3.5 Evaluating business performance

	Calculation
	Why do it?
	Formula
	Your evaluation/calculation

	Cost of sales
	To calculate what it costs the business to get the finished product to the customer 
	Opening stock

+ Purchases

– Closing stock
	MACROBUTTON NoMacro ( [insert]

	Gross profit
	To determine the amount of money left to pay expenses after cost of sales has been deducted

Provides an indication of the effectiveness of pricing policy and purchase and production controls
	Sales – Cost of sales
	MACROBUTTON NoMacro ( [insert]

	Gross profit margin
	To avoid comparing isolated figures which can be misleading
	Gross profit × 100

                  Sales
	MACROBUTTON NoMacro ( [insert]

	Breakeven point
	To have a clear understanding of what sales the business must achieve to be able to cover the cost of sales and pay the operating expenses
	Expenses

Gross profit margin
	MACROBUTTON NoMacro ( [insert]

	Safety margin
	Indication of the amount of sales that can be lost before the business starts operating at below the breakeven point
	(Actual s. – Breakeven s.) × 100
              Actual sales


	MACROBUTTON NoMacro ( [insert]

	Average mark-up
	To determine the selling price of a product taking the desired gross profit into account
	Gross profit × 100

             Cost of sales
	MACROBUTTON NoMacro ( [insert]

	Benchmarking expenses
	To monitor expenses from one period to the next and ensure these are in line with budgets
	Expense × 100

             Gross profit

or

Expense ×100

                Turnover
	MACROBUTTON NoMacro ( [insert]


	Calculation
	Why do it?
	Formula
	Your evaluation/calculation

	Staff productivity ratio
	To ensure staff employed in the business are productive and effective and contribute to the growth of the business
	Turnover

Staff costs
	MACROBUTTON NoMacro ( [insert]

	Net profit margin
	To show the actual net profit as a percentage of turnover to compare profitability accurately from one period to the next
	Net profit × 100

                Turnover
	MACROBUTTON NoMacro ( [insert]

	Net profit ratio
	Tells the owners the amount of net profit made per R1 of turnover
	Turnover

Net profit
	MACROBUTTON NoMacro ( [insert]

	Working capital
	To know how much surplus liquid funds are available in the operation
	Current assets – Current liabilities
	MACROBUTTON NoMacro ( [insert]

	Working capital ratio (Current ratio)
	To ensure the organisation's ability to meet its financial obligations
	Current assets

Current liabilities
	MACROBUTTON NoMacro ( [insert]

	Liquidity test (Acid test, Quick ratio)
	To ensure the organisation's ability to meet its financial obligations
	Current assets – Stock
Current liabilities
	MACROBUTTON NoMacro ( [insert]

	Circulation of funds
	To determine the rate at which the funds used in the business pass through the business during a specific period
	Annual sales (Turnover)
Total equity (capital and reserves)
	MACROBUTTON NoMacro ( [insert]

	Return on investment
	To monitor the growth and value of the investment in the business
	Net profit (before tax) × 100

      Capital and reserves
	MACROBUTTON NoMacro ( [insert]

	Stock turnover rate
	To ensure that stock moves through the business at the desired rate and also to minimise shrinkage and the chances of stock being defunct, spoiling or outdated 
	Cost of sales/goods
Average stock at cost price
	MACROBUTTON NoMacro ( [insert]

	Debtor turnover rate 

Debtor trading cycle
	To know the value of what debtors owe the business as well as how long it takes debtors to pay
	Sales

Average debtors

365

Debtor turnover rate
	MACROBUTTON NoMacro ( [insert]

	Creditor turnover rate 

Creditor trading cycle
	To know the value of what is owed to suppliers and other creditors as well as how long the business takes to pay the suppliers 
	Purchases

Average creditors

365

Creditor turnover rate
	MACROBUTTON NoMacro ( [insert]

	Interest coverage ratio
	To ensure the business makes sufficient net profit to repay the actual loan amount as well as the interest which the loan attracts
	Net profit (before tax and interest)

Interest paid
	MACROBUTTON NoMacro ( [insert]
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