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1 Introduction  

Financial analysis is very important to do a financial analysis of a company. The 

process of financial analysis let you gain more information about the company. Analysis 

applies in financial analysis tools to financial data to assess a performance and learn the 

financial health of the company. The objective of bachelor thesis is using financial 

analysis methodology to analysis the Poly Company during 2008-2012, why the 

company has that performance; we can give suggestion for the better future 

performance of the company. 

The aim of submit bachelor thesis is provided financial analysis for Poly Real 

Estate Company during period 2008 – 2012. 

The bachelor thesis is divided into five parts. First part is introduction and last 

chapter is conclusion. In the second part, we describe the financial statement and 

describe about financial analysis methodology. The methodology is using for analysis 

performance of Poly Real Estate Company. There are four methods; they are common-

size analysis, financial ratio analysis, trend analysis, pyramidal decomposition. We can 

use these methods to learn about the financial health of Poly Real Estate, know about 

the development trend of the company. 

In the third part, we characterize of profile of Poly Company. We focus on the basic 

data about Poly Real Estate Company, branch of poly company, employee of the Poly 

Real Estate, the scope business, the history about the company which including the 

listing process of the company, the development of Poly Real Estate Company, today’s 

condition and ownership structure of Poly Real Estate company.  

In the fourth part, the theory methodology is put into practice, the trend analysis 

(horizontal analysis) and common-size analysis (vertical analysis) is used analysis the 

general situation of financial statement of Poly Company. After that, we use financial 

ratio of profitability, activity, solvency and liquidity. Subsequently, we provide 

pyramidal decomposition of ratio return on equity and we use the key determinant of 

the company’s overall value. Firstly, we decompose the most important profitability 

ratio ROE and find out which factors has influence on ROE. After that we use one of 



6 
 

quantitative methods gradual changes to analysis the decomposition of ROE. And we 

use another quantitative method logarithmic method to analysis decomposition of ROE. 

After this, we can find out final reason for changing of profitability of every year of 

Poly Company and give some suggestion for its better performance. 
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2 Description of the Financial Analysis Methodology 

Chapter two is divided into two parts; the first part is introduction of financial 

statement including cash flow, income statement, and balance sheet. The second part is 

general introduction of financial analysis, including common size analysis, trend 

analysis, financial ratio analysis, pyramidal decomposition. 

2.1 Financial Statement 

A financial statement summarizes key information about the financial health, 

success, and profitability about a particular company. The financial figures in a financial 

statement also provide a measure of the success or failure of its current management 

and business strategies. The results of the financial statement are for internal needs and 

external needs. Internal needs include the management of the company, while external 

needs include the need of the banks, investors, etc. 

2.1.1 Cash Flow 

What is cash flow? Cash flow is a modern financial management is an important 

concept in science, is an enterprise in a certain accounting period in accordance with 

the cash basis, through a certain economic activities (including operating activities, 

investing activities, financing activities and non-recurring items) and cash inflows, cash 

outflows and the total situation in general, namely the enterprise a certain period of cash 

and cash equivalents in the amount of inflow and outflow. 

Why the cash flow is very important? Cash flow formation of the company's cash 

flow. Measure of business is in good condition, if there is enough cash to repay debts, 

assets, liquidity, etc., cash flow is a very important indicator.  

Cash flow is the enterprise project feasibility evaluation of the main indicators of 

the investment project feasibility evaluation method of dynamic and static, dynamic 

method to the cost of capital as the discount rate for discounted cash flow, Static method 

investment payback period of the project that the original investment amount divided 

by annual net cash flows, if the payback period is less than expected, the investment is 
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feasible. Enterprises raise production and operation based on the actual amount of funds 

needed by the cash flow statement; you can determine the total amount of corporate 

financing. In general, the better the financial situation of enterprises , net cash flow , 

the more the less necessary funds  , financial situation worse , less net cash flow , the 

more necessary funds.  

The items of cash flow: Categorization of the cash flows (according to IAS). 

Cash flow from operating activities includes inflows and outflows from day-to-day 

company’s activities, cash inflows including cash sales of goods, products or services, 

collection of receivables, Accounts receivable is a legally enforceable claim for 

payment from a business to its customer or clients for goods supplied and services 

rendered in execution of the customer's order etc. Cash outflows is including cash 

payments for inventory, salary and wages payments, and taxes, paying payables, etc. 

Tax is a financial charge or other levy imposed upon a taxpayer (an individual or legal 

entity) by a stateor the functional equivalent of a state such that failure to pay is 

punishable by law. Taxes are also imposed by many administrative divisions. Taxes 

consist of direct or indirect taxes and may be paid in money or as its labor equivalent. 

Accounts payable is money owed by a business to its suppliers shown as a liability on 

a company's balance sheet. Total cash flow calculation as cash flow form operating 

activities and cash flow from investing activity and cash flow from financing activity. 

2.1.2 Balanced Sheet 

What is balanced sheet? The balance sheet is reflected enterprise at a specific date 

( such as the end of the quarter, year-end ) all the assets , liabilities and owner's equity 

situation accounting statements, it shows interest in a particular date economic 

resources owned or controlled by , the existing obligations and owners a claim on net 

assets . 

Why the balance sheet is very important? It is a revealing corporate financial 

position at a certain point the static report. Balanced use of the balance sheet accounting 

principles , accounting principles will be in line with assets, liabilities and shareholders 

'equity "Transaction accounts into" assets "and" liabilities and shareholders' equity , 

http://en.wikipedia.org/wiki/Legal_person
http://en.wikipedia.org/wiki/Legal_person
http://en.wikipedia.org/wiki/State_(polity)
http://en.wikipedia.org/wiki/Administrative_division
http://en.wikipedia.org/wiki/Direct_tax
http://en.wikipedia.org/wiki/Indirect_tax
http://en.wikipedia.org/wiki/Balance_sheet
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"the two blocks , after entry , transfer, ledgers , trial calculation, adjustment, etc. after 

accounting procedures to the static situation of the enterprise specific date basis , 

condensed into a report. Their function is in addition to the internal debug statements, 

business direction, to prevent abuses, but also to all readers in the shortest possible time 

to understand business conditions. Balance sheet must be regularly announced and 

submitted to the external and enterprises have economic stakes of the various groups 

(including stock holders, long, short-term creditors, government agencies). When listed 

on the balance sheet of the end of the period, known as the "comparative balance sheet," 

which assets and liabilities through the comparison of and post, you can reflect changes 

in financial position. Pursuant to the equity is closely linked to several independent 

companies aggregated balance sheet prepared balance sheets, known as the 

„consolidated balance sheet." It can be a comprehensive reflection on the company and 

its associated companies Equity entire financial situation. 

The items of balance sheet: Assets, equity, and liabilities. Assets are generated 

either by purchase (investing activities), business activities (operating activities) or 

financing activity; assets can classification into fixed assets and current assets. Fixed 

assets include long-term assets, long life, and relatively low liquidity. Categorization of 

fixed assets: tangible assets (equipment, land, buildings, etc.), intangible assets 

(trademark, patents, goodwill, etc.), financial investments (investments in securities and 

assets of other firms – shares, bonds, etc.). Current assets include short-term assets, 

relatively short life, high liquidity (in the form of cash or can be relatively quickly 

converted into cash). Current assets can be classification into receivables (represent 

money owed the firm by individuals or by other firms on the sale of products (goods) 

on credit, Inventories (raw material, goods for sale held by a firm for eventual sale, 

etc.), cash and cash equivalents (short-term tradable securities). Equity represents the 

shareholders’ investment. Classification of equity is sum of common shares, sum of 

preferred shares, retained profits, profit of the current year. Liabilities represent money 

(capital) that has been borrowed and must be repaid back at some predetermined date. 

Current (short-term) liabilities are that borrowed money that must be paid back within 

12 months. Accounts payables (credit extended by suppliers to a company when it 
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purchases inventories, accrued expenses (short-term liabilities but not yet paid), short-

term notes (money borrowed from a bank payable within 12months), long-term 

liabilities, includes money that has been borrowed for longer than 12 months include 

loans from banks, issued bonds, etc. it exist the balance rule which mean that total assets 

have to equal total liabilities and total equity. 

2.1.3 Income Statement 

What is income statement?  Income statement reflects the enterprise a certain 

accounting period (monthly, quarterly, semi-annual or annual) production and operating 

results of the financial statements. Enterprises operating results of certain accounting 

period may appear to be both profitable, may also be manifested as loss, therefore, the 

income statement is also known as the income statement. It fully reveals the enterprise 

at a specific time to achieve a variety of income, the occurrence of a variety of fees, 

costs or expenses, as well as enterprises realized profits or loss occurs 

Why the income statement is important? Through the income statement, you can 

reflect certain accounting period revenue achievement, that realized main business 

income of how much revenue realized how many other businesses ,Through the income 

statement , you can reflect certain accounting period revenue achievement , that realized 

main business income of how much revenue realized how many other businesses, How 

many realized investment gains , operating income realized how much , etc. ; may 

reflect the cost of consuming a certain accounting period situation , namely , the cost 

of consuming the main business number , the number of business taxes , operating 

expenses, management fees , the respective numbers of financial expenses , operating 

expenses are much more ; may reflect the results of the activities of production and 

operation , namely , the achievement of net profit , according to judge capital increase 

the value of the case . The information in the income statement and balance sheet 

information in the combined financial analysis can also provide basic information , such 

as credit sales will average balance of net accounts receivable compared to calculate 

the accounts receivable turnover ratio ; the average cost of goods sold and inventory 

balances are compared to calculate the inventory turnover ; net profit and total assets 
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will be compared to calculate the capital gains rate , etc., can be expressed as well as 

their liquidity and profitability of the enterprise level . 

The items of income statement include revenue and cost. Revenues are amounts 

charged for the delivery of goods or services in the ordinary activities of the company. 

Costs are amounts that must be spent in the ordinary activities of the company. The 

costs and revenues come from operating activity (calculated as a difference between 

sum of operating revenues and operating costs and financing activity (calculated as a 

difference between the sum of financing revenues and financing costs. Operating 

activity sometimes called operating profit before interest and tax – EBIT, operating 

revenues is revenues from sale of products, goods, and services. Operating costs is costs 

associated with generating operating revenues (raw material consumption, electricity 

consumption, depreciations, costs of goods sold, salaries and wages paid to employees, 

administrative costs, other operating costs,) 

Financing activity is that comparing financial revenues and financial costs. Financial 

revenue is interests received, revenues from owned securities (dividends received, 

coupon received, etc.). Financial cost is interests paid, coupons paid (if bonds are 

issued). 

Sum of operating and financing income equal profit before taxes EBT, company’s 

tax (T) is calculated by applying corporate tax rate (t), T equal tEBT  , resulting number 

is profit after tax (EAT). Net income is calculated as Revenues minus costs. 

2.2 The Method of Financial Analysis 

I have introduction the following financial analysis methods; they are common-

size analysis, trend analysis, and financial ratio analysis and pyramidal decomposition. 

We can use these methods to analysis the financial health of Poly Real Estate. 

 

2.2.1 Common Size Analysis 

Common size is a very helpful technique for identifying trends and changes in your 

company. It can be used on any of the three financial statements. Its value is that it is 



12 
 

much easier to see trends and changes in percentage terms than in raw numbers. 

Therefore, it makes it easier to compare a company’s performance over time and to 

compare two or more companies, especially companies of different sizes. To get a sense 

of how your company is performing compared to others in the same industry, you also 

can look at industry averages. Industry averages are especially helpful if they are broken 

into groups by revenues or some other important metric for the industry.  

Calculating Common Size for the Income Statement is simple – divide all entries 

for the same year on the statement by revenues (sales or net sales on some Income 

Statements). In other words, if you are looking at the results on year of 2010 divide 

revenue for that year into all the other entries for that year (or, if you prefer different 

terminology, divide the entries by revenue). Notice you are working down the column, 

staying in the same year. You can use 2010 revenue for that year, 2009 revenue for that 

year, etc. 

After you have calculated the percentages and entered them in your spreadsheet, 

you should to work from oldest year to most recent year in analyzing the percentages. 

Common Size allows you to see how Cost of Goods Sold (and, conversely, Gross 

Profit Margin) has moved over the time period. You also can see how Sales, General 

and Administrative, Operating Profit Margin, Net Profit Margin and the other entries 

are moving over the time period.  

This allows you to determine WHY a company’s financial performance has 

developed as it has. 

2.2.2 Trend Analysis 

Trend analysis method known as comparative analysis, the level of analysis, it is 

through the financial statements of various related digital data of the two or more 

consecutive identical indexes or rates fixed base comparison and contrast ring, draw 

their growth changes in the direction of reducing the amount and magnitude of an 

analysis method to reveal the financial position, operations and cash flow variability 

trends. Trend analysis using comparative financial statements are usually prepared. 
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Determine the main cause of changes in the company's financial condition and 

operating results. Identifying trends in the Company's financial condition and operating 

results are favorable to investors, Predict trends in the company's future development. 

This method of analysis is a form of dynamic analysis, which is based on the difference 

between analysis and ratio analysis is based while effectively compensate for its 

shortcomings. 

It is the financial report of the same indicator in different periods or to compare the 

ratio of direct observation of their movements and changes in the magnitude of change, 

study its trends, predict its development prospects. This approach is called dynamic 

analysis statistically. 

The fixed base dynamic ratio: the value of a given period with a fixed base index 

value, the value of the other phases of its comparative analysis.  

The chain dynamics Ratio: It is based on preliminary analysis of the value of each 

base period value is calculated by the ratio of the dynamic 

Comparative financial statements are the financial statements of the amount tied 

up for several periods , compared Changes same amount of indicators and magnitude , 

according to a method to determine the enterprise's financial position and operating 

results of development and change . When using this method were compared, it is best 

to calculate both the absolute values of the indicators Changes, Changes and calculate 

its relative value. Such analysis can effectively avoid the one-sidedness of the results.  

 This approach is based on a comparison of the financial statements evolved , which 

is based on the financial statements of a general index of 100% , calculate the 

percentage of each component of its share of the overall index , which compares the 

percentage of each item the changes , in order to determine trends related to financial 

activities . This way analysis of trends in corporate finance activities is more accurately 

than the previous two. It can be used in the same financial situation of enterprises in 

different periods of longitudinal comparison, but also for horizontal comparison 

between different enterprises. At the same time, this method can eliminate the influence 

of business size differences between periods (different companies), and facilitate 

analysis of cost and profitability of enterprises, but the calculation is more complicated. 
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When using trend analysis, you must pay attention to the following questions: 1. 

Indicators used for various periods of comparison , in the calculation must be the same 

caliber ; 2, must discounting sporadic projects , so as to reflect the analysis of the data 

of normal operating conditions ; 3, the application exception principle , there are 

indicators of a significant change in the focus of analysis to study the causes of its 

production in order to take measures, while avoiding disadvantages . 

2.2.3 Financial 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. The following 

we describe the financial ration. 

  a) Profitability Ratio 

They measure the ability to generate profit from invested capital in the form of 

return during a period. The higher the profitability ratio, the better is competitive 

position of the company. 

  

The net profit margin 

A ratio of profitability calculated as net income divided by revenues, or net profits 

divided by sales. It measures how much out of every dollar of sales a company actually 

keeps in earnings. Profit margin is very useful when comparing companies in similar 

industries. A higher profit margin indicates a more profitable company that compared 

to its competitors. Profit margin is has better control over its costs displayed as a 

percentage. It means company's total earnings (or profit). Net income is calculated by 

taking revenues and adjusting for the cost of doing business, depreciation, interest, taxes 

http://en.wikipedia.org/wiki/Financial_statement
http://en.wikipedia.org/wiki/Accounting
http://en.wikipedia.org/wiki/Shareholder
http://en.wikipedia.org/wiki/Creditor
http://en.wikipedia.org/wiki/Financial_analyst
http://en.wikipedia.org/wiki/Financial_market
http://en.wikipedia.org/wiki/Financial_market
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and other expenses. The relationship for net profit margin is following: 

 

           
venues

profitNet
inmprofitNet

Re
arg                                           (2.1) 

 

In general, the net profit margin adjusted for nonrecurring items offers a better view 

of a company’s potential future profitability. 

 

The return on assets 

An indicator of how profitable a company is relative to its total assets. ROA gives 

an idea as to how efficient management is at using its assets to generate earnings. 

Calculated by dividing a company's annual earnings by its total assets, ROA is 

displayed as a percentage. Sometimes this is referred to as "return on investment". The 

relationship for ROA is following: 

                     
AssetsTotal

IncomeNet
ROA                                         (2.2) 

Or  

                    ))((
AssetsTotal

SalesNet

SalesNet

IncomeNet
ROA                                                    (2.3)  

 

The higher the ratio, the more income is generated by a given level of assets. 

 

The return on equity  

The amount of net income returned as a percentage of shareholders equity. Return 

on equity measures a corporation's profitability by revealing how much profit a 

company generates with the money shareholders have invested.  The relationship for 

ROE is following: 

             
EquityrsShareholdeAverage

IncomeNet
ROE                                                         (2.4) 

Or 
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          ))()((
EquityAverage

AssetsAverage

AssetsAverage

SalesNet

SalesNet

IncomeNet
ROE                             (2.5)  

 

   b)  Activity Ratio 

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. Examples include accounts 

receivable turnover, asset turnover, and Inventory turnover.  

 

Inventory turnover 

Inventory turnover is the core operations for many entities. Inventory turnover 

indicates the resources tied up in inventory and can also be used to indicate inventory 

management effectiveness.  The relationship for Inventory Turnover is following: 

 

                   
InventoryAverage

SoldGoodsofCost
TurnoverInventory                                           (2.6)   

Receivable turnover 

Accounts receivable turnover measures the efficiency of a business in collecting its 

credit sales. Generally a high value of accounts receivable turnover is favorable and 

lower figure may indicate inefficiency in collecting outstanding sales. Increase in 

accounts receivable turnover overtime generally indicates improvement in the process 

of cash collection on credit sales. The relationship for Receivable Turnover is 

following: 

               
ceivablesNetAverage

SalesCreditNet
Turnoverceivable

Re
Re                                  (2.7) 

Fix assets turnover 

Fixed assets turnover ratio is an activity ratio that measures how successfully a 

company is utilizing its fixed assets in generating revenue. It calculates the dollars of 

revenue earned per one dollar of investment in fixed assets. 
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A higher fixed asset turnover ratio is generally better. However, there might be 

situations when a high fixed asset turnover ratio might not necessarily mean efficient 

use of fixed assets as explained in the example. The relationship for Fixed Asset 

Turnover is following: 

                 
AssetsFixedNetAverage

SalesNet
TurnoverAssetFixed                  (2.8) 

Total assets turnover 

Asset turnover ratio is the ratio of a company's sales to its assets. It is an efficiency 

ratio which tells how successfully the company is using its assets to generate revenue. 

The relationship for Total Assets Turnover is following: 

 

                   
AssetsTotal

SalesNet
TurnoverAssetsTotal 　                                       (2.9) 

c) Liquidity Ratios 

A class of financial metrics is that used to determine a company's ability to pay off 

its short-terms debts obligations. Generally, the higher the value of the ratio, the larger 

is the margin of safety that the company possesses to cover short-term debts. 

 

Current ration 

Current ratio is the ratio of current assets of a business to its current liabilities. It is 

the most widely used test of liquidity of a business and measures the ability of a business 

to repay its debts over the period of next 12 months. 

Current ratio is calculated using the following formula: 

                           
sLiabilitieCurrent

AssetsCurrent
RatioCurrent                               (2.10) 

Quick ration 

Quick ratio or Acid Test ratio is the ratio of the sum of cash and cash equivalents, 

marketable securities and accounts receivable to the current liabilities of a business. It 
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measures the ability of a company to pay its debts by using its cash and near cash current 

assets (i.e. accounts receivable and marketable securities). 

     Quick ratio is calculated using the following formula: 

 

  
sLiabilitieCurrent

epaymentssInventorieAssetsCurrent
RatioQuick

)Pr( 
                       (2.11) 

 

Cash ration 

Cash ratio is the ratio of cash and cash equivalents of a company to its current 

liabilities. It is an extreme liquidity ratio since only cash and cash equivalents are 

compared with the current liabilities. It measures the ability of a business to repay its 

current liabilities by only using its cash and cash equivalents and nothing else. 

Cash ratio is calculated using the following formula: 

 

              
LiabilityCurrent

SecuritiesMarketableandCash
RatioCash                                  (2.12) 

 

d) Solvency ratios 

  A key metric used to measure an enterprise’s ability to meet its debt and other 

obligations. The solvency ratio indicates whether a company’s cash flow is sufficient 

to meet its short-term and long-term liabilities. The lower a company's solvency ratio, 

the greater is the probability that it will default on its debt obligations.  

 

Debt-to-capital ratio 

The debt-to-capital ratio is a refinement of the debt-to-assets ratio. It measures how 

much of the capital employed (i.e. the resources on which the company pays a cost) is 

debt. Higher debt included in the capital employed means higher risk of insolvency.  

The short-term debt is the debt with a short maturity, usually one year or less. It is part 

of a company's balance sheet within the current liabilities section. Short-term debt is 

http://www.investorwords.com/1313/debt.html
http://www.investorwords.com/3017/maturity.html
http://www.investorwords.com/10174/less.html
http://www.investorwords.com/992/company.html
http://www.investorwords.com/397/balance_sheet.html
http://www.investorwords.com/1254/current_liabilities.html
http://www.investorwords.com/14779/section.html
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usually due within one year. If a company has more short-term debt than available cash 

or investments to cover the debt's payments, the company could be forced to take on 

additional debt and could be in poor financial health. Long-term debt is that: Loans and 

obligations with a maturity of longer than one year; usually accompanied by interest 

payments. Debt-to-capital Ratio is calculated using the following formula: 

DebtEquityrsShareholde

debttermlongdebttermShort
RatioCapitalToDebt






'
         (2.13)  

 

Debt-to-equity ratio 

Debt-to-Equity ratio is the ratio of total liabilities of a business to its shareholders' 

equity. It is a leverage ratio and it measures the degree to which the assets of the 

business are financed by the debts and the shareholders' equity of a business.   

Debt -to -Equity Ratio is calculated using the following formula:  

EquityrsShareholdeAverage

LeasesofValueDebttermLong
RatioEquitytoDebt


                         (2.14) 

 

Debt-to-assets ratio 

Debt-to-assets ratio or simply debt ratio is the ratio of total liabilities of a business 

to its total assets. It is a solvency ratio and it measures the portion of the assets of a 

business which are financed through debt.   

          Debt Ratio is calculated using the following formula:  

                 
AssetsTotal

DebtTotal
RatiotoDebt                            (2.15) 

Interest coverage ratio 

Times interest earned (also called interest coverage ratio) is the ratio of earnings 

before interest and tax (EBIT) of a business to its interest expense during a given period. 

It is a solvency ratio measuring the ability of a business to pay off its debts.   

         Interest Coverage Ratio is calculated using the following formula:  

http://www.investorwords.com/8894/available.html
http://www.investorwords.com/747/cash.html
http://www.investorwords.com/2599/investment.html
http://www.investorwords.com/1178/cover.html
http://www.investorwords.com/3634/payment.html
http://www.investorwords.com/7230/take.html
http://www.investorwords.com/8766/additional.html
http://www.investorwords.com/10653/poor.html
http://www.investorwords.com/6812/financial_health.html
http://www.investorwords.com/2858/loan.html
http://www.investorwords.com/3373/obligation.html
http://www.investorwords.com/3017/maturity.html
http://www.investorwords.com/2531/interest.html
http://www.investorwords.com/3634/payment.html
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ExpenseInterestAnnual

EBIT
RatioCoverageInterest                          (2.16) 

 

Financial leverage 

Financial leverage can be defined as the degree to which a company uses fixed-

income securities, such as debt and preferred equity. With a high degree of financial 

leverage come high interest payments. Financial leverage ratio is calculated using 

following formula: 

Equity

assets Total
leverage Financial                 (2.17) 

2.2.4 Pyramidal Decomposition 

Pyramidal decomposition to analyze what drives the value of financial ratios (e.g. 

which factors have impact on its value or evolution). The goal of pyramidal 

decomposition is to find out which component has most contribution of the financial 

ratio. The principle of pyramidal decomposition is to express selected (basic) ratio as a 

product of component ratios. Return on equity measures a corporation's profitability by 

revealing how much profit a company generates with the money shareholders have 

invested. So i use ROE to do DuPont analysis. 

The fundamental example of the pyramidal decomposition is the DuPont analysis. 

The decompose ROE ratio by three component ratios, the net profit margin, the assets 

turnover and the leverage, we will discuss more in detail in the next subchapter. 

We can find out change of the basic ratio, and whose change have caused change 

in the basic ratio, quantify which component ratios contributed to the change in basic 

ratio at most. The most common method of quantification of influence is Method of 

gradual changes and logarithmic decomposition method. 

     Method of gradual changes is enabling to quantify the change in the basic ratio 

caused by change in the component ratio.    

 The decomposition of top indicator with italic component ratios is as follows: 
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In this formula, the x  is the basic ratio, x  is the absolute change of the basic ratio, 

the a   is the component ratio, and the a  is the absolute change in the component ratio. 

There are disadvantage of gradual method is that we need to use different formula to 

calculate. 

The exponential operation can be analyzed only for the logarithmic method. It has 

an advantage that we need just one formula for the impact quantification regardless of 

how many component ratios we have. It can reflect Simultaneous change of all analyzed 

indicators and there are no problems of the indicator ranking and rising of residues. The 

Impact of the component ration on the change in the basic ratio is calculated as follows: 

           ,x
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xi                 (2.19) 

In this formula, the x  is the basic ratio, the x  is the absolute change in the basic 

ratio, the 
0

1

x

x
Ix   is the index of change in basic ratio, the 

0

1

a

a
Ia   is the index of change 

in component ratio. 

The advantage of logarithmic method is that we need just one formula for the 

impact quantification regardless of how many component ratios we have. 
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3 Profile of Poly Company 

 Poly Company is a real estate company; it’s the third largest real estate company 

in china. In this chapter, I will introduction the history about Poly company, the 

institution about Poly company, the basic about Poly Company’s Listing process about 

Poly, the business scope of the company, the structure of employee of Poly company, 

ownership structure of Ploy company. 

3.1 The Basic Data about Poly Real Estate Company 

 Poly Real Estate company was established in 8/14/1992 and on 7/31/2006 listed 

on the shanghai Stock Exchange. The full name of the company is Poly Real Estate 

Co,ltd, the company’s registered capital is 3,519,270,000 Yuan , it belonging to the real 

estate industry . The chairman of the company is LIBINHAI , the legal representative 

is also LIBINHAI, the representative security on behalf is HUANGHAI. The 

company’s headquarters is located in Haizhu District GuangZhou,YueJiangZhong Poly 

international Plaza NO,688,North Tower 29-33 layers, the zip code 510308. The 

following is the initial issuance of the stock of the company. 

Following are the basic data about Poly Real Estate. The Geographical Regions of 

Poly Company is Guangdong, that why the main shareholder is from Guangdong. The 

Advisory Services to Poly Company is Beijing Yi will LLP, is a very famous Advisory 

Services to institution in China. The registered Capital of Poly Company is 

713,779,440,000.00yuan; it is big amount money at that moment. The income tax is 

formulated by the government, the Income tax rate is 25%, there is a little difference 

between Nation Company and foreign-owned enterprise, and of course it is decided by 

government. 

The Types of securities of Poly company is A, it means it was IPO on our own 

mainland and can trade on mainland of China. The listing Date of Poly company is 31，

07，2006. The initial issue price of Poly company’s stock is 13.95yuan. The types of 

how to issue the stock is underwriter. Following are the some data about the stock of 

listed on the first day of opening. 
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Chg first day of listing is 44.87%,listed on the first day turnover is 78.01, the ways 

of how to issues is distribution methods down inquiry issued ,internet pricing issue. 

Number of public offering is 15000 0000.00 .The number of public shares in issue: 

15000 0000.00. Placing the number of shares is to the fund. The purchase code is 

730048.Purchase referred to be Poly purchase. Internet purchases limit issue: 999, 900, 

0.00. Internet issue is 120, 000, 000, 0.00. To raise funds for 209, 250, 000, 

0.00 .Issuance success rate (%) is 1.21.  

3.1.1. Branch of Poly Company 

Ploy’s number of branch including 19 company, they are:Tianjin Zhejiang ,Jiangsu 

Liaoning Qingdao Wuhan Chongqing Changchun Pazhou, Hunan, Jiangxi , Fujian , 

Hubei , Zhengzhou Xian Poly company and Guangzhou Poly international investment 

limited , Guangzhou Poly Real Estate Agency Ltd, almost throughout all the provinces 

of China. These are the branches of the company, with the development of the Poly 

Real Estate, the branches is more and more,they manage the area projects of the Poly 

Real Estate, ; the following are the Major institutions, basis structure of Poly Company. 

They are the head departments of the company, like the biggest company in China. We 

can see from the following chart. 
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Chart 3.1 Structure of Poly Real Estate             
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Source:http://www.gzpoly.com/investor/gsgg/doc/600048 

 

These are the major institutions, like Tianjin Zhejiang ,Jiangsu Liaoning Qingdao 

Wuhan Chongqing Changchun Pazhou, Hunan, Jiangxi , Fujian , Hubei are the branch 

of the company. The structure of the Poly Real Estate is like the most big company, it 

works well or bad depend on the management of company. So the employee of Poly 

Real Estate is very important for development of the company. 
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3.1.2 Employee of the Poly Real Estate 

Poly’s number of employees is 18564, with the scale of the company is bigger; the 

number of employees is also increasing year by year. Following are the professional 

composition of the Poly Real Estate; it is parts of the employees for management. 

Table 3.1 Professional composition 

Architectural design 748 8% 

Project Management 1838 19% 

Financial Management 590 6% 

Sales Management 2 030 21% 

Business Management 398 4% 

Integrated Management 532 6% 

Business Administration Management 2 419 25% 

Property Services 1 009 11% 

Total of employees 9 564 100% 

Source:http://www.gzpoly.com/investor/gsgg/doc/600048 

We can see from the chart, the most important of professional are Business 

Administration Management, Project Management and Sales Management. This 

situation is depend on the industry of real estate, of course, for every company , the 

management is the most important field, Poly as the third biggest real estate company 

in China ,so it has big Business Administration Management group. The Poly Company 

has a lot of project around the China, so, the nearly same big group for Project 

Management. When the company builds the house, it needs to sell, so big Sale 

Management group, the good structure of the management is benefit for the company. 

We can conclusion following graph: 

http://www.gzpoly.com/investor/gsgg/doc/600048_2012_n.pdf
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Chart 3.2   Professional composition              

 

Source:http://www.gzpoly.com/investor/gsgg/doc/600048 

 

Following are the education level and proportion of Poly Real Estate, education level a 

good index to learn about the overall quantity of the Poly Real Estate as usually, the 

better education level of the company usually has better management and operation, it 

is not only has influence on operation of the company, it also has the big influence on 

the future development of the Poly Real Estate. 

 Table 3.2 Educational level and proportion 

Dr and above the number of   

Graduates students 1081 5.82% 

Number of undergraduate 3907 21.05% 

Number of college 13576 73.13% 

The number of secondary school and below 0 0 

Total number of employees 18564 100% 

  Source:http://www.gzpoly.com/investor/gsgg/doc/600048  

We can see , the most part of the education proportion is college, because these 

years the education level of China has big progress , so as the time goes by , old 

employees retired , new employees come in , so the company now has high level of 

education , it was advantage to the company’s management, sells , and so no, with the 

time goes by , the education level of the company will be more high, for management, 

for design the house, for sell the house, for construction the house, the company need a 

lot of high level of education employees to keep competitive in real estate industry . 

Following are the chart for education level and proportion. 

 

http://www.gzpoly.com/investor/gsgg/doc/600048_2012_n.pdf
http://www.gzpoly.com/investor/gsgg/doc/600048_2012_n.pdf
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 Chart 3.3 Educational level and proportion 

   

  Source:http://www.gzpoly.com/investor/gsgg/doc/600048 

 

Following are by job classification of Poly Real Estate, it is more detail for 

classification. 

Table 3.3 Classification job 

Classification job Number of 

Employees 
Proportion 

R,D personnel 0 0 

Technical staff 0 0 

Production staff 0 0.00% 

Sales staff 2 030 10.94% 

Financial officers 590 3.18% 

Administration staff 0 0.00% 

Retirees 21 0.11% 

Other staff 15 944 85.89% 

Total number 18 564 100% 

Source:http://www.gzpoly.com/investor/gsgg/doc/600048  

 It’s the data similarity to the Chart 3.2 , we can see it more detail , it has big sales 

staff and other staff, of course , other staff is depend on the company. Because the 

company needs to borrow money from bank or from market, so it needs some financial 

officers. Following are the chart for the classification by job. 

  

http://www.gzpoly.com/investor/gsgg/doc/600048_2012_n.pdf
http://www.gzpoly.com/investor/gsgg/doc/600048_2012_n.pdf
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 Chart 3.4 Classification job 

 

    Source:http://www.gzpoly.com/investor/gsgg/doc/600048 

3.2 The Scope Business 

     Poly Real Estate’s business including A real estate development, the company 

developed the commercial rental, Housing Project Design , demolition of old buildings, 

constructions of roads and earthworks, interior decoration , Air-Conditioning 

Engineering, Management Installation, Property Management, Hotel management, 

Wholesale and retail trade. Most of them have relationship with the real estate.  

3.3 The History of Poly Real Estate Company 

The Poly company has a very long history, the following i will introduce the name 

of Poly company, the listing Process of Poly company, today’s condition of Poly 

company. 

3.3.1 History of Poly Company 

     Poly Real Estate Co., Ltd. was established in 1992, is a large state-owned China Poly 

Group Holdings real estate enterprises, state a qualified real estate development 

enterprises, state-owned real estate companies ranked top and central rate for three 

consecutive years ranked first real estate brand value. July 2006, the company listed on 

the Shanghai Stock Exchange, since 2007, two consecutive years was named the overall 

strength of the first real estate companies two, and was named "2008 China listed 

company's outstanding management team." As of June 2009, total assets amounted to 

http://www.gzpoly.com/investor/gsgg/doc/600048_2012_n.pdf
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61.484 billion Yuan, 1-June contracted 21.054 billion Yuan, the brand value of 9.023 

billion Yuan, the central enterprises for four consecutive years ranked top brand value 

of real estate, and the first was "growing force pilot brand title . 

      Restructured in 2002, the company began to implement the national strategy to 

strengthen the professional operation, continuous leaps and bounds. The company has 

completed in Guangzhou, Beijing, Shanghai as the center, covering 19 cities nationwide 

strategy layout, with 80 holding subsidiaries, the business expanded to include real 

estate development, architectural design, construction, property management, and 

many other industries. 

      Poly origin of the name: in 1983, the PLA General Staff, CITIC joint a foreign trade 

company, when the Xuzhao Long, general manager of CITIC Company named Poly, 

meaning to take to defend the victory. English words prefixed with Chinese Poly POLY 

exactly once pronounced the same, so take it. 1993 Poly 10th anniversary of its 

establishment, He Ping, general manager invited calligrapher Qi Gong book "China 

Poly Group Corporation", there are two versions of Simplified and Traditional. 

November 1994, the company officially registered Poly "P" and "Poly" two trademarks, 

and obtained the SAIC issued a certificate of goods. 

3.3.2 The Development of Poly Real Estate Company 

      Poly Real Estate Co., Ltd., formerly known as Guangzhou Poly Real Estate 

Development Company, is a wholly owned subsidiary of China Poly Group 

Corporation Poly Southern Group Limited on September 14, 1992 in Guangzhou 

incorporated state-owned enterprise, established with registered capital of 10 ten 

thousand Yuan; September 1997, Poly Southern capital of the company, of which the 

cash capital 4,959.72 million to surplus reserve into capital 402,800 Yuan, after the 

capital increase registered capital of 60 million. August 22, 2002, by the China State 

Economic and Trade Commission approved, by Paul Southern as the main sponsor, the 

United States International Investment Co., Ltd. and Guangdong, Zhang Keqiang and 

other 16 individuals, restructured as a limited company, the name changed to "Poly Real 

Estate Inc.July 2, 2002, the Ministry of Finance to Cai Qi (2002) No. 256, approved, 
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under the Poly Southern to Guangzhou Poly Real Estate Development Company to end 

March 31, 2002 net asset 225,172,141,48 assessed Yuan, Shareholders' funds other than 

money 74,827,858,16 Yuan, according to the proportion of 66.67% converted into 

equity, total equity folded 200,000,000.00 Yuan, of which: Poly Southern 75.06% of 

total share capital, Huamei Group's share capital to 15.19% of total natural capital 

9.75% of the share capital. According to the 2005 Second Extraordinary General 

Assembly resolutions, in December 2005 the Company As of June 30, 2005 as the base 

capital of the Company 200,000,000.00, 5 shares for every 10 shares distributed in stock 

dividends, while for every 10 shares of capital fund every 5 shares, bonus issue by the 

second level capital accumulation fund, the company's share capital was increased to 

from 200,000,000.00 400,000,000.00 Yuan, equivalent to 400,000,000.00 shares. 

March 2006, the company changed its name to "Poly Real Estate Corporation." 

3.3.3 Today’s Condition of Poly Company 

     Today, Poly Real Estate adheres to commercial residential development mainly 

operating property held by moderate development. In residential development, and 

gradually formed a "Healthy" "treasures", "landscape", "enjoy" product series, covering 

the high-end houses, apartments, villas varieties; commercial properties, including 

urban landmark office buildings, shopping centers experiential , the international 

standard exhibition, super five-star hotels and other types of lines, with the multi-

category comprehensive development strength. 

    Poly Real Estate will be harmonious rose to the height of corporate brand strategy, 

advocating harmonious life, natural and comfortable brand core concept, and that this 

philosophy has always been throughout the enterprise planning and design, 

development and construction process. Over the years, Poly Real Estate atmospheric 

natural, comfortable and practical products and affection compound type of service has 

won widespread consumer favorite. 2003, Guangzhou Poly garden is the project with 

excellent demonstration area through the construction of the Ministry of National 

accreditation; 2008, Poly International Plaza, the U.S. Business Week Architectural 

Design Award. Poly Real Estate adhering to the "pragmatic, innovative, standardized, 
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excellence" business philosophy, promote "enthusiastic, unity, cooperation, dedication, 

integrity norms and disciplined corporate culture, will be regarded as independent 

enterprises integrity of the low-key and pragmatic, Poly Real Estate and actively 

participate in social welfare undertakings, and normative integrity, professional and 

efficient ways of doing things so that Poly Real Estate gained wide market recognition 

and customer trust as the central enterprises leading real estate,  strive to practice the 

"return to the community, cultural heritage, service life," the concept of social 

responsibility , in response to the government numbers call to participate in construction 

of affordable housing, as Beijing and Guangzhou in low-income families to achieve the 

dream of home. 

3.4   Ownership Structure of Poly Real Estate Company 

Ownership structure is the total shares of the Company, the shares of the different 

nature of the proportion of their relationship. Equity holders that the stock has the stock 

proportion to their respective interests and have the power to take some responsibility. 

Based on shareholder status and rights of the company can be argued, is equity.  

Ownership structure is the foundation of corporate governance structure; corporate 

governance structure is the shareholding structure of the specific form of running. 

Different ownership structure determines the type of organizational structure, which 

determines the different corporate governance structure, the final decision of the 

behavior and performance of enterprises, during these years; the ownership structure of 

Poly Real Estate did not have big change. Following are the basis structure of Poly 

Company. 
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Table 3.4 Ownership structure 

Name of shareholder 
Number of 

shares held 
Stake Capital in nature 

Poly South Group Limited 156,119,350 44% 
Circulation of restricted 

stock 

Guangdong Poly Southern 

Group Limited 
124,054,100.00 3.52% A shares in circulation 

China Poly Group Corporation 685,561,00.00 1.95% 
Circulation of restricted 

stock 

Zhang Keqiang 534,491,900.00 1.52% A shares in circulation 

Liu Yiqian 450,000,00.00 1.28% 
Circulation of restricted 

stock 

Fang Deji 420,000,00.00 1.19% 
Circulation of restricted 

stock 

Guoxin Securities Co.Ltd 403,200,00.00 1.15% 
Circulation of restricted 

stock 

Guangdong Jufeng Investment 

Fund 
345,000,00.00 0.98% A shares in circulation 

Zhuqianji 296,647,00.00 0.85% 
Circulation of restricted 

stock 

Guangdong preferred strategy 

investmentfund 
292,777,00.00 0.83% A shares in circulation 

Source:http://www.gzpoly.com/investor/gsgg/doc/600048 

http://www.gzpoly.com/investor/gsgg/doc/600048_2012_n.pdf
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4 Financial Analysis of the Poly Company   

In this subchapter, we will analysis the financial condition of Poly Company, We 

use horizontal analysis and vertical analysis to compare the changes of the basic 

benchmark of each financial statement during 2008 to 2012 and use financial ratio 

analysis method to analysis the 4 types of basic ratios of the company. The connection 

between the liquidity ratio, solvency ratio, activity ratio and profitability ratio is 

discussed; financial ratios analysis is one of the most important methods of financial 

analysis, comparison of financial data in form of financial ratio to asses the financial 

health of a company. After that we use the pyramidal decomposition method to analysis 

the ROE, and find out which factor have biggest influence on the ROE on different 

year.  

Source of information for calculation is from annual report of Poly Real Estate 

Company.   

4.1 Common-size Analysis 

In this subchapter, the general situation of the two main financial statements is 

described and analyzed by using the common-size analysis. 

4.1.1 General Situation of Balance Sheet 

The first part is the general situation of Poly Company from the balance sheet. In 

this part, we discuss the main components of the balance sheet and analysis the reason 

causing it.  

Table 4.1 Common-size analysis of balance sheet 

Source: Own calculation.  

We can see from the chart, during the 2008 to 2012, the total stockholder’s equity 

is decreasing, near decrease 10%, the most decrease time is 2009 --2010, of course, 

relatively, the total non- current liabilities is increasing during these two years, the main 

 2008 2009 2010 2011 2012 
Total current liabilities 36.37% 42.56% 45.23% 50.55% 55.93% 

Total non-current liabilities 37.36% 29.51% 35.27% 31.37% 27.16% 

Total stockholders' equity 26.27% 27.93% 19.50% 18.08% 16.91% 

Total liabilities and stockholders’ equity 100% 100% 100% 100% 100% 
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trend of that is, total current liabilities is increasing, the trend of total non-current 

liabilities is decreasing, the same as the total stockholder’s. During the 2008- 2012, 

THT POLY REAL ESTATE have built more and more house, when the house was 

building, the company have received the some of money from the customer but the 

house was building after a time the customer can get the house, it means the total current 

liabilities is increasing, at the same the company make a lot of profit as retain earning, 

that the equity is decreasing. Following are the chart of common-size analysis of 

balance sheet. 

Chart 4.1 Common-size analysis of balance sheet 

 

Source: Own calculation.   

4.1.2 General Situation of Income Statement 

This part is the general situation of Poly Company from the income statement. In 

this part we can see the components of Total assets and the change of these of 

components during 2008-2012. 

Table 4.2 Common-Size Analysis of income statement 

 2008 2009 2010 2011 2012 

Total cash ,cash equivalents, and short-

term investments 
10.20% 16.95% 12.57% 9.30% 13.01% 

Account receivable 0.38% 0.52% 0.39% 0.54% 0.75% 

Inventories 70.50% 66.90% 70.15% 77.80% 75.50% 

Other current assets 13.70% 14.15% 11.18% 8.55% 7.54% 

Total non-current assets 5.22% 1.48% 5.71% 3.81% 3.20% 

Total assets 100% 100% 100% 100% 100% 

Source: Own calculation.  
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We can see from the chart , the  trend other current assets is decreasing , total non-

current assets during the 2008-2009 decreasing and come back on 2010 , the inventories 

have the biggest percentage of assets, during the 2008-2009 , it keep stable, 2011, it 

was increasing obvious, the percentage of Account receivable is increasing, during the 

2008-2009 the total cash and short investment is increasing obvious, during 2010-2012 , 

it was decreasing slow, from 2008, the price of Chinese house is increasing , the most 

highest point is on 2011, 2012, during 2011-2012, the government introduce policies to 

control the price of house, so the inventories during 2008-2010 is stable , during 2011-

2012 , it increasing obvious. Of course, the account receivable is always, because is it 

a estate company, so when you sell a house, most of the pay for by loan from the bank, 

you can receive it year by year. Because of the inventories is less during 2008-2009, so 

the cash of company and short investment is increasing. The change of total non-current 

assent is because of the company’s long-term assets. 

As we all know, Poly is a real estate company, the most important of the company 

is house, including the house on sale or on build, so the inventory is the biggest part of 

the company’s assets. As we can see from the financial statement, the first year of 

financial crisis has a little influence on the company’s growth, we can see it from the 

income statement (net income), after one year, the Poly company also has big 

development. In my mind, the financial crisis has big influence on coastal region, 

especially the import and export enterprise, it has small influence on real estate. 

Following are the chart of common-size analysis of income statement. 

Chart 4.2 Common-size analysis of income statement 

 

Source: Own calculation.  
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4.2 Trend Analysis 

In this subchapter, the general situation of the three main financial statements is 

described and analyzed by using the trend analysis. 

4.2.1 General Situation of Cash Flow 

The first part is the general situation of Poly Company from the cash flow, in this 

part, we analysis the tendency of the main parts and analysis the reason causing it. 

Table 4.3 Trend analysis of cash flow  

Currency is CNY in millions 2008 2009 2010 2011 2012 

Net income 3,044 4,008 5,505 7,367 9,979 

Net cash provided by operating 

activities 
-7,590 -1,145 -22,370 -7,922 3,093 

Common stock issued 49 7,890 331 3,695 4,083 

Dividends -1,615 -1,766 -3,235 -5,348 -6,853 

Net cash provided by financing 

activities 
8,496 11,306 28,133 7,393 11,326 

Source: Own calculation.. 

The net income of POLY is increasing from 2008 to 2012, the company has a good 

development, so the scale of the company is big than before, during the 2008-2012, it 

have project around China, in WUHAN, and the increasing speed is amazing during 

these four years. The net cash provide by operating activity decreasing during for years, 

because of the Inventory and account payable. It means, the company building more 

and more house. The common issued stock is less in 2008 and 2010, the highest is 2009, 

we can see from the stock market, the company issued the common stock a lot in 2009 , 

it means , the company need money to development. Of course , the dividends of the 

company is decreasing , in my opinion , it will be last for a long time on Chinese market, 

most of Chinese company is the same with as POLY, they usually retain it for 

development of the company. The net cash provide by financial activity is determine 

by dividends and other financial activity. 
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From 2008-2010, the financial crisis has influence on financial part, that’s why the 

Common stock issued only has once big issue, the dividend of first also has small 

change.  

Chart 4.3 Trend analysis of cash flow   

 

Source: Own calculation. Figures in millions , Currency is CNY 

 

4.2.2 General Situation of Income Statement 

The first part is the general situation of Poly Company from the income statement. 

In this part, we can see the development situation of Poly. The profit the company has 

made during these years. 

Table 4.4 Trend analysis of income statement 

Currency is CNY in millions  2008 2009 2010 2011 2012 

GROSS OPERATING 

PROFIT 
6,332 8,463 12,294 17,499 24,934 

Other Operating Expenses 2,495 3,242 4,824 7,535 11,540 

Income before income taxes 4,023 5,379 7,405 10,074 13,532 

NET INCOME 2,239 3,519 4,920 6,531 8,438 

Total Operating Expenses 2,495 3,242 4,824 7,535 11,540 

Source: Own calculation.   

We can see from the chart , all of these is increasing , such as gross operating profit 

is increasing, or net income , total operating expense, it means , the Poly Real Estate is 

building more and more house , and the management of the company is great, is has a 

lot of new project around CHINA, for example in WU HAN, 2011-2012 , There are 
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POLY XINGYU , POLYMANSION, POLYGARDEN , POLY LAFEI, and so on 

project , all of the sells well, so the scale of the company is much big than before , of 

course, the real estate is the main industry in China at the moment , nearly all of them 

can make profit,  the POLY REAL ESTATE is the third largest  real estate company in 

China, so from the chart all of them is increasing. Following are the chart of trend 

analysis of income statement. 

Chart4.4 Trend analysis of income statement 

 

Source: Own calculation. Figures in millions , Currency is CNY 

4.2.3 General Situation of Balance Sheet 

The first part is the general situation of Poly Company from the balance sheet. In 

this part, we can see the assets of the company; learn about the scare of the company. 

Table 4.5 Trend analysis of balance sheet 

 Currency is CNY in millions 2008 2009 2010 2011 2012 

Total assets 53 632.0 89 830.7 152 328.0 195 014.6 251 168.0 

Total cash and short term 

investment 
5 470.0 15 227.9 19 151.4 18 152.6 32 672.2 

Total receivables 421.0 942.3 4 251.4 5 186.6 4 393.0 

Total current assets 53 211.0 88 504.2 146 671.7 187 991.4 243 128.0 

Net property and equipment 189.0 206.2 322.9 939.8 1 378.4 

Source: Own calculation.  

We can see from the chart , the trend of assets is increasing, including all the assets, 

total assets increasing most from 2011-2012 , it because of the total current assets, 
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increasing, total current assets is determined by inventory, so during 2011-2012 ,the 

company have built a lot house. The net property plant and equipment is increasing, 

because of the project of the company is increasing. The scale of the company is bigger. 

The total receivables are also increasing but 2012 is less than 2011, because of the 

government policies, limit of purchase. The total cash and short-term investment is 

increasing especially during 2011-2012, is also influence by the policies and company’s 

profit. Following are the chart of trend analysis of balance sheet. 

Chart 4.5 Trend analysis of balance sheet 

 

Source: Own calculation.  Figures in millions , Currency is CNY 

4.3 Financial Ratio Analysis 

 Financial ratios analysis is one of the most important methods of financial analysis, 

comparison of financial data in form of financial ratio to assess the financial health of 

a company. 

 

4.3.1 Profitability 

    Which measure the ability to generate profit from invested capital in the form of 

return during a period? Profitability influence the company’s competitive position in 

the market and quality level of its management, the higher profitability ratios, the better 

competitive of the company. 

For calculation of net profit margin is used formula (2.1), for ROE (2.4) and for 

ROA (2.2). We can see the results of the profitability ratios of Poly Company from 2008 
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to 2012 in the table 4.6 and chart 4.6  

Table 4.6 Profitability  

  2008 2009 2010 2011 2012 

ROE 16% 14% 17% 19% 20% 

Net profit margin 14% 15% 13% 14% 12% 

ROA 4% 4% 3% 3% 3% 

Source: Own calculation. 

    So we can see it from the table and chart , the ROA of the Poly is stable, only a little 

change ,because the net profit of the company is increasing, the total assets is also 

increasing, the growth of these two part is similar, so the ROA has a little change. The 

change of ROE is higher than ROA; the trend of ROE is increasing. From 2008-2009, 

it is decrease 0.02, from 2009-2012 increase from 0.14 to 0.2, it means the Poly’s profit 

is increasing; the operating of the company is well. Following are the chart of 

Profitability. 

Chart 4.6  Profitability 

 

  Source: Own calculation. 

4.3.2 Activity Ratios  

    Activity Ratios means how well a company uses its assets. We calculate activity ratio 

by using formula (2.6) to (2.9), and results we can see in table 4.7 and chart 4.7. 
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Table 4.7 Activity  

  2008 2009 2010 2011 2012 

Receivables Turnover 81.51 68.35 68.10 57.19 46.91 

Inventory Turnover 0.27 0.29 0.28 0.23 0.26 

Fixed Assets Turnover 94.11 116.42 135.66 74.50 59.45 

Assets Turnover 0.33 0.32 0.30 0.27 0.31 

  Source: Own calculation. 

    The Inventory Turnover and Assets Turnover during these five years are stable, the 

change is very small, it means the building and selling of the company’s house is stable. 

The Receivable turnover during these fives years is declined , the most decrease is from 

2008-2009 and 2011-2012, it means during these two years, the company’s revenue is 

increasing , so the receivables turnover is decreasing, the fixed assets turnover 

increasing from 2008-2010, decreasing from 2010-2012, from 2008-2010, the 

company’s  revenue increasing, from 2010-2012, the company increasing the size , the 

fix assets is increasing , so the fixed assets ratios is decreasing during these two years. 

Following are the chart of activity. 

Chart 4.7 Activity 

 

   Source: Own calculation. 

4.3.3 Liquidity 

    Which measure company’s ability to meets its immediate and short-term obligations, 

we can see Poly’s liquidity ratios in the table 4.8 and chart 4.9 by using formula 

(2.10),(2.11) and (2.12). 
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Table 4.8 Liquidity 

  2008 2009 2010 2011 2012 

Current Ratio 2.73 2.31 2.13 1.91 1.73 

Quick Ratio 0.31 0.42 0.34 0.24 0.26 

Cash Ratio 0.28 0.40 0.28 0.18 0.23 

Source: Own calculation. 

     Current ratios means the relationship between current assets and short-term 

liabilities , the Poly has very high current ratio , because it’s a real estate company, it 

has a lot of house in building or on sale. The quick Ration and cash Ration is less, the 

difference between these two ratios is not very big. From the table 3.3.3 and chart 3.3.3 , 

we can see , the current ration is declining during these fives years, the current ratio and 

quick ratio is the same trend , the change of these two is very small , it means very 

stable, we can see from the Macro-economy, from 2008-2012, the development of 

Chinese real estate industry is very well , the Poly also increase a lot of projects, so the 

company has a lot of loan from banks, most Chinese real estate company need short-

term loan is from the bank, so the current liability is increasing during these five years. 

Following are the chart of liquidity. 

Chart 4.8 Liquidity 

 

   Source: Own calculation. 

4.3.4 Solvency 

 Solvency ratios means company’s ability to meet its long-term obligations. We can 

see the result of solvency ratio in the table 4.9 and chart 4.9. We use formula for 

calculation (2.13),(2.14) ,(2.15), (2.16) and (2.17).  
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Table 4.9 Solvency 

  2008 2009 2010 2011 2012 

Debt-to-assets-ratio 74% 72% 80% 100% 83% 

Debt-to-equity-ratio 280% 258% 413% 453% 491% 

Interest coverage ratio 410% 392% 390% 372% 381% 

Debt to capital ratio 72% 71% 80% 79% 79% 

Financial leverage 3.67 3.38 4.83 4.71 4.65 

  Source: Own calculation. 

The company’s debt to asset ratio is stable, debt-to-assets ratio measure the 

percentage of total assets financed with debt. Debt-to-equity ratio measure the amount 

of debt capital relative to equity capital. As we can see, from 2008-2009, there is a little 

decrease, after that from 2009-2010, the trend of increasing is obvious, the little change 

means the company use the same way to get the money, because the financial crisis, 

after 2009, the company has more ways to get money, such as bond, or borrow money 

from the bank .the increase of Debt-to- equity ratio means the Poly company has been 

aggressive in financing its growth with debt since 2009. The interest coverage ratio is 

also stable, it manes the company situation of solvency ratio is not very bad, it is OK. 

Following are the chart of solvency. Following are the chart of solvency. 

Chart 4.9 Solvency 

 

   Source: Own calculation. 

4.4 Pyramidal Decomposition of Ratio Return on Equity 

In this chapter, we use the pyramidal decomposition method to analysis the ROE 
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ratio; the ROE ratio has three part, Net profit margin, Assets turnover, and financial 

leverage. We can find out which one has the most impact on ROE.  We can see in Table 

4. 10 relative change of component ratio.  

Table 4.10 Relative change of component ratio 

  2008-2009 2009-2010 2010-2011 2011-2012 

ROE -12.50% 21% 12% 5% 

Assets turnover -3% -6% -10% 15% 

Net profit margin 7% -13% 7.70% -14% 

Financial leverage -6% 43% 7.80% 6.90% 

Source: Own calculation. 

From the Table 4.10, ROE during the period of 2008-2009 decrease a lot, this is 

due to the decrease of the assets turnover and financial leverage, the proportion of 

decreasing of Net profit margin has less influence the other two ratios. In the other 

words, the decrease of ROE during 2008 to 2009 is due to the decrease of assets 

turnover and the not very good use of the leverage. During 2008-2012 , the ROE 

increased a lot, which result from the big increase of financial leverage, we can see, 

during these 4 years, the Net profit margin has decrease, the same as assets turnover, it 

means ROE during this period is due to the better use of the financial leverage . 

Following are the chart of relative change of component ratio. 

 

 Following are the absolute number of component ratio on ROE, from these 

number, we can see the trend of components ratio, learn more about these components 

ratio which has same trend or opposite trend as ROE. We can see in Table 4. 11 absolute 

change of component ratio.  

 

Table 4.11 Absolute number of ROE 

  2008-2009 2009-2010 2010-2011 2011-2012 

ROE -2% 3% 2% 1% 

Assets Turnover -0.01 -0.02 -0.03 0.04 

Net profit margin 1% -2% 1% -2% 

Financial leverage -0.29 1.44 -0.12 -0.05 

Source: own calculation 
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The trend of financial leverage is nearly the same as ROE, the Net profit margin, 

and assets turnover has opposite trend. It means the change of Financial has a great 

influence on the changing of ROE. We have analysis why the change is like this, we 

can see the trend of these component ratios. We will analysis the component ratio 

following. Following are the chart of absolute number of ROE. 

4.4.1 Method of Gradual Changes 

We use method of gradual changes and logarithmic to analysis the decomposition 

of ROE, which are two of the influence quantification. Following are the calculation 

result of these component ratios by gradual methods via formula (2.18). 

Table 4.12 Component ratio on ROE 

  2008-2009 2009-2010 2010-2011 2011-2012 

Net profit margin 1.25% -2.29% 1.54% -2.98% 

Assets Turnover -0.57% -0.93% -2.15% 2.65% 

Financial leverage -1.10% 6% 1.50% 1.40% 

 Source: Own calculation. 

Table4.12 is the change of ROE result from the change of net profit margin, 

financial leverage, assets turnover during 2008-2012. We can see, it can reflect the 

impact on ROE from three component ratio.  

As we can see, the influence of the absolute change of these three ratios on ROE 

during 2008-2009 and 2010-2011, 2011-2012, is nearly the same. From the year 2009-

2010, there is a big difference; the absolute change of financial leverage has the most 

impact on the absolute change of ROE. From 2008-2009, the Net profit margin has 

positive impact on the ROE, while the Asset turnover and Financial leverage has 

negative impact on ROE, the proportion of impact from this three component are 

similar, it means the use of assets and financial leverage are the main assets and 

financial leverage are the main drives of decrease of ROE during these two years. 

The financial leverage has positive impact on ROE during 2009-2012, result from 

the positive absolute change of financial leverage during these years. We can see from 

annual report or income statement, the total revenue of Poly Company is always 

increasing because the development of Chinese real estate and the price of house in 
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China are increasing during these years. So, a one of the biggest real estate in China, 

Poly has a great development during these years. 

The assets turnover has the negative impact on ROE during 2009-2011, and has 

positive impact on ROE during 2011-2012. We can see , Poly is a real estate company, 

so the main job of the company is to building the house, so at the begin the company 

need to borrow the money from the bank or issue the bond or stock. But after the 

company built the house, the company will receive the money from the buyers, so the 

Revenue will increase, that’s the reason assets turnover change from negative to 

positive. Following are the chart of components ratio of ROE. 

Chart 4.10 Component ratio on ROE 

 

  Source: Own calculation. 

4.4.2 Method of Logarithmic 

    Following are the calculation result by using the logarithmic method via formula 

(2.19). Which are one of the ways to analysis the decomposition of ROE. It’s similar as 

the gradual change method, the difference is the calculation method. 

Table 4.13 Component ratio on ROE 

  2008-2009 2009-2010 2010-2011 2011-2012 

Net profit margin 1.00% -2.21% 1.33% -3.00% 

Assets Turnover -0.46% -0.99% -1.89% 2.70% 

Financial leverage -0.93% 6% 1.35% 1.29% 
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   Source: Own calculation. 

From the chart 4.13, we can see that the calculation result is the similarly to the 

gradual change method, the absolute change of financial leverage has the most impact 

on the absolute change of ROE. From 2008-2009, the Net profit margin has positive 

impact on the ROE, while the Asset turnover and Financial leverage has negative 

impact on ROE ,The financial leverage has positive impact on ROE during 2009-

2012,The assets turnover has the negative impact on ROE during 2009-2011, and has 

positive impact on ROE during 2011-2012. The reason of why these component ratio 

have these result i have analysis in the gradual method. Following are the component 

ratio on ROE. 

Chart4.11 Component ratio on ROE 

 

Source: Own calculation. 
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5 Conclusion 

Poly Real Estate Company is the third biggest real estate company in China, maybe 

in the future it will extends their business to all over the world. Of course, in recently 

years, the real estate industry has great development in China, for example in WuHan , 

from 2008-2012 , the average price of house has been twice than before, so the general 

development of Poly Company is good, the revenues and net profit increase a lot. The 

company is always work better, enhanced the efficiency, expand the business scale, 

improve the brand influence, it want to become the biggest real estate company in 

China. 

The aim of submit bachelor thesis was provided financial analysis for Poly Real 

Estate Company during period 2008 – 2012. 

The bachelor thesis is divided into five part including introduction and conclusion. 

Theoretical part is in second chapter. There, we describe financial analysis and source 

of information. In the third part, we characterize of Poly Real Estate Company.  

In the fourth part, we use financial analysis. Firstly, we provided common size 

analysis. From common-size analysis, we can see that the portion of total current 

liabilities is always increasing, it means the company has borrowed many short-term 

money, we can see it from the project, every year, there are many project are on 

building, so the company borrow money from bank, after the house was built, it can 

pay back the money to the bank, short-term liability is easy to get and with very low 

interest, it is benefit for the company. The account receivable is increasing during these 

five years. As we all know, there are hundreds of thousand students graduate, they need 

married, of course the house. Some family even has such require, if you want to married 

with my daughter, you must have a house in our city, so the demand in increasing, 

account receivables is increasing. The year 2009 is the best for the company, the 

company has high level of cash, low level of inventories, and it means the company 

sells a lot of house, the same situation in the year 2012. 

Next we provided the trend analysis. From trend analysis, we can see that, from 

2008-2012, total assets is increasing, equipment, cash all have big growth, the same as 
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the net income, from the year 2009-2010 the net income has the biggest increasing, it 

means the company make a lot of profit during these years. The only problem is the net 

cash provide by operating activity is not very stable, change is very big, it should 

improve the efficiency of operating activity. 

From the financial ratio analysis, we can see that ROE is stable growth, the ROA 

is stable, so the company profitability is improve we can see 2009 the company has the 

most high level of Net Profit Margin and ROA, it’s best for the company. The receivable 

turnover is decreasing, the company’s sale is less used by credit sales, it cans receivable 

the money at once, and it can decrease the risk of the company. The fixed assets turnover 

is decreasing as well, the company has more and more fix assets, the scale of the 

company is bigger.2009 the company has the highest inventory turnover, higher 

receivables turnover and assets turnover, it means the company has high efficiency use 

of it’s assets. The current ratio, decrease from 2008-2012, the same situation as the cash 

ratio, the company must be careful about its ability to meet its long-term obligation. 

The debt-to-equity ratio is increasing from 2008-2012, the company should be more 

careful about the long-term obligation. The year of 2009 company with low level of 

debt, it’s good for the company. 

From the last part of this chapter we provided pyramidal decomposition of the ROE 

and financial leverage is increasing stable. The profitability was strengthening 

increasingly. The component ratio of ROE by using influence quantification analysis, 

we get know the most important factor to make ROE increase. From 2008-2009 is the 

net profit margin has positive impact, after that is has negative impact. From 2009-

2012, the financial leverage has the most positive impact on ROE. 

   In the future, the government’s policy is changing, is more and stricter for buying the 

house, the price of the will is decrease or stable. As we all know, the price of house in 

China is much more than wage average, the government will change this situation. 

What’s the company can do is improve management efficiency, building good quantity 

house, increasing or open the market, design the house for different people, decrease its 

unnecessary cost. Poly is a really good real estate company. It will stable growth in the 

future.
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List of Abbreviations 

 

PLA         Chinese People’s Liberation Army 

CITIC        China International Trust and Investment Corporation 

ROA         Return On Assets 

ROE         Return On Equity 

EBIT         Earnings Before Interest And Tax 

EAT          Earning After Tax 
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Annex 1  

 

Balance Sheet 

  2008 2009 2010 2011 2012 

Assets 

Current Assets           

Cash, cash equivalents, and short-term 

investments           

Cash and cash equivalents 
5,470 15,228 19,151 18,153 32,673 

Short-term investments 
- - - - - 

Total cash, cash equivalents,  

and short-term investments 

5,470 15,228 19,151 18,153 32,673 

Account receivable 
206 467 587 1,058 1,880 

Inventories 
40,196 60,099 109,898 152,107 189,644 

Other Current Assets 
7,340 12,710 17,035 16,674 18,931 

Total current assets 
53,211 88,504 146,672 187,991 243,128 

Non Current Assets           

Not property, plant and equipment 
189 206 323 940 1,378 

Equity and other investments 
- - - - - 

Intangible assets 
4 9 19 21 21 

Deferred Income Taxes 
109 51 132 264 536 

Other long-term asset 
119 1,060 5,182 5,799 6,105 

Total non-current assets 
421 1,327 5,656 7,023 8,041 

Total Assets 
53,632 89,831 152,328 195,015 251,169 

Figures in millions. Currency is CNY. 

 



 

Annex 1  

 

Balance Sheet  

Years 2008 2009 2010 2011 2012 

Liabilities and stockholders' equity      

Liabilities           

Current Liabilities           

Account payable 
2,414 2,721 4,210 9,545 12,793 

Taxes Payable 
-356 -975 -1,478 -3,952 -4,085 

Current Debt 
4,314 3,999 7,342 13,925 25,672 

Other current liabilities 
13,143 32,488 58,824 79,068 106,091 

Total current liabilities 
19,515 38,234 68,897 98,586 140,471 

Non-current liabilities           

Deferred taxes liabilities 
141 124 110 102 68 

Long Term Debt 
18,301 24,512 51,301 54,262 55,850 

Other long-term liabilities 
1,596 1,873 2,311 6,807 12,293 

Total non-current liabilities 
20,038 26,509 53,722 61,171 68,211 

Total Liabilities 
39,553 64,742 122,619 159,757 208,682 

Stockholders' equity           

Common stock 
2,452 3,520 4,576 5,948 7,138 

Additional paid-in capital 
6,800 14,282 13,280 11,897 10,777 

Other reserves 
- - - - - 

Retained earnings 
4,575 6,867 11,379 16,783 23,758 

Minority Interests 
1,594 1,873 2,311 6,807 12,293 

Total stockholders' equity 
14,079 25,088 29,709 35,258 42,486 

Total liabilities and stockholders' equity 
53,632 89,831 152,328 195,015 251,169 

Figures in millions. Currency is CNY. 
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Income Statement 

 2008 2009 2010 2011 2012 

Revenue 
15,520 22,987 35,894 47,036 68,906 

Cost of Revenue 
9,188 14,524 23,645 29,537 43,972 

Gross Operating Profit 
6,332 8,463 12,249 17,499 24,934 

Operating expenses 

Research and development 
     

Sales, general and administrative 
     

Staff cost 
     

Depreciation and amortization 
     

Other Operating Expenses 
2,495 3,242 4,824 7,535 11,540 

Total Operating Expenses 
2,495 3,242 4,824 7,535 11,540 

Operating income before 

interest and taxes 

3,837 5,220 7,424 9,964 13,394 

Non-operating income 
186 159 -20 110 139 

Income before income taxes 
4,023 5,379 7,405 10,074 13,532 

Provision for income taxes 
980 1,371 1,899 2,707 3,554 

Net income from continuing 

operations 

3,044 4,008 5,505 7,367 9,979 

Net Income 
2,239 3,519 4,920 6,531 8,438 

Net income available for 

common shareholders 

2,239 3,519 4,920 6,531 8,438 

Earnings per share 

Basic 
0.35 0.52 0.69 0.92 1.18 

Diluted 
0.35 0.52 0.69 0.92 1.18 

Figures in millions. Currency is CNY. 
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Figures in millions. Currency is CNY. 

 

 

Cash Flow  

 2008 2009 2010 2011 2012 

Cash Flows From Operating Activities  

Net Income 3,044 4,008 5,505 7,367 9,979 

Depreciation and amortization 19 47 194 221 282 

Deferred income taxes -37 41 -95 -139 -306 

Accounts receivable -199 -5,632 -4,445 -109 -3,080 

Inventory -14,648 -19,903 -49,799 -42,209 -37,536 

Account payable 4,008 20,548 26,272 26,386 33,284 

Other working capital 0 0 0 0 0 

Other non-cash items 222 -253 -2 562 471 

Net cash provided by 

operating activities 

-7,590 -1,145 -22,370 -7,922 3,093 

Cash Flows From Investing Activities  

Investment in property, plant 

and equipment 

     

Acquisitions Net      

Purchases of investments -6 -369 -711 -101 0 

Sales/Maturities of investments - 2 - 9 178 

Purchases of intangibles      

Other investing activities -56 -36 -1,146 -356 -171 

Net cash used for investing 

activities 

-62 -403 -1,857 -448 6 

Cash Flows From Financing Activities  

Common stock issued 49 7,890 331 3,695 4,083 

Dividends -1,615 -1,766 -3,235 -5,348 -6,853 

Other financing activities 10,063 5,182 31,037 9,047 14,096 

Net cash provided by (used 

for) financing activities 

8,496 11,306 28,133 7,393 11,326 

Net Change in Cash 844 9,758 3,904 -979 14,427 

Cash at beginning of period 4,626 5,470 15,228 19,131 18,153 

Cash at end of period 5,470 15,228 19,131 18,153 32,580 

Free cash in flow  

Operating Cash Flow -7,590 -1,145 -22,370 -7,922 3,093 

Capital Expenditure -24 -38 -66 -49 -71 

Free Cash Flow -7,614 -1,182 -22,436 -7,970 3,021 


