Lesson Three : Understanding Financial Ratios
Introduction
Financial ratios are essential tools used in financial analysis to evaluate a company’s performance and health. They provide insights into various aspects of a company’s operations, profitability, and financial structure by comparing different numerical values from its financial statements.
Categories of Financial Ratios
1. Liquidity Ratios:
Assess a company’s ability to meet short-term obligations.
2. Leverage Ratios:
Measure a company’s long-term financial viability and its ability to service debt.
3. Valuation Ratios:
Determine the value of a company’s stock and its attractiveness to investors.
4. Profitability Ratios:
Indicate how well a company can generate profits from its operations.
5. Activity Ratios:
Measure how effectively a company utilizes its assets.
Importance of Financial Ratio Analysis
Financial ratio analysis serves several crucial purposes in evaluating a company’s financial performance :
- Determine internal performance and compare it to competitors.
- Identify key indicators of organizational performance.
- Assess financial health, analyze statements, and monitor performance over time.
- Understand performance relative to industry peers.
- Identify areas needing improvement and make informed investment decisions.
Application of Financial Ratio Analysis
Financial ratio analysis can be applied in various contexts, including :
- Assessing liquidity, solvency, profitability, efficiency, and market prospects.
Conclusion
In conclusion, financial ratio analysis provides a quantitative method of gaining insight into a company’s liquidity, operational efficiency, and profitability. It is an essential tool for investors, analysts, and company management to make informed decisions and gain better insights into a company’s performance.

Questions:
 Translate and explain the highlighted words.

 
