


Dear readers,

in order to make solid investments, investors compare companies within their 
peer group. For this purpose, key ratios such as EBIT, working capital or 
cash flow have become increasingly important in recent years. These ratios 
are part of the daily business in order to measure corporate perfomance and 
to get an insight into a company’s fundamental situation. It is therefore an 
important prerequisite to know a ratio’s significance not only for investors 
to make the right decisions, but also for managers to lead a business unit 
into the right direction. But this reference book not only addresses investors 
and managers, it is also helpful for auditors, tax accountants or students to 
quickly refresh the know how on corporate ratios both quickly and in-depth.

For a better understanding we have added a sample calculation to each ratio’s 
definition as well as the fields of application. A critical assessment of each 
financial ratio is explained by discussing both advantages and disadvantages. 
Please note that differences in the way of calculation may still exist, which 
you should be aware of.

When analyzing financial ratios, one should make sure to always compare the 
ratios relative to the peer-group and the industry standards, as otherwise 
an isolated number would have a very limited significance. Finally the key 
for successful research is to transfer comprehensive analysis of several 
indicators into a meaningful result. For this purpose the reference book 
delivers a strong added value!

Sincerely, your authors

E-mail your questions, remarks or feedback to: IFRSratios@cometis.de
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EBIT margin5.1

Formula

EBIT
x 100 %

Revenues

Sample calculation

  1,452
 ______ 

14,019
   × 100 % = 10.36 %

Explanation

The EBIT margin (or operating margin) shows the percentage of earnings from 
operations before interest, taxes and the financial result that a company was 
able to record per unit of revenue. This indicator thus provides information 
on a company’s earnings power. The higher the EBIT margin, the stronger the 
impact of a change in revenue will be on earnings. If no positive EBIT margins 
are generated over a longer period, then in the case of established companies, 
the business model must be questioned. The EBIT margin is suitable for 
use as a relative indicator in international, cross-industry comparisons of 
companies. When considered over time, this indicator provides information 
on whether a company has been able to increase its earnings power. If the 
company has not been able to succeed in this endeavor, then the reasons for 
this should be analyzed.

• Simplifies international 
comparability

• Independent of national tax 
requirements

• Independent of type of financing

• Used for comparison over time

• Various write-down methods 
make comparability more difficult

• Distortion from inclusion of 
income which cannot be directly 
allocated to operating activities

• The quality of operating results 
can worsen even though the 
earnings themselves are rising 
(e.g., if R & D costs fall)

Advantages Disadvantages
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EBITDA margin5.2

Formula

EBITDA
x 100 %

Revenues

Sample calculation

  1,944
 ______ 

14,019
   × 100 % = 13.87 %

Explanation

The EBITDA margin taxes show the percentage of operating income before 
interest expense (income), and depreciation / amortization that a company 
was able to record per unit of revenue.
This indicator thus provides information on a company’s earnings strength. 
The EBITDA margin is a valuable indicator in particular in international 
comparisons, as the various accounting standards, tax laws and write-down 
policies do not impact calculation of the margin. In addition, this indicator is 
also suitable for use by young companies which are not yet recording any 
profits. In these cases, a positive EBITDA margin indicates the ability of the 
business model to work profitably.

• Simplifies international 
comparisons

• Not impacted by various write-
down modalities

• Allows statements to be made on 
expense development over time

• Strategic equity interests are not 
considered if not consolidated

• Significant cost blocks can be 
eliminated from the income 
statement via the formation of 
joint ventures

• Varying expense components 
can impact the amount and 
quality of this indicator

Advantages Disadvantages
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