
Class Notes
Class: XII Topic: FINANCIAL STATEMENT ANALYSIS

            (Accounting Ratio: Continue..)

Subject: ACCOUNTANCY

ACTIVITY RATIO/TURNOVER RATIO/PERFORMANCE RATIO:  These ratios show how efficiently a company is 
using its assets to generate sales. These ratios express the number of times assets employed is turned into 
sales during an accounting period. These ratios are usually calculated on the basis of revenue from operation 
or cost of revenue from operations. The important turnover ratios are:

                                                                        TURNOVER RATIO

Inventory Turnover Ratio                                   Trade Payable Turnover 

                                       Trade Receivable Turnover Ratio                                         Working Capital Turnover Ratio

Inventory Turnover Ratio: It determine the number of times stock turned into sales during the accounting 
period under consideration. It shows the relationship between the cost of revenue from operation during a 
given period and the average amount of inventory carried during that period. It indicates whether the 
inventory has been efficiently used or not. Higher the ratio, the better it is, since it indicates inventory is being
sold quickly. Low turnover of inventory may be due to bad buying, obsolete stock, etc and is a danger signal.

Inventory Turnover Ratio= Cost of revenue from operation/ Average inventory
*Cost of revenue from operation= Opening inventory+ Net  Purchases+ Direct expenses-Closing inventory OR
                                                               Revenue from operation- Gross Profit
*Average Inventory= (Opening inventory+ Closing inventory)/2  

From the following information, calculate inventory turnover ratio.
Cost of revenue from operations= Rs. 7,50,000, Purchases made during the year =Rs. 10,00,000 and Opening 
inventory= Rs. 2,50,000

Solution:
Cost of revenue from operation= Opening inventory+ Purchases+ D.Exp.- Closing inventory
7,50,000= 2,50,000+0+10,00,000- Closing inventory
Closing inventory = 12,50,000-7,50,000= Rs. 5,00,000
*Average Inventory = (2,50,000+5,00,000)/2= 3,75,000
Inventory Turnover Ratio= 7,50,000/3,75,000= 2 times.

From the given information, calculate the inventory turnover ratio.
Revenue from operation = Rs. 2,00,000, gross profit= 25% on cost, inventory at the beginning is 1/3 of the 
inventory at the end which was 30% of revenue from operation.

Solution:
Let the cost of revenue from operation be X
Gross Profit is 25% of cost.   Therefore, Gross profit= X*25/100   OR Gross profit= X/4

Revenue from operation = Cost + Gross profit. Therefore 2,00,000= X+X/4
Then 5X = 8,00,000,    X = Cost=  1,60,000
*Closing inventory = 30% of revenue, therefore closing inventory = 2,00,000*30/100= Rs. 60,000
*Opening inventory is 1/3 of closing inventory, therefore, Opening inventory= 60,000/3= Rs. 20,000.
*Average inventory= (20,000+60,000)/2= Rs. 40,000.



Inventory Turnover Ratio= Cost/ Average inventory= 1,60,000/40,000= 4 times. 

Trade Receivable Turnover Ratio: This ratio indicates the speed with which the amount is collected from 
debtors. Higher the ratio, better it is, since it indicates the debts are being collected more quickly. On the 
other hand, a lower trade receivable turnover ratio indicates the inefficient credit policy of the management .

Trade Receivable Turnover Ratio= Credit revenue from operation/ Average trade receivable
*Credit revenue from operation= Revenue from operation- cash revenue from  operation
*Average trade receivable= Opening receivables(Debtor+B.R)+ Closing receivable(Debtor+B.R)/2

Debt Collection Period: It provide an approximation of the average time that it takes to collect from debtors.
It is determine as : Debt Collection period= 365/ Trade receivable turnover ratio=….Number of days OR 12/ 
Trade receivable turnover ratio=…….. number of months  OR 52/ Trade receivable turnover ratio=……. Number
of weeks.

A company sells its products on cash as well as credit. The following relevant information has been extracted 
from its books. 
Total revenue from operation = Rs. 20,000, cash revenue from operation Rs. 4,000, revenue from operation 
returns Rs. 1,400, total debtors and bills receivables as on 31st March, 2015 were Rs. 1,800 and Rs. 400 
respectively. On the same date, provision for doubtful debts were Rs. 200 and total creditors were Rs. 2,000. 
Calculate the average collection period in terms of number of days. 

Solution:
*Credit revenue from operation=( Revenue from operation- cash revenue from operation-Revenue from 
operation returns)= (20,000-4,000-1,400)= Rs. 14,600
** Average trade receivable= (Average Debtor+ Average B.R)=1,800+400= 2,200
Trade Receivable Turnover Ratio= 14,600/ 2,200= 6.636 times.
Average collection period= 365/ 6.636= 55 days.

Trade Payable Turnover Ratio: This ratio indicates the speed with which the amount is being paid to the 
creditors. A higher creditors turnover ratio indicates that the firm pays its suppliers quickly which increases its 
credit worthiness and vice-versa. 

Trade Payable Turnover Ratio= Credit Purchases/ Average tradepayable
*Credit purchases= Total purchases – cash purchases 
**Average trade payables= Opening payables(Creditor+B.P)+ Closing payable(creditor+B.R)/2

Average Payment Period: It provide an approximation of the average time taken to make payment to the 
credtiors.
It is determine as : Average payment period= 365/ Trade payable turnover ratio=….Number of days OR 12/ 
Trade payable turnover ratio=…….. number of months  OR 52/ Trade payable turnover ratio=……. Number of 
weeks.

Working Capital Turnover Ratio: It depicts the relationship between revenue from operation and working 
capital. A high working capital ratio indicates efficient utilization of working capital. On the other hand, a low 
working capital turnover ratio indicates, working capital has not been utilized efficiently.
Working Capital Turnover Ratio= Revenue from operation OR Cost of revenue from operation/Working capital
*Working capital= Current Assets- Current Liabilities

Calculate the working capital turnover ratio of M/s Pankaj dresses on the basis of information given below:
Cost of revenue from operation= Rs. 5,00,000, current assets= Rs. 2,50,000, current liabilities= Rs. 1,50,000.

Solution:
Working capital turnover ratio= Cost of revenue from operation/ Working capital
                                                          5,00,000/(2,50,000-1,50,000)= 5 times. 



On the basis of the above content and solutions, solve the following questions:

1. Calculate inventory turnover ratio from the data given below:
Inventory at the beginning = Rs. 50,000, inventory at the end= Rs. 75,000, carriage and other direct expenses=
Rs. 15,000, purchases= Rs. 2,50,000, Net revenue from operation= 3,25,000 (Ans: 3.84 times)

2. Calculate stock turnover ratio when cost of revenue from operation is  Rs. 1,75,000, opening inventory is of 
Rs. 25,000 and closing inventory is Rs. 5,000 more than the opening inventory. (Ans: 6.36 times)

3. The average inventory of Ramesh Ltd. amounts to Rs. 25,000. Its stock turnover ratio is of 6 times. It is the 
policy of the company to sell goods at 20% profit on sales. Find out the profit of the company.(Ans: Rs.37,500)

4. Calculate debtor turnover ratio for the year 2017-18 from the following information.

Particulars 2016-17 2017-18

Sundry Debtors
Bills Receivables
Provision for doubtful debts

78,000
45,000
5,500

82,000
25,000
6,500

Total revenue from operation for 2017-18 were Rs. 6,25,000, revenue from operation returns Rs. 5,000 and 
cash revenue from operation were 50% of the revenue. (Ans: 2.69 times)

5. A company registered credit revenue from operation of Rs. 3,60,000 for the half yearly ended 30 th June, 
2018. Its debt collection period is 20 days. Assuming 360 days in a year, calculate the debtors turnover ratio 
and average receivables. (Ans: debtors turnover ratio = 18 times and average receivable= Rs. 20,000)

6. From the following information, calculate the creditors turnover ratio.
Opening Bills payable Rs. 6,000, closing bills payable Rs. 34,000, purchases Rs. 28,00,000, cash purchases Rs. 
10,00,000, purchases return Rs. 2,00,000, creditor at the beginning of the year Rs. 1,60,000, creditor at the 
end of the year Rs. 2,00,000. (Ans: 8 times)

7. Working capital Rs. 25,000, cost of revenue from operation Rs. 1,00,000, gross profit on revenue from 
operation is 20%. Calculate the working capital turnover ratio from the above information. (Ans: 5 times)

                                                                                                 (The above content  is absolutely prepared from home)




