Definitions of Accounting Items Used in
Ratio Analysis

Item Definition

MNet interest , .
(Interest expense — Interest income) = (1 — Tax rate)®
expense after tax

Net operating
profit after taxes Net income + Net interest expense after tax

(NOPAT)

(Current assets — Cash and marketable securities) -
(Current liabilities — Short-term debt and current portion
of long-term debt)

Operating
working capital

Net long-term Total long-term assets — Non-interest-bearing long-term
assefs liabilities

Total interest-bearing liabilities + Cash and marketable

Net debt N

securities
Net assets Operating working capital + Net long-term assets
Net capital Met debt + Shareholders’ equity

*The calculation of net interest expense treats interest expense and interest
income as absolute values, independent of how these figures are reported in
the income statement.

Met income

ROE =

sharcholders’ equaty



ROE = ROA xFinancial leverage
- Mol incoriie - Asigls
o Assels Sharcholders” equity
MNet income Sales
RU& - Sales > Asscts
_ NOPAT (Net interest expense after tax)
ROE = Equaty B Equity

MOPAT ’ Met assets Met mterest expense after tax % Met debt
Net assets Equity = Met debt Equaty

e NOPAT x( + Met deht ] Net interest expense after tax » Net deht

Mot asscts Equity Nt deht Equity

= Operating ROA +( Operating ROA - Effective interest rate after tax )
* Net financial leverage

= Operating ROA + Spread * Net financial leverage

MOPAT = Sales

Sales Mt assets

Operating ROA =

Sales-Cost of sales

Gross profit margin = =

. NOPAT
EBITDA ma.rgm s Earnings before interest, u:cq:l’:l:pm:inllnn. and amortization




. . . . Operating working capital
Operating working capital to sales ratio = -

Sales
Operating working capatal
Sales

Accounts recervable

Operating working capital turnover =

Accounts receivable turnover =

Cont uf guodassld

Inventary

Inventory turnover =

A is Sl i Purchases Cost of goods sald
ccounts payaoic urnover Accounts payable e Accounis payable

Accounts receivahle

Days’ receivables =

Average sales per day

1 - Inveniory

Dﬂ.}'ﬁ ]H\'Enl’ﬂl'}’ n Average cost of goods sold per day
. Agcounts payable

Days’ payables =

Average purchases | or cost of goods sold ) per day

Sales
Met long-lenm assels

Net long-term asset tumover =

Sales

PP&E tumover = —
Net property. plant, and equipment

O L as
Current ratio = — ——

Current liahilities

Cash+ Short-term investments + Accounts recevable

Quick ratio =

Current habilities

Cush + Muorketable secuntics
Current habilities

Cash ratio =

Cash flow from opcrations

Operating cash flow ratio = ————r




Total liabilities
Sharcholders” equity

Liabilities to equity ratio =

Shori-term debit + Long-tem debt
Sharcholders’ squaty

Debt-to-equity ratio =
Net-debt-to-equity ratio

__ Shon-term debt + Long-term debi-Cash and marketable secunties
Sharcholders’ equity

Debt-to-capital ratio

2 Shori-term debt + Long-term debd
Short-term debt + Long-term debt + Shareholders” equity

Net-debt-to-net-capital ratio

- Inierest bearmg habilities-Cash and marketable secunties
Interest beaning lmbilitics-Cash and marketable secunitics + Sharcholders® equity

Met imcome + Interest expense + Tax expense

Interest coverage ( earnings basis ) = ——

Interest coverage ( cash flow basis )

_ Cash flow from operations + [nterest cxpense + Taxes paad

Interest expense

“ash dividends paid

Met incomse

Divided payout ratio = 5



