CONCEPT: RATIOS — TIMES INTEREST EARNED (TIE)

e The Times Interest Earned (TIE) ratio helps analyze if a company can cover its

0O The TIE ratio is a common ratio

O There are different ways to calculate the TIE ratio, we will discuss the two most common calculations

- The calculations produce similar results: Double check how your professor calculates this ratio!

PRACTICE: XYZ Company had Income from Operations of $320,000 and Net Income of $80,000. Interest Expense during
the current period was $40,000 and Notes Payable totaled $400,000. What is the company’s Times Interest Earned?
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PRACTICE: ABC Company had Net Income during the period of $60,000 after Income Taxes of $40,000. Furthermore, the
company had outstanding Notes Payable at the beginning and end of the year, respectively, of $250,000 and $350,000. If

interest expense was $15,000 during the period, what is the company’s TIE ratio?

a) 7.7x
b) 5x
c) 4x
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