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C ase 1: 

 

T his docum ent, as a proposed investor, using the financial statem ents of 

H industan Lever Lim ited (H LL), a fast m oving consum er goods com pany, 

com m ent on the profitability, liquidity, activity and how  efficient w as the 

m anagem ent in using the assets em ployed. 

 

A nalysis: 

 

P rofitability-w ise, the return on equity w as 77%  in 2007 and decreased in 59%  in 

2008. R eturn on assets increased from  36%  to 37%  from  2007 to 2008. A nd the 

earnings per share w ere 36%  in 2006, 47%  in 2007 and 46%  in 2008. 

T he average profitability in 2007 is 53%  and 48%  in 2008 w ere the average 

industry’s average profitability is 34% . 
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T he cost of goods sold decreased 1.6%  in 2007. H ow ever, it increased 13.8%  in 

2008. In 2006, it w as 63.7% , in 2007 59.5%  and 64.1%  in 2008 of the net sales. 

R evenues increased 4.4%  in 2007 and 14.4%  in 2008. T o net sales, revenues w ere 

96%  in 2006, 94%  in 2007 and 100.7%  in 2008. 

A s the num ber of shares increased in 2007, calculating the earnings per share, to 

be conservative, required us to use the new  num ber of shares in all years, 

including the ones had few er shares. 

W hen it com es to the price-earnings ratio, w e see that it is decreasing as 8.43 

tim es in 2006, 7.96 tim es in 2007 and 4.55 tim es in 2008. C om paring it to the 

average industry, it is m uch less than 20 tim es. 

U sing the O peration index, operation cash flow  ratio, and cash flow  return on 

assets to see how  the quality of earnings goes, w e see that O I is increasing 13%  in 

2008. O peration C F ratio increases 16%  in 2008. A nd C F return on assets is 

decreasing 11%  in 2008. O n average, the quality of earnings increases from  60%  

to 66% . 

 

Liquidity-w ise, it appears that the current and quick ratios are increasing from  

2006 to 2008. H ow ever, the receivables turnover is decreasing. B y taking the 
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average of the three to visualize how  they affect the overall liquidity, it appears 

that this average becom es 480%  and 421%  in 2007 and 2008 respectively. T he 

average liquidity of the average industry in 2008 is 490% . U sing the average 

m ethod, it appears that H industan Lever Lim ited isn’t liquid as m uch as the 

average industry is. 

T he com pany’s current ratio increased from  1.59, 1.70 to 1.76 in 2006, 2007 to 

2008 respectively. T he average industry current ratio in 2008 is 1.60. T he 

com pany’s quick ratio increased from  0.60, 0.75 to 0.76 in 2006, 2007 to 2008 

respectively. T he average industry quick ratio in 2008 is 1.25. T he receivables 

turnover decreased in 2008 from  2007 as from  11.97 to 10.11 w here the average 

industry receivables turnover is 12. 

T he decrease in the average liquidity w as m ainly caused by the decrease 

receivables turnover ratio. H ow ever, com pared to the average industry, our 

average liquidity in 2008 w as less due to the quick ratio and receivables turnover 

being both less than the average industry. 

A s it related to our com pany’s liquidity, w e need to take a look at the com pany’s 

expansion. W hen taking a look at the Land and B uilding and P lant and 

M achinery, w e see that they both get increased. P M , in 2007 from  2006, increases 

38%  and, in 2008 from  2007, increases 31% . LB  is also increasing 10%  in 2007 

from  2006, and 65%  from  2008 from  2007. P M , increasingly, becam e 16%  of the 

total assets w here LB , increasingly too, becam e 8.1%  of the total assets. T his 

m akes us have “expanding” into consideration. 

T he com pany is saving cash as it increased 1%  in 2007 and 87%  in 2008. 

C om pared to revenues’ increase 4%  in 2007 and 10%  in 2008, it appears that 

assets som e assets’ elem ents w ere built using liabilities as w e see accounts 

payable and long-term  bank borrow ings are increasing in 2007 and 2008. 

H ow ever, the accounts payable to total assets w as decreasing. A ccordingly, the 

total liability w as increasing due to the increase in long-term  bank borrow ings as 

its percentage to total assets increased to 16.5%  in 2007 and 18.7 in 2008. 
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T he quality of earnings seem s to be decreasing as the interest paid ratio w as 5%  

in 2007 and 8%  in 2008. T he debit interests increased 20%  in 2007 and 75.5%  in 

2008. It is 0.7%  in 2006, 0.9%  in 2007, and 1.4%  in 2008 of the net sales. 

 

A ctivity-w ise, the receivables turnover, as w e m entioned, decreased in 2008 from  

2007 as from  11.97 to 10.11 w here the average industry receivables turnover is 12. 

T he days to sell inventory decreased from  48.8 to 46.1. T his m eans the com pany 

is doing quite effort in selling inventory. H ow ever, com pared to the average 

industry, it is still higher than 30 days. 

C onclusion 

Since the com pany is expanding, cash savings w ill result. W e noticed that the 

average liquidity is decreasing in 2007 and 2008. T he m ain cause of this decrease 

w as the receivables turnover. T he com pany needs to perform  better on collecting 

receivables to have better results of liquidity. H ow ever, the com pany’s liquidity in 

2007 w as closer to the average industry’s liquidity than 2008 w here 2008’s 

liquidity isn’t that m uch far from  the average industry’s one. T his still tells us 

that our com pany’s liquidity is in the acceptable range. 
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T he com pany, according to the current ratio, com pared to the average industry 

ratios, able enough to pay its short-term  debts. 

For the com pany to save cash, liabilities increases and the shareholders’ equity 

decreases. T his, quantitatively, w ill have a negative im pact on the return on 

shareholders’ equity. T his w ill have another negative im pact on the interest paid 

ratio. A s the com pany is borrow ing, the interest paid increases. 

T he cost of goods sold increased in 2008 and the com pany did not adjust its 

selling price. T his indicates that the com pany is holding com petition, or som e 

elastic products. T his, indeed, w ill have a negative im pact on the return on 

assets. T he return on assets, taking advantage of the reduction of other expenses, 

is increasing and still higher than the average industry ratios, w hich is even 

better. 

T he price-earnings ratio is m uch higher than the average industry. B ased on this, 

the stock price of underestim ated by the m arket. T he cause of this m ight be one 

of the follow ing: 

 M arket gets less attracted to this com pany because the liabilities are 

increasing, disregarding the com pany’s expanding. 

 T he com pany’s non-financial profile is inefficient. I.e. “A l-B ahar com panies 

are, financially, perfect. H ow ever, their stock price is low  due to A l-B ahar 

investing history in not supporting his com pany’s during crisis” – B y D r. 

O sam a A l-H ares. 

A nd that is actually negative enough com pared to the industry’s average w hich is 

20. H ow ever, having such liquidity and profitability at this stock price w ould be 

considered as a good perform ance of the com pany. T his m eans the m anagem ent 

is good enough in m aintaining their assets, especially w hile expanding. 

 

 

 



 

A bdullah S. A l-Salloum  | ID  0801202023 

8/22/2009 | C ase # 01 

A C C 502 F inancial R eporting and A nalysis 

D r. O sam a A l-H ares |  Sum m er II 2008/2009 

 

G u lf U n iv e rsity  fo r S c ie n c e  a n d  T e c h n o lo g y  P a g e  | 6 

 

B ased on the analysis, I suggest: 

 M aintain the receivables to get better results. Focusing on receivables to 

the acceptable range of industry and better w ill have a better im pact on 

the com pany’s liquidity. 

 

 T he liability to assets should not get to a point that m oves investors aw ay. 

A lthough the com pany is expanding, liabilities should be m aintained better 

by m aintaining alternatives. For exam ple, expenses alternatives increase 

cash w here liabilities can be decreased w ithout affecting the desired cash 

am ount. 

 

 T he m arket value, com pared to the industry average, is quite low . T he 

m anagem ent m ust consider the reason, either the increase in liabilities or 

the non-financially reputation or profile reason, and w ork on elim inating it. 


