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ILLUSTRATION 1 

a. Compute the following ratios: 

i. Gearing Ratios 

ii. Investor’s ratios 

iii. Activity ratios 

 

i. Gearing ratios: 

Gearing ratio = 
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Debt to equity ratio = 
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                        =        

                       ~29% 

 

ii. Investor’s ratios: 

Basic earnings per share 

=
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=56 k 

 

 

 



Dividend per share = 
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                                    =26.8 k 

                       ~27 k 

 

Price/Earnings Ratio = 
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                                      =7.14 

 

Earnings yield = 
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                        =0.14 

                           =0.14*100 

                           = 14% 

 

Dividend Yield = 
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                          = 0.0675 

                             =0.0675 * 100 

                             =6.75% 

  

 

 

 



Dividend cover = 
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                         =2.07 times 

 

iii. Activity Ratios: 

Inventory Turnover = 
             

                 
 

                                =
       

       
 

                                =          

 

Asset Turnover = 
       

                             
 

                         = 
       

             
 

                         =2.22 times 

 

*Average Inventory 

Opening inventory = Cost of sales + Closing inventory – Purchases 

=150000 + 50000 – 1080000 

= 920000 

Average Inventory = Opening inv. + Closing inv. / 2 

=920000+500000 / 2 

=710000 

  

b. Comment on the gearing of Ajanaku Plc., stating the reference point to which relevant ratios can 

be compared. 

 Ajanaku Plc. is lowly geared. This is because its debt is 22% of its total capital employed. 

The reference points are the gearing ratio and debt to equity ratio.  


