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1.Introduction 

 

Financial analysis applied series of analysis technique to the financial information that 

provided by company, the goal is to analyze the company’s past and present 

performance, and you can use the data to compare with the goal at the beginning and 

set the goal next year. Financial is essential to the company, it provide the accurate 

information to the investors, creditors, operators and related parties. The investors can 

make decision whether this company is worth to invest continuously. And the operators 

can find the problem and make the improvement next year. 

The goal is to analyze the profitability of TOTAL, so we can know about the basic 

situation of this company. The analysis is based on the financial information from 2013 

to 2016. 

The thesis consists of five chapters, the first chapter is the introduction of financial 

analysis, the second chapter is the using of financial technique, the third chapter is the 

introduction and financial characteristics of TOTAL, the forth part is the analysis of 

TOTAL, the last part is Conclusion. 

In chapter 2, there are the description of analysis technique, first , we will use the data 

from financial statement: balance sheet, income statement, cash flow statement. We can 

use the ratio analysis to calculate the ratio we need. Such as profitability, activity, 

liquidity, solvency and valuation. Then we will introduce the common-size analysis, it 

contains horizontal and vertical common-size analysis. There are also brief introduction 

of equity analysis and credit analysis. 

In chapter3, to assessment the financial position of a company, we need the financial 

statement of this company, then we can use that we have introduced in chapter2. Firstly, 

there will be the introduction of TOTAL, it includes the history of TOTAL, the 

operation and the development of TOTAL. Then we will use the related information to 

do common -size analysis from 2013 to 2016. We can analyze the performance of 

TOTAL. 

In chapter 4, we will focus on the profitability analysis of TOTAL. We can calculate the 

profitability ratio, then use the ratio to judge several standards. And DuPont system of 
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analysis can help us to distinguish what affects the operation mostly. 

In chapter 5, we will make conclusion according to the analysis before. 
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2. Description of financial methodology 

2.1 Financial Statement 

2.1.1 Balance sheet  

Balance sheet summarize the assets of a company, the value of these assets and the mix 

of financing used to finance these assets at a given point in time. 

A balance sheet can be used to assess a firm’s liquidity, solvency, and ability to make 

distributions to shareholders. From the firm’s perspective, liquidity is the ability to meet 

short-term obligations, solvency is the ability to meet long-term obligations. 

The structure of balance sheet shaped as capital letter “T”: 

 

 Liabilities 

 Assets 

 Equity 

 

 

 

 

 

Accounts format: 

Tab. 2.1: Balance sheet structure 

Balance sheet   

Assets Equity + liabilities 

Fixed assets Equity 

Tangible assets Preferred/common stock 

Intangible assets Share premium 

Financial investment Retained earnings 

Current assets Liabilities 

Cash and cash equivalents Current liabilities 

Accounts receivables Accounts payable 
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Inventories Current borrowings 

  Other short-term liabilities 

  Long-term liabilities 

  Long-term bank loans 

  Bonds issued 

Total assets Total equity and liabilities 

 

There are three components of balance sheet: Assets, liabilities, equity 

Assets provide probable future economic benefits controlled by an entity as a result of 

previous transactions, we can divide it into two parts: current assets and long-term 

assets. The current assets include cash and cash equivalents, inventory, prepaid expense, 

short-term investment and other current assets. Long-term assets includes property, 

plant and equipment, intangible assets, long-term investment, deferred tax assets, 

pension assets. 

 

Liabilities are obligations owed by an entity from previous transactions that are 

expected to result in an outflow of economic benefits in the future. Liabilities also have 

two types: current liabilities and long-term liabilities. Current liabilities includes bank 

overdraft, accounts payable, accrued expense, unearned revenue, current portion of 

long-term debt, current tax payable. Long-term debt includes notes payable, bond 

payable, capital lease obligations, pension liabilities, deferred tax liabilities. 

Equity, also called net asset, it represents residual interest in assets that remains after 

subtracting firm’s liabilities. The categorization: common and preferred share, 

additional paid-in-capital(share premium), retained earnings(=net income-dividend), 

treasury stock(stock repurchased by the firm but not yet retired), other comprehensive 

income, minority interest. 

 

Balance sheet summarize the information about what the a company owns (its assets), 

the value of these assets and mix of capital used for financing these assets (how these 
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assets are financed). From above definition follows this formula: Total assets=Total 

liabilities +Total equity 

 

2.1.2 Income Statement（Profit/Loss statement） 

Income statement indicates the amount of profit generated by a company over a certain 

period, often a year and compares the company´s revenues and company costs and 

expenses. Basic equation underlying the income statement is: revenues –costs 

(expenses) = net income/loss, if we make the equation specifically: Net 

income=revenues-ordinary expenses+ other income-other expenses+ gains-losses 

The context of income statement: 

revenues: amounts charged for the delivery of goods or services in the ordinary 

activities of the company 

Cost: amounts that must be spent in the ordinary activities of the company 

There have two types of the income statement: Multi-step income statement, Single-

step income statement 

 

 

Tab. 2.2 Income statement structure.(multi-step and single step) 

      Multi-step income statement: 

Revenue  

Cost of goods sold  

Gross profit  

S,G&A  

EBIT  

Interest expense  

Earning before tax  

Tax expense  

Net income  
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Single-step income statement: 

 

Revenue  

Total revenue  

Purchase  

Marketing expense  

Depreciation  

Interest expense  

Tax expense  

Total expense  

Net income  

 

There are two main activities be calculated: operating activities(calculated as a 

difference between the sum of operating revenues and operating costs and 

expenses),financing activities(calculated as a difference between the sum of financing 

revenues and financing costs) 

 

Operating activity: sometimes called operating profit before interest and taxes–EBIT,  

operating revenues: revenues from sale of products, goods, and services, operating costs: 

costs associated with generating operating revenues (raw material consumption, 

electricity consumption, depreciations, costs of good sold, salaries and wages paid to 

employees, administrative costs, other operating costs,…) 

 

Financing activity: financial revenues and financial costs are compared here, Financial 

revenues: interests received, revenues from owned securities (dividends received, 

coupons received, etc.) Financial costs: interests paid, coupons paid (if bonds are issued) 

 

2.1.3 Cash flow statement 
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Cash flow statement: Information about a company’s cash receipts and cash payments 

during an accounting period. 

 

Items on the cash flow statement come from two sources: income statement, changes 

in balance sheet accounts 

Operating cash flow  

 

+investing cash flow 

 

+financing cash flow 

 

=change in cash balance for the current year 

 

+beginning cash balance 

 

=ending cash balance 

 

Cash flow from operating activities: consists of the inflows and outflows of cash 

resulting from transactions that affect a firm’s net income 

Tab. 2.3: Cash flow statement structure1. 

 

Inflows Outflows 

Cash collected from customers Cash paid to employees and suppliers 

Sale proceeds from trading securities Acquisition of trading securities 

Interest received Interest paid 

Dividend received Taxes paid 

 Cash paid for other expense 
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Cash flow from investing activities: consists of the inflows and outflows of cash 

resulting from the acquisition or disposal of long-term assets and certain investments 

Tab. 2.3: Cash flow statement structure2. 

Inflows Outflows 

Sale proceeds from fixed assets Acquisition of fixed assets 

Sale proceeds from debt and equity 

investment 

Acquisition from debt and equity 

investment 

Principle received from loans made to 

others 

Loans made to others 

 

Cash from financing activities: consists of the inflows and outflows of cash resulting 

from transactions affecting a firm’s capital structure 

Tab. 2.3: Cash flow statement structure3. 

Inflows Outflows 

Principle amounts of debt issued Principle paid on debt 

Proceeds from issuing stock Payment to reacquire stock 

 Dividends paid to shareholders 

 

 

Cash flow statement’s benefit for analysts: Do regular operations generate to sustain 

the business, enough cash is generated to pay off maturing debt, highlights the need for 

additional finance, ability to meet unexpected obligations, the flexibility to take 

advantage of new business opportunities 

 

We can examine the major sources and use of cash: 

 

Operating cash flow: A check of the quality of a firm’s earning 
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Investing cash flow: Increasing capital expenditures, use of cash, is usually an 

indication of growth 

 

Financing cash flow: whether the firm is generating cash flow by issuing debt or equity, 

whether the firm is using cash to repay debt, reacquire stock or pay dividends 

 

2.2 Ratio and ratio analysis 

 

2.2.1 Financial ratio can tell us what happened in the operation of this company, if you 

want to compare with your competitors or industry, you can use the ratio, such as which 

one is profitable. 

 

Financial ratios analysis - comparison of financial data in the form of financial ratios to 

asses the financial health of the company 

 

are calculated from financial data and market data, among which is relationship 

 

Financial ratio can let us know what happened in the company, and financial ratio 

analysis can tell us the reason of the events. 

 

2.2.2 Profitability ratio: Ability to generate profit 

 

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

during a period (in %)  

 

the higher the profitability ratios, the better competitive position of the company  

 

Profit/Net revenue: 

                Gross profit margin=
𝐺𝑟𝑜𝑠𝑠 𝑝𝑟𝑜𝑓𝑖𝑡

𝑁𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒
                       (2.1) 
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This ratio measures gross profit per one unit of revenues, we can know the how well 

the costs of goods sale, the higher gross profit indicates the company has advantage of 

good product costs and lower costs of good sale. 

               Operating profit margin=
𝐸𝐵𝐼𝑇

𝑁𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒
             (2.2) 

It is an indicator how well the company manages its operations, the EBIT equals gross 

margin minus operating costs, so we can know how well the revenues are being 

generated and operating costs controlled, it measures operating profit per one unit of 

revenues. 

                  Pretax margin=
𝐸𝐵𝑇

𝑁𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒
           (2.3) 

It measures the effect on profitability of leverage and nonoperating income and expense. 

EBT equals operating income minus interest expense, if the ratio is raising, maybe the 

company has little change on their business focus. 

                 Net profit margin=
𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝑁𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒
           (2.4) 

 

It measures net profit (as a percentage) per one unit of revenues, net income equals 

revenues minus all costs, and the tax rate will affect the ratio , if the company earn same 

money in two years, the higher tax rate will decrease net profit margin. 

 

Profit/Capital:   

        Return on asset(ROA)= 
Net income+ Interest expense(1−t)

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
              (2.5) 

It measures net profit as a percentage for every unit of company´s assets, because the 

assets are financed not only by equity holders but also creditors, so we need to add what 

company has paid to creditors. The higher the ratio, the higher profit created by the 

assets. 

 

           Operating return on assets=
 𝐸𝐵𝐼𝑇

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
              (2.6) 
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It measures operating profit as a percentage for every unit of company’s assets 

  

           Return on equity(ROE)= 
𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑒𝑞𝑢𝑖𝑡𝑦
        (2.7) 

  

It measures a firm's efficiency at generating profits from every unit of shareholders' 

equity, the equity capital include minority equity, preferred equity, common equity. 

 

              Return on capital=
𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑐𝑎𝑝𝑖𝑡𝑎𝑙
                   (2.8) 

 

It measures the profit earned by the company on what he has, including short-term debt, 

long-term debt and equity. 

 

2.2.3 Activity ratio: Efficiency in using assets to generate revenue 

              Total assets turnover
𝑁𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
      （2.9) 

 

It measures the company’s overall ability to generate revenues with a given level of 

assets, the ratio also reflect strategic decisions by management.  

              

           Fixed assets turnover=
Net revenue

Average net fixed assets
      (2.10) 

 

It measures the company’s efficiency of generating profit from its investment in fixed 

assets, Generally, a higher fixed asset turnover ratio indicates more efficient use of fixed 

assets in generating revenue. A low ratio can indicate inefficiency, a capital- intensive 

business environment, or a new business not yet operating at full capacity— i n which 

case the analyst will not be able to link the ratio directly to efficiency. In addition, asset 

turnover can be affected by factors other than a company’ s efficiency. The fixed - asset 

turnover ratio would be lower for a company whose assets are newer (and, therefore, 

less depreciated and so reflected in the financial statements at a higher carrying value) 
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than the ratio for a company with older assets (that are thus more depreciated and so 

reflected at a lower carrying value). The fixed - asset ratio can be erratic because, 

although revenue may have a steady growth rate, increases in fixed assets may not 

follow a smooth pattern; so, every year-to-year change in the ratio does not necessarily 

indicate important changes in the company ’ s efficiency.   

              Inventory turnover=
𝐶𝑂𝐺𝑆

 𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑖𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦
        (2.11) 

 

Inventory turnover is important for many entities, it indicates the resources tied up with 

inventory and the efficiency of inventory management. It urges company make the 

operation continuously and improve the usage efficiency of money. The higher the 

inventory turnover rate, the stronger the liquidity of the company’s inventory assets, 

and the faster the turnover of the inventory and the funds occupied on the inventory. 

 

           Working capital turnover=
Net revenue

 Average working capital 
        (2.12) 

 

          working capital= current assets- current liabilities 

 

Working capital turnover indicates how efficiently the company generates revenue with 

working capital. The higher the ratio, the greater the efficiency. 

 

Operating cycle, cash conversion cycle: 

        Days of inventory on hand=
Number of days in period

Inventory turnover
     (2.13) 

        Average inventory processing period= 
365

𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟
    (2.14) 

 

The DOH is affected by inventory turnover, and we always select one accounting period 

to calculate DOH, the higher inventory turnover, the shorter period inventory held, the 

lower DOH.  

         Receivables turnover=
𝑁𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒

Average accounts receivable
      (2.15) 
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         Days of sales outstanding= 
Number of days in period

Receivables turnover
             (2.16) 

 

         Average receivable collection period =365/ Receivable turnover 

 

The number of DSO represents the elapsed time between a sale and cash collection, 

reflecting how fast the company collects cash from customers it offers credit. Higher 

receivables turnover means the company have efficient collection and credit. 

           Payables turnover=
𝑃𝑢𝑟𝑐ℎ𝑎𝑠𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑎𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑝𝑎𝑦𝑎𝑏𝑙𝑒
      (2.17) 

 

            Average payment period=
365

𝑃𝑎𝑦𝑎𝑏𝑙𝑒𝑠 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟
      (2.18) 

 

Payables turnover represents how many times the company to pay off its creditors. The 

average payment period reflects the average number of days the company takes to pay 

its suppliers. If payables turnover is higher than the industry, it means the company 

doesn’t use the full credit facilities.  

 

                  

Operating cycle= collection period+ inventory period            (2.19) 

 

Cash conversion cycle= collection period+ inventory period- payment period   (2.20) 

 

Operating cycle is the average period of time required for a business to make an initial 

outlay of cash to produce goods, sell the goods, and receive cash from customers in 

exchange for the goods. 

 

The cash conversion cycle is a cash flow calculation that attempts to measure the time 

it takes a company to convert its investment in inventory and other sources inputs into 

cash. 
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2.2.4 Liquidity ratio: Ability to pay short-term assets 

measures company´s ability to meets its immediate or short-term liabilities and 

obligations, they compare company's liquid assets (in the form of cash or can be quickly 

converted in cash) and short-term liabilities and obligation. 

                     Current ratio= 
𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠

𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
      (2.21) 

 

This ratio expresses current assets (assets expected to be consumed or converted into 

cash within one year) in relation to current liabilities (liabilities falling due within one 

year). A higher ratio indicates a higher level of liquidity (i.e., a greater ability to meet 

short-term obligations). A current ratio of 1.0 would indicate that the book value of its 

current assets exactly equals the book value of its current liabilities. Liquidity affects 

the company’ s capacity to take on debt. The current ratio implicitly assumes that 

inventories and accounts receivable are indeed liquid (which is presumably not the case 

when related turnover ratios are low).    

 

               Quick ratio=
cash+ marketable securities+ receivables

𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
    (2.22) 

 

           Acid-test= quick ratio=
(current assets−inventories−receivables)

𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
  (2.23) 

Quick ratio is more conservative than current ratio, because it just includes the more 

liquid assets. Higher ratio means higher liquidity, and the ratio indicates the inventory 

is not easily to convert into cash, especially under special circumstance, the inventory 

is required to sell. So, the quick ratio I more accurate than current ratio. 

 

          Defensive interval=
cash+ marketable securities+ receivables

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑑𝑎𝑖𝑙𝑦 𝑒𝑥𝑝𝑒𝑛𝑑𝑖𝑡𝑢𝑟𝑒𝑠
        (2.24) 

 

This ratio measures how long the company can continue to pay its expenses from its 

existing liquid assets without receiving any additional cash inflow. If the defensive 
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interval is lower than the previous time or peer companies, the company should check 

whether they have enough money without receiving any additional cash inflow. 

 

2.2.5 solvency ratio: Ability to pay long-term debt  

 

measure company´s ability to meets its long-term obligations, sometimes called 

financial leverage ratios (they measure how the company is financed), when assess the 

company’s ability to pay off its long-term liabilities, it will need to analyze the 

components of financial structure deeply. Solvency ratios provide information 

regarding the relative amount of debt in the company’s capital structure and the 

adequacy of earnings and cash fl ow to cover interest expenses and other fixed charges 

(such as lease or rental payments) as they come due. Solvency ratios are primarily of 

two types. Debt ratios, the first type, focus on the balance sheet and measure the amount 

of debt capital relative to equity capital. Coverage ratios, the second type, focus on the 

income statement and measure the ability of a company to cover its debt payments. All 

of these ratios are useful in assessing a company’s solvency and, therefore, in evaluating 

the quality of a company ’ s bonds and other debt obligations.  

                      Debt-to-equity ratio=
𝐷𝑒𝑏𝑡

𝐸𝑞𝑢𝑖𝑡𝑦
              (2.25) 

  

The debt - to - equity ratio measures the amount of debt capital relative to equity capital. 

A ratio of 1.0 would indicate equal amounts of debt and equity, which is equivalent to 

a debt- to- capital ratio of 50 percent 

          Debt-to-capital ratio=
𝑇𝑜𝑡𝑎𝑙 𝑒𝑞𝑢𝑖𝑡𝑦

Total debt+ Total shareholder’s equity 
        (2.26) 

 

The debt -to - capital ratio measures the percentage of a company ’ s capital (debt plus 

equity) represented by debt. Higher ratio means higher financial risk and lower solvency. 

 

            Debt-to-assets ratio=
Total Debt

Total assets
        (2.27) 
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This ratio measures the percentage of total assets financed with debt, if the debt-to-

assets ratio is 0.5,it means half of assets are financed with debt, higher debt-to-asset 

ratio is dangerous for company. 

 

            Financial leverage=
Average total Assets

Average total Equity
        (2.28) 

 

This ratio measures the amount of total assets supported for each one money unit of 

equity. The higher the financial leverage ratio, the more leveraged the company is in 

the sense of using debt and other liabilities to finance assets. This ratio is often defined 

in terms of average total assets and average total equity and plays an important role in 

the DuPont decomposition of return on equity. 

 

            Interest coverage=
𝐸𝐵𝐼𝑇

Interest payments
        (2.29) 

 

This ratio measures the number of times a company ’ s EBIT could cover its interest 

payments. A higher interest coverage ratio indicates stronger solvency, offering greater 

assurance that the company can service its debt (i.e., bank debt, bonds, notes) from 

operating earnings.  

   

           Fixed charge coverage= 
EBIT+ lease payment

Interest+ lease payment
     (2.30) 

 

This ratio relates fixed charges, or obligations, to the cash fl ow generated by the 

company. It measures the number of times a company’ s earnings (before interest, taxes, 

and lease payments) can cover the company’ s interest and lease payments. Similar to 

the interest coverage ratio, a higher fixed charge coverage ratio implies stronger 

solvency, offering greater assurance that the company can service its debt (i.e., bank 

debt, bonds, notes, and leases) from normal earnings. The ratio is sometimes used as an 

indication of the quality of the preferred dividend, with a higher ratio indicating a more 

secure preferred dividend 
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Valuation ratio: Analysis for investment in common equity 

 

Valuation is the financial process of determining what a company is worth. Valuation 

ratios put that insight into the context of a company’s share price, where they serve as 

useful tools for evaluating investment potential. 

 

2.2.6 Dupont system of analysis 

 

Dupont analysis is a technique that cuts through the return on equity measure to identify 

what exactly is generating a company’s return. For example, whether it is high profit 

margin, efficient use of assets to generate more sales and use of more debt in its capital 

structure. Return on equity measures net income earned by the company for its 

shareholders. It is calculated by diving net income by average shareholders’ equity. 

Decomposing ROE is useful in determining the reasons for changes in ROE over time 

for a given company and for differences in ROE for different companies in a given 

period.  

 

Expressing ROE of two components, we can write like this: 

           ROE=
𝑛𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝑎𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡
·

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑠ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟′𝑠 𝑒𝑞𝑢𝑖𝑡𝑦
,   (2.31) 

 which can be interpreted:  

            ROE=ROA· financial leverage ratio       (2.32) 

 

In other words, ROE is a function of a company ’ s ROA and its use of financial leverage, 

A company can improve its ROE by improving ROA or making more effective use of 

leverage. If a company doesn’t have leverage, ROA will equal ROE. If there have 

leverage, the borrowing cost exceeds the marginal rate it can earn on the investing, ROE 

will decrease as leverage increases, the effect of borrowing decline ROA. 
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Further decomposing ROA, we can express ROE as a product of three component ratios: 

                 ROE=
𝑁𝐸𝑇 𝐼𝑁𝐶𝑂𝑀𝐸

𝑆𝐴𝐿𝐸𝑆
·

𝑆𝐴𝐿𝐸𝑆

𝐴𝑆𝑆𝐸𝑇𝑆
·

𝐴𝑆𝑆𝐸𝑇𝑆

𝐸𝑄𝑈𝐼𝑇𝑌
       (2.33) 

which can be interpreted: 

ROE=𝑛𝑒𝑡 𝑝𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛 · 𝑎𝑠𝑠𝑒𝑡 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 · 𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒 𝑟𝑎𝑡𝑖𝑜 

Net profit margin is an indicator of profitability: how much income can get from one 

unit money. Assets turnover is the indicator of efficiency: how much revenue a company 

generates per one money unit of assets. Financial leverage is an indicator of solvency: 

the relationship between assets and equity.  

If we consider the tax and interest, we can decompose the ROE like this: 

           ROE=
𝑁𝐸𝑇 𝐼𝑁𝐶𝑂𝑀𝐸

𝐸𝐵𝑇
·

𝐸𝐵𝑇
𝐸𝐵𝐼𝑇 ·

𝐸𝐵𝐼𝑇

𝑅𝐸𝑉𝐸𝑁𝑈𝐸
·

𝑅𝐸𝑉𝐸𝑁𝑈𝐸

𝐴𝑆𝑆𝐸𝑇𝑆
·

𝐴𝑆𝑆𝐸𝑇𝑆

𝐸𝑄𝑈𝐼𝑇𝑌 
,    (2.34)  

which can be interpreted like this: 

ROE = 𝑡𝑎𝑥 𝑏𝑢𝑟𝑑𝑒𝑛 · 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑏𝑢𝑟𝑑𝑒𝑛 · 𝐸𝐵𝐼𝑇 𝑚𝑎𝑟𝑔𝑖𝑛 · 𝑎𝑠𝑠𝑒𝑡 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 ·

𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒 𝑟𝑎𝑡𝑖𝑜(tax burden=1-tax rate)         (2.35) 

Tax burden ratio represents the effect of tax: how much pretax profit can company keep, 

If the tax burden ratio is higher, it means the lower tax burden ,as tax rate is lower, this 

company can keep most of pretax profit. Interest burden represents the effect of interest: 

how much the company financed by debt, if you have more liabilities, you need to pay 

more interest expenses, it means you have higher borrowing cost, it would decrease 

ROE. EBIT margin measures the operating profitability of company, before paying the 

interest and tax expenses, how much you can get from one unit of money. If the EBIT 

margin increase, ROE would increase. Asset turnover is an indicator of activity of 

company: how much revenue it generates per unit of assets. If you want to know what 

affects the component ratio, you can decompose the component ratio. As we described 

above, we called this method as Pyramidal decompositions, we can observe what drives 

ROE. 

And there are several methods for quantification of influence: 

Method of gradual changes works with absolute change, for example, if we have three 

component ratios: 

∆𝑥𝑎1 = ∆𝑎1 · 𝑎2.0 · 𝑎3.0 
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                         ∆𝑥𝑎2 = 𝑎1,1 · ∆𝑎2 · 𝑎3.0              (2.36) 

∆𝑥𝑎3 = 𝑎1.1 · 𝑎2.1 · ∆𝑎3 

X is the basic ratio, Δx is the absolute change in the basic ratio, a is the component ratio, 

∆𝑎 –absolute change in the component ratio, ∆𝑥𝑎1 –absolute change in the basic ratio 

caused by the change in the first (a1) component ratio 

Logarithmic decomposition method: the component ratio affect on the basic ratio： 

                                                             ∆𝑥𝑎𝑖 =
ln 𝑙𝑎𝑖

ln 𝑙𝑥
· ∆𝑥            (2.37) 

x –basic ratio, ∆𝑥–absolute change in the basic ratio,𝑙𝑥 =
𝑥1

𝑥0
--index of change in basic 

ratio,𝑙𝑎=
𝑎1.1

𝑎1.0
--index of change in component ratio 

Functional decomposition method works with relative change in basic and component 

ratio: 

                                                      ∆𝑥𝑟𝑒𝑙𝑎𝑡𝑖𝑣𝑒 = 𝑅𝑥 =
𝑥1−𝑥0

𝑥0
,∆𝑎𝑖=𝑅𝑎𝑖

=
𝑎1−𝑎0

𝑎0
     (2.38) 

If we have three component ratios:  
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          (2.39)                                                             

Integral decomposition method: the influence of component ratio can be calculated as 
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           (2.40) 

And 𝑅𝑋 is computed as:     

                                 
=

=
N

j

aX j
RR

1

           (2.41) 

Pyramidal decomposition can do the further analysis of ROE, it is used mostly in 

company’s analysis. To use this method, we firstly decompose the basic ratio into 

several component ratios, then we can calculate the impact of them, lastly, we can know 

which part has most impact on ROE. In this method, the decomposition can be 
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presented as following structure: 

 

Some of them still can be decomposed, different type of companies may have different 

decompositions. We will focus on the profitability analysis of company in this thesis, 

so we will mainly analyze the ROS. 

There have some formulas about ROS: 

                ROE= ROS· Total assets turnover· Financial leverage      (2.41) 

                                         

ROS(EAT/Revenue)= Tax burden· Interest burden· ROS(EBIT/ Revenue)    (2.42)  

2.2.7 Equity analysis, credit analysis 

Equity analysis can measures a company’s ability to service and repay its credit risk, it 

is a broad assessment of a company’s operations. There are several methods to value 

the company’s equity, including valuation ratios (e.g. the price -to-earnings or P/E ratio), 

discounted cash flow approaches, and residual income approaches (ROE compared 

with the cost of capital), among others. 

About the credit analysis, there has a famous formula: 

                       Z=1.2A+1.4B+3.3C+0.6D+1.0E    (2.43) 

A=working capital/total assets, B=retained earning/total assets, C=EBIT/total assets, 

D-market value of equity/book value of debt, E=revenue/total assets, if z<1.8, the 

ROE

EAT/E

ROS

EAT/Revenue

Tax burden

EAT/EBT

Interest burden

EBT/EBIT

ROS

EBIT/Revenue

Total assets 
turnover

Revenue/Assets

360: A/Revenue·360

Financial 
leverage

Assets/Equities

1: 1-
Debt to assets

D/A
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company is likely to go bankrupt within two years. 

2.3 Common-size analysis 

Common- size analysis involves expressing financial data, including entire financial 

statements, in relation to a single financial statement item, or base. Items used most 

frequently as the bases are total assets or revenue. In essence, common- size analysis 

creates a ratio between every financial statement item and the base item. Common-size 

analysis was demonstrated in chapters for the income statement, balance sheet, and cash 

flow statement. Common-size statement are expressed the statement as percentage, it is 

convenient for people who do not have professional knowledge. 

2.3.1 Vertical common-size analysis 

Vertical common-size statement prepared each item on the financial statement, dividing 

the selected benchmark. It highlights the composition of financial statement, we can 

know the relationship between each individual item with benchmark. 

Vertical common-size balance sheet can be expressed like this: 

Table 2.4 Structure of common-size analysis 

Assets  Common-size 

Current assets 700 70% 

Non-current assets  300 30% 

Total assets 1000 100% 

Liability, equity  Common-size 

Current liabilities 200 20% 

Non-current liabilities 300 30% 

Equity 500 50% 

Total liabilities and equity 1000 100% 

Vertical common-size income statement always expresses each income statement item 

as a percentage of sales, used to analyze changes in cost structure and profitability. 

Vertical common-size cash flow statement can be expressed like this: 

Show each item as a% of net revenue: 

                                                            
𝑐𝑎𝑠ℎ 𝑓𝑙𝑜𝑤 𝑠𝑡𝑎𝑡𝑒𝑚𝑒𝑛𝑡

𝑛𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒
        (2.44) 
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Show each inflow as a% of total inflows: 

                                                             
𝑐𝑎𝑠ℎ 𝑖𝑛𝑓𝑙𝑜𝑤𝑠

𝑡𝑜𝑡𝑎𝑙 𝑐𝑎𝑠ℎ 𝑖𝑛𝑓𝑙𝑜𝑤𝑠
        (2.45) 

Show each outflows as a% of total outflows: 

                                                             
𝑐𝑎𝑠ℎ 𝑜𝑢𝑡𝑓𝑙𝑜𝑤𝑠

𝑡𝑜𝑡𝑎𝑙 𝑐𝑎𝑠ℎ 𝑜𝑢𝑡𝑓𝑙𝑜𝑤𝑠
        (2.46) 

In all, we can describe vertical common-size analysis like this: 

                       𝑎%∆=
𝑎𝑚𝑜𝑢𝑛𝑡 𝑜𝑓 𝑖𝑛𝑑𝑖𝑣𝑖𝑑𝑢𝑎𝑙 𝑖𝑡𝑒𝑚

𝑎𝑚𝑜𝑢𝑛𝑡 𝑜𝑓 𝑏𝑎𝑠𝑒 𝑖𝑡𝑒𝑚
     (2.47) 

2.3.2 Horizontal common-size analysis 

Horizontal common-size analysis prepared by computing the increase or decrease in 

percentage terms of each balance sheet item from the prior year, highlights items that 

have changed unexpectedly or have unexpectedly remained unchanged. The most 

difference between vertical and horizontal common-size analysis is vertical common-

size analysis usually use the current data, and horizontal can compare with a selected 

period. Horizontal common-size analysis can be expressed like this: 

                       𝑎%∆=
∆𝑎

𝑎𝑚𝑜𝑢𝑛𝑡 𝑖𝑛 𝑠𝑒𝑙𝑒𝑐𝑡𝑒𝑑 𝑝𝑒𝑟𝑖𝑜𝑑
· 100    (2.48) 

And ∆𝑎 = 𝑎𝑚𝑜𝑢𝑛𝑡 𝑖𝑛 𝑎𝑛𝑎𝑙𝑦𝑠𝑖𝑠 𝑝𝑒𝑟𝑖𝑜𝑑 − 𝑎𝑚𝑜𝑢𝑛𝑡 𝑖𝑛 𝑠𝑒𝑙𝑒𝑐𝑡𝑒𝑑 𝑝𝑒𝑟𝑖𝑜𝑑  (2.49) 
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3.Assessment of financial position 

3.1 Introduction of TOTAL company 

3.1.1 History of TOTAL company 

TOTAL began its Upstream operations in the Middle East in 1924. Since then, the 

Company has grown and expanded its operations worldwide. In early 1999, the 

Company took over PetroFina S.A. and in early 2000 it took over Elf Aquitaine. Since 

the repeal in 2002 of the decree of December 13, 1993 that established a golden share 

of Elf Aquitaine held by the French government, there are no longer any agreements or 

regulatory provisions governing shareholding relationships between TOTAL and the 

French government 

3.1.2 The operation of TOTAL company 

TOTAL is a leading international oil and gas company and aims to be the responsible 

energy major by helping to supply accessible, affordable and clean energy to as many 

people as possible. To accomplish this goal, TOTAL leverages its integrated business 

model, which enables it to capture synergies between the different activities of the 

Group. To achieve its ambition, TOTAL relies upon its operational excellence, 

technological expertise and capacity to manage complex projects. The numerous 

branches and subsidiaries of TOTAL constitute the fourth largest oil and natural gas 

integration company in the world. . With operations in more than 130 countries, TOTAL 

is engaged in every sector of the oil and gas industry, including upstream (hydrocarbon 

exploration, development and production) and downstream (refining, petrochemicals, 

specialty chemicals, trading and shipping of crude oil and petroleum products and 

marketing). TOTAL is also involved in the renewable energies and power . 

3.1.3 The corporate governance of Total  

Corporate governance is the way a company is organized, managed and controlled. At 

Total, corporate governance is primarily the responsibility of the Board of Directors 

and General Management. The Board of Directors, composed of members with a wide 

variety of backgrounds, ensures that the highest standards of corporate governance are 

enforced, and uses the criteria set out in the AFEP-MEDEF Corporate Governance 

Code of Listed Corporations as its guideline. The Board defines the Company’s 
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strategic vision, ensures that internal control functions are operating effectively and 

oversees the quality of the information provided to shareholders and financial markets. 

Under the responsibility of the Chairman and Chief Executive Officer, the Executive 

Committee oversees the Group’s management. A second body, the Group Performance 

Management Committee, examines, analyzes and monitors our HSE, financial and 

business performance. 

3.2.Common-size analysis of TOTAL company 

In the chapter 3, we have introduced common-size analysis, now we would use this 

method to analyze TOTAL company. We have two ways to analyze, one is vertical 

analysis, other one is horizontal analysis. And we need to use the financial data of 

TOTAL-we have the balance sheet, income statement, cash flow statement, the data is 

from 2013 to 2016. As we mentioned in appendix. 

3.2.1Vertical common-size analysis of TOTAL 

We can observe that total assets decreased in 2014 and 2015, but increased in2016, we 

can know what drives the change of assets from vertical common-size analysis.  

Tab. 3.1: The proportion of each iterm in total assets and total liabilities and 

equiy(%). 

 

2013 2014 2015 2016 

Current 

assets 

35.37% 34% 31.77% 27.98% 

Non-

current 

assets 

64.63% 66% 68.23% 72.02% 

Total assets 100% 100% 100% 100% 

Current 

Liability 

25.78% 23.36% 22.71% 23.68% 

Non-

current 

14.32% 19.38% 18.52% 17.06% 
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liability 

Equity 41.90% 39.31% 41.20% 42.72% 

Total 

liability 

and equity 

100% 100% 100% 100% 

 

Graph 3.1: The proportion of total assets 

 

Graph 3.2: The proportion of total liabilities and equity 
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We can find from the table3.1 that the current assets decreased from 2013-2016, 

the company paid more attention to the non-current assets, it will affect the quick 

financing ability, if we combine the current assets and current liability, we can find 

the current liability decreased from2013 to 2015,but increased in2016. The liquidity 

of company in 2016 is worse than other years, because the proportion of current assets 

decreased but the proportion of current liability increased, although the current 

liability decreased slower than current assets. And we can see from the table the 

current liabilities decreased from 2013 to 2015,but increased in 2016,the non-current 

liabilities increased from 2013 to 2015, but decreased in 2016.It has the opposite 

tendency of  current liabilities. It may have relationship with the new production and 

reproduction in different places. And equity decreased from 2013 to 2014,then it 

started increasing, in 2016,it reaches the peak. In 2016,the company proposed the new 

organizational structure, it includes the appointment to executive committee. If we 

want to know further, we can focus on the specific item of assets: 

Tab. 3.2: The proportion of spefic items of total assets 

Common size 2016 2015 2014 2013 

cash 7.87% 13.33% 11.52% 8.75% 

inventories 7.07% 5.93% 6.61% 9.24% 

receivables 11.87% 11.25% 12.94% 15.37% 

property/Buildings/Equipment 51.89% 49.54% 46.51% 43.67% 

long term investment 10.09% 9.88% 9.57% 9.82% 

goodwill 0.54% 0.28% 0.27% 0.52% 

intangible assets 6.58% 6.30% 6.12% 7.17% 

prepaid expenses 0.65% 0.70% 0.70% 0.62% 

other current assets 0.54% 0.56% 2.16% 1.39% 

Other long-term assets 2.92% 2.23% 3.60% 3.45% 
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total assets 100% 100% 100% 100% 

 

  

 

 

As we can see the proportion of receivables decreased from 2013 to 2015, but increased 

in2016, and the cash has the same tendency of changing. The receivables as one part of 

current assets, the percentage is smaller. So it means that the company sold their 

products or services on credit basis decreased in 2013 to 2015. It may have good effect 

on company’s operation, but in 2016, the proportion increased ,it means the company 

has to operate on debt, on the other hand, the risk of bad debt will increase, and we 

cannot grantee the value of cash would not decreased. And the 

property/building/equipment decreased from2013 to2014, but increased from 2014 to 

2016, long-term investment decreased from2013 to 2014, increased from 2014 to 

2016.TOTAL sold the sales of interests in the EIK and antelope discoveries in Papua 

New Guinea, some midstream assets in the United States ,but compared to 2013, the 

assets sales and acquisition all decreased. So the investment decreased. The goodwill 

has deliberate change, In brief, there are three interpretation about the goodwill, if the 

company has good location or management, people will have good feeling for this 

company, second, if the company has excess profit, it can be seen as assets, or, the 

goodwill can be seen as the product of continuing operating value. In these years, 

TOTAL has acquisition of different companies, such as in 2015, TOTAL had acquisition 

of main network of services stations in Dominican Republic. These acquisition activity 

will affect TOTAL’s goodwill.  

Then we will to analyze the income statement: 

Tab. 3.3:The proportion of each item in total revenues (%) 

 
 

2013 2014 2015 2016 



32 
 

Total revenues 100% 100% 100% 100% 

Total sales cost 70.090% 70.516% 66.628% 65.686% 

Gross profit 29.910% 29.484% 33.372% 34.314% 

Operating expenses 89.611% 94.955% 96.707% 95.520% 

Operating profit 10.389% 5.045% 3.293% 4.480% 

Earnings before tax 11.531% 6.067% 4.490% 5.610% 

Taxation 6.478% 4.063% 1.153% 0.758% 

Earnings after tax 5.054% 2.005% 3.337% 4.851% 

Minority interests -0.129% -0.003% 0.210% -0.008% 

Net profit  4.925% 2.002% 3.547% 4.843% 

From table 3.3, we can find COGS has the general decreasing trend, it means the 

company can get more profit when sell the same amount of goods, but we can also find 

the operating expenses has the general trend of growth, it is not good for TOTAL, the 

company need pay more money on the operation, the money come from the growth of 

profit repay on the operation of the company. So the EAT of TOTAL generally decrease, 

even if you pay less tax. TOTAL should change the strategy of operation to decrease 

the cost of operation. And we can find the net profit decreased from 2013 to 2014, but 

increased from 2014, and the net profit in 2016 is close to 2013. It means the company 

financial situation is getting better, it has more money to operate. And we can find EBT 

is always higher than operating profit, maybe the company can get money from other 

non—operating activities. 

3.2.2 Horizontal common-size analysis of TOTAL 

Horizontal common-size analysis can select a specific financial statement with the past 

or future time to compare, and it also can compare with your competitors or industry. 

To analyze TOTAL, we can use the data in the prior. We use basic indexes to do this 

analysis, We compare the same item in different periods with the base period. Firstly, 

we can see the change of total assets ,total liabilities and equity. 

Tab. 3.4:The specific item compared to base year 
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2013 2013/2014 2013/201

6 

2013/201

6 

Long-term assets 1 0.982 0.976 1.005 

Current assets 1 0.922 0.830 0.714 

Total assets 1 0.961 0.924 0.902 

Long-term liabilities 1 1.300 1.214 1.151 

Current liabilities 1 0.870 0.827 0.887 

Total liabilities 1 1.003 0.950 0.952 

Total equity 1 0.901 0.923 0.984 

Total liabilities and 

equity 

1 0.961 0.938 0.966 

We choose 2013 as base year, then we choose the same item in different year compared 

to 2013.We can find in period 2013/2016, the long-term assets in 2016 surpass 100 

percentage of 2013, and we can find the long-term assets increased from 2013 to 2016. 

And the current assets decreased from 2013 to 2016.So the percentage of current assets 

compared with 2013 is less and less. The long-term liabilities increased from2013 to 

2015, but decreased in2016. The percentage of long-term liabilities increased in these 

periods, in last period the percentage of liabilities is less than previous periods. The 

good thing is current liabilities and total liabilities generally decreased. The decrease of 

liabilities can release company’s burden and risk. The equity although increased, it can 

not reach the peak in 2016. TOTAL started new businesses in different places, the 

production need the money’s support, and the Brent’s price decreased comparing with 

2013, the company doesn’t have enough money to produce, company need to borrow 

money, so maybe the new production is the reason for increasing of long-term liabilities. 

And we can find in the first and second periods, the equity and assets have similar 

change, and in later periods, the assets and liabilities also have similar changes. It means 

maybe in previous periods, the company is financed by equity, and in later periods, the 
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company is financed by liabilities. The change in later periods is bad for the company, 

it tells us the company operate in debt. The risk for bankruptcy is higher. Company 

should change the financing structure. 

Tab. 3.5:The specific item compared to base year 
 

2013 2014 2015 2016 

Total revenues 1.00 0.93 0.63 0.56 

Total sales cost 1.00 0.94 0.60 0.53 

Gross profit 1.00 0.92 0.70 0.64 

Operating 

expenses 

1.00 0.99 0.68 0.60 

Operating profit 1.00 0.45 0.20 0.24 

Earnings before 

tax 

1.00 0.49 0.24 0.27 

Taxation 1.00 0.58 0.11 0.07 

Earnings after tax 1.00 0.37 0.42 0.54 

Minority interest 1.00 0.02 -1.03 0.03 

Net profit  1.00 0.38 0.45 0.55 

From the above table, we can know that only the minatory interest in period 2013/2015 

surpass the 100 percentage, it means in 2015, the company holds more interests of 

underlying companies. And we can find the revenues decreased in these periods, 

because the proportion of revenues decreased continuously in these periods. And the 

operating expenses also decreased in these periods. The operating profit decreased in 

these periods, but the net profit increased in these periods. The company can gain profits 

from other activities, the profit can offset the loss from the operation. We find in these 

periods the price of gas and Bret have a drop, the company start exploring new business 

in different zones, such as some regions in Africa.  

3.3 liquidity analysis of TOTAL company 

 Liquidity hedge the company’s ability to pay off the short-term liabilities. To know 

about a company’s financial position, the liquidity is important part, we can find the 
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situation of assets, liabilities by analyzing the liquidity. We would use the liquidity 

ratios to analyze. Firstly, we would calculate the current ratio. 

3.3.1 Current ratio 

Tab.3.6:Current ratio of TOTAL 

 
 

2013 2014 2015 2016 

current ratio 137% 145% 138% 110% 

                                                              Graph 

3.3: Current ratio of TOTAL 

 

 

 

We can see from the balance sheet that the current assets decreased from 2013 to 2016, 

current liabilities decreased from 2013 to 2015, but increased in 2016.Current ratio is 

calculated by formula2.21.. And we can find the current assets always higher than 

current liabilities during these years. Because current ratio is always higher than 1. It 

indicates higher liquidity of TOTAL. The peak appears in 2014, and the lowest current 

ratio is in 2016. Because current assets decreased, but liabilities increased in 2016. And 

we can find although company invest more and more, other items have large percentage 

of decreasing. And the new production in need more money to support, the development 

of downstream industry, such as the exploring of new chemical resources, company 
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need to lend from others. Especially in 2016, So there has a sharply drop from 2015 to 

2016. These all affect the current assets and liabilities. 

 

3.3.2 Quick ratio and cash ratio 

Tab.3.7:Quick ratio of TOTAL  

 
 

2013 2014 2015 2016 

current assets-

inventories 

62506 62781 57120 45141 

Quick ratio 101% 117% 112% 83% 

Tab.3.8:Cash ratio of TOTAL 

 
 

2013 2014 2015 2016 

cash ratio 33% 47% 46% 23% 

 

Graph 3.4: Quick ratio and cash ratio of TOTAL 

 

 

The calculation is similar with current ratio, the quick ratio is calculated as current 

assets excluding inventories divide current liabilities, as we mentioned above 
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and increased in 2016. Except inventories, the current assets decreased from 2013 to 

2016. And we can find from the graph that the quick ratio has the same tendency with 

current ratio. That means the inventories have less effect on the current assets. The 

maximum is 117% and the minimum is 83%, the liquidity is worse in 2016. 

The cash ratio is smaller than quick ratio and current ratio, because the cash and cash 

equivalents just is a portion of current assets. The normal cash ratio should exceed 20%, 

as we can see, TOTAL’s cash ratio overs 20%. It means TOTAL’s liquidity is good 

even if there just have cash. In 2014 and 2015, the liquidity is better than other years. 

Especially in 2016, the ratio almost reaches the bottom 20%, it means the ability to pay 

off the liabilities is weaker than previous years. And we can see from the table, the 

amount of cash is lower than previous years. In 2016, because of new production, the 

liabilities increased, and the company acquires shares from Tellurian and sign an 

agreement to acquire additional interest. The cash maybe used in these activities.  

We can see from graph5.8 quick ratio and cash ratio have the same trend, and we can 

know from formula2.22 and 2.24, the difference between them is receivables, and if we 

look at the percentage of theses ratios, the receivables is a large part of the company. It 

means the sales of company is on credit basis, but there has decreasing, it is better for 

company. When the products sell, company can receive money immediately, and the 

money can be used in other beneficial projects. 

 

3.4 Solvency ratio of TOTAL 

Solvency ratio also can tell us the company’s ability of paying off liabilities, the 

difference between liquidity and solvency ratio is solvency is focus on the ability to 

paying off long-term liabilities, the period is always longer than one year. Solvency 

ratio including debt-to-assets, debt-to-equity, debt-to-capital, financial leverage ratio. 

 

3.4.1 Debt-to-assets ratio, debt-to-equity ratio and debt-to-capital ratio 

Tab.3.9:Debt-to-assets ratio of TOTAL 
 

2013 2014 2015 2016 
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debt-to-assets ratio 58.1% 60.7% 59.7% 61.3% 

Tab.3.10:Debt-to-equity ratio of TOTAL 

 
 

2013 2014 2015 2016 

debt-to-equity ratio 139% 154% 143% 134% 

Tab.3.11:Debt-to-capital ratio of TOTAL 

 
 

2013 2014 2015 2016 

debt-to-capital ratio 58% 61% 59% 57% 

 

Graph 3.5:Debt-to-assets, debt-to-equity, debt-to-capital of TOTAL 

 

 

Debt-to-asset ratio, also known as debt ratio, we can know the relationship between the 

debts and assets. The ratio is calculated as formula2.27. The ratio reflects the proportion 

of total assets are financed by liabilities. The ratio is bigger, the liabilities burden is 

heaver. We can see from the graph, the debt ratio reaches peak in 2016. It means in this 

year the assets are financed mainly by liabilities. We can find the ratio is higher than 

50%, over the half of the assets are financed by the liabilities. TOTAL has heaver 

liability burden. It is dangerous for the company. The company’s financial position is 
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bad, its ability to cover its liabilities is weak. 

Debt-to-equity ratio is similar to debt-to-asset ratio, debt-to-equity reflect the whether 

this company is financed by the shareholders or creditors. It can be used to show 

whether a company's debt burden is too high when compared with the shareholders' 

equity .The higher the ratio, the higher the risk, and higher return pressure. The formula 

applied is 2.25. We can see from the table the liabilities decreased from 2013 to 2015, 

decreased in 2016, and the equity decreased from 2013 to 2014, increased from 2015 

to 2016. We can see from the graph debt-to-equity ratio increased from 2013 to 2014, 

in 2014, the ratio reaches a peak, after 2014,the ratio started decreasing. And it is better 

the ratio is lower than 100%,but TOTAL’s ratio always higher than 100%. It means the 

company risk is higher, its ability to pay the loans is weaker, the protection of creditors’ 

right is weaker too.  

The capital is the sum of liabilities and equity, The debt - to - capital ratio measures the 

percentage of a company ’ s capital represented by debt. The higher the ratio, the higher 

the risk and the lower the solvency. As we mentioned in previous chapter, the 

formula2.6 is applied. We can find that debt-to-capital ratio has the same tendency with 

debt-to-equity. Over the half of capital is financed by liabilities, company should adjust 

the financing structure. 

3.4.2 financial leverage ratio 

Tab.3.12:Financial leverage ratio of TOTAL 
 

2013 2014 2015 2016 

Financial leverage ratio 239% 254% 239% 219% 

Graph 3.6:Financial leverage of TOTAL 
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Financial leverage ratio can tell us the relationship between assets and equity, it is 

important to hedge the financial position. We can know the proportion of assets is 

financed by liabilities or equity. As we mentioned, we use the formula2.28 to calculate 

this ratio, We can see from graph5.13, that the one unit equity always support higher 

than two unit of assets. And in 2014, we can find from the balance sheet, the equity is 

lowest. It means in this year, the asset is financed by liabilities more than previous years. 

It is not good for company that the increasing of creditors. After this year, the financial 

leverage is less and less, the change of this ratio is not stable, so the financial structure 

of company is not stable. The company should adjust the ways of financing.  

3.5 Activity ratio of TOTAL company 

The activity ratio measure the efficiency of company’s performance about everyday 

tasks, such as the management of inventory and the collection of receivables. The ratio 

includes inventory turnover, receivables turnover, total assets turnover, working capital 

turnover, average collection period, days of inventory on hand, days of sales 

outstanding. In this chapter, we would use these ratio to analyze TOTAL’s performance. 

3.5.1 Inventory turnover and days of inventory on hand 

Tab.3.13: Inventory turnover of TOTAL 
 

2013 2014 2015 2016 

Inventory turnover 7.2310268

36 

9.83851 7.285605 5.511183 
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Tab.3.14;Days of inventory on hand 

Days of inventory on 

hand 

49.78546037 36.59090605 49.4125 65.32173 

 

Graph 3.7: Days of inventory on hand and inventory turnover of TOTAL 

 

 

 

Inventory turnover is very important for company’s operating, this ratio can tell us the 

turnover speed of the inventory and the management effectiveness of inventory. It is 

calculated by formula2.11. Days of inventory on hand have opposite change of 

inventory turnover, higher inventory turnover, lower days of inventory on hand, the 

higher management efficiency of inventory. This ratio is calculated by formula2.16. We 

always combine these ratio with the revenues to analyze, from the table5.14, COGS 

decreased year by year, the inventories goes down from 2013 to 2015, but increased a 

little from 2015 to 2016. And the inventory turnover reaches the peak in 2014, the 

bottom appeared in 2016. We can find the revenues decreased slowly from 2013 to 2016, 

and in 2106, the revenue is lowest, and the inventory turnover is also lowest in 2016.The 

inventory need more time to sell it ,the revenue is lower. Days of inventory turnover is 

calculated by formula2.13,this turnover is lowest in2014, it means the company can sell 
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the inventory about one months, the management efficiency is better in 2014. 

3.5.2 Receivables turnover and days of sales outstanding, average collection period 

Tab3.15: Receivables turnover of TOTAL 
 

2013 2014 2015 2016 

Receivables turnover 6.201213209 7.12953123

9 

5.76775

5 

4.99492

4 

Tab.3.16:Days of sales outstanding 

 

Days of sales 

outstanding 

58.05315635 50.4942033

2 

62.4159

6 

72.0731

7 

Tab.3.17:Average collection period of TOTAL 

 
 

2013 2014 2015 2016 

Average collection 

period 

58.05315635 50.4942033

2 

62.4159

6 

72.0731

7 

 

 

Graph 3.8: Receivables turnover and average collection period and days of sales 

outstanding of TOTAL 
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Days of sales outstanding is the period between the sales and cash collection, it indicates 

the speed that the company sell the goods and money collection. We can use 

formula2.16 to calculate this ratio. The receivables turnover is calculated by 

formula2.15. Higher receivables turnover means higher efficient and credit. We can see 

from the table5.16 that revenues decreased from 2013 to 2016, and receivables also 

decreased from 2013 to 2016. The receivables turnover is highest in 2014, and lowest 

in 2016. Now we use formula2.17 to calculate the average collection period. Average 

collection period means the number of days the company need to get the receivables 

back, we can see from the graph the average collection period decreased from 2013 to 

2014, increased from 2014 to 2016.In 2014, the average collection period is lowest, 

because the receivables is most of the revenues. The lower the ratio, it is better for the 

company, because the company can collect the receivables as soon as quickly, the 

liquidity is better. The TOTAL’S receivables turnover is high, it is bad for the company. 

If we combine the average collection period ,receivables turnover and days of sales 

outstanding, we can find average collection is same as days of sales outstanding. The 

two items depict the same thing, the time receivables can be collect when sale goods. 

3.5.3 Total assets turnover 

Tab.3.18: Total assets turnover of TOTAL 
 

2013 2014 2015 2016 

Total assets turnover 0.952956028 0.92262769

9 

0.64873

8 

0.59279

2 

Graph 3.9:Total assets turnover of TOTAL 
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Total assets turnover indicates how many can get from the given assets, we can see from 

the graph the assets turnover decreased from 2013 to 2016, and from the table , the 

assets have deliberate change but the revenue drops a lot in these years. The Brent’s 

price decreased, and the upstream industry developed worse. It maybe the reason.  

 

3.5.4 Working capital turnover 

Tab.3.19:Working capital turnover of TOTAL 

 
 

2013 2014 2015 2016 

Working capital 

turnover 

9.939786353 8.72358459

5 

7.446187 22.43118 

Graph 3.10:Working capital turnover of TOTAL 
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Working capital indicates how many revenues can gain under these working capitals, 

we can see from the graph that working capital turnover decreased from 2013 to 2015, 

and increased sharply from 2015 to 2016. The working capital in 2013 is nearly 10, it 

means when company gets 10 units revenue, 1 unit is working capital. Higher working 

capital means higher efficiency. 
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4. Probability assessment 

In this chapter, we will focus on the profitability of TOTAL We would use the 

profitability ratio and Dupont system to do the analysis. Profitability analysis is 

important, the goal of the company is expand its value, and the direct present of value 

is the huge profit. Higher profit can attract more and more investors, and the profit can 

be used to develop the new business. 

4.1 Profitability ratios of TOTAL 

There have some ratios to hedge the company’s profitability, they are gross profit 

margin, operating profit margin, pretax margin, net profit margin, ROE, ROA, 

operating ROA, return on total capital, return on common equity ,etc. We will introduce 

the six of them.  

4.1.1 Gross profit margin 

The table represents TOTAL’s gross profit margin: 

                 Tab.4.1: Gross profit margin of TOTAL 
 

2013 2014 2015 2016 

gross profit 

margin 

30% 29% 33% 34% 

Graph 4.1: Gross profit margin of TOTAL 

 

 

The gross profit margin can let we know the relationship between profits and expenses. 

We use formula 2.1 to calculate the gross profit margin. We can see from the chart that 
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gross profit margin in 2014 is less than 2013, but after 2014, the gross profit margin 

start increasing. The gross profit margin basically stable tendency, it remains about 

thirty percent. It means that when TOOTAL sells 100 products, the thirty percent of 

revenue can be used to cover expenses. But we can see from the table that revenues 

decreased from 2013 to 2016,it can be connected with the drop of upstream industry of 

TOTAL. The price of upstream products is decreasing, mainly is Bret and gas. We all 

know from 2014,the business environment of gas is not good. But we can find that 

although the revenues decreased, but the profit margin increased, the company can 

make more profit under the revenues. 

4.1.2 Operating profit margin 

Table is the operating profit margin of TOTAL from 2013 to 2016, 

Tab.4.2: Operating profit margin of TOTAL 
 

2013 2014 2015 2016 

operating profit 

margin 

10% 5% 3% 4% 

Graph 4.2:Operating profit margin of TOTAL 
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calculated by formula 2.2.And we can see from table that the operating profit and 

revenues decreased from 2013 to 2016, the revenues decreased because of the drop of 

upstream industry, the operating profit decreased from 2013 to 2015,but increased from 

2015 to 2016. We can see from the income statement that items including research costs, 

special items ,other expenses etc. These affects the changing tendency of operating 

profit. In total, the changing tendency is not good for TOTAL, we can see from the chart 

that the percentage of revenues can cover the operating expensed is fewer and fewer. 

The efficiency of operating is falling. Although the operating profit margin increased 

in 2016, it still cannot reach the level in 2013. 

4.1.3 Pretax margin and net profit margin 

Tab.4.3:Pretax profit margin of TOTAL 

 
 

2013 2014 2015 2016 

Pretax margin 11.5% 6.1% 4.5% 5.6% 

Tab.4.4:Net profit margin of TOTAL 

 
 

2013 2014 2015 2016 

Net profit 

margin 

4.9% 2.0% 3.5% 4.8% 

Graph 4.4:Net profit margin and pretax margin of TOTAL 

 



49 
 

 

 

As we know, pretax margin can tell us how much the company earn before paying taxes, 

we use formula2.3 to calculate this margin, we can see that pretax margin has the same 

tendency with operating profit margin, because the pretax margin is calculated as 

operating income minus interest, then divide total revenues. The revenues is decreasing 

and earning before tax is decreasing from 2013 to 2015, but increase from 2015 to 

2016.In 2014, Total entered new ADCO concession in Abu Dhabi with 10% interest for 

40 year duration. And TOTAL need to pay mineral interest, the interest also affect the 

profit the company’s can get.Net profit margin can better reflect the profitability of the 

company or the change of profit, it can indicate excluding all expenses how much the 

company can get when sell products, net profit decreased from 2013 to 2016, and the 

margin has the same tendency of changing, and we can find the net profit decreased 

sharply from 2013 to 2014, in 2014, net income is the lowest, although the tax rate in 

2014 is lower than 2013.According to the activity reports, the reason mainly is special 

items, such as impairment. The group impaired its oil sands assets in Canada, its 

unconventional gas notably assets in United States. These activity have negative impact 

on net income. The price of Bret decreased, it mostly affect the company’s profit. And 

from graph5.4, we find pretax margin always higher than net profit margin, because the 

net profit is affected by the tax, and from income statement we can find the company 

need to pay the interests. 
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4.1.4 Return on equity(ROE) and return on assets (ROA) 

Tab.4.5:ROE of TOTAL 

 
 

2013 2014 2015 2016 

Return on 

equity 

11.5% 4.7% 5.2% 6.3% 

Tab.4.6:ROA of TOTAL 

 
 

2013 2014 2015 2016 

Return on 

assets 

9.9% 4.7% 2.1% 2.7% 

Graph 4.5:ROE and ROA of TOTAL 

 

Return on equity is an important indicator of profitability, it help us to know how much 

can company get under the current equity it has, mostly it is under the common equity. 

We can see from the table net income have same changing with equity, we have already 
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formula2.7 to calculate this ratio. This ratio is lower compared with industry, TOTAL 

should improve the efficiency of the use of equity. The higher the ratio, the money that 

invested by shareholders used more efficiently. To improve ratio, it can make 

shareholder more confident to invest. It also can attract more investors. 

The return on assets is an indictor used to measure the amount of operating profit 

created by per unit of assets. This ratio is calculated by formula 2.5.We can see form 

the table the net income decreased from 2013 to 2015, and increased in 2016, the assets 

decreased continuously from 2013 to 2016. We can see from the chart return on assets 

has the same tendency with return in assets. Return on assets decreased sharply from 

2013 to 2014,and increased slowly from 2014 to 2016. Because TOTAL is a global 

company, in 2014, it started production in many new places. It has effect on the amount 

of assets. And TOTAL start the explore of reproducible resources, it is good for the 

development. 

And we can know the efficiency of using assets is decreasing during these years, 

although 2015 the ratio start increasing, it cannot reach the previous years’ level. In 

2015, the company changes in the group’s governance with the nominations of a 

chairman and CEO and a lead independent leader, maybe the ratio’s improvement have 

relationship with the management’s change. We can find that the people’s strategy is 

important for the company’s running. From graph 5.5, we can find ROE has the same 

trend as ROA, because the equity and assets have similar trend. The profitability of a 

company means the expansion of the value, we can know from above statistics, 

TOTAL’s profitability decreased in previous periods, but it started increasing from 

2015, it can connect with the change if management, the strategy of operation, and the 

effect of business environment, we all know the need of energy sources growing, but 

there has limit to explore, the international countries encourage us to protect the 

environment, TOTAL has long history to development the business, so it quickly focus 

on the downstream industry, and it acquisition some chemical and technological 

company. It is good for the development. 

4.2 Dupont analysis of TOTAL company 
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In this chapter, we will use Dupont analysis system to analyze the profitability of 

TOTAL, the analysis is based on decomposition formula, we will divided ROE into 

five parts: : tax burden, interest burden, operating margin, total assets turnover, 

financial leverage. 

Tab. 5.21 The value of each items in decomposition of ROE. 
 

2013 2014 2015 2016 

ROE 0.1149 0.0470 0.0517 0.0629 

tax burden 0.4383 0.3304 0.7433 0.8648 

interest burden 1.1100 1.2026 1.3633 1.2521 

EBIT margin 0.1039 0.0505 0.0329 0.0448 

Asset turnover 0.9530 0.9226 0.6487 0.5928 

leverage 2.3865 2.5440 2.3902 2.1869 

 

Absolute change of each items in decomposition of ROE 

Tab. 5.22 Absolute change of each items in decomposition of ROE. 
 

2013/2014  2014/2015  2015/2016  

ROE -0.0679 0.0047 0.0111 

tax burden -0.1079 0.4129 0.1215 

interest burden 0.0926 0.1607 -0.1112 

EBIT margin -0.0534 -0.0175 0.0119 

Asset turnover -0.0303 -0.2739 -0.0559 

leverage 0.1575 -0.1538 -0.2033 

 

We can see from the table5.21 that the ROE decreased from 2013 to 2014, increased 

from 2014 to 2016, but although this ratio is increasing, it can not reach the level in 

2013.The maximum is in 2013, the minimum is in 2014. It means that TOTAL can earn 

more money under the owned equity in 2013, but in 2014, the company only get little 

under every unit of equity. We have talked about the ROE, the higher the ratio, the 

higher the profits company can get. And if we want to know what causes the change of 
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ROE specific, we can use influence quantification to quantify the influence of each 

component. It mainly use the method of gradual changes, In this method, the basic ratio 

ROE is decomposed into five component ratios: net profit margin, total assets turnover 

and financial leverage, tax burden, interest burden. Results of influence quantification 

in terms 2013/2014,2014/2015,2015/2016 

Tab 5.23 Gradual changes of ROE between 2013 and 2014. 
 

2013 2014 2013/2014 ∆xai orde

r 

tax burden 0.4383 0.3304 -0.1079 -2.83% 2 

interest burden 1.11 1.2026 0.0926 0.72% 3 

EBIT margin 0.1039 0.0505 -0.0534 -4.83% 1 

Asset turnover 0.953 0.9226 -0.0304 -0.15% 5 

leverage 2.3865 2.544 0.1575 0.29% 4 

sum 

   

-6.79% 

 

∆𝑅𝑂𝐸𝑎1=-0.1079·1.11·0.1039·0.953·2.3865=-2.83% 

∆𝑅𝑂𝐸𝑎2=0.3304·0.0926·0.1039·0.953·2.3865=0.72% 

∆𝑅𝑂𝐸𝑎3=0.3304·1.2026·-0.0534·0.953·2.3865=-4.83% 

∆𝑅𝑂𝐸𝑎4=0.3304·1.2026·0.0505·-0.0304·2.3865=-0.15% 

∆𝑅𝑂𝐸𝑎5=0.3304·1.2026·0.0505·0.9226·0.1575=0.29% 

Tab 5.24 Gradual changes of ROE between 2014 and 2015. 

 
 

2014 2015 2014/2015 ∆xai orde

r 

tax burden 0.3304 0.7433 0.4129 5.89% 1 

interest burden 1.2026 1.3633 0.1607 1.42% 4 

EBIT margin 0.0505 0.0329 -0.0176 -4.19% 2 

Asset turnover 0.9226 0.6487 -0.2739 -2.32% 3 

leverage 2.544 2.3902 -0.1538 -0.33% 5 
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sum 

   

0.46% 

 

 

∆𝑅𝑂𝐸𝑎1=0.4129·1.2026·0.0505·0.9226·2.544=5.89% 

∆𝑅𝑂𝐸𝑎2 =0.7433·0.1607·0.0505·0.9226·2.544=1.42% 

∆𝑅𝑂𝐸𝑎3 =0.7433·1.3633·-0.0176·0.9226·2.544=-4.19% 

∆𝑅𝑂𝐸𝑎4=0.7433·1.3633·0.0329·-0.2739·2.544=-2.32% 

∆𝑅𝑂𝐸𝑎5=0.7433·1.3633·0.0329·0.6487·-0.1538=-0.33% 

Tab 5.25 Gradual changes of ROE between 2015 and 2016 
 

2015 2016 2015/2016 ∆xai orde

r 

tax burden 0.7433 0.8648 0.1215 0.84% 2 

interest burden 1.3633 1.2521 -0.1112 -0.49% 5 

EBIT margin 0.0329 0.0448 0.0119 7.52% 1 

Asset turnover 0.6487 0.5928 -0.0559 -0.65% 3 

leverage 2.3902 2.1869 -0.2033 -0.58% 4 

sum 

   

6.64% 

 

 

∆𝑅𝑂𝐸𝑎1=0.1215·1.3633·0.0329·0.6487·2.3902=0.84% 

∆𝑅𝑂𝐸𝑎2=0.8648·-0.1112·0.0329·0.6487·2.3902=-0.49% 

∆𝑅𝑂𝐸𝑎3=0.8648·1.2521·0.0119·0.6487·2.3902=7.52% 

∆𝑅𝑂𝐸𝑎4=0.8648·1.2521·0.0448·-0.0559·2.3902=-0.65% 

∆𝑅𝑂𝐸𝑎5=0.8648·1.2521·0.0448·0.5928·-0.2033=-0.58% 

Tab 5.26 Gradual changes of ROE between 2013 to 2016 
 

2013/2014 2014/2015 2015/2016 

tax burden -2.83% 5.89% 0.84% 

interest burden 0.72% 1.42% -0.49% 

EBIT margin -4.83% -4.19% 7.52% 

Asset turnover -0.15% -2.32% -0.65% 
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Financial leverage 0.29% -0.33% -0.58% 

sum -6.79% 0.46% 6.64% 

Graph 5.21:The propotion of change of ROE in TOTAL 

 

 

 

The first step, we need to compare the change of each items horizontally and analyze 

the effect of them, then we can do the vertical analysis about the respective change of 

each items. 

From the table5.23, during term 2013/2104, the quantity of influences on ROE caused 

by changes of tax burden is -2.83%, the quantity of influences on ROE caused by 

changes of interest burden is 0.72%, the quantity of influences on ROE caused by 

changes of EBIT margin is -4.83%, the quantity of influences on ROE caused by 

changes of assets turnover is -0.15%, the quantity of influences on ROE caused by 

changes of financial leverage is 0.29%. We can find from table5.23 that EBIT margin 

has the greatest impact on TOTAL’s ROE, and it has the negative impact on ROE, it 

means when EBIT margin decreased by 16%, the ROE will reduced by 0.3.%. The 

interest burden has the impact less than EBIT margin, and the impact is positive. When 

the company need to pay more interest, the ROE will increase. And financial leverage 

has the less strong affect on ROE, the effect is positive, the financial leverage increased 

from 2013 to 2014, it improve the overall level of ROE in this term. But the influence 

-100% -50% 0% 50% 100%

tax burden

interest burden

EBIT margin

Asset turnover

Financial leverage

2013/2014 2014/2015 2015/2016
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is faint, the quantity of influence is only 0.3%, the ROE still has negative changes. And 

the total assets turnover decreased a little from 2013 to 2014, it just leads the 0.1% 

decrease of ROE. 

During term 2014/2015, we can see from the table5.24 that still the net profit margin 

effect ROE most, the quantity of influences of tax burden is 5.89%, the quantity of 

influences of interest margin is 1.42%, the quantity of influences of assets turnover and 

financial leverage is -2.5% and -0.33%, although the assets turnover and financial 

leverage has negative impact on ROE, the influences of tax margin offset the influence 

of assets turnover and financial leverage. ROE has positive change eventually. And we 

can find during this period, the tax margin has the largest impact on ROE, if we look at 

table5.26, compared to other periods, the impact is huge. It means company need to pay 

most tax in this period. 

During term 2015/2016, we can find that EBIT margin still has strongest impact on 

ROE, compared to previous periods, in this period, EBIT has positive impact on ROE, 

and it evaluate the quantity of influence of other items, So the change of ROE is positive. 

As we see in the table5.25, we combine the three term results together, and we take the 

results as graph, the left side of the graph is negative figures, and the right side is 

positive. We can find that the assets turnover always on the left side, it means the assets 

turnover has negative impact on ROE, And in term 2014/2015, tax burden has the most 

influence on ROE, compared with the next two terms, the tax margin’s influence 

increased sharply and turned to the positive . 

And the financial leverage has little influence on ROE. 

Now we focus on the profitability analysis of the company, we use pyramidal 

decomposition to do further analysis of ROE. And we use this method to decompose 

mainly the ROS. We have introduced this method before, we would divide a basic ratio 

into some component ratios. We can find what influence the change of basis ratio, then 

we can find the problem or make the promotion of the current situation. The basic ROS 

is calculated as EAT/Revenues, EAT is earing before tax. we can decompose it into 

three parts, they are tax burden, interest burden, and EBIT margin. We have introduced 

the calculation of three ratios.Then we can decompose EBIT margin according to the 
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company’s activities expenses. 

We can see the influence of different factors from 2013 to 2014 in below table: 

Tab 5.27 Pyramidal decomposition of ROS during 2013-2014 

  influence order influence(±) 

Tax burden -0.01244 3  

Interest burden 0.003179 5 + 

ROS(EBIT/Revenue) -0.02122 1  

Research 

development/Revenue 

0.001528 7 + 

Depreciation & 

amortization/Revenue 

0.01371 2 + 

Special items/Revenue -0.00388 4 - 

Other expense/Revenue 0.003067 6 + 

Sum  -0.01606   

 

We can find from above table that ROS (EAT/Revenue) has negative change during this 

period, and the change is small. The impact most on ROS is EBIT margin, it has 

negative influence on ROS, and the impact is 0.02122. The second factor is 

Depreciation& Amortization/ Revenue, the impact is positive and the impact is 0.01371. 

We do the rank in the table 5.27, the smallest impact factor is research& development / 

Revenue, and the impact is negative.  

TOTAL is an oil company, with the development of economy, it starts the exploration 

of new green sources. So we according to the activities, we do the decomposition. 

Graph 5.21:The propotion of change of ROS in TOTAL during 2013 t0 2014 
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 We see from the graph the four factors have positive impact on ROS, three factors 

have negative impact, but the influence of negative is bigger than the influence of 

positive, so the ROS has negative change. And we find EBIT margin has biggest impact 

on ROS, The efficiency of operation is not good in TOTAL, it pulls down the change 

of ROS. What is unreasonable is the depreciation& amortization/ Revenue has bigger 

impact than other influence, although the influence is positive. By the analysis, we find 

TOTAL should improve the ability of operation , maybe the business decision should 

comply with the management, company should find the way of improving the 

efficiency of operation. 

 Tab 5.28 Pyramidal decomposition of ROS during 2014-2015 

 
  

influence order influence(±) 

Tax burden 0.025075954 3 + 

Interest burden 0.00603214 5 + 

ROS(EBIT/Revenue) -0.0178348 4 - 

Research development/Revenue 0.004360647 6 + 

Depreciation & 

amortization/Revenue 

-

0.001981142 

7 - 

Special items/Revenue 0.071343815 2 + 

Other expense/Revenue 0.085032537 1 + 

-0.025

-0.02

-0.015

-0.01

-0.005

0

0.005

0.01

0.015

0.02
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Sum 

 

0.17202915 

  

 From this table , we can find the ROS has positive change, and the difference to the 

previous period is the biggest influence is other expenses/ revenue, the special items/ 

revenues also pulls up the ROS, it is good that ROS has positive change. And the 

depreciation& amortization/ revenue has the weakest effect on ROS, the effect is 

negative. 

 

Graph 5.22 Gradual changes of ROE between 2014 and 2015 

 

 

From the graph, we can find only two factors have negative impacts on ROS, and the 

effect is weak, that is why ROS has positive change during this period, the depreciation 

& amortization/ revenue is smaller than previous period. The company still need to 

improve the efficiency of operation, EBIT margin still has negative impact and the 

impact is bigger than other factors. And Other expenses should be decreased although 

it has positive impact. The special items has positive and strong effect on ROS, the 

special items also should be decreased , in the long term, these would affect the financial 

structure of company. 

Tab 5.29 Pyramidal decomposition of ROS during 2015-2016 

 
  

influence order influence(±) 

-0.04

-0.02

0

0.02

0.04

0.06

0.08

0.1
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Tax burden 0.005449587 4 + 

Interest burden -

0.003163854 

7 - 

ROS(EBIT/Revenue) 0.012885511 3 + 

Research development/Revenue 0.003531385 6 + 

Depreciation & 

amortization/Revenue 

0.005087914 5 + 

Special items/Revenue -

0.051061843 

1 - 

Other expense/Revenue 0.026374609 2 + 

Sum 

 

-0.00089669 

  

We can find from the table, the financial structure deteriorates compared with 

previous periods, the special items/ revenue has the strongest effect on ROS, and the 

impact is negative. And in this period, the interest burden’s impact increased, it pulls 

down the ROS. And other expenses/ revenue still has strong effect on ROS. 

 

Graph 5.30 Pyramidal decomposition of ROS during 2015-2016 

 

 

In this period, there are two items has negative impact, they are interest burden and 

special items/revenue. And the impact of special items/ revenue is too big to let the 
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ROS down , the ROS has negative change. From the analysis, we can find the 

profitability is not good in these years, we can know the main reason is the efficiency 

of operation is low, company should adjust the direction of operation, it should make 

money from operating business mainly. The management and control of financial 

structure should enhanced, the special items should not has strong impact on ROS. And 

company need expand the revenue of operation, in the meantime , the cost of producing 

should be decreased. 
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5.Conclusion 

 

To know the profitability of the company, the financial analysis is essential. Firstly, we 

need to collect information from the financial statement, then use these data to calculate 

and compare ,we need to calculate different kinds of ratios to know the company’s 

activities. And we should compare these data previous results. It can help us to know 

about the company, the investors can make decision according to this, and the 

management can be adjusted for better development. 

 

The goal of this thesis is to explain what financial analysis is first and then give a 

assessment of the profitability to know about the financial and operating conditions of 

TOTAL. 

 

By doing all of the calculations and analysis, we can acquire lots of information about 

TOTAL’S financial situation, how efficiently the operation and management and the 

efficiency of using the capital the company owns, etc. We know the basic situation of 

TOTAL, then we can draw a conclusion of each chapter and look forward to the 

development of future.   

 

In chapter 2, at first, we introduce the three kinds of financial statement, the description 

including the definition, contents ,function and structure of financial statement. Then 

we describe the common-size analysis, including vertical common-size analysis and 

horizontal common-size analysis, we explain the difference between them, different 

function can bring different information. In the end, we introduced Dupont analysis 

system, there have different kinds of methods ,we explain the components ratio, the 

meaning of ratios and the formula of them. 

 

In chapter 3, we have the brief introduction about TOTAL, it includes the operating 

activity, the financing activity, and the management of the company, TOTAL is a global 

company, the subsidiaries is all over the world, it has three kind of industries, including 
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upstream industry, midstream industry, downstream industry, we can know the specific 

items of chapter 3. And we put the financial statement of TOTAL on this chapter, we 

need these resources to do following work. 

 

In chapter 4, we use common-size analysis to analyze TOTAL, we analyze some items 

of financial statements, we can find the percentage change of different items in different 

periods. Then we draw some conclusions about the changes and we have graph to 

observe of the change of each item, and we also explain the reasons of these changes. 

we do the ratio and ratio analysis, we first introduce the different ratios and their 

meaning , we mainly have four kinds of ratios, they are profitability, solvency, liquidity 

and activity. We can know these characters of TOTAL from 2013 to 2016, the 

profitability is not good in these years, the ratios are below the industry, its solvency is 

good, but the liquidity is lower. TOTAL should carry more efficient decisions to do the 

business. In this chapter, we also do the Dupont analysis of TOTAL, we use quantity 

influence method and pyramidal decomposition method, we divided ROE into five 

parts, and calculate the absolute and respective change of each items, then we can know 

their effect on ROE.  

 

Through a variety of financial analysis methods mentioned in the previous chapter, the 

financial condition of TOTAL we have brief view. From an overall perspective, during 

the past four years, TOTAL’s development is not good. 

 

TOTAL’s revenues decreased continuously in these years, it mainly because the 

product’s price drop, but net profit increased from 2014, it may have relationship with 

the change of management. And we can find TOTAL started production in different 

places, and it may bring the profit in the future. 

And TOTAL has acquisition activity of some companies, it can expand the business on 

the previous company’s complement. The upstream industry has bad effect on company 

in these years , but now the upstream industry starting return to the previous level. In 

the future, TOTAL will face more challenge from the industry , but the adjusted 
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operation will make improvement. 
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List of Abbreviations  

GPM - Gross profit margin 

COGS - Cost of goods sold 

EBIT - Earning before interest and taxes  

EBT - Earning before taxes  

EAT - Earning after taxes  

ROA - Return on assets  

ROE - Return on equity  

NPM - Net profit margin  

OPM - Operating profit margin  

ACP - Average collection period  

ART - Account receivable turnover  

IT - Inventory turnover  

TAT - Total assets turnover  

REV - Revenue  

A – Asset 
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Annexes: 

Annex 1: Balance sheet of TOTAL 

Unit: million/dollar To 2016-

12-31 

To 2015-

12-31 

To 2014-

12-31 

To 2013-12-

31 

Cash and cash equivalent 12468 23269 25181 20200 

Temporary investment 4507 6190 1293 739 

Cash and current investment 29104 29459 26474 20939 

accounts receivable 12213 10629 15704 23422 

Other accounts receivable 0 0 0 0 

Total accounts 

receivable(Net ) 

25611 24866 29738 36762 

Inventories 15247 13116 15196 22097 

Prepaid expenses 1399 1554 1609 1482 

Other current  asset 1156 1241 4960 3323 

Total current asset 72517 70236 77977 84603 

Property/Buildings/Equipment 248967 241015 231975 228758 

Accumulated depreciation -136996 -131497 -125099 -124278 

Goodwill 1157 626 619 1249 

Intangible assets 14205 13923 14063 17146 

Long-term investment 21772 21844 21992 23501 

Other long-term assets 6308 4930 8271 8244 

Total assets 230978 224484 229798 239223 

Accounts Payable 23227 20928 24150 30282 

Accrued expenses 1649 1607 1812 1872 

Current liabilities 9469 7836 6164 5780 

Current portion of long term 4566 4696 4825 5480 
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debt 

Other current liabilities 15774 15908 16722 18254 

Total current liabilities 54685 50975 53673 61668 

Long-term liabilities 39105 41278 44219 33863 

Obligations under capital 

leases 

311 295 318 386 

Total long-term liabilities 39416 41573 44537 34249 

Deferred income tax 11060 12360 14810 17850 

Minority  equity 2894 2915 3201 3138 

Other liabilities 24243 24167 23247 22077 

Total liabilities 132298 131990 139468 138982 

Redeemable preference stock 0 0 0 0 

Unredeemable preference 

stock(net) 

0 0 0 0 

Common  stock 7604 7670 7518 7493 

Extra collection capital 0 0 0 0 

Retained  earnings 105547 101528 94646 98254 

Stored stock-common stock -600 -4585 -4354 -4303 

Other equities -13871 -12119 -7480 -1203 

Total equities 98680 92494 90330 100241 

Total liabilities and equities 230978 224484 229798 239223 

Issued  common stock 2419.78 2326.09 2275.91 2268.46 
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Annex 2: Income statement of TOTAL 

Unit: million/dollar To 2016-

12-31 

To 2015-

12-31 

To 2014-

12-31 

To 2013-12-

31 

Sales revenue 127925 143421 212018 227969 

Other revenues 0 0 0 0 

Total revenues 127925 143421 212018 227969 

Total sales cost 84029 95558 149506 159784 

Gross profit 43896 47863 62512 68185 

Selling general and 

administrative 

0 0 0 0 

Research development 1264 1991 1964 2169 

Depreciation/Amortization 11544 18052 11931 11243 

Interest expense(income) 0 0 0 0 

Special items 1587 -595 9695 2615 

Other expenses 24318 24253 28441 28484 

Operating expenses 122194 138698 201321 204286 

Operating profit 5731 4723 10697 23683 

Income(losses) of selling 

assets 

0 0 0 0 

Other net income -312 -403 -485 -551 

Earnings before tax 7176 6439 12864 26288 

Earnings after tax 6206 4786 4250 11521 

Minority interest -10 301 -6 -293 

Net profit except  

special items 

6196 5087 4244 11228 

Non-recurring events 0 0 0 0 

Net profit  6196 5087 4244 11228 

Preferred stock dividend 0 0 0 0 



1 
 

Common stock holder's 

profit(Except non-

recurring item) 

6196 5087 4244 11228 

Common stock holder's 

profit(Including non-

recurring item) 

6196 5087 4244 11228 

Weighted average of 

shares 

0 0 0 0 

Earning per share 0 0 0 0 

Diluted weighted average 

number of shares 

2468.53 2336 2281 2271.54 

Diluted earning per 

share(exclude 

nonrecurring items) 

2.51 2.18 1.86 4.94 

Earning per share - initial 

public offering common 

share 

2.74 2.87 3.24 3.04 

Diluted earning per share 3.46 4.57 6.9 5.45 
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Annex 3: Cash flow statement of TOTAL 

Unit: 

million/dollar 

To 2016-

12-31 

To 2015-

12-31 

To 2014-12-

31 

To 2013-12-31 

Net profit 6206 4786 4250 11521 

Depreciation 14423 19334 20859 13358 

Amortization 0 0 0 0 

Deferred tax -1941 0 0 0 

Noncash accounts -1048 -5857 -3981 1109 

The change of 

operation capital 

-1119 1683 4480 2525 

Cash from 

operation  

16521 19946 25608 28513 

Capital 

expenditure 

-18106 -25132 -26320 -29748 

Proceeds from 

sales of investment 

453 4683 2001 1716 

Cash flow from 

investing 

activities 

-17653 -20449 -24319 -28032 

Cash flow from 

financing 

1199 -5528 -326 3295 

Cash paid for 

dividends 

-2661 -2845 -7308 -7128 

Cash paid for 

repurchase of stock 

100 248 131 247 

Cash paid for 

repayment of loans 

4894 9185 13412 2065 
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Cash flow from 

financing 

3532 1060 5909 -1521 

Exchange gains 

and losses 

-1072 -2469 -2217 831 

Net 

increase(decrease) 

in cash 

1328 -1912 4981 -209 

Additional cash 

paid for interest 

1028 862 789 0 

Additional cash 

paid for tax 

2892 4937 11374 0 
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