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Xiilasa

Bu todgiqat niimuns kimi Azorbaycan Respublikasi Dovlot Neft Sirkotino (ARDNS)
diqget yetirmokls, emal sonayesindo somoraliliyin qiymotlondirilmasi vasitosi kimi
maliyyo omsali tohlilinin totbigini arasdirir. Sirkotin maliyys saglamligint vo
omoaliyyat somaraliliyini qiymatlondirmak gabiliyyati ilo taninan maliyys amsalinin
tohlili likvidlik, galirlilik, 6doma gabiliyyati vo timumi maliyys sabitliyi haqqinda
dayarli fikirler toqdim edir. SOCAR-1n miioyyan dovr lizro maliyys molumatlarini
qiymoatlondirarak, bu todqiqat korporativ faaliyyeotin 6l¢iilmasinds vo miigayiso-
sinds bu amsallarin effektivliyini aragdirir. Tohlil maliyys omsallarinin tokco davam
edon omoliyyatlar1 izlomok ii¢lin deyil, ham do strateji qorar gobuletma proseslori
hagda moslumatlandirmaq {¢iin neco totbiq oluna bilocayini niimayis etdirmok
maogsadi dasiyir. Naticolor istehsal sektorunda maliyys foaliyyatinin qiymatlondiril-
moasinin daha genis basa diisiilmosino komaok edir vo ciddi maliyys tohlili vasitasilo
omoliyyat somaraliliyini vo rogabot qabiliyystini artirmaq istoyon sirkotlor ii¢iin
praktiki naticalori vurgulayir. Maqgalonin hazirlanmasinda miixtolif elmi metodlar-
dan istifado edilmisdir. Belo ki, molumatlar genis sokildo toplanmis, todqiqat
magsadlaring uygun sintez edilmis vo SOCAR-1n maliyys gostaricilori osasinda
miiqayisali analiz aparilmisdir.

Acar sozlar: maliyya, somoaralilik, giymatlondirmo, tahlil, idaraetma, manfaatlilik.
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Abstract
This study explores the application of financial ratio analysis as a performance

measurement tool within the manufacturing industry, focusing on the State Oil
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Company of the Azerbaijan Republic (SOCAR) as a case study. Financial ratio
analysis, widely recognized for its ability to assess a company's financial health and
operational efficiency, provides valuable insights into liquidity, profitability,
solvency, and overall financial stability. By evaluating SOCAR’s financial data over
a specific period, this research examines the effectiveness of these ratios in
measuring and benchmarking corporate performance. The analysis aims to
demonstrate how financial ratios can be implemented not only to monitor ongoing
operations but also to inform strategic decision-making processes. The findings
contribute to the broader understanding of financial performance evaluation in the
manufacturing sector and highlight the practical implications for firms seeking to
enhance their operational efficiency and competitiveness through rigorous financial
analysis. The preparation of the article utilized a range of scientific methodologies.
Specifically, data were comprehensively collected, systematically synthesized to
align with the research objectives, and subjected to a comparative analysis using
SOCAR's financial indicators as a case study.

Keywords: finance, performance, measurment, analysis, management, profitability.

INPUMEHEHUWE AHAJ/IN3A ®PUHAHCOBBIX KOO®PUIIUEHTOB KAK
WHCTPYMEHT OIIEHKH Y®®EKTUBHOCTU: CJIYUYAH SOCAR

Anusap Acaoos
doxmopanum, UNEC

Pe3rome

B »TOoM wmccnemoBaHWM wW3ydaeTcs NMPHUMEHEHHE aHajn3a (DUHAHCOBBIX KO3(-
(UIMEHTOB B KauecTBE MHCTPYMEHTa M3MEPEHHUsl MPOU3BOAUTEIBHOCTU B MPOU3-
BOJICTBEHHOM OTpaciu, ¢ ymnopoM Ha locynapcTBeHHYI0 HE(TAHYIO KOMITAaHUIO
Azepbaitmxanckoit Pecyonuku (SOCAR) B kauectBe mpumepa. AHanu3 (uHaH-
COBBIX KO3((UIMEHTOB, MIMPOKO MPU3HAHHBIA 3a €ro CHOCOOHOCTH OIEHHMBAThH
(bMHAHCOBOE COCTOSIHUE U ONEPALMOHHYIO 3PPEKTUBHOCTh KOMIIAHUH, 1a€T LIEHHYIO
nH(OPMaIMIO O JUKBUJHOCTH, MPUOBLILHOCTH, IUIATEKECIIOCOOHOCTH U OOuIeH
¢unancoBoit crabunbHocTH. OtnieHuBas punancosbie gaHHBIE SOCAR 3a ompene-
JIEHHBIN TEepUOoJ, B 3TOM HCCIEAOBAHMM H3ydaeTcsi 3(PPEKTUBHOCTh ITUX KOI(-
(GUIMEHTOB B U3MEPEHUHN M CPABHUTEIEHOM aHAIIN3€ KOPIIOPATHBHON TPOU3BOIN-
TenbHOCTU. Llenp ananuza — MpPOAEeMOHCTPUPOBATh, Kak (puHAHCOBBIE KOA(Pu-
IMEHTBl MOTYT OBITh peaTrN30BaHbl HE TOJBKO JJIi MOHUTOPUHTA TEKYIINX OIepa-
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U, HO U U1 HTH()OPMUPOBAHUS O MPOLECCaX MPUHATUS CTPATETUYECKUX PEILICHHA.
Pesynbprarel criocoOCTBYIOT 0o0Jiee IUPOKOMY MOHUMAHHIO OICHKU (DUHAHCOBBIX
MoKa3aTelied B TPOM3BOJICTBEHHOM CEKTOpPE M TIOAYEPKUBAIOT MMPAKTHUYECKHE
MOCIIENCTBUS TS (PUPM, CTPEMSIIIIUXCS TIOBBICUTH CBOIO OTIEPAITMOHHYIO AP PEKTHB-
HOCTh ¥ KOHKYPEHTOCIIOCOOHOCTh C TIOMOIIBIO CTPOTroro MHaHCOBOTO aHaim3a. B
MOJITOTOBKE CTaTbd OBUIM HWCIOJB30BaHBI PA3JIMYHBIC HAy4YHbIE METOAbl. B
YaCTHOCTH, JIaHHbIE OBUIM BCECTOPOHHE COOpaHbI, CHCTEMATUYECKH CHHTE3H-
POBaHbI B COOTBCTCTBHUU C LEIAMU UCCICAOBAHNA U IMOABCPIrHYThI CPABHUTCIBHOMY
aHaM3y Ha ocHOBe uHAHCOBBIX Toka3areneit SOCAR.

Knroueevie cnosa: punancol, kosgguyuenmoi, npouzsoo0umenbHOCmMs, UsmMepeHue.

Introduction

Performance measurment is a critical process integral to the operation of any
organization. In a modern market economy, achieving and maintaining competitive
advantages necessitates that organizations not only enhance the overall efficiency of
their operations but also implement precise methods for measuring and evaluating
this efficiency. Within this framework, financial indicators serve as one of the
primary tools for assessing efficiency. These indicators encapsulate the outcomes
achieved in areas such as profitability, financial stability, and financial risk
management, thereby playing a pivotal role in the decision-making processes of
management [1].

The significance of financial indicators in the assessment of efficiency extends
beyond a narrow focus, encompassing both the internal dynamics of the organization
and its interactions with the external environment. By evaluating the utilization of
organizational resources, operational efficiency, and financial stability, these
indicators enable financial managers and other stakeholders to analyze the
organization’s overall performance and develop strategies for the future.

The financial reports of an enterprise are utilized across a broad spectrum of
efficiency evaluation methodologies. These can be presented as representative
examples of widely employed financial analysis methodologies: common-size
balance sheet and income statement, financial ratios, cross - sectional analysis (or
relative analysis), trend analysis and regression analysis [2].

The manufacturing industry represents a strategic sector that plays a critical role in
the economic development of nations and constitutes a central component of the
broader industrial landscape. On the other side, the manufacturing industry exhibits
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significant diversification, with each branch addressing distinct market demands and
producing a broad spectrum of goods. High-technology sectors, such as aerospace
and electronics, alongside more traditional industries, including textiles and food
processing, all contribute fundamentally to the global economy [3]. The continuous
advancement of technology, coupled with the increasing emphasis on sustainability,
is anticipated to further transform and redefine the various sectors within
manufacturing. Therefore, it is imperative to account for sectoral variations in the
evaluation of efficiency derived from financial analysis.

This article aims is not only to explore the role of financial indicators in efficiency
evaluation, analyzing their impact on the strategic objectives of organizations and
their application within management processes but also analyses the case study on
last three years (2021-2022-2023) of The State Oil Company of the Azerbaijan
Republic (SOCAR) financial reports. The company runs oil and gas exploration,
production, processing, transport and marketing both Azerbaijan and international
markets [4].

Furthermore, the article will examine the contexts in which financial indicators are
most effective for evaluating efficiency, address their limitations, and highlight the
necessity of integrating them with alternative indicators.

Overview of financial analysis techniques

As highlighted earlier general acceptance financial techniques and their objectives
are indicated table below.

Table 1: Category and objectives of financial analysis techniques

Category of Analysis Objective
Financial Ratio An indicator of certain dimensions of the company's operations.
Analysis

Common Size BS & IS It establishes a correlation between each financial statement item and
its corresponding underlying component.

Cross- sectional is facilitates the comparison of a specific performance indicator
Analysis (or Relative across different companies or groups of companies. It enables such
analysis) analysis irrespective of variations in the size of the companies or

differences in their operating currencies

Trend Analysis is used to identify patterns from multiple time periods and plan them
in a graphical format so that actionable
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The use of graphs Graphs serve as a valuable tool for comparing performance and
financial structures over time, effectively highlighting shifts in key
aspects of business operations.

Regression Analysis serves as a methodological tool to identify and quantify the
relationships or correlations between variables (such as company's
sales to GDP over time and etc.)

Predicting financial Quantitative models (Beaver model, Althman and me cough model,
failure Kida model and Sherrod model) are effective in forecasting financial
insolvency, providing crucial insights through analytical
methodologies
Source: Researcher preparation based on listed literature [2],[5],[6].

Financial analysis techniques involve systematic examination of historical and
current financial data to assess future risks and potential opportunities. The basic and
the main data source of financial analysis is financial statements which are cash flow
statement (CFS), statement of comprehensive income (SOCI), statement of financial
position (SOFP), statement of owners' equity (SOE), notes on the accounts,
statement of accounting policies (SOP). The role of statutory auditors has become
increasingly critical since the auditing of financial statements commenced. Similarly,
the importance of the directors' report should not be underestimated, as it presents
essential and legally mandated information pertaining to the financial year under
review [5]. Moreover, the Value-Added Statement (VAS) constitutes a significant
element of the financial statement, with its relevance contingent upon the utility it
offers to potential stakeholders. The Value-Added Statement (VAS) illustrates the
income generated by the company as a whole and outlines how this income is
distributed among the various stakeholders who contributed to its production.
Stakeholder theory, which was propounded by Edward R Freeman in 1983, posits
that organizations should be managed not solely in the interest of shareholders, but
in consideration of all stakeholders who are affected by the organization’s activities.
These stakeholders include not only investors but also employees, customers,
suppliers, communities, and even the environment [6]. The theory challenges the
traditional shareholder-centric model by advocating for a broader perspective in
corporate governance and decision-making. It suggests that long-term organizational
success 1s dependent on balancing the interests of diverse stakeholder groups. By
fostering transparent relationships and addressing the needs and concerns of these
groups, organizations can achieve sustainable growth, enhance their reputation, and
reduce potential conflicts. Stakeholder theory, therefore, extends the notion of
corporate responsibility beyond financial performance to encompass ethical
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considerations and social impact, contributing to a more holistic approach to business
management.

Financial ratio analysis as a financial analysis technique

There are numerous interconnections among financial accounts, with various
anticipated relationships observable over different points in time. A substantial body
of academic research has extensively explored the significance of financial ratios in
evaluating corporate performance and financial health. It should be taken into
account that there are no authoritative bodies that prescribe specific formulas for
calculating financial ratios or provide a standardized, comprehensive set of ratios.
The potential number of financial ratios that can be formulated is virtually limitless
[2]. However, there are several widely accepted ratios that have been consistently
recognized for their utility in financial analysis. Given the vast number of financial
ratios, it is beneficial to classify them into broad categories based on the specific
aspects of performance they are designed to assess. This categorization helps
streamline analysis and enhances the focus on key performance indicators. Common
ratio categories, subcategories and their objectives are summerised below table.

Table 2: Categories and description of financial ratios

Category of Ratio Description
Activity Ratios (or asset assess how efficiently a company executes its day-to-day
utilization ratio or operations, including the management of assets, liabilities, and

operating efficiency ratios) resources, to support its overall performance and productivity

Liquidity Ratios evaluate a company's capacity to meet its short-term obligations by
assessing the availability of liquid assets to cover liabilities as they
come due. These ratios are crucial for determining the firm's
financial flexibility and stability in the short term

Solvency Ratios (or assess a company's ability to meet its long-term obligations and
Gearing ratios) maintain financial stability over time
Profitability Ratios evaluate a company's ability to generate profits from its available

resources, providing insight into the efficiency with which the firm
utilizes its assets to produce earnings

Valuation Ratios assess the relative value of an asset or income stream associated
with ownership of a particular claim, such as equity. These ratios
are typically used to evaluate a company’s market value in relation
to its earnings, cash flows, or other financial metrics, aiding in the
assessment of investment potential

Source: Resarcher preparation based on listed literature [2], [5], [6].
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Activity ratios

Table- 3: Activity ratios and their calculation formulas

Name of Ratio Calculation formula
Cost of sales (or cost of goods sold)
Inventory turnover Average inventory
i Average inventory x number of days in period)
Days of inventory on Cost of sales (or cost of goods sold)
hand (DOH)
Revenue (or sales,or net forward sales)
Receivables turnover Average receivables
Days of sales Average receivables x number of days in period)
outstanding (DSO) Revenue (or sales)
Purchases
Payables turnover Average trade payables
Number of days of Average trade payables x number of days in period
payables Purchases
. . Revenue

Working capital Average working capital
turnover

Revenue
Fixed asset turnover Average net fixed assets

Revenue
Total asset turnover Average total assets
ROCE Net margin x assetturnover
Revenue per Revenue
employee Number of employees

Source: Resarcher preparation based on listed literature [2], [5], [6].

Activity ratios, also referred to as efficiency or turnover ratios, serve as critical
indicators of a firm’s capacity to effectively deploy its assets in the generation of
revenue and the management of operational processes. These metrics evaluate the
degree to which a business transforms its resources, such as inventory, receivables,
and fixed assets, into sales. Prominent activity ratios, including inventory turnover,
receivables turnover, and total asset turnover, offer valuable insights into various
dimensions of operational efficiency. Elevated activity ratios typically signify a
higher level of managerial effectiveness in resource utilization, whereas lower ratios
may indicate inefficiencies or potential liquidity challenges. As such, these ratios are
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indispensable for assessing an organization’s proficiency in sustaining operational

continuity and maximizing asset productivity.

Case Study
Table- 4: Data extracted and processed

Data (with AZN) 2020 2021 2022 2023
Revenue 77,531 119,228 85,201
COos 68,689 104,526 76,639
Inventory 2,783 2,839 2,504 2,469
Tr. Receivables 7,477 9,418 9,730 8,851
Tr. Payables 9,461 11,049 11,508 10,505
Purchases 68,689 104,526 76,639
Working capital (2,378) 3,632 4,461 3,362
Net fixed assets 45,900 45,417 47,404 49,033
Total Assets 64,155 69,357 80,835 71,966
Average Inventory 2,811.00 2,672 2486.5
Average Tr. Receivables 8,447.50 9,574.00 9290.5
Average Tr. Payables 10,255.00 11,278.50 11006.5
Average Working Capital 627.00 4,046.50 3,911.50
Average net fixed assets 45,658.50 46,410.50 48,218.50
Average total assets 66,756.00 75,096.00 76,400.50

Source: SOCAR annual financial reports from 2020 to 2023 and researcher’s

data computation output.

Table-5: Activity ratios of SOCAR period from 2021 to 2023

Ratio 2021 2022 2023
Inventory Turnover 24.44 39.13 30.82
Days of inventory on hand (DOH) 14.94 9.33 11.84
Receivables turnover 9.18 12.45 9.17
Days of sales outstanding (DSO) 39.77 29.31 39.80
Payables turnover 6.70 9.27 6.96
Number of days of payables 54.49 39.38 52.42
Working capital turnover 123.65 29.46 21.78
Fixed asset turnover 1.70 2.57 1.77
Total asset turnover 1.16 1.59 1.12

Source: Resarcher’s data computation output.

Overall interpretation

The company's financial efficiency appears to have declined from 2022 to 2023

across several key metrics. Notable declines in inventory turnover, receivables
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turnover, and asset turnover ratios point to potential challenges in operational
efficiency, sales generation, and cash collection. Additionally, the lengthening of
days of inventory on hand, days of sales outstanding, and days of payables may
signal slower sales, difficulties in collecting payments, and extended payment terms
to suppliers possibly indicative of liquidity concerns.

For future analysis, it may be useful to investigate external factors (e.g., economic
conditions, industry trends) that could have influenced these changes, as well as
internal strategies for working capital and asset management.

Liquidity ratios

Table- 6: Liquidity ratios and their calculation formulas

Subcategory

: Name of Ratio Calculation formula
of ratio

Current assets

Current ratio Current liabilities

Cash + Short — term marketable investments + Recevables

Quick ratio (acid test) Current liabilities

Cash + Short — term marketable investments

Cash ratio Current liabilities

Defensive interval Cash + Short — term marketable investments + Recevables

ratios Daily cash expenditures

Additional | Cash conversion
Liquidity cycle (net operating
Measure cycle)

DOH + DSO - Number of days of payables

Source: Researcher preparation based on [2], [5], [6].

Liquidity ratios are key financial indicators used to evaluate a company's capacity to
fulfill its short-term obligations using readily available assets. Prominent liquidity
ratios, such as the current ratio and the quick ratio, assess the firm’s ability to meet
liabilities due within a one-year period. A higher liquidity ratio typically reflects a
stronger financial position and a greater ability to manage immediate debt
commitments, while lower ratios may indicate potential solvency risks. These
metrics are critical in assessing a company’s short-term financial resilience and its
efficiency in managing cash flows and working capital.

Table- 7: Data extracted and processed related to liquidity ratios

Data (AZN) & Ratios 2021 2022 2023
Current assets 23,940 33,431 22,933
Current liabilities 20,308 28,970 19,571
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Inventories 2,839 2,504 2,469
Cash&Cash equivalents 9,012 12,490 8,041
Current ratio 1.18 1.15 1.17
Quick ratio (acid test) 1.04 1.07 1.05
Cash ratio 0.44 0.43 0.41

Source: SOCAR annual financial reports from 2020 to 2023 and researcher’s
data computation output.

Table 8: Solvency ratios and their calculation formulas

Subcategory of

: Name of Ratio Calculation formula
ratio = -
Debt- to- asset ratio Total debt
(or Total debt ratio) Total assets
Debt- to- capital ratio Total debt
(or financial gearing) Total debt + Total shareholders” equity
- to- equi i Total debt

Debt ratios Debt_ to: _equlty r_atlo _ :
(or financial gearing) Total shareholders’ equity
Financial leverage Averagetotal assets
ratio Average total equity
Debt- to- EBITDA Total debt

EBITDA
| EBIT
nterest coverage Tnterest payments
Coverage ratios

Fixed charge EBIT + Lease payments
coverage Interest payments + Lease payments

Source: Researcher’s preparation based on listed literature [2].

The company's liquidity position has exhibited relative stability over the three-year
period, with only minor variations in its financial ratios. Despite a notable reduction
in current assets, particularly cash reserves, in 2023, this was offset by a
corresponding decrease in current liabilities, thereby maintaining consistent current
and quick ratios. However, the slight decline in the cash ratio indicates a diminished
capacity to meet short-term obligations solely through cash reserves. Overall, while
the company appears to be effectively managing its liquidity, the downward trend in
cash reserves may necessitate more rigorous monitoring to ensure the maintenance
of robust short-term financial stability.

Solvency ratios

Solvency ratios are key financial indicators utilized to assess a company's long-term
capacity to fulfill its debt obligations and maintain operational sustainability. Ratios
such as the debt-to-equity ratio and interest coverage ratio measure the firm’s
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financial leverage and its ability to manage debt relative to its equity base and
earnings. Elevated solvency ratios may signal an over-reliance on debt, potentially
increasing financial risk, whereas lower ratios typically indicate a more stable capital
structure. These metrics are essential for evaluating a company's long-term financial
viability and its ability to remain solvent under its debt commitments.

Case Study

Table 9: Data extracted and processed related to solvency ratios
Data (with AZN ) & Ratios 2020 2021 2022 2023
Total debt 42,232 46,607 47,500 37,118
Total asset 64,155 69,357 80,835 71,966
Total shareholders™ equity 21,923 22,750 32,145 33,079
Debt- to- asset ratio 2.05 1.48 1.1221
Debt- to- capital ratio 0.67 0.60 0.52877

Source: SOCAR annual financial reports from 2020 to 2023 and researcher’s
data computation output.

The company has made considerable progress in enhancing its solvency from 2021
to 2023. The significant reductions in total debt, alongside improvements in the debt-
to-asset and debt-to-capital ratios, indicate a strategic effort to mitigate financial risk
and decrease reliance on debt financing. Concurrently, the steady growth in
shareholders' equity and total assets reflects an overall fortification of the company's
financial position, likely attributable to retained earnings and prudent investment
strategies. The declining debt ratios signify a more sustainable capital structure,
thereby augmenting the company’s long-term financial stability and resilience.

Limitations, recommendations & conclusion

The performance measurment using financial indicators presents several limitations
from different perspectives. Primarily, assessing the efficiency of an enterprise solely
based on financial indicators may lead to a narrow focus and short-terminism [7].
However, financial indicators provide valuable insights into an organization's
performance over specific periods and allow for comparisons with industry averages
and competing firms. A notable limitation in this context is the limited availability
of officially published financial statements from enterprises operating in Azerbaijan's
manufactoring industry, compounded by the absence of sector-average data for
financial ratios.

Although SOCAR operates across various sectors, from mining to delivery services,
both domestically and internationally, it was selected for this study due to the
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availability of its officially audited reports, which are compliant with international
accounting standards. In future research on this topic, it is crucial to emphasize the
importance of obtaining sector-wide financial ratio averages and conducting
comparative analysis with global benchmarks. This approach could facilitate
economic modeling that explores the relationship between financial indicators and
an enterprise's creditworthiness.

When evaluating the efficiency of large enterprises such as SOCAR, it is advisable
to analyze both the overall company performance and the financial indicators of
individual subsidiaries within the corporate group. Furthermore, the establishment
of statistical correlations between financial and non-financial indicators should be
prioritized in future studies.

In conclusion, to comprehensively assess an enterprise's efficiency in achieving its
long-term strategic objectives, a multidimensional analysis encompassing both
financial and non-financial indicators is essential. Frameworks such as the Balanced
Scorecard and the Baldrige Excellence Model offer valuable tools for this purpose.
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