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ACCOUNTING RATIOS

e

Performance| Pro?f‘ctbilitj Liquidity Efficiency
Ratias Ratios Rati0s

ticienss Rali

.ate of taveatory Turnover: I Measuies

convertng  stock iy soles.

b medsuies  that o4 averaqe how mony  times imvenlory purchaed i

converted Wto  soles, the higner the rafe of wnventory turaover, the more

efficient o business is.The Lower the inveaiory turover m days the better

(t 15 4or the basness .

Note - Businesses dea\ing n {ast moving consumes geods, pefishable goods
ov ooev\ci’nj an  low protit margws usually have higher tate of invenlory
tumaver.

- Businesses deo\mg N luxury and {oshionable geods o wovk'\r\g an
high profit margns  usually hove Lowet fate of nuen tory - turnover.

lr\venTOfg tumover = _cast of <sales -

average R\ emovj

Rvecage Inventory = Openlng inventnry + clacing inveatory

the efficiency of o business of

Limes

Q.
Example
A B
3 $ $ £

Sales 600000 456600
€) (es

opening inventory 90000 500060
+ purchoses 360000 250000
6 cloging  Mventory (50000) | (4100660) | (60000} | (40000)

gross  profit 200000 10000




Rusineds @&

Rverage  Inveatory = Opeing inventary + (lacing inuealory

Q.
Rverage inventory - 90000 +53%0000 - $16000
Q
lnventory tumover= _cast of <ales - tumes

averoqe m\)emovj

Rate of lmentory Tumover- _HUOOOOO - K. H times of 365 =6 days
$10000 5131

R usiness B
Rverqge inventory = 50000+60000 - $35000
Q

Rate of Inventory Tumover=$U0000 - UY.36 times OF 365 = gU days
$53000 u-36

Raalysis/comment = Business  A's  rate  of mwntorj tumover s 1.35 times
highev and.  better whith means bhusiness & 1S move efficient in conthmg

<kock Wto sawes.

f highe mue V /
| M Dfave  tate nvento urnover °
. Wncrease  wi demand. .
1. Decrease | Reduction m selling  price.
3. Holdng  lesser amount of mventory.
b Holding a “sale’ (seasoval / festive)



MV ento
..Reduction in storaqe cost] warehousing  cost.
3. Reduction ™ msurance cast,
3 lower oppurtudity  cost.
4_less chanCes of vedtovy bewming obselete [outdated .
5.lesser risk of damage,

D icadvantoges -

L The business can  run out of stock [ demand can mot be satictied.
Tnventory  Tumover (Days) - i\mgﬁ_\mmﬂtﬂ% x 365 - Days
(ost of Sales

(Weeks) - _Average muenfory x S - Weeks
Cost of Sales

(Months) - | x 19 - months
(ost of Sales

It meastures on  awvefage how many dugg are vequ‘irui t6  coaverC mVentorj

mtoe  sales.

Trade. Receiuanies  Collection Peciad] Trade Recelvanles Tumover: & measures the

effictency of credit control department that on avevage how many days are

requited to collect amount from Credit Customet.

The <hotter the collection Pec‘iod the. more efficient o business & and theee

are, 0sg chances of coshflow problems ar}g bad debts.
¢

Trade Recetvabnies Collection Peqiod = Trade *receivables x 365 - days
credit sales

How con we improve the (allection periad :-

). Strict  Credit  terms.

2. Allow cash discount for early settlement

3

- Improve efficiency of credit control department-
. Reduce credit sales 10 risky Customer.
5. (harge ivterest fov late payment,




Trade Payabies Poyment Period/
Trade Payables tumover - trade payables  x 3¢H - days

Credit Pufchases

It measures that o awerage haw many days are  requited to settle the
amoutt  t0 tiade  payables.

Trade payables  payment  periad. shoud always pe tugner  thaft Trade
receivables  coliection  pericd  t0  have  postve  impddl on  casiiflow) positian.

vont \ ers
+ Discoud t recerved from - ciedit supyliers
+ (nood. relationdhip with cedil  suppliecs
- (redit - wotthiness i the Market (credi 1ating)
$SANiNgS {rem iaterest  charged by  supplers

t eavl
- Poot  cashilow  pasition

- 1nccease in short tam  borrowings (e.q: bank gverdraft]

ch;enue
Nen  Curceat  fegets  durnavel - It measures the  dficiency of 10N cuvenk

assets . genemlan of SGles revenue  that  how e{f,ecrt‘vebj 0 business i§
using ks non Curenf osets to Sencrate Salts.

Non  Curreat  fegets  Aulnavel = e Qeyen 1€ = times
N0N cuveem ossets (nby)

It Measures that hew ey s of 00N Cuwenl  asgets o business
LarNS  sales  vevenu€.

MCreaseMaon  cuv?nt  0sSlt  turn6Vey| deceeqse. i mow

Culfent asget turggver
*IN(rease 10 sales  revenue «dlrvease " Sales  rgvenue
+ Deprecigtion of mon  curent  asSet |+ Upward. révaluation of won cuwert assels
- Dispasal of nea Cufrenl asset - additiofs i1 NeA curreat assets.




Liqui di

working capital = Capital avadable to vnaage

(aS day to 00‘1 operations ¢f
a business.

Liguidity= & is an abiliy of a buSiness {0 pay shart term debks, For

shot term survival of business  [iquidity is more mPartanl than
pmﬁtibl\lt‘ﬂ .

L(urreat Ratid] u)@rkm% apital vatig

Current

Ratig = _Carrent fgceke = o ¢ | [1.5 -2)

Curcent Liabilities

- $3090Q = A: |
$100 00

Carvedt rabio measures that how much omount o+ cdreent gssels ate
avalabte 10 settle o L‘lob'l[(t\j of $1.

Adeel Arham Jawen@ Natalia .
cureent  0sgets 30000 5000 20600 30000
warfent Lighilities 15060 18000 2000 10000

fdeel

cuvrent  fatio = $30000, - Q) o tiquidity  positian 15 Stable
$15000

ﬁf!mm

Wrreqt  Yatio - $35000 - .38 : 1> Uqu(ditj position ¢ uastable and needs
$18000 IMprav ement.

Taw)e(ia

current vatio = $£30000

\]

0.9 : \> L(quidi’rj pocition s quite alarming and
$33000 even the going Cofieem assumptiofl is
doulbotful



Notalia
current  vato = _$30000 - S : 1 - Too much exeess vatig S odso not o
$10000 good sign, it means the business i

undev froding eitner they are  halding oo
Much  anowit of inventory, 100 much
amouwt i tied up in trade recevabler
ov holding o much idle cash which
s an  oppurtumty  losC.

2. _Quick RafiofAcid tect Patiafliquid vatio :-

Quick  ratio - _Currenl Bgsets — (nvenfary
carvent  Labilties

[t Measures  how much  omount of \iquid currell  oscets  qye  available to
Setle o liabllty of $1. Siace jventory is the least liqud. curenr asel
k16 excuded fom the caleulations. Currenl 0%6e% qyailable to  setile urqen‘\
Liablities

H Lne \ e liguidt
I Sale of  suplus NN Cuwent  asgefls.
Ltake out o bank \can

3 Mivaduce aadddional capital mto business
y.4ale of inventory  at profit.

9 Redute  Drawings .

6. Contyol expenses



Exnmple,

kate nancia) Pssit
$ %

Non (uvrent A¢gets 156,000
Current Accets

\r\ve(\tor3 1 0000

Trade Recewablec 30000

Bank | 6000 50,008
Total Acgets 100,000
Owner'g Copital 1LO,000
Non Current Lt\QbiL(‘cg d5,000

Cuvrent Li&b\\lit\j
Trade Poyables 35660

Requl

Calculate and commeat on:-
l. Carrent  1abig.

. QuiCk 1ato.
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