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Abstract. The company's profit and profitability are one of the most important criteria for assessing the
enterprise performance. According to the achieved results of profit and profitability, it is being judged what
benefits may receive different interest groups of the company - owners, employees, investors and creditors.
All business enterprises are concerned to increase the profitability. The article analyses the theoretical
aspects of profit and profitability assessment. The analysis of scientific literature of foreign and Lithuanian
authors suggests that the company's profitability analysis helps to determine the financial aspects of the
company's financial performance, to assess the current situation in order to make appropriate management
decisions. The company's profit and profitability are one of the most important criteria for assessing the
enterprise performance. According to the achieved results of profit and profitability, it is being judged what
benefits may receive different interest groups of the company - owners, employees, investors and creditors.
All business enterprises are concerned to increase the profitability. The article analyses the theoretical
aspects of profit and profitability assessmentWhile assessing company’s activity efficiency in various
aspects, its competitiveness and growth possibilities, it is not enough to analyse absolute profit indices and
based on them to take particular decisions, because an absolute profit index does not reflect company’s real
financial situation. More comprehensive information is obtained by calculating relative profitability indices
and comparing them with profitability. Besides, profitability indices in a structured form provide to
company’s managers the most important and most precise information in form of indicators based on which
there is a possibility to assess company’s financial situation and to forecast company’s future financial
situation, foresee activity’s success and failures. Therefore, even a profitable company needs a constant
analysis of these indices, their dynamics, affecting factors, because due to affecting factors the company’s
managers can assess and forecast profitability indices. In search for the ways how to increase a profit and
profitability indices, it is very relevant for the company’s managers to assess introduction of new services to
a market, because new implemented services reach a success, the company’s managers can take decisions,
determining dynamics of development of profitability indices, and direct company’s management towards
profitable direction.The article analyses the theoretical aspects of profit and profitability assessment. The
analysis of scientific literature of foreign and Lithuanian authors suggests that the company's profitability
analysis helps to determine the financial aspects of the company's financial performance, to assess the
current situation in order to make appropriate management decisions
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Introduction

Profit is the main objective of every company
that seeks profit. This is the result, which reflects
the company's ability to earn income as much as
possible at costs as little as possible. The instability
of the market, supply and demand change in the
market have an impact on corporate profits and
profitability. These issues are extensively dealt with
in both foreign and Lithuanian economic literature.
Many of the authors analyse the profitability of the
enterprises from different perspectives, using
financial indicators.

Corporate profits and profitability indicators
are analysed after having chosen the necessary
relative financial indicators and having determined
their analytical criteria with the help of which it is
possible to forsee the performance successes and
failures.

Profit and profitability management allows to
assess the profit changes and the factors affecting
them. While performing the company's profitability
analysis and forecasting the possible indicators, it
can be forseen the future of the company, that
makes a positive impact on the company's
performance.
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The aim of the article is to analyse the
company's profit and profitability indicators in
theoretical perspective. The global economy
promotes the rapid development and expansion of
companies. However, in this rapidity the companies
are frequently lack of enough attention to the
individual financial indicators, such as profit and
profitability analysis.

The analysis of these indicators is an important
part of each company‘s performance, as it reveals
not only the real financial situation of the company,
but also helps to determine the direction of the
improvement of the company‘s activities.

Assessment of profit and profitability indicators
helps to reduce the risk of the company's activities.

Analysis of profit and profitability allows to
plan measures to avoid threats and dangers in the
company's subsequent activities.

The aims of the research is to analyze the profit
and profitability indicators from the theoretical
aspect point of view, to provide assessment
methodologies of profitability indicators;

Research methods: systematizing, comparison
and summarizing of scientific literature.

Concept of Profit and Profitability

The measure of the performance efficiency of
each Lithuanian company‘s, operating in market
economy conditions is the amount of the profit
gained during the period under review. Profit is a
measure that makes it possible to achieve the
objectives of the company. The fact itself of the

profit gain or loss experience requires either to
distribute profits or to cover the loss.

In the economic literature, the aspects of
variety of profit as the economic category and
company‘s performance indicator are highlighted. It
is indicated that the profit is a factor of economic
development, financial benefits, performance
evaluation criterion, long-term funding source, the
main thing for what it is competing when buying
and selling goods in the market.

The specialists of accounting and company's
performance analysis argue that profit is the most
generalizing  indicator of the company's
performance. It is related to all company's
performance indicators: assets, liabilities, capital,
income, expenses, etc. It shows the company team‘s
performance, internal links among the economic
phenomena: the efficiency of innovative technology
application, labour productivity rising, reduction of
cost price and others. It shows both negative and
positive sides of the company work, as well as
successes and failures of the company's team.
Therefore, profits can be regarded as a measure of
the company‘s work efficiency and its performance
assessment[10].

It is possible to find the concepts of profit and
profitability in Lithuanian and foreign financial
management literature. Different authors frequently
define concepts differently, but the meaning of the
concept remains the same. Definitions of profit
concepts are listed in table 1:

Table 1
Definition of profit concept

Year Author Definition
Profit - the company's resources, as a result of its operation, which makes it possible to
finance, i.e. to purchase material assets, to provide loans to buyers and to have cash.

2005 | O. Buckifiniené Profit is the source of enterprise becoming rich and shows indispensable source and
shows the final financial result of the company's commercial and economic performance:
profit or loss.

F. Brigham, The company's profit- its the result of managers® management policy and a great number

2002 .

C. Ehrhardt of the decisions taken.

2005 | V. Bagdzitiniene Profit — generalizing indicator, which shows the financial result of all company's
performance.

Profit is the difference between a company's revenue and the costs incurred to make it.
Profit is a measure of the company's work efficiency and its performance assessment.

2007 | J. Mackevicius Profit is a factor of economic development, financial benefits, performance assessment
criterion, the main thing, for what it is competing when buying and selling goods in the
market.

o Profit is the difference between a company's revenue and the costs incurred to make it.

2007 | L. Juozaitiené L . .

Profit is the most important factor in the development of the company.
Profit — the criterion of the company's performance assessment and the funding source of
J. Mackevicius, . .

2014 | L. Giritinas Its projects. . :

' ; Profit — a measure of the effectiveness of the company's work and its performance
R. Valkauskas assessment

The table is compiled by the authors in accordance with the literature analysis
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Summarizing the concepts of profit presented
by the authors it is possible to state, that profit is the
difference between a company's revenue and the
costs incurred to make it. Profit reflects the
performance of the company, therefore profit can be
regarded as a measure of the effectiveness of the
company's work.

Profit has two concepts, these are economic
and accounting concepts. Accounting profit — the
difference of the company’s general income and
accounting costs. Accounting (explicitive) costs -
the company's cash costs for salary, interests, tax
fees, fuel, raw materials, to purchase equipment,
and so on. Economic (net) profit is the difference
between the gross income and economic costs.

In accounting records the strict definitions of it
are provided, and in terms of financial management
the profit is often not only the excess of the earned
income but non-traditional ways of gaining revenue
as well.

Profit in the financial management reflects the
company's performance result, on the other hand, it
is the most important factor in the development of
the company. According to L. Juozaitiene, the profit
in financial management is assessed in two ways:
on the one hand, the profit shows the company's
performance result, on the other hand, it is the most
important factor in the development of the
company. Naturally, the companies acquire the
assets as a means to gain profit, and the latter, in
turn, is the main source of the company's assets
increase. Stakeholders perceive the economic
importance of profit differently:

o the owners of the capital seek to increase
profits because they look forward to more income
from capital invested;

e state (region) is interested in profitable
businesses activities, because it leads to economic
growth and increased state budget revenues;

o for managers more profit shows their better
managerial skills;

o for business partners greater profits provide
security and greater reliability of economic
transactions.

Different definitions of profit concept suggest
that the indicator has an abundance of affecting
factors and individual elements interrelation.
According to L. GarSviene, A. Lileikiene, it is
appropriate to raise the issue of the profit "quality",
which refers to the application of accounting
principles and methods to form accountability. One
of the most important increase of the sources of the
company, its goods (services) is a permanent and
comprehensive analysis [6].

When analyzing modern corporate profit
problems, it is important to emphasize that the gain

of profit is a very important moment in the
company's economic activities. First of all, the
profit gained from the sale of production (goods,
work, services) is the main regular sources of the
company's resources. Secondly, the profit gained
from the sale of production (goods, work, services),
the process of resources turnover ends only when
the gained profits cover the costs of production and
conditions to perform it. Thirdly, the profit gained
depends on the financial situation company’s
stability, its turnover resources state, profit margin,
timely payment of fees, accounting with banks,
suppliers, company’s workers and employees [5].

The success of the company performance is
often described not by the company’s profit amount,
but by its profitability. Although the concepts of
profit and profitability in its content are different,
but they have interconnection. Profitability is
directly dependent on the amount of the company's
generated profit and it is one of the essential factors,
which growth increase the company's profitability
without changes of other factors. The profitability
of the company is one of the efficiency indicators of
the company's assets, the capital, the use of funding
sources. Profitability is often described as the ratio
of the profit to the certain indicator of company's
operations, which has a clear link with the profit.
Profitability is a part of profit accounted for a
certain unit of the assets or capital value: for sales
euro, asset euro, private capital euro and so on. In
practice, a lot of attention is paid to the assessment
of profitability, to the calculation of the factors
affecting it, and the analysis of financial indicators.

The profit is a static, historic, retrospective
term and has more of an accounting rather than a
decision-making function. In the meantime,
profitability as a concept is related to future accruals
for profit, and it describes the business capacity in
profit generation levels [9].

Financial Analysis of Profit and Profitability

The success of the company performance is
often described not by the company’s profit amount,
but by its profitability. In practice, a lot of attention
is paid to the assessment of profitability, to the
calculation of the factors affecting it. In this context,
financial analysis is important. In the scientific
literature the three methods of financial analysis are
mentioned - horizontal, vertical, and relative
indicators analysis.

These methods are used in order to determine
the change of the accounting data: horizontal
analysis - for dynamics calculation, vertical analysis
— for analysis of structural changes, and relative
analysis — to assess relationship.

The relative indicator is formed by dividing the
two selected sizes in order to assess the analyzed
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economic phenomenon. Relative analysis is known
otherwise as the coefficient analysis[11].

Coefficients express the interconnection of
financial statements and other information data,
broadening opportunities for analysis of the
absolute sizes. Using the relative indicators, it is
possible to assess different sides of the company
activity, to disclose reserves, to predict and make
decisions.

The profit analysis helps to clarify business
development opportunities that would bring the
maximum profit at minimum risk. The profit is
calculated on the company's profit (loss) account.
This document provides details about the company's
earned income during the accounting period and the
costs incurred to earn this income.

In the company's balance sheet the non-
distributed profit of the current and previous period
is indicated, but this information is not sufficient for
users of financial statements, it is non detailed and
incomprehensive. Therefore, the profit (loss)
accounts are formed in which the details of the
report illustrates how the net profit has been
received. Since the profit for the company is an
important indicator, in particular, assessing final
results of its performance, when the company's
owners need to share the benefits, a separate income
statement is one of the main financial statements of
the company. The profit, shown in the balance
sheet, is the amount that the company owes to the
OWners.

Economic theory emphasises that the profit
report can have two formats of the indicators
calculation and and their presentation:
multiple-step, where the costs are divided
according to the functions;
single-step, where the costs are divided
according to their nature.

In the format of ,multiple-step‘ report a few
indicators of the profitability are calculated, in the
meantime, of ,single- step® - only the indicator of
net profit. In practice, production and trade
companies prepare the first type of profit
statements, while service companies — the second
type. The revenue of the main activities in the
model statement of profit (loss) are referred to as
sales revenue and cost price, and their margin-net
profit [1].

When analysing profit most of the authors such
as J. Mackevicius, V. Gronskas, V. BagdZiliniene
and L. Juozaitiene, usually the following objectives
are set: to determine the validity of the profit plan
and connection with other indicators of the financial
plan; to assess the fulfilment of the profit plan
during the accounting period, its dynamics and
composition; to assess the factors determining the
profit change and to determine the possibilities of
negative factors elimination.

The profitability indicators of the company's
activities are considered as very important,
precisely, because they show what profit is earned
by the sharcholders’s invested money. Typically,
the company's profitability indicators are compared
to other economic sectors, to the indicators of the
previous year, or profitability, which may have been
obtained by choosing alternative investment
methods [8].

Depending on the needs of information users
and the specifics of company's activities, specific
relative indicators of profitability have been formed
and their analytical methods. Relative indicators of
profitability can be calculated on the basis of
various profits - general, normal activities, net, and
so on, depending on the objectives of the analysis.

Most of the authours of scientific literature
offer the indicators of profitability to group to the
sales profitability, profitability of assets and capital
profitability indicators[10]. These methodologies of
the profitability calculation are interesting to the
users of analytical information:
the profitability of the sales is relevant to
the company managers, as well as business partners,
creditors;
the profitability of the asset is important to
the company managers because they decide about
the effectiveness of the use of the assets of the
company, the efficiency of its department activities;
the profitability of the capital is relevant to
existing and potential shareholders, because each of
them is interested in how much profit is gained
from each and every euro invested in the company.

The most common calculated indicators of
profitability of the sales are listed in table 2.

Table 2
Indicators for Profitability of Sales

Name of the indicator

Calculation of the indicator

Overall profitability of sales

Net profit/sales revenue

Profitability of the performance

Net profit/sales cost price

Net profitability

Net profit/sales revenue

EBITDA profitability*

EBITDA/sales revenue

EBITDA* -profit before interest, taxes, depreciation and amortisation

The table is compiled by the authors
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The indicator group of sales profitability
reflects the efficiency in various stages of the
company's activities. Due to the indicator of overall
sales profitability, it is possible to determine
whether there is sufficient difference between the
prices of the products and their production costs. A
more accurate figure is net sales profitability,
showing whether the sales process was profitable or
not. Net profit indicators show the company's

performance result after the financial costs and
taxes. The indicator of operational profitability
shows the company‘s executives ability to assess
and monitor the formation of the operating costs
and operational profitability [10].

The most common calculated indicators of
assets profitability are shown in table 3.

Table 3

Indicators for Profitability of Assets

Name of the indicator

Calculation of the indicator

Profitability of assets

Net profit/Assets

Profitability of fixed assets

Net profit/fixed assets

Profitability of current assets

Net profit/current assets

The table is compiled by the authors

Indicators for profitability of assets show the
efficiency of the company’s assets use. The
profitability of the assets assesses what return gives
1 euro invested into the company. The indicator for
profitability of assets is usually calculated as a ratio
of net profit and total assets of the company, it is
also advisable to take profit before interests and

taxes to the state budget, that the profitability of
assets will not affect the aspects of the company's
financial performance and business funding [8].

The most common calculated indicators of
capital profitability are provided in table 4.

Table 4

Indicators for Capital Profitability

Name of the indicator

Calculation of the indicator

Profitability of equity

Net profit/equity

Profitability of share capital

Net profit/share capital

Profitability of fixed capital

Net profit/current assets

Profit per share

Net profit/(equity + long-term liabilities)

The table is compiled by the authors

The profitability of the capital describes the
company’s profitability taking into consideration
the sources of funding for performance. The
profitability of the capital assesses what return gives
1 euro invested into the company’s capital.
Profitability of equity is one of the most important
indicators of the company's performance. It reflects
the owners ' return on invested capital and shows
the effectiveness of the company's managers® work
with the capital invested. Profitability of share
capital shows the efficiency of share capital use. It
is appreciatable, if the indicator for share capital
profitability is higher than the interest rate on long-
term credits. (8) The profitability of fixed capital of
the company shows the level of the company
functioning and potential development, moreover,
as the executives are able to use equity and long-
term liabilities. It is believed, that this indicator is
the most objective measure of the company's
financial condition, therefore, it is always examined
not only by the executives of the company, but the

shareholders, creditors, different  financial
institutions as well [11].

In order to examine the impact of various profit
factors on the certain financial results analysed,
many authors propose a more detailed model of the
company’s profitability analysis - Du Pontic
pyramid method of analysis. The essence of Du
Pontic pyramid is that the idicators of profitability is
divided into the new indicators, which show the
reasons of profitability. Due to Du Pontic pyramid,
it is possible to determine what factors influenced
profitability. With the help of the pyramid it is
analysed the profitability of assets and equity. When
analysing the pyramid of assets profitability, it is
noted that the classic formula of asset profitability
are divided into two factors: the profitability of
sales and the profitability of assets.

Further these factors are divided into relative
indicators or into the elements of absolute
indicators. In such away having divided the
constituent elements-factors of the profitability of
assets, it is possible to determine even the primary
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level factors, resulting in the change of profitability
in the early stages of its formation and, on the basis
of the received information, reasonable
management decisions. Such information is very
useful to predict the company's activities, its
management strategy and to create tactics [10].

Whereas, various indicators are related in this
analysis, it is a sufficient objective measure to
determine the company's financial state. In addition,
when performing the pyramid analysis, it is possible
to predict profits more accurately, in particular, that
the company may obtain from the investment. It
also helps to make individual investment decisions,
draw up budgets, assess the efficiency of business
workflow [14].

To assess the impact of existing factors on the
company‘s profit, it is advisable to carry out their
analysis in the chain changes method as well. The
essence of the method is that each project or basic
indicator is replaced in turn by the actual indicator,
leaving other indicators unchanged. The result
obtained after each change is compared with the
result obtained before the indicator change [15].

The calculated diviation shows the quantitative
influence of the factor on the indicator change.
Chain changes help to calculate the influence of
different factors on the resulting indicator only
when these factors are interconnected by
multiplication way [12]. Chain changes method is
used to analise the profit factors - sales volume,
price, cost price, product range, structure, and so on.
the Chain changes method helps to highlight the
most important chains, effecting financial indicator,
eliminating another less important factors [1].

In order to assess the factors affecting the
profitability of the company, strenghtening the
connection with profitability itself, it is possible to
identify the method of mathematical analysis -
correlation analysis. Due to correlation analysis, it
is possible to assess the influence of the company's
random selected internal factors, such as certain
elements of the company's revenue, as well as
external factors, such as the macro-economic
indicators of the country, on the analysed indicator
(in the case of this paper —on profit and
profitability) [16].

Correlation analysis — quantitative method of
analysis for determining whether or not there is a
dependence between the variables — stochastic
connection, manisfesting as a dependence between

random variables in such a way that the change of
one size effects another size distribution.

Correlation analysis is a statistical method,
which tests interconnection of random variables.
The correlation analytical method itself does not
disclose the reasons of connection occurrence, but
only measures the strength of the connection in a
guantitative way. Thus, the correlation responds to
the question of whether there is a connection among
indicators, what is its direction and strength [7].

To sum up, the company's financial analysis
helps to determine the financial aspects of the
company's performance, to assess the current
situation and future prospects. This information
helps to verify the accuracy of past decisions, as
well as to reason the current and future management
decisions.

Conclusions

When analysing the theoretical aspects of profit
and profitability, it can be said that the profit is one
of the most important indicator of the company's
peformance assessment. The pursuit of profit is a
key business goal.

In the financial management, the profit is
assessed in two ways: on the one hand, the profit
shows the company's performance, on the other
hand, it is the most important factor in the
development of the company. In financial
statements the profit is divided into the types
according to the activities, from which it is gained.

When assessing the methods of profitability
analysis provided in the scientific literature, the
growing importance of financial analysis is
highlighted. Different definitions of the concept of
profit allows to realize that the profit indicator is
characterized by an abundance of factors affecting
it, and the complexity of the expression. The
analysis of the definitions of the concept of profit
provided in the scientific literature, proposes that
profit is most frequently defined as the difference
between overall income and total costs. In the
assessment of the company’s profitability, it is
appropriate to use the methods of financial analysis
- horizontal, wvertical, and relative financial
profitability analysis. For the purpose of the
performance of more detailed financial analysis, it
is appropriate to choose more sophisticated methods
of financial analysis, recommended by different
authors, such as Du Pontic pyramid model, chain
changes method or correlation analysis.
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Anomauin. Ilpubymrosicmv ma penmadenvhicmv KOMNAHIL € OOHUM 3 HAUGANCIUGIMUX Kpumepiié OyiHKu
NPOOYKMUBHOCMI NIONPUEMCMEA. 32I0HO 3 OMPUMAHUMU Pe3VTbIMAmMamu npudymKy ma penmadenbHoCmi, 0OYilbHO
2060pUMU, SAKI BUCO0U MONCYIMb OMPUMAMU PI3HI 2pYNU iHmepecié KOMNAHIL - GIACHUKY, NPAYIBHUKU, THBECMOpU ma
Kpeoumopu. Yci 0i3Hecosi nionpuemcmea 3ayikaeieHi y niosuujenHi npubymxosocmi. Y cmammi ananizyiomecs
meopemuyni acnekmu OyiHKu npubymky ma penmabenvnocmi. Oyinroouu egekmusHicms OiAIbHOCMI KOMNAHII 8
PI3HUX acnekmax, ii KOHKYDEHMOCHPOMONCHICIb Ma MONCIUBOCHI pPOCMY, AOCONIOMHUX NOKA3HUKIE NpUuOymKy
He0oCmamuvbo 05l AHANIZY MA NPUIHAMMS KOHKPEMHUX PIleHb HA iX 0CHOGI, OCKINbKU aOCOIIOMHULL IHOEKC npubymKy
He gidobpadicae peanvhy (iHaHcogy cumyayilo 6 Komnawii. bitew demanvna inopmayis ompumyemocs WIsIXOM
PO3DAXYHKY NOKA3HUKIE GIOHOCHOI penmabenvHocmi ma ix nOpieHAHHAM 13 peHmabenvHicmio. Kpim moeo, nokasHuxku
npubymKo8ocmi ¢ CmpyKmypoeaniil (popmi Haoaromes menedxHcepy KOMIAHIL HAueaxcaugiuly i moyHiuty iHgopmayiio y
6UeNA0l NOKA3HUKIG, HA NIOCMAGL SIKUX € MOJICIUBICING OYIHUMU (DIHAHCO8e CMAHO8UWe KOMIAHII ma npocHO3yeamu
Ginancosy cumyayiro 6 manbymuvomy, nepedbauumu ycnix ma Hesoaui OisintvHocmi. Tomy Hasimv npubymkosa
KOMAAHis nompebye NOCMIliHO20 aHANI3Y YUX NOKA3HUKIB, IX OUHAMIKU mMa 6naugy Ha (axKmopu, OCKiNbKU uepe3 HUX
MeHeoxHcepu KOMNAHIT MOXCYMb OYIHI8AMU MA NPOSHO3Y8AMU NOKASHUKU peHmabenvHocmi. Y nowykax wiiaxie
3011bUIEeHHA NOKASHUKIE NPUOYMKY Md NPUOYMKOBOCMI KePIBHUKAM KOMNAHIT 0Ydice 8AANCIUBO OYIHUMU BNPOBAONHCEHHS
HOBUX NOCNYe HA PUHOK, OCKiIbKU HOBI 8NpO8aAOddCceHi cepsicu 003601a10Mb 00CAMU YCHIXY, KepiGHUKU KOMNAHIL
MOJCYMb NPUUMAMU  PIUEHHs, BUSHAYAIOYU OUHAMIKY PO36UMKY NOKA3HUKIE NpuOYmMKo8ocmi ma eecmu npsame
VIPAGIIHHA KOMNAHIEID 00 YCHIWHO20 HANPAMKY. Y cmammi ananizylomscs meopemuyni acnekmu OyiHKu npudymky
ma penmabenvnocmi. Auaniz Haykogoi nimepamypu IHO3eMHUX MA JIUMOBCLKUX ABMOPIE NOKA3VE, WO aHali3
PpeHmabenvHoCmi KOMNAHIT 00noMazae SUsHa4umu QIHAHCO8L acnekmu IHAHCOB0I OisIbHOCMI KOMNAHIL, OyiHumu
NOMOYHY cumyayiio 0Jisi NPULHAMMS 6i0N0GIOHUX YNPAGIIHCOKUX PIULeHb
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