A GUIDE TO ACCOUNTING RATIOS

1.
OVERALL PERFORMANCE
ROCE (%)


=

  Operating Profit






Capital Employed

Net Profit Margin

=

Operating Profit






Turnover
Asset Turnover

=

Turnover






Capital Employed
Gross Profit Margin

=

Gross Profit






Turnover
Notes:

Capital Employed

=

Total Assets less Current Liabilities





=

Shareholder’s Funds plus Long-term Debt
Operating Profit                  =                   Profit before Interest and tax

                                           =                   Profit before tax + Interest charges
2.
LIQUIDITY AND WORKING CAPITAL
Current Ratio (n:1)

=

    Current Assets






Current Liabilities

Quick Ratio (n:1)

=

Current Assets less Inventory (Stock)






      Current Liabilities

Inventory (Stock) Days (days)
=

Inventory (Stock) x 365






             Cost of Sales

Accounts Receivables (Debtors) Ratio (days) = Account Receivables (Debtors) x 365







  Turnover

Accounts Payables (Creditors) Ratio (days) = Account Payables (Creditors) x 365







      Cost of Sales

Turnover / Net Working Capital
=
    Turnover






Current Assets less Current Liabilities

3.
GEARING AND FINANCIAL RISK
Debt Ratio (%)

=
Total Debts





Total Assets

Capital Gearing (%)
 = Prior Charge Capital (long term Debt + Preference Shares)






  Capital Employed

Debt / Equity Ratio = Prior Charge Capital (long term Debt + Preference Shares)






Shareholders’ Funds

Interest Coverage ratio (times) =
Operating Profit





Interest Charges
Financial Gearing (%) = Operating Profit
                                         Profit after tax
4.
STOCK MARKET RATIOS
Return on Equity                 = Profit after tax - Preference Dividends
                                                     Shareholders' Funds
Earnings per Share            = Profit after tax - Preference Dividends
                                                     Total number of ordinary issued shares
Dividend Cover

=

Profit After Tax






Dividends Paid 
Dividend per Share            =                    Total ordinary dividend
                                                                  No. of ordinary shares
P/E Ratio


=

Market Price of Share






  Earnings per Share

Dividend Yield (%)

=

Dividend per Share







Market Price of Share

Earnings Yield (%)

=

      Earnings per Share






Market Price per Share

Earnings Yield (%)

=

Dividend Yield x Dividend Cover

Shareholders' funds = Ordinary shares and reserves - Preference shares
Pay-out Ratio = Total ordinary dividend 
                         Earnings after tax and preference dividends
