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Introduction 

 

     Saudi Airlines Catering Company (SACC) was established in 1981. Since inception, the 

company has been expanding their products and services in the local and international markets.  

Today, they focus on 9 business sectors and always striving to enter into additional complimentary 

business areas to achieve higher revenues and therefore increased profits. 

• In-flight Catering 

• In-flight Sales 

• Lounges Retail 

• Catering 

• Remote Sites 

• Railway Services 

• Business & Industry (Offices / Hospitals / Clinics) 

• Commercial Laundry 

• Hajj & Umrah Catering 
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WHO OWNS SACC 

Investor      Equities   % 

Government of Saudi Arabia                29,274,000   35.7% 

Abdulmohsen Al Hokair Group   7,708,000   9.4% 

The Vanguard Group, Inc    1,264,795   1.54% 

Black Rock Fund Advisors    991,245   1.21% 

Dimensional Funds Advisors LP   289,459   0.35% 

Robeco Institutional Assets Management              271,611   0.33% 

Qatar Insurance Company    225,000   0.27% 

Sands Capital Management LLC   215,240   0.26% 

SSGA Funds Management Inc   193,422   0.24% 

Black Rock Advisors (UK)    178,454   0.22% 

 

Financial Ratios 

 
Current 

Market Cap (M SAR) 6,297.60 

Shares Outstanding ((M)) 82.00 

EPS (SAR) (TTM) 1.71 

Book Value (BV) (SAR) (Latest announcement) 11.60 
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Performance Evaluation 

a. Profitability: 

     Profitability is a measure of an organization’s profit relative to its expenses. Organizations that 

are more efficient will realize more profit as a percentage of its expenses than a less-efficient 

organization, which must spend more to generate the same profit ("Definition of Profitability - 

Gartner Finance Glossary", 2022). The company’s gross revenues witnessed a continuous 

remarkable increase from 2017 (SAR 1,952 M) until 2019 (SAR 2,156 M).  In 2020, and due to 

the Corona Pandemic, the company’s revenues took a dive down to SAR 926 M.  In the meanwhile, 

their profits reflected a different disappointing image.  Although there was an increase in sales of 

4.26% in 2018 over 2017 there was a drop in the gross profits of 5.54%.  The main cause of the 

drop in profits is due to the increased Cost of Sales.  The cost of sales in 2017 was 62.9% of 

Revenues while in the 2018 the cost of sales amounted to 65.8% of Revenues, an increase of SAR 

110 M.  In addition, the Administrative & General Expenses in 2017 amounted to 10.6% of the 

Revenues while in 2018 the Admin & Gen Expenses amounted to 20.7% of the Revenues, an 

increase of SAR 11 M.   

In 2019, the sales again increased to SAR 2,156 M and the net profits increased from SAR 459 M 

to SAR 464 M.  The 2019 profits represent 21.52% of the Revenues while the 2018 profits 

represent 22.56% of the Revenues.  Although the margins are very healthy by any standards, the 

ratios have dropped by a small margin of 1%, despite the fact that the Cost of Sales / Revenues 

Ratio has improved from 65.8% to 63.5%. 

 

The reason behind the drop in ratio Profits/Sales is because of the following factors: 

1. The Administrative & General Expenses increased from 10.53% in 2018 to 11.38% in 2019 of 

the total Revenues. 

2. The Finance Cost increased from 0.26% in 2018 to 1.59% in 2019 of the total Revenues. 

3. The Other income decreased from 0.61% in 2018 to 0.4% in 2019 of the total Revenues. 
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In 2020, the revenues dropped drastically due to the Covid-19 Pandemic from SAR 2,156 million 

in 2019 to SAR 926 million in 2020.  With the drop in Revenues the fixed costs formed a bigger 

ratio from the revenues and other expenses increased due to many deficiencies and obstacles.  

Consequently, the profits in 2020 dropped and turned into losses due to the following reasons: 

1. The decrease in Revenues 

2. The Ratio Cost of Revenue / Revenues increased from 63.5% in 2019 to 95.4% in 2020 

3. Although the revenues dropped yet the General & Admin Expenses increased from SAR 

246 M to SAR 256 M in 2020. 

4. Again, and despite the drop in Revenues, the Finance Cost remained the same at SAR 34M. 

5. The Share of Loss in Equity accounted Investee increased from SAR 3,355,12 in 2019 to 

SAR 8,361,611 in 2020. 

 

In 2021, the Revenues witnessed a modest increase from 2020 due to the revival from the Covid-

19 Pandemic from SAR 926 million in 2020 to SAR 1,213 million in 2021. Consequently, there 

was some minor profit posted on the financials amounting to SAR 14 million.  Here are some of 

the figures that resulted in the generated profits from 2020: 

 

1. The cost of revenue remained the same as 2020 and amounted to 72.6% of the Revenues. 

2. The other income increased from SAR 5,037,196 in 2020 to Sar 6,434,965 in 2021. 

3. The general & administrative expenses decreased from SAR 256 million in 2020 to SAR 236 

million in 2021 despite the increase in revenues. 

4. The finance cost decreased to SAR 27 million in 2021 in comparison to SAR 34 million in 

2020. 

5. The share of loss in equity accounted investee became zero as there was no losses in 2021. 
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b. Efficiency: 

Efficiency is about making the best possible use of resources. Efficient firms 

maximize outputs from given inputs, and so minimize their costs. By improving efficiency, 

a business can reduce its costs and improve its competitiveness ("Efficiency and 

productivity - Efficiency - GCSE Business Revision - Other - BBC Bitesize", 2022). There 

are many key factors to measure the efficiency of a company from their financials. Some of 

the most important factors are: 

1 - Net profit margin 

Regardless of the business volume and the overall revenues, profits are important for the survival 

and the sustainability of any company.  Profit ratios which are defined by the ratio of Net Profits 

/ Revenues are evaluated by the type of industry, the size of the company, and the general market 

conditions.  High net profit margins indicate good business efficiency. An average profit margin 

of 7.5% across industries is considered an acceptable margin.  On average, 5% is considered low, 

10% healthy and 20% high, but extraordinarily large corporations typically get by on thinner 

margins. 

In the case of SACC, the profit ratio in 2017, 2018, and 2019 were above 20% which was 

excellent by any standards.  The high profit ratio is due to the market positioning and conditions.  

SACC plays a monopoly in the Saudi Arabian market because it is owned mainly by the 

government of Saudi Arabia, and it is the only company that provides such products and services 

in the country to the major airline carrier.  However, and due to the Covid-19 Pandemic, the 

profits suffered tremendously in 2020 and the suffering continued to 2021 where the ratio 

dropped to negative in 2020 and to 1.16% in 2021.  Such conditions forced all companies, 

governmental and private, to slow down operations and sometimes to close completely. 

2 – Accounts Receivables Turnover 

The Accounts Receivables, or the amount of money that your clients owe you, affect your business 

drastically in terms of liquidity and cashflow.  Most businesses, although they may achieve great 

revenues, suffer from the lack of cash to operate their businesses, therefore, they end up failing to 

execute projects on hand or stopping to deliver products and services causing Loss of Business.  



27 
 

The Accounts Receivables Turnover can be measured by dividing total net sales by accounts 

receivable, which is the number of receivables paid during a fixed period. An efficient business 

has a high turnover, meaning sales are quickly converted to cash that can be used to pay bills and 

grow the business. A high accounts receivable turnover also indicates that the company enjoys a 

high-quality customer base that is able to pay their debts quickly. Also, a high ratio can suggest 

that the company follows a conservative credit policy 

 

In the case of SACC the Accounts Receivables Turnover measured as follows: 

 

2018   2,035,757,930 / 950,225,547 = 2.14 

 

2019   2,156,266,255 / 868,141,260 = 2.48 

 

2020   926,573,642 / 800,596,516 = 1.16 

 

2021   1,212,507,870 / 664,797,327 = 1.82 

 

The result of this formula is expressed as the number of times net credit sales have been collected 

during that time period.  The ratios above are quite below industry standards especially in the case 

of SACC because most of their sales are cash sales and money is collected on delivery of goods 

or services.  In general, a good Accounts Receivables Turnover is above 5. 
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3 – Accounts Payable Turnover 

The accounts payable turnover ratio measures how quickly you pay your suppliers. It can be 

measured as a numerical ratio and is calculated by dividing total purchases by your accounts 

payable balance for that time period. An increasing ratio means the company has plenty of cash 

available to pay off its short-term debt in a timely manner. As a result, an increasing accounts 

payable turnover ratio could be an indication that the company managing its debts and cash flow 

effectively. Paying suppliers on time leads to long-term business efficiencies and enhances strong 

supplier relationships.   

In the case of SACC, the Accounts Payable Turnover Ratios are as follows: 

2018   1,339,278,458 / 586,596,356 = 2.28 

2019   1,369,334,227 / 453,814,413 = 3.02 

2020               884,339,821 / 389,712,072 = 2.27 

2021   880,662,708 / 414,967,071 = 2.12 

The ratio of less than 4 is considered rather low.  Again, the market conditions and the monopoly 

that SACC enjoys forces suppliers to wait and to continue to extend credit.  However, suppliers 

may shy away from extending credit to SACC if they find better paying customers. 
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c. Short-term Solvency 

Ratios used to judge the adequacy of liquid assets for meeting short-term obligations as they come 

due, including (1) the current ratio, (2) the acid test ratio, (3) the inventory turnover ratio, and (4) 

the accounts receivable turnover ratio ("Short-term solvency ratios", 2022). The Short-term 

solvency, is measured by the current ratio, is the capability of a company to pay its short term (up 

to one year). The ratio is a rough indicator of whether cash on hand plus the cash to be collected 

from accounts receivable and from selling inventory will be enough to pay off the financial 

obligations or liabilities that will come due in the next period of one year or less. 

The current Ratio is measure as follows: 

Current ratio = Current assets ÷ Current liabilities 

 

SACC is expected to maintain a minimum 2 to 1 current ratio, which means its current assets 

should be twice its current liabilities.  Therefore, and in measuring the Current Ratio of SACC: 

2018   1,415,363,541 / 616,906,370 = 2.29 

2019   1,331,922,935 / 605,361,494 = 2.20 

2020              1,279,061,306 / 869,087,478 = 1.47 

2021   1,061,948,216 / 571,570,358 = 1.86 

It is obvious that in 2018 and 2019 SACC had a healthy Current Ratio, where in 2020, after the 

Covid-19 Pandemic started when the Revenues dropped and the company showed a loss, the 

Current Ratio dropped below the allowable value therefore creating a risky situation in the 

suppliers’ prospective.  However, the curve turned around and started heading upward in 2021 to 

be able to cross the 2 lines. 

https://www.nasdaq.com/glossary/l/liquid-asset
https://www.nasdaq.com/glossary/s/short-term
https://www.nasdaq.com/glossary/c/current-ratio
https://www.nasdaq.com/glossary/a/acid-test-ratio
https://www.nasdaq.com/glossary/i/inventory-turnover
https://www.nasdaq.com/glossary/a/accounts-receivable-turnover
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d. Long-term Solvency 

The Long-term Solvency is usually measured by the Long-Term Solvency Ratio which the 

measures the ability of a company to pay off its liabilities on the long term.  It is a measure of the 

company’s health in the future 

The best way to calculate the Long-Term Solvency ratio is to divide SACC Income after Zakat 

and tax, and add back depreciation, by the sum of its liabilities (short-term and long-term). 

2018   (459,280,884+62,387,898) / 784,330,202 = 0.67 

2019   (463,933,403+76,917,741) / 1,198,613,083 = 0.45 

2020               (-334,686,399+94,499,872) / 1,446,923,721 = -0.17 

2021   (14,055,459+79,673,473) / 1,058,112,338 = 0.09 

Although the long-term Solvency ratio vary from industry to industry, but in general, a solvency 

ratio of less than 0.2 or 0.3 is considered good. The lower the SACC’s solvency ratio, the greater 

the probability that the company will default on its long-term debt obligations. 

 

As shown above, SACC’s Long-term Solvency ratio was healthy in 2018 and 2019, but again in 

2020 it was negative and therefore it must have created a scare amongst debtors.  In 2021, the 

ration started to regain its historically healthy position, but it fell short.  
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e. Market-Based Ratios 

Market value ratios are used to evaluate the current share price of a publicly held company's stock.  

Below are six ratios that are used to evaluate stocks. These include:  

1. the working capital ratio 

2. the quick ratio 

3. earnings per share (EPS) 

4. price-earnings (P/E) 

5. debt-to-equity 

6. return on equity (ROE) 

1. The working capital ratio = Current Assets / Current Liabilities 

2018   1,415,363,541 / 616,906,370 = 2.29 

2019   1,331,922,935 / 605,361,494 = 2.20 

2020              1,279,061,306 / 869,087,478 = 1.47 

2021   1,061,948,216 / 571,570,358 = 1.86 

 

2. The quick ratio = (Current Assets – Inventory) / Current Liabilities 

2018  (1,415,363,541-125,027,878) / 616,906,370 = 2.09 

2019  (1,331,922,935-153,791,958) / 605,361,494 = 1.95 

2020  (1,279,061,306-115,963,432) / 869,087,478 = 1.34 

2021  (1,061,948,216-66,611,578) / 571,570,358 = 1.74 
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3. Earnings per share ratio =  

Total Earnings / Total number of issued common shares 

2018  459,280,884 / 82,000,000 = 5.61 

2019  463,933,403 / 82,000,000 = 5.66 

2020  -334,686,399 / 82,000,000 = -4.08 

2021  14,055,459 / 82,000,000 = 0.17 

 

4. Price - Earnings (P/E) ratio = Share Price / Earnings per Share 

2021  P/E Ratio = (Book Value) 11.6 / 0.17 = 68.24 

Current Market Share Price = SAR 76.80 

Current Book Value Share price = SAR 11.60 

P/E (Market Price) = 76.8 / 0.91 = 84.40 

P/E (Book Value) = 11.6 / 0.91 = 12.75 
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5. Debt to Equity Ratio =  

(Short Term Debt + Long Term Debt + Other Fixed Payments) / Shareholders’ Equity 

2018  784,330,202 / 1,301,455,457 = 0.60 

2019  1,198,613,083 / 1,305,651,941 = 0.92 

2020  1,446,923,721 / 860,076,885 = 1.68 

2021  1,058,112,238 / 872,518,744 = 1.21 

 

6. Return on Equity (ROE) =  

Company’s Net Income / Average Shareholders’ Equity 

2018  459,280,884 / 1,301,455,457 = 0.35 

2019  463,933,403 / 1,305,651,941 = 0.36 

2020  -334,686,399 / 860,076,885 = -0.39 

2021  14,055,459 / 872,518,744 = 0.02 

Each of these measures is used in a different way, but when combined, they offer a financial 

evaluation. In addition, market value ratios give management an idea of what a firm's investors 

think of its performance and future prospects. 
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2 – Recommendations for Improvement 

1 – SACC should increase sales in general – Globalize / add new products and services. 

2 – SACC should increase Other Income above 1% of gross revenues  

3 – They should also increase Selling Prices. 

4 – The Cost of Sales should be reduced by maintaining it below 60% of gross revenues. 

5 – They should reduce the General and administrative expenses below 10% of  gross 

revenues. 

6 – They should simultaneously reduce the finance cost below 0.25% of gross revenues by 

seeking government low interest loans. 

7 - Recover Outstanding Debts 

8 – Reduce or Re-arrange Expenses 

9 – Pay the suppliers on time to maintain good relationships and to obtain additional 

discounts.  The Accounts Payable turnover should remain above 4. 

10 – The Current Ratio Should always have a 2 to 1 ratio or above. 

11 – Improve Cash Flow 

12 – Keep track of the Receivables Collection.  Accounts Receivables Turnover should 

remain above 5. 

13 – Improve on the Long-term Solvency and maintain it above 30%. 
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3 - A New Investment Project 

Project Definition 

Since SACC is specialized in the inflight and airport lounges catering service, it is worth assessing 

the opportunities in servicing international airlines outside Saudi Arabia.  Inflight catering 

businesses are privatized in most advanced countries, especially those who are servicing the SKY-

TEAM partners. SACC will have to bid for the management of Duty-Free lounges in other Gulf 

and European airports and to provide the catering service for their respective airlines. Such 

investments require heavy investments in vehicles, trucks, human resources, international office 

facilities, and equipment. 

In the meanwhile, and since SACC can only capitalize 40% through own capital valued at SAR 

1,061,948,216 x 40% = SAR 42,477,928 in 2021 without involving any additional costly 

financing, they will have to approach a few airports at a time and depend on the future profits to 

expand further into additional airports.  

 

a. NPV Versus WACC 

The net present value (NPV) of the project is the estimate of its value based on the projected cash 

flows and the weighted average cost of capital. If you have a higher WACC, the projected cash 

flows will be discounted at a higher rate, reducing the net present value, and the opposite is true. 

On the other hand, SACC Weighted Average Cost of Capital (WACC) represents its mixed cost 

of capital from all sources, such as common shares, debts, and preferred stocks.  The cost of each 

type of capital is weighted by its percentage of total capital and they are combined together.  

NPV Method is the most optimum method for capital budgeting. Consider the cash flow during 

the entire project duration and the risks of such cash flow through the cost of capital. It is consistent 

with maximizing the value to the company.  The obvious advantage of the net present value method 

is that it takes into account the basic idea that the value of future dollar is less than today’s dollar.  

Within every period, the cash flows are discounted by another period of capital cost. 

 

https://corporatefinanceinstitute.com/resources/knowledge/finance/cost-of-capital/
https://corporatefinanceinstitute.com/resources/knowledge/finance/cost-of-capital/
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However, there are advantages of using WACC because it is simple, easy, and facilitate easy 

decision-making process. However, it has limited scope of application and rigid assumptions that 

hinder he evaluation. 

In conclusion, using NPV is the favorable choice because it considers the time value of money, 

facilitates the translation of future cash flows into today's dollars. In addition, it provides a solid 

number that managers can use to easily evaluate the initial outlay of funds against the present value 

of the returns. 

b. Use SACC Own Cash or Retained Earnings 

SACC cash balance increases and decreases based on the incoming cash and outgoing cash, the 

revenues they collect and the expenses they pay. But retained earnings are only impacted by 

SACC’s net income or loss and distributions paid out to shareholders. 

Retained earnings are the portion of SACC’s cumulative profit that is held or retained and saved 

for future use. Retained earnings are usually used for funding new investments or expansion 

projects or to pay dividends to shareholders. 

Maintaining SACC company earnings increases their balance sheet, which has a direct effect to 

shareholders’ equity and corresponding stock value. Retained profit makes SACC look better on 

paper with more money in their accounts, therefore attracting further investments. 

If SACC maintains excess profits, it will boosts the liquidity. This allows stability with a financial 

safety net for any unexpected financial obligations. If the market takes a turn for the worse, SACC 

has money in the bank to access without taking on new liabilities. 

SACC can reinvest their earnings into the company and drive growth. Retained profits can be 

brought forward for many years to provide funding for re-investments. 

Although it may seem that retaining profit seems like a good way to increase company value and 

save money for reinvestment purposes, it is not always the most feasible solution. It is worth 
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considering the cost of borrowing. Paying interest might be more advantageous when borrowing 

money rather than relying on growth rates of existing profits. 

Another factor to consider is that retaining profit isn’t always the most popular option among a 

company’s shareholders. Shareholders often prefer to receive higher dividends rather than see the 

money reinvested to increase stock value. This can potentially make your company less attractive 

to investors, although this will depend on their investment habits. 

In conclusion, there are advantages and disadvantages to retained profits. Advantages include the 

ability to increase value and save funding for emergencies. Yet the disadvantages of retained profit 

include potentially scaring shareholders by retaining money that could be used for dividends. The 

most feasible solution will depend on the financial obligations and future goals.  

 

 

 

 

 

 

 

 

 

 

 

https://gocardless.com/guides/posts/what-is-fixed-interest-rate/
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4. Should SACC pay Return Earnings or Not? 

 

SACC Shareholders endorsed the payment of SAR 3.8 million in board remuneration for 2020, 

and approved the transactions and contracts concluded with other companies. 

The decision to retain the earnings or to pay dividends to the shareholders is usually left to the 

company’s management. A growing company may not pay dividends at all or pay very small 

amounts because it may prefer to use retained earnings to finance expansion ventures. 

According to the SACC Annual Financial Report 20/21, the company did not pay any dividends 

during the 2020 / 2021 period.  Presumably, that is due to the severe recession in 2020 due to the 

Covid-19 Pandemic. 

In general, there are advantages of using the retained earnings either to pay dividends or for 

expansion purposes.  It is a cheap source of money, unlike loans, there are no interest payments or 

management fees. Using retained earnings is easy and fast. There are no conditions on how you 

spend the money, and there is no waiting for a lender to process your application.  Retaining 

earnings can increase your future earnings. SACC will be spending to make the company more 

profitable, and unlike a loan. 

Similarly, there are drawbacks to using retained earnings.  If shareholders get the impression that 

you are depending too much on earnings or not utilizing the money effectively, they may feel 
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cheated and deprived from their dividend income. Managers may resolve to spend the money 

simply because it is there, and easy to waste it. If you, at a later date require outside capital, you 

may not have developed the relationships with investors and financial institutions to secure 

financing.  If SACC issues more shares to raise money, that action dilutes the current owners' 

equity. With more shareholders, there may be more pressure later to issue large dividends instead 

of re-investing earnings. 

Conclusion  

As a conclusion and based on the value of retained earnings at the end of 2021, it is advisable 

for SACC not to pay any retained earnings in order to improve future earnings and make 

additional investments to increase the revenues and to reduce the percentage of expenses.  

However, and as soon as the financial situation improves, it will be beneficial to pay retained 

earnings as dividends in order to regain investors’ trust and to increase the stock market value 

to attract more investors. 
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