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sReceivable Average
Sales AnnualNet 

Turnover sReceivable =

Receivables turnover can be converted into an average 
collection period

Turnover Annual
365

Period Collection sReceivable Average =
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Inventory Average
Sold Goods ofCost 

TurnoverInventory =

Given the turnover values, you can compute the average 
inventory processing time

Turnover Annual
365

Period ProcessingInvetory  Average =
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TurnoverAsset  Total =



2���
�
�$�"��
�
�����2���
�
�$�"��
�
�����
!
�
��!
�
��

� 6����
#���
�����������������������
��
�
3
�
�������
#���
�����

� 1�
�����.����
�����4�������
�
���
.
��
�������
����
�����������
�����
$��
�������
����
�
�
���
��

��
�
�
�
��������������
���

Assets FixedNet  Average
SalesNet 

TurnoverAsset  Fixed =
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SalesNet 
Profit Gross

MarginProfit  Gross =
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SalesNet 
IncomeNet 

MarginProfit Net =
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Capital Totalon Return 
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Equity Totalon Return =
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Equity sOwner'on Return =
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Profit       Total Asset       Financial

Margin      Turnover         Leverage= xx
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Sales
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This is the operating profit return on total 
assets.  To consider the negative effects of 
financial leverage, we examine the effect of 
interest expense as a percentage of total 
assets
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Assets Total
Tax BeforeNet 

Assets Total
ExpenseInterest 

Assets Total
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We consider the positive effect of financial 
leverage with the financial leverage multiplier
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EquityCommon 
(NBT)Tax  BeforeNet 

EquityCommon 
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Assets Total
(NBT)Tax  BeforeNet 
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This indicates the pretax return on equity.  To arrive 
at ROE we must consider the tax rate effect.
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