
MEANING OF RATIO ( ) 

Meaning of Accounting Ratios ( ) 

(Accounting Variables)  

Forms of Expression of Ratios 

i) (Simple Ratio or Pure Ratio)

(Quotient) 

 

ii) (Percentage) 

        

        
        

iii) (Rate or Time) 
       

      
 Stimes)

(Turnover Ratios)

‘ ’

             
(Useful in Simplifing Accounting Figures)

ii) (Useful in Financial Position Analysis)

iii) (Useful in Assessing the operational Efficiency)

iv) (Useful in Comparative Study) 

v)  (Useful in Control) 



i) (Limited use of a Single Ratio) -

ii) (Effect of Incorrect Original Data)

(Window Dressing)

  

iii) (Different Meanings to Accounting Terms) 

(Capital Employed) 

iv) (Variations in Acconting Bliues)

v) (Effect of Price level change)

vi) (Historical Analysis)  

(Peronal 

Analysis)

vii) (Personal Biast)  

i) (Profitability Ratios)                         

ii) (Tuenover or Activity Ratios)                

iii) (Liquidity Ratios)      

iv) (Long-Term Salve Net  Ratios) 

(Profitability Ratios) 

‘‘ (Keynes)

’’ 

‘‘

i) (Genaral Profitability Ratios)     

ii) (Over-all Profitability Ratios)       



(Genaral Profitability Ratios) 

(Gross Profit Ratio) (Gross Profit Margin)

(Gross Marogin to Net Sales )  

                   
          

              x 100 

Nores:-1.  (Net Ssles)  Total Sales Cash Sales + credit sales)-sales Returns 

                      

2. (Seles Cost of Goods Sold)

3. (Cost of Goods Sold)

4.

(Gross Profit – Net Profit + I.dlcctxp          

5. (Net Profit Ratio) 

Net Profit Ratio:-
          

         
x100 

Note:- (Net Profit after taxes)

ii)

iii) (Non-Opruting Inlome and Expenses)

(Net Operating Profit Ratio)

Net Operating 
                    

         
x 100             

iv) Net Operating Profit = Net Profit – Non Operating Inlome + Non - Operating Exponese 

     Or,                

v) Gross Profit + Operating Inlome - Operating Exponese              

vi) (Operating Ratio)   

Operating Ratio:-
              

         
 x 100         

=
                                      

         
x 100 

Note:-

2. 
                                                      

                                      
 

3. (Expenses Ratio) 

a) Administration Expenses Ratio
                       

         
x

b) Selling and Distribuion Expenses Ratio =
                 

         
x100 

c)                    Ratio =
                 

         
x100 



Note:- (Material cost Ratio) (Direct 

labourcost Ratio) (Foctory               ) 

4. (Retun on cuptal Employed)

5. (Gross Capital Employed). (Total 

asstes or resoureces) Return on gross gpitul 

Employed or total resouress = 
                                  

            
x100  

 Note:-

b)

Return on (Net) Capptial Empolyed = 
                               

    )                
x100 

Net Captial Employed= Total Asstes – Current Libilities 

Note:-

6. (Earning per share or E.P.S) (E.P.S)

E.P.S = 
                                        

                   

(Overall Profilability Ratio) 

i) (Retun on Proprietor’s fnuds or shareholder’s 

investment)  Return on owner’s Equity: Retun on Net woth  Return on 

shareholder’s yunds (earniny power)

ii)Return on proprietor’s / shareholder’s funds =
                                

                  
 x 100 

Note:-



a) Shareholders found of Net Worth = Equity share Capital+Prefernce share capital+Reseves & 

surplus- Accunmulated cosses’s fictitious Asstes. 

b) (Renturn oon Equity Capital)

(Return on owner)

c)

Retun on Equity (shareholders funds) = 
           

                        

Note:- Net profite (after interet tax and shareholder’s funds = Equity 

Capital+Resever & Surpuls-Accumulated. Cosses are Fictitious Assets.)

d) Retuen on shreholden funds/proprietor’s funds or Retun on Net 

worth or return on Equity shareholders funds 

Return on Equity Capital = 
          

                      
x100 

Note:- Net Profit Returen on Equity Sharesholder’s funds 

(Activity Ratios) (Performance Ratio) 

(Turnover Ratios)

i) (Stock Turnover Ratio) (Inventory Turnover, Meerchandise 

Turnover) Stock Turnover Ratio:- 
                  

                          
      Note:- Cost of goods sold = Sales-Gross Profite or = Opening Stock + 

Purchase+wages + Direct Exp-Colsing Stock 

2.Average Stock = 
                           

 
 

3. 

Net Sales 

4.

5.  (Stock of Finished goods) 

(Debtors Turnover Ratio) (Receiv\ables Turnover 

Ratio)



Debtors Turnover Ratio:-
                 

                            
 

Note:-(i) Net Creaditasales = Salees – Cashsales – Dalesretun 

         (ii) Average Debtors/ Receivbles = 
                      

 
  

(iii) Receivable = bebtors + Bill Reaeivables (Average collection Period or              

Debt Collection Period) 

(Average Collection Period or Debit Collection Period 

Note:-1 

Averge collection Period:- 
                          

                  
x365 

2. 

3. (B/R)

4. (Bad bebtes) (Reserve for Bad and 

Doublful Bebts)

5. (Creeditors Turnover Ratio):-

(Payable Turnover Ratio)

Creditors Turnover Ratio:-                       

                         
 

Note:- (Payables)

Average Payment Period = 
                            

                     
 

6. (working Capital Turronover Ratio)

 working Capital Turronover Ratio=
                   

               
 

Note:-1. (Sales)



2. = – Current Asstes –Current Libilites

3. (Assets Turronover Ratio) 

4.Total   Asstes Turronover = 
                                

            

a) Fixed Asstees Turronover = 
                                

             
  

b)Current Asstes Turronover = 
                   

              
  

Note:- Sales Coste of goods 

2. (Absolute liquid Ratio) (Super Quick Ratioo)

(Absolute liquid Ratio) =
                       

                  
   

Note:-  (Absolute liquid Asstes Cash in Hand+ Cash at Bank + Marketble 

Securites 

i) (LIguid Liabilities) = Current Libilities – Bankoverdarve 

ii) 0.5:1

(Solvency Ratio) 

a) (Short Terem Solvency)
(Liquidity Ratios)

b) (Long –Term Solvency)

(Ratioo of financial Poosition) (Debt Equity Ratio)

i) (Debt Equity Ratio)
(External eyuities or outsider’s funds) (Internal equities or 

shareholder fund) 

Debt Equity Ratio 
    

      
 or 

              

             
  



(Shareholder)

Ratio of Long Term Debt to Shareholder: yunds

ii)  Sales Cost of goods Sold 
Coost of goods Sold

(Iquid)

(Current Ratio)

(Working Capital Raito) 

Current Ratio 
               

                   
 

Note:- 

Current Asstes:- 

a)Cash in Hand a) Bill Receivable 

b)Cash at Bank b) Stock 

c)Marketable Securities c)Aceiad Income 

d)Short Term Inverslment c)Frepaid Exp 

e) Debtors  

Current Liabilities:-  

Creaditors Bank Overdraft 

Bill Payble Proposed Dividend 

Liability for Taxes  

Outstanding Exp.  

ii) (Liquid Ratio) (Quick Ratio) (Acid Test 
Rati)

Liquid Ratio or Quick Ratio =
             

                   
 



Note:- (i) 1:1

ii) Liquid Asstes =
             

                   
                    

iii) Liquid Liabilities = Current Liabilites – Bankoverdraft. 

Note:- 
                

                  
(Outsider’s Funds)

ii)

iii) (Proprietary Ratio)

Proprietary Ratio =
                                          

            
 

iv) (Solvency Ratio)

Solvency Ratio =
                         

            
 

Note:-
%

ii)
             

                           

iii) (Fixed Asstes Ratio)

Fixed Asstes Ratio =
                

                                     
 

Note:- (i) Net Fixed Asstes = Total Fixad Asstes-Depraciation     

  

ii) 1:1 

Fixed Asstes to Net worth 

Ratio or Ratio of Fixed Asstes to proprirtor’s yunds)          

Fixed Asstes to Net Work Ratio =
                

         
 

iii) (Capital Geriny Ratio)

Capital Gecriny Ratio:- 
                                       

                                           
 



iv) (Interest Coverage Ratio or Debt Service Ratio) 

Interest Covragee Ratio 
                         

                                  

v) :-(Debts to total Funds Ratio)

 (Debts to total Funds Ratio:-
            

 


