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This research aims to identify the significance of financial analysis and its
role in predicting failure in companies. The researcher has selected the
Telecommunications sector in the Kingdom of Saudi Arabia represented by
Saudi Telecom Company and communications union company (STC and
Mobily). And by conducting a financial analysis for the actual data of the two
companies, the results of the research shows that the two companies are still
standing away from failure, and to avoid failure in the future they must
enhance their working capitals to maintain good current ratios, also they
have to rationalize the expenses especially the selling expenses.
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INTRODUCTION

Financial analysis is a managerial and control tool that
allow to assist the strategic plans and decisions whether
managerial decisions or credit decisions. Financial analysis
is based on a thorough study of the financial statements and
to show the relationship between them and the
interpretation of their implications, in order to explore
strengths and weaknesses in the financial policies and
other policies which are applying in the organization. The
financial data included in the financial statements of the
organization, which must be disclosed to the stakeholders
are the cornerstone of the work of financial analysis. This is
because the financial analysis requires classifying and
tabulating such data to become more meaningful in a
significant manner in order to show the relative importance
of each item and the essential trends of the financial policy
applied in the organization. Also, the importance of
financial analysis stems from its uses in evaluating the
performance of the organization in terms of improving the
liquidity ratios to avoid the failure risks, and maintaining
the operations efficiency.

This research is to examine the role of financial analysis
in predicting failure in telecommunication companies in
Saudi Arabia represented by Saudi communications
company (STC) and Communications Union Company

(Mobily) during the period 2008-2012
Problem statement and questions

Many of the stakeholders in the joint-stock companies are
interested in identifying the financial situation of the
company and the degree of safety compared with other
rivals who are working in the local market and in the light
of globalization and economic openness, such comparison
extends to similar companies in the global market. And
because of the different needs of the stakeholders of the
financial data disclosed by companies, where the
shareholder wants to assure the future of his share in the
capital of the company, the creditors, led by banks want to
recognize the company's ability to meet its obligations. In
other words, is this company going to remain strong, or is it
in danger of failing? The fact says that the financial analysis
is the only method to answer this question, and to provide
stakeholders their needed data. From here, the problem of
this research takes the following formula: "The
predictability of failure requires an in-depth financial
analysis of the financial statements of the companies. This
problem was discussed according to the following question:
1-  Whois the best company in terms of profitability?
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2- Who is the most efficient company in the
management of its assets?

3- Any of the two companies has a higher or greater
ability to fulfill its short-term obligations?

4- Which of the companies maximally utilized money
source to improve the value of shareholder?

Research objectives

This research aims to achieve the following objectives:

1- Recognize the importance of the
telecommunication sector in the Kingdom of Saudi Arabia
represented by the two companies as case studies.

2- Conducting a financial analysis for the financial
statements of each company to determine strengths and
weaknesses for each one of them.

3- A comparison between the two companies in terms
of financial ratios to identify the extent of the efficiency of
each one, and the extent of the threat of the probability of
failure.

4- Access to a conclusion about the validity of
financial analysis as a tool for predicting failure.

Research Significance

The importance of this research stems from the importance
of financial analysis which can be considered as one of
managerial tools that can be used for assessing and
controlling the organizational performance. In addition to
the role of financial analysis in providing the needed
information to different groups of stake holders such as;
investors, or creditors, auditors and financial institutions,
academics, government agencies and many others. Also, the
financial analysis helps in exploring and interpreting the
links between past and present in order to predict the
future performance of the organization, through the focus
on strengths and weaknesses and to recommend to the
management of the organization to support the strengths
and eliminate the weaknesses.

Assumptions of the research
. There is no enough interest in the two companies

by analyzing the financial statements, for the purposes of
extrapolation of the future.

. Both the two companies do not suffer from
liquidity shortage.

. The availability of external financial sources for the
two companies to increase their working capitals.

. Both the two companies are far from the threat of
failure.

METHODOLOGY

This research was conducting through implementing a
financial analysis to the financial statements of the two

companies for the studied period.
Literature Review

The related literature is very rich in this aspect, where
many articles were published in several journals. After
reviewing the literature, the researcher selected the
following studies in order to activate the results of this
research.

A study by Charitou and Charalambous, 2004 under the
title: "predicting corporate failure: Empirical Evidence
for the UK".

The study aimed to examine the incremental information
content of cash flows in predicting financial distress in
order to develop credible failure prediction models for the
British public Industrial organizations. The study was
conducted on a Sample of 50 UK companies from those who
failed versus the same number from healthy companies.
And by testing the financial ratios in these companies such
as, financial leverage, operating cash flow, liquidity,
profitability, activity and market, the results showed that
this model can be used to assist many of the stakeholders
like investors, creditors, managers, auditors, and regulatory
agencies in the UK to predict the probability of business
failure.

A study by Huang et al (2008) under the title: "A hybrid
financial Analysis Model for Business Failure
Prediction”.

This study aimed to support the use of a hybrid financial
analysis model including static and trend analysis models
to develop and train a tack-propagation neural network (B
P N) Model. The study was conducted on number of listed
companies in Taiwan, and the data was collected from
Taiwan Economic Journal. The results showed that using
this proposed model produces good performance of
Prediction accuracy.

A study by Aziz and Dar 2006 under the title:
"Predicting Corporate Bankruptcy: Where we Stand?

The study aimed to provide a comprehensive analysis of the
methodologies and empirical findings from the models
which were tested through the literature, where many of
these models become now either out - of - date, or with
little focus. The study was conducted in ten countries, and
the needed data were collected from several studies in the
past using data sets of the country totaled 89 studies. The
researchers have tested three models of analysis to
determine the most accurate one in bankruptcy prediction.
These models were; statistical models, artificially intelligent
expert system models (AIES) and theoretical models. The
findings showed that, AIES and theoretical models have
slightly better average predictive accuracy then statistical
models.
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Table 1. Subscribers in the telecommunication services at the end of the first quarter of 2014

Services First quarter 2013 First quarter 2014 Change
Mobile subscribers 52.0 Million 49.8 Million (4%)
Fixed phone subscribers 4.70 Million 4.8 Million +2%
Broadband 17.28 Million 23.47 Million +36%
In tenet Services 16.2 Million 18.1 Million +12%
Total 90.18 96.17

A study by Sen Chen and Kuam Du, 2009, under the
title: "Using neural networks and data mining
techniques for financial distress prediction model.”

The study aimed to improve the accuracy of the financial
distress prediction model. The study was conducted on 68
listed companies in Taiwan stock Exchange Corporation,
and by using 37 ratios. The results of this study showed
that using factor analysis increases the error of classifying
companies that are in a financial crisis as normal
companies. And the artificial neural network (ANN) model
was better in predicting accuracy than data mining
clustering approach, but the researchers in this study have
recommended companies to use the artificial intelligent
approach (Al) because this approach could be more
suitable than traditional statistics for predicting the
expected financial distress of a company.

It would have been better if you had identified, specifically,
gaps in each of the studies and how you want to build on
them to make your work robust

Theoretical Framework

This part will contain on a brief description for the
communication and information technology sector in Saudi
Arabia (ICT).

The researcher also hopes to consider the financial analysis
that can be used in many areas such as; decisions making,
forecasting, planning and others.

The telecommunications Sector in Saudi Arabia

The telecom Act in Saudi Arabia was approved in 2001, but
the telecommunications Byelaw was issued after about one
year of this date in 2002. Since then, the Information and
communication technology (ICT) market in the Kingdom
witnessed and still witnessing a number of considerable
developments which the commission of this sector is
seeking seriously to protect and grow through balanced,
fair and sustainable regulatory practices and initiatives.
Therefore one can say that this sector in Saudi Arabia is the
greatest in the Middle East, where the users of mobile
phone amounted to 56 million users because many people
in the kingdom are using more than one mobile line,
especially those who tend to split between their personal
and business mobile usage through multiple mobile usage
(CITC, 2010).And the sales volume of this sector has now

reached about 77 billion Saudi Riyal.

The historical development of the telecommunication
sector in the Kingdom of Saudi Arabia refers to the calm
and lack of vogue until 2002, but in the following year 2003,
the sector has witnessed an unprecedented boom, and this
continued in the same pace due to the liberalization of the
sector and the entry of investors from the private sector as
operators for service mobile phone, which led to intense
competition to obtain a higher market share through lower
prices during the last five years.

The Table 1 shows the features of evolution in the
telecommunication market in Saudi Arabia. If we look at the
evolution of the number of users of mobile phone services
during the last 14 years, we find that there is a steady
increase. Note that, the decline started in 2012 had
compelling reasons, such as, decline in demand for voice
services compared to the high demand for data services, in
addition to reducing the number of expats. Table 2 below
shows the number of users of mobile phone services across
the years 2001-2014

To implement the purpose of this research, the
researcher selected two companies from the Saudi
telecommunication market in order to shed light on the role
of financial analysis in predicting failure as ample for this
research. These companies are Saudi Communication
Company and communications Union Company.

Saudi Telecom Company

The STC, the first operator of telecommunications services
in the kingdom, was_founded on September 9, 2002 as a
Saudi Public shareholding Company. In the year 2003, 30%
of its shares were listed in the Saudi Exchange. In the year
2004 the Company lost its oligopoly of mobile phone
services after issuing a license to the communications
Union Company (Mobily) to provide mobile phone services.
And in April, 2007, its oligopoly of fixed phone services was
lost after issuing license to Batelco Company from Bahrain
to provide the same services.

In order to achieve the main purpose of this research
which is, conducting a financial analysis for the financial
statements of the Company during the period 2008-2012,
to measure the failure probability as a threat to the
company, Table 3 below shows the most important
indicators to the required prediction.

The above ratios were very poor for the first four years
because the working capital was negative and in 2012 the
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Table 2. Subscribers of mobile phone services during the

years 2001-2014 (million)

Years Prepaid Invoiced Total
2001 - 2.5 2.5
2002 2.1 2.9 5.0
2003 3.18 3.4 7.2
2004 49 4.3 9.2
2005 9.5 4.6 14.1
2006 15.1 4.6 19.7
2007 23.6 4.8 28.4
2008 30.5 5.5 36.0
2009 38.7 6.1 44.8
2010 453 6.3 51.6
2011 47.1 6.6 53.7
2012 45.7 7.3 53.0
2013 43.9 6.9 50.8
2014 43.1 6.7 49.8
Source: www.argaam.com
Table 3. below shows the liquidity ratios of the Company
2008 2009 2010 2011 2012
Liquidity Ratios:
Working Capital -3,952,439 -6,677,508 -7,914,121 -3,296.060 3,504.513
Current Ratio 0.83 0.75 0.70 0.87 1.14
Acid Ratio 0.83 0.75 0.69 0.77 0.80
Source: Annual report of STC.
Table 4. Activity Analysis
Activity Ratios 2008 2009 2010 2011 2012
Debtors Turnover 5.85 6.04 5.95 6.37 6.37
Collection Period 62 60 61 57 57
Inventory Turnover 7.22 5.66 6.03 5.83 5.02
Storage Period 51. 64 61 63 73
Fixed Assets Turnover 1.70 1.71 1.78 1.61 1.50
Assets Turnover 2.10 2.10 2.14 2.00 1.99

Source: the annual report of STC.

situation began to improve, this means that the company
was threatened with failure until the year 2011, and the
company recovered this threat during 2012.

And to measure if the company relying on borrowing in
funding its assets, the ratios of total debts to total assets
across the five years 2008-2012, were 57, 52, 51 and 50%
respectively, and they are acceptable ratios, which means
that the company is far away from failure in this aspect.
And in order to identity the efficiency of the company in
managing its assets, Table 4 shows the activity ratios and
their changes during the period under study.

Debt turnover ratio measures the percentage of the
company’s assets financed by borrowing, it was very low in
the Company, which means that the company relies on
borrowing to finance its assets by 5.85% - 6.37%, and it is a
safe ratio, which makes the company not threatened by
failure. Also the collection period, or day sales outstanding

(Besley and Brigham, 2000), seems reasonable because the
Company is able to collect its credit sales within two
months , and this can be considered as a good indicator to
avoid the failure probability. Meanwhile, the fixed assets
turnover ratio, seems weak and this is due to the big
volume of fixed assets owned by the company.

The most important of financial indicators in failure
prediction are the profitability ratios (Chih-Hung et al,
2007). Table 5 below shows the profitability ratios of STC
during the Five years:

Given these ratios, we find that the STC suffers from
substantial decline in profitability, where all ratios have
fallen except gross profit ratio to sales. While, all other
ratios have declined; ROE has declined from 29% in 2008 to
14% in 2012 and this may upset the company’s image in
front of the shareholders. If the deadlines in these ratios
continue, the Company may be exposed to anticipate failure
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Profitability Ratios 2008 2009 2010 2011 2012
Return on Equity (ROE) 29% 26 % 21% 16 % 14 %
Return on Assets (ROA) 11.07 % 10.17 % 8.52% 6.94 % 6.17 %
Return on invested Capital 13.36 % 13.27 % 10.11 % 6.95 % 5.60 %
Return of gross Profit to sales 58 % 61 % 54 % 59 % 57 %
Return on sales 23 % 21% 18 % 14 % 12%
Table 6. Liquidity Ratios
Liquidity Ratios 2008 2009 2010 2011 2012
Working Capital (4,127,534) (3,611,092) (2,840,584) (8,153,320) (351,867)
Current Ratio 0.62 0.70 0.77 0.55 1.03
Acid Ratio 0.62 0.70 0.77 0.55 1.03
Cash Ratio 12% 8% 14 % 9% 13 %
Source: Mobily Annual Reports
Table 7. Activity analysis
Activity Ratios 2008 2009 2010 2011 2012
Debtors turnover 3.48 2.24 1.92 2.25 2.55
Collection period 105 183 190 162 143
Inventory turnover 2.11 2.68 3.60 5.17 3.60
Storage Period 173 136 101 71 101
Fixed assets turnover 191 1.71 1.50 1.38 1.19
Assets turnover 2.52 2.36 2.09 1.87 1.63

if it does not work to reduce selling expenses, and stimulate
sales. In this regard, many authors and practitioners
reported that sales volume plays a main role in prediction
Success or failure, where, Tay and Shen (2002) suggested
that sales to total assets is a key factor of failure or success
prediction.

Telecommunications Union Company (Mobily)

Mobily is the trade name of the company. The main
activities of the company are the establishment and
operating the networks of mobile telecommunications, and
fiber-optic networks, and the installation and operation of
telephone networks, peripherals and systems and
communications units, in addition to the sale and
maintenance of telephone systems and devices and
communication units in the Kingdom of Saudi Arabia. The
capital of the company is 7 billion Saudi Riyal divided to
700 million Shares with a face value of 10 Riyals/per share.

Mobily_started its operations in May 25, 2005, and after
less than 90 days, the company announced that the number
of subscribers exceeds one million. In the end of 2006, the
International Body of Mobile Phone, described Mobily as
the fasts to achieve growth in the Middle East and North
Africa (MENA).

In order to evaluate the company’s financial performance,
and to make a comparison with STC through the financial

analysis of the financial statements to measure the extent of
the occurrence failure probability in the company
compared with S.T.C. Table 6 shows the liquidity ratios of
the Company.

The Table above shows the same weaknesses of STC
especially in the current ratio, where it began to improve in
2012. This ratio is to measure the ability of the company to
meet the current liabilities through its current assets,
during the years 2008-2011, the ratio was less than one,
which means that Mobily cannot cover the current
liabilities depending on current assets.

In order to measure whether the company relying on
borrowing to fund its assets, the ratios of total debts to total
assets during the years 2008-2012, were 64%, 60%, 53%,
51%, and 46% respectively. This ratio was high in 2008
(64%), then it improved progressively across the years to
reach to a safe ratio in 2012, which makes the company safe
from the threat of failure.

In 2008, the ratio was 60%, end this means that the
company relies on borrowing to fund the assets by 60%
therefore, whenever this ratio decreased, the situation
becomes better.

The third indicator of the financial analysis for failure
prediction is to discern the efficiency of managing the
assets in the company, and this can be measured by the
activity ratios. Table 7 shows the activity ratios of Mobily.

Debt turnover ratio measures the percentage of the
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Table 8. Profitability Ratios of Mobily Company

Profitability Ratios 2008 2009 2010 2011 2012
Return on Equity (ROE) 21% 25% 27 % 28 % 29 %
Return on Assets (ROA) 7.69 % 9.78 % 12.60 % 13.56 % 15.58 %
Return on invested Capital 10.06 % 14.99 % 19.20 % 25.03% 20.49 %
Return of gross Profit to sales 56 % 58 % 55% 51 % 51%
Return on sales 19 % 23% 26 % 25% 25%
company’s assets financed by borrowing; it was low and 4- The tow companies must rationalize the sales
acceptable all the years, which means that the company expenses.
does not rely on borrowing to finance its assets. The
maximum of this relying was 3.48 in 2008, and then it Acknowledgement

decreased to reach 2.55 in 2012, which can be considered
as a safe ratio to keep the company not threatened by
failure. But the company must pay more attention to the
collection period because it exceeds 3 months, while in
S.T.C not more than two months, therefore, one can say that
itis a risky indicator in Mobily company.

There is almost a consensus in the literature on the use of
profitability ratios for measuring and evaluating the
performance of the companies (Daramola and Oguntade,
2006). Therefore, Table 8 below shows the Profitability
ratios of Mobily.

Given these ratios, one can find that Mobily Company has
achieved a good performance represented by return on
equity which escalated gradually from 21% in 2008 to
reach 24% in 2012, and this can be tranquility factor for the
shareholders and the management that the Company
Stands very far from the failure probability. Also, we can
notice that all profitability ratios are very strong which
means that the company works to keep its survival.

Results and Recommendations

We can conclude the following findings

1- Profitability ratios in Mobily Company are better
than STC.

2- The current ratio is weak in both Companies.

3- The collection period in STC is better than Mobily.
4- Assets management in STC is better than Mobily.

5- The two Companies are striving to be faraway from
failure.

Recommendations

1- The two companies must support their working
Capital.

2- Mobily Company must shorten the Collection
Period.

3- Mobily Company must work to enhance the selling

efforts.

This research is financed by Deanship of Scientific
Research, Princess Nora Bint Abdulrahman University,
Saudi Arabia.
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