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FINDING COMPANY WITH DURABLE COMPETITIVE ADVANTAGE 

THROUGH INTERPRET INCOME STATEMENT 

(A CASE STUDY OF GO PUBLIC POULTRY FEED’S COMPANIES IN INDONESIA) 

 

Abstract 

One big problem of investor in the stock market is how to search companies that have a 

competitive advantage? Warren Buffet is the greatest investor in the world, one of his unique 

characteristics as an investor is He could interpret financial statement to find companies that are 

not only have a competitive advantage, but have a durable competitive advantage. Marry 

buffet says that: “In Warren Buffet search for the magic company with a durable competitive 

advantage, Warren Buffet always starts with the firm’s income statement. Income statements tell 

the investor the results of the company’s operation for a set period of time” (Buffett & Clark, 

2008, p. 26). In this research, Researcher will focus to use or interpret an income statement only 

to find or make first screening to search companies with durable competitive advantage, even 

though income statement is not independent tool or the only tool to find companies with durable 

competitive advantage.  

For this case study, The researcher will use an income statement from go public poultry feed’s 

companies in Indonesia. 
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1. Research BackGround 

 

Many of the investors, especially in the stock market have the main purpose is to find the best 

companies, One of characteristic of the best companies is to have a durable competitive 

advantage. One tool that investor use to find a durable competitive advantage is financial 

statement or annual report, but many of people read financial statement or annual report cannot 

interpret financial statement to find company with durable competitive advantage. Financial 

statement commonly consists Income statement, Balance sheet, cash flow statement, changes in 

stockholder’s equity statements. In this research, we will concern  to  interpret an income 

statement only to find or make first screening to search companies with durable competitive 

advantage, the researcher will use an income statement from go public poultry feed’s companies 

in Indonesia. 

 

 

2. Income statements 

 

One of financial statements is income statement, Income statement is “laporan yang sistematis 

tentang penghasilan, biaya, rugi-laba yang diperoleh oleh suatu perusahaan selama periode 

tertentu”. (Munawir, 2007, p. 26). An income statement has three basic components: first, there 

is he revenue of the business. Then there are the firm’s expenses, which are subtracted from the 



 

 

firm’s revenue and tell us whether the company earned a profit or had a loss”. (Buffett & Clark, 

2008, p. 26). 

 

2.1.Revenue, Cost of Goods Sold & Gross profit 

 

One of basic component of financial statements is revenue, simple definition of revenue is “ 

penjualan dari bisnis utama perusahaan” (Asnawi & Wijaya, 2010, p. 27). Marry Buffet says that 

“Total revenue number by itself tells us nothing until we subtract the expenses and find out what 

the net earnings are” (Buffett & Clark, 2008, p. 29), but commonly researcher uses revenue 

information to compare with  competitor. 

 

“The cost of goods sold is either the cost of purchasing the goods the company is reselling or the 

cost of the materials and labor used in manufacturing the products it is selling” (Buffett & Clark, 

2008, p. 30). “Commonly the cost of good sold only doesn’t tell much about competitive 

advantage, but it is essential to determine gross profit. Warren determines whether or not the 

company has a long term competitive advantage” (Buffett & Clark, 2008, p. 31). 

 

We will find gross profit if revenue subtract with cost of goods sold, we can use gross profit 

margin as an early indicator to  tell us about durable competitive advantage, According to 

www.readyratios.com “gross profit margin is the ratio of gross profit (gross sales less cost of 

sales) to sales revenue”. Marry Buffet says that “ what creates a high gross profit margin is the 

company’s durable competitive advantage”, which allows it the freedom to price the products 

and services it sells well in excess of its cost of good sold. Without a competitive advantage, 

companies have to compete by lowering the price of the product or service they are selling” 

(Buffett & Clark, 2008, p. 34). 

 

2.2. Selling, general & Administrative expense 

 

“In the search for a company with a durable competitive advantage the lower the company’s 

selling, general & administrative expense, the better, if they can stay consistently low” (Buffett 

& Clark, 2008, p. 40). We can divide selling, general & administrative expense with gross profit 

to find some ratio to determine it’s low or high selling, general & administrative expense. 

 

2.3. Research and development expense 

 

We can divide research and development expense with gross profit to find the indicator of 

durable competitive advantage. “Here then is Warren’s rule: Companies that have to spend 

heavily on R&D have an inherent flaw in their competitive advantage that will always put their 

long term economics at risk”. The good company has to think about how to sustain the business 

and create future opportunities, so the company has to fund research and development 

consistently, if company prepare fund for research sometime big amount sometime low amount, 

it’s unsecured company position in market competition. 

 

 

 

 



 

 

2.4. Depreciation expense 

 

Sometimes investor neglect about depreciation expense, but Warren Buffet have good view 

about depreciation expense, but Marry buffet say  “what warren has discovered is that companies 

that have a durable competitive advantage tend to have lower depreciation costs as a percentage 

of gross profit than companies that have to suffer the woes of intense competition” (Buffett & 

Clark, 2008, p. 48). 

 

 

2.5. Interest expense 

 

“What warren has figured out is that companies with a durable competitive advantage often carry 

little or no interest expense. Long term competitive advantage holder Procter & Gamble has to 

pay a mere 8% of its operating income out in interest costs” (Buffett & Clark, 2008, p. 50). “The 

ratio of interest payments to operating income can also be very informative as to the level of 

economic danger that a company is in” (Buffett & Clark, 2008, p. 51). Simple rule of interest 

expense is commonly company with lower interest expense have the competitive advantage. 

 

2.6. Net earnings 

 

For this analysis, researcher will use a simple rule from Warren Buffet is “If a company is 

consistently showing net earnings under 10% of total revenues, it is- more likely than not- in a 

highly competitive business in which no one company holds a durable competitive advantage ” 

(Buffett & Clark, 2008, p. 62). 

 

3. Research Method 

 

The researcher will use case study research using the income statement of go public poultry 

feed’s companies in Indonesia from 2010-2013. 

 

4. Result & Discussion 

 

The Researcher will use an income statement from 4 go public poultry companies are Charoen 

PokphandIndonesia tbk (CPIN), Japfa Comfeed Indonesia tbk (JPFA), Malindo FeedMill 

(MAIN) and Sierad Produce tbk (SIPD) from 2010-2013. 

 

4.1. Revenue, Cost of Goods Sold & Gross profit 

 

4.1.1. Revenue 

 

First step, we will compare four go public poultry company revenue as below: 

 

 

 

 

 



 

 

 

Table 1 Revenue comparation from go public poultry company 

        In Million 

Companies Dec-10 Dec-11 Dec-12 Dec-13 

CPIN 
         
15,077,822  

         
17,957,972  

         
21,310,925  

         
25,662,992  

JPFA 
         
13,955,792  

         
15,633,068  

         
17,832,702  

         
21,412,085  

MAIN 
           
2,036,519  

           
2,634,461  

           
3,349,567  

           
4,193,082  

SIPD 
           
3,642,501  

           
4,029,131  

           
4,354,470  

           
3,854,272  

        Source: Company report and Financial statement (2010-2013) 

     

According to table of revenue comparation, we could see that CPIN, JPFA have biggest revenue 

almost close each other and they are having good revenue growth, and   MAIN, SIPD have 

revenue so far below CPIN and JPFA, therefore we will neglect MAIN and SIPD to save our 

time and effort to find company with durable competitive advantage, if reader still want to 

analyze SIPD and MAIN, I prefer that reader analyze MAIN because MAIN have good progress 

for  increasing revenue. 

 

4.2. Cost of Goods Sold &Gross profit 

 

We will concern to CPIN and JPFA that have big revenue or big market in their industry,  

 

Table 2. Revenue, COGS, gross profit and gross profit margin for CPIN, JPFA 

        
 

In Million (except in %) 

Companies Account Dec-10 Dec-11 Dec-12 Dec-13 

CPIN 

Revenue 
         
15,077,822  

         
17,957,972  

         
21,310,925  

         
25,662,992  

COGS 
       
(11,323,708) 

       
(14,033,726) 

       
(16,819,413) 

       
(20,513,184) 

Gross profit 
           
3,754,114  

           
3,924,246  

           
4,491,512  

           
5,149,808  

Gross profit margin 24.90% 21.85% 21.08% 20.07% 

  

JPFA 

Revenue 
         
13,955,792  

         
15,633,068  

         
17,832,702  

         
21,412,085  

COGS 
       
(10,906,624) 

       
(13,072,723) 

       
(14,648,797) 

       
(17,794,240) 

Gross profit 
           
3,049,168  

           
2,560,345  

           
3,183,905  

           
3,617,845  

Gross profit margin 21.85% 16.38% 17.85% 16.90% 

Source: Company report and Financial statement (2010-2013) 

 



 

 

If we look at Table 2, we will find early  indicator of company that have durable competitive 

advantage is gross profit margin, CPIN could maintain gross profit margin and revenue more 

than JPFA consistently, only company that have durable competitive advantage that could 

maintain margin and revenue bigger than competitors consistently, if companies don’t have 

competitive advantage, they will reduce margin to survive, commonly gross profit margin from 

CPIN decrease because of external factor that all companies in this industry will face it,  such as 

increasing soy bean price, exchange rate etc, but CPIN could  still maintain competitive position 

in gross margin more than competitors.  

 

 

4.3. Selling, general & Administrative expense 
 

In this section, researcher will focus to find durable competitive advantage from selling, general 

& administrative expense. 
 

 Table 3. Sales expense and general administrative expense for CPIN, JPFA 

  
 

    
  

In Million (Except in %) 

Companies Account Dec-10 Dec-11 Dec-12 Dec-13 

CPIN 

Gross profit 
           
3,754,114  3,924,246 4,491,512 5,149,808 

Sales expense 
             
(240,682) (267,625) (336,259) (379,734) 

General & administrative expense 
             
(752,434) (672,157) (754,463) (866,141) 

Ratio Sales exp /  Gross profit 6.41% 6.82% 7.49% 7.37% 

Ratio General & Adm Exp / Gross profit 20.04% 17.13% 16.80% 16.82% 

JPFA 

Gross profit 
           
3,049,168  2,560,345 3,183,905 3,617,845 

Sales expense 
             
(589,036) (434,971) (336,209) (419,458) 

General & administrative expense 
             
(884,331) (1,018,369) (1,179,442) (1,395,751) 

Ratio Sales exp /  Gross profit 19.32% 16.99% 10.56% 11.59% 

Ratio General & Adm Exp / Gross profit 29.00% 39.77% 37.04% 38.58% 

Source: Company report and Financial statement (2010-2013) 

 

 

Look at table 3, company with durable competitive advantage is CPIN, because CPIN could 

maintain sales expense ratio and general & admin expense ratio below competitior, If we 

compare sales expense to revenue, we will find that CPIN spend lower amount of sales expense 

more than JPFA, but CPIN have higher revenue  more than JPFA, it’s mean that CPIN have 

something special that attract customer with low effort to sale products, and one important thing 

to finding competitive advantage that  “it happened with consistently”. 

 

 

 



 

 

4.4 Research and development expense 

 

We will focus at research and development expen, as below is research and development 

expense from CPIN: 

 

Table 4. Research and development expense of CPIN 

        
  
In Millian (Except in %) 

Companies Account Dec-10 Dec-11 Dec-12 Dec-13 

CPIN 

Gross profit 
           
3,754,114  

           
3,924,246  

           
4,491,512  

           
5,149,808  

Research & development expense 
                 
(4,503) 

                 
(4,372) 

                 
(4,728) 

                 
(6,384) 

Ratio R & D Exp / Gross profit 0.12% 0.11% 0.11% 0.12% 

Source: Company report and Financial statement (2010-2013) 

 

Researcher cannot find research and development expense from JPFA, but from information of 

CPIN, we could find that CPIN is secured company that have research and development for the 

future sustainable with ratio R & D divide gross profit  almost stable or consistent. Many of 

companies with no or less competitive advantage will face competition with panic, so commonly 

they have unstable or unconsistent ratio.   

 

 

4.5  Depreciation expense 

 

We will focus at depreciation expense, as below is research and development expense from 

CPIN: 

 

Table 5. Depreciation expense CPIN and JPFA 

      

Companies Account Dec-10 Dec-11 Dec-12 Dec-13 

CPIN 

Gross profit 
           
3,754,114  

           
3,924,246  

           
4,491,512  

           
5,149,808  

Depreciation expense 
             
(143,290) 

             
(171,883) 

             
(253,142) 

             
(331,689) 

Depreciation expense / Gross profit 3.82% 4.38% 5.64% 6.44% 

JPFA 

Gross profit 
           
3,049,168  

           
2,560,345  

           
3,183,905  

           
3,617,845  

Depreciation expense 
             
(182,836) 

             
(226,392) 

             
(282,734) 

             
(372,840) 

Depreciation expense / Gross profit 6.00% 8.84% 8.88% 10.31% 

Source: Company report and Financial statement (2010-2013) 

 

According to table 5, CPIN have characteristic of company that have durable competitive 

advantage, because  CPIN could maintain depreciation expense below the competitor. As 



 

 

depreciation expense/ gross profit ratio, CPIN could maintain it consistently below the 

competitor. 

 

4.6  Interest expense  
 

We will focus at interest expense, as below is interest expense from CPIN, JPFA: 

 

Table 6. Interest expense CPIN and JPFA 

      

  
  

In Million (Except in %) 

Companies Account Dec-10 Dec-11 Dec-12 Dec-13 

CPIN 

Gross profit 
           
3,754,114  

           
3,924,246  

           
4,491,512  

           
5,149,808  

Interest expense 
               
(55,008) 

               
(63,009) 

             
(119,566) 

             
(148,329) 

Interest expense / Gross profit 1.47% 1.61% 2.66% 2.88% 

JPFA 

Gross profit 
           
3,049,168  

           
2,560,345  

           
3,183,905  

           
3,617,845  

Interest expense 
             
(211,327) 

             
(331,404) 

             
(437,531) 

             
(510,232) 

Interest expense / Gross profit 6.93% 12.94% 13.74% 14.10% 

Source: Company report and Financial statement (2010-2013) 

 

CPIN have low interest expense, it’s only 1% until 3% from gross profit margin, but JPFA four 

until eight times more than CPIN, company with durable competitive advantage is company that 

have good result with lower interest expense. 

 

4.7.  Net earning  

 

We will focus at net earning, as below is net earning from CPIN, JPFA: 

 

Table 7.Revenue and  Net earning  from CPIN and JPFA 

        
  

In Million (Except in %) 

Companies Account Dec-10 Dec-11 Dec-12 Dec-13 

CPIN 

Revenue 
         
15,077,822  

         
17,957,972  

         
21,310,925  

         
25,662,992  

Net earning 
           
2,219,861  

           
2,362,497  

           
2,680,872  

           
2,528,690  

Net earning / Revenue 14.72% 13.16% 12.58% 9.85% 

JPFA 

Revenue 
         
13,955,792  

         
15,633,068  

         
17,832,702  

         
21,412,085  

Net earning 
           
1,091,279  

               
671,474  

           
1,074,577  

               
640,637  

Net earning / Revenue 7.82% 4.30% 6.03% 2.99% 

Source: Company report and Financial statement (2010-2013) 



 

 

 

CPIN has higher net earning ratio than JPFA, almost all of net earning ratio of CPIN consistently 

more than 10%,  otherwise all net earning ratio JPFA below 10%, therefore CPIN has durable 

competitive advantage.  Researcher argue that we could give tolerance for Dec 2013, net earning 

decrease because of external factor that influence all of companies in industry, such as unstable 

exchange rate, increasing soy bean price as raw material etc, even though CPIN could still 

become superior more than competitor even in bad situation in this industry. 

 

Conclusion 

As  we know that poultry industry influence by external factor such as soy bean price, exchange 

rate, but the company with durable competitive advantage will always exist and survive through 

the crisis. Between 4 poultry companies are Charoen PokphandIndonesia tbk (CPIN), Japfa 

Comfeed Indonesia tbk (JPFA), Malindo FeedMill (MAIN) and Sierad Produce tbk (SIPD), 

researcher find Charoen Pokphand Indonesia Tbk (CPIN) is one company with durable 

company, because CPIN has highest revenue,good profit margin, low sales,admin and general 

expense, consistenly R & D expense, low interest expense, almost all of net earning ratio more 

than 10%. 
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