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Analysis and interpretation 
of the financial statements 
of a partnership 

In order to complete this chapter, you should already be able to:
•	 prepare financial statements: Income Statement and Balance Sheet
•	 prepare the Notes to Financial statements
•	 calculate basic financial calculations.

This chapter will cover:

Revision
•	 Profitability Ratio

»» % gross profit on sales
»» % gross profit on cost of 

sales
»» % operating profit on 

sales
»» % operating expenses 

on sales
»» % net profit on sales

•	 Liquidity ratio
»» Current ratio
»» Acid test ratio

•	 Solvency ratio

Return ratios
•	 Partners’ earnings
•	 Return on partners 

Equity

Gearing ratios
•	 Debt:equity ratio

Liquidity Ratios
•	 Inventory turnover 

rate
•	 Inventory holding 

period
•	 Average debtors 

collection period
•	 Average creditors 

collection period

Analysis and 
interpretation 
of Financial 

Statements of a 
partnership

On completion of this chapter, you should be able to:
•	 calculate profitability, solvency, liquidity, return and gearing ratios
•	 compare, analyse and interpret ratios.


