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Things to Remember

• What is a Ratio?

It is an arithmetical relationship between 2 variables.

• What is Accounting Ratio?

It is an arithmetical relationship between 2 accounting variables.

• In how many ways a Ratio may be expressed

1. Pure

2. Times

3. %

4. Fraction

• Give two objectives of Ratio Analysis

1. To find out the weak areas of business

2. To help in formulation of plans for future

• List two uses of Accounting Ratios

1. To Analyse the financial statements

2. To simplify the Accounting Data

• Write two limitations of Accounting Ratios

1. Ignoring Price level changes

2. Ignoring qualitative aspect

• Liquidity Ratios are also known as short term solvency Ratios

• List two Ratios included in liquidity Ratios

2. Current Ratio

3. Quick Ratio

• Current Ratio is also known as – working capital Ratio

• Quick Ratio is also called as—Acid test Ratio or Liquid Ratio

Write formula for working capital Ratio

Working capital Ratio =

• What are current Assets?

Assets which may be converted into cash or cash equivalent within, 12 months

from the date of Balance sheet or operating cycle.
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• What are current liabilities?

Liabilities which are to be paid within 12 months from the date of Balance

sheet or operating cycle.

• Give examples of current liabilities?

Short term borrowing(including Bank overdraft), trade payables(Bills payables

and sundry creditors),other current liabilities.

• What are liquid Assets?

These assets which can be converted into cash or cash equivalents within

short period of time.

• Give examples of Liquid Assets

Current investments, trade receivables, cash and cash equivalents, short

term loans and advances.

• What do you mean by solvency Ratios?

Those ratios which show whether the business will be able to pay its long

term commitment/ payments on time.

• How can we calculate debt?

Debt = long term borrowings

+long term provisions

OR

= Total Debt-current liabilities

• How to deal with debit balance of statement of P&L account?

It is to be deducted from equity /shareholders’ funds

• What are long term provisions?

Provisions for those liabilities to be paid after 12 months from the date of

balance sheet or after operating cycle.

• Give examples of long term provisions?

Employees benefit expenses like provision for gratuity, provision for warranty.

• Activity Ratios are also known as performance Ratios/ turnover Ratios.

• How to deal with change in inventory Add change in inventory if opening

inventory>closing inventory.

Subtract change in inventory if opening inventory<closing inventory.

• Give a reason for or in gross profit Ratio.↑ ↓

↑Higher selling price with constant cost of revenue from operation results in

in gross profit ratio.

↓Higher cost of revenue from operation with constant selling price results in

gross profit ratio.
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• Give examples of non-operating incomes: interest received, dividend received,

profit on sale of fixed assets.

• Give examples of non-operating expenses: Interest on long term loans, loss

on sale of non-current assets.
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