Ratios in Business

Financial reports have many uses in the business world.  Executives use financial reports on a regular basis as a means to run an efficient, profitable business.   Owners and managers find ratios helpful when interpreting the data on the financial reports and especially when comparing various items on the financial statements.  You are going to work with five of the more important business ratios and their uses.  Study the chart below and the five different ratios.  Notice some ratios are eventually written as percents.  You will be asked to find similar ratios related to other data.
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Shows how profitable a firm was for a specified period of time.
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Shows whether the average monthly inventory might be too large or two small – means the company sold almost 7 times as much as their current inventory. 






Current Ratio
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Shows whether a firm can meet its current debts comfortably – means the assets are 3 times as much as the liabilities.






Return on Owner’s Equity
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Shows whether the owners are making a fair return on their investment






Return on Investment
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Shows rate of return on the total money invested by owners and others in a firm.


OVER

By using table on the front as a guide and the following information that was obtained from the balance sheet and income statement of the Waterwing Company, calculate        a) Return on Sales, b) Inventory Turnover, c) Current Ratio, d) Return on Owners’ Equity, and e) Return on Investment.

Revenue from Sales
$600,000

Cost of Goods Sold
320,000

Net Profit
25,000

Current Assets
36,000

Total Assets
200,000

Current Liabilities
15,000

Owner’s Equity
150,000

Average Merchandise Inventory
20,000

a)

b)

c)

d)

e)
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