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Ratio and Financial Statement Analysis
     		Financial ratios are essential tools that are used in the analysis of the organization's financial strength. They are crucial in analyzing the organization's financial statements by calculating simple mathematical calculations on the income, balance sheet, and cash flow statements.  Financial ratios quantify the business's liquidity, profitability, stability, and the efficiency of its operations, hence providing the investors with more refined and straightforward information about the organization's financial position and health (Rakićević et al., 2016). Ratios are more summarized and give the investors more relevant and better knowledge than raw financial reports.
    		Ratios provide the investors with a standard and acceptable method of comparison of companies and business industries. All companies, ' regardless of their size, market share, and sales volume, are placed on equal ground for the analyst's comparison. Comparing the raw financial data from the statement could be tedious and cumbersome for the investors, and they offer minimal financial insight. The ratios go beyond this to provide more resourceful information on how the firm finances its business and manages its incomes. The rates give more details on how the company gets its capital, how it makes its profit, and how it grows its sales. Ratios such as return on equity help us understand how efficient organizations make use of their assets (Svynarenko et al., 2019). An organization may be big but may not be efficiently using its support compared to a smaller organization in the same industry. At a glance, an investor will be able to understand the organization that has more profit margins and hence more return on investment.
     	Ratio analysis provides each sector of the industry a benchmark for bringing to the right trends in different sectors over time. The same industry organizations can use the trends to measure and compare their performance with the other players in the same industry. In the hotel industry, for example, one hotel can compare its performance with other hotels. New entrants can use the industrial benchmark to craft their strategies and even use them to measure their performance against the industrial standard.
    		The financial ratios aid in planning and measuring the performance. Entrepreneurs who are starting the business can use the financial ratios when creating business plans and presentations for the investors and lenders. Time-bound targets and goals can be set and tracked over time by the use of the industrial ratios (Rakićević et al., 2016). Tracking performance helps in keeping the organization's managers on their toes as they bring-out the financial weakness and opportunities available for the business.
     		Investors use the ratios in analyzing the financial strength of different organizations. Evaluating the business against other firms in the industry helps them decide which organization they should invest in. Careful ratio analysis informs the potential investors that the firms can increase the profitability and the stock value over time. The financial ratios assist in the budgeting process; hence, the business's management can plan the business finances according to the available or intended revenues. 
     		The management of the business can understand the weakest point of the company through ratio analysis. By getting this information, the administration can craft ways in which they can improve the business. In case the profitability ratios are weak, the managers will work to see that they improve, hence the business's overall financial improvement. The economical rates are an essential tool for the company as they help validate the financial statements (Svynarenko et al., 2019).  They summarize the financial statements into understandable figures, and hence the users do not necessarily need to be accountants to understand the critical information that affects the business. From all the above explanations, it is therefore apparent that the financial ratios are a vital part of the accounting reports. 

     		Ratios are fundamental and critical when it comes to the financial analysis and understanding of business health. They generally help the manager’s track, measure, and examine their economic viability in other wards. They are tools that enable the readers of the financial statements to analyze and internalize the business reports; despite all these advantages, ratios also have limitations. Due to these limitations, the financial users are advised not to depend on the rates as the only source and way of examining the business's financial health and read and understand all the reports to have a better and in-depth knowledge of the organization's finances (Rakićević et al., 2016). The ratios should be used as a component of financial statements to avoid misleading conclusions. 
[bookmark: _GoBack]    		Some of the limitations of ratios include historical data and information; this means that they do not necessarily communicate and refract the business's status in the future. In one year, the ratios could indicate that the company is doing well, but the end may be otherwise as a business is also affected by the external environment (Kim & Im, 2017). Another weakness of ratios is that they cannot capture the inflation part of the business environment. Rates are calculated at a given period; this time difference affects the business performance differently. To get a fair comparison from ratios, one has to consider and factor in the inflation part.
   		In case the management of the business changes the accounting and reporting policy, the comparability of ratios becomes challenging as they affect the financial reports. The reports prepared after the accounting policies change can't be compared to the previous reports before the policies change. Therefore, the reporting officer has to indicate the changes in the reports' footnotes to inform the financial statements' users of the same change.  
   		Ratios are limited as they cannot capture operational changes; Operational changes affect the business's operational structure. In case of significant changes in the processes, the ratios comparability before the changes and after the changes may result in the false and misleading conclusions about the business's financial positions and hence the business's prospects. 
    		Another weakness of ratios is that they cannot capture the effect of seasons. The person who analyses the rates should always keep in mind the business's seasonality that could affect the ratio analysis.  Since the ratios can't be adjusted to capture the seasonal difference, this may lead to false and inaccurate interoperations. Financial rates are calculated from the financial reports, which the management may manipulate to secure their job (Svynarenko et al., 2019).  The manipulation of the financial stalemates, which are the primary source of the ratio analysis, results in inaccurate ratios, and misleading analysis. The proportions' user should always understand that the percentages cannot detect or reflect the management's intentional manipulation of accounts' books.  
     		The ratios are more quantitative and do not consider the qualitative part of the business. In other words, the percentages do not assume any other activities of the company that may include corporate social responsibility. Some of these activities that the organization undertakes may not have financial consequences but improve the community business relations, and hence the business goodwill improves. 
      	 Lack of a stand of ratios makes the analysis results inconsistent from one organization to another; hence, they become incomparable from one business to another in the same business industry. Interpretation is another limitation of the ratio analysis. The ratios may be interpreted differently because the current rate of 2:1 may appear very good to the analyst who may have not carefully read the reports to understand later that the business hand-sold some asset or more inventory to bust the cash (Kim & Im, 2017).  The company strategy difference makes it hard and very dangerous to compare companies' ratios pursuing another strategic mission. A company may be interested in gaining more market and hence consider having less gross margin.   
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