Unit 2: Financial Statement Analysis: 13 
Meaning and objectives of Financial Statement Analysis; Techniques of Financial Statement analysis – Comparative Statement, Common-size Statement and Trend Analysis. Meaning of Accounting Ratio, Classification of Accounting Ratios; objectives of Ratio Analysis; Advantages and Limitations of Ratio Analysis; Precaution to be taken before using Ratios; Computation of various Ratios – Activity Ratios, Liquidity Ratios, Solvency and Leverage Ratios and Profitability Ratios; 

1. What is financial statement analysis?
 Ans-Financial statement analysis means in order to understand its critical message and make    decisions regarding the operations of the firm.
2. What is analysis and what is interpretation?
Ans- The term “analysis “means simplification of financial data by regrouping them. The term “interpretation” means explaining the meaning and significance of the data.
3. What is quick ratio ?
Ans-Quick ratio ia a ratio between quick assets and current liability. It gives a stringent measure of liquidity and shows the ability of the firm to pay its short term obligations .
4. What is debt equity ratio?
Ans-It is a ratio between long term debts and shreholder’s fund.It shows the capital structure of the firm.It also shows the degree of indebtness of the enterprise in relation to shareholders’ fund and the degree of security of its debts.
5. What is inventory Turnover ratio?
Ans-This ratio relates sales to average inventory and measures the velocity of conversion of inventory into sales.It evaluate the efficiency with which the firm is able to manage its inventory.It the measures soundness of the firm’s inventory policy.
6. What is investment turnover ratio?
 Ans- Investment turnover ratio is a ratio between net sales and capital employed .It reflect utilization of resources and shows the degree of liquidity and profitability in the business.
Investment turnover ratio.
Investment turnover ratio
7. Mention two advantage of ratio analysis?
Ans- Two advantages of ratio analysis are:-
1. Helps in understanding the efficacy of firm’s decisions: It helps the management in understanding the effectiveness of management decision regarding operating, investing and financing activities.
1. It simplifies complex figures and establishes relationships: Ratio analysis summaries financial information through simplifying complex data and establishing their relationship, thus the users can understand the credit worthiness and earning capacity of the firm.
1. Helps in comparative analysis: Ratio of different periods show trend and help the management in projection of future activities.
1. Identifies strong and weak areas: It shows the strong and weak areas for managerial actions.
1. Various comparisons: It helps in drawing comparison to assess profitability, solvency and liquidity of the business.
8. What is price earnings ratio?
Ans- It shows the relationship between market price per equity share and earnings per share
   The formula is
9. What is return on investment?
Ans- It is primary ratio to measure the profitability and rate of return on long term fund .It shows the degree of efficiency of the business in utilizing resources for productive activities.
The ratio is calculated as follows
             Rate of return 
10. What is debtor turnover indicates?
Ans-This ratio measures the liquidity of the receivables. It shows the velocity of debt collection of the number of times the average debtors are over a period of time.
Debtor turnover ratio
11. . What is operating ratio?
Ans-It indicates the percentage of net sales which is consumed by operating cost.The remaining percentage of net sales is known as operating profit.It measures the operating efficiency of a firm.So lower is the percentage of operating ratio, higher is the operating profit.
12. What is debtor turnover ratio?
Ans-Debtor turnover ratio indicates the speed at which the debtors are turned into cash. So is shows the velocity of collection of debtors. So higher is the ratio, better is the efficiency of collection .The purpose of the ratio is to measure the liquidity of the receivables. However, very high ratio may in loss of opportunity for sale.
13. State the importance of operating ratios.
Ans-Operating ratio is the relationship between the cost of goods sold and other operating expenses to net sales expressed in percentage. Operating expenses include the administration expenses and selling and distribution expenses. The cost of goods sold consists of operating stock+purchase+direct expenses-closing stock.
Operating ratio   X 100
Importance of operating ratios:
1. Gross profit ratio: It shows the margin of sales to cover indirect expenses
1. Operating ratio: It shows the percentage of net sales consumed by operating cost
1. Operating profit ratio: It shows the profitability in operations
1. Expenses ratio: It shows the percentage of sales consumed by expenses
1. Net profit ratio: It shows the overall efficiency of the firm.
14. What is average collection period?
Ans-Average collection period means the period within which debtors are converted into cash .It indicates the velocity of collection of debtors and the credit policy of the firm.
Average collection period
15. What is creditor turnover ratio?
Ans-It is a ratio between net credit purchase and average creditors or payables. It indicates the velocity of payable i.e. the number of times the payables rotates in a year .It shows the credit period granted by creditors of a firm.
Creditor turnover ratio
16. Write the meaning of solvency ratio.(2014)
Ans-Solvency ratio has been used to mean long term financial position of the business.It is an accepted financial truth that the company must have sufficient long term funds to meet its long term liabilities.
17. Write the meaning of leverage ratio.(2015)
Ans-Long term solvency or leverage ratio indicates a company’s ability to pay long term obligations on time.Long term obligations includes items payables within five or ten years.Leverage ratio also analyse whether a firm will have sufficient funds to pay interest .
18. State the managerial use of ratio analysis.(2015)
Ans- It helps the management in understanding the effectiveness of management decision regarding operating, investing and financing activities.
19. What is gross profit ratio (2015)
Ans-- Gross profit margin shows the efficiency of the firm in respect of cost of production, cost control and sales. Inter-firm comparison of gross profit is a measure of efficiency and profitability.
Gross profit   X 100

Long answer type questions:
4. What are various types of ratios?
Ans-Various types of ratios are:-
	1. Traditional ratios or financial statements ratios:
1. Balance sheet ratios/financial ratios
1. Profit and Loss account ratios/Operating ratios
1. Composite/Mixed ratios or inter statement ratio

	1. Functional ratios:-
1. Liquidity ratios
1. Leverage ratios
1. Activity ratios
1. Profitability ratios


	1. Significance ratios according to importance:-
1.    Primary ratios
1. Secondary ratios

	1. Users ratios:-
1. Ratios for managers
1. Ratios for creditors
1. Ratios for share holders




4. What are liquidity ratios? Discuss the importance of current and liquid ratios?
Ans-Liquidity ratios indicate the ability of a firm to pay its current liabilities as and when they become due. Since current liabilities are paid out of current assets. These ratios show the relationship between current assets/liquid assets and current liabilities and show the adequacy of current assets in relation to current liability.
Importance of current ratios: This ratio measures the short term solvency of a firm .It measures general liquidity of a firm in short period. It shows the ability of current assets per rupee of current liability standard ratio is 2:1.
Importance of liquid ratios: This ratio is more rigorous and penetrating test of liquidity position of a firm. It gives a better picture of liquidity because it includes more liquid current assets in computing the ratio.
.The standard ratio is 1:1.
4. Explain the importance of ratio analysis?
Ans- The importance of ratio analysis are:-
1. Areas of strengths and weakness: It shows the areas of strengths and weakness of a business unit.
1. Efficiency of managerial decisions: It shows the degree of efficiency of the managerial decision in utilizing the resources of a firm.
1. Comparative analysis: When ratios are computed for several years and are placed side by side, a comparative study of these ratios gives a trend about the progress or regress of the firm.
4. Explain briefly the meaning and significance of
1. Debt equity ratio b. Debtor turnover ratio c. Stock turnover ratio
Ans-        a. Debt equity ratio:
1. Debtor turnover ratio:Debtor turnover ratio indicates the speed at which the debtors are turned into cash. So is shows the velocity of collection of debtors. So higher is the ratio, better is the efficiency of collection .The purpose of the ratio is to measure the liquidity of the receivables. However, very high ratio may in loss of opportunity for sale.
1. Stock turnover ratio:
4. What is the importance of financial analysis?
Ans-Financial analysis is useful to different users in the following ways_
i. Financial managers-It shows managerial performance and focuses on strengths and weakness of the enterprise which require redressal efforts by the management.
ii. Top management-It is important to them as it shows general efficiency in the resources of the business and evaluates the system of internal control .It also shows the efficiency of business model and business policies pursued.
iii. Creditors and leaders -It is important to creditors and lenders since it shows the short term and long term solvency of the firm.
iv. Investors-It is important to them in taking investment decision since it shows the profit earning capacity and the solvency of the firm and risk factor.

4. What are the techniques of financial statements analysis?
Ans- Different techniques of financial statements analysis are-
a. Comparative statements
b. Common size statements
c. Trend analysis
d. Ratio analysis
e. Cash flow statement
4. What is comparative statement? Why do they show ?(2015)
Ans- Comparative statements are financial statements showing profitability and financial position of a firm for different periods of firm in a comparative form to give an idea about the position of two or more periods. It shows the strength and weakness of the firm.
	It shows the following-
a. It shows the summaries of different operational activities of different periods and
b. It indentified the direction of changes and trends in different indicators of performance of an enterprise.
4. What is common size statement and state its importance?
Ans- Common size statements are the statements which indicate the relationship of different items of a financial statement with some common item as percentage of the common item.
	The importance of common size statements lies in the following:
a. It facilitates the comparison of operating and financing characteristics of two companies of different sizes in same industry
b. It also facilitates intra-firm comparison of financial results and financial position over different periods.
c. It shows the earning capacity of the firm.
d. It helps the users in understanding financial statements.
e. It facilitates in making forecast and preparing budget.
4. What is trend analysis? Mention its usefulness.
Ans-Trend analysis means the analysis of the trend of information which may show an upward or down ward trend. It is computed by percentage relationship of each item in the statements of different years to the same item in the base years.
Following are the usefulness-
i. It studies the operational results and financial position over a series of years
ii. It shows the basic changes in the nature of the business
iii. It shows the trend of a particular item which may be an upward or a downward or a constant trend
iv. It shows the problem if there is any or a sign of good management.

4. What are the objectives of financial statements analysis?
Ans-Objectives of financial statements analysis-
a. To asses the current profitability and operational efficiency of the firm as awhole as well as the different departments in order to judge the financial health of the firm.
b. To ascertain the relative importance of different components of financial position of the firm.
c. To identify the reasons for change in the profitability/financial position of the firm.
d. To judge the ability of the firm to repay its debts and in assessing the short term as well as the long term liquidity position of the firm.
e. To focus on the areas of strengths and weakness of the company.
f. To help the management in making self appraisal of its policies.
g. To help the government in talking suitable industrial policy.
h. To make forecast and to prepare budget.
4. .What is the importance of comparative statements to management? Explain it with reference to comparative revenue statement.
Ans- Comparative statements are financial statements showing profitability and financial position of a firm for different periods of firm in a comparative form to give an idea about the position of two or more periods. It shows the strength and weakness of the firm.Importance to management-
a. Better understanding: Simple and comparative presentation of data makes the message of financial statements easily understandable to the management.
b. Indirect trend: Comparative statements give information about the change that influences the financial statements and performance of the firm. It is an indicator of trend which helps the management in forecasting the future.
c. Focus on strengths and weakness: It focuses the strengths and weakness of the enterprise and draws the attention of the management to take redressel measure for the weak areas.
d. Forecasting and planning: Analysis the change in the financial data of the previous year, the management can make forecast and planning for the future.
e. Key financial statistics: Comparative statements provide key financial statistics to the management for taking drastic measure where necessity.
f. Effects of operations: Comparitative statements show the effect to business operations on the assets, liabilities and capital which helps the management in ascertaining the causes for the present financial position.


4. What are significance of financial statements analysis to different users?
Ans-Importance of financial analysis to different users:
a. Shareholders: Shareholders are interested in the profitability and performance of the management. Financial analysis shows the trend of important factor which focus on the state of profitability and performance of the business.
b. Investors: Investors are interested in the profitability and growth prospects of the business. Analysis shows the key figures which shows profitability and growth prospects of the business. Thus they can take the investment decisions on the basis of that information.
c. Creditors: Creditors are interested in short term solvency of the business. Financial analysis shows the degree of short term solvency of the business which will help them in taking necessary decision in granting credit facility to the enterprise.
d. Bankers and lenders: Bankers and lenders are interested in the capacity of the business in servicing the loan and giving advances by them i.e. regular payment of the principal amount of loans. So they are interested in the short term adequacy of solvency of the enterprise which information is shown by the financial analysis for their decision making purpose.
e. Management: Management gets required information through financial analysis for judging the overall efficiency, profitability and correctness of their policies.
f. Employee: Employees are interested in their welfare i.e. increase salaries, increase bonus, promotion etc. So they are interested in the profitability, sustainability, and trend of growth of the business. Analysis provides them enough information on those matters.
g. Researcher: Researchers get enough information regarding profitability, sustainability, efficiency of the management etc through analysis of financial statements.
h. Tax authorities: Tax authorities get correct information for tax assessment of tax.
i. 
4. Explain in brief the different tools of financial statement analysis.
Ans- Different tools of financial statement analysis are 
a.  Comparative financial statements- Comparative statements are financial statements showing profitability and financial position of a firm for different periods of firm in a comparative form to give an idea about the position of two or more periods. It shows the strength and weakness of the firm.
b. Common size financial statement-Such statements express the figures of a financial statement as percentage of a common base .In the profit and loss statement, sale figure is assumed to be 100 and all other figures are expressed as percentage of sale. Similarly in the Balance Sheet, the total of all the assets or the total of equity and liability is assumed as 100 and all other figures are expressed as the percentage of the total figure.
c. Fund flow statement: This statement shows the change in working capital position .It shows the sources and Uses of working capital.
d. Cash flow statement: It shows the changes in cash position from one period to another period. It shows the sources from which cash was received and the purpose for which cash was used.
e. Trend percentage: In this case, the figure of a particular year is taken as base figure i.e. 100 and the figures of subsequent years are expressed in percentage of the respective figures of the base year. Such percentage over a period shows a trend in respect of a particular item.
f. Ratio analysis: It expresses the relationship between two accounting figures taken from the financial statements of an accounting period in the form of ratio.

4. What are the uses/significance and limitations of accounting ratio? Explain.
Ans-Uses/ significance of accounting ratio are-
a) To know the strong and weak areas of a firm and to know where more attention is required.
b) To make a comparative analysis of the performance of a business by reffering to the bench mark of the industry.
c) To know the liquidity position and profitability position of the firm.
d) To know the efficiency of managerial decision.
e) To know the long term solvency of the firm.
Limitations-
a) Limitation of accounting data- The result of ratio analysis suffers from the limitations of accounting data affected by personal judgment. It is because ratios are based on accounting data.
b) Exclusion of qualitative aspects- Ratios are constitutive of qualitative data and exclude the qualitative aspect of the business.
c) Stable money value-Its suffers from the practice of taking money value stable through the money value is constantly changing
d) Forecasting-It does not help in preparing forecasting is based on historical facts.


4. What are the objectives of Financial statement analysis?
Ans-Financial statement analysis is very much helpful in assessing the financial position and profitability of a concern. The main objectives of analysing the financial statements are as follows:
a) The analysis would enable the present and the future earning capacity and the profitability of the concern.
b)  The operational efficiency of the concern as a whole as well as department wise can be assessed. Hence the management can easily locate the areas of efficiency and inefficiency.
c)  The solvency of the firm, both short-term and long-term, can be determined with the help of financial statement analysis which is beneficial to trade creditors and debenture holders.
d)  The comparative study in regard to one firm with another firm or one department with another department is possible by the analysis of financial statements.
e)  Analysis of past results in respects of earning and financial position of the enterprise is of great help in forecasting the future results. Hence it helps in preparing budgets.
f)  It facilitates the assessments of financial stability of the concern.
g)  The long-term liquidity position of funds can be assessed by the analysis of financial statements

4. What are the limitations of financial statement analysis?
Ans-Limitations of financial statements analysis are:-
a) Historical analysis: It is a historical analysis and does not reflect the future.
b) ignoring price level changes: It is based on historical accounting which does not consider changes in price level. So it suffers from stable money value concept of accounting.
c) Qualitative aspects are ignored: It consider only qualitative aspects of the business and ignored its qualitative aspects.
d) Limitations of financial statements adversely affected the value of financial statements analysis because the analysis is based on accounting figures.
e) Unsuitability in inter firm comparison: it cannot reliable information when different firms follow different accounting policies.
4. Explain broadly  the types of Financial statement analysis.
Ans-A distinction may be drawn between various types of financial analysis either on the basis of material used for the same or according to the modus operandi or according to the objective of the analysis.
A. According to Nature of the Analyst
a) External Analysis: It is made by those who do not have access to the detailed records of the company. This group, which has to depend almost entirely on published financial statements, includes investors, credit agencies and governmental agencies regulating a business in nominal way. The position of the external analyst has been improved in recent times owing to the governmental regulations requiring business undertaking to make available detailed information to the public through audited accounts.
b) Internal Analysis: The internal analysis is accomplished by those who have access to the books of accounts and all other information related to business. While conducting this analysis, the analyst is a part of the enterprise he is analysing. Analysis for managerial purposes is an internal type of analysis and is conducted by executives and employees of the enterprise as well as governmental and court agencies which may have regulatory and other jurisdiction over the business.
B.  According to Modus Operandi of Analysis
a) Horizontal Analysis: When financial statements for a number of years are reviewed and analysed, the analysis is called ‘horizontal analysis’. As it is based on data from year to year rather than on one date or period of time as a whole, this is also known as ‘dynamic analysis’. This is very useful for long term trend analysis and planning.
b) Vertical Analysis: It is frequently used for referring to ratios developed for one date or for one accounting period. Vertical analysis is also called ‘Static Analysis’. This is not very conducive to proper analysis of the firm’s financial position and its interpretation as it does not enable to study data in perspective. This can only be provided by a study conducted over a number of years so that comparisons can be effected. Therefore, vertical analysis is not very useful.
C.  According to the Objective of the Analysis
a) Long-term Analysis: This analysis is made in order to study the long-term financial stability, solvency and liquidity as well as profitability and earning capacity of a business. The objective of making such an analysts is to know whether in the long-term the concern will be able to earn a minimum amount which will be sufficient to maintain a reasonable rate of return on the investment so as to provide the funds required for modernisation, growth and development of the business.
b) Short-term Analysis: This analysis is made to determine the short-term solvency, stability, liquidity and earning capacity of the business. The objective is to know whether in the short-run a business enterprise will have adequate funds readily available to meet its short-term requirements and sufficient borrowing capacity to meet contingencies in the near future.

4. What are the important profitability ratios? How are they work out ?
Ans-The important profitability ratios
1. Gross profit   X 100
1. Operating ratio   X 100
1. Net profit ratio   X 100
1. Operating Expenses ratio   X 100
4. What is acid test ratio? How does it differ from current ratio ? Why is the acid test ratio more useful than current ratio?
Ans- Acid text ratio :
            It is ratio between Quick Assets and Current Liabilities. It is the stringent test of liquidity because, quick assets and the assets include only liquid assets and the assets which involve negligible risk.
	It is different from current ratio in the sense that liquid assets do not include stock and prepaid expenses.
On the other hand, the current ratio includes all current assets including stock and prepaid expenses.
	It is more useful than the current ratio in the sense that it includes more liquid assets to meet the current liabilities. Such liquid assets involve the minimum risk in their conversion into cash. On the other hand, stock involves more risk in to conversion into cash.
4. What is capital gearing ratio? What is its significance?
Ans- It is a ratio between equity shareholders’ fund and fixed charge bearing fund i.e. ratio between capital bearing variable cost and capital bearing fixed cost.
Significance of capital gearing ratio_
It shows the long term solvency and the creditworthiness of the firm. A firm is said to be highly geared if the fixed charge bearing loan funds are more than the equity shareholders fund. A highly geared ratio is good if the firm can earn a higher return on the capital employed than the rate of fixed charge on long term fixed interest bearing capital .It is called trading on equity .It involves a risk from solvency point of view. Therefore, an evenly geared ratio is good.
4. What are activity ratios? What is the importance of such ratios?
Ans-Activity ratios are-
1. Inventory turnover ratio
1. Debtor turnover ratio
1. Creditor turnover ratio
1. Total assets turnover ratio
1. Working capital turnover ratio
1. Capital turnover ratio
1. Inventory to working capital turnover ratio
Significance or importance
	These ratios highlights upon the activities and operational efficiency of a firm. These ratios measures how efficiency the assets are used by the firm and at what speed the assets are converted into cash. These ratios relate sales with various assets and measure the profitability of the operations. Higher the ratios, greater is the profitability.
4. What are the significance of gross profit and operating profit ratios?
Ans- Gross profit margin shows the efficiency of the firm in respect of cost of production, cost control and sales. Inter-firm comparison of gross profit is a measure of efficiency and profitability.
Operating profit ratio reveals cost of operation excluding financial charges in relation to sales.
4. What is return on investment? Explain its significance?
Ans- Return on investment is a primary ratio to measures the profitability of a firm. It measures the degree of efficiency in utilization of funds by a business enterprise and indicates the rate of return on the resources invested in it.
Significance:
It measures the rate of return on capital employed in business. It revels the degree of efficiency of the management of a company in using funds provided by its shareholders and long-term creditors.
4. [bookmark: _GoBack]Write notes on(i) Price earnings ratio (ii) Dividend pay-out ratio (iii) Dividend yield ratio
Ans-
i. Price earnings ratio-It shows the relationship between market price per equity share and earning per share. It is calculated to estimate the appreciation in the value of a share.it is used to decide whether to buy such share or not.it is also used to analyse the price of shares in the stock market
ii. Dividend pay-out ratio-It establishes the relationship between earning to equity shareholder and dividend paid to them. It also shows the portion of earning retained as reserve.
iii. Dividend yield ratio-It establishes the relationship between dividend per share received and market value per share. It is applied for buying or selling of share.


Unit 2: Financial Statement Analysis: 13 


 


Meaning and objectives of Financi


al Statement Analysis; Techniques of 


Financial Statement analysis 


–


 


Comparative Statement, Common


-


size Statement 


and Trend Analysis. Meaning of Accounting Ratio, Classification of 


Accounting Ratios; objectives of Ratio Analysis; Advantages and Limitations 


of 


Ratio Analysis; Precaution to be taken before using Ratios; Computation of 


various Ratios 


–


 


Activity Ratios, Liquidity Ratios, Solvency and Leverage 


Ratios and Profitability Ratios; 


 


 


1.


 


What is financial statement analysis?


 


 


Ans


-


Financial statement analys


is means in order to understand its critical message 


and make    decisions regarding the operations of the firm.


 


2.


 


What is analysis and what is interpretation?


 


Ans


-


 


The term “analysis “means simplification of financial data by regrouping them. The 


term “inte


rpretation” means explaining the meaning and significance of the data.


 


3.


 


What is quick ratio ?


 


Ans


-


Quick ratio ia a ratio between quick 


assets


 


and current 


liability. It


 


gives a stringent 


measure of liquidity and shows the ability of the firm to pay its sho


rt term obligations .


 


4.


 


What is debt equity 


ratio?


 


Ans


-


It is a ratio between long term debts and shreholder’s fund.It shows the capital structure 


of the firm.It also shows the degree of indebtness of the enterprise 


in relation


 


to 


shareholders’ fund and th


e degree of security of its debts.


 


5.


 


What is inventory Turnover ratio?


 


Ans


-


This ratio relates sales to average inventory and measures the velocity of conversion of 


inventory into sales.It evaluate the efficiency with which the firm is able to manage 


its 


inventory.It the measures soundness of the firm’s inventory policy.


 


6.


 


What is investment turnover ratio?


 


 


Ans


-


 


Investment turnover ratio is a ratio between net sales and capital employed .It reflect


 


utilization of resources


 


and shows the degree of liquidity and profitability in the business.


 


Investment turnover ratio.


 


Investment turnover ratio


=


??????


 


??????????


??????????????


 


????????????????


 


7.


 


Mention two advantage of ratio analysis?


 


Ans


-


 


Two advantages of ratio analysis a


re:


-


 


i.


 


Helps in understanding the efficacy of firm’s decisions


: It helps the management 


in understanding the effectiveness of management decision regarding operating, 


investing and financing activities.


 


ii.


 


It simplifies complex figures and establishes relations


hips:


 


Ratio analysis 


summaries financial information through simplifying complex data and 


establishing their relationship, thus the users can understand the credit 


worthiness and earning capacity of the firm.


 


iii.


 


Helps in comparative analysis:


 


Ratio of differe


nt periods show trend and help the 


management in projection of future activities.


 




Unit 2: Financial Statement Analysis: 13    Meaning and objectives of Financi al Statement Analysis; Techniques of  Financial Statement analysis  –   Comparative Statement, Common - size Statement  and Trend Analysis. Meaning of Accounting Ratio, Classification of  Accounting Ratios; objectives of Ratio Analysis; Advantages and Limitations  of  Ratio Analysis; Precaution to be taken before using Ratios; Computation of  various Ratios  –   Activity Ratios, Liquidity Ratios, Solvency and Leverage  Ratios and Profitability Ratios;      1.   What is financial statement analysis?     Ans - Financial statement analys is means in order to understand its critical message  and make    decisions regarding the operations of the firm.   2.   What is analysis and what is interpretation?   Ans -   The term “analysis “means simplification of financial data by regrouping them. The  term “inte rpretation” means explaining the meaning and significance of the data.   3.   What is quick ratio ?   Ans - Quick ratio ia a ratio between quick  assets   and current  liability. It   gives a stringent  measure of liquidity and shows the ability of the firm to pay its sho rt term obligations .   4.   What is debt equity  ratio?   Ans - It is a ratio between long term debts and shreholder’s fund.It shows the capital structure  of the firm.It also shows the degree of indebtness of the enterprise  in relation   to  shareholders’ fund and th e degree of security of its debts.   5.   What is inventory Turnover ratio?   Ans - This ratio relates sales to average inventory and measures the velocity of conversion of  inventory into sales.It evaluate the efficiency with which the firm is able to manage  its  inventory.It the measures soundness of the firm’s inventory policy.   6.   What is investment turnover ratio?     Ans -   Investment turnover ratio is a ratio between net sales and capital employed .It reflect   utilization of resources   and shows the degree of liquidity and profitability in the business.   Investment turnover ratio.   Investment turnover ratio = ??????   ?????????? ??????????????   ????????????????   7.   Mention two advantage of ratio analysis?   Ans -   Two advantages of ratio analysis a re: -   i.   Helps in understanding the efficacy of firm’s decisions : It helps the management  in understanding the effectiveness of management decision regarding operating,  investing and financing activities.   ii.   It simplifies complex figures and establishes relations hips:   Ratio analysis  summaries financial information through simplifying complex data and  establishing their relationship, thus the users can understand the credit  worthiness and earning capacity of the firm.   iii.   Helps in comparative analysis:   Ratio of differe nt periods show trend and help the  management in projection of future activities.  

