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Financial ratios refer to tried and tested tools used in the analysis of companies. These ratios present the basis of gauging the performance of a company. As standard and universal tools, they can portray the perfect profile of any company in relation to others in the market. Each and every stakeholder will have their preferred financial ratio that focuses on their area of interest. These ratios come in many formats targeting specific areas of operations in an organization. By tradition, ratios focus on a company’s assets, debts, liquidity, profitability, and efficiency. 
Advantages of financial ratios 
· Simplification of data: financial ratios amalgamate data from various documents such as balance sheet and income statement. By simply looking at the ratios, any interested party can get an accurate picture concerning the performance of an organization (Borhan, Mohamed, & Azmi, 2014). They need not peruse tones of data in this quest. 
· Standardized universal comparison: financial ratios also provide stakeholders with predetermined analysis methods. It is, therefore, much easier to make comparisons between various companies dealing in wide range of industries.
· Benchmarking: the ratios also provide the means to establish performance benchmarks and standards for all companies. For instance, lenders might insist an asset to debt ratio of 1.5 below which they cannot extend loans
· Strength and weaknesses: financial ratios reveal the underlying dynamics of any organization or industry (Asiri, 2015). It makes it clear for every investor to understand where the company stands in terms of competitive edges and vulnerabilities. This way they can make informed investment decisions favorable to their resources.  
· Planning process: the ratios make it much easier for the managers at the helm of companies to make strategic decisions against the backdrop of the financial ratios (Erdogan, Erdogan, & Ömürbek, 2015). This way they know exactly what to do impact the asset base, debt, and profits among many more others.

Limitations of financial ratios analysis 
Despite the advantages of financial ratio analysis, they also come with their own fair share of limitations. The following are the major weaknesses:
· Financial ratios rely on accounting data which in some cases are not accurate. Accounting figures have been the subject of manipulation to present distorter performance or image of an organization. It o happens that such errors become replicated in the financial ratios. 
· Sometimes minimal accounting variations decrease the effectiveness of financial ratios (Borhan, Mohamed, & Azmi, 2014). For instance, some inventory management department use FIFO while others rely on LIFO. At the end of the day, financial ratios will compare such companies which can lead to a distorted perception. 
· Financial ratios also fail to capture market factors such as inflation and price adjustment. The data and figures do not provide the real present values and might lead to erroneous comparisons for companies or operations scattered across a wide period. 
· One of the biggest limitations is that the ratios fail to capture market dynamics and trends (Asiri, 2015). For instance, it is impossible to tell the prospects of a company by simply looking at the ratios. Such ratios fail to capture market shares, fluctuations, rising competition, and prevailing conditions which are key in analyzing the performance of an entity. 
· Finally, the ratios also come with computation variations. It, therefore, defeats the true purpose of analysis which inclines towards universal comparisons. 
Users of financial ratios 
There exist many users of financial ratios. In this case, the categorization bases on both the short-term and long term lenders and the stockholders. All these have unique needs and interests and will prefer certain ratios over others. 
For short term lenders, their particular interest will be whether or not an entity can meet its short term obligations. In this regard, they will place emphasis on the current assets above anything else. This is why current ratio will be most appealing to this stakeholder category. For long term lenders, they will be interested in the asset base of the company. In this regard, they want to know whether a company has enough assets to guarantee the payment in terms of operations (Erdogan, Erdogan, & Ömürbek, 2015). The assets can also act as security in case they default on loan repayment. Of particular concern to this stakeholder group will be the asset to debt ratio. Finally, stockholders seek nothing but gain on their investments. Therefore, they would be more inclined towards profits and earning of this particular earning. For instance, they will prefer to analyze the earning per share over the previous periods to assess whether or not to extend resources towards this organization. Their only point of concern is whether the company guarantees returns on investments. 
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