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1. Introduction 

Financial analysis is an aspect of financial function which makes assessments on the 

viability, stability and profitability of a business, sub-business or a project by summarizing 

from historical data. Financial analysis is usually performed by professionals who prepare 

reports that use information from financial statements and other reports. This result reports 

are mainly for top management of a company to make decisions on future development. 

 

The aim of this bachelor thesis is the financial analysis of VANKE by applying selected 

methods like the common size analysis, financial ratio analysis and pyramidal 

decomposition. The reason that I choose VANKE as my subject on financial analysis is that 

VANKE is a very famous real estate company within China and real estate industrial has 

close connection with people’s standard of living. Through financial analysis on VANKE, 

we can get a general ideal about why VANKE can perform better than others. 

 

This thesis is divided into 5 chapters. 

 

In chapter 2, the methods of analysis used in this thesis will be described in detail. There 

are three main parts of this chapter, description on balance sheet, income statement and 

cash flow; description on common size analysis and financial ratio analysis; description on 

pyramidal decomposition and influence qualification. 

 

In chapter 3, the general idea about VANKE’s history, conception, management model 

will be presented. A comprehensive view of a company can lubricate the process of getting 

to know this company’s financial situation. Through this chapter, the image of what 

VANKE looks like will appear on your mind. 

 

Chapter 4 is the most important part of this thesis, data from the balance sheet, income 

statement and cash flow from period 2007 to 2011 will be used. Common size analysis, 
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financial ratios, pyramidal decomposition and influence qualification will be combined 

with the data to provide us with the more concrete idea about VANKE’s financial trend, 

financial structure and its competitive power among real estate industrial companies. 

   

   In chapter 5, the general conclusion will be draw about what VANKE’s advantages are, 

which aspects still need to be improved, what may be VANKE’s obstacles in the future and 

how VANKE can do to conquer those difficulties.  
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2. Statement of Financial Analysis Methodology 

  After collecting data related the VANKE, we should use certain way to make the 

information vivid. This chapter is the detailed description about financial analysis 

methodology. As a base for the following chapters, this chapter will focus on what is 

financial analysis, the purpose of financial analysis, particular explain of three basic 

financial statements as well as common-size analysis, financial ratio analysis, pyramidal 

decompositions and influence quantification. 

 

2.1 Concept of Financial Analysis 

The financial analysis of a company is a process of evaluating, selecting, interpreting 

financial data, which along with some relative information. The financial analysis is the 

attempt to understand the true face of a business operating results and financial position 

from the implications of the accounting data. It is performed by professionals who 

prepare reports using ratios that make use of information taken from financial 

statements and other reports. These reports are usually presented to top management as one 

of their bases in making business decisions. 

 

2.2 Purpose of Financial Analysis 

From the macroscopic level, financial analysis has three regular aims. The first one is to 

master the regular pattern of enterprise production and business operation. Enterprise 

production and business operation develop with the development of production, the size of 

the business according to certain regularity. In accordance with the relevant data for 

analysis to master the regular pattern of capital movement, the capital structure, we predict 

possible problems. Financial analysis is to grasp and understand enterprise production and 

operation of capital movement laws, and thus it can serve for the enterprise financial 

http://en.wikipedia.org/wiki/Financial_statements
http://en.wikipedia.org/wiki/Financial_statements
http://en.wikipedia.org/wiki/Financial_statements
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management and production management. 

 

The second one is to know the operation and business situation of a business and dig out 

possible problems. Through the comparison of index values, we can find out the gap to 

others, and make wise decision accordingly. Enterprise assets debt ratio of 85%, for 

example, shows that for a certain company, only 15% is the owner of the funds. 

Enterprise's ability to pay now is negative, so it must carry out short-term financing 

activities to avoid possible payment crisis. 

 

The third one is to get a clear idea about enterprise’s strengths and weaknesses, set the 

competition strategy for the enterprise so that this enterprise can function better in the 

market. The strengths and weaknesses of the business are reflected in the enterprise's 

solvency ability, profitability ability, etc. At the same time, through the comparison and 

analysis of these indicators, the enterprise can make clear ideal of the strengths and 

weaknesses of its competitors, thus, this enterprise can take effective competition strategy 

during operation. 

 

From the micro level, we can specify the purpose of financial analysis according the 

different market subjects. 

 

For managers, financial analysis can help them to understand the prospects of 

enterprises and make business proposals on whether it is necessary to halt one production 

to another or re-invest or finance. It can also help managers to figure out whether there are 

potential benefits for enterprises and the method of getting those benefits. Through 

regularly checking enterprise's management performance, managers can determine whether 

some links appear omissions. 

 

For investors, the meaning of financial analysis mainly reflects on two aspects. Through 

analysis of net assets and the profitability of businesses, investors decide whether or not to 
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invest more funds; through analysis of the changes of earnings per share and stock price to 

decide whether or not to transfer its equity or withdraw the money. 

 

For creditors, in order to get the principal and interest on schedule, it is necessary for 

creditors to analyze the enterprise's solvency. To decide whether to continue to have the 

financial resources of creditor's rights by figuring out whether the funds of the enterprise 

are enough to be used to pay off debts and the vitality of the enterprise. 

 

2.3 Resources for Financial Analysis 

  Data that is used for calculate parameters in financial analysis usually come from three 

basic statements, balance sheet, income statement and statement of cash flow. Now, the 

detailed description of those statements will be presented. 

 

2.3.1 Balance Sheet 

  The balance sheet is also referred to as the statement of financial position. The balance 

sheet represents a company’s financial position at the end of a specified date. Some 

describe the balance sheet as a snapshot of a company’s financial situation at a point in 

time. 

 

  Balance sheet is named so because there are two sides balanced out, there are assets, 

liabilities and equities. The main types of assets are usually listed first and typically in 

order of liquidity. Each of these three segments of the balance sheet will have many 

accounts within it and express the value of each. But the exact accounts on a balance sheet 

will differ by company and by industry, so there is no one set model for the differences 

between different types of businesses. The balance sheet must obey to:  

Assets = Liabilities + Shareholders' Equity                (2.1) 

Because the balance sheet informs the readers of a company’s financial situation as one 
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moment in time, it allows readers to figure out what the company owns and what it owes to 

other parties within the date indicated in the heading. Thus, it provides valuable 

information for banks that need to decide whether or not a company deserves additional 

credit or loans. Besides banks, normally, those who are interested in a company’s balance 

sheet include current investors, potential investors, company managers, suppliers, 

competitors, government agencies and so on. Of the three basic financial statements, the 

balance sheet is the only statement which applies to a single point in time of a business' 

calendar year. 

 

2.3.2 Income Statement 

  Income statement is a financial statement that measures a company's financial 

performances over a specific accounting period. Financial performance is assessed by 

giving a summary of how the business incurs its revenues and expenses through both 

operating and non-operating activities. It also shows the net profit or loss incurred over a 

specific accounting period, typically over a fiscal quarter or year.  

 

We can divide the income statement to two parts, the first part is the operating sector and 

the second part is non-operating sector. The aim of the income statement is to reveal a 

company’s management to investors whether the company earn or lost money over the fiscal 

period.  

 

The portion of the income statement that deals with operating items is interesting to 

investors and analysts alike because this section discloses information about revenues and 

expenses that are a direct result of the regular business operations. For example, if a 

business creates sports equipment, then the operating items section would talk about the 

revenues and expenses involved with the production of sports equipment. The 

non-operating items section discloses revenue and expense information about activities that 

are not tied directly to a company's regular operations. For example, if the sport equipment 

http://en.wikipedia.org/wiki/Financial_statements
http://en.wikipedia.org/wiki/Management
http://en.wikipedia.org/wiki/Investor
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company sold a factory and some old plant equipment, then this information would be in 

the non-operating items section. 

 

To sum up, income Statement Is a dynamic financial records of the company operating 

performance during a period of time, reflect the period of sales revenue, cost of sales, 

operating expenses and tax status and report the results for the company to achieve profits 

or losses. It displays the revenues recognized for a specific period, and 

the cost and expenses charged against these revenues, with the basic equation of Profit = 

Revenue – Cost. 

 

2.3.3 Cash Flow 

 Statement of cash flow is a financial statement that shows how changes in balance 

sheet accounts and income statement affect cash and cash equivalents, a company can use 

cash flow statement to predict future cash flow, which helps with issues in budgeting. For 

investors, the cash flow reflects a company’s financial health, basically, the more cash 

available for a company’s operation, the better. However, it is not a fixed rule, sometimes, 

a negative cash flow that results from a company’s growth strategy in the form of investing 

may bring more benefits to this company in the future. 

 

The cash flow statement is a cash basis of three types of financial activities:  investing 

activities, operating activities and financing activities.  

 

Cash flow from operations measures the cash inflow and cash outflow caused by core 

business operations, the operation components of cash flow reflects how much cash is 

generated from a company’s products or services. Cash flow is calculated by making 

certain adjustments to net income by adding or subtracting differences in revenue, 

expenses and credit transactions that occur from one period to another. 

 

http://en.wikipedia.org/wiki/Cost
http://en.wikipedia.org/wiki/Expense
http://en.wikipedia.org/wiki/Financial_statements
http://en.wikipedia.org/wiki/Balance_sheet
http://en.wikipedia.org/wiki/Balance_sheet
http://en.wikipedia.org/wiki/Balance_sheet
http://en.wikipedia.org/wiki/Cash_and_cash_equivalents
http://en.wikipedia.org/wiki/Accounting_methods#Cash_basis
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Changes in accounts receivable on balance sheet from one accounting period to the next 

must also be reflected in cash flow. If the account receivables decrease, it means more cash 

has entered into the company from customers paying off their credits. Thus, the amount 

decreased by account receivables is added to the net sales. If the account receivables 

increase from one accounting period to another, the amount of increase must be deducted 

from net sales because even though this amount represents revenues, it is not cash. The 

same logic holds for taxes payable, salaries payable, prepaid insurance, inventories and so 

on. 

 

Cash flow from investing shows changes in equipment or assets that are related to 

changes from investment. Usually, cash changes from an investment project are a “cash out” 

item, because cashes are used to buy new equipment, buildings or short-term assets such as 

marketable securities. When a company divests of its assets, the transaction is considered 

as “cash in” for calculating cash flow from investing activity. 

 

Cash flow from financing show changes in debt, loans or dividends. Changes in cash 

from financing are “cash in” when capital is raised, and they are “cash out” when 

dividends are paid. For example, if a company issues bonds to public, the company 

receives cash from financing. However, when interest is paid to bond holders, the company 

is reducing its cash. 

 

2.4 Common Size Analysis 

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

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

base value. This is an analysis of financial statements data and their changes over the time. 

There are two types of common-size analysis and vertical common-size analysis and we 

need to combine these two methods together to get a more precise result. 
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2.4.1 Horizontal Common-size Analysis  

  Horizontal analysis, also known as trend analysis, is a technique for evaluating a series 

of financial statement data over a period of time. Horizontal analysis provides a way to 

compare the financial data from one period to the next, using financial statements from at 

least two different periods. The purpose is to determine the increase or decrease that has 

taken place, expressed as either an amount or a percentage. 

 

  The value of horizontal analysis lies in its usage from three ways. First, we can 

compare the results of one company over time to determine whether its financial situation 

is improving. Second, it is also useful for comparing the results of multiple companies in 

the same industry to determine which company has the best performance over time. Last 

but not least, it is most useful when comparing companies in the same industry, because 

metrics such as gross margin can vary widely from one industry to another. Horizontal 

analysis can be calculated using the following two formulas: 

𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑐𝑐ℎ𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 = 𝑐𝑐𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎 𝑦𝑦𝑎𝑎𝑎𝑎𝑐𝑐 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 − 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑦𝑦𝑎𝑎𝑎𝑎𝑐𝑐 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎      (2.2) 

 

𝑐𝑐ℎ𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑖𝑖𝑎𝑎 𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑖𝑖𝑟𝑟𝑎𝑎 𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑦𝑦𝑎𝑎𝑎𝑎𝑐𝑐 = 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎  𝑐𝑐ℎ𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎
𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎  𝑦𝑦𝑎𝑎𝑎𝑎𝑐𝑐  𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎

             (2.3) 

 

2.4.2 Vertical Common-size Analysis 

  Vertical analysis is a technique for evaluating financial statement data that expresses 

each item in a financial statement as a percent of a base amount. Each line item on the 

income statement should be presented as a percentage of net sales, and each line item on 

the balance sheet should be presented as a percentage of total assets or total liabilities and 

stockholders’ equity. For example, on balance sheet, every asset is act as a percentage of 

total assets; every liability and equity item is act as a percentage of total liabilities and 

equity. These percentages should be investigated for differences either across years in the 

same company or in the same year across different companies. 
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Vertical common-size analysis shows you the relationships among components of one 

financial statement. It is the procedure of preparing and presenting common size 

statements and is one that shows the items appearing on it in percentage forms.  

 

The main advantage of vertical common-size analysis is that it can easily compare with 

all balance sheets of management sizes. It also makes it easy to see the main changes 

within one financial operation. 

 

2.5 Financial Ratios 

  When you pick up the published accounts of a company for the first time, it can be an 

intimidating experience as you are faced by page after page of numbers. Financial ratios 

provide you with the tools you need to interpret and understand such accounts. They are 

essential if you want to look in detail at a company's performance. 

 

Financial ratio can help us measure the financial strengths and weakness of a company. 

Simultaneously, it can evaluate earnings changes of investment each year and also compare 

the differences of different enterprises in a certain point and a same industry. Further, 

financial ratio analysis can eliminate the influence of size, used to compare the benefits 

and risks of different enterprises, so as to help investors and creditors to make sensible 

decisions. 

  Financial ratios can be categorized into five groups generally, according to the financial 

aspect of the business which the ratio measures. As the financial reports of a business 

contain a wealth of financial information, it is important to consider why we are analyzing 

and interpreting the financial reports. The users of financial reports are wide ranging and 

include a variety of stakeholders: investors, creditors, customers and employees.  

 

According to demands from different parties, each ratio plays their own functions. 

Activity ratios measure how quickly a firm converts non-cash assets to cash 
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assets. Liquidity ratios measure the firm's ability to repay short-term debt. Solvency 

ratios measure the firm's ability to repay long-term debt. Profitability ratios measure the 

firm's use of its assets and control of its expenses to generate an acceptable rate of 

return. Market ratios measure investor response to owning a company's stock and also the 

cost of issuing stock. Now, let us take a deeper look at these five different kinds of 

financial ratios. 

 

2.5.1 Profitability ratios 

  The absolute level of profit may provide an indication of the size of the business, but on 

its own it says very little about company performance. In order to evaluate the level of 

profit, profit must be compared and related to other aspects of the business. Profit must be 

compared with the amount of capital invested in the business, and to sales revenue. 

Profitability ratios will inevitably reflect the business environment of the time. So, the 

business, political and economic climate must also be considered when looking at the trend 

of profitability for one company over time. Comparisons with other businesses in the same 

industry segment will provide an indication of management's relative ability to perform in 

the same business and economic environment. 

 

  The key profitability ratios are operating profit margin, net profit margin, return on 

equity (ROE) and return on assets (ROA). 

 

△ Operating profit margin 

  Operating margin is a measurement of what proportion of a company's revenue is left 

over after paying for variable costs of production, such as wages, raw materials, 

etc.  Operating margin gives analysts an idea of how much a company makes (before 

interest and taxes) on each dollar of sales. For example, if a company has an operating 

margin of 12%, this means that it makes $0.12 (before interest and taxes) for every dollar 

of sales. When looking at operating margin to determine the quality of a company, it is best 
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to look at the change in operating margin over time and to compare the company's yearly 

or quarterly figures to those of its competitors. If a company's margin is increasing, it is 

earning more per dollar of sales. Higher operating profit margin is expected. 

 𝑎𝑎𝑜𝑜𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑖𝑖𝑎𝑎𝑎𝑎 𝑜𝑜𝑐𝑐𝑎𝑎𝑝𝑝𝑖𝑖𝑎𝑎 𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑖𝑖𝑎𝑎 = 𝑎𝑎𝑜𝑜𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑖𝑖𝑎𝑎𝑎𝑎  𝑜𝑜𝑐𝑐𝑎𝑎𝑝𝑝𝑖𝑖𝑎𝑎𝑎𝑎
𝑐𝑐𝑎𝑎𝑟𝑟𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎

× 100%           (2.4) 

 

△ Net profit margin 

The profit margin tells you how much profit a company makes for every $1 it generates 

in revenue or sales. Thus a trading profit margin of 10% means that every 1.00 of sales 

revenue generates .10 (10p) in profit before interest and taxes. Some industries tend to 

have relatively low margins, which are compensated for by high volumes. Conversely, high 

margin industries may be low volume. Higher than average net profit margins for the 

industry may be an indicator or good management. 

 𝑎𝑎𝑎𝑎𝑎𝑎 𝑜𝑜𝑐𝑐𝑎𝑎𝑝𝑝𝑖𝑖𝑎𝑎 𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑖𝑖𝑎𝑎 = 𝑎𝑎𝑎𝑎𝑎𝑎  𝑜𝑜𝑐𝑐𝑎𝑎𝑝𝑝𝑖𝑖𝑎𝑎𝑎𝑎
𝑐𝑐𝑎𝑎𝑟𝑟𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎

×100%                 (2.5) 

 

△ Return on equity (ROE) 

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

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

generates with the money shareholders have invested. The benefit comes from the earnings 

reinvested in the company at a high ROE rate, which in turn gives the company a high 

growth rate. The benefit can also come as a dividend on common shares or as a 

combination of dividends and reinvestment in the company.  

 

  For high growth companies you should expect a higher ROE. Averaging ROE over the 

past 5 to 10 years can give you a better idea of the historical growth. 

 𝑅𝑅𝑅𝑅𝑅𝑅 = 𝑎𝑎𝑎𝑎𝑎𝑎  𝑜𝑜𝑐𝑐𝑎𝑎𝑝𝑝𝑖𝑖𝑎𝑎𝑎𝑎
𝑎𝑎𝑒𝑒𝑎𝑎𝑖𝑖𝑎𝑎𝑦𝑦

× 100%                      (2.6) 

 

△ Return on assets (ROA) 

  This number tells you what the company can do with what it has, i.e. how many dollars 

http://beginnersinvest.about.com/od/incomestatementanalysis/a/revenue-and-sales.htm
http://beginnersinvest.about.com/od/incomestatementanalysis/a/revenue-and-sales.htm
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of earnings they derive from each dollar of assets they control. Return on total assets is a 

measure of profit in relation to the total assets invested in the business, and ignores the way 

in which such assets have been financed. In other words, return on assets is an indicator of 

how profitable a company is before leverage 

 𝑅𝑅𝑅𝑅𝑅𝑅 = 𝑎𝑎𝑎𝑎𝑎𝑎  𝑜𝑜𝑐𝑐𝑎𝑎𝑝𝑝𝑖𝑖𝑎𝑎𝑎𝑎  𝑎𝑎𝑐𝑐  𝑎𝑎𝑜𝑜𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑖𝑖𝑎𝑎𝑎𝑎  𝑜𝑜𝑐𝑐𝑎𝑎𝑝𝑝𝑖𝑖𝑎𝑎𝑎𝑎
𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎  𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎

× 100%               (2.7) 

 

2.5.2 Liquidity ratios 

  Short-term liquidity is the ability of the company to meet its short-term financial 

commitments. Liquidity ratios measure the relationship between current liabilities and 

current assets. 

 

  They analyze company’s liquid assets in the form of cash or can be quickly converted in 

cash and short-term liabilities and obligations. If the ratio is lower than need, it must 

borrow to payback. The main liquidity ratios are current ratio, quick ratio and cash ratio. 

 

△ Current ratio 

  The current ratio is a general indicator of the business's ability to meet its short-term 

financial commitments. This ratio assumes that all current assets, if required, can be 

converted to cash immediately in order to meet all current liabilities immediately.  

 

Acceptable current ratios vary from industry to industry and are generally between 1.5 

and 3 for healthy businesses. If a company's current ratio is in this range, then it generally 

indicates good short-term financial strength. Low values for the current or quick ratios, 

usually less than 1, indicate that a firm may have difficulty meeting current obligations. If 

the current ratio is too high, then the company may not be efficiently using its current 

assets or its short-term financing facilities, this may also indicate problems in working 

capital management. Low values, however, do not necessarily indicate a critical problem, 

under the condition that an organization has good long-term prospects. 

http://en.wikipedia.org/wiki/Gearing_(finance)
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The current ratio is always expressed as follows: 

 𝑐𝑐𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎 𝑐𝑐𝑎𝑎𝑎𝑎𝑖𝑖𝑎𝑎 = 𝑐𝑐𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎  𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎
𝑎𝑎ℎ𝑎𝑎𝑐𝑐𝑎𝑎  𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎  𝑎𝑎𝑖𝑖𝑎𝑎𝑎𝑎𝑖𝑖𝑎𝑎𝑖𝑖𝑎𝑎𝑖𝑖𝑎𝑎𝑎𝑎

                (2.8) 

 

△ Quick ratios 

  Quick ratio or liquid ratio measures the ability of a company to use its cash or quick 

assets to pay back its short term liabilities. Quick assets include those current assets that 

presumably can be quickly converted to cash at close to their initial values. 

 

Generally, the acid test ratio should be 1:1 or be higher, however this varies widely by 

industry. In general, the higher the ratio means the greater the company's liquidity. Note 

that Inventory is excluded from the sum of assets in the Quick Ratio, but included in 

the Current Ratio. Ratios are tests of viability for business entities but do not give a 

complete picture of the business' health. 

𝑒𝑒𝑎𝑎𝑖𝑖𝑐𝑐𝑞𝑞 𝑐𝑐𝑎𝑎𝑎𝑎𝑖𝑖𝑎𝑎 = 𝑐𝑐𝑎𝑎𝑎𝑎ℎ+𝑎𝑎ℎ𝑎𝑎𝑐𝑐𝑎𝑎  𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎  𝐼𝐼𝑎𝑎𝑟𝑟𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 +𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑖𝑖𝑟𝑟𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎
𝑎𝑎ℎ𝑎𝑎𝑐𝑐𝑎𝑎  𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎  𝑎𝑎𝑖𝑖𝑎𝑎𝑎𝑎𝑖𝑖𝑎𝑎𝑖𝑖𝑎𝑎𝑖𝑖𝑎𝑎𝑎𝑎

          (2.9) 

 

△ Cash ratio 

  The cash ratio is most commonly used as a measure of company liquidity. It can 

determine how quickly the company can repay its short-term liabilities. This ratio use the 

most liquid assets, it is the best conservative ratio. Normally, the ratio is the lowest of 

liquidity ratios. 

𝑐𝑐𝑎𝑎𝑎𝑎ℎ 𝑐𝑐𝑎𝑎𝑎𝑎𝑖𝑖𝑎𝑎 = 𝑐𝑐𝑎𝑎𝑎𝑎ℎ+𝑎𝑎ℎ𝑎𝑎𝑐𝑐𝑎𝑎  𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎  𝑎𝑎𝑎𝑎𝑐𝑐𝑞𝑞𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎  𝑖𝑖𝑎𝑎𝑟𝑟𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎
𝑎𝑎ℎ𝑎𝑎𝑐𝑐𝑎𝑎  𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎  𝑎𝑎𝑖𝑖𝑎𝑎𝑎𝑎𝑖𝑖𝑎𝑎𝑖𝑖𝑎𝑎𝑖𝑖𝑎𝑎𝑎𝑎

         (2.10) 

 

2.5.3 Solvency ratios 

  Solvency ratios are one of the tools used to measure the ability of a business to meet its 

long-term financial obligations. It provides a measurement of how a company will be to 

continue meeting its debt obligations. If the ratios show a bad situation, it means a higher 

http://en.wikipedia.org/wiki/Current_asset
http://en.wikipedia.org/wiki/Book_value
http://en.wikipedia.org/wiki/Inventory
http://en.wikipedia.org/wiki/Current_Ratio
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risk for investors, a higher cost of capital for company and a lower optioning chance for 

the manager. The main solvency ratios are debt to assets ratio, debt to equity ratio, 

financial leverage and interest coverage. 

 

△ Debt-to-assets ratio 

  The debt-to-assets ratio is a measure of the financial leverage of the company. It 

shows what percentage of the assets is financed by debt. The higher the ratio, the greater 

risk will be associated with the firm's operation. If the ratio is less than 0.5, most of the 

company's assets are financed through equity. If the ratio is greater than 0.5, most of the 

company's assets are financed through debt. A company with a high debt ratio could be in 

danger if creditors start to demand repayment of debt. 

𝑑𝑑𝑎𝑎𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑐𝑐𝑎𝑎𝑎𝑎𝑖𝑖𝑎𝑎 = 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎  𝑑𝑑𝑎𝑎𝑎𝑎𝑎𝑎
𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎  𝑎𝑎𝑒𝑒𝑎𝑎𝑖𝑖𝑎𝑎𝑦𝑦

× 100%             (2.11) 

 

△ Debt to equity ratio 

  The debt-to-equity ratio is a financial ratio indicated the relative proportion of debts to 

shareholders' equity used for financing a company's assets. The two components are often 

taken from the firm's balance sheet or statement of financial position, the ratio may also be 

calculated using market values for both, if the company's debt and equity are publicly 

traded, or using a combination of book value for debt and market value for equity 

financially. 

𝑑𝑑𝑎𝑎𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎 𝑎𝑎𝑒𝑒𝑎𝑎𝑖𝑖𝑎𝑎𝑦𝑦 𝑐𝑐𝑎𝑎𝑎𝑎𝑖𝑖𝑎𝑎 = 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎  𝑑𝑑𝑎𝑎𝑎𝑎𝑎𝑎
𝑎𝑎𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎  𝑎𝑎𝑒𝑒𝑎𝑎𝑖𝑖𝑎𝑎𝑦𝑦

× 100%            (2.12) 

 

△ Financial leverage 

We borrow money to increase production volume, and thus sales and earnings. Financial 

leverage is measured as the ratio of total debt to total assets. Greater the amount of debt, 

greater the financial leverage. However, while high leverage may be beneficial in boom 

periods, it may cause serious cash flow problems in recessionary periods because there 

might not be enough sales revenue to cover the interest payments.  

http://en.wikipedia.org/wiki/Financial_ratio
http://en.wikipedia.org/wiki/Shareholders%27_equity
http://en.wikipedia.org/wiki/Balance_sheet
http://en.wikipedia.org/wiki/Public_company
http://en.wikipedia.org/wiki/Public_company
http://en.wikipedia.org/wiki/Public_company
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𝑝𝑝𝑖𝑖𝑎𝑎𝑎𝑎𝑎𝑎𝑐𝑐𝑖𝑖𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎𝑟𝑟𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎 = 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎
𝑎𝑎𝑒𝑒𝑎𝑎𝑖𝑖𝑎𝑎𝑦𝑦

                   (2.13) 

 

△ Interest coverage 

The interest cover ratio measures the cost of long term debt relative to earnings. When 

the interest coverage ratio is smaller than 1, the company is not generating enough cash 

from its operations EBIT to meet its interest obligations. The Company would then have to 

either use cash on hand to make up the difference or borrow funds. Typically, it is a 

warning sign when interest coverage falls below 2.5 times. 

𝑖𝑖𝑎𝑎𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎 𝑐𝑐𝑎𝑎𝑟𝑟𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎 = 𝑅𝑅𝐸𝐸𝐼𝐼𝐸𝐸
𝑖𝑖𝑎𝑎𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎  𝑜𝑜𝑎𝑎𝑦𝑦𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎

             (2.14) 

 

2.5.4 Activity ratios 

  Activity ratios measure how well a company uses its assets that mean utilization. The 

forms of activity ratios include days of turnover and number of turnover. The main activity 

ratios are inventory turnover, receivables turnover and total assets turnover. 

 

△ Inventory turnover 

Inventory turnover is used to reflect the inventory turnover rate, that is, how is the stock 

liquidity and whether the occupation of cash in inventory is reasonable. A good inventory 

turnover can be a guarantee to companies for continuity of production and operation, 

improvement of the efficiency of the use of funds, enhancement of enterprise's short-term 

debt paying ability. 

 

A low turnover rate may point to overstocking, obsolescence, or deficiencies in the 

product line or marketing effort. However, in some cases a low rate is wanted, for example, 

the expected market prices are on the way of going up or the market will meet shortage in 

the near future. A high turnover rate may indicate inadequate inventory levels, which may 
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lead to a loss in business as the inventory is too low. This often can result in stock 

shortages. 

𝑖𝑖𝑎𝑎𝑟𝑟𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑐𝑐𝑦𝑦 𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑟𝑟𝑎𝑎𝑐𝑐 = 𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎  𝑎𝑎𝑝𝑝  𝑎𝑎𝑎𝑎𝑎𝑎𝑑𝑑𝑎𝑎  𝑎𝑎𝑎𝑎𝑎𝑎𝑑𝑑
𝑎𝑎𝑟𝑟𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎  𝑖𝑖𝑎𝑎𝑟𝑟𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑐𝑐𝑦𝑦

              (2.15) 

 

△ Receivable turnover 

Receivable turnover measures the degree of realization risk in accounts receivables. The 

lower the turnover rate, the longer receivables are being held-and the less likely they are to 

be collected. Also, there is an opportunity cost of tying up funds in receivables for a longer 

period of time.  

receivables turnover = revenues
average  receivables

              (2.16) 

 

△ Total assets turnover 

  Total asset turnover ratio indicates the effectiveness of the firm's use of its total asset 

base.  A high total asset turnover ratio relative to the industry average might imply that the 

firm does not generate a sufficient volume for business. Also, a high total asset turnover 

ratio relative to the industry average might be the result of using outdated, obsolete and 

fully depreciated assets which does not generate high sales volumes.  

𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑟𝑟𝑎𝑎𝑐𝑐 = 𝑐𝑐𝑎𝑎𝑟𝑟𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎
𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎  𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎

                 (2.17) 

 

2.5.5 Market ratios 

  Market ratios measure investor response to owning a company's stock and also the cost 

of issuing stock. The ratios are important for the investors of shareholders, it show the 

return rate of the invest capital, the competition with other same industry companies and 

the chance of profit increasing. The main market ratios are earnings per share (EPS), 

price-to-earnings ratio (P/E) and dividend payout ratio. 

 

 

http://www.answers.com/topic/opportunity-cost


24 
 

△ Earnings per share (EPS) 

EPS shows the portion of a company's profit allocated to each outstanding share of 

common stock. The EPS formula does not include preferred dividends for categories. This 

is because preferred stock rights have precedence over common stock. If preferred 

dividends total $100,000, then that is money not available to distribute to each share of 

common stock. 

𝑅𝑅𝐸𝐸𝐸𝐸 = 𝑎𝑎𝑎𝑎𝑎𝑎  𝑜𝑜𝑐𝑐𝑎𝑎𝑝𝑝𝑖𝑖𝑎𝑎 −𝑑𝑑𝑖𝑖𝑟𝑟𝑖𝑖𝑑𝑑𝑎𝑎𝑎𝑎𝑎𝑎  𝑎𝑎𝑎𝑎  𝑜𝑜𝑐𝑐𝑎𝑎𝑝𝑝𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑑𝑑  𝑎𝑎𝑎𝑎𝑎𝑎𝑐𝑐 𝑞𝑞𝑎𝑎
𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑐𝑐  𝑎𝑎𝑝𝑝  𝐸𝐸ℎ𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎  𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑑𝑑𝑖𝑖𝑎𝑎𝑎𝑎

            (2.18) 

 

△ Price-to-earnings ratio (P/E) 

  A valuation ratio of a company's current share price compared to its per-share earnings. 

For example, if a company is currently trading at $43 a share and earnings over the last 12 

months were $1.95 per share, the P/E ratio for the stock would be 22.05 ($43/$1.95). 

 

 Stocks with higher forecast earnings growth will usually have a higher P/E, and those 

expected to have lower earnings growth will usually have a lower P/E. P/E ratio in general 

is useful for comparing valuation of peer companies in similar sector or group. 

𝐸𝐸
𝑅𝑅

= 𝑎𝑎𝑎𝑎𝑐𝑐𝑞𝑞𝑎𝑎𝑎𝑎  𝑜𝑜𝑐𝑐𝑖𝑖𝑐𝑐𝑎𝑎  𝑜𝑜𝑎𝑎𝑐𝑐  𝑎𝑎ℎ𝑎𝑎𝑐𝑐𝑎𝑎
𝑅𝑅𝐸𝐸𝐸𝐸

                   (2.19)  

 

△ Dividend payout ratio 

  A key valuation metric that many investors use when evaluating a stock is the 

dividend payout ratio. The dividend payout ratio shows what percentage of a company's 

income is paid out to shareholders in the form of dividends. This ratio can be used to 

compare the current dividend payout to the company's historical payout or to compare one 

company's dividend payout to its peers. 

𝑑𝑑𝑖𝑖𝑟𝑟𝑖𝑖𝑑𝑑𝑎𝑎𝑎𝑎𝑑𝑑 𝑜𝑜𝑎𝑎𝑦𝑦𝑎𝑎𝑎𝑎𝑎𝑎 𝑐𝑐𝑎𝑎𝑎𝑎𝑖𝑖𝑎𝑎 = 𝑑𝑑𝑖𝑖𝑟𝑟𝑖𝑖𝑑𝑑𝑎𝑎𝑎𝑎𝑑𝑑𝑎𝑎  𝑜𝑜𝑎𝑎𝑖𝑖𝑑𝑑
𝑎𝑎𝑎𝑎𝑎𝑎  𝑜𝑜𝑐𝑐𝑎𝑎 𝑝𝑝𝑖𝑖𝑎𝑎

              (2.20)  

 

http://en.wikipedia.org/wiki/Dividends
http://en.wikipedia.org/wiki/Preferred_stock
http://en.wikipedia.org/wiki/Common_stock
http://en.wikipedia.org/wiki/Earnings_growth
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2.6 Pyramidal Decompositions 

  Pyramidal decompositions enable to analyze what drives the value of financial ratios. 

And the fundamental example of the pyramidal decomposition is the DuPont Analysis, 

which is a type of analysis that measure a company's Return on Equity (ROE), which 

breaks into three main components ratios: profit margin, asset turnover and financial leverage. 

It enables to analyze what drives the value of financial ratios. The idea behind the DuPont 

Analysis is that companies demonstrate a higher ROE with minimal debt can expand but 

don’t need large capital outlays, and allow its owners to access cash. 

𝑅𝑅𝑅𝑅𝑅𝑅 = 𝑎𝑎𝑎𝑎𝑎𝑎  𝑜𝑜𝑐𝑐𝑎𝑎𝑝𝑝𝑖𝑖𝑎𝑎
𝑎𝑎𝑒𝑒𝑎𝑎𝑖𝑖𝑎𝑎𝑦𝑦

= 𝑎𝑎𝑎𝑎𝑎𝑎  𝑖𝑖𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎
𝑐𝑐𝑎𝑎𝑟𝑟𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎

× 𝑐𝑐𝑎𝑎𝑟𝑟𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎
𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎  𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑎𝑎

× 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎  𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎
𝑎𝑎𝑒𝑒𝑎𝑎𝑖𝑖𝑎𝑎𝑦𝑦

          (2.21) 

 

  If we want to separate the effects of taxes and interest, we can decompose the profit 

margin as follows: 

𝑎𝑎𝑎𝑎𝑎𝑎 𝑜𝑜𝑐𝑐𝑎𝑎𝑝𝑝𝑖𝑖𝑎𝑎 𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑖𝑖𝑎𝑎 = 𝑎𝑎𝑎𝑎𝑎𝑎  𝑖𝑖𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎
𝑅𝑅𝐸𝐸𝐸𝐸

× 𝑅𝑅𝐸𝐸𝐸𝐸
𝑅𝑅𝐸𝐸𝐼𝐼𝐸𝐸

× 𝑅𝑅𝐸𝐸𝐼𝐼𝐸𝐸
𝑐𝑐𝑎𝑎𝑟𝑟𝑎𝑎𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎

            (2.22) 

 

Figure2.1 Decomposition of ROE 
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http://www.investorwords.com/208/analysis.html
http://www.investorwords.com/992/company.html
http://www.investorwords.com/3885/profit_margin.html
http://www.investorwords.com/2786/leverage.html
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2.7 Influence Quantification 

  Influence quantification is the other way to enables to analyze indicators, whose changes 

have caused change in the basic ratio. 

 

  There are four types of method for quantification of influence: method of gradual 

changes; method of decomposition with surplus; logarithmic decomposition method; 

functional decomposition method. Here, I will emphasis on the method of gradual changes 

and logarithmic decomposition method. 

 

2.7.1 Method of gradual changes 

  Method of gradual changes enables to quantify the change in the basic ratio caused by 

change in the component ratio. In case of decomposition with 3 component ratios: 

  

 ∆𝑥𝑥𝑎𝑎1 = ∆𝑎𝑎1 ∙ 𝑎𝑎2,0 ∙ 𝑎𝑎3.0 

∆𝑥𝑥𝑎𝑎2 = 𝑎𝑎1,1 ∙ ∆𝑎𝑎2 ∙ 𝑎𝑎3.0                      (2.23) 

 ∆𝑥𝑥𝑎𝑎3 = 𝑎𝑎1,1 ∙ 𝑎𝑎2,1 ∙ ∆𝑎𝑎3 

Symbols: 

X – basic ratio 

△x – absolute change in the basic ratio 

a – component ratio 

△a – absolute change in the component ratio 

 

2.7.2 Logarithmic Decomposition Method 

  The method impacts the component ration on the change in the basic ratio is calculated 

as follows: 
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∆𝑥𝑥𝑎𝑎𝑖𝑖 =
𝑎𝑎𝑎𝑎 𝐼𝐼𝑎𝑎𝑖𝑖
𝑎𝑎𝑎𝑎 𝐼𝐼𝑥𝑥

∙ ∆𝑥𝑥                     (2.24) 

Symbols: 

X – basic ratio 

△x – absolute change in the basic ratio 

Ix=x 1
x 2

– index of change in basic ratio 

Ia=a1
a2

– index of change in component ratio 
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3. Financial Situation of China VANKE Company 

  In this chapter, I would like to introduce VANKE from aspects like history, philosophy, 

leaders, structure and so on of VANKE to let you get a general ideal about this real estate 

company. 

 

3.1 History of VANKE 

China VANKE co., LTD. established in May 1984, with real estate as its core business, 

is one of mainland China's first publicly listed companies. 

 

In December 1988, VANKE offered 28million shares to the public and thus raised 28 

million RMB. Assets volume and operating scale expanded rapidly and VANKE stepped 

into real estate area formally this year. On January 29, 1991, the company shares listed in 

Shenzhen stock exchange. 

 

  At the end of 1992, the company started business adjustment. Shanghai VANKE city 

garden project officially started, the development of public housing project is identified as 

the core business of the company. 

 

  In June 1997, the company raised 383 million RMB, this sum of money is mainly 

invested on residential investment in Shenzhen, which promoted the development of real 

estate business more on a stage. 

 

  In early 2000, the company invested in Shenzhen, Shanghai and Beijing's residential and 

retail business, which further enhanced the company strength. 

 

  Since 2000, VANKE has won a lot of awards, for example, “Forbes” global 200 best 

small and medium-sized companies and Asia optimal top 50 listed companies. 
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  VANKE formally stepped into commercial real estate in 2010 and VANKE is on the way 

of becoming the leader in this field. 

 

3.2 Corporate Philosophy 

3.2.1 Buildings are for Life 

The existence of residual buildings is for the sake of life and life contributes to the 

development of residual buildings. Residual buildings and life are in harmony as a whole. 

Only in suitable individual living space, can people feel more about the value of life. The 

sublimation of human life calls for safer, more comfortable, more convenient, more nature 

habitat. VANKE tried every effort to meet requirements asked by different groups of 

people 

 

3.2.2 Let Buildings Expand Life 

There are plenty of communications in the process of constructing a house and using a 

house. Excellent architectures do not only listen to the call of human beings but also in 

response to the needs of natural life. Today the natural ecological environment is 

vulnerable, but VANKE is always exploring how to make the future residential 

construction an integral part of life. 

 

3.2.3 Let Buildings Full of Life 

We can see from those historical houses of our ancestors to learn the knowledge about 

lightening, ventilation and human communication. In the process of urbanization, people 

pay more and more effort to retain “urban memory” dated back to long time ago, thus, we 

can have a better understanding of the sediment of time and the new buildings can be 
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nourished more from history. 

 

3.3 Structure of VANKE 

3.3.1 Structure of VANKE’s Management 

The structure of VANKE can be divided into three layers. The first one is the company 

headquarter, which includes seven main departments, General manager office, human 

resources department, finance department, the fund center, planning department, project 

management, strategic purchasing. The second layer is on regional level, the main 

components are subsidiaries in Shenzhen, Shanghai and Beijing. The third layer is 

companies at the gross root level. 

 

The centralized management structure is an important assurance for VANKE constantly 

occupied the national market. 

 

Figure 3.1: Management structure 
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3.3.2 Structure of VANKE’s Business 

  Although VANKE is a company that treats real estate as its main business, it has 

stepped into other areas as well, like retail merchandising and commercial manufacture. 

Take what VANKE does in Shenzhen as an example, VANKE engaged in the retail 

business by combining traditional supermarket and department store and its operating 

income in 1999 reached 856 million, retail sales become the first in Guangdong province, 

accounting for 0.04% of the national market share. 

 

  In commercial manufacture, VANKE’s main productions are business gifts, souvenirs 

models, samples, arts and crafts. Even though this part does not exert a large part of profits 

for VANKE, it helps to establish brand imagine of VANKE in domestic real estate area. 

Figure 3.2 Business structure 

 

 

 

 

3.3 Advantages of VANKE 

  In domestic real estate area, VANKE is second to none. Over the years, VANKE, 

relying on scientific management mode, has obtained the magnificent achievement. We 

can owe VANKE’s success to the following advantages that VANKE possess. 

 

3.3.1 Mature Product System 

  VANKE has established 58 basic product models. The combination of standardized and 

personalized door model design, product positioning, marketing model, makes it possible 

for VANKE to provide rapid and effective high quality service for consumers. 

VANKE 

Real estate development Retail merchandise Commercial manufacture 
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3.3.2 High Efficiency in Operating System 

  Emphasis on efficiency does not equal to one-sided pursuit of speed and ignorance of 

the pursuit of operational quality. Based on sound financial management, VANKE 

vigorously promotes the management process and system. As a result, all over the country, 

more than 70 projects can normal operation under unified command of headquarter. 

 

3.3.3 Powerful Cost Management 

  Familiar with product makes VANKE find a mature way in internal quota, evaluation of 

partners, the budget and settlement management, dynamic cost control. VANKE knows 

any detailed change of cost even in gross rooted projects by making the most of 

information system, which is of great significance to a company as the real estate industrial 

is enrolling into a rapid development period. 

 

3.3.4 Centralized control 

  In real estate industrial, many subsidiaries often resist to headquarters of its management 

because of the willing of emphasizing on local characteristics. Although this way is 

beneficial to subsidiaries in flexibly engaging in their projects according to the local 

characteristics to promote work, it's easy to cause resources repetition and problems in 

human resource. 

 

  VANKE's centralized management mainly reflected on the rights that headquarter owns, 

namely, right on capital allocation, right to appoint and remove personnel and right on 

investment decisions. Though this model lacks flexibility, for a large real estate companies, 

this pattern is the powerful guarantee of efficiency.  
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3.4 Possible Obstacles for VANKE 

  Although VANKE has many advantages and has achieved a lot of achievements so far, 

it may meet several obstacles in the future. I would like to analyze the possible limitations 

for VANKE from two aspects, demand and supply of residents. 

 

  Viewing from the supply of residents, first, we need to know that in China, property in 

land belongs to the government. Nowadays, the supply of land for real estate is limited 

because local government lacks sound planning on usage of land. What is more, land laws 

and regulations are not perfect. Secondly, Housing investment structure is unreasonable, a 

lot of money is invested in high-end villa rather than general average house. Thirdly, 

housing property rights system is not sound as well as housing related financial services. 

 

  Viewing from the demand the residents, in the first place, price of residents is always 

high, beyond the average household spending power. In the second place, the uncertainty 

of future income makes people feel safe to save more and spend less. 

 

Figure 3.3 obstacles for VANKE 

  

 

Housing investment structure is unsound                        Price of residents is always high 

Lack sound planning on usage of land; 

Land laws and regulations are not perfect                        People’s behavior of saving 

 

3.5 Future for VANKE 

VANKE is going to celebrate its 20th birthday next year. For a human being, 20 years old 

is a good age for struggle. In the past 20 years, VANKE developed their marketing ability, 

Obstacles 

From point of view in supply From point of view in demand 
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deepened their relationship with customers and built their brand from the perspective of 

property management. It is learning from outstanding enterprises like SONY, HAIER and 

so on that makes VANKE achieve so much. In the future, VANKE will continue to exert its 

strength and learn from others. 

 

  Firstly, VANKE will put more attention on providing consumers with quality houses 

which are secure, suitable for living and communication and environment friendly. To 

achieve this goal, VANKE will try to complete three uniforms, that is, the unity of quantity 

and quality; the unity of short term interest and long term interest and the unity of 

developers’ interest and social public’s interest. VANKE will always treat building a 

prosperous, healthy real estate industry as tenet. 

 

  Secondly, VANKE will take on its second specialization. In the past 20 years of 

development, VANKE has transformed itself from a diversified business to the 

professional business, this is VANKE's the first specialization. Over the next decade, 

VANKE will position itself in the refinement, the so-called refinement, is doing more 

professional on residential areas, let it better and more outstanding, this will be VANKE's 

second specialization. 

 

  Thirdly, VANKE will try hard to realize its steady business growth. The first step is 

detailed customer segmentation. VANKE will not be limited to, such as occupations, 

income and age, to accurate understand and grasp internal value of customers. The second 

step is city circle focus strategy. At present, China's urban economic circle is on the way of 

forming, VANKE in the next 10 years will focus the business on city economic circle. 

VANKE will concentrate resources in these areas to achieve intensive expansion. The last 

step would be product innovation, based on the segment of customer’s internal desire, 

VANKE will be on the road of a harmonious, natural, ecological standards for future 

residential development, and thus make more contribution to the housing industry’s 

independent intellectual property rights. 
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4. Financial Analysis of VANKE 

4.1 Horizontal Analysis 

Horizontal analysis, also called trend analysis, dynamic analysis or time series analysis, 

is a method that a company uses by comparing different operating results of different 

accounting periods to get a main idea about the operating trend of this company. For 

example, if a company earns 100 billion in 2000, 200 billion in 2001, the company’s yearly 

growth ratio is 100%. 

 

4.1.1 Horizontal Analysis of Balance Sheet 

Now, the method of horizontal analysis will be used for VANKE’s balance sheet. 

Table 4.1: Balance sheet 

 

Table 4.2: Absolute change & Relative change of assets 

 
Figure 4.1: Growth trend of asset 

 

RMB 2007 2008 2009 2010

Sum of Current Asset 95432519188.17 113456373203.92 130323279449.37 205520732201.32

Sum of Non-liquid Asset 4661948720.12 5780206517.17 7285275380.02 10116819540.51

Sum of Asset 100094467908.29 119236579721.09 137608554829.39 215637551741.83

current liabilities 48773983644.40 64553721902.60 68058279849.28 129650791498.49

non-current liabilities 17400961234.85 15864308337.29 24141762526.04 31400560600.93

Sum of Liability 66174944879.25 80418030239.89 92200042375.32 161051352099.42

Sum of Equity 33919523029.04 38818549481.20 45408512454.07 54586199642.41

Sum of Equity and Liability 100094467908.29 119236579721.09 137608554829.39 215637551741.83

absolute relative absolute relative absolute  relative absolute relative
Sum of Current Asset 18023854016 18.89% 16866906245 14.87% 75197452752 57.70% 77125922654 37.53%
Sum of Non-liquid Asset 1118257797 23.99% 1505068863 26.04% 2831544160 38.87% 3444965634 34.05%
Sum of Asset 19142111813 19.12% 18371975108 15.41% 78028996912 56.70% 80570888288 37.36%
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  Viewing from asset first, in figure 4.1, we can see that from the year 2007 to 2011, 

amount of asset of VANKE grew from 95 billion RMB to 282 billion RMB. During the 

year 2009 to 2010, the year on year growth even reached to as high as 57%. And the line of 

current asset is almost horizontal to that of sum of asset. The situation of increasing shows 

the company’s operating is better and better so the more and more capital is input for 

expected return.  

 

If we divide asset into two groups, current asset and non-liquid asset, we can see that the 

non-liquid asset always keeps a stable growth, which is around 30%. In contrast, the 

growth rate of current asset is floating. During year 2007 to 2009, the year on year growth 

is blow 20%. But 2009 shows to be an obvious watershed in current assets. From year 

2009 to 2010, the growth rate of current asset even reached to 58%. As real estate 

industrial is a policy-oriented industry in China, government’s intervention is an important 

factor that contributes to VANKE’s high growth in current assets started from 2009. To 

simulate the economy, the government has put forward a lot of methods to encourage the 

development of the second industry and the third industry. Real estate industry is the 

industry leader in China. It can drive the development of dozens of related industries. The 

real estate industrial plays a vital role in stimulating domestic demand and GDP’s growth, 

so the government is very willing to help such an industrial. Thus, the high demand of cash 

for real estate industrial can be satisfied easier. What is more, the advance payment has 

increased significantly since 2009 as land resources become increasingly scarce. To 

prepare for further development, VANKE increases the inventory since 2009 as well. 

 

Whether the economic situation is good or not, we can conclude that liquidity of asset in 

VANKE is good, which is an important guarantee to secure VANKE’s development, 

because sufficient current assets can make sure a company pay back its short term debts 

without trouble. 

 

Now, let us take a look at equity and liability. 
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Table 4.3: Absolute change & Relative change of liability and equity 

 

Figure 4.2: Growth trend of liability and equity 

 
From table 4.3 and figure 4.2, we can assert that the financing situation is good for 

VANKE, both the sum of equity and the sum of liability are on the trend of growing up. 

Especially, started from the year 2009, the growth of liability is rapid. The main reason of 

this is the government’s intervention. To stimulate the economy, the government advocated 

several solutions to encourage investment and provided industrials much more methods to 

borrow money. Besides, according the contract sighed between VANKE and China 

Construction Bank in 2009, VANKE can get a credit loan as high as 200 billion. In 2010, 

the integrity of the securities evaluation co., LTD gives VANKE's credit rating as the theme 

of the AA +, and rating expectation is adjusted from stable to optimistic. Thus, more people 

are willing to buy VANKE’s securities. 

 

In addition, started from 2007, VANKE’s leaders begin to spend more time 

communicate with investors and during the same time, providing the public with timely, 

correctly and adequate information has become a goal of VANKE, thus, there are more 

people willing to buy shares or bonds of VANKE . The general meeting of stockholders 

decided to higher the pay-out ratio in 2010, which is also an important method of attracting 

investors to buy VANKE’s stocks. 
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4.1.2 Horizontal Analysis of Income Statement 

  Income statement is also one of the three major financial statements. The income 

statement can be divided into two parts: the operating and non-operating section.  

  

  The operating section is interesting to investors because this section discloses 

information about revenues and expenses that are the direct result of regular operations. 

The non-operating section deals with activities that are not tied directly to a company’s 

regular business operations. 

 

Table 4.4: Income statement 

 
Table 4.5: Absolute change & Relative change of income statement 

 
Figure 4.3: Growth trend of costs and profits 

 
As a whole, both operating income and operating cost are on the trend of going up 

during the period in question. And the net profits maintain the condition of positive. 

However, from table 4.5, during 2007 to 2008, the growth rate of net profits shows a 

RMB 2007 2008 2009 2010 2011
total operating income 35526611301.94 40991779214.96 48881013143.49 50713851442.63 71782749800.68
total operating costs 28059491714.41 34855663288.39 41122442525.36 39581842880.99 56716379546.64
operating profit before non-business 7652897499.73 6364789552.07 8685082798.00 11894885308.23 15763216697.19
profit before taxes 7641605685.33 6322285626.03 8617427808.09 11940752579.02 15805882420.32
net profit for the year 5317500817.82 4639869152.73 6430007538.69 8839610505.04 11599606211.77

absolute relative absolute relative absolute relative absolute relative
total operating income 5465167913 15% 7889233929 19% 1832838299 4% 21068898358 42%
total operating costs 6796171574 24% 6266779237 18% -1540599644 -4% 17134536666 43%
net profit for the year -677631665.1 -13% 1790138386 39% 2409602966 37% 2759995707 31%
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negative data. We can find the reason in figure 4.3, VANKE get less net profits in 2008 

than in 2007. Then, we may consider, why VANKE’s net profits go down when the 

operating income increases from 2007 to 2008? The main reason is the adjustment of the 

price of houses and lands in the market. Based on the consideration of a prudent fiscal 

policy, the company writes down value of 13 projects which may face the risk of 

devaluation, this method in turn influence the net profits. 

 

From 2009 to 2010, the operating cost goes down. It is because VANKE further 

promotes cost optimization. By using methods like simplifying management, costs 

constraint, stricter regulation, optimization on advertising, strengthening the research for 

customers, careful determination of the most cost-effective solution and so on, the 

management cost and sale cost fell sharply. What is more, as the real estate industrial has 

always been treated as high profits industrial and the limitation of entering such an industry 

is low, let alone technical barrier, a lot of inputs have been put into real estate industrial. 

Thus the land market is simulated, the price for lands goes up sharply, based on current 

expectation on the future trend, VANKE cut down the amount of lands it wants to buy 

during this period. But at the same time, the growth of operating income is flat, in table 4.5, 

this rate is as low as 4%. There are four reasons which may account for this. First, real 

estate business settlement has a certain time lag and VANKE implements the settlement 

reform in 2009, time elongates from real sale to settlement on accounts; second, the real 

estate industrial is on its low point of the whole development cycle; third, to compete with 

its rivals, VANKE makes a relatively low price; fourth, real estate industry reshuffled at the 

end of 2009, appeared superior and discarded bad. Standardization of the situation of the 

industry, in the short term, caused a certain degree of side impact on the real estate industry; 

but it is beneficial to the healthy development of the industry in the long run. 

 

From 2010, VANKE’s income from selling stars reviving, so is VANKE’s market 

occupancy. In 2010, VANKE adds more than 80 projects and steps into another 12 cities 

like Urumqi and Kunming. This development strategy provides broad space for 
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development of company business, but also increases the operating costs of the company. 

This is why we see a sharp increase in both operation income and cost from 2010 to 2011. 

  

 On the whole, the revenues are a steady growth. In most cases, only the company's 

main business income is growth, the company profit would be increasing. In some cases, 

companies' profits perform poor in the short term, but as long as the main business income 

can rapid growth, or can effectively expand the market share, this company also can bring 

confidence to investors. 

 

Table 4.6 Operating cost 

 

Figure 4.4: Total operating costs 

 

As for the total operating cost, I would use figure to highlight the analysis of so called 

three main charges: management fee, selling expenses and financial cost. These three 

sectors show different characteristics respectively. Because of the government’s policy of 

simulate the economy and VANKE’s higher credit rating, financial cost goes down since 

2008. During the year 2008 to 2009, selling expenses are decreasing, which is related to 

the bad situation of selling the houses of VANKE and the achievement VANKE gets in 

cost management, except for this period, other periods show a reasonable growth of 

2007 2008 2009 2010

business tax money and attachment 4,115,772,993.85 4,533,872,994.46 3,602,580,351.82 5,624,108,804.74

selling expenses 1,194,543,702.00 1,860,350,084.01 1,513,716,869.35 2,079,092,848.94
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selling expenses. With the concept of adhering to create excellent management team in 

2009, VANKE pays more attention to talent strength, puts more investment on human 

resources management to absorb a large number of talented young people, this is why the 

line of management fee stars to go up instead of going down from 2009. 

 

Figure 4.5: Growth trend of non-business cost and profit 

 
For non-business benefit and cost, we can see that from 2007 to 2009, expenditure of 

non-business exceeded the benefits of non-business. It is from the end of 2009 that the 

situation overturned. In addition, in the previous 3 years, the non-business expenditure 

goes up sharply and in 2009, it reaches to its highest point. In 2009, VANKE donate 

another huge amount of money for Shanghai World Expo. In 2008 a terrible earthquake 

happened to Si Chuan province, south east of China. In order to help this area recover 

sooner, VANKE donates huge amount of money and some buildings for hospitals or 

schools to locate government. As a result, the non-business expenditure keeps going up 

from 2007 to 2009. In 2009, as the market for real estate stars to prosper, VANKE decides 

to pay its attention on the main business, which means it wants to withdraw from 

non-business expenditure. And according to the stricter cost control, VANKE has a more 

prudent management on non-business expenditure. The non-business income mainly 

comes from inventory profits of fixed assets, donation gains and gains from debt 

restructuring, it keeps a flat increase during these five years. Although the non-business 

expenditure fluctuates a lot, the profits or losses derived from non-business is negligible 

for the company’s whole income. 
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4.1.3 Horizontal Analysis of Cash Flow 

Cash flow can provide the real data on cash flow in recent period and information to 

evaluate the quality of current income. Thus, cash flow can help to appraise a company’s 

financial elasticity, evaluate a company’s liquidity and predict a company’s future cash 

flow. By reflecting the increase or decrease of cash flow from three major activities, 

namely, operating activity, investing activity and financing activity, cash flow can help to 

correctly appraise the company’s ability in paying back debts and the ability of paying. 

 

Table 4.7: Net cash flow 

 
 

Figure 4.6: Growth trend of cash flow 

 
  Even though the net cash flow as a whole is positive, in different years, cash flow from 

operating, financing and investing may have different directions. By analyzing their 

directions year by year, we may get different conclusions. 

 

  In 2007 and 2008, net cash flow from operating and net cash flow from investing are 

negative, only net cash flow from financing is positive. It means that business activity and 

investment activity cannot generate enough cash flow, each activity is completely 

dependent on borrowing to maintain, once VANKE meets the debt difficulties, financial 

RMB 2007 2008 2009 2010 2011
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situation will be very dangerous.  

 

Fortunately, this situation does not last long, in 2009, net cash flow from operating is 

positive while net cash flow from investing and financing is negative. It means that 

business activity is operating well and the financial situation is stable. To expand 

investment, it is normal that the net cash flow from investing is negative, but VANKE 

should pay attention to the moderate investment scale.  

 

In 2010 and 2011, net cash flow from operating and financing is positive, while the net 

cash flow from investing is still negative. It means that business activity and borrowing can 

generate cash inflows, but VANKE should pay attention to the investment project’s 

feasibility study, or increasing investment will cause waste. 

 

Figure 4.7: Cash flow from operating activity 

 

During 2009 to 2011, both cash inflow and out flow in operating activity increase a lot. 

Cash inflow mainly comes from selling and supply of service. Due the recovery of the 

market, the demand for houses and related service increased obviously. What is more, as 

VANKE pays much more attention on groups of medium and low income people, market 

demand for VANKE grows significantly during 2009 to 2011.While on the other hand , the 

salary paid for employees and taxes increased simultaneously, which contributes to the 

increase of cash outflow. 
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The less optimistic situation of cash flow from operating during 2007 to 2008 is due to 

two reasons, external and internal. As for external part, it is the financial crisis all over the 

world. Although the effect set by financial crisis is indirect, it cannot be ignored and it is 

mainly reflected on the change of expectations of customers. It is common state of mind in 

real estate industry to buy houses whose value will increase in the future, but the financial 

crisis lets many people see the value of houses may depreciate in the future as well. Thus 

many people hesitate on whether or not to buy houses. The internal reason is that VANKE 

takes shrink strategy at this time and VANKE meets a competitive competitor--Poly, during 

this period. To gain more market share than Poly, VANKE uses a lot of methods like the 

war of price, which influences the income from selling houses and providing services. 

 

Figure 4.8: Cash flow from investing activity 

 
The curve of cash flow in investing activity is floating, which demonstrates that 

investment itself is a risky activity, whether for individual or for a company. During the 5 

years in question, cash outflow from investing exceeds cash inflow all the time. With a 

confidence in the whole market, VANKE dares to join in the long term investment whose 

benefit will be shown in the future. And the real estate industrial is such an area whose 

benefits from investments need relatively longer time to show. What is more, investing on 

other companies is also an important strategy of cooperation. When expanding enterprise 

scale or developing new profit growth point, a company needs a lot of cash for investment, 

cash inflows generated from investment activity cannot compensate for the outflow, and 

during these five years, VANKE always keep a certain amount for investment, so the net 
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cash flow from investing is negative. 

Figure 4.9: Cash flow from financing 

 
In the previous two years, cash inflow from financing is decreasing, which is mainly due 

to the tightened external financing environment, as what one of VANKE’s leaders says, in 

this period, only by industrial cooperation, can VANKE find space for self development. 

From 2008, as the financing environment is recovering, VANKE stars to increase cash 

inflow from financing.  

 

In the previous three years, the cash outflow from financing is increasing, which is 

mainly due to the increase of debt or its interest payments of cash or dividends paid in 

cash.  

 

VANKE increases its cash inflow from financing during 2009 to 2010 while decreases 

its cash outflow in this period, the main reason is the transforming of capital reserve into 

equity, which helps VANKE to strength its financial power. And in accord with horizontal 

analysis on balance sheet, the increase of liabilities from 2009 contributes to the cash 

inflow from financing.  

 

From 2010 to 2011, cash outflow increases again, because as the operating situation 

becomes better, VANKE wants to shake off its burden from long term liabilities. As for 

cash inflow from financing, the sufficiency of equity lowers down the amount of 

borrowings. 
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4.2 Vertical Analysis  

Vertical analysis is also called static analysis, it is a kind of financial analysis where each 

category in one sheet is represented as a proportion of the total account. The advantage of 

vertical analysis is that the business of all sizes can be compared. It also makes it easy to 

see annual relative changes within one business. Vertical analysis and horizontal analysis 

are two parts of common size analysis. 

 

4.2.1 Vertical Analysis of Balance Sheet 

Figure 4.10 Structure of asset 

 
 

I would like to start from the structure of asset first. Generally, if a company has more 

liquid asset which can quickly turn into current asset, the risk for its asset will be relatively 

low; if a company has more non-liquid asset which cannot turn into current asset quickly, 

the risk for its asset will be relatively high.  

 

From the figure 4.5, we can see that the proportion of current asset from 2007 to 2011 is 

almost 20 times as much as that of non-current asset, namely, during this five years, current 

asset takes a proportion of more than 95% while non-current asset is less than 5%. It means 

that the company has a very strong power in liquidity and a very low level of asset risk. 
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Viewing from dynamic aspect, we can see that the change of both current asset and 

non-current asset is negligible, which means that the asset structure of this company is 

stable. The only obvious change that in 2009, the proportion of non-liquid asset increases, 

which results from the increase of construction in process and long term receivables. But 

as a whole, the structure is stable. 

Figure 4.11: Structure of current asset 

 
Figure 4.12: structure of non-current asset 

 

If we compare figure 4.10, figure 4.11 and figure 4.12 together, we may get a more clear 

idea on structure of asset. 

 

In figure 4.11, inventory takes a large percentage in current asset, during the five years 

in question, the proportion keeps higher than 50%, while in 2008 to 2010, this percentage 

decreases from almost 75% to almost 65%. The main reason is that from 2008, VANKE 

adjusts its operation strategy from getting benefits through quantity and scale to getting 
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benefits through quality and efficiency. As for inventory management, VANKE insists on 

making ends meet and strengthen the absorption regulation of inventory. From 2010 to 

2011, the proportion of inventory increases again, at the end of 2010, VANKE stars to 

expand its markets in another 12 cities as I mentioned before, however, this new markets 

are too new to accept the products provided by VANKE.  

 

Another important item is cash, which keeps stable at 20%, except the year 2011, it 

drops to about 10%. Prepayment and other receivables keep almost the same percentage in 

current asset except the year 2007, when the proportion of prepayment is almost three 

times than that of other receivables. 

 

In figure 4.12, the long term equity investment takes the absolute leading position in the 

proportion of non-liquid asset, taking almost 40% to 50%. As what was mentioned before, 

when the external financing environment is tightened, VANKE has to find space for self 

development by cooperating, an important method for cooperating is long term equity 

investment, because by investing on other companies, VANKE can establish close contact 

with the invested entity, decentralize management risk, and even set significant influences 

on an invested entity.  

 

Other important items are deferred tax asset and fixed asset. The share of fixed asset 

increases in 2008 and 2009, because whole market has been influenced by the financial 

crisis, VANKE can increases the machines, raw materials and lands it needs for future 

development and expansion these period with a relatively low cost . 

 

Viewing from dynamic aspect, both structure of current asset and structure of non-liquid 

asset are stable and the fluctuating is within a quiet a small scale.  
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Figure 4.13: Structure of liability and equity 

 
From figure 4.13, the percentage of liability is always exceeding that of equity, 

especially in 2010 an 2011, the percentage of liability increased. The debt financing is 

based on equity financing, if a company has enough equity capital, and this company can 

get the credit help relatively easier. Even though the high percentage of debt financing is a 

signal that VANKE has good financing environment, we cannot ignore if the debt to equity 

ratio is higher, the degree of guarantee debt capital is weak as well; if the debt to equity 

ratio is lower, then the company has strong financial strength, and the degree of security 

for debt is high.  

 

Figure 4.14: Structure of liability 

 
We can appraise the structure of liability from the following aspects: structure of asset, 

sales status and interest rate. Normally, if a company has more liquid assets, it should have 

more current liabilities. If a company has more non-liquid assets, it is better for the 

company to have more non-current liability, by comparing figure 4.10 and figure 4.14, the 
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structure of liability is in accord with the structure of assets. Good sales status makes the 

risk lower of occupying current liabilities, but if the sales status is unstable, it is better to 

avoid short-term liabilities. VANKE is such a company that has a relative stable sales 

status, which allows it to have more current liabilities. As for the interest rate, because the 

long term interest rate is higher than short term interest rate, for a company, it can be useful 

to cut down capital cost of holding more current liabilities rather than long term liabilities. 

 

Figure 4.15: Structure of equity 

 
  From figure 4.15, we can see that an obvious characteristic of structure of equity is that 

proportion of capital reserve is decreasing year by year. To enhance the company’s power 

in financing, VANKE transfers some of its capital reserve into equity. Another apparent 

characteristic is the increase of undistributed profits year by year. The increase is mainly 

due to the growth of net profits, and to expand the production scale, VANKE retained more 

profits for further investing. As for capital stocks, it fluctuates in 2008. Capital stock is the 

total amount of stock authorized for issue by a corporation, including common and 

preferred stock. An increasing capital stock account tends to be a sign of economic health 

since the company can use the additional proceeds to invest in projects or machinery that 

will increase corporate profits and efficiency. So VANKE is good at finding way for itself 

of maintaining benefits even when the external environment put some restrictions on it. 

Other items of equity are relatively stable as a whole. 
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4.2.2 Vertical Analysis of Income Statement 

Figure 4.16: Structure of gross profits and total cost 

 
  In figure 4.16, we see the share of gross profit is around 20% in revenue and the share 

of cost of sales is about 80% in revenue. As a whole the structure is stable over time and 

the fluctuating is negligible. Operating cost is the direct cost and expense for generating 

revenues, for industrials like real estate, operating cost is always a huge expense. Even 

though VANKE treats cost cutting-down as its main task, the share of operating cost is 

stable at a high level. Higher gross profit margin (gross profit/revenue) means the stronger 

ability of expanding while lower gross profits margin may put a company into risk in 

future operating. Whether VANKE is perfect at managing its gross profits margin? As for 

this part, detailed analysis will be made at financial ratio analysis later. 

 

Figure 4.17: structure of total operating cost 

 
Structure of total operating costs can be divided into two main parts, operating cost and 
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so called three charges, which include management fee, financial cost and selling expense. 

In the year 2007 to 2011, the operating cost keeps the leading position of total operating 

costs. Operating cost is the direct cost and expense for generating revenues, mainly 

including raw material procurement costs and fixed assets depreciation expense. In 2009, 

operating costs breaks the stable situation on its share in total operating expense, it 

increases from 70% to 80%. To put the conception of green building into practice, VANKE 

puts more attention on choosing environmentally friendly raw materials and this behavior 

is supported by the government, who decides to cut down the fees VANKE should have 

paid that year. This can also be the reason to explain why proportion of business tax money 

and attachment decreases in year 2009. But as a whole, business tax money and attachment 

ranks second on the proportion of total operating cost. VANKE is not the only company 

that needs to pay high taxes to the government, even though the centre government has 

reformed the system of tax many times, tax burden is still heavy for both individual and 

companies. However, as a company, VANKE does not have the qualification of changing 

the tax system of China.  

 

Viewing from the three charges, financial cost, management fee and selling expense in 

total keeps stable at about 10% in these five years, the three charges are important for 

investors to measure the company's internal operation efficiency, if the three charges’ share 

on total operating cost goes down, or lower than the similar company, the company has the 

advantage in internal management efficiency. To cut down total cost, VANKE can have a 

better control on these three charges, for example, a more strict cost audit regulation can be 

set up; management fee can be more closely related to efficiency; plans and rules of selling 

can possess the characteristics of region better and VANKE can improve automation 

management and reduce the demand for management personnel. 

 

 Non-business cost and income is also an important component of income statement. 

Sometimes, the non-business income can even exceed the main business income. Then, 

how about the situation of VANKE’s non-business operating? 
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Figure 4.18: Structure of Non-business Cost and Income 

 
In figure 4.18, we can see that the during the first three years of 2007 to 2011, non 

business expenditure exceed non-business income, but in the last two years during the 

same period, especially the last year, non-business income is far more than non-business 

expenditure. Compared figure 4.18 with figure 4.5, the fluctuation of non-business’s 

structure is due to the floating of non-business expenditure. The data of changes for 

non-business income is quiet stable, while the data of non-business expenditure changes 

quiet a lot.  

  

4.2.3 Vertical Analysis of Cash Flow 

Figure 4.19: Structure of cash flow from operating 

 
Cash inflow from operating activity is on the trend of going up, it is because of the 

ability of VANKE in selling houses and providing service is in the process of improving. 
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While at the same time, the salary paid the employees and taxes paid to the government are 

also going up. The proportion of cash inflow and out flow from operating activity is almost 

50% to 50%, as what have mentioned in 4.2.2, VANKE should put cut down operating cost 

as its prime goal. 

 

Figure 4.20: Structure of cash flow from investing 

 
Cash inflow from investing activity is mainly from two parts, investing income from 

previous years and income from settling fixed asset. Even though the inflow from investing 

is on the trend of going up as a whole, the proportion of cash inflow is absolutely no 

competitor to cash outflow from investing. 

  

When enterprise expands scale or develops new profit growth point, it must need a lot of 

cash input. If cash inflows of investment activity cannot compensate the outflow, the 

investment cash flows must be negative. But if business investment is effective, it will 

generate cash inflows for repayment of the debt in the future, and create profits.  

 

As a country wide real estate company, VANKE denotes a lot of money every year for 

subsidiaries. And as a top company in China, VANKE is also wild about investing other 

companies who have a strategic partner relationship with it by buying their bonds or 

equities and those are the main compensation of cash outflow from investing. 
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Figure 4.21: Structure of cash flow from financing 

 
Because the cash outflow from investing is a huge amount of money, which cannot be 

made up by cash inflow from investing in short time, cash inflow from financing is large as 

well. Besides, due to the government’s intervention to stimulate the prosperity of economy 

and the contract signed by VANKE and China Construction Bank, borrowing money is 

easy for VANKE. VANKE is an operating well company, viewing from long term, VANKE 

can take the responsibility of paying back the debts and interest. Excellent selling situation 

in 2009 and 2011 means VANKE should pay more dividends to its share holders, so the 

cash outflow is relatively high in these two years. 

 

Figure 4.22: Structure of cash inflow 
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Figure 4.23: Structure of cash outflow 

 
Figure 4.24: Structure of cash flow 

 
  By comparing figure 4.22, 4.23 and 4.24, we can see that cash inflow exceeds cash out 

flow during these five years. In cash inflow, operating takes the largest percentage and its 

share increases yearly. The decreasing of proportion in inflow from financing and 

increasing of proportion in outflow of financing in the previous 3 years can help VANKE 

to relief its financial burden. Cash outflow from investing always keeps certain proportion 

while the share of cash inflow from investing is negligible. Even though VANKE has 

enough confidence on its long-term investment, it should have a more prudent 

investigation on the projects it plans to invest. 

 

4.3 Financial Ratio Analysis 

Financial ratio analysis is to use the method of financial accounting and other 
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information to assess a company’s performance and financial condition. Normally,    

financial ratio analysis use financial data in the form of ratios and to assess a company’s 

financial health and profitability. There are hundreds of data as well as financial ratio. The 

challenge is which ratio we should use to assess a company in hand in question. In my 

article, I would like to put 4 ratios as my main subject. 

 

4.3.1 Profitability Ratios 

Profitability ratio is to analyze the company’s ability to generate profit from invested 

capital. If a company has a higher profitability ratio than others, it means this company is 

much more competitive than others. For a company’s manager, this ratio helps to evaluate 

the business profit performance for a particular period. Commonly used profitability ratios 

are gross profit margin, net profit margin, return on total asset and return on equity. 

 

Figure 4.25: Profitability ratio of VANKE 

 
Table 4.8: Profitability ratio 

 
 

By comparing operating profits margin and net profit margin, we can isolate the 

influence of taxes on the company’s profitability and get idea from net profit margin about 
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how much each dollar of revenues if left over after all costs and expenses. In figure 4.25, 

line of operating profit margin and line of net profit margin are almost horizontal. Since 

VANKE is a real estate company, it needs huge and expensive equipment or resources to 

generate profits, from the floating lines of operating profits margin and net profit margins, 

VANKE should be more efficient at using its resources and make a wise decision on 

expansion according to the market. 

 

Return on asset (ROA) shows the relationship between balance sheet and income 

statement. ROA is the result of net profits divided by total assets. During 2007 to 2011, 

ROA of VANKE is around 5%, which is quiet stable. VANKE’s operating profits is 

increasing year by year, so is the asset, while the pace of growing is almost the same for 

these two indexes. Thus, the ability of VANKE in exerting the usage of assets is stable. 

 

Return on equity (ROE) is the ratio of net profit to equity, if ROE is high, it means 

investors and owners of a company have more chances of making profits. If ROE is low, it 

means it is risky in investing a certain company. From figure 4.25, we can see the ROE of 

VANKE is on the trend of going up. For investors, investing in VANKE is not so risky 

while the benefit they get is flat as well. 

 

4.3.2 Liquidity Ratios 

Liquidity ratio is to measure a company’s ability to meet its immediate or short-term 

liabilities and obligations. They are important because they can point out the cash 

deficiencies. They analyze company’s liquid assets in the form of cash or can be quickly 

converted in cash and short-term liabilities and obligations. If the ratio is lower than need, 

it must borrow to payback. 
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Figure 4.26: Liquidity ratio of VANKE 

 
Table 4.9: Liquidity ratio 

 
Among these three indexes, the commonly used one is current ratio. If current ratio is 

higher than 1, the company can easily pay back its liabilities. But it is not good to keep the 

current ratio as high as possible, because cash brings no profits. Generally, the suitable 

interval for current ratio is from 1.5 to 2.5. From figure 4.11, VANKE’s current ratio is 

higher than 1.5 but less than 2 during 2007 to 2011, so it is in the reasonable region. The 

difference of quick and cash ratio is in the numerator, where cash ratio exclude receivables. 

The tightening of these two ratios reflects that the receivables have declined over time in 

relate to other current assets. 

 

4.3.3 Solvency Ratios 

A company can generate its assets by equity, bonds or the combination of these two. 

There are risks in both equity and bonds, because bonds require interests and paying back 

of principals as promised. Even though equity does not have such requirements, it bears 

business risks. Solvency ratio is used to assess a company’s level of financial risks.  
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Figure 4.27: Solvency ratios of VANKE 

 
Figure 4.28: Solvency ratio of VANKE 

 
Table 4.10: Solvency ratio 

 
 

Debt-to-asset ratio measures the proportion of a company’s total asset that is financed by 

debt. The ratio is an indicator of degree of a company’s financial leverage. Companies 

often use their own money to supply their own asset. The more assets are financed by debt, 

the more financial leverage a company has. From the position of the company’s creditor, 

the low debt-to-asset ratio means low risk in paying back ability. From the position of the 

company’s investor, if total assets profit margin is higher than loan interest, debt-to-asset 

ratio should be kept high. From the position of the company’s operator, if this ratio is too 

high, beyond the psychological level of creditors, it would be hard for the company to 

0%

50%

100%

150%

200%

250%

300%

350%

400%

2007 2008 2009 2010 2011

debt-to-asset ratio debt-to-equity ratio

-

5.00 

10.00 

15.00 

20.00 

25.00 

30.00 

35.00 

financial leverage interest coverage

fixed charge coverage

SOLVENCY RATIO 2007 2008 2009 2010 2011
debt-to-asset ratio 66% 67% 67% 75% 77%
debt-to-equity ratio 195% 207% 203% 295% 337%
financial leverage 2.95                    3.07                    3.03                    3.95                    4.37                    
interest coverage 20.26                  8.62                    14.02                  22.68                  30.00                  
fixed charge coverage 20.26                  8.62                    14.02                  22.68                  30.00                  



61 
 

borrow money; if this ratio is too low, it means the company is very cautious in business. 

Normally, the debt-to-asset ratio should be kept at around 50%, VANKE is perfect in this 

aspect. 

 

Debt-to-equity asset is the comparison of debt and equity, creditors and investors both 

pay close attention to this ratio, because it show to which extent the company managers 

would like to leverage, rather than using its own equity. From 2007 to 2009, the 

debt-to-equity ratio is stable at around 200%, but from 2009 to 2011, this ratio goes up 

rapidly. Again, the reasons are that thanks to the contract signed between VANKE and 

China Construction Bank; the intervention police of the government to simulate economy, 

VANKE willing to borrow more for expansion. 

 

The interest coverage is a measure of the number of times a company could make the 

interest payment on its debt with its earnings before tax and interest. Lower the interest 

coverage ratio, higher the company’s debt burden and the greater the possibility of default. 

The only difference of interest coverage and fixed charge coverage is lease payment, in 

figure 4.28 and table 4.10, this two ratios are totally the same, which means there is no 

lease payment. 

 

High financial leverage means high debt, when financial leverage ratio equals to 1, it 

means the company does not have any debt; when financial leverage ratio equals to 2, it 

means debt equals to equity; when financial leverage ratio exceeds 2, it means debt is the 

main resource of assets. From table 4.3, the financial leverage ratio of VANKE is on the 

trend of going up, which shows that financing is an important method for VANKE’s 

development and the risk accompanying with it is growing as well. 

 

4.3.4 Activity Ratios 

Activity ratio is used to see how well a company does in putting its investment into use. 
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Activity ratio can help us to evaluate the profits generated by specific asset. 

Figure 4.29: Activity ratio of VANKE 

 
Table 4.11: Activity ratios 

 

Receive turnover ratio is the ratio of total revenue to average accounts receivable. The 

higher the turnover rate, the longer the receivables are being held and the less likely they 

are to be collected. From figure 4.29, receivable turn is on a trend of down, especially 

during 2008 to 2010, it goes down rapidly, which means the ability of VANKE in 

transferring receivables into cash is improving. 

 

The different of receivable turnover ratio and long-term asset turnover ratio lies in 

denominator, which changes from average receivables to average long-term assets in 

long-term assets turnover. This ratio is used to measure a company’s efficiency on 

non-liquid assets. From figure 4.13, the general trend of long-term asset turnover is going 

down, which shows VANKE can use its non-liquid assets to the most within less time. 

 

Inventory turnover is the result of cost of goods sold divided by average inventory. If 

this ratio is high, it means the company can turn its inventory into cash or receivables 

quickly. If this ratio is low, it means the ability of the company to use its inventory needs 

improving. From figure 4.13, we can see that VANKE keeps its inventory low and stable, 
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which means VANKE has a good management on its inventory. 

 

Total asset turnover is the ratio of revenue to total assets, it reflects the rapid of turning 

total asset into outputs and it shows how well a company does in managing its asset. 

Generally, high value of the number of this ratio show high efficiency in using assets. From 

figure 4.13, the total asset turnover ratio of VANKE is low and this low ratio last for years. 

Even though for real estate industry, total asset turnover ratio is always lower than 

circulation industry like supermarket, it is important for VANKE to use appropriate 

methods to improve the efficiency of using assets, dispose redundant asset or improve 

revenues. 

 

4.4 Pyramidal Decompositions & Influence Quantification 

Pyramidal decompositions are a method used to analyze which factors have impact on 

its value or evolution. The principle is to express selected basic ratio as a product of 

component ratios. Classical example is breaking ROE (Return on Equity) into three parts. 

Table 4.12: Details of ROE decompositions 

 

   

4.4.1 Method of Gradual Change 

  One of the ways used to identify which component ratio has the most important 

influence on basic ratio is method of gradual change. 

 

  Method of gradual changes enables to quantify the change in the basic ratio caused by 

change in the component ratio. In case of decomposition with 3 component ratios: 

2007 2008 2009 2010 2011
net profit margin (EAT/REV) 15% 11% 13% 17% 16%
financial leverage (ASSET/EQUITY) 2.95                        3.07                      3.03                       3.95                       4.37                      
total asset turnover (REV/ASSET) 0.35                        0.34                      0.36                       0.24                       0.24                      

http://en.wikipedia.org/wiki/Return_On_Equity
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Table 4.12: Details of gradual change 

 
Figure 4.30 Method of gradual change 

 

a0 a1 △a △Xai(△ROEai) order

a1=EAT/REV 14.97% 11.32% -3.65% -3.82% 1             

a2=REV/ASSET 35.49% 34.38% -1.11% -0.37% 3             

a3=ASSET/EQUITY 295.09% 307.16% 12.07% 0.47% 2             

∑sum -3.72%

a0 a1 △a △Xai(△ROEai) order

a1=EAT/REV 11.32% 13.15% 1.84% 1.94% 1

a2=REV/ASSET 34.38% 35.52% 1.14% 0.46% 2

a3=ASSET/EQUITY 307.16% 303.05% -4.12% -0.19% 3

∑sum 2.21%

a0 a1 △a △Xai(△ROEai) order

a1=EAT/REV 13.15% 17.43% 4.28% 4.60% 2

a2=REV/ASSET 35.52% 23.52% -12.00% -6.34% 1

a3=ASSET/EQUITY 303.05% 395.04% 91.99% 3.77% 3

∑sum 2.03%

a0 a1 △a △Xai(△ROEai) order

a1=EAT/REV 17.43% 16.16% -1.27% -1.18% 2

a2=REV/ASSET 23.52% 24.23% 0.72% 0.46% 3

a3=ASSET/EQUITY 395.04% 436.68% 41.64% 1.63% 1

∑sum 0.91%

2010-2011

2007-2008

2008-2009

2009-2010

-8.00%

-6.00%

-4.00%

-2.00%

0.00%

2.00%

4.00%

6.00%

2007-2008 2008-2009 2009-2010 2010-2011

pe
rc

en
ta

ge

year

EAT/REV

REV/ASSET

ASSET/EQUITY



65 
 

4.4.2 Logarithmic Decomposition Method 

Table 4.13: Logarithmic decomposition method 

 

Figure 4.31 Logarithmic decomposition method 

 

a0 a1 Ia △Xai(△ROEai) order

a1=EAT/REV 14.97% 11.32% 75.62% -3.84% 1

a2=REV/ASSET 35.49% 34.38% 96.86% -0.44% 3

a3=ASSET/EQUITY 295.09% 307.16% 104.09% 0.55% 2

∑sum -3.72%

a0 a1 Ia △Xai(△ROEai) order

a1=EAT/REV 11.32% 13.15% 116.22% 1.96% 1

a2=REV/ASSET 34.38% 35.52% 103.33% 0.43% 2

a3=ASSET/EQUITY 307.16% 303.05% 98.66% -0.18% 3

∑sum 2.21%

a0 a1 Ia △Xai(△ROEai) order

a1=EAT/REV 13.15% 17.43% 132.51% 4.27% 1

a2=REV/ASSET 35.52% 23.52% 66.21% -6.25% 1

a3=ASSET/EQUITY 303.05% 395.04% 130.36% 4.02% 2

∑sum 2.03%

a0 a1 Ia △Xai(△ROEai) order

a1=EAT/REV 17.43% 16.16% 92.71% -1.26% 3

a2=REV/ASSET 23.52% 24.23% 103.04% -1.26% 2

a3=ASSET/EQUITY 395.04% 436.68% 110.54% 1.67% 1

∑sum -0.85%
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2008-2009

2009-2010

2010-2011
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4.4.3 Comparison between Gradual Change and Logarithmic 

Decomposition Method 

Table 4.13: Details of differences 

 

Figure 4.32 Details of differences 

 

difference

a1=EAT/REV -0.01%

a2=REV/ASSET -0.07%

a3=ASSET/EQUITY 0.08%

∑sum 0.00%

difference
a1=EAT/REV 0.02%
a2=REV/ASSET -0.04%
a3=ASSET/EQUITY 0.02%
∑sum 0.00%

difference
a1=EAT/REV -0.34%
a2=REV/ASSET 0.09%
a3=ASSET/EQUITY 0.25%
∑sum 0.00%

difference
a1=EAT/REV -0.08%
a2=REV/ASSET -1.72%
a3=ASSET/EQUITY 0.04%
∑sum -1.76%-0.85%
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Since gradual change and logarithmic change are both methods for influence 

quantification, we can use table and figure to distinguish these two ways of measurements 

and get a general ideal about advantages and disadvantages of them. According to different 

conditions, we should know which step we can take to have a better analysis of the data. 

 

We can see that during period 2007 to 2008 and 2008 to 2009, net profit margin has the 

biggest influence on ROE, which means that the benefits of shareholders have a close 

relationship with the operating situation of VANKE. The higher the net profits of VANKE 

or the lower the cost the VANKE, the higher possibility that shareholders can make a 

profits from their investment. 

  

During 2009 to 2010, even though net profit margin still keeps an important influence on 

ROE, its leading position has been taken placed by asset turnover. Asset turnover is meant 

to calculate the company’s efficiency in using its assets, the higher the number, the better 

use of assets. While high efficiency in using assets always accompanied by increased cost 

on operating. The higher the company’s asset turnover, the lower its profit margin tends to 

be and vise versa. For shareholders, it is crucial to judge and weigh the mixture influence 

of net profit margin and asset turnover. 

 

 During 2010 to 2011, financial leverage acts as the most important factor to ROE. 

Financial leverage itself is a risky factor: on one part, shareholders can get double or 

multiple returns in their investment, on the other part, companies that are highly leverage 

may be at the risk of bankrupt if they are unable to make payments on their debts, in 

addition, such companies may also find it difficult to ask for new borrows. A well operated 

company has much more possibility of avoid the side effect of financial leverage, which is 

also an important guarantee to investors’ benefits. 

 

The difference of calculation result of gradual change and logarithmic change is little, 

especially during 2007-2008 and 2008-2009, the divergence can even be neglected. Even 
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though there are existing numerical differences, the conclusion is the same as to which 

factor ratio has the biggest influence on ROE during a certain time. 

 

For gradual change method, the advantage is that it is does not a matter whether a 

component ratio is positive or not, the disadvantage is that during calculation, you have to 

be very careful to the sequence of the number. In contrast, for logarithmic method, 

sequence does not a matter of final result but all the component ratio must be positive 

according the mathematic rule. 
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5. Conclusion 

  VANKE is an outstanding real estate company within China, no matter how 

competitive its rivals are or how terrible the market is, VANKE can always keep a stable 

share in the market. Real estate industrial is influenced by many factors, like the degree of 

activity of the whole market, the concept of living and demand required by customers, the 

policy made by the government and so on. To stand still, VANKE should have careful 

plans on long term development, and VANKE should have the flexibility in adjusting the 

plans according to external changes. 

 

From common size analysis, we can see that liquidity of asset in VANKE is good, which 

is an important guarantee to secure VANKE’s growth, because sufficient current assets can 

make sure a company pay back its short term debts without trouble. The financing situation 

is good for VANKE, both the sum of equity and the sum of liability are on the trend of 

growing up. From the whole period, the revenue of VANKE is on the way of going up 

while the cost is on the way of going down. It means VANKE is good at suffering from 

difficult situation and finding space for itself of developing. Cash outflow from investing 

always keeps a certain amount which cannot be made up by cash inflow from investing 

immediately, so VANKE needs to keep cash inflow from financing. 

 

From financial ratio analysis, we find that the profitability ratios keep within the 

reasonable scale and the liquidity ratios show that VANKE can pay back its short term 

liabilities without any trouble. From solvency ratios, the financial leverage ratio of 

VANKE is on the trend of going up, which shows that financing is an important method for 

VANKE’s development and the risk accompanying with it is growing as well. 

 

VANKE is going to celebrate its 20th birthday next year. For a human being, 20 years old 

is a good age for struggle. In the past 20 years, VANKE developed their marketing ability, 

deepened their relationship with customers and built their brand from the perspective of 
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property management. It is learning from outstanding enterprises like SONY, HAIER and 

so on that makes VANKE achieve so much. In the future, VANKE will continue to exert its 

strength and learn from others. 
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Annex 1 
Balance sheet 

2007 2008 2009 2010 2011

cash 17,046,504,584.31 19,978,285,929.92 23,001,923,830.80 37,816,932,911.84 34,239,514,295.08

transaction monetary assets 0.00 0 740,470.77 0 0.00

account receiveable 864,883,012.55 922,774,844.24 713,191,906.14 1,594,024,561.07 1,514,813,781.10

prepayment 8,284,197,850.73 3,160,518,998.56 8,736,319,500.73 17,838,003,464.71 20,116,219,043.31

other receiveables 2,764,056,869.18 3,496,096,906.25 7,785,809,435.41 14,938,313,217.77 18,440,614,166.54

inventory 66,472,876,871.40 85,898,696,524.95 90,085,294,305.52 133,333,458,045.93 208,335,493,569.16

Sum of Current Asset 95,432,519,188.17 113,456,373,203.92 130,323,279,449.37 205,520,732,201.32 282,646,654,855.19

avalaible for sale investment 488,844,114.16 167,417,894.55 163,629,472.66 404,763,600.00 441,261,570.00

long term equity investment 2,438,609,165.05 2,485,725,268.99 3,565,383,001.51 4,493,751,631.16 6,426,494,499.65

investing realstate 277,090,574.96 198,394,767.05 228,143,157.99 129,176,195.26 1,126,105,451.00

fixed asset 575,205,554.97 1,265,332,766.18 1,355,977,020.48 1,219,581,927.47 1,595,862,733.95

construction in process 271,270,240.23 188,587,022.90 593,208,234.13 764,282,140.58 705,552,593.56

invisible assets 0.00 0.00 81,966,325.94 373,951,887.29 435,474,310.08

deferred asset 6,871,651.49 25,268,164.97 31,318,689.65 32,161,415.85 40,999,359.45

deferred tax asset 604,057,419.26 1,449,480,632.53 1,265,649,477.66 1,643,158,028.39 2,326,241,907.17

other non liquid asset 0.00 0.00 0.00 1,055,992,714.51 463,792,750.00

Sum of Non-liquid Asset 4,661,948,720.12 5,780,206,517.17 7,285,275,380.02 10,116,819,540.51 13,561,785,174.86

Sum of Asset 100,094,467,908.29 119,236,579,721.09 137,608,554,829.39 215,637,551,741.83 296,208,440,030.05

short-term borrowings 1,104,850,000.00 4,601,968,333.32 1,188,256,111.11 1,478,000,000.00 1,724,446,469.54

transaction financial liabilities 20,957,112.00 1,694,880.00 0 15,054,493.43 17,041,784.19

notes payable 0.00 0.00 30,000,000.00 0.00 31,250,000.41

accounts payable 11,103,797,389.76 12,895,962,836.63 16,300,047,905.75 16,923,777,818.98 29,745,813,416.12

deposit received 21,622,747,400.80 23,945,755,139.85 31,734,801,163.76 74,405,197,318.78 111,101,718,105.82

employee pay payable 729,790,790.42 517,762,853.19 806,504,472.20 1,415,758,826.87 1,690,351,691.72

tax payable 795,716,626.98 861,985,122.52 1,176,877,640.28 3,165,476,401.56 4,078,618,156.81

other payables 5,907,447,420.79 9,968,304,370.93 9,258,734,468.30 16,814,029,349.10 30,216,792,566.99

payable interest 0.00 219,884,034.75 122,643,721.10 127,806,502.79 272,298,785.58

A maturity of non-current liabilities 7,488,676,903.65 13,264,374,576.45 7,440,414,366.78 15,305,690,786.98 21,845,829,338.08

current liabilities 48,773,983,644.40 64,553,721,902.60 68,058,279,849.28 129,650,791,498.49 200,724,160,315.26

long-term loan 16,362,079,840.21 9,174,120,094.83 17,502,798,297.11 24,790,499,290.50 20,971,961,953.04

payable bonds 0.00 5,768,015,997.01 5,793,735,805.14 5,821,144,507.03 5,850,397,011.20

Other non-current liabilities 9,913,830.68 12,644,849.82 8,408,143.82 8,816,121.26 11,798,188.07

Anticipation liabilities 37,962,953.43 41,729,468.03 34,355,814.95 41,107,323.15 38,677,896.70

deferred income tax liabilities 991,004,610.53 867,797,927.60 802,464,465.02 738,993,358.99 778,906,118.75

non-current liabilities 17,400,961,234.85 15,864,308,337.29 24,141,762,526.04 31,400,560,600.93 27,651,741,167.76

Sum of Liability 66,174,944,879.25 80,418,030,239.89 92,200,042,375.32 161,051,352,099.42 228,375,901,483.02

capital stock 6,872,006,387.00 10,995,210,218.00 10,995,210,218.00 10,995,210,218.00 10,995,210,218.00

capital reserve 12,830,465,899.13 7,853,144,319.55 8,557,716,583.44 8,789,344,008.84 8,843,464,118.19

Surplus reserves 5,395,470,156.38 6,581,984,978.14 8,737,841,436.85 10,587,706,328.79 13,648,727,454.84

undistributed profits 4,032,906,217.68 6,184,277,986.66 8,808,398,744.05 13,470,284,310.05 18,934,617,430.43

translation reserve 147,798,941.01 277,307,760.05 276,721,078.80 390,131,925.43 545,775,788.95

minority equity 4,640,875,427.84 6,926,624,218.80 8,032,624,392.93 10,353,522,851.30 14,864,743,536.62

Sum of Equity 33,919,523,029.04 38,818,549,481.20 45,408,512,454.07 54,586,199,642.41 67,832,538,547.03

Sum of Equity and Liability 100,094,467,908.29 119,236,579,721.09 137,608,554,829.39 215,637,551,741.83 296,208,440,030.05

Assets

liabilities and Equities



 
 

Annex 2 
Income Statement 

 

 

Annex 3 
Cash Flow 

 

2007 2008 2009 2010 2011

cash inflow from operating 45,963,915,182.24 44,261,844,969.19 59,485,125,736.93 91,095,741,650.12 110,543,540,982.07

cash outflow from operating -56,401,630,998.04 -44,295,996,799.59 -50,231,774,417.38 -88,858,486,198.67 -107,154,116,410.15

net cash flow from operating -10,437,715,815.80 -34,151,830.40 9,253,351,319.55 2,237,255,451.45 3,389,424,571.92

cash inflow from investment 388,664,927.05 1,424,415,099.98 1,168,811,979.33 2,700,722,277.87 865,369,953.54

cash outflow from investment -4,992,700,152.24 -4,268,552,531.89 -5,359,472,575.73 -4,892,381,588.33 -6,517,937,693.59

net cash flow from investment -4,604,035,225.19 -2,844,137,431.91 -4,190,660,596.40 -2,191,659,310.46 -5,652,567,740.05

cash inflow from financing 30,508,468,360.28 20,558,899,054.61 21,560,601,407.82 29,049,111,986.10 27,479,520,259.94

cash outflow from financing -9,147,466,529.97 -14,692,558,432.60 -24,589,256,628.68 -16,024,582,223.29 -26,672,661,953.21

net cash flow from financing 21,361,001,830.31 5,866,340,622.01 -3,028,655,220.86 13,024,529,762.81 806,858,306.73

effect of exchange rate change -16,441,403.10 -56,270,014.09 -9,546,494.83 24,034,574.57 -26,539,031.04

net increase/decrease in cash and equivalents 6,302,809,386.22 2,931,781,345.61 2,024,489,007.46 13,094,160,478.37 -1,482,823,892.44

cash and cash equivalents at 1 Jan 10,743,695,198.09 2,931,781,345.61 19,978,285,929.92 22,002,774,937.38 35,096,935,415.75

cash and cash equivalents at 31 Dec 17,046,504,584.31 19,978,285,929.92 22,002,774,937.38 35,096,935,415.75 33,614,111,523.31

cash flow from operating

cash flow from investing

cash flow from financing

2007 2008 2009 2010 2011

total operating income 35,526,611,301.94 40,991,779,214.96 48,881,013,143.49 50,713,851,442.63 71,782,749,800.68

operating costs 20,607,338,964.44 25,005,274,464.91 34,514,717,705.00 30,073,495,231.18 43,228,163,602.13

business tax money and attachment 4,115,772,993.85 4,533,872,994.46 3,602,580,351.82 5,624,108,804.74 7,778,786,086.49

selling expenses 1,194,543,702.00 1,860,350,084.01 1,513,716,869.35 2,079,092,848.94 2,556,775,062.26

management fee 1,763,765,823.49 1,530,799,165.46 1,441,986,772.29 1,846,369,257.59 2,578,214,642.30

financial cost 359,500,074.40 657,253,346.42 573,680,423.04 504,227,742.57 509,812,978.62

loss from asset devaluation 18,570,156.23 1,268,113,233.13 524,239,596.14 545,451,004.03 64,627,174.84

The changes in the fair value, net income -22,252,783.90 19,262,232.00 2,435,350.77 -15,054,493.43 -2,868,565.33

income on investment 208,030,696.10 209,411,393.50 924,076,829.10 777,931,240.02 699,715,008.48

total operating costs 28,059,491,714.41 34,855,663,288.39 41,122,442,525.36 39,581,842,880.99 56,716,379,546.64

operating profit before non-business profit 7,652,897,499.73 6,364,789,552.07 8,685,082,798.00 11,894,885,308.23 15,763,216,697.19

non-business income 31,457,800.24 57,455,149.70 70,678,786.74 71,727,162.82 76,186,678.42

non-business expenditure 42,749,614.64 99,959,075.74 138,333,776.65 25,859,892.03 1,144,283.45

profit before taxes 7,641,605,685.33 6,322,285,626.03 8,617,427,808.09 11,940,752,579.02 15,805,882,420.32

income tax expense 2,324,104,867.51 1,682,416,473.30 2,187,420,269.40 3,101,142,073.98 4,206,276,208.55

net profit for the year 5,317,500,817.82 4,639,869,152.73 6,430,007,538.69 8,839,610,505.04 11,599,606,211.77
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