FINANCIAL RATIOS




Key financial ratios for the business

Gross Margin

   
Gross profit as a % of sales

Gross Margin


= £150,000 / £500,000* 100 
= 30%

Net Margin

 
Net profit as a % of sales

Net Margin


= £50,000 /£500,000 *100

= 10%

Breakeven Sales (revenue)
Fixed Costs divided by Gross margin 


Breakeven (SR)

= £100,000 / 0.3 (30%)

= £333,333

Breakeven Sales (volume)
Fixed Costs divided by total selling price less variable cost

Breakeven (SV)

= £100,000 /(£10-£7)

= 33,333Units

Margin of Safety

Margin of safety revenue as a % of  actual sales  

Margin of Safety

= £166,667/£500,000 *100
= 33%

The importance of breakeven analysis (B/E)

B/E defines minimum sales level required for the business to be viable. It is used to assess financial viability of new products / services and to assess customer profitability and enables more effective business decisions to be taken.

A breakeven calculation on any business can be applied at any point, providing the split between income, fixed and variable costs is known. It can also be used to work out if a contract, order is worthwhile. By knowing what the B/E position is, the performance of the business can be tracked daily, weekly, or monthly, to ensure it is making money.

B/E can be used to assess the extra sales needed to employ an additional member of staff – an important decision for a small business. Here are performance ratios for employing people in the business:

Sales turnover    =  sales per person

Net profit​​​​​
Number of staff



Number of staff

Eg: 
500,000 = 100,000 per person

20,000 = 4,000

5





5

Employment costs x 100 =  sales needed to employ extra

Gross margin% 

person

Eg:
20,000 x 100= £33,333

60

Sales-input costs = value added/person  
Eg:
75,000 = 25,000

No.staff
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