Analysis & Interpretation of Accounts - (Some Key Ratios)

Profitability
	(P) Return on Capital Employed =
	Profit before Interest and Tax
          Total assets less current liabilities 

	x 100%

	(Profit before interest and tax is also known as operating profit)



	
(P)  % Net Profit =

	
Net Profit
Sales

	
x 100%

	(P) % Operating Profit = 
	Operating Profit
Sales
	100%

	

	(Operating Profit = Profit before interest and tax)


	
	
	

	(P) % Gross Profit =
	             Gross Profit
                  Sales

	x 100%

	
	
	

	(Gross Profit = Sales – Cost of Sales)


	

	(P) % Asset Turnover =
	Profit before Interest Tax
Total Assets - Current Liabilities

	x100%

	(P) % Return on owners’ equity

	Profit after interest and Tax
Ordinary Shares + Reserves
	x 100%

	
	
	



                                                               Liquidity
	(L) Current Ratio =
	Current Assets
Current Liabilities



	(L) Quick Ratio or Acid Test=
	Currents Assets- Stock
Current Liabilities




                                                         
    Efficiency
	(E) Stock Turnover or in days =
	Stock             x365
                         Cost of Sales



	(E) Debtor Collection Period =
     ( Receivables )
	                       Receivables         x 365 days
                              Sales (credit)



	(E) Creditor Payment Period =
     ( Payables )
	             Payables      x 365 days
                     Purchases (Credit) /Cost of Raw Materials



	
	

Gearing



	(G) Gearing  =
	Long Term Borrowings   x 100%
* Long Term Borrowings+ Ordinary Shares and Reserves

( *Long Term Capital Employed )

Or

Long Term Borrowings                                                      x  100%
Shareholders’ Funds

 



                                                                 Investment  
	(I)Earnings per share =
	Profit after Interest and Tax
Number of Ordinary Shares Issued



	(I) Dividend Cover =
	Profit after Interest and Tax
Dividend Paid



	(I) Dividend Yield =
	Dividend per Share              x 100%
Market Value Per Share



	(I) Interest Cover =
	Profit before Interest and Tax
Interest on Long Term Borrowings



	(I)Return on Equity =
	Profit after Interest and Tax  x 100%
Ordinary Shares + Reserves



	(I) Price / Earnings (P/E) =
	Current Share Market Price
Earnings per Share







