!! F I N A N A C I A L R A T I O !!
A. Profitability ratio:-Profitability ratios measure the firm's use of its assets and control 

of its expenses to generate an acceptable rate of return.

1. Gross margin:- It expresses the relationship between gross profit and sales
revenue. 

Gross margin = Revenue- cost of goods sold

Gross margin % = (Gross margin / Revenue)* 100

2 . Profit margin:-Profit margin, Net Margin or Net Profit Ratio all refer to a measure of 

profitability It is calculated using a formula and written as a percentageor anumber.

Profit margin = Net Income / Net sale revenue

3. Operating margin:-It is the ratio of operating income divided by net sales, usually

presented in percent.

Operating margin = (Operating Income / Revenue) * 100

For Example:The Coca Cola Company

Consolidated Statements of Income(In millions)
	Net Operating Revenues
	$ 24,088

	Gross Profit
	$ 15,924

	Operating Income
	$ 6,308

	Income Before Income Taxes
	$ 6,578

	Net Income
	$ 5,080


(Relevant figures in italics) 

Operating margin = (6308 / 24088) * 100 = 2619 %
4. Gross profit margin:-It is a financial ratio used to assess the profitability of a firm's core 
activities, excluding fixed costs.

Gross profit margin = (Sales - Cost of goods sold) / Sales 

5. Operating profit margin or Return on sales:-
Operating profit margin or Return on Sales (ROS) = Earnings before interest and taxes / Sales,

where EBIT = Operating Revenue – Operating Expenses + Non-operating Income, and

Operating income = operating revenue – operating expenses + non-operating income.

6. Net profit margin:-
Net profit margin = Net profits after taxes / Sales 
7. Return on equity:-
Return on equity = Net profits after taxes / Stockholders' equity or tangible net worth,

= Net profit / Equity

= Net income / Avg. stockholders' equity

8. Return on investment:-
Return on investment = Net income / Total assets 

9. Assets turnover:- It measures the efficiency of a company's use of its assets in generating sales 

revenue or sales income to the company

Asset turnover = Sales / Assets, where sale = "Net Sales" or "Sales" from the company's income 

statement and Assets = "Total assets" from the company's balance sheet .

10. Return on assets:-It shows how profitable a company's assets are in generating revenue.

ROA = Net income / Total Assets

11. Return on capital:-When the return on capital is greater than the cost of capitalthe company is 

creating value; when it is less than the cost of capital, value is destroyed.

Return on Invested Capital (ROIC) can be computed as:

ROIC = (Net Operating Profit - Taxes) / (Total Capital)

12. Return on capital employed:-It is commonly used as a measure for comparing the performance 

between businesses and for assessing whether a business generates enough returns to pay for its 

cost of capital.

Return on capital employed = EBIT / (Total assets – Current liabilities)

13. Efficiency ratio:-A lower percentage is better since that means expenses are low and earnings 

are big. It is the inverse of operating leverage: revenue / expenses.

B. Liquidity ratio:-It measure the availability of cash to pay debt

1. Current ratio:-It measures whether or not a firm has enough resources to pay its 

debts over the next 12 months.An acceptable current ratio varies by industry.Generally 
speaking, the more liquid the current assets, the smaller the current ratio can be without 
cause for concern.For most industrial companies, 1.5 is an acceptable current ratio.As the 
number approaches or falls below 1 (which means the company has a negative working 
capital), you will need to take a close look at the business and make sure there are no 
liquidity issues.Companies that have ratios around or below 1 should only be those which 
have inventories that can immediately be converted into cash.If this is not the case and a 
company's number is low, you should be seriously concerned.If you're analyzing a balance 

sheet and find a company has a current ratio of 3 or 4, you may want to be concerned.A 
number this high means that management has so much cash on hand,they may be doing a 
poor job of investing it.
Current ratio = Current assets / Current liabilities
2. Acid-test ratio or quick ratio:-Ideally the acid test ratio will be 1:1, but 0.8:1 is acceptable, with

less the business could suffer financial difficulties.

Acid-test ratio (Quick ratio) = (Current assets - Inventories) / Current liabilities

C. Activity ratio:-Activity ratios measure how quickly a firm converts non-cash assets to 

cash assets.

1. Average collection period = Accounts receivable / (Annual credit sales / 360 days)

2. Average payment period = Accounts payable / (Annual credit purchases / 360 days)

3. Inventory turnover ratio = Cost of goods sold / Average inventory, where average inventory = (opening + closing) inventory / 2

4. Inventory conversion ratio = Inventory conversion to cash period (days) = 360 days / Inventory turnover 

D. Debt ratio:-It measure the firm's ability to repay long-term debt. Debt ratios measure 

financial leverage.

1. Debt ratio = Total assets / Total liabilities

2. Debt to equity ratio = (Long-term debt + Value of leases) / Stockholders' equity

3. Long-term debt/Total asset (LD/TA) ratio = long-term debt / Total assets

4. Times interest-earned ratio = Earnings before interest and taxes EBIT / Annual interest expense

5. Debt service coverage ratio = Net operating income / Total debt service

E. Market ratio:-It measure investor response to owning a company's stock andalso the 

cost of issuing stock.

1. Payout ratio = Dividend / Earnings

= Dividend per share / Earnings per share

Note:Earnings per share is not a ratio, it is a value in currency.

Earnings per share = Expected earnings / Number of outstanding shares

2. P/E ratio = Price / Earnings per share

3. Cash flow ratio or Price/cash flow ratio = Price of stock / present value of cash flow per share

4. Price to book value ratio (P/B or PBV) = Price of stock / Book value per share

5. Price to sales ratio = Price / sales.

F. Other activity:-
1. Percentage Gross Profit on Turnover = (Gross Profit) / (Sales) x 100.

2. Percentage Gross Profit on Cost of Sales = (Gross Profit) / (Cost of Sales) x 100.

3. Percentage Net Income on Turnover = (Net Income) / (Sales) x 100.

4. Percentage Total Expenses on Turnover = (Total Expenses) / (Sales) x 100.

5. Percentage Operating Profit on Turnover = (Operating profit) / (Sales) x 100.

6. Percentage Operating Profit on Cost of Sales = (Operating Profit) / (Cost of Sales) x 100.

7. Net Assets = (Total Assets) - (Total Liabilities).

8. Solvency Ratio = (Total Assets) / (Total Liabilities).

9. Net Current Assets = (Current Assets) - (Current Liabilities).

10. Rate of Stock Turnover = (Cost of Sales) / (Average Stock).

11. Period for which Ample Stock is on Hand = (Average Stock) / (Cost of Sales) x (365 days or 12 months).

12. Debtors Average Collection Period = (Average Debtors) / (Credit Sales) x (365 days or 12 months).

13. Creditors Average Payment Period = (Average Creditors) / (Credit Purchases) x (365 days or 12 months).

14. Debt/Equity Ratio = (Total Liabilities) / (Shareholders Equity). This is also known as Risk or Gearing, the extent to which a company is financed by borrowed funds; for example, if a company is highly geared, it borrows a lot.

15. Return on Total Capital Employed = ((Net Profit before Tax)+(Interest on Loan)) / (Average Capital Employed) x 100.

16. Return on Shareholders' Equity = (Net Profit after Tax) / (Average Shareholders' Equity) x 100.

17. Earnings per Share = (Net Profit after Tax) / (Number of Shares Issued) x 100.

18. Dividends per Share = (Dividends on Ordinary Shares) / (Number of Shares Issued) x 100.

19. Net Asset Value per Share = (Shareholders' Equity) / (Number of Shares Issued) x 100.

20. Net Profit before Tax on Turnover = (Net Profit before Tax) / (Turnover) x 100.

