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Ratios:

Ch. 2

Current Ratio = Current Assets/Current Liabilities
Indicates a company’s ability to meet its current obligations.

Ch. 3

Total Asset Turnover Ratio = Sales Revenue/Average Total Assets

Measures the sales generated per dollar of assets. Used to asses company’s effectiveness at
controlling current and noncurrent assets.

Return on Assets (ROA) = Net Earnings + Interest Expense (net of tax)/Average Total Assets
Measures how much the firm earned for each dollar of investment. How well has manageme nt used
total invested capital during the period.

Ch. 4

Earnings Per Share (EPS) = Net Earnings/Avg. number of common shares outstanding during the period
EPS is reported on the income statement. Used to evaluate the operating performance and profitability
of a company.

Net Profit Margin = Net Earnings/Net Sales
Measures the amount of net earnings generated from every dollar of sales.

Return on Equity (ROE) = Net Earnings/Average Shareholders’ Equity
Measures how much the firm earned for each dollar of shareholders’ investment.

Ch.7
Gross Profit Percentage Ratio = Gross Profit/Net Sales
Measures the percent of gross profit for each dollar of net sales.

Receivables Turnover = Net Sales/Average Net Trade Receivables
Measures how many times average receivables are recorded and collected for the year.

Average Collection Period = 365 days/Receivables Turnover
Measures the average time in days it takes a customer to pay its accounts.

Ch. 8

Inventory Turnover = Cost of Sales/Average Inventory

Measures how many times average inventory was prod uced and sold during this period. A higher
number indicates that inventory moves more quickly, thus reducing storage and obsolescence costs.

Average Days to Sell Inventory = 365 days/Inventory Turnover.
Measures the average number of days it takes the company to sell inventory.
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