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1. Introduction to Financial Ratios

¢ Financial ratios are tools used to evaluate a company's financial health and performance.
e They provide a quantitative analysis of a company's financial position and operating results.

2. Types of Financial Ratios

Liquidity Ratios: Measure a company's ability to meet short-term obligations.

Profitability Ratios: Assess a company's ability to generate profit relative to its revenue,
assets, and equity.

Efficiency Ratios: Evaluate how well a company utilizes its assets and liabilities.

Solvency Ratios: Measure a company's long-term financial stability and ability to meet
long-term obligations.

3. Commonly Used Financial Ratios

Current Ratio: Current Assets / Current Liabilities

Return on Equity (ROE): Net Income / Shareholder's Equity
Debt-to-Equity Ratio: Total Debt / Shareholder's Equity
Gross Margin: (Revenue - Cost of Goods Sold) / Revenue

4. Importance of Financial Ratios Analysis

¢ Helps investors make informed decisions about investing in a company.
e Allows management to identify areas of improvement in financial performance.
e Assists lenders in assessing the creditworthiness of a company.

5. Limitations of Financial Ratios

e Ratios may vary between industries, making comparisons difficult.
e They provide a snapshot of a company's financial health at a specific point in time.
e Ratios can be manipulated through accounting methods, affecting their accuracy.

6. Interpretation of Financial Ratios

¢ Ratios should be compared to industry averages or historical data for meaningful analysis.
¢ A single ratio should not be used in isolation; multiple ratios should be considered together.
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e Trend analysis over time is crucial to evaluate a company's financial performance
accurately.

7. Conclusion

¢ Financial ratios analysis is a valuable tool for investors, management, and lenders to assess
a company's financial health.

e Understanding the different types of ratios and their implications is essential for making
informed decisions in the financial world.
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