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1 Introduction 

Financial analysis is the way to help us to know the financial fact of a company, by using 

different kinds of methods to analyze company’s financial statements to evaluate its profitability, 

ability of repayment, current situation and development prospects. By the development and 

standardization of fiscal taxation law and improvement of financial accounting’s working 

quality, most of the companies’ financial statements can truly reflect the actual business 

operations. 

Therefore, the results of the financial analysis can objectively reflect the financial 

conditions and operation achievements. Financial analysis provides a scientific basis for 

enterprises to further strengthen the financial management and operating and financial decisions, 

prompts operators to improve their work, also helps the investors make the decision whether 

they will invest this company or not. 

The goal of the thesis is to analyze financial position by the help of financial statements of 

Lang Sha Group Company, Ltd. for period 2009 – 2013, analyzing company’s situation and 

then put forward some personal advice. 

The thesis consists of five chapters. The first one and last one are introduction and 

conclusion. And there are three main chapters of the thesis. 

In chapter 2, we will first describe the main purpose of financial analysis and the definition 

of financial statements. And we will also introduce the methods of financial analysis which we 

use in the thesis. There will be three main parts of the chapter: one is common-size analysis, 

next is financial ratio analysis and the other is analysis of DuPont. 

In chapter 3, it will be an introduction about the fact of Lang Sha, such as its history, 

development, culture, prospect and so on. As a good analyzer, we should know the enterprise 

comprehensively and clearly, by which we can understand the situation of the company roughly. 

In chapter 4, we will conduct a comprehensive analysis by using the aforementioned 

methods we have already described. By this way, we can clearly understand the fundamentals 

of the company’s five-year trend. In this chapter, we will make full use of the enterprise’s 

financial statements like income statements, balance sheets and cash flow statements. Therefore, 

it is the actual component and also herein the most important part.   
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2 Description of the Financial Analysis Methodology 

In order to analyze the financial position within a given period of the corporation, in the 

first step we need to gather data which from the corporation such as balance sheet, cash flow 

statement and income statement and so on. And then we can analyze by comparing some 

information which we got. The purposes of financial analysis, definition of financial statements 

and methods of financial analysis are described as follow. 

 Main purposes of financial analysis and statements 

 Common-size analysis 

 Financial ratio analysis 

 DuPont analysis 

Here in this chapter the main references books we use are International Financial 

Statement Analysis (Robinson, Thomas R), Analysis of Financial Statements (Pamela Peterson 

Drake) and Financial Models (Zdeněk Zmeškal, Dana Dluhošová & Tomáš Tichý). 

2.1 Main purposes of financial analysis and statements 

The main reference of this part is the book named International Financial Statement 

Analysis written by Robinson, Thomas R in New York. 

About the definition of financial analysis there can be variety expression, and Bernstein 

2001 believes that the financial analysis is a process of judgment which aims at assessing 

condition and results of operations, and its main purpose is for the company’s future condition 

and results of operations for optimal prediction1.  

2.1.1 The main purpose of financial analysis 

Why should we do the financial analysis for the enterprise?  

The purpose of financial analysis is the ultimate goal of financial analysis, and the ultimate 

goal of financial analysis is to provide reliable financial statements to users to make the relevant 

decisions. 

                                                             
1: BERNSTEIN, Leopold A. Financial Statements Analysis. 1 ed. Beijing: Peking University Press. 2001. 382 p. ISBN: 978-

7-3010-476-44. From its chapter 1: introduction of financial statements. 
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With analyzing different subjects, the main purpose of financial analysis can be different. 

General purposes of financial analysis can be summarized as follows: evaluating the past 

operating performance; measuring the current financial situation; predicting future trends. 

Depending on the purpose of the analysis, financial analysis can be divided into liquidity 

analysis, profitability analysis, financial risk analysis, thematic analysis such as bankruptcy 

analysis and the analysis of inspection procedures auditors. 

2.1.2 Financial statements 

As what we will use to analyze the situation of a company, financial statements will also 

be introduced here. Financial statements are a kind of accounting document, which always 

reflect an enterprise over a fiscal period (mainly quarterly or annual) financial performance, 

and the end of the situation.  

The financial statements are under generally accepted accounting principles reporting the 

financial condition selectively, are the approximate description of the reality of the economic 

situation. 

Financial statements are developed with the increasing requirements from the business 

community to the disclosure of accounting information. We have the so-called saying of 

“financial three statements”, which refers to the three most basic financial statements using in 

the corporate financial reporting. These three statements are balance sheet, cash flow statements 

and income statement. Wherein, the “cash flow” is obtained by the calculation between 

“balance sheet” and “income statement”, which has the effect of checking computations. 

We will use these three statements to analyze the situation of the company we have chosen. 
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Balance sheet 

Balance sheet is a one of the financial statements that collectively accounting entity is 

reflected on a specific date (such as the year, quarter, month) reports financial situation. The 

prototype of the balance sheet was appeared in the ancient Italy, with the development of 

business, the demand for commercial financial of merchants were strengthened increasing. 

Usurious moneylenders out of the consideration for the safety of the loan principal, merchants 

began to focus on their own balance sheets, and then the balance sheets so evolved. 

And the framework of balance sheet is shown in Image 2.1 as follow. 

Image 2.1 Structure of the Balance Sheet 

 

 

Sources: http://www.creditmanagement-tools.com/understand-and-analyze-the-balance-sheet-c1-

r13.php 

The balance sheet reflects the three aspects of the assets, liabilities and owners' equity, and 

meet the "Assets = Liabilities + Equity" balanced. 

Assets should be presented in the balance sheet in accordance with current assets and non-

current assets into two categories, under the current assets and non-current assets according to 

the nature of further sub-categories listed. 

Liabilities shall be in accordance with current liabilities and non-current liabilities in the 

balance sheet under current liabilities and non-current liabilities category further by nature by 

item. 
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Generally in accordance with the owner's equity paid-up capital, capital reserves, surplus 

reserves and retained earnings by item. 

Income statement 

The income statement refers to the statements reflect the company's operating results in a 

certain accounting period. It is a kind of financial statements that reflects the conclusion of the 

company in an accounting period (such as annual, quarterly, monthly) and its distribution within 

the business (or make up) the situation. 

Here in the Image 2.2 we can find the structure of income statement more clearly. 

Image 2.2 Structure of the Income Statement 

Sources: http://sustainabilityadvantage.com/dev/2011/05/29/aligning-esg-benefits-with-the-

income-statement/ 

From this Image 2.2 we can know the relationship between revenues, expenses and profit 

is satisfied at the equation “Revenues-Expenses=Profit”. And when the total profit minus 

interest, taxes, depreciation and amortization we can obtain the net profit. 

With the increasing of the competition in the modern business, the disclosure requirements 

of the enterprise information for the business community became much higher than before, and 

the static, limited to the point of financial statements – balance sheets has been unable to meet 

the requirements of information disclosure, however there was growing concern that enterprise 

continued viability which also means the profitability of the enterprise. Then, during the 
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reporting period – income statements embarked on the stage of history. 

Another view of the appearing of the income statement is that the direct cause of the 

emergence of the income statement is requirements of the modern tax system development. 

Cash flow statement 

Statement of changes in financial position is a reflection of the enterprise in a certain 

accounting period (usually an year) within the funding sources and application of accounting 

statements whereabouts, is a comprehensive reflection of corporate financial management 

processes, and report the reasons for changes in financial position and results. 

The statement of changes in financial which is prepared on the basis of the cash flow also 

called cash flow statement, it is reflected in a certain accounting period financial statements of 

cash receipts and cash disbursements. Its purpose is to prompt the solvency and liquidity. 

From the Image 2.3 we found we can easily know how the cash flow statement be made 

up. 

Image 2.3 Structure of Cash Flow Statement 

Sources: http://www.builder-resources.com/Survive.html 

The predecessor of cash flow statements was funds statement, first appeared in 1862 in the 

United Kingdom. In the year of 1908, William Moss Kaul accounting the textbook he wrote 

which officially said the statement was “cause and effect statement”, and a few years later, the 
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statement was called as “funds statement”. And then since the 1970s, the funds statement had 

become one of the necessary financial statements of enterprise compiled to outside in western 

countries2. 

Bob Vause3 said that “no cash, no business”, because if one company is lack of cash it 

will be unable to pay to the staff and some operating activities. Profit is part fact, part opinion 

and occasionally part hope, profit does not mean cash. Companies can survive without profit as 

long as they have cash available. Even a profitable company cannot survive without cash4.  

In general, cash flow statement is used as the reporting construction, classifying reflects 

the cash flow from operating activities, the cash flow generated from investing activities and 

from financing activities. And the final summary reflects a net increase in cash and cash 

equivalents during a certain period. 

2.2 Common-size analysis 

For about understanding the definition of common-size analysis, we use the book named 

Analysis of Financial Statements written by Pamela Peterson Drake. 

Common-size analysis is a method to compare the difference between financial statements 

with different periods and factors. The common-size analysis achieves these comparisons by 

using measure some part of an enterprise’s financial operations against the whole operations. 

By this way, common-size analysis changes the original data into percentage that allow for 

much easier comparison across time and between companies. The analysis is a kind of 

technology we can use to control for the scale effect. Major differences and identify the trends 

are the main objects of common-size analysis.  

This method of analysis can be used in income statements and balance sheets, but it is only 

be used to come up with the number of accurate accounting practices. It can be hard to make 

financial comparisons between companies, even they are in the same industry, because the 

circumstance of the companies can be very different. By the same token, it is hard to see the 

                                                             
2: Sources: http://en.wikipedia.org/wiki/Cash_flow_statement. 

3: Bod Vause: is a Fellow of the Institute of the Chartered Accountants and an Emeritus Fellow of Templeton College, 

Oxford, where he has taught for more than 20 years. He is consultant to many large companies. We use his book “Guide to 

Analyzing Companies” in the thesis. 

4: Quote from: VAUSE, Bob. Guide to Analyzing Company. 5. ed. Canada: Bloomberg Press, 2009. 326 p. ISBN 978-1-

57660-341-3. 
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numbers an enterprise has produced in a single year and use this data to compare it to what the 

company did, for example, several years ago, the financial conditions would have changed 

certainly in that time span. 

The performance of common-size analysis allows for much more reliable comparisons can 

be made. 

Common-size analysis is divided into two types, which are vertical analysis and horizontal 

analysis. These two types of analysis can help reader of financial statement to make the 

comparisons of different size of companies. Vertical analysis and horizontal analysis are similar 

to each other, because both of them change the money amounts stated into percentages. The 

difference between these two is the approaches in the base to calculate the percentage. 

2.2.1 Horizontal analysis 

Horizontal analysis is a kind of common-size analysis method which compares the 

information from financial condition in reporting period with the information from earlier 

period or a certain period of one enterprise, to look at the operating performance or the changes 

in the development of the financial conditions. In the horizontal common-size analysis, we 

always use a base year as the benchmark and restate all subsequent years relative to that base. 

The basic point of the horizontal analysis is we use the same item in different periods of 

resource data in the report to make the comparison which we can assess the growth of the 

company in that period. Horizontal analysis can be used on different enterprises in the same 

industry in order to assess a company’s performance relative to its competitors.  

The data of the horizontal analysis can be line items, for example, like the cost items. It 

can also be a ratio, which is determined by two or more items. And the data of the horizontal 

analysis is found in the financial statements of the company such as balance sheet, cash flow 

statement, and income statement and so on. 

There are two main methods of horizontal analysis, first is comparative analysis approach5 

and the other is index-number series6. The last method can show us the trend of the certain item 

we analyzed and it is always regarding one year as a base year (we generally see the earliest 

                                                             
5: Sources: http://wiki.mbalib.com/wiki/Comparative_Financial_Statements. 

6: Sources: http://wiki.mbalib.com/wiki/Index-number_Teries.  
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year as a base year). And for the pervious method, there can be two detail way to calculate, they 

are respectively the comparison of the absolute and the relative comparison. 

2.2.2 Vertical analysis 

Vertical analysis is another kind of analysis method of common-size analysis. In the 

financial statement, vertical analysis use the data of various items to compare with the overall 

(or we can call it total number of statement) and then obtain the result about the importance, 

changes and position in the overall of this item. 

Vertical analysis is corresponding with horizontal analysis. Horizontal analysis pays 

attention to the comparison of the certain in different period of time, while vertical analysis 

focus on the internal structure analysis of various items in the statement. It only makes the 

vertical analysis of the income statement or the balance sheet in the current period. Vertical 

analysis uses the percentage of revenue to express all items in the income statement and balance 

sheet items are expressed as a percentage of total assets. 

Vertical analysis has three main processes. First is to calculate the proportion of all items 

in the overall. Then by this proportion we can assess which item can be important to the 

company and which is not. Thirdly, we can use this proportion to compare with the proportion 

data in base year or previous year to observe the changes of the trends. 

2.3 Financial ratio analysis 

We always use financial accounting and other information to assess an enterprise’s 

financial conditions and financial performance which is called financial ratio analysis. Financial 

ratio analysis is the most basic tool of financial analysis. As we can see, using available financial 

data we can convert into hundreds of ratios, financial ratio analysis uses these ratios which are 

made by the comparisons of financial data to assess a company’s profitability and financial 

health.  

There are basically three types of financial ratios. First type is ratio of balance sheet, 

summarizes the financial position of certain aspects of a particular point of time, it is a 

comparison between the two "stock" items. Just as its name implies, “stock” is a numerical 



14 
 

value of economic variables that exists in a particular point of time, for example, a bank has 

500 dollars in its vault on a certain day a certain year. Second is income statement ratio, 

summarizes some aspects of the operating results of the company for a period of time, and 

compare one "flow" item with another "flow" item of the income statement. “Flow” is different 

from “stock”, it refers to the value of an economic variable changes occur during a given period, 

which is measured in a certain degree the period, and its size has a time dimension, such as the 

accrual of liquidity and the total labor income and so on. The last one is ratio of balance sheet 

and income statement, reflects the consolidated operating results of the company, it is to 

compare a "flow" item of the income statement and a "stock" item of the balance sheet. 

The main ratio categories can be described as follows: 

 Activity ratios 

 Leverage ratios 

 Profitability ratios 

 Liquidity ratios 

Every ratio offers some different analysis. The financial ratio has become the most 

important for the recent year because it represents the latest financial data available. And 

moreover, the ratio will show that the company is good or not directly and definitely. 

2.3.1 Activity ratios 

Activity ratios can be measures of efficiency of a company, so in general, when the activity 

ratio is higher means that the operating of company is better. Activity ratio will help us to 

measure how will a company uses its assets such as assets utilization, and it will indicate how 

much a company invested in a particular assets relative to the revenues that the assets are 

generating. 

Turnover ratio and number of days are the two types of activity measures, the turnover 

ratio has the direct relationship with the number of days. Because we measure how many times 

the company has effectively used its assets to produce benefits during a certain period by using 

turnover ratio, and by using number of days we measure how long a company need to regain 

the investment of the company. 



15 
 

Activity ratios are shown as follows. 

Accounts receivable turnover (ART) 

Accounts receivable turnover is the ratio of sales divided by average accounts receivable, 

which reflects from the company obtains the right of accounts receivable to regain the 

reimbursement, the length of time the company needs to convert to cash. 

The accounts receivable of a company has a pivotal position in current assets. If the 

company can recover its accounts receivable in time, the efficiency of the use of assets will be 

able to substantially increase. The accounts receivable turnover is calculated as: 

 

  𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =
𝑆𝑎𝑙𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒
               (2.1) 

 

In general, the higher of the accounts receivable turnover, the better it will be. The high 

accounts receivable turnover indicates that the accounts receivable speed of the company is fast, 

average collection period is short, liquidity of assets is fast, bad debt losses is low and the 

solvency is strong. Correspondingly, the shorter are the receivable turnover days, the better it 

will be. 

If the actual number of days to recouped accounts receivable is more than the days that the 

company has stipulated, it means that the debtor defaults long time, creditworthiness is low and 

it will increase the risk of bad debt losses. The condition also shows that the company overdue 

receivable ineffective which leads to the stagnant of the assets liquidity, it can be very 

unfavorable to the company’s normal production and operation. 

But on the other hand, if the days of accounts receivable is too short, it means that the 

company pursues a tight credit policy, payments clauses are too harsh, this will limit the 

expansion of enterprise sales, especially when such a restriction when the cost (income 

opportunity) is greater than the cost of credit, will affect the company's profitability. 

Inventory turnover (IT) 

Inventory turnover is the ratio of the cost of the main business of the enterprise and the 

average inventory balance. Inventory turnover reflects that the liquidity of the inventory and 

the amount of assets used in inventory is reasonable or not, encourage enterprises to ensure the 
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continuity of production and management, while improving capital efficiency, enhance short-

term solvency. 

Inventory turnover is an important indicator of the ability to analyze business operations, 

and is widely used in business management decisions. Inventory turnover can not only be used 

to measure various aspects of production and inventory management operational efficiency, and 

is also used to evaluate business performance, reflecting the performance of the enterprise. The 

formula of inventory turnover should be: 

 

𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =
𝐶𝑜𝑠𝑡𝑠 𝑜𝑓 𝐺𝑜𝑜𝑑𝑠 𝑆𝑜𝑙𝑑

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦
                (2.2) 

 

If the inventory turnover is higher which indicates the inventory asset cash ability is 

stronger, the speed of inventory and occupancy on the inventory turnover is faster. 

Average collection period (ACP) 

Average collection period means the average number of days the company needs from 

sales beginning to reclaim the cash. The computational formula of the average collection period 

is: 

 

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐶𝑜𝑙𝑙𝑒𝑐𝑡𝑖𝑜𝑛 𝑃𝑒𝑟𝑖𝑜𝑑 =
𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒

𝐶𝑟𝑒𝑑𝑖𝑡 𝑆𝑎𝑙𝑒𝑠
∙ 360           (2.3) 

 

The shorter is the collections days, the better is the working capital efficiency. 

Payables turnover (PT) 

Payables turnover reflects the degree of flow of the accounts payable in a company. 

Reasonable accounts payable turnover is from the comparison with the same industry and the 

normal level of the company. Payables turnover’s formula is as follow: 

 

𝑃𝑎𝑦𝑎𝑏𝑙𝑒𝑠 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =
𝑆𝑎𝑙𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑃𝑎𝑦𝑎𝑏𝑙𝑒𝑠 
             (2.4) 

 

If the company’s payable turnover is lower than the industry averages, indicates that the 
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enterprise can occupy more payment for goods from the provider than other industries, which 

shows the company’s important market position, but it should also assume more repayment 

pressure at the same time, and vice versa. 

If the payables turnover is faster than before, means that the company occupies the 

payment for goods from the provider has been decreased, it may indicate the enhanced 

bargaining power of upstream suppliers, requiring fast back section of the case, there may even 

herald tight supply of raw materials, and vice versa. 

Fixed assets turnover (FAT) 

Fixed assets turnover represented the number of times the fixed assets revolve within a 

fiscal year. The fixed assets turnover is calculated as: 

 

𝐹𝑖𝑥𝑒𝑑 𝐴𝑠𝑠𝑒𝑡𝑠 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =
𝑆𝑎𝑙𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐹𝑖𝑥𝑒𝑑 𝐴𝑠𝑠𝑒𝑡𝑠
                 (2.5) 

 

The more times are the fixed assets revolve, the shorter is the number of the turnover days; 

on the contrary, the fewer times are the fixed assets revolve, the longer is the number of the 

turnover days. 

Total assets turnover (TAT) 

Total assets turnover is a ratio of net operating income to average total assets for a certain 

period. The total assets turnover is an important indicator to examine the operational efficiency 

of corporate assets. It reflects the circulation speed of all of the assets from input to output 

during the operating time, also reflects the management quality and efficiency of all of the assets 

of the enterprise. The formula of the total assets turnover is: 

 

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =
𝑇𝑜𝑡𝑎𝑙 𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
                (2.6) 

 

Through comparative analysis of the indicators, we can reflect the changes in operating 

efficiency of total assets in the current year and the previous year, find the gaps in assets 

utilization with other similar enterprises, in order to promote the company improve the product's 
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market share, to improve assets efficiency. Under normal situation, the higher is the total assets 

turnover, the faster is the total assets turnover, the stronger is the sale ability and the higher is 

the assets utilization efficiency. 

2.3.2 Leverage ratios 

Leverage ratio which is also called solvency, is the ratio of financial capacity to repay, it 

is used to measure the company's debt and operations revenue to reflect the company's ability 

to fulfill the debt. In short, leverage ratio always measures company’s ability to meets its long-

term obligation. 

Leverage ratio also measures the mix of operating costs of an enterprise and then gives an 

idea of how changes in output will affect operating income. According to company and the 

industry, the mix of the two types of operating costs, fixed costs and variable costs will be 

different. 

Common leverage ratios are shown as follow. And the debt is defined as total liabilities. 

Debt to assets ratio 

Debt to assets ratio is a ratio of the proportion of assets that is financed with debt which 

includes both short-term and long term debt. And the formula is: 

 

𝐷𝑒𝑏𝑡 𝑡𝑜 𝑎𝑠𝑠𝑒𝑡𝑠 𝑟𝑎𝑡𝑖𝑜 =
𝑇𝑜𝑡𝑎𝑙 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
                       (2.7) 

 

The lower is the ratio the better it will be for the creditors. Because the company owners 

(shareholders) only assume limited liability generally, once the bankruptcy liquidation 

happened, the very realization of assets may be lower than its book value. So if the ratio is too 

high, the creditor may suffer. When the debt to asset ratio is higher than 100% which indicates 

that the company has been insolvent, the risk is large for the creditors. 

Debt to equity ratio 

Debt to equity ratio is the ratio of total liabilities and total stockholders’ equity which is an 

indicator to assess the reasonableness of the capital structure. Debt to equity ratio can reflect 
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the degree of loan business of corporate. It is one of the indexes to measure the enterprise’s 

long-term solvency. It is calculated as: 

 

𝐷𝑒𝑏𝑡 𝑡𝑜 𝐸𝑞𝑢𝑖𝑡𝑦 𝑅𝑎𝑡𝑖𝑜 =
𝑇𝑜𝑡𝑎𝑙 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝑆𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟𝑠′𝐸𝑞𝑢𝑖𝑡𝑦
                (2.8) 

 

It is an important indicator of whether corporate financial structure is robust or not. The 

low debt to equity ratio indicates that the company’s own capital has a large proportion in total 

assets, the long-term solvency is strong. 

Long-term debt to equity ratio 

Long-term debt to equity ratio is similar to debt to equity, long-term debt to equity is a 

long-term prospective of debt and equity positions of shareholders is the main difference 

between these two. The formula of long-term debt to equity ratio is like: 

 

𝐿𝑜𝑛𝑔 − 𝑡𝑒𝑟𝑚 𝐷𝑒𝑏𝑡 𝑡𝑜 𝐸𝑞𝑢𝑖𝑡𝑦 𝑅𝑎𝑡𝑖𝑜 =
𝐿𝑜𝑛𝑔 − 𝑡𝑒𝑟𝑚 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝑆𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟𝑠′𝐸𝑞𝑢𝑖𝑡𝑦 
            (2.9) 

 

When the index is lower means that corporate liabilities capitalization is low, the long-

term debt pressure is small. This indicator is used to reflect the proportion of long-term 

liabilities with interest-bearing the company need to repay in total long-term working capital, 

therefore the index should not be too high, and it should be below 20% generally. 

2.3.3 Profitability ratios 

When a corporate wants to make a decision of investment, they must consider the profit 

as the most criterion of the company. Profitability is the most significant predictor of enterprise 

market valuation. Whether investors, creditors, or business executives, are increasingly pay 

attention to and concerned about corporate profitability. 

Profitability ratio refers to normal operating ability to make a profit, is the basis for the 

survival and development of enterprises. There are many indexes to reflect the profitability like 

return on assets, return on equity, operating profit margin and so on, we will introduce as follows. 
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Return on assets (ROA) 

Return on assets is the index to show you the relationship between net income and average 

total assets. It is used to measure how much net profit will be created by assets per unit. The 

formula of return on assets can be written as: 

 

𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝐴𝑠𝑠𝑒𝑡𝑠 =
𝐸𝐴𝑇

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑡𝑒𝑠
             (2.10) 

 

The higher is the index the better is the effect of use of corporate assets, indicating that the 

company’s abilities of increasing revenues and saving money are strong. 

Return on equity (ROE) 

Return on equity is similar to the return on investment, it is used to assess the profitability 

of the enterprise, can also be used in the comparison profitability of different companies in the 

same industry. Return on equity is calculated as: 

 

𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝐸𝑞𝑢𝑖𝑡𝑦 =
𝐸𝐴𝑇

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑆𝑡𝑜𝑐𝑘ℎ𝑜𝑙𝑑𝑒𝑟𝑠′𝐸𝑞𝑢𝑖𝑡𝑦
               (2.11) 

 

However, the high return on equity does not mean the company has strong profitability. 

Some of industries do not need too much assets input, hence their return on equity can be high 

usually such as consulting companies. Some industries need invest a lot of basic construction 

to produce a profit such as oil refineries. Hence, we cannot only use return on equity to 

determine the company’s profitability. 

Operating profit margin (OPM) 

Operating profit margin is defined as the ratio of operating profit and corporate revenues. 

It is a measure of enterprise operating efficiency indicator, reflecting the ability to obtain profit 

of business managers by operating without considering the non-operating costs.  
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The formula is written as follow: 

 

𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑃𝑟𝑜𝑓𝑖𝑡 𝑀𝑎𝑟𝑔𝑖𝑛 =
𝐸𝐵𝐼𝑇

𝑇𝑜𝑡𝑎𝑙 𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
                  (2.12) 

 

The higher is the operating profit margin the more operating profit the company’s products 

sold has provided, the stronger is the profitability of the company. On the contrary, if the ratio 

is low means that the profitability of the company is sick. 

Net profit margin (NPM) 

Net profit margin measures net profit (as a percentage) per one unit of revenues. It is an 

important indicator reflecting the company’s profitability, is the profit margin after deducting 

all costs, expenses and corporate income tax. The net profit margin can be calculated as: 

 

𝑁𝑒𝑡 𝑃𝑟𝑜𝑓𝑖𝑡 𝑀𝑎𝑟𝑔𝑖𝑛 =
𝐸𝐴𝑇

𝑇𝑜𝑡𝑎𝑙 𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
                     (2.13) 

 

Only concerned about the absolute amount of increase or decrease in net income is not 

sufficient to reflect the changes in the company’s profitability, we should also require a 

combination of changes in main business income. For example, if the growth of the main 

business revenues is faster than the net profit growth, the company’s net profit margin will 

decline, means that the company’s profitability is going down, and vice versa. Hence, the net 

profit margin is more telling than the net profit. 

2.3.4 Liquidity ratios 

Liquidity of a company means that the company’s ability to have available when needed 

to meet its short-term obligation. The liquidity ratio analyzes company’s liquid assets (in the 

form of cash or can be quickly converted in cash) and short-term liabilities and obligation. 

Liquidity ratio measures company’s ability to meet its immediate or short-term liabilities and 

obligation. 

In general, the higher is the liquidity ratio the stronger is the ability of enterprises to repay 



22 
 

short-term debt. Under normal circumstances, the business cycle, current assets in the amount 

of accounts receivable and the turnover rate of inventories are the main factors affecting the 

liquidity ratios. 

Basic ratios of liquidity ratio are current ratio, quick ratio and cash ratio, we will describe 

below. 

Cash ratio 

Cash ratio is the ratio to measure the liquidity of the company’s assets by calculating the 

total cash and cash equivalents and current assets to current liabilities. It will exclude 

inventories and receivables. In other words, cash ratio is only a measure of the most liquidity 

of the project in a current of all assets to liabilities. The formula of cash ratio is: 

 

𝐶𝑎𝑠ℎ 𝑅𝑎𝑡𝑖𝑜 =
𝐶𝑎𝑠ℎ + 𝑆ℎ𝑜𝑟𝑡 − 𝑡𝑒𝑟𝑚 𝑀𝑎𝑟𝑘𝑒𝑡𝑎𝑏𝑙𝑒 𝑆𝑒𝑐𝑢𝑟𝑖𝑡𝑖𝑒𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
         (2.14) 

 

Generally, we think the cash ratio can be good if it is more than 20%. However, if this ratio 

is too high, it means that the enterprise has not been rational use of current assets, and the low 

profitability of cash assets, the amount of such assets is too high will lead to increased business 

opportunity cost. 

Current ratio 

Current ratio refers to the ratio of current assets to current liabilities. Current ratio and 

quick ratio both are the indicators to reflect short-term solvency of corporate. The formula of 

current ratio can be written as: 

 

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑅𝑎𝑡𝑖𝑜 =
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
                (2.15) 

 

In general, the high current ratio indicates that assets’ liquidity of corporate is strong, short-

term solvency is strong as well; otherwise weak. Generally, the current ratio should be 2: 1 or 

more, it represents current assets are twice to current liabilities, even if the company cannot 

change half of current assets in the short-term, it can also ensure that all of the current liabilities 
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are able to be repaid. 

Quick ratio 

A more stringent measure of liquidity is the quick ratio. When calculating the quick ratio, 

current assets deducted from the inventories because the speed of changing inventories to cash 

in the current assets can be slow, and some unmarketable inventories are unable to change to 

cash. The quick ratio can be calculated as: 

 

𝑄𝑢𝑖𝑐𝑘 𝑅𝑎𝑡𝑖𝑜 =
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠 − 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑖𝑒𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
              (2.16) 

 

Generally, quick ratio should be 1:1 or more, which means that quick assets such as cash 

and so on are equal to current liabilities, you can always pay current liabilities. 

2.4 DuPont analysis 

The reason why DuPont analysis named DuPont is because the first company use the 

analysis to measure its performance in the 1920s was called DuPont Company7 in America, 

and this method of analysis has been in use ever since and posterity give the analysis a name as 

same as the company’s.  

In the standard, in order to bring a higher return on investment, assets are always assessed 

according to the book value rather the net book value. DuPont analysis is a financial indicator 

which regards return on equity as the core, by the internal relations of financial indicators, 

systematically and comprehensively analyzes the profitability of corporate, gives an evaluation 

for the performance of corporate in financial perspectives. DuPont has specifically very clear 

hierarchy structure which is typical analysis method that conducts the comprehensive analysis 

of the company’s finance by using the relationship between financial indicators. 

The basic idea of DuPont analysis is to progressively decompose the corporate ROE into 

several parts of financial ratios which helps in depth analysis and comparison of operating 

performance. This provides us convenience to know the operating and profit situation of the 

                                                             
7: DuPont company: total name is E. I. du Pont de Nemours and Company, (NYSE: DD) in America. The first company use 

the DuPont Analysis and this is why DuPont analysis is called DuPont Analysis. 
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company we analyzed more clearly and more comprehensively. 

On the other hand, DuPont analysis helps corporate management more clearly to see the 

decisive factors of ROE, as well as the interrelated relationship between net sales, total assets 

turnover ratio and debt ratio. And it offers a clear roadmap for the company management to 

investigate the efficiency of assets management and whether the return of shareholders’ 

investment is maximizing or not. 

For knowing DuPont more clearly we use the book named Financial Models written by 

Zmeškal 2004 and then we will talk about the definition and the standard of DuPont analysis in 

this part 2.4. Here are the formulas of DuPont analysis we can see. 

 

         𝑅𝑂𝐸 = 𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝐴𝑠𝑠𝑒𝑡𝑠 ∙ 𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒

=  𝑁𝑒𝑡 𝑃𝑟𝑜𝑓𝑖𝑡 𝑀𝑎𝑟𝑔𝑖𝑛 ∙ 𝑇𝑜𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 ∙ 𝐸𝑞𝑢𝑖𝑡𝑦 𝑀𝑢𝑙𝑡𝑖𝑝𝑙𝑖𝑒𝑟 

 

𝑅𝑂𝐸 =
𝐸𝐴𝑇

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
∙

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝑇𝑜𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
∙

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠

𝐸𝑞𝑢𝑖𝑡𝑦
                              (2.17) 

 

From the formulas 2.17 we can know that the ratio of return on assets can be an important 

indicator in DuPont analysis, while ROA is determined by net profit margin and total assets 

turnover. TAT can inflect the speed of the turnover of total assets to indicate the profitability of 

corporate. About the NPM which is used to inflect the income levels of sales to indicate the 

operation ability of the company. Expand sales, reduce costs is the fundamental ways to increase 

the corporate’s sales margin, and also the necessary condition and way to improve the TAT. 

Another indicator is financial leverage which measured by the equity multiplier to indicate 

the solvency. The higher is the debt-to-assets ratio, the higher is the EM which means that the 

more debt the company has, and it will have more leverage profit but more risks, too. On the 

contrary, the lower is the debt-to-assets ratio, the lower is the EM and both leverage profit and 

risk will be lower at the same time. 
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Figure 2.1 Structure of DuPont Analysis 

 

Here in the Figure 2.1 we can clearly see the structure of the DuPont analysis. Three Main 

parts are NPM, TAT and EM while they can also divided into several different parts. From the 

Figure there are some abbreviations, Rev means revenues, A means total assets while FA and 

CA mean fixed assets and current assets, E is total equity, D means debts and SD, LD, OD mean 

short-term debt, long-term debt and other debt. INT is interests and TX is taxes. All of these 

parts are the factors that influence the value of ROE. 

And for analyzing of DuPont analysis, we need some indicators to show us the change 

between two years of ROE and its component ratios. We always use following three basic 

changes to do the calculation, let us look at the formula 2.18, 2.19 and 2.20. 

 

𝐴𝑏𝑠𝑜𝑙𝑢𝑡𝑒 𝐶ℎ𝑎𝑛𝑔𝑒:  ∆𝑥𝑎𝑏𝑠 = 𝑥1 − 𝑥0                               (2.18) 

𝑅𝑒𝑙𝑎𝑡𝑖𝑣𝑒 𝐶hange:  ∆𝑥𝑟𝑒𝑙 =
𝑥1 − 𝑥0 

𝑥0  
                                (2.19)  

 

 𝐼𝑛𝑑𝑒𝑥 𝑜𝑓 𝑡ℎ𝑒 𝐶ℎ𝑎𝑛𝑔𝑒:   𝐼x = 𝑥1/𝑥0                               (2.20) 

 

According to these basics we can do the DuPont analysis in detail by several methods such 

as the gradual change method, the decomposition method with a residue, the functional 

decomposition method and the logarithmic decomposition method. In the thesis we mainly use 

the logarithmic decomposition method to analyzing the change and the influence factors of 
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ROE, which is calculate as in formula 2.21. 

 

∆𝑦𝑥 = ∑ ∆𝑥𝑎𝑖

𝑖

                        (2.21) 

→       ∆𝑥𝑎𝑖
=

ln 𝐼𝑎𝑖

ln 𝐼𝑥
∙ ∆𝑦𝑥                          (2.22) 

 

Here we can see from the formula 2.21 and formula 2.22, x means the top synthetic 

indicator − ROE, ∆𝑦𝑥 is the increment in the influence of the ROE, 𝑎𝑖 means the indicator 

by which ∆𝑦𝑥  can be partially explained it is also called component ratio and ∆𝑥𝑎𝑖
 is the 

influence of the indicator 𝑎𝑖 on ROE. 

For the logarithmic decomposition method simultaneous changes of all indicators is 

reflected to explain particular influences8. As we can see, there can be some advantages to use 

the logarithmic decomposition method. For example, there are no problems of the indicator 

ranking and arising of residues. And the exponential operation can also be applied.  

For using the DuPont analysis we should refer to the additive operations, which means 

that the quantification of influences is the same for all methods and the decomposition of the 

total increment is based on the ratio of the partial indicator's increment relative to the total 

increment9. Hence, we can get the formula as following 2.23. 

∆𝑥𝑎𝑖
=

∆𝑎𝑖

∑ ∆𝑎𝑖𝑖
∙ ∆𝑦𝑥                      (2.23)  

 

Here, all of the indicators have the same meanings as what we said in the formula 2.21 to 

2.22. 

  

                                                             
8: Sources: from the book Financial Models written by Zdenek Zmeskal and so on. 

9: Sources: from the book Financial Models written by Zdenek Zmeskal and so on. 
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3 Basic Characteristic of the Company 

In this chapter we will characterize the company we choose for financial analysis. Its name 

is Lang Sha Group Company, Ltd. such as its own history, its development, its achievement and 

its culture. 

The source for us to get the information about is mostly from Lang Sha’s official website: 

http://www.langsha.com/about/. 

3.1 The history of Lang Sha Group Company, Ltd. 

Textiles and clothing is one of the most basic human needs, the development of the textile 

industry in China has a long history. Textile industry is a traditional pillar industry of China's 

national economy and an important livelihood industry. Textile and clothing industry is a labor-

intensive industry, vulnerable to the economic cycle, the impact of trade policy changes, basic 

agricultural markets and other factors. In the context of globalization, it has formed a national, 

regional comparative advantages of each division based transnational production business 

model. China's textile industry has characteristics of a good tradition, a complete industrial 

chain, abundant labor resources which make China become a major production, processing and 

exporting textile division of the global system. 

Lang Sha Group Company Ltd is one of the famous private enterprises in China. It was 

founded in 1995. Its business scope nowadays can be very extensive such as underwear, socks, 

towels, textiles, shoes and so on. Its slogan is: Lang Sha, not just attractive. 

The president of Lang Sha names Weng Rongdi who founded this company from scratch 

to today's scale. Hence, Lang Sha has its own interesting history. 

3.1.1 The primitive accumulation of capital 

More than 30 years ago, carrying the goods with a shoulder-pole and walking down the 

street to peddle were the main profession of the people who lived in Yiwu City. In the year of 

1980, in order to change the poor life, Wen Rongdi together with his two brothers also joined 

in the old and traditional peddling industry.  

This could be the experience of blood and tears, the three brothers undertook the large risk 
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of the business and also built up a sensitivity of catching the business opportunities.  

In the middle of the 1980s, the products of peddling were gradually focused on hosiery 

products, the development of Yiwu small commodity market also gradually let them avoided 

the double risks of purchase and sales. By operating the fixed market stall, they pay more 

attention to purchase rather than sales because the task of sale was through the market which 

provided a large terrace of liquidity information of goods and communication. This tendency 

made them reduce their transaction costs and risk in sale section and also supported them could 

create their own national wholesale network using a brand socks right of general agent in 

Guangdong in the early of 1990s. 

And this made them realize their overall and profound grasp of the national hosiery market 

information. And for this realization, the three brothers completed important primitive 

accumulation of capital of the businessman started quickly. 

3.1.2 The establishment of the company 

The establishing of Yiwu economic development zone provided the opportunity the three 

brothers transfer business capital to industrial capital. 

In the year of 1995, October, Weng Rongdi together with his brothers set up the Yiwu Lang 

Sha knitting co., LTD. They furtherly reduced their transaction costs and risks in purchase 

section by Localization supply channels. Because the market was highly concentrated, local 

production and local sales, the speed of Lang Sha’s capital accumulation was particularly fast.  

Then they imported more than 1000 number of machines from Italy which were the best 

in the current world. 

The construction and management of the “four in one” brand (brand, name, product, 

quality) which let Lang Sha be well ahead of other competitors. 

Nowadays, the full name of Lang Sha is not the Yiwu Lang Sha knitting co., Ltd but the 

Lang Sha Group co., ltd. Yiwu, which was the most advantage of hosiery machining center that 

day, the production of hosiery even cannot compare with a small workshop of Lang Sha today. 

Obviously, Lang Sha has already consolidated the position of market leader. 
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3.2 The development of Lang Sha Group company, Ltd. 

Lang Sha Group's development can be regard as an example of Chinese private enterprises’ 

development, since its establishment, Lang Sha group has already achieved many honors. We 

will describe how the company develops and what honors it has already achieved below. 

3.2.1 The company's diversified development 

Since the beginning of 2002 "Lang Sha" trademark was identified as "China well-known 

trademark", Lang Sha Group started to invest to build up the industrial park of it.  

Lang Sha which covered an area of 1000 acres of three periods of industrial parks, 

including pharmaceutical, investment, underwear, socks, cosmetics and many other industries 

as a whole, which showed the diversified development of Lang Sha Group. At the same time, 

Lang Sha loaned 2.4 billion RMB to invest real estate. In 2006, by the time of the wilting of 

securities market, Lang Sha quickly seized the capital market and purchased the stock issued 

by Sichuan Changjiang Packaging Holding co. ltd ( code: 600137) in low price in order to 

increase brand visibility of Lang Sha by the platform of capital market. And then it would able 

to become the most advantage enterprise who mainly products and sales underwear. 

Not only for this, Lang Sha also built the production industry to tourism industry, for 

example, the museum of Lang Sha showed the history of socks where always be a large number 

of tourists every year. 

The capital of Lang Sha after completed the commercial capital primitive accumulation in 

the hosiery field, extended to the industry. On the basis of hosiery production scale became 

bigger and stronger, implemented to expand outside of hosiery which included underwear 

production, Needle textile production and other different area of production like medicine and 

cosmetics, etc. 
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The ganged of different kinds of industries enhance the project operation space. 

Lang Sha now has a number of brands for sub-brands, we can see a portion of then as 

following: 

3.2.2 The modern transformation of the company 

By the expanding of group scale and growing of strength, Lang Sha’s dependence on Yiwu 

market has becomes more and more weak. Presently, Lang Sha successfully integrates one of 

the world’s 500 strong---Japan Itochu Corporation's overseas sales network, forms and expands 

the global marketing network.  

Lang Sha has nearly 2000 special terminal image stores, more than 50000 stores terminal 

point of sales. This “exclusiveness” way is able to ensure the Lang Sha stable sales network. 

Within Lang Sha fashion life experience pavilion building and the putting forward of the 

product integration model, let consumers in the customs to enjoy from socks and underwear to 

household products, home textile and so on one-stop service. Since starting Lang Sha 

underwear market, constantly stretch socks brand.  

By using the cost advantage, Lang Sha successfully integrated the world's largest seamless 

underwear production enterprises Israel Tefron Company product research and development of 

resources, established nearly one thousand acres of Lang Sha underwear in Yibin industrial park, 

efforts to build a full China's largest seamless underwear production base. 

At the same time, Lang Sha also will also build a world textile industry independent 

innovation base, the knitting industry cluster demonstration base in order to attract built-in 

covers all categories of manufacturers enter in Lang Sha industrial park which will be in the 

unified management by Lang Sha, form a comprehensive and effective supply installed inside 

chain, this will continue to weaken the position of Yiwu base, Lang Sha has achieved the 

Lang Sha 
Group

Lanswe Levor Bluefine Sentai
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transformation of modern enterprise. 

Nowadays, Lang Sha Group has already won a lot of glories for itself. 

In March 2002, it has been the Chinese well-known trademark; 

In September 2004, it was awarded the Chinese name brand product certificate; 

In May 2010, it has become the international communication demonstration units; "Lang 

Sha" brand has been in 2010 China top 500 most premium brand, brand value is 1.2 billion 

RMB; 

In June 2010, "Lang Sha" brand trademark was rated as China's socks industry brand; it 

has also been regarded as socks industry iconic brands in China; 

What’s more, Lang Sha Group is one of the Chinese Product Quality Inspection-free. 

3.2.3 “The four most” and “ten first” 

Lang Shag Group has its own proud of "the four most" and "ten first". 

About “the four most”, first is “the loudest brand”. Lang Sha Group strong media 

advertising costs tens of millions RMB in China, covering the whole country each place, form 

a complete set, a sound marketing network slightly make Lang Sha market share as high as 

32%, the existing 1000 stores, 50000 sales terminal outlets, more than 300 foreign clients, 

product sales throughout the five continents. Once people refer to socks “Lang Sha” will 

quickly pass through their mind, in other words, “Lang Sha” is the synonym of socks. 

Second is “the most large-scale”. Lang Sha has more than 5000 workers presently, the 

world's most advanced digital equipment 4650 sets (2500 sets of cotton socks, among them 

1500 sets of single needle, double needle 1000 sets; 2000 sets of silk stockings; seamless 150), 

the daily output of 1 million pairs, an area of more than 1000 acres of industrial parks and five 

branches, integrating design, development, production, is the world's largest socks production 

enterprise currently. 

Third is “the strongest strength”. Lang Sha with the most modern management advantages, 

to achieve the minimum cost of production, created the best complexion of the benefit of textile 

industry which always make it rank the top industry strength, boils the head monopoly. 

Fourth is “the most varieties”. Lang Sha products cover men and women, old and young, 
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spring, summer, autumn and winter of 80 categories of more than 80 varieties, is the industry's 

most varieties, the most complete specifications of the enterprise. Lang Sha strong development 

strength, every day can be launched more than 10 varieties, greatly satisfy the needs of 

consumers around the world. 

For about “ten first” are that Lang Sha was the first enterprise who got the Chinese well-

known trademark, China top brand products, product quality inspection-free;  

The first who won the Chinese king of hosiery presidency; 

The first to enter the central media for advertising; 

The first put forward the concept of intangible assets; 

The first form of hosiery monopoly network system in China; 

The first introduce foreign talents in the industry such as France, Italy and America 

engineers and designers; 

The first launch of hosiery brand culture, form a professional socks models show team; 

The first who cooperate with the world's top American DuPont to develop; 

The first built the Asia World Expo of socks, hosiery machine; 

The first to introduce the world's most advanced digital equipment (Italy, Rona 

associating). 

3.3 The culture of Lang Sha Group Company, Ltd. 

Enterprise culture is an enterprise or the company formed a unique cultural concepts, 

values, historical tradition, habits, attitude, moral standard and code of conduct, it dependent 

on cultural organizations in a variety of internal force, unification on the basis of common under 

the guiding ideology and management philosophy.  

Its core connotation is the values of the enterprises. 

It is created by employees of material wealth and spiritual products, internal organization 

and regulations such as show the physical form and ideology, and organized by entities to carry 

these results, facilities, activities, etc. Hence, the enterprise culture contains the spirit culture, 

system culture, behavior culture and material culture in four aspects.  

Among them, the system culture concentrated expression system for the enterprise and the 
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enterprise management, enterprise system largely embodies the essence of enterprise culture, is 

the enterprise culture of institutionalization, specific and standardized.  

Corporate culture and management concept fusion together, form a kind of new 

management mode and method, humanized management. 

Lang Sha has its own culture to manage the enterprise. 

First is the emotional management. Emotional management is through emotional two-way 

communication and communication to realize the effective management. It pays attention to 

person's inner world and human's cognitive process, staff motivation, to eliminate negative 

emotions. For example managers need to listen to the opinions of the staff sincerely. 

Second is the democratic management. Democratic management requires managers to 

look at the problems with objective and fair and let employees participate in decision making. 

Third is the self-management. This new type of management style is the further 

development of democratic management. It basically is to encourage the staff according to 

enterprise's development strategy and the ultimate goal of technology innovation, to do the 

independent planning, implementation, control and achieve the goal, unify the individual will 

and the enterprise will, this will make staff have cheerful mood and be more willing to 

contribute for technological innovation and other enterprises behavior. 

Fourth is the cultural management. It is the highest level of humanistic management which 

through the enterprise culture management mode, make the employees form the common values 

and common code of conduct. The role of culture management attaches great importance to the 

people and culture, the human-oriented management thinking fully displayed. 
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4 Evaluation of Financial Situation of the Company 

In this part, we will use the methods we have already introduced in chapter 2 to analyze 

financial position of Lang Sha Group Company, Ltd. For analysis the financial statements data 

for period 2009 – 2013 will be used, see annexes. We demonstrate the results of the analysis in 

the tables and charts and make comments. By analyzing the financial data we can expressly be 

aware of the financial performance of Lang Sha and according to these we can also roughly 

predict its future development. 

4.1  Common-size analysis 

In this part, we will separate the common-size analysis into two parts which are vertical 

common-size analysis and horizontal common-size analysis.  

4.1.1 Vertical common-size analysis 

Firstly, let us pay attention to the short version of Lang Sha Group Company Ltd.’s income 

statement from 2009 to 2013, see Table 4.1. 

Table 4.1 Vertical Common-size Analysis of Income Statement 

 

  

Year 2009 2010 2011 2012 2013 

Total Revenue 100.00% 100.00% 100.00% 100.00% 100.00% 

Operating Profit 14.30% 14.84% 8.39% 2.19% 1.91% 

Total Operating Cost 85.70% 85.16% 91.61% 97.81% 98.09% 

Sales Tax And Surtax 0.53% 0.27% 0.33% 0.34% 0.74% 

Selling Expenses 5.82% 3.63% 3.54% 3.94% 6.58% 

Administrative Expense 5.40% 4.78% 4.13% 6.59% 6.70% 

Financial Expenses -0.97% -0.67% 0.36% 0.14% -0.15% 

Gross Profit 25.03% 24.04% 17.61% 14.21% 16.63% 

Total Profit 15.79% 14.84% 9.81% 3.02% 2.35% 

Net Profit 13.81% 12.71% 8.46% 2.50% 1.87% 
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From the Table 4.1 we can make sure that Lang Sha Group Company Ltd. has made        

a profit during these five periods. And in fact, though the company makes a profit these five 

years, the proportion of net profit is declining year by year, the highest is in 2009 which the net 

profit is 13.81 % while the lowest is 1.87 % in the year of 2013. In contrast, the cost of revenues 

can be relatively stable and takes an important part in the whole revenues more than 85 % 

during these five years, even over than 90 % from 2011 to 2013. From here we see that Lang 

Sha increases the spending on costs and which leads to a decrease in net profits at the same 

time. 

And when looking at the gross profit we can see that it has also been decreased these five 

years, the highest is in 2009 is about 25.03 % while the lowest 14.21 % is in the year of 2012, 

the changes of the gross profit’s proportion is because the changes about the proportion of 

revenue costs. When the costs become higher, the gross profit goes lower.  

About the operating expenses, here we put it into several parts, such as the selling expenses, 

administrative expenses and financial expenses. From the table we can easily know that among 

these three parts, the administrative expense has the largest proportion. Thus, the Company has 

more emphasis on the organization and management of the production and operation activities. 

The financial expense has the lowest proportion among the three parts, even becomes lower 

than zero percent in 2009, 2010 and 2013, from this result we can know that the company has 

few loans and therefore the form of the interest payments is relatively small, and because the 

company is in financing to other companies which makes the interest income is higher than the 

interest expense related to form a negative financial expenses. And because Lang Sha has its 

complete capital chain, it mostly can use company’s own capital to complete the capital turnover. 

And about the sales tax and surtax, from the table we can see that the proportion of it is 

always larger than zero but lower than one percent during these five years. It is relatively stable 

and overall proportion is very small, especially in 2010 is only 0.27 %, the lowest one between 

these years. 
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Chart 4.1 Vertical Common-size Analysis of Income Statement 

 

From the Chart 4.1 we can be sure that the proportion of each item of revenues has changed 

in the five years. Just like what mentioned above, Lang Sha makes profits every year, especially 

the first two years, its net profit has a larger proportion than other three years. The total profit 

becomes higher and the costs as well, from this we remind that the company is adjusted these 

five years. But on the whole, the company's operation is relatively stable. 

Here is the vertical common-size analysis table of assets in balance sheet. We regard the 

total assets as base item and then we calculate other parts’ proportion in total assets during these 

five years. By using the same way, we can quickly and easily obtain the results, see Table 4.2.  
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Table 4.2 Vertical Common-size Analysis of Balance Sheet (Assets) 

Year 2009 2010 2011 2012 2013 

Total Assets 100% 100% 100% 100% 100% 

Accounts Receivable 5.32% 4.32% 8.24% 15.63% 11.98% 

Other Receivables 0.38% 2.65% 0.21% 0.43% 0.58% 

Receivables 5.70% 6.98% 8.45% 16.05% 12.56% 

Inventory 18.90% 30.99% 33.00% 27.04% 26.57% 

Monetary Fund 52.91% 24.71% 26.71% 23.82% 27.39% 

Total Current Assets 80.49% 68.12% 70.39% 69.23% 69.57% 

Total Non-current 

Assets 
19.51% 31.88% 29.61% 30.77% 30.43% 

Fixed Assets 9.15% 18.83% 19.90% 19.94% 19.90% 

Intangible Assets 4.32% 9.48% 8.09% 8.51% 8.58% 

From the Table 4.2 we can easily find that the total current assets have a largest proportion 

of total assets has a largest proportion in total assets which is always larger than 69 % especially 

it goes more than 80 % during the first two years. From this we can say that the financial 

situation of Lang Sha has become better because the proportion of funds withdrawing is 

increasing and the pressure of the financial strain is decreasing. As we can see from the Table 

4.2, the trend of the current assets and the trend of non-current assets can be inverse, over these 

five years the proportion of non-current assets are gradually increasing while the total current 

assets are going down. 

During this time the inventory is obviously increased, from 18.90 % to 26.57 %. Especially 

in the year of 2011 the inventory is as high as 33 % which is almost 14.1 % points higher than 

it in 2009. From this data we know that maybe there is because that the production Lang Sha 

provided is more than the demand in the industry market. There also can be some nature reasons 

such as the problem of global climate crisis and the higher temperature in winter. What’s more, 

with the development of the online shopping, consumers prefer buying things in the internet to 

buying in the hypostatic store which results in the decreased quantities of goods the company 

sold. 
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Chart 4.2 Vertical Common-size Analysis of Balance Sheet (Assets) 

As we can see from the Chart 4.2, the proportion in total assets of fixed assets has been 

rising during these five years. It is almost 10 % higher than it in the first year. According to this 

we can say that Lang Sha tries to massively expand reproduction, to invest more in fixed assets. 

During these years, in order to improve production efficiency, to increases the scale of 

production and to develop the TV shopping, Lang Sha purchases a large amount of advanced 

equipment and which also lead to the decreasing of the monetary funds at the same time. 

About the receivables, we can see that it has been increasing after 2009. This is a good 

indication to the company, this is due to the adjustment of marketing strategy, market 

development through increased efforts to develop high-tech and innovative products, improves 

product quality and technical content, and account receivables increased substantially, mainly 

because we can use the payment way of receivables with interest free, the company’s main 

customers pay for the form of bank notes prepayments. 
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Then we will use the same way to analyze the situation of the liabilities in the balance 

sheet during the year 2009 to 2013, we regard the total liabilities as base item, the results are 

showed in Table 4.3. 

Table 4.3 Vertical Common-size Analysis of Balance Sheet (Liabilities) 

Year 2009 2010 2011 2012 2013 

Total Liabilities 100% 100% 100% 100% 100% 

Notes Payables 42.14% 44.23% 23.87% 19.81% 27.29% 

Accounts Payables 39.51% 43.42% 47.26% 66.92% 59.66% 

Payroll Payables 1.20% 1.39% 1.54% 1.92% 3.22% 

Other Payables 2.19% 1.68% 1.13% 2.03% 2.46% 

Total Current Liabilities 100.00% 96.67% 97.97% 97.56% 97.41% 

Total Non-current Liabilities 0.00% 3.33% 2.03% 2.44% 2.59% 

From Table 4.3 we easily see that over these five years, the non-current liabilities of Lang 

Sha are next to zero particularly it was 0 % in 2009. It means that the company has no long-

term liabilities this year and starts to have a few long-term liabilities in 2010. From this we 

know the company borrows some loans from bank in order to purchase some major equipment. 

Hence, the non-current liabilities start to appear and generally become stable in the last four 

years. 
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Chart 4.3 Vertical Common-size Analysis of Balance Sheet (Liabilities) 

It is clearly to see that the current liabilities have a main proportion on total liabilities in 

Chart 4.3. And it is stable over these five years, basically in the small amplitude fluctuations up 

and down in 97 %. Among these we find that the accounts payables take the main part in current 

liabilities side and the trend of the accounts payables is gradually increasing. Because the 

company always makes profit as we see in the income statements, we can be sure that the 

profitability of Lang Sha is good, from this situation we obtain the reason why the company 

has an increasing accounts payables is because it has a perfect creditworthiness and others are 

willing to lend money to Lang Sha to help its development and production. And in the other 

side we see the notes payables have a downward trend overall from 2009 to 2013 which means 

the activities of purchasing of the company is declined, the using of bill’s times and amount is 

also decreased. 

About the payroll payables we find it has a modest growth during these five years which 

means the money company should give to staff has been more than before. The company 

increases employee remuneration. 

Then we describe the vertical common-size analysis of liabilities and shareholders’ equity 

in balance sheet. Here the total liabilities and owners’ equity is regard as the basic item.       
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And the result is shown in Table 4.4. 

Table 4.4 Vertical Common-size Analysis of Balance Sheet (Liabilities & Equity) 

Year 2009 2010 2011 2012 2013 

Total Liabilities &owners' 

Equity 
100.00% 100.00% 100.00% 100.00% 100.00% 

Total Owners' Equity 70.18% 69.71% 66.25% 73.18% 77.15% 

Total Liabilities 29.82% 30.29% 33.75% 26.82% 22.85% 

Total Current Liabilities 29.82% 29.28% 33.06% 26.17% 22.26% 

Total Non-current Liabilities 0.00% 1.01% 0.68% 0.66% 0.59% 

From the Table 4.4 we can find that the total non-current liabilities is so small that we can 

almost ignore it particularly, it was 0 % in 2009 while it became the largest proportion related 

to other four years’ was just about 1 %. And the total liabilities occupies 25 % to 33 % on total 

liabilities and shareholders’ equity while the equity are always getting the largest proportion 

around 70 %, is mostly as twice as the proportion than the liabilities have.  

According to the table above we find the total assets is larger than the total liabilities, hence,  

we draw a conclusion that our Lang Sha Group Company Ltd. has the very strong strength and 

the debt of the company can be low. Following is the chart of the vertical common-size analysis 

of total liabilities and owners’ equity in balance sheet, from which we can find the difference in 

each part over each year. 
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Chart 4.4 Vertical Common-size Analysis of Balance Sheet (Liabilities & Equity) 

Here in Chart 4.4 we can clearly see that the total owners’ equity is always much more 

than the total liabilities over these five years. 

Each part is fundamentally stable during the year 2009 to 2013 we see from the chart above, 

total owners’ equity is fluctuated within a narrow range and mostly become a little larger than 

before except in the year of 2011 which was just 66.25 % on total liabilities and shareholders’ 

equity. On the contrary, we find that the liabilities became the highest relative to the other four 

years in this year. It means that in the year of 2011, Lang Sha company face the problem of 

growing-up liabilities and it should use more funds to pay the debts which leads to the reduced 

of the equity. 

From the chart we see that all of the items are mainly stable except the year 2011, the data 

during these years does not change too much. Here we can know that the company overall is 

relatively operating steadily. 
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4.1.2 Horizontal common-size analysis 

In the horizontal common-size analysis, we will regard the year of 2009 as the basic year, 

and then we will narrate the next four years relative to 2009. Firstly we analyze the horizontal 

analysis of income statement in the Table 4.5. 

Table 4.5 Horizontal Common-size Analysis of Income Statement 

Year 2009 2010 2011 2012 2013 

Total Operating Income 100.00% 157.09% 188.90% 191.29% 201.83% 

Total Operating Cost 100.00% 159.11% 207.51% 218.83% 224.26% 

Gross Profit 100.00% 151.02% 133.06% 108.69% 134.55% 

Sales Tax And Surtax 100.00% 80.87% 119.96% 123.93% 285.14% 

Selling Expenses 100.00% 97.85% 114.86% 129.42% 228.00% 

Administrative Expense 100.00% 139.06% 144.55% 233.33% 250.53% 

Financial Expenses 100.00% 108.06% -70.44% -27.02% 31.99% 

Total Profit 100.00% 147.61% 117.40% 36.60% 30.08% 

Net Profit 100.00% 144.60% 115.76% 34.60% 27.28% 

From the Table 4.5, we find that the total revenue of the company has been obviously 

increased during these four years comparing with the data in 2009 especially in the year of 2013, 

the total revenue is almost twice of the total revenue in 2009. And on the other side, the cost of 

revenue has also been increased. However it was always a little bit higher than the total revenue 

over the years. According to this result we can say that the efficient of get a profit from its sales 

of Lang Sha should make great progress. 

It is not difficult for us to find that the net profit of Lang Sha has been increased during 

the first two years while began to go down the last two years, especially in 2013, the net profit 

was only 27.28 % relatively than the base year 2009. As the report from Lang Sha, we know 

that by the influence of multiple factors such as the textile and garment industry overcapacity 

and, degree of boom continues to decline, the terminal high inventory and costs continue to 

increase, coupled with disorderly competition underwear market and the sales market was 

effected by the warm winter and so on, in order to stabilize the company's products in the market, 

in 2013 the company increased TV Shopping proportion of sales, resulting in a substantial 

increase in corporate expenses particularly selling expenses. Hence, we can see from the table 

that the selling expense was over twice than it in 2009. And other expenses are gradually 

increased as well. 
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In enterprise, the contents of the financial expense course business accounting the interest 

expenses and income, the interest payment is increased financial expenses while the interest 

income is reduced financial expense. The financial expense in base year was negative, therefore 

we can know from the table that the company’s financial expense was also negative in the year 

of 2010 and 2013 which means that in these years Lang Sha has more interest income than 

interest spend as we have already said in the vertical common-size analysis. 

As a whole, the increasing cost of revenues and the decreased of the profit both remind 

Lang Sha to improve the efficiency of producing and improve profitability. 

Then we analyze the assets in balance sheet we can see in Table 4.6. 

Table 4.6 Horizontal Common-size Analysis of Balance Sheet (Assets) 

Year 2009 2010 2011 2012 2013 

Monetary Fund 100% 52.63% 64.98% 53.70% 59.65% 

Accounts Receivable 100% 91.65% 199.37% 350.54% 259.56% 

Other Receivables 100% 781.67% 69.86% 132.67% 174.63% 

Inventory 100% 184.84% 224.81% 170.68% 162.00% 

Total Current Assets 100% 95.38% 112.58% 102.60% 99.56% 

Fixed Assets 100% 231.86% 279.79% 259.84% 250.50% 

Intangible Assets 100% 247.24% 241.09% 234.95% 228.81% 

Total Non-current Assets 100% 184.17% 195.32% 188.12% 179.68% 

Total Assets 100% 112.70% 128.72% 119.29% 115.19% 

From the Table 4.6 we find that the total assets are continuously increasing during the five 

years, and the trend of non-current assets as well. From the table it is easy to see a relatively 

large increase of intangible assets and fixed assets while the monetary fund continues to go 

down at the same time. The increased intangible assets show that the internal structure of the 

company structure has been adjusted, and also means the rising of the enterprise’s soft power 

and the stronger power of industry competitiveness. 

Because of the reduced of monetary fund, the total current assets has increased slower than 

the total non-current assets, even it was decreased in 2010 and in 2013. The accounts receivable 

is generally rising except in 2010, it was only 91.65 % relative to year 2009. But in general, the 

accounts receivables of Lang Sha is increased fast, from 2010 to 2013 it has rose up from 91.65 % 

to 259.56 % which means that the company sold some of its products as the stock or bonds way 

to obtain more cash. The inventory of the company keeps to going up during these years, from 

184.84 % to 162 %, even it has increased up to 224.81 % in the year of 2011. From this we find 
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that the total current assets and the total assets have the biggest growth in 2011. 

Following is the Table 4.7 showing the horizontal analysis of liabilities and equity, 2009 

is still the base year we regard as. 

Table 4.7 Horizontal Common-size Analysis of Balance Sheet (Liabilities & Equity) 

Year 2009 2010 2011 2012 2013 

Total Liabilities 100% 114.47% 145.67% 107.30% 88.27% 

Notes Payables 100% 120.13% 82.49% 50.44% 57.17% 

Accounts Payables 100% 125.78% 174.23% 181.74% 133.28% 

Payroll Payables 100% 132.47% 186.61% 171.55% 237.13% 

Other Payables 100% 87.85% 75.48% 99.46% 99.16% 

Total Current Liabilities 100% 110.66% 142.72% 104.68% 85.98% 

Total Non-current Liabilities 100% - - - - 

Total Liabilities & owners' Equity 100% 112.70% 128.72% 119.29% 115.19% 

Total Owners' Equity 100% 111.95% 121.52% 124.38% 126.63% 

The result of horizontal common-size analysis of liabilities and owners’ equity has been 

shown in the Table 4.7. As we all know, the part of owners’ equity is used to judge the 

company’s ability to make profit. By observing the five-year trend of shareholders’ equity, we 

find it keeps growing during the time, hence we can say that Lang Sha Group Company’s ability 

can be positive. For the reason why the owners’ equity is always increased during these five 

years, we can divide it into two aspects, first is the company make profits these years and then 

the equity grows; the other is that the company issues shares at a premium and there can be 

some new shareholders invested capital result in the increasing equity. 

The total liabilities are increased relative to the base year except the last year 2013 is 

obviously decreased, and the growth range became relatively slow since the year of 2011. From 

this we can see the company is gradually going out of the difficultness it has faced. And in 

liabilities, we find some payables such as payroll payables and accounts payables keep to 

increasing during the years, which is because the company increased employee remuneration 

and borrow loans from bank in order to improve the equipment. 

From non-current liabilities there is no data because in the base year it was zero and in the 

later four years. Though it has been some increased, the numerical value can be so low that we 

can be neglected. 
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Next we are going to talk about the horizontal common-size analysis of cash flow 

statement by using another way names the relative way, we still use the2009 as the base year. 

The result has been shown in Table 4.8. 

Table 4.8 Horizontal Common-size Analysis of Cash Flow Statement 

Year 2009 2010 2011 2012 2013 

Net Cash flow in Operating Activities 100% -219.01% -149.45% -40.91% 44.92% 

Net Cash Flow in Investment 

Activities 
100% 49.71% -77.31% -72.82% 6.65% 

Net Cash Flow in Financing Activities 100% -99.52% 4212.40% -207.45% -152.89% 

Exchange Rate Change on Cash 100% 589.36% 81.19% -71.69% 143.47% 

Net increase in cash and cash 

equivalents 
100% -176.50% -132.04% -180.07% -140.76% 

The beginning balance of cash and 

cash equivalents 
100% 286.16% -56.69% 41.93% -23.66% 

The final balance of cash and cash 

equivalents 
100% -56.69% 41.93% -23.66% 12.63% 

From the Table 4.8 we can find a phenomenon that there are many negative numerical 

values in the cell, and the numerical fluctuation is quite large. 

Here we will make charts, see Charts 4.5 and 4.6 that can show this situation more clearly.  

Chart 4.5 Net Cash Flow in Financial Activities 

In the Chart 4.5 we can find that before 2012 the net cash flow in investment activities and 

in operating activities are negative, after 2012 the net cash flow in operating activities becomes 

positive while the net cash flow in investment activities are growing up and be positive too. 

And finally in the year of 2013, both of them become positive which means that the cash flow 

inflow is higher than the cash flow in outflows. 
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The investment activities cash outflow is gradually decreased year by year which means 

that the company's own sales can replace outward investment. 

Over the first three years, the net cash flow generated in operating activities was negative 

increased shows that the cash outflow is more than the cash inflow. The increased of the 

operating activities cash inflow is mainly because of the selling of products, here the cash flow 

become negative can be resulted from the overproduction. 

Chart 4.6 Net Cash Flow in Financing Activities 

What we show in the Chart 4.6 is the net cash flow generated in financing activities 

individually which is because it has a very large numerical value if we draw it together with the 

about activities they will become just like a horizontal line. 

It is clearly for us to obtain the result that the cash outflow is over than cash inflow 

generated in financing activities except the year of 2011. This result can descript that the 

enterprise has a large-scale of financing, maintained at a high level. 

However, in 2011 the net cash flow in financing is increased to 4212.40% than it in 2010. 

By analyzing we find the main reason is the continued growth in sales which resulted in the 

rapid growth of the size of the operating capital requirements, the company has increased efforts 

of loans in order to meet the demand of operating capital. 
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Chart 4.7 Net Increased in Cash & Cash Equivalents 

What we see from the Chart 4.7 is that the net increase in cash and cash equivalents is 

always negative increased during these four years, from 2010 to 2013 the beginning balance of 

cash and cash equivalents is obviously reduced while the final balance of them is relatively 

stable and from which lead to the decreased in the net increased in cash and cash equivalents. 

We find that in 2011 the increased in final balance of cash and cash equivalents got to the 

highest percentage which is 41.93 % while the beginning of them become the lowest percentage 

during these years was minus 56.69 %, the absolute value of the beginning is bigger than the 

final absolute value which result in continuing to reduce of the net increase of cash and cash 

equivalents though the final value increased, the beginning value reduced relative to the 

previous year. 

4.2  Financial ratio analysis 

In this part we will separate the financial ratio analysis into four parts which are activity 

ratio, leverage ratio, profitability ratio and liquidity ratio. All these ratios are based on the 

company’s financial statements we have introduced in the chapter two. 
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4.2.1  Activity ratios 

Now we are going to analyze the situation and efficiency of operating of Lang Sha by 

using the ratios of activity. 

Accounts receivable turnover 

In order to calculate the accounts receivable turnover, we should know the average 

accounts receivable each year which is determined by the difference between the final value 

and the initial value. Then we will use the formula 2.1 to find the relationship between 

receivables and revenues. And the result will be shown in Table 4.9. 

Table 4.9 Accounts Receivable Turnover 

Year 2009 2010 2011 2012 2013 

Sales 216,673,000  340,765,801 409,759,793 414,956,898 437,650,500 

Accounts 

Receivable 

beginning 27,471,705 25,177,432 54,770,708 96,299,477 71,304,662 

Ending 29,515,900 27,511,520 25,174,623 54,758,731 96,249,128 

ART 7.60 12.94 10.25 5.49 5.22 

Value unit: CNY 

Chart 4.8 ART 

As we can see from the Chart 4.8, Lang Sha Company’s accounts receivable turnover 

becomes a drastic upward trend from the year 2009 to 2010 which reflects that the enterprise’s 

policy of credit has been improved, and the turnover is 12.94 which is quiet closed to 13. 

However, from 2010 to 2012 there is a drastic dropping trend and it is also decreased the next 

year with small amplitude fluctuations. The reduction of receivable turnover over the last three 

years tells that the management efficiency of the accounts receivables goes weakened, liquidity 

of assets is weaker as well and short-term solvency is also reduced. The not high enough 

accounts receivable turnover may influence the growth of company’s sale. From the chart we 
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can know that the company is trying to alleviate this situation and there has been some 

effectiveness during 2012 to 2013. The margin of reduced trend situation has been smaller but 

still reducing. 

Inventory turnover 

The values we need to complete the calculation of inventory turnover are the costs of 

revenues and the average inventory in each year, and then we can obtain the results by using 

the formula 2.2 and we have already shown in Table 4.10. 

Table 4.10 Inventory Turnover 

Year 2009 2010 2011 2012 2013 

Sale Costs 162,439,300.00 258,861,535.72 337,595,129.02 356,011,989.52 364,852,457.18 

Inventory 97,604,100.66 180,413,346.98 219,423,376.70 166,590,612.30 158,114,153.72 

IT 1.66 1.43 1.54 2.14 2.31 

Value unit: CNY 

Chart 4.9 IT 

By looking at the Chart 4.9 we find there are some fluctuations over these years. From 

2009 to 2011 the inventory turnover is reduced while it has been increased over later years. And 

the fluctuations in the range is between 0.11 and 0.6 which is not very obvious, hence overall 

the value of inventory turnover can be relatively stable. 

The relatively stable inventory turnover tells us that Lang Sha Group Company Ltd. has a 

stable liquidity of corporate assets, and the speed of changing inventory into accounts receivable 

or cash rate has been relatively stable. 
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Average Collection Period 

This part we calculate the average collection period which is determined by the accounts 

receivables and credit sale. We use the formula 2.3 and the results are shown in Table 4.11 and 

Chart 4.10. 

Table 4.11 Average Collection Period 

Year 2009 2010 2011 2012 2013 

Accounts 

Receivable 
27,471,705.16 25,177,432.36 54,770,708.31 96,299,477.04 71,304,662.20 

Credit Sale 216,924,209.55 340,765,800.63 409,759,793.13 414,956,898.08 437,822,683.30 

ACP 45.59 26.60 48.12 83.55 58.63 

    Value unit: CNY 

 

Chart 4.10 ACP 

 

It is clearly to see the trend of the average collection period over these five years by Chart 

4.10. The average of collection period is around 45 to 55 days. During the year of 2009 to 2010 

we find that the period is going down and the next two years it rises up fast even it is 83.55 high 

in 2012 while it is 26.60 in 2010. Over the last year it continues to decrease. However, we see 

the overall trend from 2009 to 2013 is increased which rises 45.59 up to 58.63. And the data 

shows us that the company’s the collection days has been gone up which means the efficiency 

of working capital has been reduced these years. This is not a good phenomenon to the 

enterprise. 
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Payables turnover 

Now we use the data of revenues and average accounts payables to calculate the payables 

turnover of the company from formula 2.4 and obtain Table 4.12 below. 

Table 4.12 Payables Turnover 

Year 2009 2010 2011 2012 2013 

Sales 216,673,000.00 340,765,800.63 409,759,793.13 414,956,898.08 437,650,500.00 

Accounts 

Payable 
60,860,380.03 76,552,187.90 106,036,970.68 110,607,606.40 81,115,748.57 

PT 3.56 4.45 3.86 3.75 5.40 

    Value unit: CNY 

Chart 4.11 PT 

From the Chart 4.11 we can easily find that the payables turnover continues to increase 

which means that the company’s occupation of payment for goods from suppliers is increased 

and the pressure of repaying is going up as well. During the year 2012 to 2013, there is more 

than 1.5 points increased of the turnover, this situation shows us that the company occupies 

lower payment for goods from suppliers than before and the repayment pressure has also been 

reduced.  
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Fixed assets turnover 

In order to know the number of times the fixed assets revolve within a fiscal year. We use 

the formula 2.5 to calculate the data which we show in Table 4.13. 

Table 4.13 Fixed Assets Turnover 

Year 2009 2010 2011 2012 2013 

Sales 216,673,000.00 340,765,800.63 409,759,793.13 414,956,898.08 437,650,500.00 

Fixed 

Assets 
47,279,524.72 109,623,085.04 132,283,000.12 122,849,601.63 118,434,947.58 

FAT 4.58 3.11 3.10 3.38 3.70 

Value Unit: CNY 

Chart 4.12 FAT 

From the Chart 4.12 we find that the fixed assets turnover is reduced over the year 2009 to 

2011, which means that turnover days are much longer and the company’s efficiency of using 

fixed assets is not very good and even continues to become much worse, the providing of 

production and operating results is much weaker, the profitability of fixed assets is not as good 

as before. 

The fixed assets turnover can be stable from 2011 to 2013, and here is a little bit increased 

in 2013 which means that the company pays more attention to the profitability of fixed assets 

and it is slightly rises again but still lower than it in 2009. 

Total assets turnover 

In order to know the circulation speed of all of the assets from input to output during the 

operating time of the company we use the formula 2.6 to calculate the total assets turnover. The 

following is the result we got in Table 4.14.  
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Table 4.14 Total Assets Turnover 

Year 2009 2010 2011 2012 2013 

Total 

Revenue 
216,924,209.55 340,765,800.63 409,759,793.13 414,956,898.08 437,822,683.30 

Total Assets 516,540,103.83 582,148,646.81 664,893,743.66 616,155,036.70 595,021,477.62 

TAT 0.42 0.59 0.62 0.67 0.74 

Value Unit: CNY 

Chart 4.13 TAT 

 

 

As we see from the chart above we find that the total assets turnover can be relatively 

stable during these years, the most change is just about 0.17 from 2009 to 2010. From the trend 

we can say that the company’s sale ability and the assets utilization efficiency are relatively 

keep in a stable level. And the gradually improving points of total assets turnover shows that 

the company’s sale ability and assets utilization efficiency are gradually developing during 

these years. As a whole, all these five results are lower than 1 point, which tells us that there 

still has much room to improve the potential of sale revenues. 

4.2.2 Leverage ratios 

In order to analyze the ability to repay debts of Lang Sha, we use some leverage ratios to 

calculate the data as follows. 
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Debt to assets ratio 

About the ratio of debt to assets we use formula 2.7 and show the result in Table 4.15. 

Table 4.15 Debt to Assets Ratio 

Chart 4.14 DTA 

From the Chart 4.14 we find that the average value of debt-to-assets ratio is around 28 % 

during the five years. And it is relatively rose up from 2009 to 2011 while it drops down after 

2011. Hence it is clearly to see that the ratio got the highest value in the year 2011 which is 

33.75 %, this means that Lang Sha has a highest level in protection to the interests and rights 

of creditors relative to other four years. On the contrary, it becomes lowest in 2013 is only 

22.85 % which has the counter meaning as it in 2011. 

  

Year 2009 2010 2011 2012 2013 

Total 

liabilities 
154,027,963.78 176,313,194.75 224,376,669.65 165,271,683.01 135,965,254.64 

Total assets 516,540,103.83 582,148,646.81 664,893,743.66 616,155,036.70 595,021,477.62 

DTA 29.82% 30.29% 33.75% 26.82% 22.85% 

Value unit: CNY 
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Debt to equity ratio 

After the debt to assets ratio we will describe the debt-to-equity ratio in this part by using 

the formula 2.8. And the result is shown in Table 4.16. 

Table 4.16 Debt to Equity Ratio 

Year 2009 2010 2011 2012 2013 

Total 

liabilities 
154,027,963.78 176,313,194.75 224,376,669.65 165,271,683.01 135,965,254.64 

Total Equity 362,512,140.05 405,835,452.06 440,517,074.01 450,883,353.69 459,056,222.98 

Debt to 

Equity 
42.49% 43.44% 50.93% 36.66% 29.62% 

Value unit: CNY 

Chart 4.15 DTE 

 

From the Chart 4.15 we can clearly we can easily see there is a small range of rising up 

during 2009 to 2011 and a relatively big range of reducing over 2011 to 2013. The lower ratio 

of debt-to-equity in 2013 means that the company’s own capital has a large proportion in total 

assets, and the ability of the long-term solvency is stronger than before. The highest ratio value 

is 50.93 % in 2011 which has a counter meaning to it in 2013. 
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Long-term debt to equity ratio 

Here we use the formula 2.9 to obtain the trend about long-term debt to equity ratio. See 

the Table 4.17 and Chart 4.16.  

Table 4.17 Long-term Debt to Equity Ratio. 

Chart 4.16 LDTE 

As the Chart 4.16 shows the long-term debt to equity has a low level around 1%. In 2009 

there are no long-term liabilities which lead to the zero point of the long-term debt to equity 

ratio. Between 2009 and 2010 the ratio increased by 1.45 % points which can be the highest 

increasing relative to other four years. And it continues to go down after 2010. And lower is the 

long-term debt to equity ratio, the smaller is the long-term debt pressure. 

As we said in chapter the ratio of long-term debt to equity cannot be too high, in general, 

it should be below 20 %, obviously, Lang Sha’s is always lower than 1.5 % which has been 

much better than the general standard. 
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4.2.3 Profitability ratios 

Profitability is one of the important indicator to assess the conditions of the company is 

good or not. Now we use the profitability ratios to calculate and then analyze. 

Return on assets 

We use the formula 2.10 to calculate the ratio of return on assets in Lang Sha and result is 

shown in Table 4.18. 

Table 4.18 Return on Assets Ratio 

Year 2009 2010 2011 2012 2013 

EAT  29,961,227.43 43,323,312.01 34,681,621.95 10,366,279.68 8,172,869.29 

Total assets 516,540,103.83 582,148,646.81 664,893,743.66 616,155,036.70 595,021,477.62 

ROA 5.80% 7.44% 5.22% 1.68% 1.37% 

Value unit: CNY 

Chart 4.17 ROA 

From the Table 4.18 and Chart 4.17 we can know that the net profit of the company is 

gradually going down during the year and compares with the total assets it is quite tiny. 

According to the Chart 4.17 it is quite clear that from 2009 to 2013 the ratio of return on 

assets drops down quickly especially during 2010 to 2012. This situation shows us the company 

obtains less income and uses more capital than before. 
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Return on equity 

We get the result of return on equity ratio by using the formula 2.11 and show it in the 

Table 4.19. 

Table 4.19 Return on Equity 

Year 2009 2010 2011 2012 2013 

EAT  29,961,227.43 43,323,312.01 34,681,621.95 10,366,279.68 8,172,869.29 

Total Equity 362,512,140.05 405,835,452.06 440,517,074.01 450,883,353.69 459,056,222.98 

ROE 8.26% 10.68% 7.87% 2.30% 1.78% 

Value unit: CNY 

Chart 4.18 ROE 

As we can see from the Chart 4.18, the trend of ROE is quite the same as the trend of ROA. 

The main trend of it is decreased fast. The ratio started with 8.26 percent in 2009 and became 

higher the later year. However after 2010 it continues to reduce quickly, this situation has been 

a little bit improved in 2013 but still decreased. 

Operating profit margin 

In order to know the company’s ability to obtain profit we calculate the OPM by using 

formula 2.12 and the result is in the Table 4.20. 

Table 4.20 Operating Profit Margin Ratio 

Year 2009 2010 2011 2012 2013 

EBIT 34,249,120.15 50,554,315.89 40,209,911.63 12,536,036.03 10,300,672.76 

Total 

Revenue 
216,924,209.55 340,765,800.63 409,759,793.13 414,956,898.08 437,822,683.30 

OPM 15.79% 14.84% 9.81% 3.02% 2.35% 

    Value unit: CNY 
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Chart 4.19 OPM 

 

The Chart 4.19 tells us that during these five years, the trend of OPM is substantial declined 

and the range is closed to 13.5 % points. The situation reflects Lang Sha’s profitability is not as 

good as before. The company makes fewer operating profit from selling products, and as we 

know from above the company’s costs of revenues are increasing which also leads to the 

reduced of the OPM. 

Net profit margin 

Net margin is similar to the operating margin but without tax and interests. We use formula 

2.13 to calculate it, see Table 4.21. 

Table 4.21 Net Profit Margin Ratio 

Year 2009 2010 2011 2012 2013 

EAT  29,961,227.43 43,323,312.01 34,681,621.95 10,366,279.68 8,172,869.29 

Total 

Revenue 
216,924,209.55 340,765,800.63 409,759,793.13 414,956,898.08 437,822,683.30 

NPM 13.81% 12.71% 8.46% 2.50% 1.87% 

Value unit: CNY 
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Chart 4.20 NPM 

The net profit margin is as same as the operating profit margin. From 2009 to 2013 it just 

continues to drop down even the total revenues are going up. And from 2012 to 2013 it has 

been a little bit improved but still goes down. The reasons why the net profit margin is decreased 

during the five years are that the price of the materials is increased and the sales of products is 

no longer than before, and what’s more the company purchases some equipment to develop the 

production efficiency which leads to the increasing of total costs. 

4.2.4 Liquidity ratios 

In order to measure the company’s ability to pay its bills we use some liquidity ratios as 

follows. 

Cash ratio 

We use the formula 2.14 to calculate the cash ratio to analyze the ability of paying in cash 

instantly. See Chart 4.21. 
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Chart 4.21 Cash Ratio 

 

From the Chart 4.21 we know that the cash ratio in Lang Sha is generally very high even 

it is more than 1 point both in 2009 and in 2013. From 2009 to 2010 there is a quite large 

decreased of the ratio the value is around 0.93 points. We find that the company’s cash has been 

decreased quickly from 2009 to 2010 which directly results in the decrement of cash ratio, and 

as we know that since the year 2009 the price of materials such as cottons have been highly 

increased and company needs more cash to pay for them. As a most conservative ratio in 

liquidity ratios, cash ratio is general 0.2 and the company’s cash ratio is even higher than 0.8 

during these 5 years. 

Current ratio 

The Chart 4.22 is the result of current ratio we calculate by using formula 2.15 shows the 

ability of company’ short-term debts paying. 
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Chart 4.22 Current Ratio 

In the Chart 4.22 we now that from the year 2009 to 2011 the current ratio of Lang Sha is 

in a downward phase which means that the ability of short-term debt repayment is not enough, 

and takes disadvantage to the long-term development and operation management. Fortunately, 

the ratio starts to rise up since 2011 and becomes 3.13 points which is even much higher than 

it in 2009. This situation means that enterprise’s ability to repay short-term liabilities has been 

improved and management of operating is ameliorative. 

Above all, the current ratio in Lang Sha is always more than 2 points which represents 

current assets are twice to current liabilities. 

Quick ratio 

In order to measure the funds that can change into cash immediately to repay the debts in 

current assets, we now use the formula 2.16 to calculate the quick ratio of Lang Sha. And the 

result is in the Chart 4.23. 
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Chart 4.23 Quick Ratio 

As we can see from the Chart 4.23, the change of quick ratio is almost the same as the 

change in current ratio. The first three years it continues to go down which is result from the 

same reason that the weak ability of short-term debt repayments. And it has been increased 

since the year 2011 which also means that the operating environment of the company has been 

improved. 

And from the data we find that the quick ratio is totally over than 1 point which means 

Lang Sha’s quick assets such as cash are equal to current liabilities and company is able to pay 

current liabilities. 

Now let us look at the chart of liquidity ratios totally include current ratio, cash ratio and 

quick ratio. See the Chart 4.24. 

Chart 4.24 Liquidity Ratio 

From Chart 4.24 we are able to see the relationship between these three ratios. All of their 

trend can be similar to each other. And what’s more, the current ratio is always higher than the 

quick ratio while the quick ratio is always larger than the cash ratio. And both quick ratio and 
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current ratio is over than 1 point all the time, the cash ratio will be lower than 1 point sometimes. 

4.3 DuPont analysis 

We have calculate a lot of ratios above, now we will use these ratios to do the DuPont 

analysis for Lang Sha in order to proceed the integral study to make better understanding about 

the situation of it. 

As we described in part 2.4 of chapter 2, in DuPont analysis we firstly use the ratio of 

return on equity which we will write its abbreviation ROE below. ROE is determined by the 

ratio of return on assets (we will replace with ROA in below) and financial leverage. Here, ROA 

can be divided into net profit margin (replace with NPM) and total assets turnover (replace with 

TAT) while we will use equity multiplier (replace with EM) to measure the financial leverage. 

Firstly, we need to calculate the absolute influence and relative influence of particular 

ratios on ROE between each two years like the way shown in Table 4.22. 

Table 4.22 Data of ROE in T0-T1 

ROE=EAT/E 

T0 value T1 value 

different 

(T1− T0) 

index 

(T1/T0) 

abs. influence 

(T1−T0) 

rel. influence 

(T1−T0)/T0 

Here, Tn is the year of ROE, like the T0 means the initial year of ROE. For the influence, 

the abs. influence means the absolute increment of the influence and the rel. influence is the 

relative increment of influence. 

The following Table 4.23 is the data we need to proceed of the DuPont analysis between 

2009 and 2010. And the Table 4.24 is the result we use the method introduced in chapter 2. 

Table 4.23 Data of ROE in 2009-2010 

ROE=EAT/E 

0.083 0.107 

0.024 1.292 

2.410% 29.162% 
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Table 4.24 Logarithmic Method of DuPont 2009-2010 

Decomposition               

(1.level indicators) 

influence on ROE increment 

ranking influence of absolute 

change (in %) 

ratio of absolute change 

(in %) 

Net profitability EAT/EBIT -0.194% -2.348% 4 

Interest coverage EBIT/EBT 0.000% 0.000% 3 

Operating 

profitability 
EBIT/Rev -0.586% -7.095% 5 

Assets turnover Rev/A 3.128% 37.843% 1 

Financial leverage A/E 0.063% 0.762% 2 

Sum 2.410% 29.162%  

   

Decomposition           

(primary indicators) 

influence on ROE increment 

ranking influence of absolute 

change (in %) 

ratio of absolute change 

(in %) 

Interest 

efficiency 

ratio 

INT/EBIT 0.000% 0.000% - 

Tax efficiency 

ratio 
TX/EBIT -0.194% -2.348% 4 

Interest coverage EBIT/EBT 0.000% 0.000% - 

Days sales in 

NCA 

NCA/Rev*36

0 
-0.372% -4.505% 5 

Days sales in CA CA/Rev*360 3.500% 42.348% 1 

Short debt ratio SD/A -0.073% -0.882% 3 

Long debt ratio LD/A 0.136% 1.643% 2 

Other debt ratio OD/A 0.000% 0.000% - 

Operating 

profitability 
EBIT/Rev -0.586% -7.095% 6 

Sum 2.410% 29.162%   

From the Table 4.24 we can easily see the relationship between each ratio and the factors 

that can influence the value of ROE. 

As we introduced in chapter 2 we know that ROE is an indicator has a strong 

comprehensive, inflects the goal in financial management to maximize shareholders’ equity and 

inflects the profitability of owners. From the structure (Figure 2.1 in chapter 2) we can know 

that in order to improve the ROE, company needs to increase the value of NPM, TAT or EM.  

As we can see in the Table 4.24, in the 1.level indicator the factor of Rev/A which means 

TAT influences most to the change of ROE value, which has been increased by 3.128 % during 

2009 to 2010. And the smallest influence factor is operating profit margin which has the 
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negative influence on ROE. And from the primary indicators we can see there are about nine 

factors of ROE, Interest coverage, Interest efficiency ratio and other debt ratio have no influence 

on ROE because Lang Sha has no interests’ payment during these years. The most influence 

factor is the day sales of current assets which increased by 3.5 % in these two years. The second 

factor is Long debt ratio, has increased about 0.136 % from this we can see that the company 

has more long term debt than before. The Short debt ratio has a negative influence in ROE as 

well as the influence of Operating profitability, Tax efficiency ratio and Days sales in non-

current assets. 

Then we will analyze the change of ROE during 2010 to 2011. See the Table 4.25 and 4.26. 

Table 4.25 Data of ROE in 2010-2011 

ROE=EAT/E 

0.107 0.079 

-0.028 0.738 

-2.802% -26.249% 

Table 4.26 Logarithmic Method of DuPont 2010-2011 

Decomposition               

(1.level indicators) 

influence on ROE decrement 

Ranking 
influence of 

absolute change 

(in %) 

ratio of absolute change 

(in %) 

Profitability EAT/EBIT 0.059% 0.556% 3 

Interest coverage EBIT/EBT 0.000% 0.000% 2 

Operating 

profitability 
EBIT/Rev -3.804% -35.632% 1 

Assets turnover Rev/A 0.474% 4.438% 5 

Financial leverage A/E 0.468% 4.388% 4 

Sum -2.802% -26.249%   

   

Decomposition        

       (primary indicators) 

influence on ROE decrement 

Ranking influence of absolute 

change (in %) 

ratio of absolute 

change (in %) 

interest efficiency 

ratio 
INT/EBIT 0.000% 0.000% - 

tax efficiency ratio TX/EBIT 0.059% 0.556% 3 

interest coverage EBIT/EBT 0.000% 0.000% - 

days sales in NCA NCA/Rev*360 0.355% 3.329% 5 

days sales in CA CA/Rev*360 0.118% 1.109% 4 

short debt ratio SD/A 0.512% 4.800% 6 

long debt ratio LD/A -0.044% -0.412% 2 
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other debt ratio OD/A 0.000% 0.000% - 

Operating 

profitability 
EBIT/Rev -3.804% -35.632% 1 

Sum -2.802% -26.249%   

From the Table 4.25 we can easily find that the ROE has been decreased from year 2010 

to 2011, thus there should be the decrement As we can see in the Table 4.26, in the 1.level 

indicators the biggest influence factor is operating profitability which has been negatively 

increased by 3.804 % during 2010 to 2011, it means that between year 2010 and 2011, Lang 

Sha make relatively fewer profit than the year before. The last factor is assets turnover which 

has positively increased by 0.474 %. And for the primary indicators, there are still three 

indicators are no influence in ROE. The smallest one is short debt ratio while the largest one is 

still the operating profitability. In the whole, we can see the changes of values are totally very 

small which we can say the ROE in 2010 to 2011 is relatively stable. 

Then is the data in the year 2011 to 2012. Look at the Table 4.27 and 4.28 follow. 

Table 4.27 Data of ROE in 2011-2012 

ROE=EAT/E 

0.079 0.023 

-0.056 0.292 

-5.574% -70.797% 

Table 4.28 Logarithmic Method of DuPont 2011-2012 

Decomposition               

(1.level indicators) 

influence on ROE decrement 

Ranking influence of absolute 

change (in %) 

ratio of absolute 

change (in %) 

Profitability EAT/EBIT -0.191% -2.424% 3 

interest coverage EBIT/EBT 0.000% 0.000% 4 

Operating 

profitability 
EBIT/Rev -5.335% -67.760% 1 

assets turnover Rev/A 0.402% 5.104% 5 

financial leverage A/E -0.450% -5.716% 2 

Sum -5.574% -70.797%   

   

Decomposition      

   (primary indicators) 

influence on ROE increment 

Ranking influence of absolute 

change (in %) 

ratio of absolute 

change (in %) 

interest efficiency 

ratio 
INT/EBIT 0.000% 0.000% - 

tax efficiency 

ratio 
TX/EBIT -0.191% -2.424% 3 
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interest coverage EBIT/EBT 0.000% 0.000% - 

days sales in 

NCA 
NCA/Rev*360 0.069% 0.870% 5 

days sales in CA CA/Rev*360 0.333% 4.233% 6 

short debt ratio SD/A -0.448% -5.693% 2 

long debt ratio LD/A -0.002% -0.024% 4 

other debt ratio OD/A 0.000% 0.000% - 

Operating 

profitability 
EBIT/Rev -5.335% -67.760% 1 

Sum -5.574% -70.797%   

From the Table 4.27 we can easily find that the trend of ROE is still going down during 

2011 to 2012 and there should also be the decrement influence. Look at the Table 4.28 we find 

that the most influence factor is still the operating profitability which has been negatively 

increased by 5.335 % from 2011 to 2012, this absolute value can be relatively large compared 

with other factors. While the smallest factor to influence ROE is assets turnover which 

positively increased by 0.402 %. And in the primary indicators we find that the biggest indicator 

is still the operating profitability which means that during these two years Lang Sha makes 

fewer profits than before, the lowest one to influence the ROE is days sales of in current assets, 

the absolute changes in percentage is 0.333 %. As a whole, the change in ROE is still relatively 

small which the absolute change is below 1 % except the change of operating profitability. 

Finally, we will analyze the data around 2012 to 2013 and the following Table 4.29 and 

4.30 will show the results. 

Table 4.29 Data of ROE in 2012-2013 

ROE=EAT/E 

0.023 0.018 

-0.005 0.774 

-0.519% -22.563% 
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Table 4.30 Logarithmic Method of DuPont 2012-2013 

Decomposition               

(1.level indicators) 

influence on ROE decrement 

ranking influence of absolute 

change (in %) 

ratio of absolute change 

(in %) 

Profitability EAT/EBIT -0.084% -3.648% 4 

interest coverage EBIT/EBT 0.000% 0.000% 5 

Operating 

profitability 
EBIT/Rev -0.507% -22.063% 1 

assets turnover Rev/A 0.180% 7.813% 2 

financial leverage A/E -0.107% -4.665% 3 

Sum -0.519% -22.563%   

   

Decomposition     

  (primary indicators) 

influence on ROE increment 

ranking influence of absolute 

change (in %) 

ratio of absolute change 

(in %) 

interest efficiency 

ratio 
INT/EBIT 0.000% 0.000% - 

tax efficiency ratio TX/EBIT -0.084% -3.648% 3 

interest coverage EBIT/EBT 0.000% 0.000% - 

days sales in NCA NCA/Rev*360 0.062% 2.688% 5 

days sales in CA CA/Rev*360 0.118% 5.125% 6 

short debt ratio SD/A -0.106% -4.591% 2 

long debt ratio LD/A -0.002% -0.073% 4 

other debt ratio OD/A 0.000% 0.000% - 

Operating 

profitability 
EBIT/Rev -0.507% -22.063% 1 

Sum -0.519% -22.563%   

From the Table 4.29 we find that the change of ROE is still decreased than before. As we 

see in the 1.level indicators the highest influence factor is still the operating profitability which 

has negatively increased by 0.507 % in the absolute changes in percentage while the lowest one 

is assets turnover is positively increased about 0.180 % during 2012 to 2013. And in the primary 

indicators we find that there are still three indicators has no influence to ROE such as the interest 

efficiency ratio, the reason why it gets to 0 % is that Lang Sha pays no interests fees during 

these two years. And the smallest influence factor is the absolute change of day sales in current 

assets which is about 0.118 % while the biggest one is the operating profitability and still is 

negatively increased which is 0.507 %. For this result, we can know that the profitability of 

Lang Sha is no longer strong than before, but fortunately, its assets are still enough good and 

the debts of Lang Sha do not take large part in the total capital of Lang Sha.  
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5 Conclusion 

The goal of the thesis was to analyze financial position by the help of financial statements 

of Lang Sha Group Company, Ltd. for period 2009 – 2013, analyzing company’s situation and 

then put forward some personal advice. 

In the chapter 2 we introduced the main purpose of financial analysis and the definition of 

three types of financial statements. We also described the analysis methods such as common-

size analysis, financial ratios and DuPont analysis. In the chapter 3 we introduced the company 

we selected to analyze. Then in the chapter 4 which was the most important part in the thesis, 

we used the methods we mentioned in chapter 2 to analyze the company, obtained its financial 

situations, its abilities of making profits, repayment and operating, from these results we found 

out some problems the company faced current time and our own opinions for the company to 

solve the difficulties. 

Though the liquidity ratios were dropped down during the year 2009 to 2011, they have 

been obviously increased since 2011 and even some of the ratios become higher than 2009 like 

current ratio is 3.13 points in 2013 while it was just 2.70 points in 2009. The increasing indexes 

such as quick ratio and cash ratio over last three years show that the development of Lang Sha’s 

ability of short-term debts repayment. The reduced debt to assets ratio reflects the improving 

ability of long-term debts repayments. In general, current ratio is higher than quick ratio and 

quick ratio is higher than cash ratio, besides current ratio should be 2 or more while quick ratio 

is 1 or more, as we see we find all of Lang Sha’s indicators are within reasonable limits, which 

is a good upward momentum. 

From the DuPont analysis we analyzed the situation of ROE in Lang Sha we found that 

except the first year 2009 it was increased, other four years it had been the decrement influence 

by the limited indicators, which the indicator of operating profitability always had the biggest 

negative influence to ROE which could tell us Lang Sha’s ability of making profits was going 

down while the indicator of assets turnover was positive effected to ROE means that Lang Sha 

has a quick speed of assets turnover and in addition the ability of selling is relatively stable and 

good, it can be good for the development of the company. However, this positive influence is 

still weaker than the negative influence. 
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From the whole analysis we find the main problem of Lang Sha is its reducing ability of 

profits making. In our opinion, we think the company should focus much more on its profits 

making and try to spend fewer expenses. For improving the profitability, it is better for Lang 

Sha to develop the new markets such as online markets and overseas markets, sale more 

products within a suitable price. And another important thing is to keep the good reputation 

which can win more investors and costumers. 

According to these we can believe that the company will been continued to develop and 

make more profits in the future. It will continue to maintain the leading position in China's 

textile and garment industry. 
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Annex 1 Income Statement of Lang  

 

Value unit: CNY 

Year 2009 2010 2011 2012 2013 

Revenues 
216,924,209.5

5 

340,765,800.6

3 

409,759,793.1

3 

414,956,898.0

8 

437,822,683.3

0 

Operating 

Cost 

162,690,024.0

3 

258,861,535.7

2 

337,595,129.0

2 

356,011,989.5

2 

364,852,457.1

8 

Total Cost 
185,901,871.4

4 

290,188,906.9

7 

375,377,090.2

6 

405,850,747.6

5 

429,481,727.2

8 

Sales Tax And 

Surtax 
1,139,639.84 921,595.14 1,367,167.71 1,412,369.14 3,249,533.94 

Selling 

Expenses 
12,634,548.49 12,362,360.96 14,511,835.79 16,351,301.89 28,806,925.23 

Administrativ

e Expense 
11,717,262.97 16,294,051.56 16,937,206.90 27,339,350.40 29,354,687.68 

Financial 

Expenses 
-2,107,301.14 -2,277,123.17 1,484,415.62 569,427.53 -674,167.30 

Impairment 

Loss Of Asset 
-172,302.75 4,026,486.76 3,481,335.22 4,166,309.17 3,892,290.55 

Operating 

Profit 
31,155,530.41 50,592,554.03 34,382,702.87 9,106,150.43 8,340,956.02 

Net 

Investment 

Income 

133,192.30 15,660.37 -- -- -- 

Non-operating 

Income 
3,105,190.64 2,793,743.77 6,802,823.84 3,430,785.60 2,050,627.09 

Total Profit 34,249,120.15 50,554,315.89 40,209,911.63 12,536,036.03 10,300,672.76 

Income Tax 4,287,892.72 7,231,003.88 5,528,289.68 2,169,756.35 2,127,803.47 

Net Profit 29,961,227.43 43,323,312.01 34,681,621.95 10,366,279.68 8,172,869.29 

Basic 

Earnings Per 

Share 

0.35 0.45 0.36 0.11 0.08 

Diluted 

Earnings Per 

Share 

0.35 0.45 0.36 0.11 0.08 

The Main 

Business 

Income 

216,673,000.0

0 

340,765,800.6

3 

409,759,793.1

3 

414,956,898.0

8 

437,650,500.0

0 

The Main 

Business Cost 

162,439,300.0

0 

258,861,535.7

2 

337,595,129.0

2 

356,011,989.5

2 

364,852,457.1

8 

Gross Profit 54,233,700.00 81,904,264.91 72,164,664.11 58,944,908.56 72,798,042.82 
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Annex 2 Balance Sheet of Lang Sha (Assets) 

Value Unit: CNY 

Year 2009 2010 2011 2012 2013 

Monetary 

fund 
273,281,855.03 143,827,977.17 177,579,567.64 146,763,128.46 163,005,366.29 

Notes 

receivable 
0.00 76,501.61 42,017.76 0.00 164,940.07 

Accounts 

receivable 
27,471,705.16 25,177,432.36 54,770,708.31 96,299,477.04 71,304,662.20 

Advance 

payment 
15,424,415.10 31,587,978.76 14,854,257.56 14,288,679.01 17,896,409.80 

Other 

receivables 
1,977,219.75 15,455,386.25 1,381,293.72 2,623,260.39 3,452,727.33 

inventory 97,604,100.66 180,413,346.98 219,423,376.70 166,590,612.30 158,114,153.72 

Total 

Current 

assets 

415,759,295.70 396,538,623.13 468,051,221.69 426,565,157.20 413,938,259.41 

Fixed assets 47,279,524.72 109,623,085.04 132,283,000.12 122,849,601.63 118,434,947.58 

Projects under 

construction 
29,084,833.26 18,551,561.54 520,036.50 2,122,736.50 0.00 

Intangible 

assets 
22,317,729.50 55,177,407.49 53,806,807.33 52,436,207.17 51,065,607.01 

Long-term 

prepaid 

expenses 

1,441,589.70 1,091,986.50 8,545,547.50 9,158,666.64 8,003,599.47 

Deferred tax 

assets 
657,130.95 1,165,983.11 1,687,130.52 3,022,667.56 3,579,064.15 

Total non-

current 

assets 

100,780,808.13 185,610,023.68 196,842,521.97 189,589,879.50 181,083,218.21 

Total assets 516,540,103.83 582,148,646.81 664,893,743.66 616,155,036.70 595,021,477.62 
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Annex 3 Balance Sheet of Lang Sha (Liabilities and Equity) 

Value Unit: CNY 

Year 2009 2010 2011 2012 2013 

Notes payable 64,912,678.30 77,977,837.53 53,547,598 32,742,797 37,110,700 

Accounts 

payable 
60,860,380.03 76,552,187.90 106,036,970.68 110,607,606.40 81,115,748.57 

Deferred 

revenue 
26,338,244.37 15,295,275.23 14,331,928.08 9,962,822.09 7,768,562 

payroll 

payable 
1,846,712.44 2,446,403.60 3,446,107.68 3,168,076.77 4,379,087.88 

Payable taxes -3,297,975.93 -4,789,186.16 -7,525,674.81 1,402,993.54 -1,276,145.75 

Other 

payables 
3,367,924.57 2,958,727.95 2,542,240.02 3,349,887.21 3,339,801.94 

Total current 

liabilities 
154,027,963.78 170,441,246.05 219,829,169.65 161,234,183.01 132,437,754.64 

Total non-

current 

liabilities 

0.00 5,871,948.70 4,547,500 4,037,500 3,527,500 

Total 

liabilities 
154,027,963.78 176,313,194.75 224,376,669.65 165,271,683.01 135,965,254.64 

Paid-in 

capital (or 

equity) 

97,217,588 97,217,588 97,217,588 97,217,588 97,217,588 

Capital 

reserve 
341,797,748.84 341,797,748.84 341,797,748.84 341,797,748.84 341,797,748.84 

Owners' 

total equity  
362,512,140.05 405,835,452.06 440,517,074.01 450,883,353.69 459,056,222.98 

Total 

liabilities and 

equity  

516,540,103.83 582,148,646.81 664,893,743.66 616,155,036.70 595,021,477.62 
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Annex 4 Cash Flow Statement of Lang Sha 

Value Unit: CNY 

Year 2009 2010 2011 2012 2013 

by selling 

goods, 

providing 

labor services 

received 

251,028,469.37 371,709,638.02 439,402,301.65 432,073,225.33 528,081,729.39 

Other 

operating 

activities of 

cash received 

3,994,690.58 9,684,802.34 35,789,405.63 4,582,598.64 2,490,327.50 

To purchase 

goods or 

accepting 

labor services 

166,773,959.11 364,456,187.02 404,833,167.52 373,221,513.98 435,302,850.24 

the cash to 

pay for the 

worker 

13,096,075.48 12,538,734.09 14,962,055.68 20,292,837.61 27,729,937.83 

Pay various 

taxes 
12,941,216.66 11,429,800.03 15,019,251.23 13,302,594.89 20,415,485.50 

Other 

operating 

activities 

16,126,118.58 48,205,120.73 16,879,038.76 17,264,912.42 26,119,205.74 

Operating 

activities 

cash inflow 

subtotal 

255,023,159.95 381,783,424.13 478,816,103.94 440,109,453.33 532,795,466.62 

Operating 

activities 

cash outflows 

subtotal 

208,937,369.83 436,629,841.87 451,693,513.19 424,081,858.90 509,567,479.31 

Net business 

activities 

generated 

cash flow 

46,085,790.12 -54,846,417.74 27,122,590.75 16,027,594.43 23,227,987.31 

Long-term 

assets 

construction 

67,475,785.73 100,830,023.61 22,877,554.95 6,219,120.99 6,632,430.35 

The 

investment 

paid in cash 

291,580 44,000 0.00 0.00 0.00 
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Other 

investment 

activities 

7,646.07 6,731.83 0.00 0.00 0.00 

Investment 

activities 

cash outflows 

subtotal 

67,775,011.80 100,880,755.44 22,877,554.95 6,219,120.99 6,632,430.35 

Net 

investment 

activities 

generated 

cash flow 

-67,341,532.91 
-

100,818,026.50 
-22,877,554.95 -6,219,120.99 -6,632,430.35 

Borrow 

money 

received 

44,000,000 28,000,000 47,450,000 60,000,000 0.00 

Other 

financing 

activities 

1,892,272.22 1,167,570 734,488.63 0.00 0.00 

Repayment of 

the debt 
44,000,000 28,000,000 0.00 107,450,000 0.00 

Other 

financing 

activities of 

cash payment 

16,126,118.58 48,205,120.73 16,879,038.76 17,264,912.42 0.00 

Financing 

activities of 

cash inflows 

subtotal 

268,284,272.22 29,167,570 48,184,488.63 60,000,000 0.00 

Financing 

activities 

cash outflows 

subtotal 

44,469,433 28,101,749 2,221,997.62 109,385,079.70 0.00 

The net cash 

flow 

generated by 

financing 

activities 

223,814,839.22 1,065,821 45,962,491.01 -49,385,079.70 26,119,205.74 

Exchange rate 

changes 
-46,297.03 -319,151.92 -578,283.54 -163,697.93 -398,559.62 

net margin 29,961,227.43 43,323,312.01 34,681,621.95 10,366,279.68 8,172,869.29 

Add：

preparation 

for the 

-172,302.75 4,026,486.76 3,481,335.22 4,166,309.17 3,892,290.55 
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impairment of 

assets 

depreciation 4,683,392.63 6,639,266.51 9,733,696.74 10,557,968.71 10,567,409.60 

Intangible 

assets 

amortize 

446,197.08 599,079.44 1,370,600.16 1,370,600.16 1,370,600.16 

Long-term 

prepaid 

expenses 

amortization 

150,312.30 482,875.20 1,061,907.17 2,878,731.63 3,757,478.47 

Finance 

charges 
-1,200,002.71 -766,890.82 2,065,792.53 2,098,777.63 398,559.62 

Deferred tax 

assets 
-148,983.27 -508,852.16 -521,147.41 -1,335,537.04 -556,396.59 

Net 

operating 

activities 

generated 

cash flow 

46,085,790.12 -54,846,417.74 27,122,590.75 16,027,594.43 23,227,987.31 

The ending 

balance of 

cash 

273,281,855.03 118,364,079.87 167,993,323.14 128,253,018.95 144,450,016.29 

The 

beginning 

balance of 

cash 

70,769,055.63 273,281,855.03 118,364,079.87 167,993,323.14 128,253,018.95 

Net increase 

in cash 

&cash 

equivalents 

202,512,799.40 
-

154,917,775.16 
49,629,243.27 -39,740,304.19 16,196,997.34 

 

 

 

 

 

 

 

 

 

 

 

 


