3.3 Profitability Ratio

3.3.1. Measuring Profitability 

3.3.1.1 Rate of return on net sales

Without the effects of the costs of tax and borrowing, the rate of return on net sales mirrors the return on sales from the operation. 

Formula

Rate of return on net sales = Profit before interest and expense





Net sales

Rate of return on net sales for Billabong International Limited – 2004
Rate of return on net sales for QuickSilver Inc - 2004

Comparing the rate of return on net sales between the two companies, 

3.3.1.2 Operating Profit Margin 

The operating profit margin measures the prosperity of each dollar of sales that is returned to shareholders. 

Formula

Operating Profit Margin = Net Profit After Tax




Sales Revenue

Operating Profit Margin for Billabong International Limited - 2004

P19
87035

=  0,128127369




           679285

Operating Profit Margin for QuickSilver Inc – 2004

P76
81 369

=  0,0642224875




           1266939

3.3.1.3 Rate of return on total assets  

Rate of return on total assets measures how lucrative an establishment uses its assets. 

Formula
Rate of return on total assets = (Net profits + income tax + interest expense)





          Average total assets 

Rate of return on total assets for Billabong International Limited – 2004

P19
(127877 +40842 +168719 / 57001 369 =29,59982456) = 0,00003419

P20
(901 180 + 80 3886  / 2 = 852533

Rate of return on total assets for QuickSilver Inc – 2004

P77
(81 369 + 40 623 = 121 992 / 6390 = 19,09107981) =  29,59982456


(990 990 + 707 970  / 2 = 84 9480

3.3.1.4 Rate of return on ordinary shareholders’ equity

This ratio is shareholders equity that comprises of any extra issued ordinary shares and retained profits.

Formula
Rate of return on ordinary shareholders’ equity =  (Net profits – preferred dividends)







      Average ordinary shareholders equity

Rate of return on ordinary shareholders equity for Billabong International Limited – 2004

Rate of return on ordinary shareholders equity for QuickSilver Inc – 2004

3.3.1.5 Earnings per share (EPS)

The amount of net profit per share of the establishment is the earnings per share.

Formula
Earnings per share (EPS) =              (Net profits – Preferred dividends)



         Weighted average number of ordinary shares issued

Earnings per share for Billabong International Limited – 2004

P60     202 289 312

Earnings per share for QuickSilver Inc – 2004
4. Shares

4.1.1. Analysing Shares as an Investment 

4.1.1.1 P/E Ratio

This ratio is the relative amount of market price per share to earnings per share. 

Formula
P/E Ratio =   Earnings per share
                Market price per share 

P/E Ratio for Billabong International Limited – 2004

P19   43.0 = 16,53846154

P37   2.60

P/E Ratio for QuickSilver Inc – 2004
P60
1,42
4.1.1.2 Dividend yield

This ratio shows the proportion of a share’s market value profit as dividends to shareholders each period. 

Formula
Dividend yield = Dividend per ordinary share


    Market price per ordinary shares

Dividend yield for Billabong International Limited – 2004

P40  50630 =19473,07692

P37   2,60

Dividend yield for QuickSilver Inc – 2004

4.1.1.3 Dividend Payout Ratio

This ratio illustrates the proportion of earnings paid out as dividends and points out management’s plan for profit retention.

Formula
Dividend Payout Ratio = Total dividends to ordinary shareholders



     Net profit after tax – preference dividends

Dividend Payout Ratio for Billabong International Limited – 2004

P40

50630 = 

P19

(87035 - ?

Dividend Payout Ratio for QuickSilver Inc – 2004

4.1.1.4 Book value per ordinary share

This ratio indicates the book value per ordinary share

Formula

Book value per ordinary share = Total ordinary shareholders’ equity





       Number of ordinary shares issued

Book value per ordinary share for Billabong International Limited – 2004

P40
   578542      =  0,002845109

P38
203346147 

Book value per ordinary share for QuickSilver Inc – 2004

?
?

P92
3595521

