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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. Ratios are important to stake holders in order for them to summarise their financial information. There are numerous ratios that can emerge out of a company’s financial statement. The different ratios that the different stakeholders would be specifically interested in are;
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.
     Owners will be concerned with ratios dealing with net profit and net worth, cash flow per share, equity per share, earnings per share and dividends per share. 
     Lenders will be interested current assets as a ratio of current liabilities, total debts to total assets, long term debt to net assets, total debt to net worth and long-term debt to net assets. 

2. Management
. Profitability ratios
. Asset turnover ratios
. Liquidity ratios
Management create operating performance ratios and are interested in the above ratios and compare them to their previous performance and to the performance of others to learn from the past, as well as to be able to give satisfactory answers to the investors.

Owners
. Net profit and net worth ratio
. Cash flow ratio
. Dividends ratio
Owners can use these ratios to compare their business with competitors in the industry. They can then decipher the areas that are working well and what they can improve on. They need to compare these ratios to determine if they are making a profit and their cash flow forecast etc

Lenders
. Gearing ratios ratio
. Interest cover ratio
. Dividend yield ratio
Lenders need to look at the above ratios in order to be sure that the company’s current obligations can be met. From these ratios they can determine whether or not they are likely to see succeed and if they were to invest, if they would see a return profit 


3. Liquidity ratio deals with the ability of the business to fulfil its short-term debt obligations. The current ratio and quick ratio fall under this category and indicate a firm’s liquidity position. Examples of liquidity ratios are 
Profitability ratios assess the profitability of a company as indicated by returns of sale and investment. These ratios include; net profit to total assets, gross profit margin and net profit after tax. 
Activity ratios measure the company’s ability to use and allocate its limited resources effectively. Inventory turnover, average collection period, fixed asset turnover and total asset turnover are examples of activity ratios. 
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