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Chapter 1

Introduction

The word profitability is composed of two words, namely, profit and ability. The term

profit has been explained above and the term ability indicates the power of a business
entity 10 carn profits. The ability of n concern also denotes its carning power or

opcrnting' performance. The profitability may be defined as the ability of a given
investment to carn a return from its use. Profitability is a relative concept whereas
profit is an absolute connotation. Despite being closely related to and mutually
interdependent, profit and profitability are two different concepts. In other words, in

spite of their generic nature, cach one of them has a distinct role in business.

As an absolute term, profit has no relevance to compare the efficiency of a business
organization. A very high profit does not always indicate sound organizational
efficiency and low profitability is not always a sign of organizational sickness.
Therefore, it can be said that profit is not the prime variable on the basis of which the
operational efficiency and financial efficiency of an organization can be compared. To

measure the productivity of capital employed and to measure operational efficiency,

profitability analysis is considered as one of the best techniques.

Organisational performance is a composite assessment of how well an organization
executes on its most important parameters, typically profitability, financial, market,
and shareholder performance. Corporate performance analysis is a subset of business
analytics/business intelligence that concerned with the “health” of the organization,

which has traditionally been measured in terms of financial performance. However, in
recent years, the concept of corporate health has become broader.
is an important concern, around which many other aspects of the

Profitability
corporate financial structure revolve. It is obvious for the simple reason that only if

the operations are profitable, the company will survive in the long run. The long-term

survival of the company depends on its ability to earn sufficient surplus and to grow
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