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FINANCIAL RATIOS ANALYSIS AND INTERPRETATION
Name
Institution

Current Ratio

It is a liquidity ratio which measures firm's ability to meet its short-term maturing obligations as and when they fall due. The lower the ratio, the higher the liquidity risk and vice versa. Failure to meet short-term liabilities due to lack of liquidity may lead to reduced creditworthiness, litigation by creditors and insolvency (Wang, 2011).

The liquidity position of KO Company is on an upward trend. In the current ratio, KO moved from below standard to above standard which shows that most of the assets were sold leaving a small portion as closing stock. It shows that the company is operating at a consistent trend as it clears its share once produced.

Earnings per Share

Akviran, (2011) connotes that Earnings per Share is an equity ratio used to evaluate the overall performance of a company. It indicates the amount shareholders expect to generate in the form of earnings for every share invested (). It also shows the profitability of a company on a per share basis. From the ratios obtained from KO Company, the returns to shareholders increased from the year 2014 to 2015 and dropped drastically in the year 2016. This shows that the shareholder's wealth was maximised from the year 2014 to 2015 which later fell in the year 2016.

Return on Equity

It is a profitability ratio which measures the management's effectiveness as shown by returns generated on sales and investment. They indicate how successful administration has been in creating profits for the company. Return on Equity enhances the measures of the efficiency with which a firm uses other supplier's funds to generate returns to shareholders (Hevert, 2013). From the ratios made by KO Company, there is an upward trend in the company's ratio from 2014. This shows that the company has put all its efforts entirely into maximizing the shareholder's wealth.

Free Cash Flow

It is a measure of a company's performance. It represents the cash that a company can generate after spending the money required to maintain or expand its asset base. (Vogel, 2014). The free Cash flow increased from 2014 to 2015 and drastically decreased in 2016. This shows that the company was able to realize a relatively a higher amount of spending the money required to expand its asset base compared to 2016 where the ratio decreased. This could have been attributed to several factors such as having a sophisticated asset base which required more funds compared to the previous years, or a possible misappropriation of the resources that were allocated for that purpose. 

Price Earnings Ratio

According to Fridson (2011), Price Earnings Ratio is an equity ratio used to evaluate the overall performance of a company. It indicates how much an investor is prepared to pay for a company's share given its current earnings per share (). The higher the price-earnings ratio, the more confident investors are that the company will perform well in future. From the information obtained from KO Company, there is an upward trend in the price-earnings ratio. This shows that as the company goes by each year, the investors are getting more confident that the group will perform well in the future and that the investors may pay more to invest in the company as they will be sure that their funds will be safe.

Net Profit Margin

It is a profitability ratio which measures the management's effectiveness as shown by returns generated on sales and investment. They indicate how successful administration has been in making profits for the company (Higgins, 2012).

Net profit margin is expressed as a percentage, and it measures the firm's ability to control its production, operating and financing costs. The ratios obtained from KO company show that there has been an upward trend from 2014 to 2015 which then slightly declined in the year 2016. This pattern indicates that in the year 2014 to 2015 the company was in an excellent position to control its production, operating and financing costs a situation which slightly changed in the year 2016 which could have been attributed to several factors, e.g., Additional expenses.

Debt/ Equity Ratio

It is a leverage ratio which measures the extent to which a company uses its assets which have been financed by non-owner supplied funds. They measure the financial risk of the company. The higher the ratio, the higher the financial risk. Gearing refers to the amount of debt finance a company uses relative to its equity finance. Debt/ Equity ratio measures the proportion of non-owner supplied funds to owner's contribution to the company. A company is highly geared if the debt-equity ratio is greater than 100%. (Machin et al., 2013). According to the ratio analysis from KO Company, there is an upward trend in the Debt/ Equity ratio which shows that the company uses most of its assets financed by non-owner supplied funds showing an increase in financial risk.
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