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Fundamentals of Financial Analysis in Change Management — Practical Information for
Employee Representatives

Introduction to Financial Analysis

Financial analysis is a key tool used by companies, investors, and analysts to assess a company's
financial health, operating results, and future prospects. Understanding the basics of financial
analysis is important not only for analysts but also for employees of companies. It allows
employees to better understand management's decisions regarding investments and cost
cutting and assess how these decisions affect the company's financial health. Thanks to this,
they can actively participate in decision-making processes, identify areas for improvement, and
better prepare for upcoming changes.

Key Aspects of Financial Analysis

In this text, we will discuss the basic aspects of financial analysis, paying special attention to the
interpretation of data contained in financial documents, key indicators and sources of data on
employment and planned investments. We will place particular emphasis on issues that are
important for employees of companies preparing for or undergoing changes, especially
regarding green transformation and digitalization.

Financial analysis is a key tool in managing a company, enabling the assessment of its financial
condition, operational efficiency and development prospects. This process involves the
systematic examination of financial data, such as the balance sheet, profit and loss statement
and cash flow, in order to draw conclusions about the financial situation of the company.

Balance sheet structure and financial liquidity assessment

The first step in financial analysis is to understand the structure of the balance sheet, which
shows the assets of a company and the sources of its financing. The balance sheet consists of
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two main parts: assets and liabilities. Assets are resources controlled by the company that are
expected to generate future economic benefits. They are divided into fixed assets (e.g., real
estate, machinery) and current assets (e.g., inventory, receivables). Liabilities, on the other
hand, include the company's liabilities and equity. Liabilities are debts that the company must
repay, while equity is the funds contributed by owners and retained earnings.

Balance sheet analysis allows for the assessment of a company's financial liquidity, or its ability
to meet current liabilities. A key liquidity indicator is the current ratio, which is calculated as the
ratio of current assets to short-term liabilities. The value of this ratio should be at least 1, which
means that the company has sufficient resources to cover its current liabilities. Another
important indicator is the quick ratio, which takes into account only the most liquid assets, such
as cash and receivables, ignoring inventories.

Profit and loss statement

Another important element of financial analysis is the profit and loss account, which presents
the revenues, costs and financial result of the company for a given period. Analysis of this
document allows for the assessment of the company's profitability, i.e. its ability to generate
profits. Key profitability indicators are gross margin, operating margin and net margin. Gross
margin is calculated as the ratio of gross profit to sales revenue and informs about production
efficiency. Operating margin is the ratio of operating profit to revenues, and net margin is the
ratio of net profit to revenues. High values of these indicators indicate a good financial condition
of the company.

Cash flow

Cash flow is another key element of financial analysis. The cash flow statement presents the
cash inflows and outflows of a company in three areas: operating, investing and financing
activities. Cash flow analysis allows for the assessment of the company's ability to generate cash
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and use it effectively. The ratio of cash flow from operating activities to short-term liabilities
informs about the company's ability to settle current liabilities from current cash inflows. The
ratio of cash flow from investing activities allows for the assessment of the scale of investments
and their financing, while the ratio of cash flow from financing activities informs about changes
in the company's capital structure.

Interpretation of financial analysis results

Interpreting the results of a financial analysis requires taking into account the industry context
and comparing it with historical data and competitor results. It is worth paying attention to
trends in individual indicators and their deviations from industry averages. For example, a
decrease in the current liquidity ratio may indicate a deterioration in the company's financial
liquidity, which may lead to problems with settling liabilities. In turn, an increase in the
operating margin may indicate an improvement in operating efficiency, which may be the result
of implementing new technologies or restructuring.

Assessment of planned investments

Planned investments and their profitability can be assessed based on the analysis of investment
projects and strategic documents of the company. It is worth paying attention to indicators such
as net present value (NPV), internal rate of return (IRR) and payback period (PBP). Net present
value is the difference between the sum of discounted cash flows generated by the investment
and its costs. A positive NPV value indicates the profitability of the investment. Internal rate of
return is the discount rate at which NPV equals zero. The higher the IRR value, the more
profitable the investment is. Payback period is the time in which the investment will pay off
from the generated cash flows. A shorter payback period means lower investment risk.

Employment data
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Data on employment in a company can be found in financial statements, annual reports and
internal company documents. This information is important for assessing the effectiveness of
human resources management and labor costs. It is worth paying attention to indicators such as
average salary, employee turnover rate and labor productivity rate. Analysis of this data allows
for an assessment of whether the company is effectively using its human resources and whether
labor costs are adequate to the generated revenues.

In the context of green transformation and digitalization, it is particularly important to
understand how these processes affect the finances of a company and its employees. Green
transformation, or the transition to more sustainable and ecological production methods, may
involve high initial costs, but also long-term savings and benefits. Digitization, on the other
hand, or the implementation of modern digital technologies, may lead to increased operational
efficiency, but also require investment in IT infrastructure and employee training.

For employees and trade union representatives, information on the impact of green
transformation and digitalization on employment and working conditions may be particularly
important. It is worth paying attention to whether the company plans to reduce employment as
a result of process automation or whether it foresees the creation of new jobs related to new
technologies and sustainable practices. It is also important whether the company invests in
training and developing employee competences to enable them to adapt to new requirements.

Benefits of Understanding Financial Analysis for Employees

Understanding the basics of financial analysis can benefit employees in many ways, increasing
their involvement in the decision-making processes of the company. By knowing financial
analysis, employees can better understand what decisions are being made by management and
why. This in turn leads to more constructive discussions and better cooperation between
employees and management.
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For example, understanding why a company decides to make certain investments or cut costs
becomes easier when employees know how those decisions affect financial metrics, such as
operating margin or liquidity ratio. This allows employees to identify areas where improvements
can be made, which can lead to increased operational efficiency and improved financial results.

In addition, employees who understand the basics of financial analysis can better assess the
benefits of green transformation and digitalization. For example, they can understand how
investments in sustainable technologies can lead to long-term savings and improved
profitability. They can also better assess what skills will be needed in the future and what
training may be most valuable to them.

Involving employees in decision-making processes based on financial analysis can also lead to a
greater sense of responsibility and commitment. Employees who feel they have an impact on
decisions made in the company are more likely to engage in activities aimed at improving
financial results and achieving the company's strategic goals. As a result, they can feel more
appreciated and motivated to continue their professional development, which translates into a
better working atmosphere and greater satisfaction with the duties performed.

Summary

In summary, understanding and skillful use of various financial analysis methods is crucial for
effective enterprise management in the era of green transformation and digitalization. In the
face of dynamic market and technological changes, the ability to conduct comprehensive
financial analysis is becoming an indispensable element of enterprise management. The use of
various analytical methods allows for a thorough understanding of the company's financial
condition and the identification of areas requiring improvement. Involving employees in
analytical processes not only increases their involvement, but also allows for better preparation
for the challenges related to green transformation and digitalization. As a result, companies can
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more effectively implement their strategic goals, while achieving sustainable development and
long-term profitability.



