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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
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1. [bookmark: 3498375870629232748]                                
· Management ÷ will be interested in ratios concerning the cost of goods sold, gross margin analysis, profit or net income analysis, contribution analysis, and operating income analysis. Accounting ratios are used as a tool for decision making. If ratios are available to the management of a business, better decisions are made.

· Owners ÷ the owners will be concerned with ratios dealing with net profit and net worth, the net profit available and equity share capital, cash flow per share, equity per share, earnings per share, and dividends per share. They will be looking for information on how efficient assets of a business are managed, the profitability of a business, its solvency and liquidity position

· Lenders ÷ the important ratios according to the lenders perspective include; 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 (NBIT) to interest. 
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2.Owners
Shareholders are interested in financial statement analysis to know the profitability of the organization. Profitability shows the growth potentiality of an organization and safety of investment of shareholders.

Liquidity Ratio – Are also known as solvency ratios. They indicate firm’s liquidity position. They deal with the ability of the firm to fulfill its short term debt obligations. They indicate whether a business has sufficient assets to cover the liabilities.

Profitability Ratios- show the owner whether they are making profit or not. They indicate how efficiently the business has used its available resources. Profitability ratios are normally expressed in percentages, and in general, the higher the percentage, the better the profit.


Leverage Ratios- These are used to show how much of a company’s operations are financed by debt. Leverage ratios measure the debt to total assets, coverage ratio, and the number of times interest is earned. They indicate whether the resources of a business are utilized efficiently. 


Lenders
 Lenders are interested in knowing the solvency position of an organization. They analyze the financial statement position to know about the safety of their investment and ability to pay interest and repayment of principle amount on due date.
      
Profitability Ratios-assess the profitability of a company as indicated by returns on      sale and investments. Their main concern is whether or not the business will be able to meet its obligation to them. They are therefore concerned with the credit worthiness of the business. 


Liquidity Ratios-indicate firms liquidity position. Just like managers, lenders are particularly interested in business’s solvency and liquidity.


Activity Ratio-they measure how much of a company’s operations are financed by debt. They measure the company’s ability to use and allocate its limited resources effectively. 
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Management is interested in analyzing the financial statement for measuring the effectiveness of its policies and decisions. It analyze the financial statements to know short term and long term solvency position, profitability, liquidity position and return on investment from the business


Profitability Ratio -these asses the profitability of a company as indicated by returns on sale and investments. This ratio is used to show the percentage return or profit made  on the investment or resources of the business

Activity Ratios -they measure the company’s ability to use and allocate its limited resources effectively. They also measure the efficiency of the business

Leverage Ratios -they are used to measure how much of a company’s operations are financed by debt.



[bookmark: _GoBack]3.LIQUIDITY RATIO  Analyze the ability of a company to pay off both its current liabilities as they become due  as well as their long-term liabilities as they become current, in words, these ratios show the cash levels of a company and the ability to turn other assets into cash to pay off liabilities and other current obligation. Liquidity is not only a measure of how much cash a business has .It is also a measure of how easy it will be for the company to raise enough cash or convert assets into cash without stock. Example : Quick ratio ( Acid test ratio) 

The formula used to calculate this ratio is: CURRENT ASSETS-STOCK
                                                                    CURRENT LIABILITIES


PROFITABILITY RATIO is a measure of profitability, which is a way to measure a company's performance. Profitability is simply the capacity to make a profit, and a profit is what is left over from income earned after you have deducted all costs and expenses related to earning the income. 

Common profitability ratios used in analyzing a company's performance include gross profit margin (GPM), Operating margin (OM), return on assets (ROA) , return on equity (ROE), return on sales (ROS) and return on investment   (ROI).  
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Example: Gross Margin
Gross margin tells you about the profitability of your goods and services. It tells you how much it costs you to produce the product. It is calculated by dividing your gross profit (GP) by your net sales (NS) and multiplying the quotient by 100: 
Gross Margin = Gross Profit/Net Sales * 100 
GM = GP / NS * 100 
Example: Assume that the cost price of goods bought is £15,000 and the selling price of the same goods is £20,000. The gross profit therefore is £5,000
The Gross profit margin is          £5,000 X 100    =25%
                                                   £20,000
For every £100  of sales, the business made a profit of £25

ACTIVITY RATIOS: They measure the company’s ability to use and allocate its limited resources effectively. Activity ratios are used to assess the efficiency of a business in its operations. 
One example of activity ratios is average collection period.
The formula used is:        Amount owed by debtors x 365 days                                                                                                                    
                                        Amount of credit sales

The formula indicates the number of days that debtors take to pay their debts. Assume that the credit sales for the year is £160,000.The amount owed by debtors is £13,200. The collection period from debtors using the above formula will be calculated as follows:

                  £13,200 x 365  = 30.1125 days
                      £160,000

This means that it takes about 30 days or a month on average for debtors to pay their debts. This is fine because the money is not tied up in debts for a long time. If the business took 60 days or more it would mean that the business is not efficient enough in collecting debts.
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