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Abstract. The development of a financial situation of a given company, in other
words accounting liquidity has a direct impact on the shape of the current
situation of an enterprise and the future prospects. The economic theory has not
clearly defined so far a group of indexes that may be used for an objective
analysis of the financial situation of the studied enterprise. The accounting
liquidity directly influences the level of the enterprise profitability. In spite of
dependency and correlation between profit and liquidity of an enterprise the two
phenomena should be divided to a certain extent as they occure in two different
time periods. In the process of management an increase of a profit does not
always result in possessing greater financial resources. The conducted studies
clearly indicate the specific companies belonging to the WIG-Food index in the
years 2011-2018, which were characterised by the highest level of profitability.
At the same time the companies with a low level of profitability were selected in
the research process. The following profitability indexes were used in the study:
return on sales (ROS), return on equity (ROE) and return on assets (ROA). The
main aim of the studies was to indicate the factors responsible for development
of profitability of the selected companies, which in the years 2011-2018 belonged
to the WIG-Food index using the basic Du Pont model.
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1 Introduction

The accounting liquidity and profitability play one of the most important roles during
a development of a financial situation of the enterprise at present and in the future. The
most effective management of the enterprise clearly reflects its level of profitability [7].
In order to present the assessment of the enterprise and its ability in the management
proces, which aims at achieving profit from resources involved in conducting activity,
we may use the profitability indexes, which are also defined as profitability indicators
or rates of return. Unfortunately, in the economic theory a group of indexes that clearly
and objectively present the financial situation of the enterprise have not been defined
so far. While conducting the financial analysis of the enterprise there may be a problem
due to a fact that the same value of the described index may be defined as a positive
assessment for the enterprise while on the other hand it may generate negative



assessment. In order to present the described phenomenon we use the accounting
liquidity index, if its level is high it may indicate a positive situation of the enterprise
and contribute to discharging its current obligations and at the same time may confirm
the accumulation of excessive amount of cash which will be non-profit asset item. The
second similar example may be the fixed assets rotation coefficient, which indicates if
the enterprise uses their assets effectively or cannot afford to purchase the sufficient
amount of fixed assets due to the little amount of capital [2]. Additionally, during
conducting the financial analysis of the enterprise there may be indexes indicating the
good condition of the enterprise and a few other indexes which describe it as negative.
Therefore, it may be difficult to assess clearly enterprise financial condition. A good
solution to counteract the negative assessment of the enterprise financial condition is to
use proper models and algorithms during the conducted studies, which allows to show
the cause-and-effect relationships between the selected financial indexes that
appropriately assess the correctness of the enterprise activity [13].

The term profitability may be defined as a surplus of the enterprise revenue on sales
over the cost of revenues [12], whereas the profitability measure is a relation of profits
obtained by the enterprise to invested capital or to achieved effects coming from used
production factors [4]. The enterprise profitability is directly connected with its
accounting liquidity, which is the enterprise ability to timely payment of liabilities [7].
This ability is determined by the amount of funds committed in the enterprise most
liquid assets. The level of ability to settle the enterprise current liabilities depends on
the amount of the enterprise liquid assets, for example cash [11]. A weak financial
position of the enterprise may be caused by a lot of factors, e.g. the decreasing level of
the enterprise financial liquidity, increase of financial liabilities due to contractors or
the increased level of receivables difficult to collect [3]. One of the most important
factors that have a direct impact on the enterprise accounting liquidity (and its financial
capacity) is profit. The described category may reflect the possibilities of the enterprise
development and is a base of assessment of the effectiveness during the management
process [8]. In spite of the interrelations between profit and accounting liquidity the
term should be divided due to the fact that they do not usually exist at the same time.
The level of profitability, especially its growth, not always results in increase of cash
inflow. At the same time the improvement of the enterprise profitability does not always
mean the improvement of the enterprise situation (the level of cash). In the longer
period a lack of payment capability of the enterprise may lead to its insolvency, so it is
very important to analyse the accounting liquidity. It is perceived as a necessary
prerequisite and when it is fulfilled may assure further proper functioning of the
enterprise [10]. The level of profitability and accounting liquidity of the enterprise
decide about its future. There are cases of enterprises that were profitable at the moment
of bankruptcy (lack of accounting liquidity). Agriculture is a specific section of
economy in which accounting liquidity of the enterprise (agricultural enterprise) does
not always have a significant impact on its profitability. The accounting liquidity in this
area of economy is typically at a high level [5]. According to Wasilewski [9] an increase
of the level of the fastly growing accounting liquidity may affect the level of the
agricultural enterprise efficiency in the process of using fixed assets and own capital.
The relation between the level of the enterprise accounting liquidity and its profitability



has not been analysed adequately, which may justify a need to perform studies in this
area.

2 The Aim and the Research Methodology

The main aim of the article is to present the factors responsible for developing
profitability of the selected companies belonging to the WIG-Food index in the years
2011-2018 with the use of the basic Du Pont’s model. As mentioned above, a basic
measure that may be used for assessment of the financial condition of the enterprise is
profitability index, including the return on equity ROE, which measures effectiveness
of using a company’s own capital. The proper high return on equity of the enterprise
determines to a large extent its proper functioning and further development, which is
largely of interest to the enterprise owners. The additional profitability indexes are
return on assets and return on sales. Return on assets is a proportion of the enterprise
net profit to the value of its assets. We can calculate it as a product of return on sales
and asset turnover index. However, the return on sales is a profitability index that
indicates how much net profit from sale remains in the enterprise. It ia a proportion of
net profit (see income statement) to net sales revenue.

Unfortunately, a synthetic approach to the return on equity do not allow to create
wider interpriting possibilities of the obtained results (net income/own capital). It only
allows to determine if the indicated profitability level is a result of low equity level or
high net income [1]. The structural system called ‘indexes pyramid’ creates better
interpretation possibilities and allows to present cause and result dependencies. It also
enables:

e to present the directions allowing to achieve an aim determined by the suitable
synthetic index,

e presents a place of individual index in the system and indirectly in the economic
reality.

The Du Pont model is a well-known form of profitability index of the pyramid structure.
The Du Pond model was created by Frank Donaldson Brown who was an employee in
the ‘Du Pont” company. Donaldson Brown was responsible for the improvement of the
car company ‘General Motors’ finances after the part of its shares was overtaken by
‘Du Pont’ enterprise. The model was the first system enabling planning and control of
the company activity and until 1970 won the name of predominant tool during the
financial analysis [6]. The original equasion looks as follows:
(Net income/sale x sale/total asset = net income/total asset = ROA)

zysk netto sprzedaz zysk netto ROA
X = =
sprzedaz aktywa ogolem aktywa ogolem

The research population used for the studies were the companies belonging to the WIG-
Food listed on the Warsaw Stock Exchange. The WIG-Food index belongs to the sector
indexes and its companies also participate in the WIG index and at the same time are



qualified to ‘food sector. The date of beginning of WIG-Food index is 31 December
1998 and the value of the index on this day amounted to 1279,56 points. The subindex
WIG-Food Methodology is the same as WIG index, that is total return index. When it
is calculated both prices of its shares and revenues from dividents and pre-emptive
rights are taken into account.

3 The Current State and the Research Results

The financial results of the selected WIG-Food companies in the years 2011-2017 were
characterised by a significant diversity (table 1). During these years only five of them
achieved a positive net result. The biggest net income in the years 2011-2012 and 2017
had Wawel S.A., in the other years GK ZT Kruszwica S.A. In the eight other analysed
companies in the years 2011-2017 at least in one year there was net loss (the most loss,
that is during four years, had: Agroton Public Limited, Milkiland NV or GK Pamapol
S.A.). Milkiland NV company is characterised by a especially negative tendency in
developing financial result as since 2014 it has had every year loss (since 2015 there
has been a decreasing tendency of the loss).

Table 1. The financial results of the selected WIG-Food companies in the years 2011-2017.

2011 2012 2013 2014 2015 2016 2017
Agroton Public Limited  -2119 6760 -5598 -80527 -9641 21755 8299

GK Ambra S.A. 19143 16032 16531 26047 19017 17869 23073
GK Colian S.A. 19534 46427 27434 20791 66822 39689 -30675
KSG AGRO S.A. 27140 8108 -31567 -50156 -2467 1831 358

GK ZT Kruszwica S.A. 29971 3413 106706 119841 93235 107581 41276
Makarony Polskie S.A.  -3347 1170 2900 4143 4914 5092 5517

Milkiland NV 14391 12771 10835 -71835 -72807 -38804 -7672
GK ZPC Otmuchow S.A. 8663 6523 4825 9441 3467 -36462 -2835
Ovostar Union 19671 23456 30589 25339 30954 22153 22457
GK Pamapol S.A. -2654 -3296 -23753 606 1071 3205 -2351
Pepees S.A. 8594 1895 654 3373 5288 17600 13364
Seko S.A. -4663 2068 5274 4589 5021 4485 9007
Wawel S.A. 56783 66668 80467 88035 92868 85086 113322

Negative financial result (bold)

In order to show the differences in the conditions of factors influencing the level of
development of return on equity in the selected WIG-Food companies the basic Du
Pont model was used at the first stage (table 2).

According to the data presented in table 2 the return on equity was significantly
differentiated in the years 2011-2017. It resulted from the changes in the level of return
on equity in the analysed period. The influence of the equity multiplier was definitely
smaller.



The highest level of return on equity was observed in the Ovostar Union company
(the average level of ROE amounted to 26,8%), except for 2014 when the value of the
company KSG AGRO S.A. return on equity was 348,0% and 2016 when the ROE of
the company Agroton Public Limited was 30,7%. The Wawel S.A. company also had
high values of the return on equity in the years 2011-2017 (the values of the index
ranged from 15,5% to 21,6%). The lowest ROE was observed in the Milkiland NV
company.

The similar tendencies were in case of return on assets which is an arithmetic product
of return on sales ROS and asset turnover index. The highest level of ROA was
observed in the years 2012-2015 and in 2017 in the Ovostar Union company (the value
of the index in these years ranged from 17,1% to 30,7%), in 2011 in the KSG AGRO
S.A. company (ROA=22,3%), and in 2016 in the Agroton Public Limited company
(ROA=26,6%). The biggest negative values of the returns on assets was in 2014 (for
the Agroton Public Limited company ROA amounted to -82,2%, and for the KSG
AGRO S.A. company ROA amounted to -54,8%). The high values of the return on
assets as well as return on equity were observed in the Wawel S.A. company.

The return on equity multiplier in the years 2011-2017 remained in the majority of
companies at the same level. The standard deviation level in 11 companies ranged from
0,1 to 0,5, with the exception of KSG Agro S.A. and Milkiland NV companies (in these
entities the standard deviation amounted to 4,6 and 10,2). The highest leverage effect
was observed in the Milkiland NV company in 2016 and 2017 (successively 29,0 and
13,7).

Table 2. Du Pont Analysis of the selected WIG-Food companies in the years 2011-2017.

2011 2012 2013 2014 2015 2016 2017
Agroton Public Limited ~ -1.8%' 54% -4.6% -1812% -21.0% 30.7% 10.4%

GK Ambra S.A. 9.6% 7.8% 7.8% 11.5% 8.2% 74%  9.3%
GK Colian S.A. 32% 73%  4.1% 2.6% 7.8% 4.5% -3.6%
KSG AGRO S.A. 37.9% 10.1% -64.8% 348.0% 192% -164% -2.8%
GK ZT Kruszwica S.A. 4.6% 05% 145% 151% 112% 15.6%  6.1%
Makarony Polskie S.A. 5.6% 19%  4.6% 6.1% 6.9% 7.0%  7.3%
Milkiland NV 9.0% 74% 64% -78.0% -210.1% -668.5% -65.6%
GK ZPC Otmuchéw S.A.  73% 52%  3.7% 6.8% 24%  -35.1% -2.8%
Ovostar Union 242% 22.4% 22.6%  30.6% 40.7%  25.8% 21.6%
GK Pamapol S.A. 22% -2.8% -252% 0.6% 1.0% 29% -2.2%
Pepees S.A. 95% 2.1%  0.7% 3.2% 4.8% 13.7%  9.5%
Seko S.A. -103% 4.4% 10.2% 8.5% 8.8% 7.5% 15.5%
Wawel S.A. 21.6% 21.3% 21.6%  20.5%  18.9%  15.5% 18.0%

according to the formula: return on sales ROS* asset turnover index*equity multiplier
= return on equity ROE

In the profitability assessment it is appropriate to indicate the correlation between the
partial factors and the basic index. This analysis aims at controlling the degree of



influence of these factors on the basic index by determining their strength and direction.
The differentiate method was used in the study. more precisely — three factors analysis
on the ground of greater interpretation possibilities. Although this method has some
drawbacks. including limited accuracy of measurement. it was admitted that its biggest
benefit is general nature of the approach to the measurement of the analysis of the
factors influencing the level of profitability.

The process of determining the influence of the analysed factors on the basic amount
with the use of differentiate method is performed in a few stages. The final result aims
at identifying the strength and direction of the impact of changes of the individual
factors on the return on equity level. In order to calculate ROE. it is necessary to identify
the impact of the change on the amount of deviation of the analysed phenomenon on
the basis of the determined absolute deviation of the basic value.

According to the performed three factors analysis (table 3) in the years 2011-2017
in the selected WIG-Food companies the return on sales ROS changes significantly
greater influenced on the ROE level than the other indexes (during these years in all
analysed companies there were only five cases when the greatest influence had the asset
turnover (in the companies: Wawel S.A. (twice). Makarony Polskie S.A.. Ovostar
Union. Seko S.A.) and four cases when the greatest influence had the return on equity
multiplier changes (in the companies: Milkiland NV (twice). KSG AGRO S.A.. GK
Kruszwica S.A.). As regarding return on assets and equity multiplier in the significant
majority a negative direction of strength was observed — in 44.9% possible cases (in
case of return on sales — ROS - the negative direction was only observed in 6.4%
possibilities).

Table 3. The strength of the impact of return on sales. assets turnover and the capital structure
on return on equity on the basis of three factors analysis.

Agroton Public Limited

2012 2013 2014 2015 2016 2017
ROS na ROE 121.7 101.2 42.1 94.9 112.0 94.1
TAT na ROE -20.4 -3.0 27.0 -0.8 6.9 5.7
ER na ROE -1.2 1.8 30.9 5.9 -18.9 0.2

GH Ambra S.A.

2012 2013 2014 2015 2016 2017
ROS na ROE 104.5 1811.4 145.5 95.0 129.1 73.2
TAT na ROE 20.5 1584.8 -25.6 -17.3 -20.8 41.8
ER na ROE -25.0 -3296.2 -19.9 22.4 -8.3 -15.1

GK Colian S.A.

2012 2013 2014 2015 2016 2017
ROS na ROE 113.0 124.7 85.5 112.0 101.0 97.4
TAT na ROE 9.7 8.0 -31.3 -3.2 2.3 -1.5

ER na ROE -22.7 -32.7 45.9 -8.8 1.3 4.0




KSG AGRO S.A.

2012 2013 2014 2015 2016 2017
ROS na ROE 102.3 553 -49.1 100.0 86.3 98.1
TAT na ROE 9.6 3.1 0.1 -1.6 11.6 -0.8
ER na ROE -11.9 41.6 149.0 1.6 2.2 2.7

GK Kruszwica S.A.

2012 2013 2014 2015 2016 2017
ROS na ROE 102.3 120.0 558.1 69.2 35.0 105.2
TAT na ROE -2.8 12.4 210.6 30.6 -9.3 -7.0
ER na ROE 0.4 -32.4 -668.7 0.2 74.3 1.8

Makarony Polskie S.A.

2012 2013 2014 2015 2016 2017
ROS na ROE 116.1 108.3 151.6 82.4 1212.8 -188.6
TAT na ROE -12.7 6.1 -35.3 59.3 -931.5 225.1
ER na ROE -3.3 -14.4 -16.3 -41.6 -181.3 63.5

Milkiland NV

2012 2013 2014 2015 2016 2017
ROS na ROE 74.8 201.9 66.5 31.6 -14.0 88.0
TAT na ROE -16.1 -73.5 11.2 -13.7 -4.8 -0.1
ER na ROE 41.3 -28.3 22.3 82.1 118.8 12.1

GK ZPC Otmuchéw S.A.

2012 2013 2014 2015 2016 2017
ROS na ROE 158.9 59.9 116.5 81.8 72.7 100.3
TAT na ROE -64.2 12.7 3.2 15.0 11.0 -0.9
ER na ROE 5.3 27.4 -19.7 3.2 16.3 0.6

Ovostar Union

2012 2013 2014 2015 2016 2017
ROS na ROE 50.5 481.1 -14.2 65.4 78.6 120.0
TAT na ROE 49.9 -696.7 98.5 53 15.6 -28.9
ER na ROE -0.4 315.7 15.7 29.2 5.9 8.9

GK Pamapol S.A.

2012 2013 2014 2015 2016 2017
ROS na ROE 122.8 118.6 100.3 107.5 91.6 96.0
TAT na ROE -4.3 -4.0 -0.3 452 4.6 6.0
ER na ROE -18.5 -14.6 0.0 -52.7 3.8 -2.0




Pepees S.A.

2012 2013 2014 2015 2016 2017
ROS na ROE 105.2 95.9 118.7 59.0 83.9 1194
TAT na ROE -53 2.1 -29.2 9.1 8.9 -16.5
ER na ROE 0.1 2.0 10.4 31.9 7.2 -2.9

Seko S.A.

2012 2013 2014 2015 2016 2017
ROS na ROE 97.2 112.9 87.3 22.7 119.8 82.1
TAT na ROE 4.4 -13.3 -5.7 151.3 14.4 429
ER na ROE -1.5 0.4 18.3 -74.0 -34.2 -25.0

Wawel S.A.

2012 2013 2014 2015 2016 2017
ROS na ROE 13.7 88.4 -187.3 8.8 57.6 241.2
TAT na ROE -241.5 -39.3 202.0 89.6 17.2 -103.2
ER na ROE 209.8 -245.1 85.4 1.5 25.1 -38.0

4 Conclusion

The conducted studies have proved that the basic operational activity and the achieved
sales revenues are significantly important for the analyzed WIG-Food companies. The
return on sales (ROS) has a decisive influence on the development of the return on
equity level. The equity multiplier plays a relatively insignificant role. so it may be
concluded that the leverage effect is of a marginal importance. On the basis of the
conducted studies with the use of the three factors analysis. it may be concluded that in
the years 2011-2017 the selected WIG Food companies [ROE level] were dependent.
to a significant degree. on the changes taking place at the sales profitability (ROS) level
in relation to the other factors. In the years 2011-2017 the level of equity return of the
analysed companies was characterised by the large variation. which may influence on
the proper functioning of the companies. The variations of the asset profitability level
in the analysed time period were responsible for this state of affairs. The impact of the
equity multiplier was definitely smaller than the direct influence of the variation of the
asset profitability level. A very good example of the company with the high level of
equity profitability in the years 2011-2017 was the Ovostar Union company. The high
level of the return on equity ratio in the analysed period was also noticed in the Wawel
S.A. company. The WIG food companies should be characterised by the proper
management and transparency of their activities in order to provide the high
profitability level. which directly influences on the possibility of keeping their position
on the market and belonging to the index.
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