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Unit 4 – Business accounting
Ratios
Task 1

Research the following ratios and write the formula for each in the Formula column.  Give two examples and an interpretation of each formula.
Profitability Ratios

	Name
	Formula
	Numerical example 1
	Numerical example 2
	Interpretation

	Gross Profit Margin
	
	
	
	

	Net Profit Margin
	
	
	
	

	Return on Capital Employed (ROCE)
	
	
	
	


Liquidity Ratios

	Name
	Formula
	Numerical example 1
	Numerical example 2
	Interpretation

	Current Ratio
	
	
	
	

	Acid Test ratio (Liquid capital ratio or quick ratio)
	
	
	
	


Efficiency or Performance ratios 

	Name
	Formula
	Numerical example 1
	Numerical example 2
	Interpretation

	Debtor collection period (debtor days)
	
	
	
	

	Creditor collection period

(creditor days)
	
	
	
	

	Stock Turnover
	
	
	
	


Task 2

The figures below are taken from the accounts of a wholesale food business.  Assume all sales and purchases are made on credit. 
	Sales
	£70,000

	Purchases
	£30,000

	Opening stock
	£10,000

	Closing Stock
	£6,000

	Gross Profit
	£36,000

	Net Profit
	£14,000

	Creditors
	£3,000

	Debtors
	£8,000

	Cost of sales
	£34,000

	Capital employed
	£160,000

	Total current assets
	£12,000

	Total current liabilities
	£5,000


Using the figures above and the formulae you researched in Task 1, calculate the following ratios.  Work to two decimal places: 
	Profitability
	Formula
	Calculation

	Gross Profit Margin
	
	

	Net Profit Margin
	
	

	ROCE
	
	

	Liquidity
	
	

	Current ratio
	
	

	Acid Test
	
	

	Performance
	
	

	Debtor collection days
	
	

	Creditor collection days
	
	

	Stock turn 
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