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Abstract

This research has a great importance since it illustrates how to
evaluate the financial performance by focusing on the main indicators
issued from growth analysis. The research investigated tow companies
working in Algeria which are: EL-AURASSI hotel and NCR ROUIBA
specialized in juice production.

The main findings of the research prove that the difference of the
performance realized by the tow companies is mainly due to the difference
of the compatibility that should be kept between the value of capital
employed and the volume of sales.
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1. INTRODUCTION

The world economy is characterized currently by many developments
among them are: digital progression, globalization, market expansion..., etc.
These developments have obliged a lot of economic companies to change
their management system. In fact, several economic companies have started
to implement some strategies aiming to improve their performance in order
to achieve suitable growth rates, knowing that such suitable rates should be
equivalent to the growth pattern realized at the market where they supply
their products.

Indeed, growth is an opportunity and a great challenge for all the
economic companies because it is a way of creating financial surplus. It is a
very hard and complicated strategic path owing to the fact that it can not be
a source of financial surplus without having a strong administration able to
clarify all the factors of creating wealth. This administration should have as
well good skills in order to determine the best management tools aiming to
illustrate how to conduct the financing resources owned by the company
and, as a result, take the right decisions to conduct the growth into the
creation of financial surplus.

Also, the internal growth rate is a very important tool that can be used
in order to conduct growth strategies. So it can clarify several aspects that
should be taken into consideration by the company to generate financial
surplus. In addition, this rate is able to be divided into many indicators
explaining the manner of creating wealth because it is related to several
variables of financial policies, production policies and commercial policies,
which represent the key elements of creating wealth. It contains as well a
lot of indicators that can be used to evaluate the financial performance such
as: return on equity, return on capital employed..., etc.

This research aims to diagnose the variables that can be controlled by
the company in order to create financial surplus by illustrating the different
variables related to the internal growth rate. As well, the research aims to
investigate the relationship between the indicators issued from that rate and
the objective concerning the creation of financial surplus using the financial
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statements of tow companies working in Algeria which are: EL AURASSI
hotel and NCR ROUIBA.
1.1. Problematic of the research:

The research tried to treat the following problematic:

- Are the indicators issued from the analysis of the internal growth rate
able to clarify the path that should be taken by the economic company in
order to create financial surplus?

1.2. Importance of the research:

The importance of the research especially appears at the current time
because the economic company can ensure its life by achieving, at least,
equivalent growth rates to the rate realized by the other companies working
against it. For this reason, the research tried to analyze the internal growth
rate in order to determine how the economic company can transform its
growth into an adequate level of financial surplus, which is very important
to be generated to improve the position of the company at the market where
it works.

1.3. Literature review:

Many ratios and indicators are useful to evaluate the ability of
economic companies to conduct their growth strategies in hope of creating
financial surplus. Among them are the upcoming indicators:
1.3.1. Return on equity: this indicator represents the relationship between
net profit and equity. It describes the volume of profit gotten by just only
one unity of equity employed by the company. It can be calculated as
fallows (Barreau & Delahaye, 2001):

RF = Roe
FP
Knowing that: RF : return on equity, Ruec et profit, FP : equity.
This ratio can be divided into three other ratios as it is presented by
the following equation (Evraert, 1991):
R CA CI

RFE = —Xt .
CA ClI FP

Knowing that: €A : sales, C! : capital employed.
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This equation shows that return on equity contains three variables
which are:
R

- Net profit margin CA : this ratio reflects the volume of net profit
for every one dinar of sales.
CA

- Capital employed turnover €I : this ratio evaluate whether the
company has succeeded to use its assets.

Cl

- Debt ratio FP : this ratio shows whether the company is dependent
in financing its assets.

1.3.2. Financial leverage: financial leverage represents the effect of debt
on return on equity. It can be described using the following equation
(Vernimmen, 2014):

RF =[RE +(RE —i)D/FP J1-T)

Knowing that: RE : return on capital employed, T : taxes rate, D :
long run debt, i : interest rate.

This equation illustrates that the effect of financial leverage can be
positive if return on capital employed is above interest rate. For this reason,
the return on capital employed is considered as an indicator of financial
surplus. Also, it can be divided as fallows (using DuPont analysis manner):

R, _ CA
RE = *
CA Cl
R CA
R . . . .
= operating result, ©A : operating margin rate, €! : capital

employed turnover.
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1.3.3. Internal growth rate: the internal growth rate is calculated by return
on equity multiplied by retention rate (Vernimmen, 2014).l1t can be
presented as will by the following equation (Hoarrau, 2008):

g=RF =(1- I)[RE +%(RE —i)(l—d)]

Knowing that: d : dividend rate, 9 : internal growth rate.

This equation proves that the economic company can finance its
growth using a part of its net profit. Thus, it can enhance its growth using
an adequate value of debt if return on capital employed is expected to be
above the interest rate.

2. Method:

The purpose of this study is to determine whether the ratios issued
from the analysis of internal growth are able to clarify the path that should
be taken by the economic company in order to create wealth and to improve
its own financing sources. The study based on tow companies listed in the
Algerian stock exchange over the period 2011-2016. These companies are:
EL AURASSI hotel and NCR ROUIBA specialized in juice production.

2.1. Variables of the research:

The main variables of the research are the principal indicators issued
from the analysis of internal growth which represent the different factors
affecting the value of return on equity. So, the last ratio represents the main
indicator aiming to evaluate the ability of the tow companies to transform
the financing sources used to finance its growth into financial surplus. Also,
the research used some indicators else to take into consideration the impact
of the factors that can not be obtained from growth analysis on the ability of
the companies to create added values.

The next table illustrates the different indicators used in the research
as well as the ratios by which they can be calculated:
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Table 1. Variables of the research

Sym Ratio name Equation
V1 Return on capital employed Operating profit/capital employed
V2  Gross margin ratio Net profit/ global operating surplus
V3 Capital employed turnover Sales/capital employed
V4  Operating margin ratio global operating surplus/sales
V5 Economic margin ratio Operating profit/sales
V6 Net profit margin Net profit/sales
/7  Long debt turnover Sales/long dept
V8 Equity turnover Sales/equity
V9 Debt ratio Long dept/equity
V10 financial independence ratio Equity/capital employed
V11 Return on equity Net profit/equity
SP  Share prices Transaction value/ volume of
transaction
Com 1: EL Aurassi hotel This variable represents the tow studied
2: NCR-ROUIBA companies

Source: prepared by the researcher

From the table, the indicators can be classified as follows:

- 1st group: this group contains the ratios having a relation with the
financial structure which are: debt ratio and the ratio of financial
independence.

- 2nd group: this group contains the ratios of activity which measure
the ability of the company to use its assets in order to improve its volume of
sales. The ratios of this group are: equity turnover, long debt turnover as
well as capital employed turnover.

- 3rd group: this group contains the ratios of profitability which are:
economic margin ratio, gross margin ratio, return on capital employed.
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2.2. Research data:

The data of the research has been obtained from the financial
statements of the tow companies covering the period 2002-2016. As well,
the researcher used some reports published by the Algerian stock exchange
market to complete the data.

2.3. Model of the research:

First of all, the research tried to investigate the relationship between
return on equity, which has been used as a dependent variable, and all the
other ratios which have been used as independent variables. Then, the
research tried to investigate the difference between the tow companies in
order to determine whether there is a fluctuation from a company to another
concerning the value of each variable.

Figure 1.Model of the research

V1
V2
<+ Ratio of profit V3
V4
Return on V5
/ equity Ve
V3
com (.2 «— Ratio of /
\ activity ‘V? V7
Share on
) P V8
price (5P) [* Ratio of
V9
financial — |
structure D— V10

Source: prepared by the researcher

From the figure, the main hypotheses of the research can be
established as follows:
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1 . There is a significant difference between the tow companies
concerning the value of the ratios of financial structure, the ratios of activity
as well as the ratios of profitability.

O : There is not a significant difference between the tow

companies concerning the value of the ratios of financial structure, the
ratios of activity as well as the ratios of profitability.
3. Results and discussion:
Using the upcoming statistical tools, the data of the research has been

analyzed as fallows:
3.1. Ratios progression:

The progression of the ratios of each company is given thanks the
tow following tables:
3.1.1. EL AURASSI: the ratios of EL AURASSI hotel studied is presented
in the following table:

Table 2. The results of the variables of the research (EL-AURASSI)
VI V2 V3 V4 V5 V6 V7 V8 VO VID Vil
-0.06 -1.35 001 -396 -5.64 -537 0.017 0.032 1.86 0.349 -0.17
0539 0.76 118 046 0455 0.35 0.228 0.392 1.71 0.368 0.139
0.043 0.316 0.206 0.51 0.208 0.164 0.319 0584 1.82 0.353 0.096
0.092 0423 0.296 0566 031 0.24 0476 078 1.63 0.378 0.187
0.073 0.38 0.267 0.552 0.27 0.212 046 0.623 132 0.429 0.132

0.05 0.242 0.259 0.514 0.192 0.124 0471 0578 1.22 0.449 0.072

Source: from SPSS using the research data

The table shows that all the ratios of profitability which are: return on
capital employed (v1), gross margin ratio (v2), operating margin ratio (v5),
net profit margin (v6) recorded during the period studied by the researcher
knew a little fluctuation from a year to another. This fluctuation is due to
the variation of the value of capital employed turnover (v3), long debt
turnover (v7) and equity turnover (v8) which means that there is a little
incompatibility between the value of sales and the assets allocated by the
company in order to achieve the targeted sales. The table shows as well that
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the value of debt decreased a little bit and the ratio of financial
independence increased, proving that the company decided to reduce its
debt in comparison with its equity.

3.1.2NRC ROUIBA: this company achieved a performance that can be
evaluated by the following ratios:

Table 3. The results of the variables of the research (NRC-ROUIBA)

0.155 0.278 2.055 0.141 0.075 0.039 5.621 3.239 0.576 0.634 0.127
0.14 0.218 2.417 0.132 0.057 0.028 7.04 3.68 0.522 0.656 0.106
0.117 029 185 0.128 0.063 0.037 4.01 3445 0.858 0.538 0.13

0.097 0.303 1511 0.146 0.0644 0.044 2.627 355 1353 0.424 0.156
0.084 0.182 1.453 0.135 0.0581 0.025 2.413 3.65 1.513 0.397 0.0913
0.063 0.131 1.6 0.124 0.0396 0.016 2.74 3.86 141 0.414 0.063

Source: from SPSS using the research data
The table illustrates that despite the decrease of the value of return on

capital employed, the other ratios of profitability (gross margin ratio (v2),
operating margin ratio (v4), economic margin ratio (v5), net profit margin
(v6)) proves that there is a fluctuation in their values, which means that the
company recorded a fluctuation in the values of several elements of its
income statement.

In addition, the ratio of long debt turnover and the ratio of equity
turnover show the decrease of sales in comparison with the increase of the
debt used by the company which is proven as well by the ratio of debt (v9)
and the ratio of financial independence.

Moreover, the table shows that the company tried to reduce its debt in
2016 in order to correct its situation since in this year the debt increased as
it is proven by long debt turnover (v7), debt ratio (v9) and financial
independence ratio (v10).

In general, the most important idea provided by this analysis, which is
based on the description of the calculated ratios issued from growth analysis,
shows that the performance of the tow companies is different a little bit
between each other owing to the fact that each company has its own
structure of assets and liabilities.
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3.2. Test of normality:

To determine whether the variables are suitable to examine the
hypotheses of the research, the researcher used Shapiro-Wilk" for
concluding that they fallow normal distribution or not, knowing that such
conclusion has a direct impact on the adequate statistical test. The results
are as follows:

Table 4. Test for normality results.

) Co Shapiro-Wilk
\V/ I
ariables m  Statistic df Sig.
Vi 1 ,730 6 ,013
2 1,000 4 1,000
1 ,718 6 ,009
V2
2 ,884 4 354
1 720 6 ,010
v3
2 ,900 4 429
va 1 515 6 ,000
2 ,951 4 724
V5 1 534 6 ,000
2 ,812 4 ,126
1 ,530 6 ,000
v6
2 970 4 ,842
1 ,848 6 151
v7
2 ,799 4 ,100
1 ,885 6 ,292
v8
2 971 4 ,845
1 ,889 6 311
V9
2 ,830 4 ,168
vio 1 ,866 6 ,209
2 787 4 ,081
Vil 1 , 782 6 ,040
2 975 4 874
1 ,883 6 ,282
PS 2 ,876 4 321

Source: from SPSS using the research data
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The table illustrates all the variables following normal distribution
since the null hypothesis of no normal distribution exists; should be rejected
for these variables because P-value (sig in the table) is above 0.05.

3.3. Pearson correlation:

In order to determine the nature of the relationship that exists between
return on equity (v11), share price (SP) and all the independent variables,
the researcher used Pearson correlation like it is presented in the following
table:

Table 5. Pearson results.

V1 | V2 V3 | V4 V5 | V6 V7 [ V8 | V9| V10 V11 | SP
x ¥ X * Te) )
— ™ Ty) r~ o)
L ©o | < | IS ~ p ™ oo Al re! Q
o < * N X o X |0 ¥ o — ~N
AN Qo o o NN N X
— | O N o To) o o o ™ © ™ o foe)
— o ™ o ~ o o o © © o — SN
> | n — S ! S S S ~ ™ ™ ~ ~
- o~ o~ o~ o~ o~ o o o o o~ o~ o
— — — — — - - - - - - —
© — o < — ~ X ol ™
L S N~ o) 0 o)) o ©o |, © h ™ o] -
o o o~ ¥e) ™ ™ < ¥e] ol & o ~
- " " . . " " ~ - " "
o
o To) o (o8] N o < ™ — o ©
—t © < ~ Y © Lo ~ Y — ™ N
%) 5ok < =3 ™ N N S S 2 52 <
N 10 10 10 10 10 10 10 | 10 | 10 10 10 10

Source: from SPSS using the research data
The table provides evidence that there is a significant correlation

between return on equity (v11), gross margin ratio (v2), operating margin
ratio (v4), economic margin ratio (5) and net profit margin (v6). Such
results are very normal because they represent the ratios of profit taking
part of return on equity, but the correlation of all these ratios, including
return on equity, with share price is not significant which means that the
internal performance didn’t reflect the external performance gotten by the
tow companies at the Algerian financial stock market.
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Also, the table shows that there is not a significant correlation
between return on equity, return on capital employed (v1), capital employed
turnover (v3), long debt turnover (v7) and equity turnover (v8). This
situation may reveal that the volume of investment at one of the tow
companies is not suitable with their volume of sales, because the common
points between all these variables are capital employed and sales. Moreover,
the results illustrates that debt ratio (v9) and the ratio of financial
independence don’t have a significant correlation with return on equity,
which means, probably, that there is a difference between the tow
companies in term of choosing the suitable financial structure.

3.3.3. Statistical comparison between the tow companies:

From the previous analysis the researcher try to determine the
correlation between return on equity and the deferent variables of the
research in order to evaluate the performance of the tow companies at the
same time. From that analysis, the correlation is weak and insignificant with
many financial ratios such as: return on capital employed (v1), capital
employed turnover (v3), long debt turnover (v7), equity turnover (v8)..., etc.
These results disagree with what it has theoretically been proven. For this
reason the comparison between the tow companies may reveal why such
disagreement has so far been revealed.

The results of the comparison between the tow companies using
independent sample t-test are presented in the following table:

Table 6.Independence t-test results

. . Sig. (2-

Variables F Sig. tailed)
vl Equal variances assumed 3,405 ,095 10 ,883
Equal variances not assumed 5,267 ,886
Equal variances assumed 4,292 ,065 10 ,738
v2 Equal variances not assumed 5,084 , 745
V3 Equal variances assumed ,027 872 10 ,000
Equal variances not assumed 9,905 ,000
va Equal variances assumed 6,181 ,032 10 ,640
Equal variances not assumed 5,000 ,650
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V5 Equal variances assumed 6,169 ,032 10 460
Equal variances not assumed 5,000 ATT
V6 Equal variances assumed 6,166 ,032 10 443
Equal variances not assumed 5,000 ,460
V7 Equal variances assumed 12,930 ,005 10 ,001
Equal variances not assumed 5,093 ,004
V8 Equal variances assumed ,152 ,705 10 ,000
Equal variances not assumed 9,641 ,000
VO Equal variances assumed 5,817 ,037 10 ,025
Equal variances not assumed 8,190 ,029
vl Equal variances assumed 12,692 ,005 10 ,034
0 Equal variances not assumed 6,272 ,048
vl Equal variances assumed 2,519 ,144 10 ,509
1  Equal variances not assumed 5,636 ,520
sp Equal variances assumed ,072 ,7195 8 ,039
Equal variances not assumed 7,598 ,033

Source: from SPSS using the research data
The table provides evidence the previous analysis mentioning that

there is a difference between the tow companies in terms of the value of all
the ratios which didn’t have a significant relationship with return on equity.
In fact, the table illustrates that P-value (Sig. (2-tailed) in the table) is less
than 0.05 for capital employed turnover (v3), long debt turnover (v7) and
equity turnover (v8), debt ratio (v9) as well as the ratio of financial
independence. This proven difference reveals that the tow companies didn’t
succeeded to get the optimum level between the volume of sales and their
capital employed but by a different degree between these tow companies.
Regardless whether the tow companies are not similar between each
other in terms of their activities; since the first one is providing services,
and the second one is a production company, they are competitor to each
other because both are listed in the Algerian stock market, which means that
each one should try to provide for the investors a higher level of profit in
order to keep and improve its share prices. For this reason, it is critical to
study the relationship between the previous ratios and share price (SP in the

previous table) in order to determine the ratios to focus on in hope of
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improving share prices in the financial market. Furthermore, since
PEARSON correlation showed that there is not a significant correlation
between nearly all the ratios and SP, and independence t-test proved the
difference between the tow companies concerning SP, the researcher
concluded that the difference between the tow companies, in term of how to
determine and keep the best amount of the previous ratios, has been
determinant for the performance of each company.

4. Conclusion:

The internal growth rate is a global indicator to determine how to
conduct growth strategies. Indeed, it can reveal many aspects that should be
taken into consideration by the company in order to create financial surplus.
So, this indicator may show the main factors of creating added values,
owing to the fact that it is related to many variables of production, financial
and commercial policies. As well, it is related to many indicators such is:
return on capital employed, operating margin ratio, capital employed
turnover and return on equity.

Additionally, the Return on equity is a very important indicator for
analyzing and conducting companies’ growth into the creation of financial
added values. So, this indicator can be analyzed into several variables
representing the different factors determining, in turn, how to create profit.
Also, this indicator should be analyzed in order to determine how can some
variables such as: debt ratio, the ratio of financial independence, capital
employed turnover, long debt turnover, equity turnover ..., ect, affect the
value of return on equity. Indeed, this research revealed that according to
the difference recorded in the value of all those indicators between the tow
companies, the performance was difference because these companies had
had a different level concerning the best coordination between the volume
of sales and the capital employed by each company, knowing that the
growth of capital employed should be accompanied by an adequate increase
of sales in order to cover all the fixed costs related to the capital employed.

Moreover, this research illustrated several results, the most important
of them are:
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- Despite that there are many indicators to evaluate the ability of
creating financial surplus; the internal growth rate represents the main
indicator owing to the fact that it reflects many factors influencing the
purpose of creating financial surplus. Also, return on equity is considered as
a very important indicator to evaluate the impact of internal growth on
financial surplus.

- This study illustrated that there is a huge coordination between return
on equity and several indicators evaluating the efficient of internal growth
such as: gross margin ratio, operating margin ratio, economic margin ratio
and net profit margin. This coordination has been revealed when the
researcher tried to use the indicators, issued from the internal growth rate,
to evaluate the performance of EL AURASSI hotel and NCR ROUIBA. In
fact, the results show the importance of such indicators and their role in
evaluating the financial performance.

- The weak correlation of return on equity and return on capital
employed, capital employed turnover, long debt turnover, equity turnover,
debt ratio, financial independence ratio proves that implementing a good
coordination between the volume of sales and the amount of capital is
among the crucial factors, which can improve the value of return on equity
because the common points between all the previous indicators are: sales
and capital employed.

- The comparison between the tow companies using independence t-
test proves the previous results, because the difference between the amounts
of return on equity of the tow companies is related to the difference
between them in terms of getting the best coordination between the volume
of sales and the amount of capital employed.

Also, some recommendations are crucial to be given for other
researchers as well as the companies working in Algeria. These
recommendations are as follows:
= |tis critical for any company to determine the optimal growth level that

should be determined by taking into consideration the financial abilities
of the company.

41



N. ENNEMRI The role of companies’ growth analysis in evaluating their
financial performance: with a case study

Growth strategies must be translated into clear goals that should be, in
turn, controlled by the indicators related to the analysis of the internal
growth rate.

It is crucial as well to focus on all the factors revealed, thanks the
analysis of internal growth, by implementing the practices aiming to
improve operating margin and capital employed turnover.

Estimating the reasonable level of financial independence is among the
critical factors of success. For this reason, it is worthy to determine the
optimal financial structure in order to enhance the flexibility of the
company to take its decisions.

In order to be able to figure out the anomalies, the company should
study the relationship between return on equity and the other indicators
related to the analysis of internal growth.
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