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: Accouhﬁng fKatios

A ratio is a mathematical numk;er that shows

the F7we relationship befween fwo accounﬂnj

ﬁfgures. Lt may be 4 fraction, -%, proportion

~

or a4 number of times.

[G.P. Fatio = G.P. / Met [Revenve x /O(_:“);eﬂ"

meam’nﬂﬁuﬁy related 2

ratio ot unre!af'eo( Qyures Serves no  Purpose.

OQ'LQcﬂues of Ratio Analysis

@ Locate weak areas needt'ny attention
%

@ Spot  potential areas to improuve
@ Analyse proﬁ'f'abﬂh‘y, If'zufdify,

.soluency & ef@'cr'ency :

@ Help cross-sectional comparison

1@ Ard projections for the Future

Limitations

Means and not the end 2 i'gnore price-level
chanﬂes ; ignore Zuah'faﬁl/e aspects ;| vary
with accounh'ny practices ; »o um‘versa!ly

dccep?"ec{ standard levels exist.
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Types of Ratios

Fonctional cdassification (most used)*‘,;'

@ Lt'zw'dffy short-term solvency v

| @ So/vency lo”’ﬁ‘ff'?_’" debt Saﬁefy
@ .Achwfy QQQccency -oﬁ use
| @ Proﬁmbih'fy earm'nﬁ' capacity

Trad¥onal - statement of PEL ratios,
*
balarce sheet ratios & composite ratios.

Current [Ratio

Proporh'on ot current assets to current

liabilities.

C.R = Current Assets / Corrent Liab| <27/

C.A. = inventories + trade receivables +
cash & ezurl/alenfs + short-term loans &
advances + o.fher current assets.

el = sho_rf'-f’erm borrowfné‘s + trade

,oayab/es + other C.L. + short-term

provisions.
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Current [Ratioc - Example

Lnventories $ 0,000 7 Trade recu. 0,000 ;
Advance tax 9,000 4 Cash 20000 -

Trade payables /00,000 ; S.T. borrow. 9,000

C.A. = £0,000 + $0,000 + 9,000 + 30,000
= & /31060
CL. = /00000 + 9,000 = Rs. /09,000

c /39,000 / 1,069,000 = }[29<-9s;

¥

Quick (Lfgyid) : Katio

Katio of Zufc% assets to current liabilities.
Also called the Acd-Test FRato.

Quick Ratio = Quick Assets /| C.L. <-ideal /:/

Quick Assets = CA 2= - ( inventories

advance tax + prepaid expenses ).
From example abouve

QA. = /39,000 - (50,000 + 9,000) = 50,000
Quick Ratio = §0,000 /) 1,069,000 = O0.77 + J
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Solvency Ratios

Measure lonﬁ‘fefm debf"payinj ability of

the business.

Debt-Equity Ratio

B/ = LT Debts / Shareholders’ F‘u,n%{_g &r 25/

Shareholders' Funds = Share capital +
Reserves & surplus + Money against share
warrants + Share application money
pendi'nj allotment.

= MNon-current assets -+ Worb(f'nj‘ capital

- Mon-crrent liabilities.

Other Solt/enc'; Ratios

Debt to Capital Emp!oyed = L.7. Deot /
Capital Employed.

Proprfef'ary Ratio = Shareho!d_).‘e:ﬂ' Funds /
Capital Employed { or MNet Assets ).
Total Assets to Debt = Total /‘lsset{ /
Lonﬁ—f’erm Debts.

Note . Debt to Cap. Empl. + Proprietary

Ratio e= / ( on ret-assets basis o
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Tnterest Coverage [Ratio

Mumber of times Iinterest on lony»f'efm

det is covered by available profits.

\ TOR = petore Int&Tax /) Interest

{ interest on Iony»ferm debt A

Eg /VP atter tax 60,000 ; ftax 0% -

/% L.T. deot /0,00,000.
P bebore tax = 0,000 x [00/e8 = (OUCL0
Fobrst = /50 k JO00000 = /50800
WPBIT = 100000 + /50,000 = 250,000

LCR = 250,000 / /50000 = /46l tres

Activity (Turnover] Ratios

Speed at which assets are converf‘edrl'nf'o

sales. H(gher = belier vtilisation.

/. ._I.;nuenfory furnover 2. Trade recv. -
3. Trade payable 7. Met assefs / cap.
employed 7. Fixed assets 6. Working

capital turnover.
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Turnover Katios

Inventory Turnover [Katio

e <~ times

| LT.° = Cost of [Kevenuve /. Auy. Lnl.

‘ Auﬁ. .fnvenf'ory = (Opem'n\? + Clos.rhg) / 2

Cost of [Reverve = [Revenve - Gross Profit

Eg : Cost 60000 ; Avg. . 20,000

BTk = 60000 /| 20000 = 3 fimes

. Trade [KReceivables Turnover

i TRT.R. = Mt Credit [ev. / Auﬂ. TIR

g TR = trade receivable y,

‘ Avy. Trade f(’eu-/. = (Opem’nﬁ -+ Closr'nﬂ)/z
‘ Debtors tacen '?ﬁ%ﬁ‘ beﬁore -prow'sfon for

'\ doubttul debts.

i . - . :
| LAUﬁ' Collection = 365 / 7'./7-7-./(1] e

H{gher turnover = 5peed7r collection.

L cfart ﬁyufes ab5e;'>f', use 7ear—end only.
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7 Trade Payab!es Turnover

Met Assets LR = /.67'; w.c. Tﬁ"
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More Turnover Katios

a

TPTK" = Mt Crec{if'_ ol i/ /41/9. T.j?.
( TP. = trade payable ] :

Avﬁ. Trade Payable = _[Openfnﬂ ered_ifor.s =
3/P + §Io$u'n\7 creditors + 3/P) / 2

7/“({9. Pa-fmenf' Period = 36$" / T.P.Tﬁ.“‘daVS
Lower ratic = Ionﬁer credit from su;cvph'ers_.

Capital & Asset Turnover

Nt Assets T.R. = [euenue ) Cap. Employed
Fixed Assets T.R = Mt [evenve / et
Fixed Assets :

Working Cap. T.R. = Mt FRevenve /

Wf:rv(:'r_g Capffal

_Eg : Rverve 30,00000 ; Cap. empl.

 /8,00,000 ; W.C. 2,00000

3
5

f:}zvesl H{g_he{ = eFﬁ'cfenf use of resources.
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P, roﬁf’abilﬂy Ratios

Analyse earm'ny Capact'fy of the business.

Gross Profit Ratio = G.P. / Mt [Revenve

X /G0

Operaf'fny Ratico = (Cost + Op. Exp.) = /
Met [euenve x /OO

Op. Prokit Ratio = /00 - Operah'nﬁ Katio

Mot Profit fatio = Met Prohit )/ Revenve

x /OO

RO.L = FBi7 /] cap Employed x |/50</

- Return on Mt Worth = PAT. /

Shareholders' Funds x /00

EﬁS = (PAT ~» Fref, D] L Al of eguity
shares

Boo Valve/share = EZuc'ﬁ/ SH Bide )/
Mo, of equity shares

Dividend Payout = D.P.S. / E.P.S.
P/E [Ratic = Market Price / E.P.S.
Higher profitapility = efficient use of

fonds & resources emplo\/ed.
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