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Notes for Ratios
Sales - Cost of Sales = Gross Profit
Gross Profit – Expenses = Net Profit
Capital Employed = Add Issued Share Capital/Retained Earnings/Long Term Loan
Debt Capital = Long Term Loan
Equity Capital= Retained Earnings + Reserves

You then must be able to comment on each Ratio, in particular identfying the followig:
· Definition of Ratio + use for stakeholders
· Comparison with previous year/industry and comment whether pleased or not
· Give recommendation
· Comment on the trend
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Summary of Ratios

itegory Name of Formula
Ratio.
Profitability | Gross Margin “Gross Profl ~ 100
Sales 1
Proftability | Net Margin “NetProfit x 100 Ashighss
Siles 1 possible
Proftability | Return on NePoli  x100 Greater than
Investment | Capital Employed 1 the retumona
Bank Account
Thquidity | Current Ratio | Current Assets - Current Libiliies | ATTeast 151 | AT known as the
Working Capital
rtio
“Quick Ratio | Current Assets - Stock Aot 11| Ao known as the
Current Liabiliies Acid Test ratio
Gearing Gearing Tixed Interest Capital x 100 | >30% Figh | Also known as the
EquiyCapial 1 |<S0% Low | Leverageor Debt
=50% Neutral | ratio





