	Quick

Ratio
	An indicator of a company's short-term liquidity. The quick ratio measures a company's ability to meet its short-term obligations with its most liquid assets. The higher the quick ratio, the better the position of the company.

The quick ratio is calculated as:


 

Also known as the "acid-test ratio" or the "quick assets ratio".  
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	The quick ratio is more conservative than the current ratio, a more well-known liquidity measure, because it excludes inventory from current assets. Inventory is excluded because some companies have difficulty turning their inventory into cash. In the event that short-term obligations need to be paid off immediately, there are situations in which the current ratio would overestimate a company's short-term financial strength. 


quick ratio 
Definition

A measure of a company's liquidity and ability to meet its obligations. Quick ratio, often referred to as acid-test ratio, is obtained by subtracting inventories from current assets and then dividing by current liabilities. Quick ratio is viewed as a sign of company's financial strength or weakness (higher number means stronger, lower number means weaker). For example, if current assets equal $15,000,000, current inventory equals $6,000,000, and current liabilities equal $3,000,000, then quick ratio amounts to: ($15,000,000 - $6,000,000)/$3,000,000 = 3. Since we subtracted current inventory, it means that for every dollar of current liabilities there are three dollars of easily convertible assets. In general, a quick ratioof 1 or more is accepted by most creditors; however, quick ratios vary greatly from industry to industry.
	Current Ratio
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A liquidity ratio that measures a company's ability to pay short-term obligations. 

Calculated as:
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Also known as "liquidity ratio", "cash asset ratio" and "cash ratio". 

 

[image: image4.png]Investopedia
Says...





The ratio is mainly used to give an idea of the company's ability to pay back its short-term liabilities (debt and payables) with its short-term assets (cash, inventory, receivables). The higher the current ratio, the more capable the company is of paying its obligations. A ratio under 1 suggests that the company would be unable to pay off its obligations if they came due at that point. While this shows the company is not in good financial health, it does not necessarily mean that it will go bankrupt - as there are many ways to access financing - but it is definitely not a good sign.

The current ratio can give a sense of the efficiency of a company's operating cycle or its ability to turn its product into cash. Companies that have trouble getting paid on their receivables or have long inventory turnover can run into liquidity problems because they are unable to alleviate their obligations. Because business operations differ in each industry, it is always more useful to compare companies within the same industry. 

This ratio is similar to the acid-test ratio except that the acid-test ratio does not include inventory and prepaids as assets that can be liquidated. The components of current ratio (current assets and current liabilities) can be used to derive working capital (difference between current assets and current liabilities). Working capital is frequently used to derive the working capital ratio, which is working capital as a ratio of sales. 




	Liquidity Ratios

	[image: image5.png]



A class of financial metrics that is used to determine a company's ability to pay off its short-terms debts obligations. Generally, the higher the value of the ratio, the larger the margin of safety that the company possesses to cover short-term debts.   
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Common liquidity ratios include the current ratio, the quick ratio and the operating cash flow ratio. Different analysts consider different assets to be relevant in calculating liquidity. Some analysts will calculate only the sum of cash and equivalents divided by current liabilities because they feel that they are the most liquid assets, and would be the most likely to be used to cover short-term debts in an emergency.

A company's ability to turn short-term assets into cash to cover debts is of the utmost importance when creditors are seeking payment. Bankruptcy analysts and mortgage originators frequently use the liquidity ratios to determine whether a company will be able to continue as a going concern. 




	Debt-Service Coverage Ratio (DSCR)
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1. In corporate finance, it is the amount of cash flow available to meet annual interest and principal payments on debt, including sinking fund payments. 

2. In government finance, it is the amount of export earnings needed to meet annual interest and principal payments on a country's external debts. 

3. In personal finance, it is a ratio used by bank loan officers in determining income property loans. This ratio should ideally be over 1. That would mean the property is generating enough income to pay its debt obligations. 

In general, it is calculated by: 
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A DSCR of less than 1 would mean a negative cash flow. A DSCR of less than 1, say .95,  would mean that there is only enough net operating income to cover 95% of annual debt payments. For example, in the context of personal finance, this would mean that the borrower would have to delve into his or her personal funds every month to keep the project afloat. Generally, lenders frown on a negative cash flow, but some allow it if the borrower has strong outside income. 




Accounting Ratios 
for Financial Statement Analysis
	 

	Liquidity Analysis Ratios   
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Current Ratio


	 
	 
	Current Assets

	 
	Current Ratio =
	------------------------

	 
	 
	Current Liabilities
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Quick Ratio


	 
	 
	Quick Assets 

	 
	Quick Ratio =
	----------------------

	 
	 
	Current Liabilities

	 
	 
	 


	Quick Assets = Current Assets - Inventories
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Net Working Capital Ratio


	 
	 
	Net Working Capital

	 
	Net Working Capital Ratio =
	--------------------------

	 
	 
	Total Assets

	 
	 
	 


	Net Working Capital = Current Assets - Current Liabilities

	   


  

	Profitability Analysis Ratios   
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Return on Assets (ROA)


	 
	 
	Net Income 

	 
	Return on Assets (ROA) =
	----------------------------------

	 
	 
	Average Total Assets 

	 
	 
	 


	Average Total Assets = (Beginning Total Assets + Ending Total Assets) / 2
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Return on Equity (ROE) 


	 
	 
	Net Income 

	 
	Return on Equity (ROE) =
	--------------------------------------------

	 
	 
	Average Stockholders' Equity 

	 
	 
	 


	Average Stockholders' Equity 
= (Beginning Stockholders' Equity + Ending Stockholders' Equity) / 2
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Return on Common Equity (ROCE) 


	 
	 
	Net Income 

	 
	Return on Common Equity (ROCE) =
	--------------------------------------------

	 
	 
	Average Common Stockholders' Equity 

	 
	 
	 


	Average Common Stockholders' Equity 
= (Beginning Common Stockholders' Equity + Ending Common Stockholders' Equity) / 2

	   


	[image: image16.png]


Profit Margin 


	 
	 
	Net Income 

	 
	Profit Margin =
	-----------------

	 
	 
	Sales 
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Earnings Per Share (EPS) 


	 
	 
	Net Income 

	 
	Earnings Per Share (EPS) =
	---------------------------------------------

	 
	 
	Number of Common Shares Outstanding

	 
	 
	 


	   


  

	Activity Analysis Ratios   
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Assets Turnover Ratio


	 
	 
	Sales 

	 
	Assets Turnover Ratio =
	----------------------------

	 
	 
	Average Total Assets 

	 
	 
	 


	Average Total Assets = (Beginning Total Assets + Ending Total Assets) / 2
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Accounts Receivable Turnover Ratio


	 
	 
	Sales 

	 
	Accounts Receivable Turnover Ratio =
	-----------------------------------

	 
	 
	Average Accounts Receivable 

	 
	 
	 


	Average Accounts Receivable 
= (Beginning Accounts Receivable + Ending Accounts Receivable) / 2
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Inventory Turnover Ratio 


	 
	 
	Cost of Goods Sold 

	 
	Inventory Turnover Ratio =
	---------------------------

	 
	 
	Average Inventories 

	 
	 
	 


	Average Inventories = (Beginning Inventories + Ending Inventories) / 2

	   


  

	Capital Structure Analysis Ratios   
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Debt to Equity Ratio


	 
	 
	Total Liabilities 

	 
	Debt to Equity Ratio =
	----------------------------------

	 
	 
	Total Stockholders' Equity 
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Interest Coverage Ratio


	 
	 
	Income Before Interest and Income Tax Expenses 

	 
	Interest Coverage Ratio =
	-------------------------------------------------------

	 
	 
	Interest Expense 

	 
	 
	 


	Income Before Interest and Income Tax Expenses 
= Income Before Income Taxes + Interest Expense

	   


  

	Capital Market Analysis Ratios   
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Price Earnings (PE) Ratio


	 
	 
	Market Price of Common Stock Per Share

	 
	Price Earnings (PE) Ratio =
	------------------------------------------------------

	 
	 
	Earnings Per Share
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Market to Book Ratio


	 
	 
	Market Price of Common Stock Per Share

	 
	Market to Book Ratio =
	-------------------------------------------------------

	 
	 
	Book Value of Equity Per Common Share

	 
	 
	 


	Book Value of Equity Per Common Share 
= Book Value of Equity for Common Stock / Number of Common Shares 
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Dividend Yield


	 
	 
	Annual Dividends Per Common Share

	 
	Dividend Yield =
	------------------------------------------------

	 
	 
	Market Price of Common Stock Per Share

	 
	 
	 


	Book Value of Equity Per Common Share 
= Book Value of Equity for Common Stock / Number of Common Shares 
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Dividend Payout Ratio


	 
	 
	Cash Dividends

	 
	Dividend Payout Ratio =
	--------------------

	 
	 
	Net Income

	 
	 
	 


	 
	   


  

	ROA = Profit Margin X Assets Turnover Ratio   
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ROA = Profit Margin X Assets Turnover Ratio


	 
	 
	Net Income
	Net Income
	Sales

	 
	ROA =
	------------------------  =
	--------------  X
	------------------------

	 
	 
	Average Total Assets 
	Sales
	Average Total Assets 

	 
	 
	 
	 
	


	Profit Margin = Net Income / Sales 
Assets Turnover Ratio = Sales / Averages Total Assets


