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One of the best investments we can make is in our own knowledge and skill set. With that in
mind, this article will work through how we can use Return On Equity (ROE) to better
understand a business. By way of learning-by-doing, we'll look at ROE to gain a better
understanding of Gas Arabian Services Company (TADAWUL:9528).

ROE or return on equity is a useful tool to assess how effectively a company can generate
returns on the investment it received from its shareholders. In other words, it is a profitability
ratio which measures the rate of return on the capital provided by the company's
shareholders.
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Check out our latest analysis for Gas Arabian Services

HHooww  IIss  RROOEE  CCaallccuullaatteedd??

RROOEE  ccaann  bbee  ccaallccuullaatteedd  bbyy  uussiinngg  tthhee  ffoorrmmuullaa::

Return on Equity = Net Profit (from continuing operations) ÷ Shareholders' Equity

So, based on the above formula, the ROE for Gas Arabian Services is:

67س.ر = 21% m ÷ 317س.ر m (Based on the trailing twelve months to December 2022).

The 'return' is the yearly profit. One way to conceptualize this is that for each SAR1 of
shareholders' capital it has, the company made SAR0.21 in profit.

DDooeess  GGaass  AArraabbiiaann  SSeerrvviicceess  HHaavvee  AA  GGoooodd  RROOEE??

By comparing a company's ROE with its industry average, we can get a quick measure of
how good it is. However, this method is only useful as a rough check, because companies do
differ quite a bit within the same industry classification. Pleasingly, Gas Arabian Services
has a superior ROE than the average (8.3%) in the Machinery industry.

SASE:9528 Return on Equity August 1st 2023
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That is a good sign. However, bear in mind that a high ROE doesn’t necessarily indicate
efficient profit generation. Aside from changes in net income, a high ROE can also be the
outcome of high debt relative to equity, which indicates risk. To know the 2 risks we have
identified for Gas Arabian Services visit our risks dashboard for free.

HHooww  DDooeess  DDeebbtt  IImmppaacctt  RReettuurrnn  OOnn  EEqquuiittyy??

Virtually all companies need money to invest in the business, to grow profits. The cash for
investment can come from prior year profits (retained earnings), issuing new shares, or
borrowing. In the first two cases, the ROE will capture this use of capital to grow. In the latter
case, the use of debt will improve the returns, but will not change the equity. In this manner
the use of debt will boost ROE, even though the core economics of the business stay the
same.

CCoommbbiinniinngg  GGaass  AArraabbiiaann  SSeerrvviicceess''  DDeebbtt  AAnndd  IIttss  2211%%  RReettuurrnn
OOnn  EEqquuiittyy

Shareholders will be pleased to learn that Gas Arabian Services has not one iota of net debt!
Its solid ROE indicates a good business, especially when you consider it is not using
leverage. At the end of the day, when a company has zero debt, it is in a better position to
take future growth opportunities.

SSuummmmaarryy

Return on equity is useful for comparing the quality of different businesses. Companies that
can achieve high returns on equity without too much debt are generally of good quality. If
two companies have the same ROE, then I would generally prefer the one with less debt.

Having said that, while ROE is a useful indicator of business quality, you'll have to look at a
whole range of factors to determine the right price to buy a stock. The rate at which profits
are likely to grow, relative to the expectations of profit growth reflected in the current price,
must be considered, too. So I think it may be worth checking this ffrreeee this ddeettaaiilleedd  ggrraapphh of
past earnings, revenue and cash flow.

But note: GGaass  AArraabbiiaann  SSeerrvviicceess  mmaayy  nnoott  bbee  tthhee  bbeesstt  ssttoocckk  ttoo  bbuuyy. So take a peek at this
ffrreeee list of interesting companies with high ROE and low debt.
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Valuation is complex, but we're helping make it simple.
Find out whether Gas Arabian Services is potentially over or undervalued by checking out our

comprehensive analysis, which includes ffaaiirr  vvaalluuee  eessttiimmaatteess,,  rriisskkss  aanndd  wwaarrnniinnggss,,

ddiivviiddeennddss,,  iinnssiiddeerr  ttrraannssaaccttiioonnss  aanndd  fifinnaanncciiaall  hheeaalltthh..

Have feedback on this article? Concerned about the content? Get in touch with
us directly. Alternatively, email editorial-team (at) simplywallst.com.

This article by Simply Wall St is general in nature. We provide commentary based on
historical data and analyst forecasts only using an unbiased methodology
and our articles are not intended to be financial advice. It does not constitute a
recommendation to buy or sell any stock, and does not take account of your objectives, or
your financial situation. We aim to bring you long-term focused analysis driven by
fundamental data. Note that our analysis may not factor in the latest price-sensitive
company announcements or qualitative material. Simply Wall St has no position in any
stocks mentioned.

View the Free Analysis

About SASE:9528

Gas Arabian Services

Gas Arabian Services Company provides products and services for automation, instrumentation,
field services, mechanical, and piping and static fields in the Kingdom of Saudi Arabia.
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See The Free Research Report
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Abdulaziz and Mansour Ibrahim Albabtin Co.'s (TADAWUL:9549) Stock's On An
Uptrend: Are Strong Financials Guiding The Market?
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A Look At The Fair Value Of Riyadh Cement Company (TADAWUL:9512)
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Mediterranean and Gulf Cooperative Insurance and Reinsurance
(TADAWUL:8030) shareholders are up 18% this past week, but still in the red over
the last three years

Simply Wall St

Flawless balance sheet and good value.
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Simply Wall Street Pty Ltd
Level 7, 320 Pitt Street, Sydney
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Financial Services Guide Terms and Conditions Privacy Policy

Simply Wall Street Pty Ltd (ACN 600 056 611), is a Corporate Authorised Representative (Authorised Representative
Number: 467183) of Sanlam Private Wealth Pty Ltd (AFSL No. 337927). Any advice contained in this website is general
advice only and has been prepared without considering your objectives, financial situation or needs. You should not rely
on any advice and/or information contained in this website and before making any investment decision we recommend
that you consider whether it is appropriate for your situation and seek appropriate financial, taxation and legal advice.
Please read our Financial Services Guide before deciding whether to obtain financial services from us.
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