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1．INTRODUCTION 
 

This thesis is focused on financial performance of LG Electronics Company.  LG 

Electronics Inc. (LG) is a Korea based manufacturer of consumer electronics, home 

appliances and mobile communication devices. By using different financial methods to 

assess LG Electronics Company’s financial performance, we can find the pros and cons of 

the LG Electronics Inc.  

The main purpose of this thesis is analyzing the financial performance of this 

company by assess the company's 2008-2012 data. And the main method to evaluate the 

LG Electronics Company is financial ratios analysis. In chapter 2, financial ratios (of 

solvency, profitability, growth, etc.) will be compared, it's divided into three parts: Past 

Performance, Future Performance and Comparative Performance. These ratios are 

calculated by dividing a (group of) account balance(s), taken from the balance sheet and / 

or the income statement. In chapter 3, it introduces Financial profile of LG company, the 

profile contains: Business description; Corporate Policy; Company history; Major products 

and services; Key competitors and the Detailed financial ratios for the past years.In chapter 

4, by using some financial analysis on the financial statements of LG Electronics Company 

from 2008-2012 to get the results and evaluations. The chapter 5 is a conclusion and a 

overall of the thesis .   
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2. DESCRIPTION OF THE FINANCIAL ANALYSIS 

METHODOLOG Y 
 

    In chapter 2, using the financial methods which are used in chapter 4 to analysis the 

LG Electronics company's financial performance during the years from 2008 to 2011. 

 

2.1 Definition of Financial analysis 

Financial analysis (also referred to as financial statement analysis or accounting 

analysis or Analysis of finance) refers to an assessment of the viability, stability and 

profitability of a business, sub-business or project. 

It is performed by professionals who prepare reports using ratios that make use of 

information taken from financial statements and other reports. These reports are usually 

presented to top management as one of their bases in making business decisions. Continue 

or discontinue its main operation or part of its business; Make or purchase certain materials 

in the manufacture of its product; Acquire or rent/lease certain machineries and equipment 

in the production of its goods; Issue stocks or negotiate for a bank loan to increase its 

working capital; Make decisions regarding investing or lending capital; Other decisions 

that allow management to make an informed selection on various alternatives in the 

conduct of its business. 

 

2.2 Goal of financial analysis 

 

Financial analysis determines the viability of a business. While it is related to 

accounting, it's less focused on manipulating the numbers of a business than it is in looking 

at the business or market sector as a whole and attempting to figure out how it will behave 

in the future. Financial analysts also conduct research into the business itself or the broader 

market to report to management a suggested course of action to improve profits and 

decrease liabilities.  
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Financial analysts often assess the following elements of a firm: 

1. Profitability - its ability to earn income and sustain growth in both the short- and 

long-term. A company's degree of profitability is usually based on the income statement, 

which reports on the company's results of operations; 

2. Solvency - its ability to pay its obligation to creditors and other third parties in the 

long-term; 

3. Liquidity - its ability to maintain positive cash flow, while satisfying immediate 

obligations; 

Both 2 and 3 are based on the company's balance sheet, which indicates the financial 

condition of a business as of a given point in time. 

4. Stability - the firm's ability to remain in business in the long run, without having to 

sustain significant losses in the conduct of its business. Assessing a company's stability 

requires the use of both the income statement and the balance sheet, as well as other 

financial and non-financial indicators.  

 

2.3 Source of information financial analysis 

 

There are many sources of the financial analysis data. Company is the primary source 

of these data, which through its annual report and other information. The annual report will 

consist of the balance sheet, the income statement, the cash flow statement, and the share 

shareholders’equity statement. In addition, we can find other useful information quite 

simple through financial statement. The other source information is economic data, such as 

the GDP (the gross domestic), PPI (the producer price index), and CPI (the consumer price 

index). These economic data we can use in assessing the performance of a company. If the 

companies want to evaluate their own retail outlets, the companies need financial data and 

also need information on consumer spending, producer prices, consumer prices and 

competition.According to "Successful Tourism Marketing: A Practical Handbook," These 

source analysis allows team leaders and managers to think strategically about a problem 

and its solution.  
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2.3.1 Balance sheet 

 

In financial accounting, a balance sheet or statement of financial position is a 

summary of the financial balances of a sole proprietorship, a business partnership, a 

corporation or other business organization, such as an LLC or an LLP. Assets, liabilities 

and ownership equity are listed as of a specific date, such as the end of its financial year. A 

balance sheet is often described as a "snapshot of a company's financial condition".Of the 

four basic financial statements, the balance sheet is the only statement which applies to a 

single point in time of a business' calendar year. 

A standard company balance sheet has three parts: assets, liabilities and ownership 

equity. The main categories of assets are usually listed first, and typically in order of 

liquidity. Assets are followed by the liabilities. The difference between the assets and the 

liabilities is known as equity or the net assets or the net worth or capital of the company 

and according to the accounting equation, net worth must equal assets minus liabilities. 

Another way to look at the same equation is that assets equals liabilities plus owner's 

equity. Looking at the equation in this way shows how assets were financed: either by 

borrowing money (liability) or by using the owner's money (owner's equity). Balance 

sheets are usually presented with assets in one section and liabilities and net worth in the 

other section with the two sections "balancing." 

A business operating entirely in cash can measure its profits by withdrawing the entire 

bank balance at the end of the period, plus any cash in hand. However, many businesses are 

not paid immediately; they build up inventories of goods and they acquire buildings and 

equipment. In other words: businesses have assets and so they cannot, even if they want to, 

immediately turn these into cash at the end of each period. Often, these businesses owe 

money to suppliers and to tax authorities, and the proprietors do not withdraw all their 

original capital and profits at the end of each period. In other words businesses also have 

liabilities.   
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Table 2.1  Balance sheet 

Source: Annual report 2013 

 

 

Source: Annual report 2013 
CURRENCY IN 
MILLIONS OF SOUTH 
KOREAN WONS 

 

Dec 31 
2008 
 

Dec 31 
2009 
 

Dec 31 
2010 
 

Dec 31 
2011 
 

ASSETS         

TOTAL CASH AND SHORT 
TERM INVESTMENTS 6,030,770.0 2,491,231.0 2,010,565.0 2,456,043.0 

TOTAL RECEIVABLES 7,612,959.0 8,342,905.0 7,666,705.0 7,435,865.0 

TOTAL CURRENT ASSETS 22,274,137.0 16,910,073.0 16,514,533.0 15,783,126.0 

NET PROPERTY PLANT 
AND EQUIPMENT 16,253,027.0 7,708,933.0 6,500,484.0 7,290,413.0 

LONG-TERM INVESTMENTS 746,845.0 4,682,735.0 6,128,834.0 5,742,661.0 

LOANS RECEIVABLE, LONG 

TERM 79,880.0 113,306.0 131,717.0 162,757.0 

DEFERRED TAX ASSETS, LONG 

TERM 850,643.0 693,789.0 968,751.0 1,246,071.0 

OTHER LONG-TERM ASSETS 1,393,717.0 1,201,848.0 1,310,798.0 1,397,632.0 

TOTAL ASSETS 42,372,298.0 32,114,512.0 32,318,499.0 32,658,457.0 

LIABILITIES & EQUITY         

TOTAL CURRENT 
LIABILITIES 20,400,497.0 16,168,667.0 15,317,233.0 14,214,522.0 

TOTAL LIABILITIES 27,579,726.0 19,689,266.0 19,458,862.0 19,510,209.0 

TOTAL COMMON EQUITY 8,233,528.0 11,718,248.0 12,558,210.0 12,808,029.0 

TOTAL EQUITY 14,792,572.0 12,425,246.0 12,859,637.0 13,148,248.0 

TOTAL LIABILITIES AND 
EQUITY 42,372,298.0 32,114,512.0 32,318,499.0 32,658,457.0 
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2.3.2 Income statement 

 

An income statement (US English) or profit and loss account (UK English)[1] (also 

referred to as a profit and loss statement (P&L), revenue statement, statement of financial 

performance, earnings statement, operating statement, or statement of operations) is one of 

the financial statements of a company and shows the company's revenues and expenses 

during a particular period. It indicates how the revenues (money received from the sale of 

products and services before expenses are taken out, also known as the "top line") are 

transformed into the net income (the result after all revenues and expenses have been 

accounted for, also known as "net profit" or the "bottom line"). It displays the revenues 

recognized for a specific period, and the cost and expenses charged against these revenues, 

including write-offs (e.g., depreciation and amortization of various assets) and taxes. The 

purpose of the income statement is to show managers and investors whether the company 

made or lost money during the period being reported. 

The important thing to remember about an income statement is that it represents a 

period of time. This contrasts with the balance sheet, which represents a single moment in 

time. 

Charitable organizations that are required to publish financial statements do not 

produce an income statement. Instead, they produce a similar statement that reflects 

funding sources compared against program expenses, administrative costs, and other 

operating commitments. This statement is commonly referred to as the statement of 

activities. Revenues and expenses are further categorized in the statement of activities by 

the donor restrictions on the funds received and expended. 

The income statement can be prepared in one of two methods. The Single Step income 

statement takes a simpler approach, totaling revenues and subtracting expenses to find the 

bottom line. The more complex Multi-Step income statement (as the name implies) takes 

several steps to find the bottom line, starting with the gross profit. It then calculates 

operating expenses and, when deducted from the gross profit, yields income from 

operations. Adding to income from operations is the difference of other revenues and other 
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expenses. When combined with income from operations, this yields income before taxes. 

The final step is to deduct taxes, which finally produces the net income for the period 

measured. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 - 11 - 

Table 2.2   Income statement 
          

Source: Annual report 2013 

Currency in 
Millions of South Korean 
Wons 

As of: 

Dec 31 

2008 

KRW 

Dec 31 

2009 

Restated 

KRW 

Dec 31 

2010 

Restated 

KRW 

Dec 31 

2011 

KRW 

TOTAL REVENUES 63,280,391.0 55,491,157.0 55,753,804.0 54,256,585.0 

GROSS PROFIT 15,573,306.0 14,150,544.0 12,300,708.0 12,198,990.0 

Selling General & Admin Expenses, Total 10,594,280.0 9,920,551.0 10,711,762.0 10,156,852.0 

R&D Expenses 455,459.0 1,269,828.0 1,500,792.0 1,698,917.0 

Depreciation & Amortization, Total 319,731.0 -- -- -- 

Other Operating Expenses 96,977.0 328,151.0 -74,137.0 -87,252.0 

OTHER OPERATING EXPENSES, 

TOTAL 
11,466,447.0 11,518,530.0 12,138,417.0 11,768,517.0 

OPERATING INCOME 4,106,859.0 2,632,014.0 162,291.0 430,473.0 

Interest Expense -464,322.0 -378,695.0 -233,056.0 -318,850.0 

Interest and Investment Income 311,211.0 86,030.0 79,173.0 91,043.0 

NET INTEREST EXPENSE -153,111.0 -292,665.0 -153,883.0 -227,807.0 

Income (Loss) on Equity Investments 51,500.0 435,378.0 477,322.0 -331,058.0 

Currency Exchange Gains (Loss) -1,155,580.0 188,118.0 -11,532.0 -205,964.0 

Other Non-Operating Income (Expenses) -1,140,061.0 -41,344.0 -23,567.0 -54,843.0 

EBT, EXCLUDING UNUSUAL ITEMS 1,709,607.0 2,921,501.0 450,631.0 -389,199.0 

EBT, INCLUDING UNUSUAL ITEMS 1,619,027.0 2,864,682.0 434,526.0 -399,313.0 

EARNINGS FROM DISCOUNTINUED 

OPERATIONS 
-- 74,126.0 833,249.0 -- 

NET INCOME 438,535.0 2,287,485.0 1,226,962.0 -469,624.0 

NET INCOME TO COMMON 

INCLUDING EXTRA ITEMS 
390,988.0 2,042,705.0 1,095,312.0 -425,591.0 

NET INCOME TO COMMON 

EXCLUDING EXTRA ITEMS 
390,988.0 1,968,579.0 262,063.0 -425,591.0 
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2.3.3 Cash Flow 

Cash flow is the movement of money into or out of a business, project, or financial 

product. It is usually measured during a specified, finite period of time. Measurement of 

cash flow can be used for calculating other parameters that give information on a 

company's value and situation. Cash flow can be used, for example, for calculating 

parameters: 

• to determine a project's rate of return or value. The time of cash flows into and 

out of projects are used as inputs in financial models such as internal rate of return and net 

present value. 

• to determine problems with a business's liquidity. Being profitable does not 

necessarily mean being liquid. A company can fail because of a shortage of cash even while 

profitable. 

• as an alternative measure of a business's profits when it is believed that 

accrual accounting concepts do not represent economic realities. For instance, a company 

may be notionally profitable but generating little operational cash (as may be the case for a 

company that barters its products rather than selling for cash). In such a case, the company 

may be deriving additional operating cash by issuing shares or raising additional debt 

finance. 

• cash flow can be used to evaluate the 'quality' of income generated by accrual 

accounting. When net income is composed of large non-cash items it is considered low 

quality. 

• to evaluate the risks within a financial product, e.g, matching cash 

requirements, evaluating default risk, re-investment requirements, etc. 

Cash flow is a generic term used differently depending on the subject. It may be 

defined by users for their own purposes. It can refer to past flows or projected future flows. 

It can refer to the total of all flows involved or a subset of those flows. Subset terms include 

net cash flow, operating cash flow and free cash flow. 

http://en.wikipedia.org/wiki/Cash
http://en.wikipedia.org/wiki/Rate_of_return
http://en.wikipedia.org/wiki/Internal_rate_of_return
http://en.wikipedia.org/wiki/Net_present_value
http://en.wikipedia.org/wiki/Net_present_value
http://en.wikipedia.org/wiki/Net_present_value
http://en.wikipedia.org/wiki/Accounting_liquidity
http://en.wikipedia.org/wiki/Accrual_accounting
http://en.wikipedia.org/wiki/Accrual_accounting
http://en.wikipedia.org/wiki/Accrual_accounting
http://en.wikipedia.org/wiki/Accrual_accounting
http://en.wikipedia.org/wiki/Operating_cash_flow
http://en.wikipedia.org/wiki/Free_cash_flow
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Table 2.3 Cash Flow 
Source: Annual report 2013 

Source: Annual report 2013 

 

Currency in 
Millions of South Korean 
Wons 

 

Dec 31 

2008 

Dec 31 

2009 

 

Dec 31 

2010 

 

Dec 31 

2011 

 

NET INCOME 438,535.0 2,287,485.0 1,226,962.0 -469,624.0 

DEPRECIATION & 

AMORTIZATION, TOTAL 
3,625,817.0 1,265,310.0 1,088,500.0 985,986.0 

Amortization of Deferred Charges 85,890.0 74,173.0 201,263.0 216,329.0 

(Gain) Loss from Sale of Asset 17,413.0 84,373.0 46,779.0 15,390.0 

(Income) Loss on Equity Investments -51,500.0 -435,374.0 -477,322.0 331,058.0 

Change in Accounts Receivable -1,054,126.0 -742,449.0 89,200.0 229,558.0 

Change in Inventories -717,150.0 299,927.0 -1,003,438.0 768,733.0 

Change in Accounts Payable 42,227.0 1,699,107.0 712,289.0 -344,623.0 

Capital Expenditure -3,971,559.0 -1,591,188.0 -1,745,219.0 -1,830,008.0 

Sale of Property, Plant, and Equipment 590,163.0 258,188.0 321,739.0 77,780.0 

Sale (Purchase) of Intangible Assets -206,622.0 -250,846.0 -284,931.0 -303,896.0 

Investments in Marketable & Equity 

Securities 
-1,502,757.0 -410,998.0 230,422.0 -131,170.0 

CASH FROM INVESTING -5,495,866.0 -1,993,105.0 -1,669,803.0 -2,451,915.0 

TOTAL DEBT ISSUED 6,379,159.0 2,035,881.0 3,276,962.0 3,020,490.0 

TOTAL DEBT REPAID -5,294,664.0 -6,171,387.0 -1,749,208.0 -2,792,295.0 

TOTAL DIVIDEND PAID -137,765.0 -70,764.0 -308,292.0 -43,143.0 

Other Financing Activities 96,746.0 -1,188.0 -- -- 

CASH FROM FINANCING 1,043,476.0 -4,207,779.0 1,220,763.0 1,160,513.0 

Foreign Exchange Rate Adjustments -- -84,913.0 -39,102.0 -37,362.0 

Miscellaneous Cash Flow Adjustments 2,734.0 -- -- -- 

NET CHANGE IN CASH 1,404,632.0 -136,248.0 -479,625.0 401,303.0 



 - 14 - 

2.4 Common-size analysis 

 

Common Size Statement involves representing the income statement figures as a 

percentage of sales and representing the balance sheet figures as a percentage of total assets. 

Financial statements represent absolute figures and a comparison of absolute figures can be 

misleading. For example, the cost of goods sold might have increased but as a percentage 

of sales it might have decreased. So, to have a perfect understanding about these increases 

and decreases, the figures reported are converted into percentages to some common base. 

In Income Statement, Sales figure is assumed to be 100% and all other figures are 

expressed as a percentage of sales. In Balance Sheet, the total of assets is taken as 100% 

and all other figures are expressed as a percentage of total assets. This type of Statement so 

prepared is called as the Common Size Statement and the analysis performed on the 

Common Size Statement is called as the Common Size Financial Statement Analysis or 

otherwise called as Vertical Analysis. 

Vertical analysis is the procedure of preparing and presenting common size statements. 

Common size statement is one that shows the items appearing on it in percentage form as 

well as in dollar form.  

Horizontal-common-size analysis is about analyzing the evolution of financial 

statements data over a period. First choose a given period as a benchmark and then find out 

the changes by comparing other years’ data with the benchmark. By doing 

horizontal-common-size analysis we can see Carrefour company’s relative changes over 

time and find out its positive trend and its troubling trend as well. 

 

2.5 Financial ratio analysis 

 

A financial ratio (or accounting ratio) is a relative magnitude of two selected 
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numerical values taken from an enterprise's financial statements. Often used in accounting, 

there are many standard ratios used to try to evaluate the overall financial condition of a 

corporation or other organization. Financial ratios may be used by managers within a firm, 

by current and potential shareholders (owners) of a firm, and by a firm's creditors. 

Financial analysts use financial ratios to compare the strengths and weaknesses in various 

companies. If shares in a company are traded in a financial market, the market price of the 

shares is used in certain financial ratios. 

 

2.5.1 Profitability ratios 

 

Profitability ratios measure the company's use of its assets and control of its expenses 

to generate an acceptable rate of return.Every firm is most concerned with its profitability. 

One of the most frequently used tools of financial ratio analysis is profitability ratios 

which are used to determine the company's bottom line and its return to its investors. 

Profitability measures are important to company managers and owners alike. If a small 

business has outside investors who have put their own money into the company, the 

primary owner certainly has to show profitability to those equity investors. 

Profitability ratios show a company's overall efficiency and performance. We can 

divide profitability ratios into two types: margins and returns. Ratios that show margins 

represent the firm's ability to translate sales dollars into profits at various stages of 

measurement. Ratios that show returns represent the firm's ability to measure the overall 

efficiency of the firm in generating returns for its shareholders 

Margin Ratios 

The gross profit margin looks at cost of goods sold as a percentage of sales. This ratio 

looks at how well a company controls the cost of its inventory and the manufacturing of its 

products and subsequently pass on the costs to its customers. The larger the gross profit 

http://bizfinance.about.com/od/pricingyourproduct/a/how-to-do-cost-volume-profit-analysis.htm
http://bizfinance.about.com/od/Inventory-Management/a/use-the-economic-order-quantity-to-lower-inventory-costs.htm
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margin, the better for the company. The calculation is:  

          

                sales
 IncomeNet MarginProfit =                        (2.1) 

Both terms of the equation come from the company's income statement. 

 

Operating profit margin  

Operating profit is also known as EBIT and is found on the company's income 

statement. EBIT is earnings before interest and taxes. The operating profit margin looks at 

EBIT as a percentage of sales. The operating profit margin ratio is a measure of overall 

operating efficiency, incorporating all of the expenses of ordinary, daily business activity. 

The calculation is: 

       
 SalesNet 

EBITmarginprofit   Operating =                       ( 2.2 )      

Both terms of the equation come from the income statement. 

 

Net profit margin 

When doing a simple profitability ratio analysis, net profit margin is the most often 

margin ratio used. The net profit margin shows how much of each sales dollar shows up as 

net income after all expenses are paid. For example, if the net profit margin is 5%, that 

means that 5 cents of every dollar is profit. 

The net profit margin measures profitability after consideration of all expenses 

including taxes, interest, and depreciation. The calculation is: 

            
Revenues

EATmarginprofit Net =                        ( 2.3 )                                        

http://bizfinance.about.com/od/yourfinancialposition/a/Common-Size-Income-Statement-Analysis-An-Example.htm
http://bizfinance.about.com/od/obtainingfinancing/f/internal-sources-of-business-capital.htm
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Return on Assets (also called Return on Investment) 

The Return on Assets ratio is an important profitability ratio because it measures the 

efficiency with which the company is managing its investment in assets and using them to 

generate profit. It measures the amount of profit earned relative to the firm's level of 

investment in total assets. The return on assets ratio is related to the asset management 

category of financial ratios. 

The calculation for the return on assets ratio is:  

                 
ASSETS

EAT ROA =                           ( 2.4 ) 

Net Income is taken from the income statement and total assets is taken from the 

balance sheet. The higher the percentage, the better, because that means the company is 

doing a good job using its assets to generate sales. 

 

Return on Equity (ROE) 

The Return on Equity ratio is perhaps the most important of all the financial ratios to 

investors in the company. It measures the return on the money the investors have put into 

the company. This is the ratio potential investors look at when deciding whether or not to 

invest in the company. The calculation is: 

               
Equity
EATROE =                                ( 2.5 )           

Net income comes from the income statement and stockholder's equity comes from 

http://bizfinance.about.com/od/financialratios/f/Return_on_Assets.htm
http://bizfinance.about.com/od/financialratios/f/Asset_Mngt_Ratios.htm
http://bizfinance.about.com/od/financialratios/f/Return_on_Equity.htm
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the balance sheet. In general, the higher the percentage, the better, with some exceptions, as 

it shows that the company is doing a good job using the investors' money. 

2.5.2 Liquidity ratios 

Liquidity ratios are a set of ratios or figures that measure a company’s ability to pay 

off its short-term debt obligations. This is done by measuring a company’s liquid assets 

(including those that might easily be converted into cash) against its short-term liabilities. 

There are a number of different liquidity ratios, which each measure slightly different 

types of assets when calculating the ratio. More conservative measures will exclude assets 

that need to be converted into cash. 

In general, the greater the coverage of liquid assets to short-term liabilities, the more 

likely it is that a business will be able to pay debts as they become due while still funding 

ongoing operations. On the other hand, a company with a low liquidity ratio might have 

difficulty meeting obligations while funding vital ongoing business operations. 

Liquidity ratios are sometimes requested by banks when they are evaluating a loan 

application. If you take out a loan, the lender may require you to maintain a certain 

minimum liquidity ratio, as part of the loan agreement. For that reason, steps to improve 

your liquidity ratios are sometimes necessary. 

There are three fundamental liquidity ratios that can provide insight into short-term 

liquidity: current, quick, and cash ratios. These work as follows: 

 

Current Ratio 
This is a way of testing liquidity by deriving the proportion of assets available to cover 

current liabilities, as follows: 

http://www.qfinance.com/dictionary/short-term-debt
http://www.qfinance.com/dictionary/liquid-assets
http://www.qfinance.com/dictionary/liquid-assets
http://www.qfinance.com/dictionary/current-liabilities
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sliabilitieCurrent  

assetsCurrent ratioCurrent =                       ( 2.6 )           

                 
 

Current ratio is widely discussed in the financial world, and it is easy to understand. 

However, it can be misleading because the chances of a company ever needing to liquidate 

all its assets to meet liabilities are very slim indeed. It is often more useful to consider a 

company as a going concern, in which case you need to understand the time it takes to 

convert assets into cash, as well as the current ratio. 

The current ratio should be at least between 1.5 and 2, although some investors would 

argue that the figure should be above 2, particularly if a high proportion of assets are stock. 

A ratio of less than 1 (that is, where the current liabilities exceed the current assets) could 

mean that you are unable to meet debts as they fall due, in which case you are insolvent. A 

high current ratio could indicate that too much money is tied up in current assets—for 

example, giving customers too much credit. 

 

Cash Ratio 
This indicates liquidity by measuring the amount of cash, cash equivalents, and 

invested funds that are available to meet current short-term liabilities. It is calculated by 

using the following formula: 

          
sliabilitieCurrent 

funds Invested  sequivalentCash  Cash ratioCash ++
=             ( 2.7 ) 

The cash ratio is a more conservative measure of liquidity than the current ratio, 

because it only looks at assets that are already liquid, ignoring assets such as receivables or 

inventory. 

 
Quick Ratio 
 

The third liquidity ratio is a more sophisticated alternative to the current ratio, which 

http://www.qfinance.com/dictionary/current-ratio
http://www.qfinance.com/dictionary/going-concern
http://www.qfinance.com/dictionary/current-ratio
http://www.qfinance.com/dictionary/current-ratio
http://www.qfinance.com/dictionary/current-liabilities
http://www.qfinance.com/dictionary/current-assets
http://www.qfinance.com/dictionary/current-ratio
http://www.qfinance.com/dictionary/current-assets
http://www.qfinance.com/dictionary/cash-equivalents
http://www.qfinance.com/dictionary/current-ratio
http://www.qfinance.com/dictionary/current-ratio
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measures the most liquid current assets—excluding inventory but including accounts 

receivable and certain investments. 

    
sliabilitieCurrent 

receivable Accounts  sinvestment term-Short  sequivalentCash ratioQuick ++
=  

                                                                               
( 2.8 )                                                                                         

     The quick ratio should be around 0.7–1, with very few companies having a cash 

ratio of over 1. To be absolutely safe, the quick ratio should be at least 1, which indicates 

that quick assets exceed current liabilities. If the current ratio is rising and the quick ratio is 

static, this suggests a potential stockholding problem. 

 

2.5.3 Activity ratios 

Activity ratios are used to measure the relative efficiency of a firm based on its use of 

its assets, leverage or other such balance sheet items. These ratios are important in 

determining whether a company's management is doing a good enough job of generating 

revenues, cash, etc. from its resources. 

 

Inventory turnover 

A ratio showing how many times a company's inventory is sold and replaced over a 

period. The days in the period can then be divided by the inventory turnover formula to 

calculate the days it takes to sell the inventory on hand or "inventory turnover days." 

Assets Turnover Ratio 

http://www.qfinance.com/dictionary/current-assets
http://www.qfinance.com/dictionary/accounts-receivable
http://www.qfinance.com/dictionary/accounts-receivable
http://www.qfinance.com/dictionary/accounts-receivable
http://www.qfinance.com/dictionary/current-liabilities
http://www.qfinance.com/dictionary/current-ratio
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Assets Total Average

Sales  RatioTurnover  Assets =                 ( 2.9 )        

Accounts Receivable Turnover Ratio 

balance receivable accounts average
 salescredit  total turnover receivableAccount =        (2.10)     

Inventory Turnover Ratio  

  
sInventorie Average

Sold Goods ofCost RatioTurnover Inventory =                    (2.11) 

 

 2.6  DuPont analysis (decomposition of ROE) 

DuPont analysis (also known as the dupont identity, DuPont equation, DuPont Model or 

the DuPont method) is an expression which breaks ROE (Return On Equity) into three parts. 
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Method of logarithmic decomposition 

                                         ( 2.12 ) 
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3. Financial profile of LG company 

 
 In this chapter, I introduce the business description, corporate Policy, SWOT analysis, 

company history, major products and services and key competitors of LG Electronics. 

 

3. 1  Business description 

 

LG Electronics plays an active role in world markets with its assertive global business 

policy. In past years, it operates its business through five divisions: Mobile 

Communications, Home Entertainment, Home Appliances, Air Conditioning, and Energy 

Solutions, it is the world's second-largest television manufacturer (Samsung is the first) and 

it's one of the world's fifth-largest mobile phone makers. LG Electronics controls 114 local 

subsidiaries worldwide, with roughly 82,000 executives and employees. 

Chart 3.1  Structure of LG CROP 

LG CORP
 

Electronics
 

Chemicals
 

Telecommunicati
ons＆Services
 

LG Electronics
Siltron
Lusem

LG Chem
LG 

Household＆Health 
Care

LG Life Sciences

LG Telecom
LG Dacom
LG CNS

LG N-Sys

 

http://en.wikipedia.org/wiki/Television#Sales_of_televisions
http://en.wikipedia.org/wiki/Samsung_Electronics
http://en.wikipedia.org/wiki/Mobile_phone#Manufacturers
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I divided the directions of development of LG Electronics in these parts . 

    

3.1.1  Home Entertainment 

 

Home Entertainment is one of the most important parts for LG Electronics. It mainly 

offers Plasma TVs, LCD TVs, PDP Modules, OLED Panels, USB Memory, Flat Panel 

Computer Monitors, Home Theater Systems, Blu-ray Disc players, DVD Recorders, Super 

Multi DVD Rewriters, CD±RW, Notebook PCs, Desktop PCs, MP3 Players for peoples' 

better life at home. 

 

3.1.2   Mobile Communications 

 

Mobile Communications' division occupies a more and more important position in 

LG' future.It provides mobile communication terminals, personal computers and 

communication devices. Compared with other companies, the advantage of LG is that LG 

mobile devices are made for GSM networks as well as for CDMA networks worldwide and 

LG phones are available also in unlocked versions which can be used on any GSM network 

worldwide. 

 

3.1.3  Home Appliances 

 

 LG Electronics always has a large share in the Home Appliances, excellent 

technology and the great guarantee of the quality make the LG Electronics get a lot of good 

evaluation. It's division manufactures refrigerators, washing machines, microwave ovens, 

vacuum cleaners, compressors, and motors. 

http://en.wikipedia.org/wiki/Plasma_display
http://en.wikipedia.org/wiki/Liquid_crystal_display_television
http://en.wikipedia.org/wiki/Organic_light-emitting_diode
http://en.wikipedia.org/wiki/Universal_Serial_Bus
http://en.wikipedia.org/wiki/Computer_Monitors
http://en.wikipedia.org/wiki/Home_cinema
http://en.wikipedia.org/wiki/Blu-ray_Disc
http://en.wikipedia.org/wiki/DVD_recorder
http://en.wikipedia.org/wiki/Digital_audio_player
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3.1.4 Air Conditioning & Energy Solutions 

 

The Air Conditioning & Energy Solutions division makes air conditioners and LED 

lighting. 

 

3.2  Corporate Policy  

 

What the LG's Policy focus on is the premium segment of the market that fetches 

greater margins as opposed to volumes. The company claims these policys will benefit not 

only its consumers but also channel partners and stakeholders as it focuses on products that 

drive rapid growth and lead in their brand category to create value for customers.  

 

3.2.1  Corporate Policy 

 

LG policies help to ensure that the Business Philosophy are put into practice in their 

day-to- day business.There is a list. 
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Chart 3.2  LG 's policy 
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Jeong-do Management 

Jeong-do Management is LG's unique application of ethics. LG has succeeded through 

this kind of fair management practices and constantly developing their business skills. 
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Chart 3.3  Structure of Jeong- do Management 

 
Source: http://www.lg.com/ 
 

 

the intention of LG in management is  spreading  the management philosophies of 

"creating value for customers" and "respect based management". LG allows for more 

responsible and open management as well. LG try itself to be a global leading company 

through seeking greater public benefits founded in cooperation, mutual trust, and respect 

for the free market economy. So that all LG employees promise to act uprightly and make 

value judgments in accordance with the code of ethics. 

3.3  SWOT  Analysis of  LG 

LG Electronics is a big manufacturer of electronic appliances and devices. It has been 

one of the largest consumer electronics companies in the world.The company's large scale 

of operation allows it to meet upcoming markets' need . However, increasing proliferation 

of counterfeits not only deprives the company of revenues, but also dilutes its brand image. 

Now we start analyze its SWOT (S- Strengths, W- Weaknesses,O-Opportunities,T-Threats).  
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Chart 3.4  Analysis SWOT of LG 

 

 

3.3.1 Strengths 

 

   Why LGE can be one of the world’s largest consumer electronics company? There are 

some Strengths listed for LG Electronics. 

 

    1) The products of LGE are various, Wide range of products to serve all categories and 

a strong focus on technology and quality and to meet the consumers' need. LGE is one of 

the leading players in consumer electronics, mobile communications and home appliances 

market. LGE's products include OLED, telematics (Car A/V), plasma lighting, HomNet, 

home appliance systems (air conditioners, air purifiers), and memory cards, next generation 

displays (flexible, 3D,Laser, FED), next generation storage, fuel cell batteries, 

Nano/MEMS, sensors, IPTV, RFID and so on. In terms of global market position LGE is 

largest provider of optical storages and refrigerators. 

 

2) Excellent technology is a advantage for LEG to stand on the top of markets. LGE 
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has a strong orientation towards research and development process. It operates a global  

system that consists of more than 36 research centers around the world. In this system, 

LGE focuses on strengthening the growth of core technological capabilities through a 

process of selecting and working on key business growth areas . 

 

3) LGE's products have Regional specialties. For different regions LGE has different 

product strategies. LGE spreaded its 82 subsidiaries around the world. The company's 

operations are supported by a strong manufacturing infrastructure across the world. Its 

production network is spread across North America, South and Central America, Middle 

East and Africa, Asia, and Commonwealth of Independent States.  

 

4) Another strength of LGE is that alliances and partnerships with leading technology 

companies around the globe. LGE enhances its product quality and features through 

strategic alliances and collaboration efforts with globally renowned electronics companies. 

For example, the company has collaborated with Microsoft Corporation to enhance its 

smartphone offering. It also has other strong alliances , such as Best buy, Prada, GE, 

Schneider, Nortel, Toyota, Qualcomm, Hitachi, Sun, Intel, Yahoo,Dolby, Adobe, Arcelik, 

and Symbian. Allianced with these well known companies of the world, LGE got a better 

market share and revenue growth. 

 

3.3.2 Weaknesses 

Although LGE has a lot of strength, it has some weakness.  

 

1) Weak credit rating 

 

LGE has received weak credit rating form international credit rating agencies  in 

recent years. Take Moody's and S&P for example, Moody's has nine rating categories 

ranging from AAA to C and S&P has 10 rating categories ranging from AAA to D. Credit 

rating has a big influence on investment-graded . Continuing poor credit rating implies 
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poor asset quality and financial instability of the company. It also Weakens  investors and 

lenders'confidence in the company, and it comes about some funding problems for the 

future expansion plans. 

 

2) LEG's brand lacks influence in the opinionated segment of early adopters. 

 

LGE has been involved in some events of product recall instances in recent years. For 

example, a subsidiary of LGE in Canada has recalled its LG 150 model of mobile phones.  

Another example, LGE has recalled more than 30,000 handset of LG 830 Spyder mobile 

phones, because poor network connection and poor voice quality on calls to emergency 911. 

Product recalls of LGE like these reflect the poor quality assurance and the poor quality 

control systems of the company.Otherwise,  product recalling frequently affects the brand 

image of the company a lot. 

   

3.3.3 Opportunities 

 

1) Making lots of sponsorship agreements to improve brand recall 

LGE has been united with a lot of sports sponsorships globally in past years. For 

example, LGE made partnership with Formula 1 to promote its brand. LGE also formed 

partnership with the International Cricket Council. The union with popular events has given 

the company chance to exposure itself to millions of fans across the world. Besides,the 

sponsorship spreads the brand recall among the consumers who watch these events.The 

company can through it to target consumers of such events and  exploit its market. 

Restructuring initiative likely to improve SBU performance. 

 

2) Restructuring business portfolio likely to improve its performance 

 

LEG has restructed its business portfolio to improve its longer-term growth potential 

and profitability. In the restructuring plans, the operations of the company now comprises 
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of five parts: home entertainment, mobile communications, home appliance,air 

conditioning, and business solutions. LEG hopes can capture growing consumer durables 

market in developing countries; expanding value chain from hardware to solutions;and 

better addressing of the lifestyle needs of both current and future consumers through its one 

stop shop solution for all appliance related needs. In addition, such initiatives allow LGE 's 

cost to be more rational. 

 

3.3.4 Threats 

 

1) Counterfeit goods pose threat to company’s sales and brand image 

 

There are more and more counterfeit goods in recent years. The proliferation of 

counterfeit goods is prevalent across several consumer goods, especially durables segment. 

Among these counterfeit items,durable goods such as electrical appliances, mobile phones 

and accessories formed a considerable part. Since these items, carrying the tag of branded 

companies has a shorter operating life with potential fire hazards. Counterfeit products 

often lead to customer disillusion, which could be detrimental to the company's image. 

LGE is one of the top branded consumer electronic product manufacturers in the world. 

Counterfeits not only deprive the company of revenues, but also dilute its brand image. So 

it is one of the most horrible threats for LGE. 

 

2) Strong competitors and highly competitive industry dynamics 

 

    In the highly competitive industry dynamics, LGE has a lot of competitors such as 

Samsung. It must be hard for LGE to apparently always come second to its Korean sibling Samsung – 

in every field including mobile phones, TV and domestic appliances. They always want to beat each 

other. LGE sued Samsung for its Galaxy tablet, note and S smartphones over their OLED display. 

Perhaps LGE have a good case - let the judge decide that. In return Samsung filed a court complaint 

about LG luring away senior Samsung researchers and has now tried to overturn some of LG’s OLED 
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patents “as they lack innovation”. They always in the threat of the war. 

 

 

3.4 Company history  

 

The history of LG Electronics has always been surrounded by the company's desire to 

create a happier, better life. 

The company was originally established in 1958 as GoldStar, producing radios, TVs, 

refrigerators, washing machines, and air conditioners. The LG Group was formed through 

the merger of two Korean companies, Lucky and GoldStar, from which the abbreviation of 

LG was derived. The current "Life's Good" slogan is a backronym. Before the corporate 

name change to LG, household products were sold under the brand name of Lucky, while 

electronic products were sold under the brand name of GoldStar (Hangul:금성). In January 

2009 LG was able to buy the domain name LG.com, for a price reportedly to be more than 

$100 million, placing it among the companies who own their two letter brand's domain 

name. 

In 1994 GoldStar gained sponsorship from The 3DO Company to make the first 3DO 

Interactive Multiplayer. In 1995, GoldStar was renamed LG Electronics, and acquired the 

US electronics company Zenith. LG Solar Energy is a subsidiary formed in 2007 to allow 

LG Chem to supply polysilicon to LG Electronics for production of solar cells. In 2008, LG 

took its first dive into the solar panel manufacturing pool, as it announced a preliminary 

deal to form a joint venture with Conergy. Under the deal, set to be completed by year's end, 

LG would acquire a 75 percent stake in Conergy's Frankfurt solar-panel plant. LG has 

produced camcorders called ARTCAM and DSLRs. 

By 2005, LG was a Top 100 global brand, and in 2006, LG recorded a brand growth of 

14%.]Its display manufacturing affiliate, LG Display, is now the world's largest plasma 

panel manufacturer. 

On December 5, 2012 the antitrust regulators of European Union fined LG Electronics 

http://en.wikipedia.org/wiki/GoldStar
http://en.wikipedia.org/wiki/Backronym
http://en.wikipedia.org/wiki/Name_change
http://en.wikipedia.org/wiki/Brand
http://en.wikipedia.org/wiki/Electronic_products
http://en.wikipedia.org/wiki/Hangul
http://en.wikipedia.org/wiki/The_3DO_Company
http://en.wikipedia.org/wiki/3DO_Interactive_Multiplayer
http://en.wikipedia.org/wiki/3DO_Interactive_Multiplayer
http://en.wikipedia.org/wiki/3DO_Interactive_Multiplayer
http://en.wikipedia.org/wiki/Zenith_Electronics
http://en.wikipedia.org/wiki/LG_Chem
http://en.wikipedia.org/wiki/Polysilicon
http://en.wikipedia.org/wiki/Solar_cell
http://en.wikipedia.org/wiki/Solar_panel
http://en.wikipedia.org/wiki/Contract
http://en.wikipedia.org/wiki/Contract
http://en.wikipedia.org/wiki/Contract
http://en.wikipedia.org/wiki/Joint_venture
http://en.wikipedia.org/wiki/Conergy
http://en.wikipedia.org/wiki/LG_Display
http://en.wikipedia.org/wiki/European_Union
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and several other major companies for fixing prices of TV cathode-ray tubes in two cartels 

lasting nearly a decade. 

 

3.5   Key competitors  

   In the highly competitive industry dynamics, LGE has a lot of competitors, now we 

take some of them for example to compare. 

 

Chart 3.5 

 

Source: Annual report 2013 

http://en.wikipedia.org/wiki/Cathode-ray_tube
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In comparing LG to Nokia, one finds that Nokia performs weak in terms of design, 

display resolution and focus on 3G technology. However, Nokia is market leader and hence 

cannot be underestimated. Nokia’s strengths reside in LG’s major weaknesses namely 

marketing, customer focus and the offering of additional features and services such as the 

Symbian Operating System – that allows other compatible features and softwares to be 

downloaded, the possibility to synchronise mobile devices with PCs, or GPS technology. 

The trend of market commoditisation, as such, is well recognised by Nokia. 

 

Motorola is also an interesting brand from which LG can learn. Motorola’s 

engineering spirit is evidenced through developing the ‘finger writing’ technology. This 

technology is an innovative text-input method for mobile phones that brings the 

convenience of text messaging and email right into the user’s finger. By integrating a 

sensor underneath the keypad, users’ finger movements are detected while handwriting 

recognition translates them into recorded text. Motorola’s weaknesses compared to LG lie 

in offering smaller displays, shorter battery life and the fact that the consumer interface is 

not user-friendly. 

 

Samsung is LG’s main competitor and who we believe LG can gain market share from. 

Samsung’s strengths lie in pioneering Wi-fi technology and its high-end designs which 

successfully support the company in charging the highest average handset prices in the 

industry . LG however has potential to build on Samsung’s weaknesses which essentially 

reflect LG’s strengths. In other words, Samsung’s devices are not differentiable and all 

have similar designs and features. Also, Samsung suffered a major loss in 2006 due to 

increased sales of 3G technology which the company did not anticipate. 
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4 FINANCIAL ANALYSIS  
  In chapter 4,using the financial methods which are introduced in chapter two to 

analysis the LG Electronics company's financial performance during the years from 2008 to 

2011. 

 

4.1 Ratio analysis 

A financial ratio (or accounting ratio) is a relative magnitude of two selected 

numerical values taken from an enterprise's financial statements. Often used in accounting, 

there are many standard ratios used to try to evaluate the overall financial condition of a 

corporation or other organization. Financial ratios may be used by managers within a firm, 

by current and potential shareholders (owners) of a firm, and by a firm's creditors. 

Financial analysts use financial ratios to compare the strengths and weaknesses in various 

companies. If shares in a company are traded in a financial market, the market price of the 

shares is used in certain financial ratios. 

 

4.1.1 Profitability ratios 

Profitability ratios measure a company’s ability to generate earnings relative to sales, 

assets and equity. These ratios assess the ability of a company to generate earnings, profits 

and cash flows relative to relative to some metric, often the amount of money invested. 

They highlight how effectively the profitability of a company is being managed. 

 

Net profit margin  

 

Table 4.1 Net margin tables 
Currency in 
Millions of South Korean Wons 

Dec 31 

2008 

KRW 

Dec 31 

2009 

Restated 

KRW 

Dec 31 

2010 

Restated 

KRW 

Dec 31 

2011 

KRW 

Net Profit Margin 2.50% 4.20% 2.30% -0.80% 
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Figure 4.1 Net Profit Margin of LG 

 
   

      Based on Figure 4.1 , we can find that the net profit margin has increased in the 

period of 2008-2009 , but it has decreased from 2009-2011. Especially in 2011 , the net 

profit margin is below zero . It means that the LG Electronics Company is not very 

profitable , and there is a loss in 2011. If the company doesn't take some measure , it will be 

a downward trend in the future. 

 

Operating Profit Margin 

Operating profit is also known as EBIT and is found on the company's income 

statement. EBIT is earnings before interest and taxes. The operating profit margin looks at 

EBIT as a percentage of sales. The operating profit margin ratio is a measure of overall 

operating efficiency, incorporating all of the expenses of ordinary, daily business activity.  

 

Table 4.2 Operating profit tables 
Currency in 
Millions of South Korean Wons 

Dec 31 

2008 

KRW 

Dec 31 

2009 

Restated 

KRW 

Dec 31 

2010 

Restated 

KRW 

Dec 31 

2011 

KRW 

Operating Profit Margin 6.40% 4.80% 0.30% 0.50% 
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Figure 4.2 Operating Profit Margin of LG 

 

 

Based on Figure 4.2 , here we can find that the number has fallen down expect in 

2011 . Even if it has increased from 0.30% to 0.50% in the period 2010-2011,compared to 

2008 , it has also fallen down . This trend means that the profitability of the LG Electronics 

Company has fallen down . Combined with the balanced , we can conclude that even the 

company increase the cost , but the profit still can be less and less. So what should be 

noticed is which is the right way of the LG Electronics Company to pay the cost. 

 

Return on Assets (also called Return on Investment) 

 

The Return on Assets ratio is an important profitability ratio because it measures the 

efficiency with which the company is managing its investment in assets and using them to 

generate profit. It measures the amount of profit earned relative to the firm's level of 

investment in total assets. The return on assets ratio is related to the asset management 

category of financial ratios.The higher the percentage, the better, because that means the 

company is doing a good job using its assets to generate sales. 

 

Table 4.3  ROA  tables 
Currency in 
Millions of South Korean Wons 

Dec 31 

2008 

KRW 

Dec 31 

2009 

Restated 

KRW 

Dec 31 

2010 

Restated 

KRW 

Dec 31 

2011 

KRW 

ROA 2.70% 7.40% 4.00% -1.30% 
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Figure 4.3  ROA of LG 

 

 

In Figure 4.3 , the ratio grows from 2.70% to 7.40% in the period of 2008 to2009 , but 

it decreases from 7.40% to -1.30% in the period of 2009 to 2011 .There are some reason to 

explain this change : 1) the growth of revenues is not very stable ; 2) the company's product 

structure hasn't been optimized ; 3) the cost grows but the revenues decrease. So that the 

best way to change this situation is having an technical innovation on the product and a 

new program on the cost .  

 

Return on Equity 

The Return on Equity ratio is perhaps the most important of all the financial ratios to 

investors in the company. It measures the return on the money the investors have put into 

the company. This is the ratio potential investors look at when deciding whether or not to 

invest in the company.  

Table 4.4  ROE  tables 
Currency in 
Millions of South Korean Wons 

Dec 31 

2008 

KRW 

Dec 31 

2009 

Restated 

KRW 

Dec 31 

2010 

Restated 

KRW 

Dec 31 

2011 

KRW 

ROE 7.70% 20.60% 10.10% -3.30% 
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Figure 4.4  ROE of LG 

 
 

In Figure 4.4 , the ratio of return on equity has a great growth from 2008 to 2009 , but 

it has decreased in other years. 

Then we can go back to Table 2.1 , the LG Electronics Company has a notable growth 

of net income in 2008-2009 , although in 2009-2011 th total common equity is still 

growing , the shareholder's equity and the total equity decrease , it means that the profit of 

the company is less year by year . So the return on equity has been decreasing , that means 

the shareholders will earn less money from their stocks. The company might take some 

measure to change this trend of the general development.  

 

4.1.2 Current Ratio 

The ratio is mainly used to give an idea of the company's ability to pay back its 

short-term liabilities (debt and payables) with its short-term assets (cash, inventory, 

receivables). The higher the current ratio, the more capable the company is of paying its 

obligations. A ratio under 1 suggests that the company would be unable to pay off its 

obligations if they came due at that point. While this shows the company is not in good 

financial health, it does not necessarily mean that it will go bankrupt - as there are many 

ways to access financing - but it is definitely not a good sign. 

The current ratio can give a sense of the efficiency of a company's operating cycle or 

its ability to turn its product into cash. Companies that have trouble getting paid on their 

receivables or have long inventory turnover can run into liquidity problems because they 
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are unable to alleviate their obligations. Because business operations differ in each industry, 

it is always more useful to compare companies within the same industry.  

This ratio is similar to the acid-test ratio except that the acid-test ratio does not include 

inventory and prepaids as assets that can be liquidated. The components of current ratio 

(current assets and current liabilities) can be used to derive working capital (difference 

between current assets and current liabilities). Working capital is frequently used to derive 

the working capital ratio, which is working capital as a ratio of sales.  

 

Table 4.5  Current Ratio tables 
Currency in 
Millions of South Korean Wons 

Dec 31 

2008 

KRW 

Dec 31 

2009 

Restated 

KRW 

Dec 31 

2010 

Restated 

KRW 

Dec 31 

2011 

KRW 

Current Ratio 109.20% 104.60% 107.30% 111.00% 

 

Figure 4.5  Current Ratio of LG 

 

 

In Figure 4.5 the current ratio has declined  4.8%  in 2009 , this is mainly due to the 

LG Electronics company's debt has been increased . After 2009 , the ratio has kept growing 

up from 104.60% to 111.00% , it's mainly because of the liabilities has fallen down a lot . 

Although the current ratio grows , we cannot say the company got a bigger profit , it also 

can be some influence of asset's decreasing.  
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4.1.3 Debt -to- Equity Ratio 

The debt to equity ratio divides a company's total liabilities by shareholder's equity. 

Total liabilities represent all monies owed to businesses outside of a company. In other 

terms, liabilities are claims against a company's assets. Shareholder's equity is the money 

investors place into a company in order to generate a financial return from dividends or 

stock price increase. 

Capital-intensive industries often have higher debt to equity ratios than other 

industries. This is normal because companies with high capital requirements generally need 

money to conduct operations or engage in research and development activities. The 

automotive and pharmaceutical industries are common examples of capital-intensive 

industries. Ratio results for these industries can be well over 1.0 on a frequent basis. 

 

Table 4.6  Debt -to- Equity Ratio tables 
Currency in 
Millions of South Korean Wons 

Dec 31 

2008 

KRW 

Dec 31 

2009 

Restated 

KRW 

Dec 31 

2010 

Restated 

KRW 

Dec 31 

2011 

KRW 

Debt -to- Equity Ratio 43.10% 55.60% 55.90% 56.60% 

 

Figure 4.6  Debt -to- Equity Ratio of LG 

 
 

In Figure 4.6 , we can find that the debt to equity ratio has increased continuously 

because of the total debt grew faster than total shareholder's equity. From the company's 
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annual report , we can find some reasons to explain the trend of the ratio : the debt of the 

company is bigger and bigger; the net income increases slowly ; the percent of competitor's 

principal brand increasing lets the company's products cannot be optimized the product and 

sales mix.  

 

4.2 Common-size analysis 

 

   Common size analysis, as used in vertical analysis of financial statements, an item 

is used as a base value and all other accounts in the financial statement are compared to this 

base value. On the balance sheet, total assets equal 100% and each asset is stated as a 

percentage of total assets. Similarly, total liabilities and stockholders equity are assigned 

100%, with a given liability or equity account stated as a percentage of total liabilities and 

stockholders equity. On the income statement, 100% is assigned to net sales, with all 

revenue and expense accounts then related to it in percentages.  

There are two kinds of common size analysis which will be used in this part, vertical 

common size analysis and horizontal common size analysis.In this chapter, we choose the 

method of vertical common size analysis to assess. 

 

 vertical common size analysis 

Vertical common size analysis is a method of financial statement analysis in which 

each category of accounts (assets, liabilities and equities) in a balance sheet is represented 

as a percentage of total account. 

 

 

 



 - 43 - 

Table 4.7    Common size balance sheet  2008—2011 
Currency in 
Millions of South Korean Wons 

Dec 31 

2008 

Dec 31 

2009 

Dec 31 

2010 

Dec 31 

2011 

Assets     
Cash and Equivalents 9% 8% 6% 7% 
Short-Term Investments 5% 0% 0% 0% 
Trading Asset Securities   0% 0% 
TOTAL CASH AND SHORT TERM 

INVESTMENTS 
14% 8% 6% 8% 

Accounts Receivable 14% 24% 22% 21% 
Notes Receivable 0% 0% 0% 0% 
Other Receivables 3% 2% 2% 2% 
TOTAL RECEIVABLES 18% 26% 24% 23% 
Inventory 15% 15% 18% 15% 
Prepaid Expenses 1% 2% 1% 1% 
Deferred Tax Assets, Current 2%    
Other Current Assets 3% 2% 2% 2% 
TOTAL CURRENT ASSETS 53% 53% 51% 48% 
Gross Property Plant and Equipment 85% 43% 37% 41% 
Accumulated Depreciation -47% -19% -17% -18% 
NET PROPERTY PLANT AND 

EQUIPMENT 
38% 24% 20% 22% 

Goodwill 0% 0% 0% 0% 
Long-Term Investments 2% 15% 19% 18% 
Loans Receivable, Long Term 0% 0% 0% 0% 

Deferred Tax Assets, Long Term 2% 2% 8% 4% 

Deferred Charges, Long Term 0% 1% 1% 1% 
Other Intangibles 1% 2% 1% 2% 
Other Long-Term Assets 3% 4% 4% 4% 
TOTAL ASSETS 100% 100% 100% 100% 

 

 

 

 

 

 

 

 



 - 44 - 

Chart 4.7  Common size balance sheet  2008—2011 

 

 

The chart shows common-size analysis of assets. In this table, fixed assets between 

2008 and 2011 are decreasing more, in order to expand its scale, LG acquires subsidiaries, 

but it didnt bring it a profit to mitigate its pressure of liabilities. 

 

Table 4.8    Common size income statement  2008—2011 
 2011 2010 2009 2008 

Turnover 100.00% 100.00% 100.00% 100.00% 

Expenses 99.48% 99.68% 95.17% 93.59% 

EBITDA 2.10% 4.30% 8.88% 6.23% 

EBIT -0.13% 1.25% 5.93% 5.72% 

Operating Profit (reported) 0.52% 0.32% 4.83% 6.41% 

Operating Profit (adjusted) 0.54% 0.46% 5.15% 6.85% 

Investment Income -0.55% 0.92% 0.82% 0.14% 

Exceptional Items -0.03% -0.15% -0.31% -0.57% 

Net Interest -0.64% -0.39% -0.45% -3.86% 

Pre-tax Profit -0.74% 0.78% 5.16% 2.56% 

Tax 0.06% 0.00% 1.06% 0.76% 

Profit After Tax -0.80% 0.78% 4.10% 1.80% 

Minority Interests 0.07% 0.07% 0.06% 1.11% 

Profit For Financial Year -0.87% 1.96% 3.68% 0.69% 

Ordinary Dividends 0.06% 0.51% 0.10% 0.22% 

Non Equity Dividends - - 0.00% 0.08% 

Retained Profit -0.93% 1.46% 3.58% 0.40% 
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Chart 4.8  Common size income statement  2008—2011 

 

For this part, we can examine changes in profitability by comparing various expenses and 

net income as percentages of revenue. The proportion of EBIT between 2008—2010 is 

increasing, but after that, it drops. The proportion of EBIT decreases in 2011. The possible reason 

is mainly the impact of decreases sales of products . 

 

Table 4.9    Common size Cash Flow  2008—2011 
 2011 2010 2009 2008 

Fiscal Year Ends 1931-12-11 1931-12-10 1931-12-9 1931-12-8 

Operating Activities -325.23% -8.77% -406.48% -436.42% 

Investment Returns & 

Financing 

45.83% 11.77% 24.89% - 

Taxation 53.03% 19.95% 30.28% - 

Investing Activities 338.45% 77.31% 105.94% 400.29% 

Net Outflow/Inflow 112.08% 100.26% -245.37% -36.13% 

Financing -171.32% -75.96% 253.58% -67.23% 

Net Cash Increase -59.24% 24.31% 8.21% -103.36% 

Foreign Exchange Adjustments - - 0.00% - 

Opening Balance 159.24% 75.69% 91.79% 203.36% 

Closing Balance 100.00% 100.00% 100.00% 100.00% 

Investment Ratios 

Cash Flow Per Sharec 9.89 -1.87 36.01 32.89 

CAPEX PSc 12.02 10.33 9.43 19.49 
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Chart 4.9  Common size Cash Flow  2008—2011 

 
 

Table 4.9 shows common-size analysis of cash flow. Cash inflow/outflow in 2008 are huge 

amounts, increasing to 112.08% . It is influenced by new products and charity. We have known that in 

2008 inflows is rising much by doing some investing actibities. Although trade payables, 

interest-bearing bank loans, other loans, and total liabilities in 2011 are all increasing more relative to 

the year 2010, total equity in this year is also increasing. As the company grows, it needs more money to 

keep the balance. So the company is a healthy financial position on current situation. 
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5  CONCLUSION 

 
LGE has five segments: Home Entertainment (TVs and audio products), Mobile 

Communications (cellular phones and handsets), Home Appliance (home appliances), Air 

Conditioning, and Business Solutions (monitors, commercial displays for hotels, equipment 

for automobiles, and security solutions). LGE has expanded into approximately 80 

countries and the number of employees exceeds 80 thousand. 

Its consolidated financial results (FY 2009) and position in the industry are as follows: 

・ Sales: 73.0 trillion won (a 15.3 percent increase year over year) 

・ Operating profit: 4.2 trillion won (a 3.6 percent increase y-o-y), operating profit 

margin: 5.8 percent 

・ Net profit: 2.8 trillion won (a 145.0 percent increase y-o-y) 

・ Total assets: 44.8 trillion won (equity capital: 17.2 trillion won) 

・ LGE was ranked fourth in its industry in 2009 Fortune Global 500 in terms of sales 

volume, behind first-place Siemens, second-place Samsung Electronics, and Hitachi and 

ahead of Panasonic and Toshiba, which were ranked fifth and sixth, respectively. 

・ LGE’s TVs or cellular phones market share and respective position in terms of 

sales volume in 2009 in the world. 

LGE had the second largest market share in terms of TV sales (the same 12.4 percent 

share as SONY. Samsung Electronics had the largest share of 23.3 percent.) and the third 

largest share in cellular phones sales(10.5 percent. It was behind Nokia (38.3 percent) and 

Samsung (20.1 percent)). The company is one of the companies with the largest market 

share with respect to refrigerators, air conditioners, washing machines, microwaves in the 

world and is the leading home appliance supplier in growth markets including India, Brazil, 

and Indonesia. 

Its overseas sales account for 88 percent in its overall sales and is at a higher level in 

comparison to competing Japanese manufacturers (SONY: 74 percent, Panasonic:47 

percent, and Sharp:48 percent). This is largely because Korea’s domestic market is not 

large enough for the company to expand its businesses. 
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Strategic features of its global management are as follows: Selection of growth 

markets based on long -range plans; Prompt and bold decisions to expand into new markets 

and concentration of management resources 3; Decisions by local offices on development, 

locally designed products, building a sales network and internationalization of headquarters; 

Effective sales promotions with emphasis on its brand name. 

In this pages,we assess the LG Electronics company's financial performance which 

selected by the common-size analysis, interpreting the result of the financial ratios such as 

profitability ratio, liquidity ratios and so on. 
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NI              net income 
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Annex 1                Income statement 
 

Source: Annual report 2013  

Currency in 
Millions of South Korean 
Wons 

As 

of: 

Dec 31 

2008 

KRW 

Dec 31 

2009 

Restated 

KRW 

Dec 31 

2010 

Restated 

KRW 

Dec 31 

2011 

KRW 

TOTAL REVENUES 63,280,391.0 55,491,157.0 55,753,804.0 54,256,585.0 

GROSS PROFIT 15,573,306.0 14,150,544.0 12,300,708.0 12,198,990.0 

Selling General & Admin Expenses, Total 10,594,280.0 9,920,551.0 10,711,762.0 10,156,852.0 

R&D Expenses 455,459.0 1,269,828.0 1,500,792.0 1,698,917.0 

Depreciation & Amortization, Total 319,731.0 -- -- -- 

Other Operating Expenses 96,977.0 328,151.0 -74,137.0 -87,252.0 

OTHER OPERATING EXPENSES, 

TOTAL 
11,466,447.0 11,518,530.0 12,138,417.0 11,768,517.0 

OPERATING INCOME 4,106,859.0 2,632,014.0 162,291.0 430,473.0 

Interest Expense -464,322.0 -378,695.0 -233,056.0 -318,850.0 

Interest and Investment Income 311,211.0 86,030.0 79,173.0 91,043.0 

NET INTEREST EXPENSE -153,111.0 -292,665.0 -153,883.0 -227,807.0 

Income (Loss) on Equity Investments 51,500.0 435,378.0 477,322.0 -331,058.0 

Currency Exchange Gains (Loss) -1,155,580.0 188,118.0 -11,532.0 -205,964.0 

Other Non-Operating Income (Expenses) -1,140,061.0 -41,344.0 -23,567.0 -54,843.0 

EBT, EXCLUDING UNUSUAL ITEMS 1,709,607.0 2,921,501.0 450,631.0 -389,199.0 

EBT, INCLUDING UNUSUAL ITEMS 1,619,027.0 2,864,682.0 434,526.0 -399,313.0 

EARNINGS FROM DISCOUNTINUED 

OPERATIONS 
-- 74,126.0 833,249.0 -- 

NET INCOME 438,535.0 2,287,485.0 1,226,962.0 -469,624.0 

NET INCOME TO COMMON 

INCLUDING EXTRA ITEMS 
390,988.0 2,042,705.0 1,095,312.0 -425,591.0 

NET INCOME TO COMMON 

EXCLUDING EXTRA ITEMS 
390,988.0 1,968,579.0 262,063.0 -425,591.0 
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Annex 2                   Balance sheet 
Currency in 
Millions of 
South Korean 
Wons 

 

Dec 31 
2008 
 

Dec 31 
2009 
 

Dec 31 
2010 
 

Dec 31 
2011 
 

Assets         
TOTAL CASH AND 
SHORT TERM 
INVESTMENTS 

6,030,770.00 2,491,231.00 2,010,565.00 2,456,043.00 

TOTAL 
RECEIVABLES 7,612,959.00 8,342,905.00 7,666,705.00 7,435,865.00 

TOTAL CURRENT 
ASSETS 22,274,137.00 16,910,073.00 16,514,533.00 15,783,126.00 

NET PROPERTY 
PLANT AND 
EQUIPMENT 

16,253,027.00 7,708,933.00 6,500,484.00 7,290,413.00 

Long-Term 
Investments 746,845.00 4,682,735.00 6,128,834.00 5,742,661.00 

Loans Receivable, 
Long Term 79,880.00 113,306.00 131,717.00 162,757.00 

Deferred Tax Assets, 
Long Term 850,643.00 693,789.00 968,751.00 1,246,071.00 

Other Long-Term 
Assets 1,393,717.00 1,201,848.00 1,310,798.00 1,397,632.00 

TOTAL ASSETS 42,372,298.00 32,114,512.00 32,318,499.00 32,658,457.00 
LIABILITIES & 
EQUITY         

TOTAL CURRENT 
LIABILITIES 20,400,497.00 16,168,667.00 15,317,233.00 14,214,522.00 

TOTAL LIABILITIES 27,579,726.00 19,689,266.00 19,458,862.00 19,510,209.00 
TOTAL COMMON 
EQUITY 8,233,528.00 11,718,248.00 12,558,210.00 12,808,029.00 

TOTAL EQUITY 14,792,572.00 12,425,246.00 12,859,637.00 13,148,248.00 
TOTAL LIABILITIES 
AND EQUITY 42,372,298.00 32,114,512.00 32,318,499.00 32,658,457.00 

Source: Annual report 2013 
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Annex 3                   Cash Flow 

 

Source: Annual report 2013 
 

Currency in 
Millions of South Korean 
Wons 

 

Dec 31 

2008 

Dec 31 

2009 

 

Dec 31 

2010 

 

Dec 31 

2011 

 

NET INCOME 438,535.0 2,287,485.0 1,226,962.0 -469,624.0 

DEPRECIATION & AMORTIZATION, 

TOTAL 
3,625,817.0 1,265,310.0 1,088,500.0 985,986.0 

Amortization of Deferred Charges 85,890.0 74,173.0 201,263.0 216,329.0 

(Gain) Loss from Sale of Asset 17,413.0 84,373.0 46,779.0 15,390.0 

(Income) Loss on Equity Investments -51,500.0 -435,374.0 -477,322.0 331,058.0 

Change in Accounts Receivable -1,054,126.0 -742,449.0 89,200.0 229,558.0 

Change in Inventories -717,150.0 299,927.0 -1,003,438.0 768,733.0 

Change in Accounts Payable 42,227.0 1,699,107.0 712,289.0 -344,623.0 

Capital Expenditure -3,971,559.0 -1,591,188.0 -1,745,219.0 -1,830,008.0 

Sale of Property, Plant, and Equipment 590,163.0 258,188.0 321,739.0 77,780.0 

Sale (Purchase) of Intangible Assets -206,622.0 -250,846.0 -284,931.0 -303,896.0 

Investments in Marketable & Equity 

Securities 
-1,502,757.0 -410,998.0 230,422.0 -131,170.0 

CASH FROM INVESTING -5,495,866.0 -1,993,105.0 -1,669,803.0 -2,451,915.0 

TOTAL DEBT ISSUED 6,379,159.0 2,035,881.0 3,276,962.0 3,020,490.0 

TOTAL DEBT REPAID -5,294,664.0 -6,171,387.0 -1,749,208.0 -2,792,295.0 

TOTAL DIVIDEND PAID -137,765.0 -70,764.0 -308,292.0 -43,143.0 

Other Financing Activities 96,746.0 -1,188.0 -- -- 

CASH FROM FINANCING 1,043,476.0 -4,207,779.0 1,220,763.0 1,160,513.0 

Foreign Exchange Rate Adjustments -- -84,913.0 -39,102.0 -37,362.0 

Miscellaneous Cash Flow Adjustments 2,734.0 -- -- -- 

NET CHANGE IN CASH 1,404,632.0 -136,248.0 -479,625.0 401,303.0 
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