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 Abstract: The paper aimed  to present a case study of  profitability 
analysis based on  ratio method in order  to evaluate the  financial 
performance at PROACVA Joint Venture  Fish Producing Company . 
Based on the  data collected from Balance Sheet and  Profit and Loss 
Account concluded at December 2009 , the following ratios have been 
determined: gross profit margin, operating profit margin and net profit 
margin, return on assets , return on equity and return on capital 
employed. The obtained results have shown that the profitability  of the 
company  has registered a decreasing trend in the year 2009  compared 
to the level recorded  in the year 2008. In the future, the company must 
pay more attention  to  expense and income relationship  and assure a 
better management of material  and labor resources .  
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INTRODUCTION 
 

 Survivability of a company as well as the  dividends received by 
shareholders depend on  the firm  long-term profitability [ 1]. In fact , 
profitability measures how well  a company utilizes its resources in the 
purpose to generate profit and shareholder value [ 2].  Profitability  is  
expressed as a ratio between profit and different types of utilized resources . 
The higher the profit rate , the higher the profitability rate. The aim of 
financial analysis  is to show the firm capability to generate profit  in terns 
of profit margin , which displays the amount of profit the company  
produces on its sales at the different stages of an income statement. 
Profitability is usually  determined by means of the well known  Ratio 
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Method   , which takes into account  the amount of   profit is generated by 
the use of assets or equity or capital employed [ 3,4,5,11]. 
 Profitability is a barometer  of firm size , being used as a criterium of 
comparison or evaluation between various companies from industry, 
agriculture, commerce etc   [ 5,6, 7, 12].In Romania , there are many studies  
concerning the use of Ratio Method , but just a few  applied  in the field of 
animal production , mainly in  dairy farming and meat processing  industry , 
but not   referring to  companies dealing with fish producing [ 8,9,10]. 
  For this reason, the purpose of the paper is to present a case study of  
profitability analysis based on  ratio method and the data collected from 
Balance Sheet and Profit and Loss Account in order  to evaluate the  
financial performance  in a company dealing with fish producing  in the 
North Western Romania [ 13]. 
 

MATERIALS AND METHOD 
 

 In order to set up the paper , the basis data have been   collected 
from the Balance Sheet and  Profit and Loss Account  concluded  at  
December 31, 2009 , belonging to  PROACVA Joint Venture Fish 
Producing Company  , Bihor County , situated in the North Western part of 
Romania . The analyzed period in  2008 and 2009 . 

The following indicators have been used :  
-gross profit margin  ,GPM,   showing  the profit share of the net 

sales generated , according to the formula :  

-operating profit margin ,  OPM, expressing the weight of  operating 
profit   of the net sales : 

-net profit margin , NPM, reflecting the net profit share   of the net 
sales  :  
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 -return on assets , ROA, as a  ratio between net income   and  total 
assets , showing the how  the company assets are involved in making   
profit: 

 
 -return on equity  , ROE, as a  ratio between  net income    and  
equity , expressing the amount of profit the shareholders earn from their 
investment in the company : 

-return on capital employed  , ROCE, as a  ratio between  net income    
and  capital employed  ,  completing the picture  of ROE by adding the 
company’s debt liabilities  to equity : 

 The results  concerning the ratios mentioned above calculated for the  
in the year 2009  have been compared  to the ratios determined for the year 
2008 in order  to  evaluate  the trend of the company profitability  from a 
year to another. All calculations are made in Euros. 
 

RESULTS AND DISCUSSIONS  
 

Net Sales  have been Euro 2,431,462 in 2008 and by 7 % less in 
2009 , that is  Euro 2,261,776.  

The amount of various species of fishes  delivered in the market has 
contributed  together with the market price to net sales . 

Operating Profit has decreased from Euro 528,219 in 2008 to Euro 
292,586 in 2009 , taking into account the evolution of operating incomes  
and expenses. 

Gross Profit was Euro 490,781 in 2008 and by 45 % lower in 2009, 
that is  Euro 284,043, because of  expenses  have  registered a higher 
increasing rhythm compared to the incomes increasing rhythm . In fact , it 
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has been positively influenced by operating profit but negatively by 
financial profit . 

Net Profit decreased from  Euro 412,256  in 2008 to Euro 230,196 
in 2009 , because of   gross profit level . The profit tax was 16 % in the both 
years according to the tax law in force. 

Equity has increase from a year to another , more exactly from Euro 
1,542,163 in 2008 to Euro  1,644,618 in the year 2009. 

Debts have recorded  a reduction of 16 % , decreasing from Euro 
1,606,432 in 2008 to Euro 1,356,483 in the year 2009. 

Table 1. Net Sales, Operating Profit , Gross Profit and Net Profit   at PROACVA (Euro) 
Indicator  2008 2009 2009/2008 (%) 
Net Sales  2,431,462 2,261,776 93.02 

Operating Incomes 3,013,112 3,293,883 109.32 
Operating Expenses 2,484,893 3,001,297 120.78 

Operating Profit 528,219 292,586 55.39 
Financial Incomes 11,951 36,933 309.03 
Financial Expenses 49,389 55,476 112.32 

Financial Profit -37,438 -18,543 49.52 
Extraordinary 

Incomes 
0 0 0 

Extraordinary 
Expenses 

0 0 0 

Extraordinary Profit 0 0 0 
Total Incomes 3,025,063 3,330,816 110,10 
Total Expenses 2,534,282 3,056,773 120.61 

Gross Profit 490,781 274,043 55.83 
Profit Tax 78,525 43,847 55.83 
Net Profit 412,256 230,196 55.83 

Total Assets 3,576,754 3,294,237 92.10 
Equity 1,542,163 1,644,618 106.64 
Debts 1,606,432 1,356,483 84.44 

Capital Employed 3,148,595 3,001,101 95.32 

Capital Employed  , that is debt added to equity , has varied from a 
year to another, registering a similar trend. Thus , in the year 2008, its level 
was Euro 3,148,595  and in the year 2009, it was Euro  3,001,595, by 5 % 
less. 

Profit  Margin Analysis  aims to detect  consistency or 
positive/negative trends in a company’s earnings. Normally, the absolute 
figures from Profit and Loss Account do not tell us or investors very much 
about  profitability . For this reason,  the investors or shareholders must look 
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to margin analysis  to discern the company’s true profitability . All the ratios 
GPM, OPM   and  NPM  help investors or managers to keep score , as 
measured over time , of management’s ability to manage costs and expenses  
and generate profits . A large growth in sales do little for the company ‘s 
earnings if costs and expenses grow disproportionately. Also , profit margin 
analysis shows how many Eurocents there are  in each Euro of sales. 

Gross Profit Margin  has  been  20.18 % in the year 2008 and  12.12 
% in the year 2009 . The decrease of  60 %  registered in 2009  shows that 
the company did not used in an efficient manner its raw materials , labor and 
manufacturing-related fixed assets  to generate profits in this year compared 
to the year 2008 . If we look at the basic data, we may see that in the year 
2009  gross profit is Euro 274,043 , by 45 % lower than in the year 2008, 
Euro 490,781. Net sales have also registered a lower value in 2009 : Euro 
2,261,776  , but by 7 % less than in 2008. This is a reason why the company 
recorded  a lower gross profit margin in 2009. 

Operating Profit Margin has registered 21.72 % in the year  2008 
and  12.93 % in the year 2009. This decrease of about 60 % was determined 
by the evolution of the operating profit which  registered Euro 292,586  in 
2009  by 45 % less than in 2008  as a consequence  the higher rhythm of 
increase of operating expenses  compared to the increase rhythm of the 
operating incomes in the year 2009. Therefore, this situation is due to the 
company management which was not able to keep control over  operating 
expenses . The negative trend  is directly attribuable  to  bad management  
decisions.  

Table 2 .Profitability Ratios , PROACVA , 2008-2009 (%) 
Indicator  2008 2009 2009/2008 (%) 

Gross Profit Margin 20.18 12.12 60.06 
Operating Profit 

Margin 
21.72 12.93 59.53 

Net Profit Margin 16.95 10.18 60.05 
Return on Assets 11.52 6.98 60.59 
Return on Equity 26.73 14.00 52.37 
Return on Capital 

Employed 
13.09 7.67 58.59 

 

Net Profit Margin  was 16.95 % in the year 2008 and 10.18 % in the 
year 2009 . In fact, its level is a consequence of the other two ratios level  
mentioned above, but also its level has been influenced by  profit tax  . For 
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this reason , this ration  is  frequently  called  “bottom line” in discussing a 
company profitability. 

Only taking into consideration the level of all  these three ratios 
mentioned  above , the company’s investors and shareholders  could draw 
the conclusion that there are  several income and expense operating items in 
Profit and Loss account which have not been  correctly kept under control  
and have determined the firm to reach  a lower profit margin. 
 Return on Assets has registered  a similar evolution. In 2009 , its 
level was 6.98 %  by 40 % lower than in 2008 when it recorded 11.52 %. 
The  figure shows a decreasing trend in 2009  and illustrates   a bad 
management concerning the employment of the company’s total assets  to 
make profit.  
 Return on Equity  has  been 14 % in the year 2009 compared to 
26.73 % in 2008. The decrease of about 48 %  was determined by the lower 
net profit registered in the last year of study . Despite of its lower level, 
financial analysts consider  return on equity ratios in the 15-20 % range as 
representing attractive levels of investment quality. Therefore , we could 
appreciate that even though the level  of this ratio is lower,  it is still   a 
satisfactory one. 
 Return on Capital Employed  has recorded a similar trend  in 2009 
compared to 2008. So, in 2009, its level was 7.67 % compared to 13.09 % in 
2008. As we look to the ratio mentioned above , we may see that  the level 
of this ratio  is  ½ of the  other one’s level. The reason  consists in the 
company debt-equity relationship  was deeply influencing the result. 
Therefore, the image given by  ROE must always  be completed by ROCE 
in order to be sure  if there are  disproportions between inside the capital 
structure . The return on capital employed is , therefore, an important 
measure of the company ‘s profitability . Many investment analysts think 
that factoring debt into a company’s total capital provides  a more 
comprehensive  assessment of how well management is using the debt and 
equity it has at its disposal. 
 

CONCLUSIONS 
 

1.Profitability measures how well  a company utilizes its resources 
in the purpose to generate profit and shareholder value.  Profitability  is  
expressed as a ratio between profit and different types of utilized resources .  
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2.The case study at PROACVA Fish Producing Joint Venture 
Company shows that the profitability  was lower in the year  2009 compared  
to the year 2008 . 

3.This situation  is due to a weak   material and  labor   resource 
management with a deep impact upon expenses which have been lost from 
control  .  

4.Fish  growing was  a profitable activity  both in the year 2008 and 
2009 , but in the last year of study profit rate  was 8.96 % , twice less than in 
2008 , when it was 19.36 %. 

5. The values of the analyzed  ratios Gross Prof Margin, Operating 
Profit Margin    and  Net Profit Margin   help the company  managers to 
identify the negative aspects they have to pay attention in the future . First 
of all it is about  expenses   related to fish forage , biological material , water   
and other  farm inputs which must be kept under control  in close 
relationship to production level . Only  assuring a better correlation between 
costs and incomes  it is possible as the company  to increase its profit  in the  
next years . 
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