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Abstract: This paper presents aspects of the study of financial performance determined for 64 companies listed
on BSE on the basis of the profit or loss Account and on the DuPont model. The aim is to provide a framework
for studying the performance by two complementary methods: the calculation of rates of return and the DuPont
analysis, achieving also a case study sample of companies selected. In the introduction of the study there are
presented items relating to the objective, research methodology and the innovations, while literature is being
reviewed. In the case study we presented the method for determining the rate of financial, economic and
commercial return, then, by applying the DuPont analysis, companies were ranked and the Pearson's correlation
coefficient was determined for the study of factors that influence the profitability of the DuPont
model. Deepening the study of factors that influence the financial performance of the model by calculating the
Pearson correlation coefficient demonstrates, for the companies analyzed, a strong link between company size
and profitability on the one hand and between equity finance and profitability, on the other hand, one thing
positive and at the same time incentive for investors.

Keywords: profit and loss account, performance, financial return, economic return, return on sale, Bucharest
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1. Introduction In the content of the paper, bibliographic

This paper addresses general and practical documentation is also mentioned, by which various
aspects on performance analysis for 64 companies V|ewp0|n-ts of Romanian and foreign authors abput
listed on the Bucharest Stock Exchange, of Top 100 the studied concepts were presented. Practical
by market capitalization, based on data taken from documentation for the 64 company subject to this
the annual financial statements published on the study and listed on the Bucharest Stock Exchange
Bucharest Stock Exchange website. One of the IS pr_esented as well. Data co!lectlon was made from
goals of this study is to rank the companies p_ubllc_ sources, the data belng_ extracted from the
analyzed by the DuPont model, following the financial statements of companies.
calculation of the model rates and the other rates of The references listed at the end of the paper
return in order to identify and interpret their made it possible to quantify and broaden the
position nationally. knowledge about the studied phenomenon.

The research methodology consisted of Without clal_mlng_ completeness in our approach
documentation, data collection, observation and based on real financial data from the sample of 64
descriptive data analysis. Our research is also companies, we believe that the present work brings
impressive both quantitatively and qualitatively. into the specialized literature new elements by the

integrated way of studying the performance of both
the study of rates of return and the DuPont analysis.
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2. Profit and loss account - the
expression of  companies’

performance

Profit and loss account is "an accounting synthesis
document through which the operating, financial
and extraordinary flows are regrouped. This
explains how the financial year result was
established, in different stages, allowing some
conclusions related to the economic performance of
the activity conducted by a company in a given
reporting period."[4]

Dorel Mates, Dumitru Mates and Dumitru
Cotlet consider that the profit and loss account
"shows, in a systematic form, the results of each
financial year or reporting periods, in terms of
expenditure and revenue reports, providing a
summary of the result structure of the operating,
financial and extraordinary activity."[9]

"The results achieved by company, as a result of
its efforts, are generally described, summarized and
presented at the end of the year through the profit
and loss account or result account. This
synthetically highlights the results for the period
through balance reports between expenditure and
revenue."[14]

Profit and loss account groups the enterprise’s
income and expenses by activity, namely [3]:

e operating activity, which is the dominant
activity aimed at achieving the company's
profit in the industrial, investment,
commercial and / or service provision
sector;

o financial activity, regarding the ownership
interests in other companies and other
investment activities. the operation and the
financial activity form the current activity
of an enterprise;

e extraordinary activity regarding those
extraordinary events affecting the normal
activity of the enterprise.

The data of this study were processed using the
annual financial statements expressed in lei for
2011, published on the website of the Bucharest
Stock Exchange. The main supplier of the data that
made this study possible was the profit and loss
account as it is a document that shows the
performance of a company.
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3. Companies’ financial
performance and return

condition

In the literature there is no clear distinction
between return and profitability rates in general.

The concept of performance is not viewed in a
unified vision, so definitions are frequently either
too general or too specific. Further, we are
presenting some of them.

lulia Jianu considers that "performance is a state
of enterprise competitiveness which ensures
sustainable presence on the market. Performance is
an indicator, with a potential of future outcomes,
which occurs as a result of achieving strategic
objectives." [13]

"The evaluation of firm performance is very
important for a firm since it is associated with the
determination of corporate strategy, operating
performance, and managerial compensation.” [7]

Economic and financial performance is defined
by Gheorghe Bistriceanu as "a superior quality
level of financial and economic activity conducted
by economic agents, which is assessed using
several indicators, such as turnover, capital output,
labor productivity, return on capital, gross profit,
net profit, efficiency of using fixed assets and other
indicators."[5]

The company's performance occurs "based on
production of goods and services whose value is
higher than the value of consumed resources.” [16]

We explain a diverse vision concerning the
definition of performance through the stages that
mark the evolution of performance concept, thus
identifying four stages in the evolution of this
concept [17]:

e Dbetween the 50's - 90's — when there is an
homogenization on the definition of this
concept and a variety of criteria for
assessing the performance are used, such
as: productivity, flexibility, adaptability,
capacity, environment control, turnover,
production costs and others;

e the end of the '80s and '90s - the
performance is defined by the level of
objective achievement;

e Dbetween 1995-2000, the performance is
defined according to the efficiency and
effectiveness of the company;

e Dbetween 2000 to date, the performance is
defined based on value creation.

For the company, performance "occurs simply
by the good outcomes, obtained as a result of
activity. Undoubtedly, the best performance is
obtained when profit is made, position on the
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competitive market is maintained, and the
company’s wealth has an upward trend both in real
form and on the stock exchange". [2]

"The precondition for the increase in the level of
performance of a company is its management based
on repeating measuring. The measuring itself must
stem from the identification of key factors that have
impact on the performance of a company and the
application of the optimal system of measurements,
which reflects the mutual relationships between
activities, the rate of successfulness of their
execution and their impact on the overall
performance”. [10]

An increase in profitability rates, in dynamics,
reflects "an increase in business profitability and,
this way, the conditions for an increase in activity
profitability and future growth of the company's
value are provided." [1]

Compared to profitability, return is "one of the
most synthetic forms of expressing the efficiency of
the entire economic and financial activity of the
company, respectively, all means of production and
labor used in all studies of the economic circuit:
supply, production and sale." [3]

Colasse defines return "based on company's
capacity which is considered an investment, to
achieve a result that is measured by the ratio of this
result and the investment they are undertaking." [8]

"Profitability measuring is given Dby an
explanatory, efficiency rate system, defined as the
ratio between the economic and financial effects
and the efforts to obtain them." [23]

Buglea considers that the construction of return
rates, "different forms of profit expression
indicators are reported to indicators expressing the
effort made by society." [6]

Return rates emphasize "economic and financial
characteristics of the companies, allowing the
comparison of their industrial and commercial
performance.” [3]

To determine the performance rates a number of
64 companies were studied, according to the Top
100 of market capitalization issuers, listed on
Bucharest Stock Exchange, Class | and II.

3.1. Financial return analysis

Rates of financial return "measure return on
equity, i.e. financial investment that shareholders
have made by buying the enterprise’s shares” [22].
Financial return "remunerates the owners of the
company reserves, in fact, it represents an increase
in owners’ property, by their incorporation into
capital, and hence an increase in value of the action
taken." [23]
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Financial return is "the ability of the company to
develop net profit by equity engaged in its
activity." [3]

Depending on the indicators used to the report
number, the financial return of a company can be
expressed as follows [13]:

A. Return on Common Equity (ROE)

“Return on Common Equity” it is the name
ROE stands for and it reflects “the efficiency of
using the capital of the contributed shares or of net
profit at the enterprise’s disposal for self-financing
and company’s equity.” [20]

Net Income
X 100

ROE = -
Shareholder Equity

B. Pretax rate of financial return  (Rfpretax)

When reporting the current result, before tax,
and equity, pre-tax rate of financial return is
obtained. To note is that the current result before
tax is the gross result for the year, before tax, and
equity does not include retained profit.

Current result befor X 100

Rfpretax = -
Equity

Financial return "remunerates shareholders,
either by giving them dividends, or either as reserve
increase, representing an increase in owners’
property, by their incorporation into capital and
therefore increasing the intrinsic share value." [18]

Further, in accordance with Annex 1 -
"Determination of rates of financial return” for 64
companies listed on the Bucharest Stock Exchange,
the rates of financial return were calculated. For
example, the rate of return on equity was
determined for S.C. Transilvania Constructii S.A.
(COTR) as follows: (1.085.936 / 129.964.290) x
100 = 0,84 %. Pretax return on equity for the
company Siretul Pascani S.A. (SRT) is equal to (-
823.285 / 13.152.686) x 100 = -6,26 %. Both
companies taken as example have values below the
normal limit existing in the industry, i.e. 15%. Of
all companies covered by the current study,
approximately 12 companies have values close to
the normal value and the nearest is owned by SC
TMK - ARTROM (ART) which recorded a value
of 15.74%. The possible differences in calculation
come from the accomplished approximations. [12]
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3.2. Economic return analysis

The economic rates of return "measure the
efficiency of material and financial resources
allocated to all activities of the company.
Profitability is analyzed on the capital employed by
the enterprise in the financial year to increase the
owners’ property and to pay the capital providers.
Economic return is an important indicator in
assessing the company's performance in the
evaluation of invested capital exploitation, being
the source of payment for such placed resources".

3]

A. Return on Total Assets (ROA)

ROA stands for "Return on Total Assets" and
"is the most popular method within the rates of
economic return and measures the profitability of
the entire capital invested in the entity. This ratio
measures the return on capital invested in business
assets, being calculated as the ratio between the
result obtained on various levels and its total assets
or components. It is independent of the
indebtedness, fiscal policy of income tax and
extraordinary items. Excluding financial and
extraordinary items, the economic rate of return
favors comparisons between companies of the same
sector." [1]

Net result for the year

ROA = x 100

Economic assets

B. Economic rate of return on assets (Rea)

If the economic result expresses the operation
result before interest expense and income tax,
economic rate of return becomes an economic rate
of return on assets.

Operating result
p g x 100

Rea = -
Economic assets

where: Economic assets = Fixed assets + Working
capital Needs + Cash
Working capital
Receivables) — payables
Payables are equal to debts to be paid in less
than one year or short-term liabilities taken from
the balance sheet.

Needs = (Inventories +

C. Return on gross economic assets (Rgea)

If the economic result is an operating surplus,
the ratio expresses the return on gross economic
assets.
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GTOSSO eratin Sur luS
p g SUTP™US < 100

Rgea = -
& Economic assets

In real terms, the economic rate of return "has
two dimensions: one to pay the invested capital at
least the minimum rate of return of the national
economy and the other to pay the economic and
financial risk taken by owners of the capital at the
enterprise’s disposal”. [18]

According to Annex no. 2 - "Determination of
economic rates of return”, the economic rates of
return were determined for 64 companies listed on
the Bucharest Stock Exchange. Return on assets for
company Amonil S.A. (AMO) was determined as
follows: (-22.741.061 / 67.120.854) x 100 = -
33,88%. In order to calculate the economic rate of
return on assets, it is necessary to calculate in
advance the economic asset for which the working
capital needs should be determined. For company
S.N.T.G.N. Transgaz S.A. (TGN) working capital
needs is equal to (43.247.769 + 366.868.985) -
358.127.194 = 51.989.560 lei. By working capital
needs, economic assets were determined as follows:
3.402.786.965 + 51.989.560 + 19.154.501 =
3.473.931.026 lei. Thus, all the necessary data
being calculated, rate of return on net assets for the
proposed example is equal to (442.570.859 /
3.473.931.026) = 12,74 %. For S.C. Compa S. A.
(CMP), the return on gross economic assets was
determined as follows: (62.898.804 / 393.334.041)
x 100 = 15,99%. In industry, the normal value for
this type of rate is 9%, and according to Annex. 2, a
total of about 32 companies have a value close to
the normal value. [12]

3.3. Return on sales analysis

The rates of return on sales consider "return of
different stages of business activity in the formation
of the result, being determined as the ratio between
accumulation margins and turnover or value
added.” [17]

A. Return on sales margin (Rsm)

This rate is used mainly by business enterprises
and highlights the commercial strategy adopted by
them. The analysis of this rate shows the efficiency
of trade policy in general and pricing policy in
particular.

Sales margin
x 100

R =
sm Sales of goods
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where: Sales margin = Sales of goods — Cost of
goods

B. Return on gross operating margin (Rgom)

If we want to measure the level of gross
operating result, independently of financial policy,
investment policy, the incidence of taxation and
exceptional items, we appeal to gross operating
margin rate.

GTOSSO eratin Sur luS
p g SUTPTS < 100

Rgom =
& Turnover

where: Gross operating surplus = Value added -
(Staff expenses + Other taxes, fees and similar
payments)

C. Return on net margin (Rnm)
A rate expressing the overall efficiency of the
company, namely its ability to make a profit and to
face competition, is the rate of net margin.

Net result for the year
f Yo 100

Rnm =
Turnover

D. Return on net operating margin (Rnom)

Operating efficiency in all its aspects is
highlighted by net operating margin rate or rate of
return on exploitation. The result of the operation
has the advantage of being influenced by
depreciation and adjustments, becoming a net
operating result.

Operating result
P g x 100

Rnom =
Turnover

Based on the formulas presented, rates of return
on sales were determined for the companies studied
and presented in Annex 3 "Determination of rates
of return on sales”. Return on sales margin, for S.C.
Mj Maillis Romania S.A. (MJM), taken as an
example, involved first determining the sales
margin: 35.207.278 - 32.595.061 = 2.612.217 lei.
Once the necessary data are obtained, sales margin
rate of return is equal to (2.612.217 / 35.207.278) x
100 = 7,42%. Gross operating margin rate of return
for the company Retrasib S.A. (RTRA) was
calculated using gross operating surplus equal to
10.504.884 - (6.034.384 + 243.219) = 4.227.281
lei. After determining the gross operating surplus,
gross operating margin rate of return is (4.227.281/
41.308.854) x 100 = 10, 23%. For company Dafora
S.A. (DAFR), the net margin rate of return is equal
to (2.008.175 / 161.599.658) x 100 = 1,24 %, and
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for S.C. UAMT S.A. (UAM), the net operating
margin rate of return was calculated as follows:
(3.406.949 / 84.091.931) x 100 = 4,05%. This
category of rates in industry is around 5%, while in
the present study, about 12 companies fall within
the normal range. [12]

4. Company Ranking Based on the
DuPont Model

The DuPont Formula, also known as the
strategic profit model, is a common way to
decompose the financial return in three important
components. Essentially, ROE will be equal with
the profit margin multiplied with the asset speed of
rotation and equity multiplier. [26]

ROE = ROS x TAT x EM

The DuPont formula tells us that ROE is
affected by three things [24]:

* operating efficiency, which is measured by
profit margins;

« efficiency in the use of assets, which is
measured by the turnover of the total assets;

* financial leverage, which is measured by the
equity multiplier.

As can be seen, the DuPont formula can be
decomposed into several formulas, indicators that
can show us the influence of each of them. Thus
[24]:

o Return Trade (ROS) reflects the share of
net profit in the turnover. It also indicates
what percentage of turnover is represented
by net profit.

Net result for the year
ROS =
Turnover

e The assets speed of rotation (TAT) shows
the number of rotations of the assets in a
cycle of exploitation.

Turnover
TAT=——
Total assets

e Financial Leverage or the general
borrowing rate is the ratio between total
debt and equity, reflecting financial
managers the ability to attract external
resources to boost the efficiency of equity.
Financial leverage expresses the influence
that indebtedness (attracted financing
sources, mainly bank loans) has on return
on equity of the company (own financial
sources such as social capital, reserves,
depreciation, net profit remained available
to the firm). Leverage measures the
company's ability to invest loaned capital at
a higher rate to the interest rate. At first
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glance, indebtedness adversely affects
profitability as allotted interests increase
costs and decrease profits. In reality, if the
rate of return is higher than the interest
rate, borrowing has a positive influence on

profitability and on the company's
increasing wealth.
Total assets
EM=——"—"7
Equity
The Pearson Correlation is a statistical

technigue that measures and describes the degree of
linear association between two quantitative
continuous variables, normally distributed. [25]

For data analysis, we used the Pearson's
correlation coefficient. This coefficient is a
statistical model of the correlation calculation to
establish the intensity of relationship between the
same two variables within the data distribution. The
Pearson correlation report has the following
mathematical formula [15]:

_ - 2(y-F)
S Yooy T T
where: r = The Pearson correlation report
X and ¥ = the indicators' average value on
the same distribution range

Coefficient "r" takes values between -1 and +1
indicating the power (we interpret the coefficient
value) and the direction (we interpret the sign of the
coefficient) of the linear association. The absolute
value indicates the power of association [24]:

e "+" sign means that "r" is directly in
proportion to the direction of the joint;

e sign "-" indicates that Pearson's correlation
coefficient is inversely proportional to the joint
direction. In general, r > 04 is a good
correlation. The Pearson's correlation is used for
values that are normally distributed (uniform) for
the non-uniform using the Spearman correlation
coefficient (rs), so the Pearson's correlation
coefficient is independent of the measure unit and
can only be wused for normally distributed
values. [24]

e r€]0;0,2] — very weak correlation

e r€]0,2;0,4] — weak correlation

e r€][0,4; 0,6]—reasonable correlation

e r€]0,6;0,8] — high correlation

e r€]0,8; 1] — very high correlation

For the 64 company ranking, there was
calculated, in addition to the financial return, the
return on sales, the rotational speed and the
leverage. These rates, determined according to the
formulas presented above are exposed to all
companies in Annex 4 "Rate ranking based on the
DuPont model”. Thus, for example, the return on
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sales for the company CONTED S.A. Dorohoi
(CNTE) was determined as follows: 2.285.540 /
18.644.924 = 0,12 and Tourism Felix S.A. Biile
Felix (TUFE), the ROS indicator is equal to
6.738.894 / 48.437.997 = 0,14. Another example is
Stirom SA Bucharest (STIB), where the rotation
speed was calculated as follows: 207.570.716 /
380.864.669 = 0,54. The same was done for the
company Impact Developed & Contractor S.A.
(IMP) where: 13.540.400 / 408.352.467 = 0,03.
The last indicator, non-determined until this
paragraph is the leverage which in the case of the
company Amonil S.A. (AMO) was determined as
follows: 89.426.766 / 65.085.786 = 1,37 or for the
company Energopetrol S.A. Company (ENP):
31.722.305 / 9.936.674 = 3,19. Thus, the final of
Annex 4 shows that the companies were arranged
in the order of increasing rate of financial return,
the highest value being held by the Arad Contor
Group S.A. (CGC), with a result of 10,72; and
Armatura S.A. (ARM) has the value -12,01
representing the lowest value among the analyzed
companies. The highest value of commercial
profitability among the analyzed companies is 0,28
for the company S.N.T.G.N. Transgaz (TGN), for
the rotation speed Petrolexportimport SA (PEI) has
the highest value of 7,57; and the leverage with the
greatest results, that of 161,69 is owned by
Armatura S.A. The financial rate of return in
addition to the formula set forth in the previous
paragraph can be determined by multiplying
commercial profitability, leverage and the
rotational speed. For example, for Electrocontact
Industrial Group SA (ECT), the financial
profitability was calculated as follows: -0,09 x 0,46
x 1,26 = -0,05. For the results to be expressed in
percentages, we multiply the result by 100, so
Rompetrol SA (RRC): 5,31 x 100 = 531. Values
equal to 0 do not have any influence, being neutral.

By applying the Pearson correlation
coefficient according to the formula above, we
obtain the following results: "r" calculated between
total assets and the net result for the year, the
coefficient is equal to 0,91, so there is a very high
correlation between the two variables because "r" is
in this case between [0,8;1]. The correlation
between the net result for the year and turnover is
equal to 0,72; therefore, we have a high correlation,
the Pearson correlation coefficient falling between
[0,6; 0,8], and the correlation coefficient between
the net result for the year and equity has a value of
0,98; therefore also a very high correlation, the
correlation value being close to the first. According
to all three calculated correlations, it appears that at
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the analyzed company level the correlation is very
high.

The correlation coefficient value, calculated in
the three cases shows a positive trend for our
sample, as it indicates a strong direct link between
the company size and the outcome, or between
equity financing and the result. Therefore, for
investors, this will be an element of stability and
confidence.

Considering that some indicators established
names in English, in some cases abbreviations were
used in their native language.

5. Conclusions

After the specifications made, Profit and loss
account are part of the financial statements, with
the balance sheet, information data, the statement
of fixed assets, the situation of fixed assets
depreciation, the situation of adjustments for
depreciation. Profit and loss account shows the
performance of an entity, because it presents
income and financial, operating and extraordinary
expenses.

Of the many definitions of the concepts of
profitability and efficiency, we conclude that the
approaches in terms of performance evaluation are
more general, the concept of profitability having a
wider scope, so that profitability indicators, to some
extent, are absorbed. It results that a company, in
order to be profitable, should operate under profit,
i.e. revenues should exceed costs involved in
performing the activity.

We appreciate that the rates of return shown are
used with a clearly defined role and that is to
highlight the efficiency of the utilization of
investments conducted in the entity’s activity. Of
the total rates calculated for the 64 companies listed
on the Bucharest Stock Exchange, the normal range
for the rates of return on equity are complied in a
proportion of 18,75%, economic rates of return of
50%, and the rates of return , the same as in the
first category, of 18,75%.

Based on this survey, we conclude that the
majority of companies covered by the current
study, do not fall within the normal limits, being
under 50% for the financial and commercial rates
of return and equal to 50% for the rates of
economic return.

As a proposal, it has been observed in order to
reduce the decline in shares, we should try
correlating inventories, stock exchange
international development, lack of investment in
the Romanian market and other factors proposed by
various companies facing such situations.
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In the attempt to study the factors influencing
the performance, the last part of the paper made the
ranking of analyzed companies possible using the
DuPont model. According to the model, the rate of
financial return, is influenced by a number of
factors that can be highlighted by its decomposition
by other rates of return, ROS, ROA, EM or TAT.
The effectuated calculations for this model are
presented in the last appendix, where companies
were prioritized according to the rate of financial
return, in an ascending order of the results.

Pearson's correlation coefficient, as a statistical
tool for the evaluation of the intensity of the
relationship between the DuPont model factors
expresses, in the case of our sample, a positive
situation. Thus, an increase in profitability can be
expressed in most cases either by increasing the
size of the company, represented by the indicator
Total Assets, or by increasing the indicator Equity.
A possible increase can be expressed also by the
increase of Turnover, but only 52% of the cases
(the coefficient of determination r’= 0,71?= 0,52).

As a proposal to practitioners, the means shown
by us to study the performance can be taken by
technical analyses that are performed in the case of
stock portfolios. Thus calculating the factors
influencing their performance and their intensity on
financial profitability, it can be assessed
empirically if there is or not a significant bond
between the company size, the mode of financing
and results. If there is, we may consider the
investment decision timely in that portfolio.
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