.5 and the fast report value should be approximately 0.8. 

 

As a rule, the current ratio should move between 2 and 1. Certainly, this rule is subject to many 

exceptions, depending on the subject in question and the industry where it is involved. Some 

industries can operate very successfully with a little higher than one ratio. The suitability of the 

turnover ratio value depends greatly on the amount of assets involved. 

 

 Turnover of receivable accounts  

The return on receivable accounts is a strict measure and shows how many times during the year 

the company's receivables are turned into cash. 

The ability of a company to timely attract the amount of credit sales, significantly influences its 

liquidity, which is why in the analysis of the liquidity of a company it is important the study of this 

indicator as well. This report measures the relative size of the receivable accounts of a company 

and the success of the companie’s credit policy and its collection. It is calculated as the ratio of 

sales to the average balance of accounts receivable. 

 

 

 

 

 

 

Theoretically, Sales here should be replaced with Credit Sales but this rarely appears in public 

reports. Therefore, the total sales of the company will be used in this case. In addition to this report 

and others, whenever an average figure is required it will be calculated by collecting the surplus at 

the beginning of the period with the excess at its end and then the outcome must be split by two. 

 

     

 

 

 Reversibility of inventory 

In the cycle of business assets turnover it can be said that inventory assets are "two steps" away 

from their money form (sale and collection of money). In the liquidity analysis of the business it is 

important to know the condition of  its inventory to cash return. This is precisely the indicator that 

measures the relative size of the inventory and its effect on the expected amount of money, 

necessary to pay matured debts. In general, small and fast inventory shows that the company has 

put less money on inventory. 

  

 

 

 

 

 

By measuring the ratio of the days in one year to the inventory we can calculate how many days 

will it take to the inventory to turn into money. 

Usually,indicators of this nature are static gauges of liquidity because they associate balance sheet 

items with each other, therefore, they associate figures that only exist for a particular date and time 

   
𝐶𝑜𝑠𝑡 𝑜𝑓 𝑆𝑜𝑙𝑑 𝐺𝑜𝑜𝑑𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦 
= 𝑅𝑒𝑣𝑒𝑟𝑠𝑖𝑏𝑖𝑙𝑖𝑡𝑦 𝑜𝑓 𝑖𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦   

            
𝑆𝑎𝑙𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐵𝑎𝑙𝑎𝑛𝑐𝑒 𝑜𝑓 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒 𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 
= 𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒 𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 

 

            
𝑂𝑛𝑒 𝑌𝑒𝑎𝑟′𝑠 𝐷𝑎𝑦𝑠 

𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒 𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 
= 𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑜𝑓 𝑁𝑜𝑛𝑟𝑒𝑐𝑖𝑣𝑎𝑏𝑙𝑒 𝑆𝑎𝑙𝑒𝑠 𝐷𝑎𝑦𝑠 
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of the accounting period. This poses a problem because we know that liabilities are settled at cash 

inflows rather than from balance indicators. To avoid this fundamental problem recently in the 

science of financial analysis, a tendency is emmerging in calculaing dynamic type relationships, 

which link the cash flow with liabilities. 

 

 Duration of the cash cycle. 

A traditional short-term liquidity indicator uses activity reports as liquidity gauges. The operating 

cycle of a business organization is the sum of the number of days it takes to sell the inventory plus 

the number of days until the conversion of receipts into cash. 

 

 

 

The duration of an operating cycle is reduced to the extent on which an entity is capable to operate 

through payable accounts. The deduction of the number of payable accounts days from the 

operating cycle results in what is called the money cycle of the company. 

The Cash Cycle represents the number of days during which the company's money is "blocked" in 

the operating cycle. The shorter the cycle, the more efficient are the operations and management 

of money by the company. On the other hand, the longer the money cycle, the more likely the 

possibility of cash shortages or high financing costs. Usually the duration and the components of 

the money cycle are determined by the factors of the industry where a particular business operates. 

 

Another financial report showing the relationship between the two values of the Balance Sheet is 

the relation between total liabilities to its own equity 

 Debt to Equity = (Total Liabilities + Total Share Capital) / 1 

This ratio measures the relationship between long-term loans and share capital. If this ratio exceeds 

1:1 it shows higher long-term loan financing compared to that with equity capital. 

 

5. Conclusions 

 

Based on a questionnaire that we made to some economists, we came to the following conclusions: 

 Joint Stock Companies in Albania are in a limited number and therefore the demand 

for a detailed analysis of FR (Financial Records) is lacking. Albanian businesses 

mainly consist of small businesses with an annual turnover of less than 2 mln ALL 

who have no legal obligation to produce FR; small business with annual turnover 

of 2-8 mln ALL who compile financial statements under (National Accounting 

Standards - Improved 15) and are not obliged to deposit with the tax administration; 

and large business entities with an annual turnover of over 8 mln who produce FR 

according to (National Accounting Standards - Improved 2). 

 

 In Albanian businesses the role of the financier in most cases is carried out by an 

accountant. 

 

 The role of the financier has not yet been adequately assessed by the Albanian 

business structure, where most of the small business has no legal obligation to 

compile and declare or publish the Financial Statements. 

 

Operating Cycle – No. of Paydays = Cash Cycle 
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