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Ratio Analysis 

Assignment   8

1. Management

Management will be interested in ratios concerning the cost of goods sold, gross margin analysis, profit or net income analysis, contribution analysis, working capital analysis and operating income analysis.

ii. Owners

Owners will be cornered with ratios dealing with net profit and net worth, net profit available and equity share capital, cash flow per share, equity per share, earnings per share and dividends per share.

iii. Lenders

Lenders will be concerned with current assets as a ratio of current liabilities ,quick assets to current liabilities, total debt to total assets, long term debt to net assets, total debt to net worth, long term debt to net assets, long term debt to net worth and net profit before interest and tax to interest.

2. Management they will have more interest in ratios that inventory is sold at a faster rate .Coverage ratio= earnings before interest and taxes /interest payments for example –grocery stores will need more cash to buy inventory constantly. One of the most critical ratios that management must monitor is day’s sales.

ii. Owners they will have more interest in ratios that must have more stake than creditors in the assets of business, also measurement of how many times interest expenses will be covered, if they have the ability to cover their debit and if they can calculate interest coverage ratio by just affect your ability to get loans from bank and creditors, notice that this ratio employs earnings before interest and taxes not earnings after taxes.

iii. Lenders they will have more interest in ratios that they will calculate how much of your monthly income goes towards debt payments interest taxes and insurance. The higher your ratio the better your chances of getting a business loan in any economy , that way they are not just relying on projections, but can see evidence that your business is thriving.
  
3. Liquidity Ratios.

These ratios deal with the ability of the firm to fulfill its short term debt obligations. Current ratios and quick ratios fall under this category and indicate a firm’s liquidity position .Quick ratio is an even more conservative measure of liquidity than the current ratio, is the company‘s quick assets divided by current liabilities. Current ratio measure of short-term financial strength. The ratio determines whether current assets (cash or assets that are expected to be converted into cash within a year) are sufficient to pay current liabilities.
Current Ratio = Current Assets/ Current Liabilities
Quick Ratio    = Cash + Receivable/ Current Liabilities

b. Profitability Ratio

These asses the profitability of a company as indicated by returns on sale and investment. These ratio include, net profit to total assets, gross or net/profit margin and net profit after tax to net worth. These ratio measure operating efficiency that is management’s ability to turn profit given a level of resources.

Example
Return on assets = Net Income/ Total Assets
Return on equity= Net Income/Shareholder’s Equity
Return on sales = Net Income/ Net Sales

[bookmark: _GoBack]c. Activity Ratio
They measure the company’s ability to use and allocate its limited resources effectively inventory turnover, average collection period, fixed assets turnover and total assets turnover are examples of activity ratio. 
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