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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. 
	1. Why the following three groups of stake holders would be interested in different ratios?
1. Management – Interested in ratios which shows the operation of the company as a whole. Since they report to other users (i.e. stakeholders) they are more concerned on the cause rather than the result.
1. Owners – They are focused on the revenue of the company. They focus on the outcome and tends to look at profitability ratios and cash flows. Also they would like to know the maximum gain for their investments and the possible net worth.
1. Lenders – They are focus on the ability of the company to pay its debts. So they would look for liquidity ratios. They are concerned whether they will be paid the amount promised to them at its maturity date.

1. List three ratios for each of the above mentioned groups in which they will have more interest and explain why these groups will be more interested in those ratios?
1. Management
0. Net Margin – This is computed by dividing the net profit after tax by net sales. Net profit ratio is a useful tool to measure the overall profitability of the business. A management efficiency is measured by this ratio, as well.
0. Operating Ratio – This ratio shows the percentage of the revenue which would be used to cover for COGS and operating expenses. It is computed by dividing operating expenses by net sales.
0. Working Capital Turnover Ratio – This ratio is computed by dividing COGS by Net Working Capital (current assets less current liabilities). It shows the number of times the working capital has been turned over during the period.
1. Owners 
1. Earnings Per Share Ratio – EPS ratio computed by dividing common stock net income by the number of shares of common stock outstanding. It determines the income received per common stock share.
1. Return On Investment Ratio – ROI is said to be the most popular ratio for owners. It is computed by dividing net income by equity. It shows overall profitability of the business
1. Net Margin – This is computed by dividing the net profit after tax by net sales. Net profit ratio is a useful tool to measure the overall profitability of the business. This is used by owners to determine if they will be compensated after the business settles its expenses and liabilities.
1. Lenders
2. Current Ratio – This is computed by dividing total current assets by total current liabilities. This is used to evaluate the ability of a business to pay its short-term obligations.
2. Quick Ratio – This is computed by dividing liquid assets (current assets minus inventory and prepaid expense) by current liabilities. It is said to be more reliable as it shows the ability of the business to pay short term debts immediately.
2. Debt To Equity Ratio – This ratio, on the other hand, deal with long term solvency. It is calculated by dividing total liabilities by net worth. This will measure the amount of debt used to finance the company’s assets and operation.

1. Give examples and explain one ratio for each of the following ratio classification groups.
1. Liquidity ratios
0. Quick Ratio – This is computed by dividing liquid assets by current liabilities. It shows the ability of the business to pay short term debts immediately. It is also commonly known as Acid Test Ratio
1. Profitability ratios
1. Net Margin – This is computed by dividing the net profit after tax by net sales. It measures the overall profitability of the business.
1. Activity ratios
2. Receivables Turnover Ratio – This is derived by dividing net sales by average receivables. It measure the amount of credit allowed during a period to achieve its target sales.
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1.	Why the following three groups of stake holders would be interested in different ratios?	(10)
 	Management
 	Owners
 	Lenders
1. Management – Interested in ratios which shows the operation of the company as a whole. Since they report to other users (i.e. stakeholders) they are more concerned on the cause rather than the result.
1. Owners – They are focused on the revenue of the company. They focus on the outcome and tends to look at profitability ratios and cash flows. Also they would like to know the maximum gain for their investments and the possible net worth.
1. Lenders – They are focus on the ability of the company to pay its debts. So they would look for liquidity ratios. They are concerned whether they will be paid the amount promised to them at its maturity date.


2.	List three ratios for each of the above mentioned groups in which they will have more interest and explain why these groups will be more interested in those ratios?	(10)
1. Management
3. Net Margin – This is computed by dividing the net profit after tax by net sales. Net profit ratio is a useful tool to measure the overall profitability of the business. A management efficiency is measured by this ratio, as well.
3. Operating Ratio – This ratio shows the percentage of the revenue which would be used to cover for COGS and operating expenses. It is computed by dividing operating expenses by net sales.
3. Working Capital Turnover Ratio – This ratio is computed by dividing COGS by Net Working Capital (current assets less current liabilities). It shows the number of times the working capital has been turned over during the period.
1. Owners 
4. Earnings Per Share Ratio – EPS ratio computed by dividing common stock net income by the number of shares of common stock outstanding. It determines the income received per common stock share.
4. Return On Investment Ratio – ROI is said to be the most popular ratio for owners. It is computed by dividing net income by equity. It shows overall profitability of the business
4. Net Margin – This is computed by dividing the net profit after tax by net sales. Net profit ratio is a useful tool to measure the overall profitability of the business. This is used by owners to determine if they will be compensated after the business settles its expenses and liabilities.
1. Lenders
5. Current Ratio – This is computed by dividing total current assets by total current liabilities. This is used to evaluate the ability of a business to pay its short-term obligations.
5. Quick Ratio – This is computed by dividing liquid assets (current assets minus inventory and prepaid expense) by current liabilities. It is said to be more reliable as it shows the ability of the business to pay short term debts immediately.
5. Debt To Equity Ratio – This ratio, on the other hand, deal with long term solvency. It is calculated by dividing total liabilities by net worth. This will measure the amount of debt used to finance the company’s assets and operation.

3.	Give examples and explain one ratio for each of the following ratio classification groups.	(10)
 	Liquidity ratios
 	Profitability ratios
 	Activity ratios
1. Liquidity ratios
3. Quick Ratio – This is computed by dividing liquid assets by current liabilities. It shows the ability of the business to pay short term debts immediately. It is also commonly known as Acid Test Ratio
1. Profitability ratios
4. Net Margin – This is computed by dividing the net profit after tax by net sales. It measures the overall profitability of the business.
1. Activity ratios
5. Receivables Turnover Ratio – This is derived by dividing net sales by average receivables. It measure the amount of credit allowed during a period to achieve its target sales.
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