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ECONOMIC EVALUATION OF THE POSITION OF SUGAR COMPANIES
COMPARED TO FOOD PRODUCERS (THE CASE OF CZECH REPUBLIC)

The article explores in detail the selected financial ratios during 2007—2011 for sugar companies.
Their development is compared with the selected indicators for food companies. The data source is
benchmarking diagnostic system of financial indicators INFA. This model is processed by the Ministry
of Industry and Trade of the Czech Republic. Other sources of data are financial statements of the ana-
Iyzed companies. The financial ratios are calculated according to the methodology of the Ministry of
Industry and Trade. This procedure enables comparison between sugar and food companies. In gener-
al, it is possible to state that sugar companies exhibit good values of the selected financial ratios.
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J:xo3edp Kpayse .
EKOHOMIYHE OILIHIOBAHHS 1TO3UIII BUPOBHUKIB ITYKPY
CEPEJl BUPOBHUKIB ITPOIYKTIB XAPYYBAHHS (3A JAHUMMUA ‘IEXID

Y cmammi demaavno npoananizoéano oxpemi Pinancosi noxazHuKu 6upoGHUKie UYKpY
Yecvroi Pecnybaixu 3a 2007—2011 poxu, Aki nopiéHAHO 3 GHAAO0IMHUMU NOKA3HUKAMU
eupobHuKie npodykmie xapuyeanns. B anaaizi ¢hinancoseux inouxamopie 20106num memooom
cmae Genumaprune. Anaaoziuna mooeas 3acmocogyemucs i Minicmepcmeom npomucaogocmi ma
mopeieai Pecnybaixu Yexin. J{asn aemopcokoi KaavkKyaauii euxopucmano oami ¢pinarncoeoi
36imHoCmi UYKpOGUPOOHUKI6. Y uiiomy MOXNCHA KOHCMAMyeamu, w0 HA 3a2dAbHOMY (DOHI
cexmopy npooyKmie Xap4yeanHs UyKposupoGHUKU 0eMOHCIPYIOMb 3HAMHI ycnixu.

Karouogi caoea: eupobnuku uykpy, ¢hinancosuii ananriz; xap4osi Komnawii; npubymkogicmo,;
Koegiyienm 3abopeosanocmi; AiKGiOHIcMb.
Dopm. 6. Puc. 5. Taba. 1. Jlim. 11.

J:xo3ed Kpayse
DKOHOMMUWYECKAS OITEHKA ITO3UIIN TPOU3BOJINTEIEN
CAXAPA CPEJIM TPOU3BOANTEEN TPOJIYKTOB ITUTAHUSA
(110 IAHHBIM YEXUN)

B cmamve nodpo6no npoanaauzupoeanvt omdeavHvle @uHAHCOBbIe nOKaA3ameau
npouseooumeaneii caxapa Yewckoii Pecnybauxu 3a 2007—2011 200vt, Komopvie cpasHeHvl ¢
AHAN0UMHBIMU NOKA3amensmu npoussooumeaeti npodyxmog numanus. B anaauze punancosoix
UHOUKAMOPOG 2AABHBIM MEMO00M 8biCmYNuL GeHumapKune. AHAA02UMHAS MOOCAb NPUMEHSAEMCS
u Munucmepcmeom npomviuiennocmu u mopeoéau Pecnybauxu UYexusa. J{aa asmopckoil
KAAbKYAAUUU UCNOAb306AHbI OAHHbIE (DUHAHCO60I omuémuocmu caxaponpoussooumeaeii. B
yeaoM MOXNCHO cKaszamv, 4mo Ha oOuiem ¢hone cekmopa npooyKmoe RUMAHUS
caxaponpou3gooumeau 0eMOHCMPUPYIOm 3Ha4umenbHble ycnexu.

Karouesvie caosa: npoussodumenu caxapa; QUHAHCOBBII AHAAU3; RUUEBble KOMIAHUU
npuUbbIALHOCMb; KOIGpUULEeHmM 3a00AACEHHOCMU,; AUKBUOHOCTD.

Introduction

Evaluation of financial performance can be carried out, among others, by
employing financial analysis. One of the most common techniques of financial analy-
sis is the evaluation based on ratios. These ratios focus on individual areas of a com-
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pany. We distinguish 5 basic categories of ratios: profitability, liquidity, activity, debt,
and capital market performance (Higgins, 2007; Scholleova, 2012; Kislingerova,
Hnilica, 2008; Synek et al., 2011).

According to the Ministry of Agriculture of the Czech Republic, sugar produc-
tion takes place in 7 sugar factories operated by 5 sugar companies. These sugar com-
panies are Cukrovary a lihovary TTD, a.s., Moravskoslezske cukrovary, a.s., Hanacka
potravinarska spolecnost, s. . 0., Litovelska cukrovarna, a.s., and Cukrovar Vrbatky
a.s. (Ministry of Agriculture, 2012a; 2012b).

In the Czech Republic, the classification of economic activities CZ-NACE is
used, which divides all economic activity in various sections, subsections, groups and
subgroups. According to this classification, sugar production ranks into C-
Manufacturing, section 10 — Manufacture of food products, subsection 108 —
Manufacture of other food products, group 1081 — Manufacture of sugar, subgroup
10810 — Manufacture of sugar.

This paper aims to assess the development of the selected ratios of financial
analysis of sugar producers and to compare them with ratios of food companies.

Materials and methods

The data source was the benchmarking diagnostic system of financial ratios
INFA, which is operated by the Ministry of Industry and Trade of the Czech
Republic. The data source for this model are statistical surveys of the Czech Statistical
Office. This system can be used for comparison of average financial ratios for the
industry. In this system, it is possible to obtain the values of selected financial ratios
for individual NACE sections (Ministry of Industry and Trade, 2013 a,b).

Another source of data was the Albertina database, which contains information
about companies and entrepreneurs in the Czech Republic. The Commercial
Register was another data source. The Commercial Register is kept by the Ministry of
Justice of the Czech Republic and is available at www.justice.cz.

As mentioned in the introduction, in the Czech Republic, sugar production is
run by 5 sugar companies. The Albertina database and the Commercial Register pro-
vided information on these sugar companies. Subsequently, this data was used to cal-
culate the selected ratios of financial analysis according to the methodology of the
Ministry of Industry and Trade of the CR for the calculation of the INFA system
(Ministry of Industra and Trade, 2013a).

From the data of the Ministry of Industry and Trade, it was possible to obtain the
values of financial analysis ratios for companies of section NACE 10 — Manufacture
of food products (further only as food companies). This paper contains comparison
of the selected ratios and their development for sugar companies and food companies
(Ministry of Industry and Trade, 2013b).

Characteristics and design of selected financial ratios of the financial analysis

Profitability ratios measure the company's ability to achieve profit from one
Czech crown of invested capital or realized sales. The basic ratios of profitability are
return on equity, return on assets, and profit margin (return on sales).

The return on equity (ROE) ratio is designed as after-taxes profit (net income)
divided by equity. It indicates critical information about how much net money can
the company create using one Czech crown of equity. Companies usually strive to
maximize this ratio.
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£ = profit aftgr taxes n
equity

Return on assets provides information about how much net money can a com-
pany create using one Czech crown of assets (capital).

ROA = earnings before interest and taxes ?)
assets

Based on the accounting statements in the Czech Republic, according to the
methodology used, profit before interest and tax is identical with operating profit. For
companies, it is advantageous to achieve maximum value of this ratio.

Return on sales gives information on how much profit the company gets from
every Czech crown of sales. The methodology of the Ministry of Industry and Trade
uses the concept of margin, in which margin is calculated as profit before interest and
tax divided by turnover.

RO

earnings before interests and taxes 3)
turnover
Turnover is based on the values from Czech accounting statements and is calcu-
lated as the sum of sales of goods and services (Ministry of Industry and Trade,
2013a).
Debt ratios give information on the extent to which the company uses its own or

borrowed capital. The basic ratio of indebtedness is total indebtedness.

TotalDebt = _ debts %)

total resources

For this ratio, there are certain recommended values. High debt means higher
risk for the company. On the other hand, low debt may mean inefficient use of own
resources (Ministry of Industry and Trade, 2013a).

Liquidity ratios show the company's ability to meet its obligations. There are 3
fundamental ratios of liquidity: cash ratio (L1), quick ratio (L2), and current ratio
(L3). In the following text, only the current ratio will be presented.

Liquidity L3 = _ .current assets )
current liabilities + short - term bank loans

A high value of liquidity ratios shows the high ability of the company to meet its
obligations. At the same time, however, high levels of these ratios may indicate cer-
tain inefficiency in the use of resources (Ministry of Industry and Trade, 2013a).

Activity ratios reflect the company's ability to use its assets. These ratios are usu-
ally expressed by turnover rate and turnover time. One of the basic ratios of turnover
rate is the turnover rate of assets.

Margin =

rnover
Asset turnover rate = turnover (6)

assets
In this case, turnover is again calculated according to the methodology of the

Ministry of Industry and Trade as the sum of sales of goods and services. Companies
should strive to achieve high levels of activity ratios (Ministry of Industry and Trade,
2013a).

The last group of ratios are the ratios of capital market. These ratios can be cal-
culated only when companies are traded at the stock exchange. They provide infor-
mation especially for potential investors in specific companies. This paper will not
address these ratio any further.
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The financial analysis includes a variety of other methods and techniques, such
as composite indices (Camska, 2012). In the presented text, attention will be paid
only to ratio analysis.

Economic results of sugar producers can be influenced by climatic conditions
that affect the yield of sugar beet in a particular year. Although sugar companies can
use various financial derivatives as insurance against these risks, their efficiency is
rather low (Spicka, Hnilica, 2012). Their use is then reflected in accounting
(Strouhal, 2012), which is the essential information source for financial analysis.

In the article hypothesis is also tested that sugar producers have a higher ROE
and ROA then firms in food industry. For the testing, a significant level of 0.05 is
required.

Results and discussion

Figure 1 shows the development of return on equity and return on assets for sugar
companies and companies of section NACE 10 — Manufacture of food products.
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Source: Developed by the author according to the data by Albertina and MIT.
Note: ROE-S = return on equity for sugar companies.
ROE-F = return on equity for food companies — NACE 10.
Figure 1. Development of return on equity for sugar and food companies

Figure 1 clearly demonstrates that sugar companies, except for 2008, achieve
higher return on equity than companies producing food products. Between 2007 and
2011, the return on equity of sugar companies increased from about 13% to 24%. As
for food companies, their return on equity increased from 6% in 2007 to 16% in 2011.

Figure 2 shows the development of the return on total capital of the monitored
group of companies.
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Note: ROA-S = return on total capital for sugar companies.
ROA-F = return on total capital for food companies.
Figure 2. Development of return on total capital for sugar and food companies
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It should be emphasized that the development of the return on total capital is
similar to the return on equity. In all the years monitored, the return of sugar compa-
nies was higher than that of food companies. In these years, the return of sugar com-
panies increased from about 15% to about 21%. Food companies registered the return
on total capital increasing from about 6% to about 9%.

In terms of the development of the monitored returns, 2008 provided interesting
results. In this year, the return on equity (11%) and total capital (12%) of sugar com-
panies reached their lowest levels in the monitored period. These low values resulted
from the fact that in that year the Czech Republic processed the least quantity of
sugar beet for the last 10 years.

Figure 3 shows the development of the total debt of sugar and food companies
from 2007 to 2011.
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Figure 3. Development of debt for sugar and food companies

In both groups, companies demonstrate the same trend in debt. From 2007 to
2011, their indebtedness declined. For sugar companies, the debt decreased from
about 51% in 2007 to around 31% in 2011. For food companies, the debt decreased
from about 58% in 2007 to around 51% in 2011. The indebtedness of sugar compa-
nies reaches relatively low values, indicating their good financial stability.

Figure 4 shows the development of liquidity "L3" of the monitored group of
companies.
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Figure 4. Development of liquidity "L3" of food and sugar companies
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Except for 2009, sugar companies managed to achieve a higher value of the
selected ratio of liquidity L3 during all the examined years than food companies. The
graph also shows a clear trend of increasing levels of liquidity in both groups of com-
panies. The development of this ratio is thus identical with the development of the
ratio of total debt.

Figure 5 shows the development of the asset turnover rate of sugar and food com-
panies from 2007 to 2011.
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Figure 5. Development of the asset turnover rate of sugar and food companies
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In all the monitored periods, food companies achieved higher asset turnover rate
than sugar companies. The asset turnover rate in food companies fluctuated around
1.6. In the monitored period of 5 years, it is possible to see a slight downward trend in
the values of this ratio. The asset turnover rate of sugar companies ranged in 2007 over
0.8. In all the following years, the graph shows a slightly rising trend, with the rate in
2011 reaching about 1.1.

Table 1 shows the significant value for the tested hypotheses. This hypotheses
were that sugar producers have higher ROE and ROA than other food producers.

Table 1. The significance levels for the confirmation of the tested hypotheses

Year 2011 2010 2009 2010 2011
Significant value — ROE 0,00 0,05 0,40 0,32 0,05
Significant value — ROA 0,00 0,00 0,00 0,01 0,01

Source: Developed by the author.

Based on statistical analysis, it can be concluded that in all the years in the
research sugar producer have higher ROA than food producers. With regards to the
values of ROE, sugar producers have significant higher value than food producers in
2011, 2010 and 2007.

Conclusion

Based on the analysis, it can be concluded that sugar companies achieve positive
values of the monitored ratios of financial analysis. In the monitored period (except
for 2008), the return on equity of sugar companies grew and reached higher values
than food companies. A similar trend was also in return on total capital. In the mon-
itored period, the debt of food and sugar companies reduced, with sugar companies
registering lower values in all the monitored years. Similar to this development was
the improvement of liquidity in both groups of companies. Only the ratio of turnover
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rate was lower for sugar than for food companies. At the same time, however, the
value slightly improved over these years.

Summary

The aim of the article was to evaluate the development of the selected indicators
of financial analysis for sugar companies and compare their position in relation to
food businesses. Benchmarking diagnostic system of financial rations INFA was used
to meet this aim. The database Albertina was another source of data. Basic indicators
of financial analysis were used. These indicators were return on equity, return on
assets, total debt, liquidity and asset turnover. The evaluation of sugar companies in
comparison with food producers is general very good. Almost in all the years sugar
companies had better values than food producers. The values of ROE and ROA were
statistically tested. The values of ROA of sugar producers were statistically higher in
all monitored years than the values of food producers. The values of ROE were statis-
tically higher 2011, 2010, 2007.
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