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Abstract 

In the last thirty years set of financial and non-financial indicators to measure the companies’ 

health and prospects of grow rapidly. Reporting expands and changes in the direction of the 

introduction of non-financial information. Integrated reporting is seen as a necessary form of 

presentation of information about the company. This consequently leads to the transformation 

of the financial statements. The increase of information flows in society, and expanding range 

of statements users require modification tools for financial statement analysis in the direction 

of comprehensive and visual presentation of the results especially graphically. 

The aim of this paper is to develop financial statement analysis in way of comprehensive 

measurement of financial health, and use benchmark assessment as an element of financial 

statement analysis through determination and investigation of current financial health 

configuring. 
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Introduction 

Financial statements traditionally considered as the universal language of business. It is the 

primary resource for financial decision-making. In this direction the financial statement 

analysis is used as an effective tool for assessing the state of affairs in the company. 

Two main streams of literature have analyzed this topic in contemporary financial statement 

analysis research. The continuing interest in financial statement analysis primarily stems from 

financial ratios analyses (see Cochran and Wood, 1984; Gibson, 1990; Desai et al., 2015; Han 

and Chen, 2014; Stickney et al., 1990; Zheng and Alver, 2015; Ohlson, 1980; Vogel, 2014), 

which include discriminant analysis. Moreover, a large number of theoretical and empirical 

works argue that theory is that ratios, if analyzed within a multivariate framework, will take 

on greater statistical significance than the common technique of sequential ratio comparisons 

(see Altman, 1968; Deakin, 1972). 

In contrast, scholars in the field of valuation of companies using financial statement analysis 

as assessment tool for valuation of business growth and its prospects in various aspects (see 

Li and Mohanram, 2014; Kaplan and Norton, 1996; Penman and Penman, 2007; Schmidlin, 

2014; Yermack, 1996). Furthermore, they suggest that a comprehensive assessment financial 

ratio predicts ‘financial health’ (Barth et al., 1998; Edmister, 1972; Lewellen, 2004; Ross, 

1977; Al Mamun, 2013). 

The development and increasing complexity of business and society require corresponding 

change in the statements. Thus, globalization and integration have caused the development of 

international financial reporting (see Alver and Alver, 2008; Christensen et al., 2015; Horton 

et al., 2013; Maystadt, 2013). The increase in the information flows through the development 

of IT-technology allows on the one hand expanding the range of users (stakeholders) and on 
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the other hand leads to an increase in financial and non-financial indicators to measure the 

companies’ health and prospects of grow. An example is the integrated reporting, in which the 

financial statements occupy only as part of it. 

IFRS lays down conditions to the financial information that appears in the financial 

statements, including in particular – understandable. So, the growing number of stakeholders 

and indicators require transformation of the financial statement analysis in the direction of a 

comprehensive and integrated analysis and visual presentation of its results in relatively 

simple configuration. 

Our research is aimed at comprehensive measurement of ‘financial health’ within financial 

statement analysis in order the design ‘financial health’ assessment truth the determination 

and investigation of current ‘financial health’ configuring. 

The reminder of the paper is structured as follows. Section 2 describes the theoretical 

framework particularly research method, specific functions, methods, and techniques, while 

Section 3 presents building of ‘financial health’ configuration quantitatively and graphically 

by different financial points (types of ratios). Finally, Section 4 provides conclusions, 

advantages of the study and implications for further research. 

Theoretical framework 

The proposal of this paper is to fill the gaps mentioned above by realizing limited results of 

the financial statement analysis theoretical models, which eliminate comprehensive 

measurement of financial health in order to design benchmark assessment as an element of 

financial statement analysis through determination and investigation of current financial 

health configuring. The result of implementation of this assessment instrument must be in 

finding an answer to the central research question within each observed company: how 

preferred financial health configuration corresponds with the current one in company? To 

make this model effective and efficient, it must be determined specific functions, methods, 

and techniques. 

The basis for Financial Statement Assessment Instrument should put Organizational Culture 

Assessment Instrument (OCAI) proposed by Cameron and Quinn (2005, 2011). In support of 

this choice the following arguments are demonstrated. Firstly, use of OCAI is aimed at 

profiling organizational culture based on valuesdetermined by the designed framework and 

provides assessment of organizational culture within the four types of organizational values: 

clan, adhocracy, market, and bureaucracy. Various financial ratios, which are represented in 

Table 1, show that similar approach of financial statement analyses are formed by financial 

values. Therefore, OCAI can be improved in the context of its use for evaluating types of 

financial health. Secondly, OCAI has several advantages which are crucial for building 

financial statement analyses model including: practical orientation, timeliness, extent of 

involvement, access to management, and validity. 

Given this scientific background, the FSAI functions represented in Figure 1 can be derived. 

5th International Conference on Accounting, Auditing, and Taxation (ICAAT 2016)

© 2016.  The authors – Published by Atlantis Press 0276



 

Figure 1. Functions of Financial Statement Assessment Instrument (FSAI).  

Source: Adopted from Cameron and Quinn 2011 

The information function provides permanent or systematic collection of information about 

the form of financial health in the company from various sources, its detailed elaboration by 

components (types of management activities, responsibility centers, and managers), 

systematization, and grouping, summarizing and providing for the optimization of financial 

decisions as a whole. 

The identification function means identification of the existing current, retrospective and 

predictive financial configuring, determining their characteristic features, advantages and 

disadvantages and matching the overall mission of the company. 

The warning function involves evaluation of the prerequisites for changes in ‘financial health’ 

configuration and is aimed at identifying possible risks and threats in the current period and 

predicting potential crises in the future in the context of compliance of current ‘financial 

health’ configuration (including corresponding accounts) with the existing ideas and needs of 

the enterprise. 

The directing function is designed to help eliminate identified deficiencies, deviations, 

existing problems and develop appropriate measures for the relevant detailed profiles, based 

on the obtained results and evaluation aimed at improving ‘financial health’ configuring. 

The symptomatic function involves detection and interpretation of the ‘symptoms’ of current 

‘financial health’ configuration to determine whether this form is optimal in comparison with 

the preferred one detailing the relevant profiles. 

The various financial ratios could be structured according to different classification criteria 

(see Gibson, 1990; Desai et al., 2015; Han and Chen, 2014; Li and Mohanram, 2014; Penman 

and Penman, 2007; Schmidlin, 2014; Stickney et al., 1990). Given this scientific background, 

we have summarized these financial ratios to six groups: Liquidity; Profitability; Financial 

leverage (debt); Valuation and Growth; Activity (Management Efficiency); Coverage, which 

are represented in Table 1. 
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Table 1. Grouping of financial ratios 

 Types of ratios Financial ratios 

1. Liquidity ratios Current Ratio; Acid Test (Quick) Ratio; Cash Ratio 

2. Profitability ratios  Gross Profit Ratio;  Return on Sales; Return on Assets; Return on 

Stockholders' Equity 

3. Financial leverage (debt) ratios Debt-Equity Ratio; Equity Ratio; Debt Ratio; Times Interest Earned 

4. Valuation and Growth ratios Earnings per Share; Price-Earnings Ratio; Dividend Pay-out Ratio; 

Dividend Yield Ratio; Book Value per Share 

5. 

 

6. 

Activity (Management 

Efficiency) ratios 

Coverage ratios 

Receivable Turnover; Inventory Turnover; Accounts Payable 

Turnover; Total Asset Turnover 

Times interest earned ratio; Fixed charge coverage ratio; Debt 

service coverage ratio 

Thus, evaluating the Financial Statement Assessment Instrument involves the construction of 

financial health configuration investigated on the basis of preliminary evaluation of financial 

points by 24 financial ratios. 

The consulting and advisory function of the assessment instrument of ‘financial health’ 

configuration involves consideration of multiple alternative measures that may be developed 

to address the problem of the efficiency of ‘financial health’ configuration of the company. 

Procedure of ‘financial health’ configuration assessment includes 13 steps: 

Step 1. Determining the subjects of evaluation. 

Step 2. Assessment of current ‘financial health’ by 24 financial ratios. 

Step 3. Construction of the current ‘financial health’ profiles on current types of ‘financial 

health’ by 6 classification criteria. 

Step 4. Interpretation of 6 current ‘financial health’ profiles. 

Step 5. Construction of the current ‘financial health’ configuring. 

Step 6. Interpretation of current ‘financial health’ configuring. 

Step 7. Assessment preferred types of ‘financial health’ by 6 classification criteria. 

Step 8. Construction preferred ‘financial health’ profiles on current types of ‘financial health’ 

by 6 classification criteria. 

Step 9. Interpretation 6 desirable ‘financial health’ profiles. 

Step 10. Construction of preferred ‘financial health’ configuration. 

Step 11. Interpretation of preferred ‘financial health’ configuration. 

Step 12. Comparative analysis of the current and preferred ‘financial health’ configuration. 

Step 13. Evaluation preconditions changing ‘financial health’ configuring. 

As already mentioned, our Financial Statement assessment instrument is based on the use of 

the mathematical method of investigation. 

To calculate the total of ratings Table 2 has been used. It is necessary to fill separate entries of 

assessment results for the existing types and separately – for the preferred types of ‘financial 

health’ configuring. 
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Table 2. Calculation of ratings for overall Financial Statement Assessment Instrument surveys 

for each period 

The period measured: current/preferred (cross out unnecessary) 

Types of ratios 

A B C D E 

Liquidity ratios    x x 

Profitability ratios      x 

Financial leverage (debt) ratios     x 

Valuation and Growth ratios      

Activity (Management Efficiency) ratios 

Coverage ratios 

   x x 

The next step is evaluation of ‘financial health’ configuration to determine the mean estimates 

for each profile of ‘financial health’ of the company. This step is performed when more than 

one period has been involved. 

This includes the scores for each alternative on each issue and then dividing this sum by the 

number of periods: 

n

Oqai
Oqa

n

i  1
,      (1) 

where Oqa – the average score for a-alternative and q-profile of ‘financial health’ of the 

enterprise; 

a – the alternative for which the average score is calculated; 

q – question which is determined by the type of ‘financial health’ of the enterprise; 

Oqai – the number of points marked by the period by a-alternative and q-profile of 

‘financial health’ of the enterprise; 

i – the number of the period; 

n – the number of periods. 

It is necessary to conduct a final evaluation of each ratio for their selection. For this analysis, 

compliance should be made between the actual indicators for a certain period of time of their 

standard values. Mismatches between actual and standard values may have two reasons for. 

Firstly, the deviations can be purely accidental, caused by accidental factors to investigated 

issues. Secondly, the difference can be substantial, due to the mismatch of the current 

situation for each financial indicator of its normal value. The consent criterion – lambda 

should be used to ensure the objectivity of a comprehensive assessment of the financial health 

(Kolmogorov, 2009). Actual and normative values of the indicators should be compared in 

the evaluation process. Then consent criterion – lambda is calculated by the following 

formula: 

    
Оqai

D
      (2) 

where D – maximum value of the accumulated difference between actual and benchmark (or 

normative, standard) values. 

The probability of proximity between the actual and benchmark values for different values of 

consent criterion (lambda) is determined by using a specially designed table (Kolmogorov, 

2009). 
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To determine the mean score for each profile formulas of arithmetic mean should be used. To 

systematize the obtained results Table 3 can be used. 

Table 3. Calculation of average of ratings for Financial Statement Assessment Instrument for 

each financial point 

Type of ratios______________________ 

The period measured: at present / preferred (cross out unnecessary) 

Period 

A B C D E 

1      

2      

3      

... ..      

n      

Total      

Average       

Building of ‘financial health’ configuration quantitatively and graphically 
Based on the obtained results the profiles of ‘financial health’ are built as polyhedrons (see 

the example in Fig. 2) by different financial points (types of ratios) (Liquidity; Profitability; 

Financial leverage (debt); Valuation and Growth; Activity (Management Efficiency); 

Coverage). 

0

0,5

1

1,5
 Return on Stockholders' Equity

Return on Sales

Gross Profit Ratio

Return on Assets

current preferred

Figure 2. Example of current and preferred ‘financial health’ profiles by Profitability 

The number of corners of each profile corresponds to the number of alternative types of 

‘financial health’ for each financial point. The form of polygons is determined by combining 

the results of general line of estimates indicated on the diagonals. The solid line represents the 

current profile of ‘financial health’ in the company, and the dotted line represents the 

preferred one for the companies. 
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As a result of the use of the FSAI the company receives 12 profiles of ‘financial health’ (6 

current and 6 preferred ones). 

Based on the profiles of ‘financial health’ by different financial points ‘financial health’ 

configuration of the enterprise is built, which can be presented graphically depicted in three 

dimensions, every corner of which corresponds to a defined sign of ‘financial health’ of the 

studied enterprise. 

The form of polygons is determined by combining the results of the general line of estimates 

indicated on the diagonals. By the scale Z (height) the value of rating assessments for each of 

the alternatives is depicted in the normalized order. In case of three-dimensional image 

‘financial health’ configuration can be schematically represented as Figure 3. 

 

Figure 3. The model of ‘financial health’ configuration by the designed FSAI 

For a comparative analysis of the existing base and ‘financial health’ configuration at the 

enterprise it is necessary to make two tables of parameters for ‘financial health’ configuration 

by the designed FSAI and builds separate figures for the present and preferred ‘financial 

health’ configuration for the investigated company. 

At the final stage prerequisites for changing ‘financial health’ configuration are estimated. For 

this purpose, it is advisable to use two pyramids with six corners: dominant types of ‘financial 

health’ in the company by 6 classification criteria and preferred domination whose example is 

presented in Figure 4. 
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Fig. 4 Example of dominant types of ‘financial health’ set in the company by the designed 

FSAI 

Using the designed FSAI provides visual information base for decision-making on 

reformatting ‘financial health’ configuration taking into account evaluation of the existing 

forms and determining tendencies of its development. 

Conclusions 

The objective of this study was to create special instrument of financial statement analysis to 

fill the gaps mentioned above by realizing limited results of the financial statement analysis 

theoretical models, which eliminate comprehensive measurement of financial health. This 

instrument is aimed to design benchmark assessment as an element of financial statement 

analysis through determination and investigation of current financial health configuring. 

Designed model of ‘financial health’ configuration is directed to understand how preferred 

‘financial health’ configuration corresponds with the current one. More specifically, we 

developed the instrument for assessment of financial statement to close the gap between both 

current and preferred ‘financial health’ in companies, particularly through visual assessment. 

The designed FSAI involves the construction of ‘financial health’ configuration of the 

investigated companies and is aimed at performing 6 functions (information, identification, 

warning, directing, symptomatic, consulting and advisory). 

Our study was directed at the systematic analyses of various financial ratios in six groups: 

Liquidity; Profitability; Financial leverage (debt); Valuation and Growth; Activity 

(Management Efficiency); Coverage. It is give possibility to build ‘financial health’ 

configuration for company quantitatively and graphically. As a result, we show that current 

‘financial health’ is relatively weak and weak points are outlined to close the gap between 

both current and preferred ‘financial health’ configuration in the companies. 

This analysis could include compliance between the actual indicators for a certain period of 

time of their benchmark (or normative, standard) values too. In this case, the consent criterion 

– lambda is proposed to use. It is way to ensure the objectivity of a comprehensive assessment 

of the financial health. Actual and normative values of the indicators are compared in the 

evaluation process. 

The advantages of the developed ‘financial health’ configuration assessment instrument are: 

complexity; pictorial rendition; reasonableness; practical orientation; timeliness; latitude 
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involvement; availability for users. Its use provides visual information base for decision-

making on reformatting ‘financial health’ configuration. 
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