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Evaluating a Firms Financial Performance
In chapter 8, evaluation of the financial performance becomes a critical issue to any firm, which needs to be assessed now and then to ensure the smooth moving of the firm. During the evaluation of the financial performance of financial formulas and ratios are being calculated in which they will be in turn compared to industry and historical metrics to provide insight towards the financial performance and conditions of the firm. As per the calculation of the financial performance, it brings about seven fundamental ratios that are critically used in the world of business to evaluate and assist the firm's overall performance. The first one is the gross profit margin; according to this ratio, it mainly estimates the revenue amount that is sourced after removing the sales of cost. The importance of the balance is that it indicates the percentage portion for each dollar required to be applied to cover the firm's expenses. We also have the working capital, and this capital is used to determine the organization's liquid net assets required to fund the daily operations.  This ratio is important because it will indicate whether the firm's resources can be quick to cash when needed.  
[bookmark: _GoBack]Next is the current balance; this is a liquidity ratio. It helps any business firm so that it will be able to determine whether the existing assets are enough to pay for the current liabilities. We also have the inventory turnover ratio used to measure the number of times a firm will sell its average inventory in a given fiscal year. According to leverage, it becomes an equity multiplier calculated by a firm to illustrate the actual debt required to buy assets.  The return on assets will help the firm determine how well the investments are employed to make more profit. The return on equity ratio helps to analyze the effectiveness of equity, which will cause investors to earn a profit according to the wall street journal, “Why Cash Flow Matters In Evaluating A Company," clearly states why evaluating a firm's financial performance should be considered be a daily activity. The article shows the main difference between progressive and unprogressive firms and predicts where the firm will be in the next ten years. 

https://www.wsj.com/articles/SB997466275287616386  
