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Profitability
Gross Profit Margin
Formula =   Gross profit       X 100
                     Revenue               
If a gross profit margin falls from one year to the next, the firm may try to reduce costs of its purchases. This may involve looking for cheaper suppliers, but the firm must try to ensure that this does not effect the quality of the product.


Mark up
Formula =  Gross Profit        X 100
                    Cost of Sales



Net Profit Margin
Formula =  Net profit Margin   X 100
                          Revenue
If net profit margin falls from one year to the next or is too low, the firm may look at reducing expenses by moving to cheaper premises or cutting staffing costs etc.


ROCE (Return on Capital Employed)
Formula = Net Profit before Interest and Tax          X 100
                                  Capital Employed
This ratio shows the percentage return that a business is achieving from the capital or money being used to generate return.


Liquidity Ratios

Current Ratio
Formula = current assets
                     Liabilities
This ratio shows the amount of assets in proportion to the firm’s liabilities, if liabilities were a lot higher, this would be a dangerous position to be in.


Liquid Capital Ratio
Formula =   Current assets – inventory
                              Current Liabilities
This ratio like the current ratio shows the amount of assets in proportion to the firm’s liabilities but it does not include inventory.



Efficiency Ratios

Trade Receivable Days
Formula =   trade Receivables 
                         Credit Sales                 X 365
This ratio measures on average how many days it takes for debtors to pay.


Trade Payable Days
Formula=  Trade Payable
                   Credit Purchases                X 365

This ratio measures how long it takes firms to pay for goods and services bought on credit.
Inventory Turnover
Formula =    Average Inventory
                         Cost of Sales           X 365
 
Average Inventory =   Opening Inventory + Closing Inventory
                                                                          2
This ratio expresses in days, the amount of time the firm holds its stock









