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Introduction 

Financial management and evaluation of financial statement is one of the essential practices in an 

organization to judge the financial position of a company while evaluating the excess or deficit 

financial resources to be recovered. Moreover, representation of financial statement indicates the 

standardization of financial statement analysis. The current study has attempted to evaluate the 

cost structure and financial strength of Etisalat to examine whether the company has maintained 

a standard representation while holding its current financial position.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Page 4 of 15 
 

Overview of the company 

Etisalat group is a multinational company in United Arab Emirates. It provides 

telecommunication services in wide regions in Company. The company operates in over 17 

countries including Asia, Africa and Middle Eastern countries. It is considered to be 13th largest 

mobile network operator and provides operations to more than 167 million customers in the 

whole world. Etisalat was founded in the year 1976 as cooperation between local partners and 

Aerodioa Limited. There was a change in the ownership structure in 1983 and most of the shares 

was brought by the government of UAE. It was named as the most popular company in the UAE 

by the Forbes Company in 2012. The organization is one of the important hubs in the Middle 

East which provides connectivity to other telecommunications sectors in the region. The 

organization is providing innovation in services for customers by providing high speed coverage 

for customers. The management of the firm develops an innovative business model for providing 

best services for the customers. The total profit of company was AED 52 billion and had a net 

profit of AED 8.3 billion. The headquarters of the company is located in Abu Dhabi in the UAE.  

Eti Salat is ranked as the most valuable portfolio brand in the Middle East and Africa. The 

company launched 5G network wireless telecommunication services at the Middle East Asia in 

2011. It helped the company to reach the technical milestone in the entire country.  The 

organization has occupied vast market share in Africa, Asia and in the Middle East regions. It 

continues to develop efficient strategies for expanding market base all across the world. The 

vision of the group is to provide world-class customer experience in international and domestic 

countries.  It maintains stable revenue system that helps in providing attractive returns for the 

shareholders. The performance of the company is enhanced through by high ratings in balance 

sheet and accounting system (Whitman and Sobczak, 2018). The organization strives for 

providing innovation services to the customers by creating unique telecommunication services.  
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Analysis of income statement: 

According to the concept of management accounting, income statement of the comp-any has 

been development on accrual basis and therefore, the costs have been deducted from the total 

revenue to determine the profitability of the firm. In this context, Abernathy et al. (2017) stated 

that income statement reveals the profitability of an organization where it indicates the capability 

of the organization to manage finance resources for generation of the financial benefits. 

According to the income statement of Etisalat, the firm is in a good profitable position as it has 

attained the positive profit margin. According to the format of the income statement of the 

company, there is no cost of goods sold as it is a service organization. There, from this 

perspective, it could be stated that the cost of sales in this company has been saved leading to 

strengthen its profit margin. Moreover, according to the cost structure of the business, the cost 

management and revenue management of the company is sound enough to manage and control 

the flow of fund across the company to maximize the profitability while minimizing the cost for 

a better wealth for future. The profit margin of the company in the year 2018 is better than 

previous year predicting the increasing trend of the company to achieve the profitability. In this 

context, the investors are also concerned about the profitability of the company to judge whether 

the company would be capable in disbursing return. 

  

Figure 1: Profit and loss summary of the company 
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Analysis of balance sheet: 

According to the balance sheet of the company, the liquidity of the company is adequate 

indicating the presence of liquid cash in account of the company. Moreover, based on the quick 

asset, it could be inferred that the company hold insufficient liquid cash in account to manage the 

financial requirements. In context of the balance sheet of the company, Maina and Sakwa (2017) 

stated that it indicates the financial position in the form of strengths and weaknesses in account 

of the company that indicates the presence of liquid cash in account for running the daily 

operations while meeting all the obligations. According to the debt and equity of the 

organization, the associated risk profile of the company is significantly less in amount indicating 

investment feasibility of the firm against the scope of earning return from the same source. 

Therefore, from the performance of Etisalat, it could be inferred that the financial management 

of the company is apt to maximize its wealth for future benefits. Furthermore, in case of the 

representation of the statement, Etisalat has followed a standard format to ease interpretation of 

the financial position to its investors. The current asset of the company has attained a downturn 

during last year influenced from the reduction of trade receivables and contract assets. The 

inventory of the company has consumed a significant contribution while following the same 

trend of the company. The reason for such trend would be resourced from the liability of the 

company that has been repaid from the existing retained profit. 

 

 

 

 

 



Page 7 of 15 
 

  

Figure 2: Balance Sheet Summary of the company 

 

Figure 3: Cash Flow Summary of the company 
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Analysis of the Costing system by the company 

The costing system is used to estimate costs on the products. It helps to provide basis of total 

output for the organization (Xu and Zhang, 2016).  The Etisalat Group uses marginal costing 

method. The marginal costing method only considers variable cost of the materials (Stanley, 

2017). The costs of direct materials, expenses and direct labor rates are only considered in the 

production process. It can be analyzed that management of Etisalat Group uses marginal costing 

system method. The fixed cost of production is not included in the balance sheet (Alammar and 

Kohn, 2016). It is eminent from the review of balance sheet that only direct costs of materials are 

taken in the balance sheet. Ex- The management of the company calculates direct costs involved 

in giving salary to the employees and installation of equipment. It helps to prepare calculations 

of balance sheet in a systematic manner and manage resources used in the company (Parajka, 

2016). This helps in systematic calculation of the costs, which directly effect on the expenses.  It 

is efficient for using the standard costing system for easily calculating the expenses and income 

side in the balance sheet for the organization (Podolianchuk, 2018). The marginal costing 

method helps to keep a check on the expenses and income for the company. 

Calculation 

A. Product Costs vs. Period Costs 

After doing analysis in the annual report of the company, there are no product costs and period 

costs. Basically, in telecommunication sectors, the company offers services to their customers 

and charges costs of service to the customers. 

B. Inventory 

The inventory of the company is calculated at the lower of cost and net realizable value. The cost 

is determined in accordance with the WACM or weighted average cost method whereas net 

realizable value shows the estimated selling price less all estimated completion costs and costs 

which are incurred in selling and distribution, marketing.  
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C. The expenses in the cited company are divided into two parts: 

1. Capital Expenditure or CapEx 

2. Operational Expenditure or OpEx 

Following are some costs which are related to the telecommunication company which are 

listed below: 

1. Hardware and software cost (CapEx) 

2. Cost of spectrum or licensing fees of government (CapEx) 

3. Permissions required for making a infrastructure like installing tower, laying fiber cables 

underground, etc. (CapEx) 

4. Salaries to employee (OpEx – Fixed) 

5. Marketing and advertisement (OpEx – Variable) 

6. Costs for interactions with international ISPs (OpEx – Fixed) 
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Figure 4: The above image shows various fixed and variable costs of Etisalat Company 

D. CVP Analysis 

The cost-volume-profit relationship can be derived from profit equation: 

 

1. Profit = Revenue – Fixed Costs – Variable Costs 

 

Figure 5: Revenue of the company 
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Figure 6: Fixed and Variable expenses of the company  

2018 = AED 52,387,814 – AED 32,592,628 = AED 19,795,186 

2017 = AED 51,636,185 – AED 32,132,628 = AED 19,503,557 

The company revenue has been increase in 2018 as compare to 2017 which shows that by 

increasing revenue the operating expenses is also increasing.  

2. Break-even point AED’000  

BEP in terms of sales value = Fixed Costs/Contribution ratio 

= 6,962,636/0.487 

= AED 14,296,993 

Contribution ratio = Sales value – Variable costs/Sales Value 

= 50,000,000 – 25,629,992/50,000,000 

= 0.487 

Total fixed costs = Staff costs + Operating lease rentals + IT costs + Regulatory expenses 

= 4,913,744 + 383,740 + 351,205 + 1,313,947 
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= AED 6,962,636 

Sales Value = AED 50,000,000 (Assume)  

Variable costs = AED 25,629,992 (Operating expenses – Fixed costs) 

The company requires sales which is AED 14,296,993 to achieve BEP.   

3. Margin of safety AED’000 

Margin of safety in sales value = Budgeted sales revenue – Breakeven sales 

= AED 20,000,000 – AED 14,296,993 = AED 5,703,007 

Budgeted sales revenue = AED 20,000,000  

Breakeven sales = AED 14,296,993 
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Recommendations  

Increase in more commitment by top management 

It is essential for showing strong commitment by the top management for focusing on the 

objectives of the company. An effective coordination among the top management and employees 

helps to remove any type of problems. It helps for efficient handling of operations in every 

department of the company. There has to be adoption of various types of accounting methods for 

maintaining balance sheet of the organization. The top management should conduct one to one 

interaction with the employees for understanding problems of employees. This helps in effective 

monitoring of financial operations and managing calculations. The management should focus on 

analyzing proper ways for analyzing total balance figures. It is vital for assessing the financial 

position of the company in comparison to the competitors.  

Improve automating process 

The management of the firm should focus on improving current calculation process. The use of 

an automatic accounting method helps to solve complex calculations for the organizations. It 

should be changed with the rapid development of technology.  This system is efficient for 

calculating complex calculations in the profit and loss statement and balance sheet of the firm. 

The management of Etisalat Group should develop an automatic calculation system for handling 

complex problems within the balance sheet. The improvement in automation process helps in 

resolving various issues within the finance department. It is vital for creating automatic 

transaction process and maintains standard benchmark. The use of proper automation technique 

helps to achieve desired outcomes within the short span of time.  

Develop batchement processing 

It is in-efficient for handling any type of invoice or receipt for the organization. The management 

of Etisalat group should adopt batchement processing system for handling simultaneous invoice 

operations. It helps to reduce time and effort for easily calculating invoice preparations for the 

company. This is vital for processing invoices for company and sending the report to other 

departments. It helps to focus on right invoices of the organization and prepare financial outcome 
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for organization.  The development of system helps to resolve any type of invoice calculations 

and assist in handling financial problems. It is eminent for evaluating problems in calculations. 

Conclusion 

It helps to provide a financial analysis of the Etisalat group. The study focuses on carrying out an 

in-depth analysis of current financial position of the company. It is vital for assessing the 

importance for using right costing system for managing financial operations. This is essential for 

evaluating expenses and income in the balance sheet for the firm. The use of right accounting 

procedures helps to improve existing inventory system. It helps to analyze the success of 

financial operations of the company and generate right policies in the future. The analysis of 

financial statements of company helps to assess profit and remove any types of flaws in the 

current accounting process.  
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