Ratio Calculations				All asterisk denote figures

There are three main types of ratios, Profitability, Liquidity and Gearing.

Profitability Ratios

Gross Profit Margin

Gross Profit  		x 100 =         	** %
Sales	
Tells us what portion of the sales resulted in profit.  However, increased sales does not necessary
mean increased profit.  Gross profit margins are expected to reach the 40% benchmark
Net Profit Margin
Net Profit 		x 100 =		**%
Sales
The net profit margin is a key indicator of how well a company is run,
ROCE
Profit Before Interest	  x 100  =	**%
Total Assets less current liabilities
Return On Capital Employed – A higher ROCE indicates more efficient use of Capital
The profit made from the Capital put into the Business.  A result of 20% or better is acceptable.
This ratio is good at comparing companies in the same sector.  An organisation must watch internal trends (year on year) as an important indicator of performance.
This ratio is an important indicator regarding to what extent an organisation is able to generate profits form the assets it controls.  Companies make investments in assets (such as equipment, buildings etc) in order to generate a return.
Companies want to make sure that they maximise the income they generate from the assets they own.  If the result is low, it indicates that the income has been low compared to the amount of assets owned.  This particular ratio is a useful KPI if compared with other similar companies in the same sector.  If the result is below the industry average, it indicates an inefficient use of business assets.

Asset Turnover ratios
Total assets turnover
Sales Turnover
Total assets less current liabilities		=	** times
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Working Capital Turnover
Sales Turnover		=	***	times
Net current assets
This is an efficiency ratio which tells how efficiently assets are being utilised.  

Liquidity

Current Ratio
Current Assets		=	**
Current Liabilities
How quickly cash can be obtained to settle debts or pay expenses.
A result of 1.5 or better is acceptable

Quick Ratio (also referred to as acid ratio)
Current Assets – Stock	=	**
Current Liabilities
Match those cash or near cash assets with debts which have to be paid within the next 12 months.
A result of 1.1 or better is acceptable

Debtor Days
Debtors	 x 365  		=		** days
Credit Sales
Indicates the number of days it takes for debtors to pay.  30-36 days is mostly acceptable


Creditor Days
Creditors x 365   	 =		** days
Credit Purchases
Indicates the number of days it takes to pay creditors.  30 days is mostly acceptable

Gearing
Debt Ratio
Total debt/total assets	=
Interest Cover
Profit before Interest and tax	 =	**
Periodic Interest Charges
Companies can finance their operations either through investments from shareholders (equity) or by taking on debt.  Understanding the proportion that is financed by debt as opposed to shareholders equity is the debt to equity ratio, and a key indicator of the financial position of the company.
If a company has more debts than equity (sometime referred to as high gearing), it generally means that it has been aggressive in financing its growth with debt.  
Debt is not necessarily a bad thing because borrowing can finance growth.  Taking on debt can increase the earnings beyond the level that would have been possible with shareholder capital.  This means that as long as the company is able to increase earnings by a greater amount than the costs and interest payments for debt, it is generating value.

