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.
Net Profit Margin
Net Profit 		x 100 =		**%
Sales
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ROCE
Profit Before Interest	  x 100% =	**%
Capital Employed (Total Assets less current liabilities)
Return On Capital Employed – A higher ROCE indicates more efficient use of Capital
The profit the owner made from putting his Capital into the Business.  A result of 20% or better is acceptable.
This ratio is good at comparing companies in the same sector.

Asset Turnover
Sales					x 100 =	** times
Total assets less current liabilities
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

Stock Turnover
Closing Stock	x 365 =		** days
Stock
Tells us how much stock has been sold – indicates efficiency
A result of 8 days is ideal

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

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

Gearing Ratio
loans	x100% =			**%
Total assets less current liabilities
The higher the level of gearing, the higher the risks.
25% is low gearing
50% is high gearing.     Somewhere in the middle of these figures is considered good for a well-established business.
Proportion of finance provided by debt concentrates on long term.
Interest Cover
Profit before Interest =			**
Interest

