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Abstract

This research article focused on evaluating the economic-
financial situation of the company REIPROACERO SA,
through the application of financial analysis methods and
financial ratios, in order to determine the impact caused by
the COVID-19 pandemic. On the other hand, within the
investigative process the scientific method is applied,
since it allowed to have an approach to the fact of interest,
having contact with the data and information and real
facts, which provided clues for the formulation of
hypotheses and antecedents, building knowledge and
leading to the verification of the same. Likewise, the
qualitative descriptive approach was used, since the
Financial Statements of the company, obtained from the
Superintendencia de Compafiias, Valores y Seguros, were
analyzed; with a documentary design because information
was obtained from scientifically recognized sources such
as journals, articles in order to scientifically strengthen
research. Where the results obtained showed excessive
liquidity, low profitability and poor portfolio rotation.

Financial analysis, Financial statements, Economic
and financial situation

Resumen

El presente articulo de investigacién se enfocé en evaluar
la situacion econdmica- financiera de la empresa
REIPROACERO S.A, mediante la aplicacién de métodos
de andlisis financiero y ratios financieros, para que de esa
manera poder determinar el impacto que provoca la
pandemia por el COVID-19. Por otra parte, dentro del
proceso investigativo se aplica el método cientifico, ya que
permitié tener un acercamiento al hecho de interés,
teniendo contacto con los datos e informacion y hechos
reales, los cuales proporcionaron pistas para formulacion
de hipotesis y antecedentes construyendo conocimientos y
conduciendo a la verificacion de las mismas. Asi mismo
se utilizé el enfoque cualitativo descriptivo, ya que se
analiz6 los Estados Financieros de la empresa, obtenidos
de la Superintendencia de Compafiias, Valores y Seguros;
con un disefio documental porque se obtuvo informacién
de fuentes reconocidas cientificamente como revistas,
articulos con la finalidad de fortalecer cientificamente
investigacion. En donde en los resultados obtenidos se
evidencio una excesiva liquidez, baja rentabilidad y una
rotacion de cartera deficiente.

Andlisis financeiro, Estados financeiros, Situacion
econémicay financiera
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Introduction

Financial analysis plays an indispensable role in
the development of the activities of an entity,
since it allows determining the health or the state
in which the organization is in the economic and
financial field, since from the result obtained
from the analysis managers can make decisions
either corrective or preventive, and even
investment, also allows providing more reliable
information to internal and external users
(Paredes et al., 2019).

At the end of 2019 the world was
affected by a virus that destabilized in several
aspects, starting with health and therefore the
global and family economy, as most
governments chose to take preventive measures
to avoid the spread of the virus, such as
confinement. This directly affected the
economic, social, technological and even
political dynamization, which had an impact on
the development of the activities of both
companies and society in general, causing a
drastic decrease in demand, income and labor, as
well as difficulties in accessing financing, which
was not foreseen in the strategic planning of any
entity (Cevallos-Palma et al., 2020).

This study focuses on analyzing the
impact of COVID-19 on REIPROACERO S.A.,
a company that has not been oblivious to the
economic imbalance suffered by everyone, for
which a comparison will be made through
financial analysis, using financial analysis
methods and financial indicators or ratios.
Specifically, the reduction of its revenues is
identified, evidently due to the abrupt decrease
in demand, leading managers to reduce their
staff, these are some of the effects that show the
economic and social impact caused by the
pandemic in the business environment.

Therefore, the objective of this article is
to evaluate the economic-financial situation of
the company REIPROACERO S.A., through the
application of financial analysis methods and
financial ratios, to determine the impact caused
by COVID-19.
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In such a way that the procedure of this
research is composed of a summary, which is
responsible for communicating quickly and
concretely the content of the research, then the
key words are described, the introduction, which
highlights the importance of the work and where
it is intended to reach, then is the development
where the theoretical basis is conceptualized
through the literature review, and then move to
the results where the solution to the problem is
demonstrated, and then end with the conclusions
where the fulfillment of the objective or purpose
of the research is expressed.

Development
Financial Management

Financial management is focused on all types of
companies, since it fulfills the function of
determining the financial part to cover in a
timely manner all its activities or operations,
where it also seeks to optimize to the maximum
all resources, same that are indispensable for
managers to make accurate decisions from the
evaluation and analysis of financial information,
in such a way that helps the fulfillment of the
objectives of the entity in an efficient manner
(Cabrera-Bravo et al., 2017).

Financial administration

Financial management 1s a science that
facilitates the supply of economic resources in
business transactions and investments that are
needed within the organization, then the
operation will be carried out efficiently and
effectively (Ceballos et al., 2016).

Financial Statements

Financial Statements are defined as the mirror
where it shows all the activities or operations of
an entity in a given period, which can be
quarterly, half-yearly or annual, so they are of
vital importance within a company, because
around the information they provide most of the
decisions that managers make are based, as well
as provide such information to external users in
a reasonable reliable way, for which its structure
must be composed according to the International
Financial Reporting Standards (IFRS) and
International Accounting Standards (IAS 1)
(Perea et al., 2016).

MUNOZ-WALTER, Keily Jannina & SOTO-GONZALEZ,
Carlos Omar. Impact of COVID-19 on the economic-financial
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Within the main Financial Statements
used to determine the economic-financial health
are the Income Statements is the one that
determines whether within the period has been
obtained losses or gains within the same, it is
structured by income and expenses (Elizalde,
2019). Likewise, another tool within this
analysis is the Statement of Financial Position or
also called Balance Sheet, it is that which is
responsible for determining the entity's ability to
cover its short and long term obligations,
fulfilling the purpose of establishing control over
operations to then determine the possible
benefits that these may generate in the future,
this statement is structured by three components:
assets, liabilities and equity (Ruiz, 2017).

Financial analysis

The financial analysis is a set of technical
procedures that allow determining the current
economic-financial health of the entity, as well
as allowing forecasting the situation in the
future. This analysis is performed based on the
information provided in the Financial
Statements, through the study and interpretation
performed by experts in the area, providing
timely and efficient information to internal and
external users (Saldana & Guaman, 2019).

Financial analysis methods
This method is composed of two types:

- Vertical Analysis: it is a static method or
technique due to the fact that it is taken
into account to evaluate the economic and
financial health of an entity, the result of
this calculation is expressed as a
percentage and denotes what an account
represents within a given group (Puerta et
al., 2018).

Minor account

Vertical anal = (. ) *100 (1)

Major account

- Horizontal Analysis: This method of
financial analysis that by means of an
absolute variation calculates the increase
or decrease of an accounting account, and
the result is called relative variation and
this is expressed as a percentage, it can be
measured from one or more fiscal periods
(Soto et al., 2018).

VA = Year 1 — Year O (2)
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Financial Indicators

Also called financial ratios are a tool that is
responsible for measuring the economic and
financial situation of an entity, where it makes a
comparison between historical and current
information, so that from its results managers
make decisions necessary for the development of
the company, among the main financial ratios
are, indicators of liquidity, activity, indebtedness
and profitability (Correa-Garcia et al., 2018).

Liquidity Indicators

These are ratios that are responsible for
calculating the capacity that the entity has to
cover its short-term obligations or also called
current liabilities, where the company seeks to
convert its current assets into cash (Jara et al.,
2018).

Among the main liquidity indicators are:

- Working Capital: This financial ratio
establishes if the company has cash
available to settle short-term debts, then
the payment condition will be reflected, in
the case that current assets exceed current
liabilities the ratio will be very favorable
(Fontalvo et al., 2011).

- Current Ratio: This indicator that
establishes the sufficiency that the entity
has to settle or cover the current
obligations it has in the short term, whose
cases are necessary of immediate payment
or cancellation, that is to say that part of
the assets can cover these debts, where it
will determine whether the company can
continue to operate or should be closed
(Gutiérrez & Tapia, 2016).

- Fast ratio: This is one of the indicators
widely used when evaluating the liquidity
of a company, it reflects the monetary
supply to respond at any time to the short-
term commitments available to the entity
(Fontalvo et al., 2011).
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Activity indicators

These indicators have the capacity to fulfill a
certain function with its assets within the
company, i.e. in accordance with the speed in
which these values incurred in the same can be
recovered (Espinoza et al., 2017).

Where we can detail the following:

- Rotation of accounts receivable: this index
indicates the number of times that the
collection of the commercialization of
goods or services granted on credit is
proceeded in a given fiscal period, the
collection ability by the entity will be
exposed (Gutiérrez-Calle et al., 2020).

- Average collection period: Expresses the
time taken by the entity to collect the
amounts that have not yet been paid in full
by customers, i.e. the time is established in
the days used to recover the portfolio
(Gutiérrez-Calle et al., 2020).

- Inventory turnover: Through the inventory
turnover index, the frequency with which
the inventory is restored in a fiscal period
i1s demonstrated, regardless of whether the
transaction was made in cash or credit, for
the respective calculation, the costs of
goods sold are taken into consideration as
part of the numerator and the average
inventory as the denominator (Sudrez &
Cardenas, 2017).

- Average inventory age: This ratio allows
determining the period of time that the
company needs to be able to market its
inventory, this with the purpose of being
able to satisfy without inconvenience the
needs of its customers, this time is
expressed in days (Urefia, 2017).

- Average operating cycle: This is a
financial indicator that shows the days it
takes the company to recover its portfolio,
i.e. the time it takes the entity to cash its
accounts receivable once its obligations
with third parties have been settled
(Sanjines, 2019).
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Indebtedness indicators

The purpose of this type of indicator is to
evaluate the level of debt that the company has
for its operation, then it will reflect the
percentage of participation of creditors for the
monetary contribution, in turn the risk that the
owners maintain when resorting to subjects
outside the business for financing, as is the case
of financial institutions (Restrepo & Sepulveda,
2016).

- Debt ratio: It is recognized as indebtedness
over assets because it represents the level
at which assets are maintained under the
contribution of third party sources, the
calculation corresponds to the comparison
of total liabilities between total assets
(Salazar-Mosquera, 2017).

- Debt/equity ratio: it is also distinguished
as indebtedness over equity, it determines
the percentage that equity depends on
creditors through the ratio between total
liabilities and total equity (Salazar-
Mosquera, 2017).

Profitability indicators

This indicator helps to quantify the competition
that a financial institution has, the same that
seeks the way or the opportunities that can be
presented to achieve economic growth as well as
within the market, this has many possibilities,
however, everything depends on the strategies
that each of the companies apply, whose purpose
is to have a good performance of its assets and
equity achieving positive results that favors the
entity (Espinoza et al., 2017).

This is divided as follows:

- Gross profit margin ratio: Known as gross
margin, this indicator shows the income
obtained from sales after deducting the
respective  cost  (Puente-Riofrio &
Andrade-Dominguez, 2016).

- Operating profit margin ratio: By means of
this indicator, it is established whether the
company is profitable or not without
considering the contribution by financial
means, then it is the portion of profit
obtained from sales when discounting
operational costs and expenses (Fontalvo
etal. 2012).
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- Net profit margin ratio: This financial
indicator indicates the profit or loss in its
entirety because costs, expenses and taxes
incurred in relation to net sales are
deducted (Fontalvo et al., 2012).

- Ratio of profit on investment in assets: By
means of this profitability indicator, the
profits achieved by the management of
assets are revealed, the calculation consists
of the quotient of net profit between total
assets (Cristobal, 2018).

- Ratio of profit over equity: Through this
financial index it is possible to examine the
portion of profit that corresponds to the
partners with respect to what they have
allocated for the development of the entity,
for the calculation net profit and equity are
required (Salazar-Mosquera, 2017).

Methodology

To diagnose the economic and financial situation
of the company REIPROACERO S.A, the
scientific method will be applied, since it allows
us to have an approach to the fact of interest,
likewise this method allows us to have contact
with data and information and real facts, which
provide clues to formulate hypotheses and
background for the construction of knowledge
and leads to the verification of the previously
established hypotheses (Rodriguez & Pérez,
2017).

Likewise, the approach to be used is the
descriptive qualitative one, where the analyst
makes a thorough measurement of its variables,
based on objectives that are previously defined
and delimited, so the Financial Statements of the
company REIPROACERO S.A, obtained from
the Superintendence of Companies, Securities
and Insurance will be analyzed through the
application of the methods of financial analysis
and the financial ratios or indicators (Corona-
Lisboa, 2016).

In turn, a documentary design will be
chosen because information will be extracted
from scientifically recognized sources such as
journals, articles with the purpose of
scientifically strengthening the present research.
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Taking into account that this design
allows evaluating and analyzing the information
in an objective, methodological and quantitative
way, in such a way that allows making valid and
reliable deductions (Cadena-liiguez et al.,
2017).

Results
Horizontal analysis

To measure the impact caused by the COVID-19
in the company REIPROACERO S.A. the
methods of financial analysis were used, the
horizontal analysis to the Income Statement of
the company REIPROACERO S.A., in the sales
item in the year 2019 a total of $7.820.876,49,
while for 2020 shows a total of $6.939.410,86,
thus obtaining a decrease of $881.465,63, which
constitutes a -11,27%. Likewise, as for the
operating expenses for the year 2019 it shows a
total of $870,322.70, while for the year 2020
$703,855.48; having a decrease of $166,467.22,
which constitutes a -19.13%. In the year 2019
the company obtained a net profit of
$196,468.01, while for the period 2020 it
obtained a net profit of $52,789.57; having a
decrease with respect to the previous year of
$143,678.44, same that represents -73.13%; this
because its income decreased and its expenses
increased, in the item of commissions increased
by 749.73%, likewise in taxes and eviction with
484.98% and 205.79% respectively.

The horizontal analysis shows that in the
Statement of Initial Situation in 2019 the entity
has total assets of $7,327,275.58; while in 2020
it has total assets of $7,264,946.60, with a
decrease of $62,328.98, which represents 0.85%.
On the other hand, liabilities in 2019 show a total
of $5,003,344.89, while for the following period
a total of $4,893,651.73; evidencing a decrease
of $109,693.16, which represents -2.19%.
Likewise, the Equity for the period 2019 has a
total of $2,323,930.69, while for 2020 it has a
total of $2,371,294.87, showing an increase of
$47,364.18, which represents 2.04% between
both periods.

Vertical analysis

On the other hand, regarding the vertical analysis
to the Income Statement in the period 2019, it is
evident that the item that has the highest
representation is the Cost of Sales with 84.93%
while in the year 2020 it is 88.66% over the total
sales.
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Regarding the vertical analysis in the
Statement of Financial Position, it was obtained
that in 2019 in the Assets, the accounts with the
highest representation are Accounts Receivable;
Property, plant and equipment; and Inventories
with 41.46%; 36.23% and 15.98% respectively
to the total Assets, while in 2020 the most
representative accounts of the Assets are also
Accounts Receivable with 26.68% over the total
assets; Property, plant and equipment with
48.55% and Inventories with 14.24% over 100%
of its assets. As for its Liabilities in 2019 the
most representative accounts are non-current
and current accounts payable with 41.08% and
12.25% respectively, while in 2020 the most
representative items are non-current accounts
payable with 37.65% and obligations with
financial institutions with 9.31%. On the other
hand, in 2019 the most representative account in
equity is the accumulated results with 53.28%;
coinciding with the following year with 52.98%
of the total equity.

Liquidity ratios

The company REIPROACERO S.A in 2019
reflects a working capital of $2,699,895.15,
while for 2020 this decreased to $2,248,080.37;
although this shows a decrease for the following
year, the entity does have the necessary capacity
to develop its activities or operations after
covering its short-term obligations. Regarding
the Current Ratio for the year 2019 and 2020, it
is evidenced that for each dollar ($1) in current
liabilities the entity has a current liquidity of
$2.37 and $2.54 respectively to settle them,
which means that the entity has sufficient
liquidity to cover its short-term obligations.
Meanwhile, the quick ratio reflects that for every
$1 in current obligations, the entity has $1.78 in
2019 and $1.83 in 2020, as shown in Table 1.

Likewise in terms of long-term liquidity
the company REIPROACERO S.A has, for the
year 2019 a 68.28% while for the year 2020
shows a 67.36% of its committed assets in
relation to the obligations that the organization
passes, so it reflects an efficient long-term
solvency to cover its liabilities with the assets
that the entity has, however it is necessary to
make wise decisions regarding the level of
indebtedness, i.e. to determine whether it is
necessary or convenient to acquire new
obligations, as shown in Table 2.
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Debt ratios

The company REIPROACERO S.A for the year
2019 evidences a debt ratio of 68.28%; that is to
say that this is the percentage that the entity has
committed its assets while for the period 2020 a
67.36%, the debt level decreased which is
favorable; while the debt/equity ratio for the year
2019 the entity has committed 215.30% of its
equity, while for the following year (2020)
shows 206.37%, evidencing a decrease which is
favorable for the company; as shown in Table 2.

Activity ratios

The company REIPROACERO S.A, in the
activity indicators reflect that in the average
accounts receivable for the year 2019 reflects
$ 2,358,257.02; while for the period 2020 shows
$ 2,488,294.32; as for the turnover of accounts
receivable in the year 2019 shows a turnover of
1.99 times, for the following year reflects a
turnover of 1.67 times, thus showing a slower
turnover for this period. The average collection
period in the period 2019 shows 183.43 days,
while for the period 2020 reflects 218.13 days to
recover its portfolio. The average inventory in
the year 2019 reflects $1374420.03, while in the
period 2020 shows $1102738.14; so in its
inventory turnover for the period 2019 reflects a
turnover of 3.4 times while for the year 2020 its
turnover increased to 5.58 times. Likewise, the
average inventory age for the year 2019 shows
107.42 days while for the following year it
shows 65.42 days, where it reflects a decrease,
which is favorable for the company, since its
liquidity increases. The average operational
cycle for the year 2019 reflects 145.43 days, time
that the entity takes to convert its accounts
receivable into cash, while for the period 2020
this decreased to 141.78 days, i.e. for this period
the entity makes its accounts receivable faster, as
shown in Table 3.

Profitability ratios

The company REIPROACERO S.A. shows a
gross profit margin ratio for the period 2019 of
11.34%; that is to say that for each dollar of sales
the entity will have a gross profit of ($0.11), that
is to say 11.34%; while for the year 2020 it
increased to 15.07%. Likewise, the Operating
Profit Margin Ratio for the year 2019 reflects
3.94%, while for the period 2020 shows 1.19%
of operating margin; it shows a decrease between
both periods.
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Meanwhile, the net profit margin ratio for
2019 reflects 2.51% of profit after calculating
employee profit sharing and taxes, while for the
2020 period it only obtained 0.76% of net profit.
As for the ratio of profit over investment in
assets for the period 2019 shows 2.68% for each
dollar of investment in assets, while for the
period 2020 it reflects 0.73%. Finally, the ratio
of profit on equity for the year 2019 shows that
for each dollar of investment in equity, it
obtained a profit of 8.45%; while in the 2020
period it reflects a profit of 2.23%; as shown in
Table 4.

Reason | Formula 2019 2020
Working Capital WC = Current Assets — Current Liabilities 2.699.895,15 2.248.080,37
Current Ratio g = Current Assets 2,37 2,54

— Current Liabilitie.
Quick Ratio R = Current Assets — Inventory 1,78 1,83
ok = Current Liabiliti

Table 1 Liquidity indicators
Source: Soto et al., (2018) and modified by the author

Reason Formula 2019 2020
Debt Ratio R= Total Liabilities +100 68,28 % 67,36%
Total Assets
Debt to Equity RDJP = Total Liabilities B 215,30% | 206,37%
Ratio Total Assets
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Subject: Impact of COVID-19 on the Economic-
Financial health of the company
REIPROACERO S.A, during the periods
2019-2020

Objective: | To evaluate the economic-financial
situation of REIPROACERO S.A. by
applying financial analysis methods and
financial ratios to determine the impact
caused by COVID-19.

Addressed | To the accountant of the company
to: REIPROACERO S.A.

UNIVERSIDAD TECNICA DE MACHALA
“Calidad, Pertinencia y Calidez”
FACULTAD DE CIENCIAS EMPRESARIALES
CARRERA DE CONTABILIDAD Y AUDITORIA

Table 2 Debt indicators
Source: Soto et al., (2018) and modified by the author

INTERVIEW GUIDE
I. GENERAL INFORMATION
Gender: Male Female
X
a) Age: | 32
b) Level of Education:
Basic High University | Master's

School

C) Years of Labor Activity:

1-5 years 5-10 years 10-25 years

II. DEVELOPMENT

1.  Which financial analysis method do you apply?

a) Horizontal Method

b) Vertical Method

¢) Financial Indicators X

d) All of the above

¢) None of the above

Reason | Formula | 2019 2020 |
Average aap = CCInitial + CC. Final 2.358.257,02 2.488.294,32
accounts - 2
receivable
Accounts RCC = Credit Sales 1,99 1,67
Receivable "~ Average Accounts Receivable
Turnover
Average PPC = 365 days 183,43 218,13
Collection ~ Accounts Receivable Turnover
Period
Average P Beginning Inventory + Ending Inventory 1374420,03 1102738,14
Inventory - 2
Inventory RI= Cost of Sales 3,40 5,58
Turnover ~ Average Inventory
Average ol 365 days 107,42 65,42
inventory ~ Inventory Turnover
age
Average cop = PPC + EPI 145,43 141,78
operating - 2
cycle

Table 3 Activity Indicators
Source: Soto et al., (2018) and modified by the author

2. According to the previous answer, how often is the
economic and financial situation of the entity
evaluated?

a) Monthly

b) Bimonthly

¢) Quarterly

d) Semiannual

¢) Annual X

3. According to your criteria, what is the economic
and financial situation of the company compared to
years before the COVID-19 crisis?

a) Good X

b) Bad

Reason Formule 2019 2020
Gross Profit Margin RMUB 11,34% | 15,07%
. Gross Profit on Sales
Ratio = 100
Operating Profit Margin |  guuo = Wﬂoo 3,94% 1,19%
Ratio
Net Profit Margin Ratio RMUN 2,51% 0,76%
Net Profit

_ Total Assets *
Ratio of Profit on RUSIA 2,68% 0,73%
Investment in Assets _ Net Profit

— ATotal Assets *
Ratio of Profit on | pygp—_ CostofSales . 845% | 2,23%
Equity Average Inventory

Why? There was an unrestricted flow of suppliers and
customers to the schedules.

Table 4 Profitability indicators
Source: Soto et al., (2018) and modified by the author
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4. Does the entity have a credit policy manual?

a) Yes X

b) No

5. Ifyes, what is the percentage of credit sales?

60% of sales to fixed and constant customers.

6. At what level does the use of financial analysis
influence decision making?

a) High X
b) Medium
) Low
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Conclusions Finally, the profitability indicators for the

Throughout the development of this research it
was possible to demonstrate the importance of
financial analysis within an entity, since this
evaluates the economic and financial situation of
the entity, in the case of the company
REIPROACERO S.A. a comparison was made
during the years 2019 and 2020, through the
methods of financial analysis and financial
indicators, which reflects the negative effects
that the organization suffered because of the
pandemic caused by COVID-19 and the
following was obtained:

Through the horizontal financial analysis
method it was shown that sales had a decrease of
11.27%; consequently this transcends in the net
profit of the period, this due to the paralysis of
activities throughout the country caused by the
aforementioned virus, since in its strategic
planning such situation was not predicted; it was
also analyzed through the vertical analysis where
it was reflected that the most representative
value in the years 2019 are the accounts and
documents receivable with 41.46%; This is due
to the fact that the portfolio turnover is very
slow, so it is recommended to evaluate the
collection processes, so that in this way it can
cover its obligations on time and reduce its
accounts and documents payable, which for the
year 2019 reflects 41.08%, while for the period
2020 has 37.65%, which may represent a
conflict with suppliers and may affect the image
of the entity.

As for the analysis through financial
indicators, it was evidenced that the company
REIPROACERO S.A for the year 2019 has an
adequate liquidity, since it reflected $2.31 to
cover one dollar of its obligations, however, for
2020 it evidences $2.54: same that is not
adequate because it is outside the commonly
acceptable ranges, this is because it has idle
money, so it is recommended to invest such
money to increase the productivity of the
organization (Table 1). Likewise, regarding the
activity ratios, it is evident that the accounts
receivable turnover in 2019 is 1.99 times, while
for the following period it is 1.67 times;
therefore, it is evident that the portfolio recovery
is very slow, taking into account the activity that
the company is engaged in (Table 3). As for the
indebtedness indicators, it was evidenced that
the entity is within the acceptable ranges of
financial obligations, having 68.28% in 2019
and 67.36% in 2020 (Table 2).

ISSN-On line: 2524-2032
RINOE® All rights reserved.

period 2019 reflected a gross profit of 2.51%,
while for the following year 0.76%; evidencing
low profits for the entity (Table 4), so it should
focus on putting corrective actions in the
portfolio rotation and invest the money that is
available once its obligations are paid (Table 3).
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