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https://youtube.com/live/3CCZPdAfCkc?feature=share
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RATIO ANALYSIS 



WEIGHTAGE ANALYSIS

SR.NO NAME OF TOPIC
May

18
Nov
18

May
19

Nov
19

Nov
20

Jan
21

Jul
21

Dec
21

May
22

Nov
22

May
23

Nov
23

1
MEANING , SCOPE AND 
OBJECTIVES OF FM 4 2 3 4 4 2 2 2 2 4

2 TYPES OF FINANCING 6 8 6 4 4 2 4 4 2 4 6 8

3 LEVERAGE ANALYSIS 5 10 10 10 12 10 10 10 10 10 7 5

4 COST OF CAPITAL 10 5 14 5 10 10 5 10 11 10 10

5 CAPITAL STRUCTURE 10 5 10 10 10 5 10 10 6 10 10

6 CAPITAL BUDGETING 28 10 15 20 5 12 12 2 14 20 10 10

7
RISK ANALYSIS IN 
CAPITAL BUDGETING 4 7 6 3 12 5 5 14 5 5 5 5



SR.NO NAME OF TOPIC
May

18
Nov
18

May
19

Nov
19

Nov
20

Jan
21

Jul
21

Dec
21

May
22

Nov
22

May
23

Nov
23

8

ESTIMATION & 
FINANCING OF 
WORKING CAPITAL 10 10 10 5 5 4 5

9
MANAGEMENT OF 
ACCOUNT RECIEVABLES 10 9 5 5

10

MANAGEMENT OF CASH 
& MARKETABLE 
SECURITIES 10 4 5 9

11
MANAGAMENT OF 
PAYABLES

12
MANAGEMENT OF 
INVENTORY 5

13 DIVIDEND DECISION 5 5 5 5 5 5 5 4 5 10

14 RATIO ANALYSIS 5 5 5 5 5 5 10 10 5 5 10 5

TOTAL 72 72 72 74 72 72 72 72 72 72 72 72



BIRDS EYE VIEW

 Introduction.

 Meaning of Ratio and Ratio Analysis.

 Types of Ratios.

 Liquidity Ratios/Short Term Solvency Ratios – Current Ratio, Quick Ratio or
Acid Test Ratio, Cash Ratio or Absolute Liquidity Ratio, Basic Defense Interval or
Interval Measure Ratio, Net Working Capital.

 Capital Structure Ratios – Equity Ratio, Debt Ratio, Debt Equity Ratio, Debt to
Total Assets Ratio, Capital Gearing Ratio, Proprietary Ratio.

 Coverage Ratios - Debt Service Coverage Ratio, Interest Coverage Ratio,
Preference Dividend Coverage Ratio, Equity Dividend Coverage Ratio , Fixed
Charges Coverage Ratio.



 Turnover Ratios/Activity Ratios/Efficiency Ratios/Performance Ratios –
Total Assets Turnover Ratio, Fixed Assets Turnover Ratio, Capital Turnover Ratio or
Net Assets Turnover Ratio, Current Assets Turnover Ratio, Working Capital Turnover
Ratio , Finished Goods Inventory/Stock Turnover Ratio, Raw Material
Inventory/Stock Turnover Ratio , Receivables (Debtor’s) Turnover Ratio, Debtors
Velocity/Average Collection Period , Payables (Creditor’s) Turnover Ratio , Creditors
Velocity/Average Payment Period.

 Profitability Ratios (Relating To Sales) - Gross Profit Ratio, Net Profit Ratio,
Operating Profit Ratio, COGS Ratio , Operating Expenses Ratio , Operating Ratio ,
Financial Expenses Ratio.

 Profitability Ratios (Relating To Investment) - Return on Total Assets (ROTA),
Return on Net Assets (RONA) , Return on Capital Employed (ROCE), Return on
Equity (ROE).

 Profitability Ratios (Relating To Owner’s Profitability) - Earnings Per Share
(EPS), Dividend Per Share (DPS), Dividend Payout Ratio (DP Ratio).



 Profitability Ratios (Relating To Market/Valuation/Investors) - Price
Earnings (P/E) Ratio, Dividend & Earning Yield, Market/Book Value Per Share
(MV/BV), Q Ratio.

 DU Pont Model

 Importance Of Ratio Analysis

 Limitations of Ratio Analysis

 Summary

 Problems



TYPES OF RATIOS

Types of 
Ratios

Liquidity 
Ratios/Short 

Term 
Solvency 

Ratios

Leverage 
Ratios/Long 

Term 
Solvency 

Ratios

Capital 
Structure 

Ratios
Coverage 

Ratios

Activity Ratios/Efficiency 
Ratios/Performance 

Ratios/Turnover Ratios
Profitability 

Ratios

Related To 
Sales

Related To 
Investment 

Related To 
Owner’s 

Profitability 

Related to 
Market

/valuation/ 
Investors 



Types of Liquidity 
Ratios/Short Term 

Solvency ratios

Current 
Ratio

Quick 
Ratio

Cash 
Ratio

Basic 
Defense
Interval 

Ratio

Net 
Working 
Capital 
Ratio

TYPES OF LIQUIDITY RATIO



Leverage Ratios / Long term 
Solvency Ratios

Capital Structure Ratios
• Equity Ratio
•Debt Ratio
•Debt Equity Ratio
•Debt to Total Asset Ratio
•Capital Gearing Ratio
• Proprietary Ratio

Coverage Ratios
•DSCR
• Interest Coverage Ratio
• Preference Dividend Coverage Ratio
• Equity Dividend Coverage Ratio
• Fixed Charges Coverage Ratio

TYPES OF LONG TERM SOLVENCY RATIOS/LEVERAGE RATIOS



TYPES OF ACTIVITY RATIOS/EFFICIENCY RATIOS/PERFORMANCE RATIOS/TURNOVER RATIOS

Types of Turnover 
Ratios

Total 
Assets 

Turnover 
Ratio

Fixed 
Assets 

Turnover 
Ratio

Capital/
Net 

Assets 
Turnover 

Ratio

Current 
Assets 

Turnover 
Ratio

Working 
Capital 

Turnover 
Ratio

FG 
Inventory 
Turnover 

Ratio

RM 
Inventory 
Turnover 

Ratio

Debtors 
Turnover 

Ratio

Debtors 
Velocity

/ACP

Creditors 
Turnover 

Ratio

Creditors 
Velocity/

APP



PROFITABILITY RATIOS

The profitability ratios measure the profitability or the operational efficiency of the firm.
These ratios reflect the final results of business operations. They are some of the most closely
watched and widely quoted ratios. Management attempts to maximize these ratios to maximise the
firm’s value.

The results of the firm can be evaluated in terms of its earnings with reference to a given level of
assets or sales or owner’s interest etc. therefore, the profitability ratios are broadly classified in
four categories:

i. Profitability ratios related to sales

ii. Profitability ratios related to Assets/Investment

iii. Profitability ratios related to Owner’s Profitability

iv. Profitability ratios related to Market/Valuation/Investors.



TYPES OF PROFITABILITY RATIOS RELATED TO SALES

Types of 
Profitability 

Ratios Related To 
Sales

Gross 
Profit 
Ratio

Net Profit 
Ratio

Operating 
Profit 
Ratio

COGS 
Ratio

Operating 
Expenses 

Ratio
Operating 

Ratio
Financial 
Expenses 

Ratio



TYPES OF PROFITABILITY RATIOS RELATED TO OVERALL ASSETS/INVESTMENTS

Types of Profitability Ratios Related To 
Overall Asset/ Investments

Return on 
Assets 
(ROA)

Return on 
Total Assets 

(ROTA)

Return on 
Net Assets 

(RONA)

Return On 
Capital 

Employed 
(ROCE)

Return on 
Equity 
(ROE)



TYPES OF PROFITABILITY RATIOS RELATED TO OWNER’S PROFITABILITY

Types of Profitability Ratios Related To Owner’s 
Profitability

EPS DPS Dividend Payout 
Ratio



TYPES OF PROFITABILITY RATIOS RELATED TO MARKET/VALUATION/INVESTOR

Types of Profitability Ratios 
Related To Owner’s 

Profitability

P/E 
Ratio

Dividend 
Yield

Earning 
Yield

MV/BV 
of Share Q Ratio



DU Pont Model
Return on Capital Employed (ROCE) using Dupont Model

Under Dupont Model,

Return on Capital Employed (ROCE) = Net Profit Margin x Capital Turnover, where

Net Profit Margin = ே௘௧ ௉௥௢௙௜௧
்௨௥௡௢௩௘௥

= ா஻ூ்
்௨௥௡௢௩௘௥

Capital Turnover = ்௨௥௡௢௩௘௥
஼௔௣௜௧௔௟ ா௠௣௟௢௬௘ௗ

Return on Equity (ROE) using Dupont Model

Under Dupont Model,

ROE = Net Profit Margin x Capital Turnover x Equity Multiplier.

Net Profit Margin = ே௘௧ ௉௥௢௙௜௧
்௨௥௡௢௩௘௥

Capital Turnover = ்௨௥௡௢௩௘௥
஼௔௣௜௧௔௟ ா௠௣௟௢௬௘ௗ

Equity Multiplier = ஼௔௣௜௧௔௟ ா௠௣௟௢௬௘ௗ
ா௤௨௜௧௬ ௌ௛௔௥௘௛௢௟ௗ௘௥௦ ி௨௡ௗ௦



Note
1. Capital Turnover is also referred here as Assets Turnover,

where Assets = Total Funds = Fixed Assets + Net Working Capital = (i.e. Equity + Debt).

2. Equity Multiplier is also referred here as Balance Sheet based Financial Leverage, i.e.
percentage of Equity Funds to Total Capital Employed.



SIGNIFCANCE OF DU PONT MODEL
Capital Turnover (i.e. Assets Turnover) Ratio tends to inversely related to the NP Margin. Hence,
generally Firms with high Assets T/O may have lower NP Margin. So, Dupont Model analysis helps
the User to understand the effects of different combinations (low and high) for these two factors
(Assets T/O and NP Margin), and determine which is a more attractive business.

Example
Given the following data (₹ Lakhs): Net Profit = 500, Total Turnover = 5,000, Total Capital
Employed (i.e. Total Assets) = 1,000, Equity Shareholders' Funds = 800. The ROE as per Dupont
Model would be calculated as under-

Net Profit Margin = ே௘௧ ௉௥௢௙௜௧
்௨௥௡௢௩௘௥

= ହ଴଴
ହ,଴଴଴

= 10%

Asset Turnover or Capital Turnover = ்௨௥௡௢௩௘௥
஼௔௣௜௧௔௟ ா௠௣௟௢௬௘ௗ

= ହ,଴଴଴
ଵ,଴଴଴

= 5 times.

Equity Multiplier = ஼௔௣௜௧௔௟ ா௠௣௟௢௬௘ௗ
ா௤௨௜௧௬ ௌ௛௔௥௘௛௢௟ௗ௘௥௦ ி௨௡ௗ௦

= ଵ,଴଴଴
଼଴଴

= 1.25 times.

Hence,

ROE = Net Profit Margin x Asset Turnover x Equity Multiplier = 10% x 5.00 x 1.25 = 0.625 =
62.5%



Analysis and Interpretation
1. A ROE of 62.5% is based on 10% Net Profit, 5 times Asset Turnover and Equity Multiplier of

1.25.

2. If the Equity Multiplier were excluded (to determine how much the Company would earn if it
were completely debt-free), the ROE would be 0.10 x 5.00 0.50 = 50%.

3. This means that the additional 12.5% to Equity Shareholders is attributed to the Debt used in
the business.



SUMMARY 
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ILLUSTRATION 1



Balance Sheet
LIABILITIES AMOUNT ASSETS AMOUNT

Shareholders funds Fixed Assets . 1440000
- -

1600

Equity share Capital
Reserves templeslow 1920000

Cement Vibeletis Current Assess- - -

Bank Old 80 000 Inventory 310,000

Other CL24000 320000 Other2A 48000 800000
--

- -

2240000 2240000



working
I working Capitol = 480, 000

- INC = CA - CL

48000 = CA - >L

The Current vario of 2 . 5 indicates 25 i

. Let the CL be

IN 2 = 20552 - 17

480 = 1 : 5 s)
L . x = 320000

↓ (1 = 320, 000
,
C = 32000X 2.5 = 800000



② Liquid ratig = CA -

Inventory-
CL

1 : 5 = 800000 - Enventory-
32000 &

↳000 = 8000-Inventory
= Inventore = 3200 000



3) fixed Asses Propritory rates

0 . 75 = FixedAssets

Proprietory fund

-' Fixed ASSUT -resting fend.= 05 Pros
- - -- -

S

↑



↳) Total liabilities = Total Assets.

proprestorin + Convent = Fixed + curvest

Funds viabuts Assets Assets

let the Prop : Fund be
7) + 320N = 0 . 75 + 800 000

0 . 25 = 480000

ne 9) = 1920 000

- Proprietor Funds : 1920 000



5 Proprietary Funds Equity share capital
↓ Reserveso simply

192000 - Easily share Capital

+ 320000

%. Equity share Capital = 192000 -300

- 1600000



ILLUSTRATION 2



CA - Inventory/CL 1 : I Hermes
M

Turnove/FA 3 . 5 Hey

Prop Funds /Total Assess
· 0

: 54 times

EAES/No of Eg. shares 400 per
share



I ouck ratio

Ouc natio = Current
Assets · Inventory
-

Current Labelitis ↑

- 250000- 1250a

900, 000

F 1 . 1 this



I Fixed Assets Turnove Vatio.

Fixed Assets Turnove = Turnord-
ratio Fixed Assess .

- 50000

3000000

I 3- 5 tims.



⑬ Proprietary Ratio.

Proprietary Ratio : Profeed
Total Assets-

=E+ Pr : shares
5250O

= 22ar + 600 0

5250C

- 0-54 times ,



4) Earning per Share

EPS = Earnings available for EquetsShareholders

ofEquity shares
= PAT-PD-

180, 000

- 7500
- 54000

180 00

= 4 : 08 Per share



W
D C = CA - CL

as current Natio is 2 . 5

U+ ((best & 2A 12 : 531
,

1350000 = 25 -D

13500 = 1 . 5x

. x = 900, 000

CL = 900000 A = 2250, 000



-⑬ Total ASSCA
-
Fixed X Current

-ASSETS Assets

= 3000000 + 225000

= 5250000

B PAT = Total Asse 15%

- 525000 X 15%
-

= 787500



-4] Total Asset
-

Turnove
-

Turnove, Natio Total Asse

2 = Turnove
-

5250p

Turnove = 10500 000

= 2045 = sales-P magne
- 10500000 - 20%
-

= 8400000



- stock Turnover ratio=

Average
Inventory

,

T = 8400 ex
-

Average
Inventory

↓ Average Inventory = 1200 000

- Average Inventory = Op . Stock + stock
-

2
1200 o = 114000 + C
-25



24000 = 114000 +)

. = Closing stock
= 1260, 000

# Total Liberies Total Assets

Equity + Debt + <L - 5250 000

↑ Pref shareCapital
let the Debt be x

1. 559 + x + 90000 = 5250 000
↓ 600000



2.5 + 1500000 = 525000

. 2 :5 = 37500N

x T 37500/2 .5

= 1500 on
-

Debt = 1500 000

Equity = 2250000



= Equity = Share Capital & Reserves
It simply

2250C = 9) 8000 X 10 + R &S

2250C = 18000 + Reserves↑
sampl

Reserves ↑ Supply = 450, 000



ILLUSTRATION 3





DTR = sayR -
Aug receivables .

M = 00
Aug decierables

% . Any reliable = 400

Augbelievable = Debtors BI

400CN - x + 250
Drs = 345, 000



STR - S
Aug . Inventory

1- 5 = 12000
-

Aug. NV

%. Aug . IRV = 800 000

~ . Aug . Entertory = OpStock Stoc
-

2

800 sup = x A x + 100
-
2



1600m = 20sHO

2 = 16000 to 20

2x) = 15900

x = ↑ 95C

Opening stock = 495
,

000

closing stopl = 79500 + 100

= 8050



CTR = Purchase
-

Any Payable

G I 1210 an

AusTaxable

Ars Payably = 201667

Any Payable = Creditors + 1/P

201687 = x + 100

% .
Creditors = x = 191667



COUS = OPSTOOL + PUL-cisto

120000 : 79500 + > - 8050

120000 - 79590 + 80500 = S/

% x = 12/00 <pm)



ILLUSTRATION 4



Trading Account
PARTICULARS AMOUNT PARTICULARS AMOUNT

To Opening stock 80000 By Sales (640000/20%) 3200000

To Purchases (BF) 2720000 By Closing Stock 400000

To Gross Profit 800000

(25% of 3200000)

3600000 3600000



Profit & Loss Account
PARTICULARS AMOUNT PARTICULARS AMOUNT

To Operating Expenses (BF) 160000 By Gross Profit 800000

To Net profit 640000

800000 800000



Balance Sheet
LIABILITIES AMOUNT ASSETS AMOUNT

Capital 3200000 Fixed Assets 4000000

Outside Liabilities 6400000 Closing Stock 400000

Other Current Assets 5200000

9600000 9600000



Working-

Stock Turnover Ratio = salls- P
-

Aug Stock

10 = 3200 000 - 25%
-

Aug Stock

10 = 200000

Aug Stock

= Aug Stock = 240, 000



I

Aug Stock = Opening ↓ closingStock stoc
-

2

24000 = Openery + 400 000
Stock
-

2

4800= Opening
Stock

+ 400 000

.. Opening stock = 80000



ILLUSTRATION 5





Profit & Loss Account
PARTICULARS AMOUNT PARTICULARS AMOUNT

TO Raw material 1326000
Consumed By says 7800000

220% of 6630 ON)
To Direct Wages JG3000

< 10%- Of 6630C)
To other worry
,cost o 4 41000

To GP
17800000x 15%) 1170000 -

Mu 00 no 7800a



PARTICULARS AMOUNT PARTICULARS AMOUNT

To administrates BYIP 11700

I serig
Overheads CBF) 546000

To Het Profes
2780000x %.) S24000

-
-

11 To an 170 an



Balance Sheet
LIABILITIES AMOUNT ASSETS AMOUNT

Sharewides Funds
Fixed Asse 2000000

Share Capital 300000

Restoves sensly
200c 1500000
-

long term was 2200 000



LIABILITIES AMOUNT ASSETS AMOUNT

Current Lecibiris 1100000 Current Assels
- -

Stock of RM 331500

Stock of G 394800

Debtors 1282192

Cash(BF) 188508

-
2200000-

- -

4800 our 4800000



AsseI Fixed = I
Save 3

2000 = &
Sals 3

- Saus = 1800 000

② Fixed ASSUD
= 1
-

current Asse 1)



2600000 - B-
-

Unrest Asses -7

. Currents = 26000011
13

- 2200 000



③ Current Natio = CA
-

22

2 = 2200000
-

CL

1. CL -- 1100000

Here 25 laswans =

current Labretis T

long term wares = 2
- -

11000N I



%. long term wans = 2200000

5 Works Cost = Sals-CP

= 1800000 - 15%

= 6630, 000



= stock of Raw material : R19 ConsumedX3-
12

= 1326000 ↑3
-

12

= 331500

- Dubtors = 7800000 X 60
565

= 1282192



ILLUSTRATION 6







(15000/1) 1050 Ou 1700m
215000 /10+3) 450

400 000 150a

200000 200000

CBFS 50a

2100000 2100 an



Statement Showing Net profit
SR.NO PARTICULARS AMOUNT

A Saus 6000000

B uss- 204) 180000
↑

C Gross Projet 4200 000
&

P Less- Operating Expertes (B) 3390
, 000

E Operating Profit EBIT) 8 1000

= 60000I less- Interest

a Profit Before Tax 750000



SR.NO PARTICULARS AMOUNT

H less - Tax & JOY 375000

I PAT (6000000 x 6 . 25%) 375000



working

I Return an Networth = 25%

Return on networth - AT
Networth .

0 . 25 = 375 on
-

Networth

Networth = 150000
-
-



-⑬ Inventory turnove -

LOS

Ratio AS Enventory

12 = 1800 an
-

Aug
.

Inventory

AUS Inventory = STOCK = 1800m
12

- boo



ILLUSTRATION 7 (PYP MAY 2018) 5 MARKS



90000 CBF) 850, 000

1000N 50000
↑

40N

CBE) Goon 150 00--
10000 1000 000



SOLUTION







ILLUSTRATION 8 (PYP DEC 2021) 10 MARKS

From the following data in respect of ABC industries for the year ended 31st march 
2021 : 

Debt to the total asset ratio 0.40
Long term debt to equity ratio 30%
Gross profit margin on sales 20%
Accounts receivables period 36 days
Quick ratio 0.9
Inventory holding period 55 days
Cost of goods sold Rs. 64,00,000



Cous = Saus-4p

6400m = 3 -0 · 203)

6400m = 0-80s)

= = 8000 000

sals = Cous + PP

= 6400 no + /4 of 66000
-- 6400 au + 1600 on

= 80 00 so



Required :

Complete the balance Sheet of ABC Industries as on 31st March, 2021.
All calculation should be in nearest Rupee. Assume 360 days in  a year.

Liabilities Amount
Equity Share Capital Rs. 20,00,000
Reserves and Surplus 
Long term debts
Accounts payable
Total Rs. 50,00,000

Assets Amount
Fixed assets
Inventories 
Accounts receivable
Cash
Total

CBF) 3632222

CBE) 1000000 977778
9000 800 000

3 1000 2000000 190N
50

, 00 ,
000



SOLUTION









ILLUSTRATION 9( MTP MAY 2019 SERIES 2) 5 MARKS

=



Balancesheet

Equity share Capital 100000 Fixed itssets 50 000

current Asset 100000
Total Debt

2400 Other 1 A Goovr
--

CurrentDeb 36000 I - -Long threput-GoN Inventory 40000

- -

How 000





ILLUSTRATION 10 PYQ MAY 22 (5 MARKS)



SOLUTION











ILLUSTRATION 11 PYQ MAY 23 (10 MARKS)



800000 CBF) 1666250
F

5950N 465000

CBF) 1201258 542508
/99200

133300
/- 24000

2906250 2906250



Solution

Loading…

Loading…

2BF)

3



Solution

Loading…

Loading…



Solution

Loading…

Loading…



Solution

Loading…

Loading…



Solution

Loading…

Loading…



Solution

Loading…

Loading…



ILLUSTRATION 12 NOV 22 (SERIES 2) (10 MARKS)



TradiGPesas 50000

TO LOU) 3000

ITO GP 2000a

- -

5000 an 5000a
- -



TO OPEXP 9000N BY P 2000C

To Ent 600a

TO NP 500m
-
-

2000a 2000c
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ILLUSTRATION 13 ( 10 MARKS)
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ILLUSTRATION 14 (5 MARKS)
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ILLUSTRATION 15 (5 MARKS)
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