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1. EXECUTIVE SUMMARY  

Coca‑Cola HBC (Coca‑Cola Hellenic) is the bottling company of Coca Cola and one of the largest bottling companies in the world.

The Coca‑Cola Company manufactures and sells concentrates, bases and syrups to Coca‑Cola HBC who is responsible for branding and marketing. Coca Cola HBC engaged in packaging trade across trading partners. The company sells not only Coca Cola with other brands such as Coca‑Cola Light, Fanta and Sprite which are well popular among the consumers across the world. 

Per its Web site, the company operates in 28 countries in the world and has approximately 600 million potential consumers across the world. The company has 52 plants, 257 filling lines and 148 warehouses and distribution centres.

2. INTRODUCTION

Coca Cola is a defensive industry where the consumer markets tend to exist under any economic condition. Based on the Audited Financial Statements for the year 2017, the group earned a total net revenue of EUR 6,522 MM during 2017 and EUR 6,219 MM during 2016. This represents a 10% increase in the net revenue over 2016 which is a significant increase. The following contributions have been made during 2017 by Established markets, EUR 2,436.3 MM (an increase of 1% over 2016), by Developing markets, EUR 1,173.4MM (an increase of 7% over 2016) and Emerging markets, €2,912.3MM (an increase of 7% over 2016). It is apparent they experienced a significant growth in sales both in Emerging and Developing markets during 2017.

Further, the Group’s two major beverages are non-alcoholic, ready-to-drink beverages (‘NARTD’) and the premium spirits. Consolidated NRDTD sales accounted for almost 97% of our group’s total net revenue EUR 6,295.2 and reported a growth of net sales 4% over 2016.  

Premium spirits sales accounted for almost 3% of the group’s total net revenue EUR 2,226.8 and reported a growth of net sales 27% over 2016. 

This report will review Coca Cola HBC financial statements for 2017 and respective prior year. The financial statements consist of the balance sheet, profit and loss statement, the cash-flow statements, management discussion and analysis and notes to the accounts. It will critically evaluate the company’s accounting ratio performance with respect to profitability, efficiency, liquidity, investment and the company leverage.
 







3. THE ACCOUNTING RATIO ANALYSIS FOR COCA COLA HBC – 2017 & 2016

3.1 Profitability & Sustainability

Profitability ratios are vital to evaluate the business from investor’s perspective since profitability ratios tend to illustrate the overall efficiency and performance of company.  There are four indicators in profitability ratios which are net profit margin, return on assets (ROA), return on equity (ROE) and return on capital employed (ROCE). In a different business cycle of a company, there is a strong statistical relationship between operating profit margin, net profit margin, ROE ratios (Ahmad A. 2009).

[image: ]
Sales Growth and Gross Profit Margin: Sales Growth had a noticeable increase approximately over 5% although the Gross Profit Margin remained at a constant level at 31% during 2017 and 2016.  The financial statements showed the approximately the same increase in the cost of goods sold which as well did not display much of an impact. Recommendation: company should analyze cost of goods sold structure at a detailed level to identify inefficiencies and take remedial action.\.

Operating Profit Margin:  Operating Profit Margin has a slight increase of 1% in 2017 over 2016. This was primarily due to a noticeable increase in Selling Expenses 5% increase in 2017. Increase is corresponding to the sales growth. Recommendation:  However, company should consider avenues to achieve economies of scale in selling expenses with growing sales.   The main objective of computing this ratio is to determine the operational efficiency of the management (Tulsian, M. 2014). 
 
Net Profit Margin: Net Profit Margin has also a slight increase of 1% in 2017 over 2016. This was also primarily due to a noticeable decrease in financing cost Euro 47 million in 2017 vs Euro 70 million in 2016 and a noticeable decrease in depreciation and impairment costs. There is also a significant decrease in financing cost (Euro 36.7 Million in 2017 vs. Euro 62.31 Million in 2016). This indicate the company’s inability manage overheads effectively.  Recommendation: The company should re-evaluate its overhead structure and cut down unnecessary overheads. The role of profit margin is important not only about the amount of profit that the owners can extract from the business, but also about a line of defense for an advisory firm facing a decline in revenue when a bear market occurs (Kitces, et al. 2015).

Return on Capital Employed (ROCE): ROCE is an effective measure to make comparison between the industry as it is not affected by the capital structure of the company. ROCE has the advantage of being free from the bias that can result from differences in capital structure between firms (Balabanis, et al. 1988).

The slight increase of 1% over 2016 (12% in 2017 vs. 11% in 2016) was primarily driven by the 1% increase in retained earnings over 2016 (Euro 426.5 million in 2017 vs Euro 344.00 million in 2016). Further decrease in the valuation of derivative financial instruments and slight reduction in borrowings in 2017 have contributed to the improvement. Recommendation:  However, it still suffering from cost issues relating to COGS and overheads which the company needs to focus in reducing.

3.2 Efficiency

Efficiency ratios measures the operation efficiency of a company. Generally, they indicate how well the assets and liabilities are managed. Each type of ratio reveals something different about a business, but they deal with some of the same measurements and issues (Schmidlin, 2014).
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Asset Turnover: Industry average for Asset Turnover is around 2 times; however, the company has a ratio less than 1 which appear to be considerably low.  However, it appeared that there is a considerable Cash and Cash Equivalent build up during 2017 over 2016 (Euro723.5 million in 2017 vs Euro 573.2 million in 2016).   The higher the ROA, the more profitable and effective the use of assets (Association of Chartered Certified Accountants [ACCA], 2008). Recommendation: Company should consider the investing excess cash balances in short term instruments.

Operating Expenses: Operating expenses ratio displayed a marginal decrease from 2017. Although the company sales increase marginally the operating expenses displayed a marginal decline primarily due to decline in restructuring expenses. 

Days in Accounts Receivable: This ratio measures the average collection efficiency from customers. During 2017, the company accounted for 59 days. Average collection period for retail industry’s around 30 days for retail sector. This may create a delay in generating cash flow to the company although it has not created a much of an impact so far per the company’s cash-flow statement. Recommendation: The company needs to enhance its credit collection program effectively in order to finance its short and long-term debts.

Days in Inventory: Average days in the inventory is 38 days. This is fairly close to industry average 30 days; however, it appears to be high. This indicates the company has a mild inventory buildup. In fact, inventory productivity matters for retail companies like Coca Cola in order to maintain high profit margins. The retailers do focus on productivity of inventory to have competitive edge (Yasin Allen et al, 2013). The research of Namazi et al (2011) indicated a significant reverse relationship between changes in inventory and short-term changes in corporate profits.

Days in Payables: Days in payable for 2017 is 50 days which is a low number relatively to the average collection period of accounts receivable 59 days. This indicate temporary cash flow difficulties or not utilizing the cash resources optimally. Still the payable period of a retail corporation like Coca Cola appears to be high comparing to industry average of approximately 30 days. Recommendation: Company need to improve its collection period to pay payables less than 50 days which will help in buildup good supplier relationships. Singh, (2004) stated that the liquidity of position of firm mainly depends upon accounts receivable and payable deferred policy as well as inventories conversion period of firm.

Fixed Asset Turnover: Fixed asset turnover measures the efficiency of long-term capital investment. The ratio reflects the level of sales generated by investments in productive capacity (Warrad, L. 2015). Per the industry standards, the Fixed Asset Turnover for a retail company is 1.85 times vs the 1.38 with Coca Cola during 2017. Recommendation: This appear to be low which indicates company may further assess its fixed asset impairment provisions.   

3.4   Liquidity

Liquidity of a company reflects the company’s ability to meet both long and short-term obligations of a company.  Liquidity has a significant impact on company’s profitability, its credit rating and its ability to operate as a going concern. There are many liquidity ratios used by organizations to manage their liquidity such as (current ratio, quick ratio, cash ratio, defensive interval ratio) which can greatly affect the financial performance of companies (Robinson et al., 2015).

[image: ]

Current Ratio: Current ratios measures the ability to meet short term obligations and operating expenses during the short run.    The company has a slight improvement of the current ratio from 1. 05 in 2016 to 1.21 in 2017. This could be further improved if the company attempt to reduce its average collection period from accounts receivables. The ideal current ratio is 2:1 (Pandey, 2010; Chandra, 2008), But in the recent decades in the presents of high competition in the market a number of firms have tried to achieve a zero or even a negative. So, interpreting the current ratio at present is very difficult.
Quick Ratio: It measures the ability to meet the short-term obligations without selling any inventories. The company has a slight improvement of the current ratio from .83 in 2016 to .99 in 2017. Recommendation: This also could be further improved if the company attempt to reduce its average collection period from accounts receivables. The rise in the value of this ratio expresses high liquidity of the company. This ratio excludes prepaid expenses and inventory from current assets being difficult conversion into cash (Sinha, 2012).

3.5   Gearing

The gearing measures the share of a company's debts to its assets. The financing decisions may affect the value of the firm if they made the incorrect decisions (Gomez et al., 2012).  For example, high exposure to debt will lead to bankruptcy (Oino, 2014). 
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Long Term Debt to Equity: Higher level of debts can affect companies adversely in managing its cash flows. Lenders have the priority of collecting debts over the equity shareholders. It appears that the ratio has improved in 2017 over 2016. This was primarily due to repayment of debt. Recommendation: The company should focus in reducing costs in order pay debts at a faster rate. The main objective of most profit-making businesses is to maximize shareholders’ dividend. However, the manager needs to acquire the appropriate selection of mix between debt and equity (Ukaegbu & Oino, 2012).

Leverage: If the company could generate a higher rate of return than the interest paid on loan, the debt is in a supportive position in driving the growth of the company. However, too much debt may be harmful when the company’s profits go down during a recessionary period. A 7% reduction in leverage was visible in 2017 over 2016. Repayments of debts has been responsible for the reduction.
 
3.6 Investor’s Ratios

Investors ratios are an important for investors   as they will be helpful in assessing the financial health of the company in making good investment decisions.  There are many investor ratios that need to be evaluated together by an investor.
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Earnings Per Share (EPS): Earnings per Share (EPS) is one of most important element in determining the share price and firm value. EPS indicates the ability to pay dividends by the company. EPS is the most widely quoted investment ratio. EPS has grown moderately (1.17 in 2017 vs. .95 in 2016) and the growth corresponds to growth in earnings. Recommendation: The company needs to increase its earnings to maintain a high EPS ratio. Adkins, Matchett and Toy (2010) attribute the obsession with EPS to the fact that EPS neatly summarizes the earnings generated for shareholders and the shareholder’s view appeals to investors and management alike. EPS directly affect a company’s share price. Chang et al. (2008) indicated that share prices and EPS move in the same direction. This finding is in line with this study, because the correlations obtained were positive, indicating that variables moved in the same direction and are therefore strongly correlated.  

Interest Cover: Interest cover has been strengthened significantly (16.32 in 2017 vs. 8.13in 2016) due to the significant reduction in financing costs corresponding to decrease in borrowings during 2017. Recommendation: The company should attempt to pay of borrowings further to improve the company’s financial position and reduce the leverage. The current years interest cover 16 indicates company’s comfortability in paying interest enhancing investor confidence. 

Dividend Cover: The dividend cover indicates the number of times the company can pay its current level of dividends to shareholders.  The company has managed to maintain the ratio above 2 in both years (2.63 in 2017 vs. 2.36 in 2016) which tends to enhance investor confidence. 

P/E Ratio: According to Radim Gottwald (2012), The P/E ratio is still the most widely used valuation tool in stock markets. Analysts use it pricing new shares in an initial public offering. The P/E ratio is also used as a measure of relative value when comparing listed companies. Current P/E ratio of 27 is almost compatible with the industry standards. Recommendation: However, the company should not get carried away with high PE ratio as the overvaluation of shares in the markets tends to increase the P/E ratio.

4. LIMITATION OF RATIO ANALYSIS

Ratio analysis is a good tool in comparing company performance across periods, among peers and the industry. It is simple approach in determining the financial health of a company, its liquidity, efficiency and the overall management efficiency. It may be a good indicator in identifying trends of own company over number of years assuming accounting conventions have not been change.

However, there are significant issues can be experienced with comparison among peers and the rest of the industry. When selecting positions in ratio and interpreting obtained ratio numbers one should be careful and interpret each ratio in the light of industry standards since neglecting the nature of activity can lead to the wrong interpretation of ratio. (Zivi et al., 2009) 

Beside industry average for evaluation of company performances, ratios can be compared with benchmarks or a world-class competitor in the sector the company belongs to.

5. CONCLUSION

I believe that Coca Cola has room for improvement its cost of sales and overhead structure in order to achieve efficiency. It appears the sales price Euro 31.60 (YoY) has been stagnated in line with income generated. However, company has done reasonably well in it balance sheet ratios on an YoY basis. 

Coca Cola is defense industry; as result, it should accelerate its sales growth with continues innovation strategy to boost sales. Further, it should restructure its cost framework that tend to appear as a bottleneck for continuous growth.
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Ratio Category / Ratio Description 2017 2016

Gearing

 Long Term Debt to Equity

Compares capital invested by owners (including grants) and 

funds provided by lenders.

0.48 0.51

Leverage Compares total liabilities to the total equity 1.20 1.29

      .
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Ratio Category / Ratio Description 2017 2016

Investment

Earnings Per Share (EPS)  Measures the net income earned per share of stocks outstanding 1.17 0.95

Interest Cover

Measures how comfortable the company is to pay off interest on 

outstanding debts.

16.32 8.13

Dividend Cover

Measures the number of times that a company can pay dividends 

to its shareholders

2.63 2.36

P/E Ratio Compares the Market Price per Share vs the Earnings per Share 27 27
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Ratio Category / Ratio Description 2017 2016

Profitability and Sustainability

Sales Growth  Percentage increase (decrease) in sales between 2017 & 2018. 5% -2%

Reliance on Revenue Source  The sales performance of revenue source

    Established

Austria, Cyprus, Greece, Italy, Northern Ireland,

the Republic of Ireland and Switzerland.

37% 39%

    Developing

Croatia, Czech Republic, Estonia, Hungary,

Latvia, Lithuania, Poland, Slovakia and Slovenia.

18% 18%

   Emerging

Armenia, Belarus, Bosnia and Herzegovina,

Bulgaria, FYROM, Moldova, Montenegro, Nigeria,

Romania, the Russian Federation, Serbia

(including the Republic of Kosovo) and Ukraine.

45% 44%

Gross Profit Margin  Measure of profitability without considering overheads. 37% 37%

Operating Profit Margin

Measure of profitability with operating expenses excluding 

financing costs.

9% 8%

Net Profit Margin  Measures the ability to cover both direct and indirect expenses. 7% 6%

Return on Capital Employed (ROCE) Measures the ability of Total Assets  in generating income.   12% 11%

Return on Equity  Measure the return on investment by the equity shareholders. 14% 12%
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Ratio Category / Ratio Description 2017 2016

Efficiency

Asset Turnover Measure the efficiency of assets in making sales. 0.99 0.95

 Operating Expense    Compares expenses to revenue. 28.35% 28.82%

 Days in Accounts Receivable   Measures the average collection period from customers. 59 60

 Days in Inventory   How many days it takes to sell inventory. 38 40

 Days in Accounts Payable 

Measures number of days in accounts payable to supplier terms 

of repayment.

50 54

 Fixed Asset Turnover   Measures the productivity of assets in terms of generating sales.  1.38 1
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Ratio Category / Ratio Description 2017 2016

Liquidity

Current Ratio  Measures the short-term liquidity of a company 1.21 1.05

Quick Ratio

 Measures the short-term liquidity of a company without selling 

any inverory.

0.99 0.83

       


