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                                            3 Liquidity Ratios Quick Ratio / Acid Test Ratio Current Ratio Working Capital Ratio Times Interest Earned Find more Liquidity Ratios on the myaccountingcourse.com financial ratios page. Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 3
                                            

                                            4 Quick Ratio -The quick ratio or acid test ratio is a liquidity ratio that measures the ability of a company to pay its current liabilities when they come due with only quick assets. Quick assets are current assets that can be converted to cash within 90 days or in the short-term. Cash, cash equivalents, shortterm investments or marketable securities, and current accounts receivable are considered quick assets. -The quick ratio is often called the acid test ratio in reference to the historical use of acid to test metals for gold by the early miners. If the metal passed the acid test, it was pure gold. If metal failed the acid test by corroding from the acid, it was a base metal and of no value. The acid test of finance shows how well a company can quickly convert its assets into cash in order to pay off its current liabilities. It also shows the level of quick assets to current liabilities. -The acid test ratio measures the liquidity of a company by showing its ability to pay off its current liabilities with quick assets. If a firm has enough quick assets to cover its total current liabilities, the firm will be able to pay off its obligations without having to sell off any long-term or capital assets. Since most businesses use their long-term assets to generate revenues, selling off these capital assets will not only hurt the company it will also show investors that current operations aren t making enough profits to pay off current liabilities. -Higher quick ratios are more favorable for companies because it shows there are more quick assets than current liabilities. A company with a quick ratio of 1 indicates that quick assets equal current assets. This also shows that the company could pay off its current liabilities without selling any long-term assets. An acid ratio of 2 shows that the company has twice as many quick assets than current liabilities.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 4
                                            

                                            5 Current Ratio -The current ratio is a liquidity and efficiency ratio that measures a firm s ability to pay off its short-term liabilities with its current assets. The current ratio is an important measure of liquidity because shortterm liabilities are due within the next year. be converted into cash in the short term. This means that companies with larger amounts of current assets will more easily be able to pay off current liabilities when they become due without having to sell off long-term, revenue generating assets. This means that a company has a limited amount of time in order to raise the funds to pay for these liabilities. Current assets like cash, cash equivalents, and marketable securities can easily -The current ratio helps investors and creditors understand the liquidity of a company and how easily that company will be able to pay off its current liabilities. This ratio expresses a firm s current debt in terms of current assets. So a current ratio of 4 would mean that the company has 4 times more current assets than current liabilities. A higher current ratio is always more favorable than a lower current ratio because it shows the company can more easily make current debt payments. -If a company has to sell of fixed assets to pay for its current liabilities, this usually means the company isn t making enough from operations to support activities. In other words, the company is losing money. Sometimes this is the result of poor collections of accounts receivable. The current ratio also sheds light on the overall debt burden of the company. If a company is weighted down with a current debt, its cash flow will suffer.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 5
                                            

                                            6 Working Capital Ratio -The working capital ratio, also called the current ratio, is a liquidity ratio that measures a firm s ability to pay off its current liabilities with current assets. The working capital ratio is important to creditors because it shows the liquidity of the company. Current liabilities are best paid with current assets like cash, cash equivalents, and marketable securities because these assets can be converted into cash much quicker than fixed assets. The faster the assets can be converted into cash, the more likely the company will have the cash in time to pay its debts. The reason this ratio is called the working capital ratio comes from the working capital calculation. When current assets exceed current liabilities, the firm has enough capital to run its day-to-day operations. In other words, it has even capital to work. The working capital ratio transforms the working capital calculation into a comparison between current assets and current liabilities. -Since the working capital ratio measures current assets as a percentage of current liabilities, it would only make sense that a higher ratio is more favorable. A WCR of 1 indicates the current assets equal current liabilities. A ratio of 1 is usually considered the middle ground. It s not risky, but it is also not very safe. This means that the firm would have to sell all of its current assets in order to pay off its current liabilities. A ratio less than 1 is considered risky by creditors and investors because it shows the company isn t running efficiently and can t cover its current debt properly. A ratio less than 1 is always a bad thing and is often referred to as negative working capital. On the other hand, a ratio above 1 shows outsiders that the company can pay all of its current liabilities and still have current assets left over or positive working capital.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 6
                                            

                                            7 Times Interest Earned Ratio -The times interest earned ratio, sometimes called the interest coverage ratio, is a coverage ratio that measures the proportionate amount of income that can be used to cover interest expenses in the future. In some respects the times interest ratio is considered a solvency ratio because it measures a firm s ability to make interest and debt service payments. Since these interest payments are usually made on a long-term basis, they are often treated as an ongoing, fixed expense. As with most fixed expenses, if the company can t make the payments, it could go bankrupt and cease to exist. Thus, this ratio could be considered a solvency ratio. -The times interest ratio is stated in numbers as opposed to a percentage. The ratio indicates how many times a company could pay the interest with its before tax income, so obviously the larger ratios are considered more favorable than smaller ratios. As you can see, creditors would favor a company with a much higher times interest ratio because it shows the company can afford to pay its interest payments when they come due. Higher ratios are less risky while lower ratios indicate credit risk. In other words, a ratio of 4 means that a company makes enough income to pay for its total interest expense 4 times over. Said another way, this company s income is 4 times higher than its interest expense for the year.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 7
                                            

                                            8 Solvency Ratios Debt to Equity Ratio Equity Ratio Debt Ratio Find more Solvency Ratios on the myaccountingcourse.com financial ratios page. Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 8
                                            

                                            9 Debt to Equity Ratio -The debt to equity ratio is a financial, liquidity ratio that compares a company s total debt to total equity. The debt to equity ratio shows the percentage of company financing that comes from creditors and investors. A higher debt to equity ratio indicates that more creditor financing (bank loans) is used than investor financing (shareholders). - Each industry has different debt to equity ratio benchmarks, as some industries tend to use more debt financing than others. A debt ratio of.5 means that there are half as many liabilities than there is equity. In other words, the assets of the company are funded 2-to-1 by investors to creditors. This means that investors own 66.6 cents of every dollar of company assets while creditors only own 33.3 cents on the dollar. A debt to equity ratio of 1 would means that investors and creditors have an equal stake in the business assets. -A lower debt to equity ratio usually implies a more financially stable business. Companies with a higher debt to equity ratio are considered more risky to creditors and investors than companies with a lower ratio. Unlike equity financing, debt must be repaid to the lender. Since debt financing also requires debt servicing or regular interest payments, debt can be a far more expensive form of financing than equity financing. Companies leveraging large amounts of debt might not be able to make the payments. Creditors view a higher debt to equity ratio as risky because it shows that the investors haven t funded the operations as much as creditors have. In other words, investors don t have as much skin in the game as the creditors do. This could mean that investors don t want to fund the business operations because the company isn t performing well. Lack of performance might also be the reason why the company is seeking out extra debt financing.forming well. Lack of performance might also be the reason why the company is seeking out extra debt financing.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 9
                                            

                                            10 Equity Ratio -The equity ratio is an investment leverage or solvency ratio that measures the amount of assets that are financed by owners investments by comparing the total equity in the company to the total assets. The equity ratio highlights two important financial concepts of a solvent and sustainable business. The first component shows how much of the total company assets are owned outright by the investors. In other words, after all of the liabilities are paid off, the investors will end up with the remaining assets. The second component inversely shows how leveraged the company is with debt. The equity ratio measures how much of a firm s assets were financed by investors. In other words, this is the investors stake in the company. This is what they are on the hook for. The inverse of this calculation shows the amount of assets that were financed by debt. Companies with higher equity ratios show new investors and creditors that investors believe in the company and are willing to finance it with their investments. -In general, higher equity ratios are typically favorable for companies. This is usually the case for several reasons. Higher investment levels by shareholders shows potential shareholders that the company is worth investing in since so many investors are willing to finance the company. A higher ratio also shows potential creditors that the company is more sustainable and less risky to lend future loans. Equity financing in general is much cheaper than debt financing because of the interest expenses related to debt financing. Companies with higher equity ratios should have less financing and debt service costs than companies with lower ratios. As with all ratios, they are contingent on the industry. Exact ratio performance depends on industry standards and benchmarks.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 10
                                            

                                            11 Debt Ratio -Debt ratio is a solvency ratio that measures a firm s total liabilities as a percentage of its total assets. In a sense, the debt ratio shows a company s ability to pay off its liabilities with its assets. In other words, this shows how many assets the company must sell in order to pay off all of its liabilities. This ratio measures the financial leverage of a company. Companies with higher levels of liabilities compared with assets are considered highly leveraged and more risky for lenders. This helps investors and creditors analysis the overall debt burden on the company as well as the firm s ability to pay off the debt in future, uncertain economic times. -The debt ratio is shown in decimal format because it calculates total liabilities as a percentage of total assets. As with many solvency ratios, a lower ratios is more favorable than a higher ratio. A lower debt ratio usually implies a more stable business with the potential of longevity because a company with lower ratio also has lower overall debt. Each industry has its own benchmarks for debt, but.5 is reasonable ratio. A debt ratio of.5 is often considered to be less risky. This means that the company has twice as many assets as liabilities. Or said a different way, this company s liabilities are only 50 percent of its total assets. Essentially, only its creditors own half of the company s assets and the shareholders own the remainder of the assets. A ratio of 1 means that total liabilities equals total assets. In other words, the company would have to sell off all of its assets in order to pay off its liabilities. Obviously, this is a highly leverage firm.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 11
                                            

                                            12 Efficiency Ratios Accounts Receivable Turnoverr Asset Turnover Ratio Inventory Turnover Ratio Days Sales in Inventory Find more Efficiency Ratios on the myaccountingcourse.com financial ratios page. Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 12
                                            

                                            13 Acccounts Receivable Turnover -What is accounts receivable? It s an efficiency ratio or activity ratio that measures how many times a business can turn its accounts receivable into cash during a period. In other words, the accounts receivable turnover ratio measures how many times a business can collect its average accounts receivable during the year. A turn refers to each time a company collects its average receivables. If a company had $20,000 of average receivables during the year and collected $40,000 of receivables during the year, the company would have turned its accounts receivable twice because it collected twice the amount of average receivables. This ratio shows how efficient a company is at collecting its credit sales from customers. Some companies collect their receivables from customers in 90 days while other take up to 6 months to collect from customers. -Since the receivables turnover ratio measures a business ability to efficiently collect its receivables, it only makes sense that a higher ratio would be more favorable. Higher ratios mean that companies are collecting their receivables more frequently throughout the year. For instance, a ratio of 2 means that the company collected its average receivables twice during the year. In other words, this company is collecting is money from customers every six months. Higher efficiency is favorable from a cash flow standpoint as well. If a company can collect cash from customers sooner, it will be able to use that cash to pay bills and other obligations sooner. Accounts receivable turnover also is and indication of the quality of credit sales and receivables. A company with a higher ratio shows that credit sales are more likely to be collected than a company with a lower ratio. Since accounts receivable are often posted as collateral for loans, quality of receivables is important.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 13
                                            

                                            14 Asset Turnover Ratio -The asset turnover ratio is an efficiency ratio that measures a company s ability to generate sales from its assets by comparing net sales with average total assets. In other words, this ratio shows how efficiently a company can use its assets to generate sales. The total asset turnover ratio calculates net sales as a percentage of assets to show how many sales are generated from each dollar of company assets. For instance, a ratio of.5 means that each dollar of assets generates 50 cents of sales. This ratio measures how efficiently a firm uses its assets to generate sales, so a higher ratio is always more favorable. Higher turnover ratios mean the company is using its assets more efficiently. Lower ratios mean that the company isn t using its assets efficiently and most likely have management or production problems. -For instance, a ratio of 1 means that the net sales of a company equals the average total assets for the year. In other words, the company is generating 1 dollar of sales for every dollar invested in assets. Like with most ratios, the asset turnover ratio is based on industry standards. Some industries use assets more efficiently than others. To get a true sense of how well a company s assets are being used, it must be compared to other companies in its industry. The total asset turnover ratio is a general efficiency ratio that measures how efficiently a company uses all of its assets. This gives investors and creditors an idea of how a company is managed and uses its assets to produce products and sales. Sometimes investors also want to see how companies use more specific assets like fixed assets and current assets. The fixed asset turnover ratio and the working capital ratio are turnover ratios similar to the asset turnover ratio that are often used to calculate the efficiency of these asset classes.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 14
                                            

                                            15 Inventory Turnover Ratio -The inventory turnover ratio is an efficiency ratio that shows how effectively inventory is managed by comparing cost of goods sold with average inventory for a period. This measures how many times average inventory is turned or sold during a period. In other words, it measures how many times a company sold its total average inventory dollar amount during the year. A company with $1,000 of average inventory and sales of $10,000 effectively sold its 10 times over. This ratio is important because total turnover depends on two main components of performance. The first component is stock purchasing. If larger amounts of inventory are purchased during the year, the company will have to sell greater amounts of inventory to improve its turnover. If the company can t sell these greater amounts of inventory, it will incur storage costs and other holding costs. The second component is sales. Sales have to match inventory purchases otherwise the inventory will not turn effectively. -Inventory turnover is a measure of how efficiently a company can control its merchandise, so it is important to have a high turn. This shows the company does not overspend by buying too much inventory and wastes resources by storing non-salable inventory. It also shows that the company can effectively sell the inventory it buys. This measurement also shows investors how liquid a company s inventory is. Think about it. Inventory is one of the biggest assets a retailer reports on its balance sheet. If this inventory can t be sold, it is worthless to the company. This measurement shows how easily a company can turn its inventory into cash. Creditors are particularly interested in this because inventory is often put up as collateral for loans. Banks want to know that this inventory will be easy to sell. Inventory turns vary with industry. For instance, the apparel industry will have higher turns than the exotic car industry.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 15
                                            

                                            16 Days Sales in Inventory -The days sales in inventory calculation, also called days inventory outstanding or simply days in inventory, measures the number of days it will take a company to sell all of its inventory. In other words, the days sales in inventory ratio shows how many days a company s current stock of inventory will last. This is an important to creditors and investors for three main reasons. It measures value, liquidity, and cash flows. Both investors and creditors want to know how valuable a company s inventory is. Older, more obsolete inventory is always worth less than current, fresh inventory. The days sales in inventory shows how fast the company is moving its inventory. In other words, it shows how fresh the inventory is. This calculation also shows the liquidity of inventory. Shorter days inventory outstanding means the company can convert its inventory into cash sooner. In other words, the inventory is extremely liquid. -The days sales in inventory is a key component in a company s inventory management. Inventory is a expensive for a company to keep, maintain, and store. Companies also have to be worried about protecting inventory from theft and obsolescence. Management wants to make sure its inventory moves as fast as possible to minimize these costs and to increase cash flows. Remember the longer the inventory sits on the shelves, the longer the company s cash can t be used for other operations. Management strives to only buy enough inventories to sell within the next 90 days. If inventory sits longer than that, it can start costing the company extra money. It only makes sense that lower days inventory outstanding is more favorable than higher ratios.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 16
                                            

                                            17 Profitability Ratios Gross Margin Ratio Profit Margin Ratio Return on Assets Return on Capital Employed Return on Equity Find more Liquidity Ratios on the myaccountingcourse.com financial ratios page. Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 17
                                            

                                            18 Gross Margin Ratio -Gross margin ratio is a profitability ratio that compares the gross margin of a business to the net sales. This ratio measures how profitable a company sells its inventory or merchandise. In other words, the gross profit ratio is essentially the percentage markup on merchandise from its cost. This is the pure profit from the sale of inventory that can go to paying operating expenses. Gross margin ratio is often confused with the profit margin ratio, but the two ratios are completely different. Gross margin ratio only considers the cost of goods sold in its calculation because it measures the profitability of selling inventory. Profit margin ratio on the other hand considers other expenses. -Gross margin ratio is a profitability ratio that measures how profitable a company can sell its inventory. It only makes sense that higher ratios are more favorable. Higher ratios mean the company is selling their inventory at a higher profit percentage. High ratios can typically be achieved by two ways. One way is to buy inventory very cheap. If retailers can get a big purchase discount when they buy their inventory from the manufacturer or wholesaler, their gross margin will be higher because their costs are down. The second way retailers can achieve a high ratio is by marking their goods up higher. This obviously has to be done competitively otherwise goods will be too expensive and customers will shop elsewhere. A company with a high gross margin ratios mean that the company will have more money to pay operating expenses like salaries, utilities, and rent. Since this ratio measures the profits from selling inventory, it also measures the percentage of sales that can be used to help fund other parts of the business. Here is another great explaination.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 18
                                            

                                            19 Profit Margin Ratio -The profit margin ratio, also called the return on sales ratio or gross profit ratio, is a profitability ratio that measures the amount of net income earned with each dollar of sales generated by comparing the net income and net sales of a company. In other words, the profit margin ratio shows what percentage of sales are left over after all expenses are paid by the business. Creditors and investors use this ratio to measure how effectively a company can convert sales into net income. Investors want to make sure profits are high enough to distribute dividends while creditors want to make sure the company has enough profits to pay back its loans. In other words, outside users want to know that the company is running efficiently. An extremely low profit margin would indicate the expenses are too high and the management needs to budget and cut expenses. The return on sales ratio is often used by internal management to set performance goals for the future. -The profit margin ratio directly measures what percentage of sales is made up of net income. In other words, it measures how much profits are produced at a certain level of sales. This ratio also indirectly measures how well a company manages its expenses relative to its net sales. That is why companies strive to achieve higher ratios. They can do this by either generating more revenues why keeping expenses constant or keep revenues constant and lower expenses. Since most of the time generating additional revenues is much more difficult than cutting expenses, managers generally tend to reduce spending budgets to improve their profit ratio. Like most profitability ratios, this ratio is best used to compare like sized companies in the same industry. This ratio is also effective for measuring past performance of a company.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 19
                                            

                                            20 Return on Assets Ratio -The return on assets ratio, often called the return on total assets, is a profitability ratio that measures the net income produced by total assets during a period by comparing net income to the average total assets. In other words, the return on assets ratio or ROA measures how efficiently a company can manage its assets to produce profits during a period. Since company assets sole purpose is to generate revenues and produce profits, this ratio helps both management and investors see how well the company can convert its investments in assets into profits. You can look at ROA as a return on investment for the company since capital assets are often the biggest investment for most companies. In this case, the company invests money into capital assets and the return is measured in profits. -The return on assets ratio measures how effectively a company can turn earn a return on its investment in assets. In other words, ROA shows how efficiently a company can covert the money used to purchase assets into net income or profits. Since all assets are either funded by equity or debt, some investors try to disregard the costs of acquiring the assets in the return calculation by adding back interest expense in the formula. It only makes sense that a higher ratio is more favorable to investors because it shows that the company is more effectively managing its assets to produce greater amounts of net income. A positive ROA ratio usually indicates an upward profit trend as well. ROA is most useful for comparing companies in the same industry as different industries use assets differently. For instance, construction companies use large, expensive equipment while software companies use computers and servers.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 20
                                            

                                            21 Return on Capital Employed -Return on capital employed or ROCE is a profitability ratio that measures how efficiently a company can generate profits from its capital employed by comparing net operating profit to capital employed. In other words, return on capital employed shows investors how many dollars in profits each dollar of capital employed generates. ROCE is a long-term profitability ratio because it shows how effectively assets are performing while taking into consideration long-term financing. This is why ROCE is a more useful ratio than return on equity to evaluate the longevity of a company. This ratio is based on two important calculations: operating profit and capital employed. Net operating profit is often called EBIT or earnings before interest and taxes. EBIT is often reported on the income statement because it shows the company profits generated from operations. EBIT can be calculated by adding interest and taxes back into net income if need be. -The return on capital employed ratio shows how much profit each dollar of employed capital generates. Obviously, a higher ratio would be more favorable because it means that more dollars of profits are generated by each dollar of capital employed. For instance, a return of.2 indicates that for every dollar invested in capital employed, the company made 20 cents of profits. Investors are interested in the ratio to see how efficiently a company uses its capital employed as well as its long-term financing strategies. Companies returns should always be high than the rate at which they are borrowing to fund the assets. If companies borrow at 10 percent and can only achieve a return of 5 percent, they are loosing money. Just like the return on assets ratio, a company s amount of assets can either hinder or help them achieve a high return.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 21
22 Return on Equity Ratio -The return on equity ratio or ROE is a profitability ratio that measures the ability of a firm to generate profits from its shareholders investments in the company. In other words, the return on equity ratio shows how much profit each dollar of common stockholders equity generates. So a return on 1 means that every dollar of common stockholders equity generates 1 dollar of net income. This is an important measurement for potential investors because they want to see how efficiently a company will use their money to generate net income. ROE is also and indicator of how effective management is at using equity financing to fund operations and grow the company. -Return on equity measures how efficiently a firm can use the money from shareholders to generate profits and grow the company. Unlike other return on investment ratios, ROE is a profitability ratio from the investor s point of view not the company. In other words, this ratio calculates how much money is made based on the investors investment in the company, not the company s investment in assets or something else. That being said, investors want to see a high return on equity ratio because this indicates that the company is using its investors funds effectively. Higher ratios are almost always better than lower ratios, but have to be compared to other companies ratios in the industry. Since every industry has different levels of investors and income, ROE can t be used to compare companies outside of their industries very effectively.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 22
23 Market Prospect Ratios Earnings Per Share Price Eanings P/E Ratio Dividend Payout Ratio Dividend Yield Find more Liquidity Ratios on the myaccountingcourse.com financial ratios page. Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 23
24 Earnings Per Share -Earning per share, also called net income per share, is a market prospect ratio that measures the amount of net income earned per share of stock outstanding. In other words, this is the amount of money each share of stock would receive if all of the profits were distributed to the outstanding shares at the end of the year. Earnings per share is also a calculation that shows how profitable a company is on a shareholder basis. So a larger company s profits per share can be compared to smaller company s profits per share. Obviously, this calculation is heavily influenced on how many shares are outstanding. Thus, a larger company will have to split its earning amongst many more shares of stock compared to a smaller company. -Earning per share is the same as any profitability or market prospect ratio. Higher earnings per share is always better than a lower ratio because this means the company is more profitable and the company has more profits to distribute to its shareholders. Although many investors don t pay much attention to the EPS, a higher earnings per share ratio often makes the stock price of a company rise. Since so many things can manipulate this ratio, investors tend to look at it but don t let it influence their decisions drastically.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 24
25 Price Earnings P/E Ratio -The price earnings ratio, often called the P/E ratio or price to earnings ratio, is a market prospect ratio that calculates the market value of a stock relative to its earnings by comparing the market price per share by the earnings per share. In other words, the price earnings ratio shows what the market is willing to pay for a stock based on its current earnings. Companies with higher future earnings are usually expected to issue higher dividends or have appreciating stock in the future. Obviously, fair market value of a stock is based on more than just predicted future earnings. Investor speculation and demand also help increase a share s price over time. Investors often use this ratio to evaluate what a stock s fair market value should be by predicting future earnings per share. -The price to earnings ratio indicates the expected price of a share based on its earnings. As a company s earnings per share being to rise, so does their market value per share. A company with a high P/E ratio usually indicated positive future performance and investors are willing to pay more for this company s shares. A company with a lower ratio, on the other hand, is usually an indication of poor current and future performance. This could prove to be a poor investment. In general a higher ratio means that investors anticipate higher performance and growth in the future. It also means that companies with losses have poor PE ratios. An important thing to remember is that this ratio is only useful in comparing like companies in the same industry. Since this ratio is based on the earnings per share calculation, management can easily manipulate it with specific accounting techniques.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 25
26 Dividend Payout Ratio -The dividend payout ratio measures the percentage of net income that is distributed to shareholders in the form of dividends during the year. In other words, this ratio shows the portion of profits the company decides to keep to fund operations and the portion of profits that is given to its shareholders. Investors are particularly interested in the dividend payout ratio because they want to know if companies are paying out a reasonable portion of net income to investors. For instance, most start up companies and tech companies rarely give dividends at all. In fact, Apple, a company formed in the 1970s, just gave its first dividend to shareholders in Conversely, some companies want to spur investors interest so much that they are willing to pay out unreasonably high dividend percentages. Inventors can see that these dividend rates can t be sustained very long because the company will eventually need money for its operations. -Since investors want to see a steady stream of sustainable dividends from a company, the dividend payout ratio analysis is important. A consistent trend in this ratio is usually more important than a high or low ratio. Since it is for companies to declare dividends and increase their ratio for one year, a single high ratio does not mean that much. Investors are mainly concerned with sustainable trends. For instance, investors can assume that a company that has a payout ratio of 20 percent for the last ten years will continue giving 20 percent of its profit to the shareholders. Conversely, a company that has a downward trend of payouts is alarming to investors. For example, if a company s ratio has fallen a percentage each year for the last five years might indicate that the company can no longer afford to pay such high dividends. This could be an indication of poor operating performance.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 26
27 Dividend Yield -The dividend yield is a financial ratio that measures the amount of cash dividends distributed to common shareholders relative to the market value per share. The dividend yield is used by investors to show how their investment in stock is generating either cash flows in the form of dividends or increases in asset value by stock appreciation. Investors invest their money in stocks to earn a return either by dividends or stock appreciation. Some companies choose to pay dividends on a regular basis to spur investors interest. These shares are often called income stocks. Other companies choose not to issue dividends and instead reinvest this money in the business. These shares are often called growth stocks. Investors can use the dividend yield formula to help analyze their return on investment in stocks. -Investors use the dividend yield formula to compute the cash flow they are getting from their investment in stocks. In other words, investors want to know how much dividends they are getting for every dollar that the stock is worth. A company with a high dividend yield pays its investors a large dividend compared to the fair market value of the stock. This means the investors are getting highly compensated for their investments compared with lower dividend yielding stocks. A high or low dividend yield is relative to the industry of the company. As I mentioned above, tech companies rarely give dividends at all. So even a small dividend might produce a high dividend yield ratio for the tech industry. Generally, investors want to see a yield as high as possible.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 27
28 Coverage Ratios Fixed Charge Coverage Ratio Debt Service Coverage Ratio Find more Coverage Ratios on the myaccountingcourse.com financial ratios page. Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 28
29 Fixed Charge Coverage Ratio -The fixed charge coverage ratio is a financial ratio that measures a firm s ability to pay all of its fixed charges or expenses with its income before interest and income taxes. The fixed charge coverage ratio is basically an expanded version of the times interest earned ratio or the times interest coverage ratio. The fixed charge coverage ratio is very adaptable for use with almost any fixed cost since fixed costs like lease payments, insurance payments, and preferred dividend payments can be built into the calculation. -The fixed charge coverage ratio shows investors and creditors a firm s ability to make its fixed payments. Like the times interest ratio, this ratio is stated in numbers rather than percentages. The ratio measures how many times a firm can pay its fixed costs with its income before interest and taxes. In other words, it shows how many times greater the firm s income is compared with its fixed costs. In a way, this ratio can be viewed as a solvency ratio because it shows how easily a company can pay its bills when they become due. Obviously, if a company can t pay its lease or rent payments, it will not be in business for much longer. Higher fixed cost ratios indicate a healthier and less risky business to invest in or loan to. Lower ratios show creditors and investors that the company can barely meet its monthly bills.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 29
30 Debt Service Coverage Ratio -The debt service coverage ratio is a financial ratio that measures a company s ability to service its current debts by comparing its net operating income with its total debt service obligations. In other words, this ratio compares a company s available cash with its current interest, principle, and sinking fund obligations. The debt service coverage ratio is important to both creditors and investors, but creditors most often analyze it. Since this ratio measures a firm s ability to make its current debt obligations, current and future creditors are particularly interest in it. Creditors not only want to know the cash position and cash flow of a company, they also want to know how much debt it currently owes and the available cash to pay the current and future debt. -The debt service coverage ratio measures a firm s ability to maintain its current debt levels. This is why a higher ratio is always more favorable than a lower ratio. A higher ratio indicates that there is more income available to pay for debt servicing. For example, if a company had a ratio of 1, that would mean that the company s net operating profits equals its debt service obligations. In other words, the company generates just enough revenues to pay for its debt servicing. A ratio of less than one means that the company doesn t generate enough operating profits to pay its debt service and must use some of its savings. Generally, companies with higher service ratios tend to have more cash and are better able to pay their debt obligations on time.   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 30
31 CPA Exam Ratios to Know Although this isn t a comprehensive list of every financial ratio that could appear on the CPA exam, it is a list of the most common ones. The two sections that tend to have ratios pop up in questions are FAR and BEC. The FAR ratios are typically more financial statement based and the BEC ratios are more cost accounting and business management based. If you learn these ratios, you should do fine on the exam. Debt to Equity Ratio Return on Assets Accounts Receivable Turnover Working Capital Acid Test Times Interest Earned Accounts Receivable Turnover Inventory Turnover Gross Profit Profit Margin Days in Sales Days in Inventory Break Even Point - units and sales Margin of Safety Return on Equity EVA Earnings per Share P/E ratio Debt Ratio Book Value per Common Share Find more about the CPA Exam on   Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 31
32 CMA Exam Ratios to Know EBIT - Earnings before interest and taxes EBITDA - Earnings before interest, taxes, depreciation and amortization EBT - Earnings before taxes EPS - Earnings per share ROA - Return on assets ROE - Return on equity ROI - Return on investment Current Ratio Working Capital Quick Ratio Cash Ratio Degree of financial leverage Degree of operating leveragej Debt to equity ratio Debt to total assets ratio Fixed charge coverage Interest coverage Cash flow to fixed charges Accounts receivable turnover Inventory turnover Accounts payable turnover Days sales in receivables Days sales in inventory Days purchases in payables Operating cycle Cash cycle Total asset turnover Fixed asset turnover Gross profit margin percentage Operating profit margin percentage Net profit margin percentage Market-to-book ratio Price earnings ratio Book value per share Diluted EPS Earnings yield Dividend payout ratio Shareholder return Breakeven point in units and dollars Margin of safety Find more Financial Ratios on the myaccountingcourse.com financial ratios page. Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 32
33 MyAccountingCourse.com Courses - Quizzes - Examples - Accounting Dictionary CPA Exam Study Guide and Resources - Accounting Career Guides Find more accounting information at myaccountingcourse.com. Copyright MyAccountingCourse.com For personal use by the original purchaser only - financial ratio cheatsheet - page 33
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        ABOUT FINANCIAL RATIO ANALYSIS Over the years, a great many financial analysis techniques have developed. They illustrate the relationship between values drawn from the balance sheet and income statement    

    
        More information 
    




    
        Income Measurement and Profitability Analysis
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        3/27/09 FUNDAMENTALS OF HEALTHCARE FINANCE Online Appendix B Financial Analysis Ratios Introduction In Chapter 13 of Fundamentals of Healthcare Finance, we indicated that financial ratio analysis is a    
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        HEALTHCARE FINANCE: AN INTRODUCTION TO ACCOUNTING AND FINANCIAL MANAGEMENT Online Appendix A Financial Ratios INTRODUCTION In Chapter 17, we indicated that ratio analysis is a technique commonly used to    
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        Financial Terms & Calculations So much about business and its management requires knowledge and information as to financial measurements. Unfortunately these key terms and ratios are often misunderstood    
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        Accounts Payable are the total amounts your business owes its suppliers for goods and services purchased. Accounts Receivable are the total amounts customers owe your business for goods or services sold    
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        Interpretation of Financial Statements Author Noel O Brien, Formation 2 Accounting Framework Examiner. An important component of most introductory financial accounting programmes is the analysis and interpretation    
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        Financial ratio analysis A reading prepared by Pamela Peterson Drake O U T L I N E 1. Introduction 2. Liquidity ratios 3. Profitability ratios and activity ratios 4. Financial leverage ratios 5. Shareholder    
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        Chapter-3 Solutions to Problems P3-1. P3-2. Reviewing basic financial statements LG 1; Basic Income statement: In this one-year summary of the firm s operations, Technica, Inc. showed a net profit for    
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        Selected Financial Ratios Useful in Analytical Procedures < Appendix D A number of financial ratios are used by auditors as analytical procedures. These ratios are broken down into four categories: short-term    
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        0 Learning Objectives: 14.1 Describe the important of accounting and financial information. 14.2 Differentiate between managerial and financial accounting. 14.3 Identify the six steps of the accounting    
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        Interpretation of Accounts. The Interpretation of Accounts (or Ratios ) question has appeared as question 5 on the Leaving Cert exam every year to date. It is a vital question to master and one that can    
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        What is a business plan? A business plan is the presentation of an idea for a new business. When a person (or group) is planning to open a business, there is a great deal of research that must be done    
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        Measuring Financial Performance: A Critical Key to Managing Risk Dr. Laurence M. Crane Director of Education and Training National Crop Insurance Services, Inc. The essence of managing risk is making good    
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        Ratio Analysis CA Past Years Exam Answer Answer to Q.1: (Nov, 009) Fixed assets ` 18,00,000 Proprietor s funds ` 4,00,000 Note: 1 Ratio of fixed assets to proprietor s funds 0.75 Properietors Fund 0.75    
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        9. Short-Term Liquidity Analysis. Operating Cash Conversion Cycle 9.1 Current Assets and 9.1.1 Cash A firm should maintain as little cash as possible, because cash is a nonproductive asset. It earns no    
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        Chapter 2 Financial Statement and Cash Flow Analysis Answers to Concept Review Questions 1. What role do the FASB and SEC play with regard to GAAP? The FASB is a nongovernmental, professional standards    
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        C H A P T E R 1 0 STATEMENT OF CASH FLOWS AND WORKING CAPITAL ANALYSIS I N T R O D U C T I O N Historically, profit-oriented businesses have used the accrual basis of accounting in which the income statement,    
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        Your Small Business Scorecard David Oetken, MBA CPM 1 Being a successful entrepreneur takes a unique mix of skills and practices. You need to generate exciting ideas, deliver desirable products or services,    
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        CHAPTER 11 Creating a Successful Financial Plan The Importance of a Financial Plan Financial planning is essential to running a successful business and is not that difficult! Common mistake among business    
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        Performance Review for Electricity Now For the period ending 03/31/2008 Provided By Mark Dashkewytch 780-963-5783  Report prepared for: Electricity Now Industry: 23821 - Electrical Contractors Revenue:    

    
        More information 
    




    
        University of Waterloo Midterm Examination
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        Ipx!up!hfu!uif Dsfeju!zpv!Eftfswf Credit is the lifeblood of South Louisiana business, especially for the smaller firm. It helps the small business owner get started, obtain equipment, build inventory,    
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        How to deal with questions on assessing the performance of a company? (Relevant to ATE Paper 7 Advanced Accounting) Dr. M H Ho This article provides guidance for candidates in dealing with examination    
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        Management Accounting 319 Financial Statement Ratio Analysis Financial statements as prepared by the accountant are documents containing much valuable information. Some of the information requires little    
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        So You Want to Borrow Money to Start a Business? M any small business owners cannot understand why a lending institution would refuse to lend them money. Others have no trouble getting money, but they    
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        The relationship of accounting ratios in balance sheets Accounting Ratios are the ratios show the relationship between accounting data in a balance sheet, profit and loss account in a particular organization.    
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        Portfolio Management FMI Skema Paris campus Contrôle continu 2 2 April 2014 O. Williams 1. The comparisons with which ratios should be made include the following, except: a. The firm's own past performance    
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        Brain J. Dunn, CEO Richfield, Minnesota U.S Latest fiscal year: 2010 Best Buy is an American retailer that sells a wide variety of electronic
    

    
        
        Current Shareholders in Best Buy should hold their stock until price increases, and new investors should not invest if looking for fast money, Best Buy s stock may not more until more economic growth occurs.    
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        Excellence in Financial Management Course 4: Managing Cash Flow Prepared by: Matt H. Evans, CPA, CMA, CFM This course provides an introduction to cash flow management. This course is recommended for 2    
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        Corporate Credit Analysis Arnold Ziegel Mountain Mentors Associates I. Introduction The Goals and Nature of Credit Analysis II. Capital Structure and the Suppliers of Capital January, 2008 2008 Arnold    
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        Key Concepts and Skills Chapter 3 Working With Financial Statements Know how to standardize financial statements for comparison purposes Know how to compute and interpret important financial ratios Know    
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        Chapter 2 Financial Statement and Cash Flow Analysis MULTIPLE CHOICE 1. Which of the following items can be found on an income statement? a. Accounts receivable b. Long-term debt c. Sales d. Inventory    
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        FNCE 3010 (Durham). HW2 (Financial ratios) 1. What effect would the following actions have on a firms net working capital and current ratio (assume NWC is positive and current ratio is initially greater    
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        Rural Loan Financial Indicator Ratios 1 The parameters used in loan analysis describe and compare the situation of a business or project. None in itself is complete but when several are used together,    
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        RATIO ANALYSIS-OVERVIEW Ratios: 1. Provide a method of standardization 2. More important - provide a profile of firm s economic characteristics and competitive strategies. Although extremely valuable as    
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        Accounts payable Money which you owe to an individual or business for goods or services that have been received but not yet paid for.
    

    
        
        A Account A record of a business transaction. A contract arrangement, written or unwritten, to purchase and take delivery with payment to be made later as arranged. Accounts payable Money which you owe    
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        Review for Exam 3 Instructions: Please read carefully The exam will have 25 multiple choice questions and 5 work problems. You are not responsible for any topics that are not covered in the lecture note    
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        Chapter 17 How Well Am I Doing? Financial Statement Analysis 17-2 LEARNING OBJECTIVES After studying this chapter, you should be able to: 1. Explain the need for and limitations of financial statement    
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        1 Financial Analysis 1.1 Role and Responsibilities of Financial Managers (1) Planning and Forecasting set up financial plans for their organisations in order to shape the company s future position (2)    
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        Liquidity analysis: Length of cash cycle
    

    
        
        2. Liquidity analysis: Length of cash cycle Operating cycle of a merchandising firm: number of days it takes to sell inventory + number of days until the resulting receivables are converted to cash Acquisition    
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        Finance 1 (FIN-1) RENAISSANCE ENTREPRENEURSHIP CENTER (FIN-1) Learning Outcomes At the conclusion of this class, you should: Know what will be covered in the six finance class sessions. Have reviewed some    
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        Is overvalued? An Introduction to Financial Analysis The fact that the stock price almost doubled during the last year, was evidence enough for many people to say that investors had gone crazy. Other people    

    
        More information 
    




    
        Valuing the Business
    

    
        
        Valuing the Business 1. Introduction After deciding to buy or sell a business, the subject of "how much" becomes important. Determining the value of a business is one of the most difficult aspects of any    
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        Article Accounting Terminology Contents Page 1. Accounting Period... 4 2. Accounts Payable (Sundry Creditors)... 4 3. Accounts Receivable (Sundry Debtors)... 4 4. Assets... 4 5. Benchmarks... 4 6. B.O.S.    
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        Essentials of Financial Statement Analysis An Introduction to Financial Statement Analysis Gregory Mostyn, CPA Worthy and James Publishing www.worthyjames.com Essentials of Financial Statement Analysis    
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        KEY CONCEPTS: In this session we will focus on: - Ratios X-PLANATION INTRODUCTION: Ratios For our curriculum in Grade 12 we are going to use ratios to analyse the information available in the Income Statement    
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        For The Year Ended 31 March 2007 Ratios from the Statement of Financial Position Profitability Ratios Return on Sales Ratio (%) This is the difference between what a business takes in and what it spends    
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        CHAPTER 11 Creating a Successful Financial Plan The Importance of a Financial Plan Financial planning is essential to running a successful business and is not that difficult! Common mistake among business    
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        Chapter 1 Financial Statement and Cash Flow Analysis
    

    
        
        Chapter 1 Financial Statement and Cash Flow Analysis MULTIPLE CHOICE 1. Which of the following items can be found on an income statement? a. Accounts receivable b. Long-term debt c. Sales d. Inventory    
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        MAN 4720 POLICY ANALYSIS AND FORMULATION FINANCIAL ANALYSIS GUIDE Revised -August 22, 2010 FINANCIAL ANALYSIS USING STRATEGIC PROFIT MODEL RATIOS Introduction Your policy course integrates information    
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        Integrated Case. 4-25 D Leon Inc., Part II Financial Statement Analysis
    

    
        
        Integrated Case 4-25 D Leon Inc., Part II Financial Statement Analysis Part I of this case, presented in Chapter 3, discussed the situation of D Leon Inc., a regional snack foods producer, after an expansion    
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        In following we will be demonstrating the use of ratios to help examine the health of a firm. Ratios allow managers evaluate to a firm's financial statements in order to point out the strengths and weaknesses    
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        The Interpretation of Financial Statements. Why use ratio analysis. Limitations. Chapter 16
    

    
        
        The Interpretation of Financial Statements Chapter 16 1 Luby & O Donoghue (2005) Why use ratio analysis Provides framework Comparison to previous years Trends identified Identify areas of concern Targets    

    
        More information 
    




    
        RAPID REVIEW Chapter Content
    

    
        
        RAPID REVIEW BASIC ACCOUNTING EQUATION (Chapter 2) INVENTORY (Chapters 5 and 6) Basic Equation Assets Owner s Equity Expanded Owner s Owner s Assets Equation = Liabilities Capital Drawing Revenues Debit    
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