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Sample Business Measures & Their Value


	Solvency Measures
	Value

	Current Ratio

Current Assets / Current Liabilities
	Used to determine the short-term ability to pay creditors and avoid bankruptcy. If Current Liabilities is greater than Current Assets (ratio less than 1), bankruptcy or operational failure soon is very likely possibility.

	Quick (Acid) Ratio

(Current Assets - Inventory) / 

Current Liabilities
	Used to determine the short-term ability to pay creditors and avoid bankruptcy assuming inventory is worthless.  If Current Liabilities is greater than Current Assets less Inventory (ratio less than 1), bankruptcy or operational failure is imminent. 

	Current Liabilities to Equity

Current Liabilities / Equity
	If Current Liabilities is greater than Equity, short-term creditors have more at risk than owners, which increases possibility of operational failure and borrowing costs, and decreases flexibility to borrow funds.

	Total Liabilities to Equity

Total Liabilities / Equity
	If Total Liabilities outstanding is greater than Equity, creditors have more at risk than owners, which increases possibility of operational failure and borrowing costs, and decreases capability to borrow funds.

	Working Capital

Current Assets – Current Liabilities
	If Working Capital is not sufficient to cover anticipated contract investment costs, then non-performance and operational failure during contract term may be more likely than successful contract performance.


	Profitability Measures
	Value

	Profit Margin %

(Net Profit Before Taxes / Annual Net Sales) x 100
	The more profitable it is, the more cash it can generate for a cushion for business down cycles. Also, this measure may be used to project cash outlays needed for the contract at hand.

	Pretax Return on Assets %

(Net Profit Before Taxes / Total Assets)  x 100
	This measure relates to how profitable a company is relative to its assets, which is also used to measure how well run the company is.

	Pretax Return on Net Worth %

(Net Profit Before Taxes / Net Worth)  x 100
	This measure relates to the ability of the company to generate an adequate return on capital for owners. 
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