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	1.Why the following three groups of stakeholders will be interested in different ratios?

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

Owners

· The owners will be concerned with ratios dealing with net profit and net worth, net profit available andequity sharecapital,, cash flow per share, equity per share, earnings per share and dividends per share.

Lenders

· The important ratio according to lenders include current assets to current liabilities, total debts to to net worth, long term debts to net assets, long term debts to net worth and net profit before interest and tax.


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?

Management
Total contribution-Contribution margin is equal to revenue from sale of products less total variable expenses to manufacture and sell these products, The amount of contribution margin should be sufficient to cover all fixed costs as well as to contribute towards profit. If the amount of contribution margin is not enough to cover all fixed costs, the business will suffer a loss.
Recievable turnover-measures the amount of credit that company allows in a given accounting period to achieve required level of sales.

Net margin-is a percentage of revenue remaining after  all expenses, interests, taxes and preferred stock dividends have been deducted from a company’s total revenue.

Owners

Equity share capital-is invested money tha, in contrast to debt capital is not repaid to the investors in the normal course of business it re presents the risk capita staked by the owners through purchase of a company ‘s common stock.

Cash flow per year-is a ratio used to compare company’s market value to its cash flow.
Profit before interest and tax-is an accounting measure calculated using a company's net earnings, before interest expenses, taxes, depreciation and amortization are subtracted, as a proxy for a company's current operating profitability, i.e., how much profit it makes with its present assets and its operations on the products it produces and sells, as well as providing a proxy for cash flow.

Lenders

· Current assets as a ratio of current liabilities-measures a company's ability to pay off its current liabilities (
payable within one year) that make it difficult for them to meet short-term 
obligations such as repaying their loans and paying their employees
· Total debt to net worth-Lenders and investors usually 
prefer low debt-to-equity ratios because their interests are better protected. The debt to tangible net worth ratio has significance to lenders, analysts and a 
common calculation is to divide total liabilities by the tangible net worth.
· Quick assets to current liabilities-If you take out a loan, the lender may require you to 
maintain a certain minimum that is, Current ratio = Current assets ÷ Current liabilities 
.Quick ratio = (Cash equivalents + Short-term investments + Accounts 
receivable) .

3. Give examples and explain one ratio of the following ratios.

Liquidity Ratios
These ratio deals with the ability of the firm to fulfill its short term obligations. Examples include:
Current ratio-is a financial ratio that measures whether or not a firm has enough resources to pay its debts over the next 12 months, it compares affirm s current assets to its current liabilities.

Quick ratio-it provides a more rigorous assessment of a company sability to pay its current liabilities.

Profitability Ratio
These are ratios which asses the profitability of a company as indicated by returns on sales and investment. examples include:
Net profit to total assets-is a company's net income divided by its average of total assets. Can be used by an investor or by a company internally to evaluate if the company is turning a profit relative to their assets. It is important for an investor to consider that a company's return on assets can vary depending on which industry the company does business in. A particular company may provide a product that requires additional assets to manufacture the product relative to another industry.
Gross profit margin-The gross profit margin ratio is used as one indicator of a business's financial health. It shows how efficiently a business is using its materials and labour in the production process and gives an indication of the pricing, cost structure, and production efficiency of your business. The higher the gross profit margin ratio the better.

Net profit after tax to net worth-net worth represent the excess of total assets  over total liabilities, Net profit ratio is computed by dividing the net profit (after tax) by net sales. It is 
expressed,

Activity ratios
They measure the company’s ability to use and allocate its limited resources effectively. examples include:
Inventory turnover-is a ratio showing how many times a company s inventory is sold and replaced over a period.
Average allocation period-
Fixed assets turnover-




Student Statement:

By submitting this assignment, I confirm that this is my own work.



	Student Signature
	D. Maekopo
	Date
	03/10/14




For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	













image1.png
ﬁ
o R




