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INCOME STATEMENT RATIOS: Profitability (Earning Power)
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commonly used to measure financial
performance in an operating company. The
names are in the second column from the left,
how to compute them is in the next column
(the “formula”) and the reporting periods are in
the next three columns. Profit Gap has pulled
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peer group labeled “Industry Standard.” Profit Gap provides you with the average 50%, the top 25% or top
quartile, and the top 10% commonly called the best-in-class. Your goals provide the benchmarks to measure
yourself against and see where improvements can be made. Clearly, the far right column contains your actual
numbers used in the calculation.

It is important to understand the trends that come to light as a result of laying out your ratios in this manner.
For instance, carefully review your Gross Margin for the last three periods. Is it increasing or decreasing?
What are the underlying causes one way or the other?

One of the most valuable and unique features of the scorecard is that we have quantified in “$$ and cents” the
variances between your most recent numbers and your Goals — and we have used these variances to populate the
“Road Map.”

Thus, we have delivered to you extremely powerful decision-relevant financial intelligence — identifying in
visual format: (1) where are the opportunities for improvement against the “standard,” (2) quantifying in “$$
and cents” the financial impact of achieving your goal, and (3) identifying whether the improvement will have a
primary impact on Cash (C) or Profits (P).

In other words, the Scorecard and Road Map together provide a unique visual system to “find the leaks and plug
‘em” — and they show you the financial impacts in cash or profits.
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