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[bookmark: _GoBack]1. Why the following three groups of stake holders would be interested in different ratios? (10)
Management
Management is interested in different ratios to analyze the effectiveness of its policies and decisions. These ratios help Management to know the profitability, liquidity position, short term and long term solvency position, and return on investment generated from the business.
Owners
Owners are invested in different ratios to analyze the solvency position of their organization and to know the profitability of the organization. They also want to know the growth potentiality of an organization and safety of their investment.
Lenders
Lenders are invested in different ratios to analyze the solvency position of their organization and to know the ability of organization to pay interest and repayment of principle amount on due 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)
Management: Turnover and Operating Performance Ratios
The management of the company may not be so concerned with the results. They are usually more interested in the cause. This is because while other classes of stakeholders do not have control over the working of the firm i.e. the cause, the management does. All the other stakeholders question the management at the annual general meeting. Hence, management tries to get as much insight into the ratios as possible.
Shareholders: Profitability
Shareholders, for obvious reasons, are most concerned about profitability. Their investments are at risk and they expect to gain the maximum. For the shareholders, the profitability ratios are the beginning point. They then follow the trail the ratios leave.
Debt holders and Suppliers: Cash Flow and Liquidity
Debt holders and suppliers are concerned whether they will be paid the amount promised to them at the date that was promised to them. It is for this reason that they are very concerned about the liquidity of the firm.
Credit Rating Agencies: Solvency
While debt holders are suppliers are concerned about short term liquidity and cash flow, credit rating agencies go a step ahead. They use solvency ratios to rigorously analyze whether the company will be able to make good its obligations in the long run.

3. Give examples and explain one ratio for each of the following ratio classification groups. (10)
Liquidity ratios
Liquidity Ratios are those ratios which are went to test the firm ability to pay for the short term obligations. Examples include, current ratio, Acid test ratio (liquid ratio) and absolute liquidity ratio.
Current ratio = Current assets / Current liabilities.
As seen from the above formula, current ratio establishes a relationship between assets that convert into cash in short term and payments that had to make in cash with that short term. Thus if the ratio is more than ONE, it indicates that firm will be able to pay for its short term obligations. Normally a ratio around 2 times is generally considered as preferable or true test of liquidity using current ratio.

Profitability ratios
Profitability ratios are used to test the adequacy of profits earned by the business. It includes various ratios like, Gross margin ratio, Net margin ratio, ROI ( Return on Investments)
Gross margin ratio = Gross Margin / Sales * 100
Above ratio explains the gross margin in percentage terms. When compared with benchmark of various firms in the industry, the company know about its relative position in each of the profitability ratios and take active measures to improve upon them.

Activity ratios
Activity ratios: These ratios are otherwise known as turnover ratios. Number of times turnover is generated with the use of various resources is calculated. They include, Assets turnover ratio, Working capital turnover ratio, Inventory turnover ratio etc.
Assets turnover ratio = Sales / Total assets
Working capital turnover ratio = Sales / Working capital
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