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ccounting Ratios:

Ratio:

A ratio is an expression of quantitative relatio
proportion of one in relation to other. For example i
partner B w

nship between two figures. In other words ratio denotes

N a partnership firm suppose partner A will get R

s 60 and
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Accounting Ratio:

Accounting ratio is the quantitative and qualitative relationshi
expressed in different ways such as times, months, days, percentage, proportion efc.

According to J.Batty, accounting ratio, “is used to describe significant relationships which
between figures shown on a Balance Sheet, in a Profit and Loss Account,
in any other part of the accounting organization.”

p between any two accounting figure

exist
in a Budgetary Control System or

Ratio Analysis:
——
In business different analysis is required for judging strength and weaknesses in different arcas with
the help of ratios. For this purpose, different financial statement is prepared like Fund Flow Statement, Cash
Flow Statement, Balance Sheet, Profit and Loss A/c ectc. Ratio analysis is made on th

e basis of different
financial information expressed in financial statements. On the basis of ratio analysis, different valuable
decision is taken by the management.

Importance or Utility or Advantages of Ratio Analysis

Ratio analysis is a very important technique of analyzing financial strength and weaknesses of an
organization. The importance or advantages of ratio analysis is given below:

(i) Analytical Ability: The financial abi ity of an organization can be judged through ratio analysis,
Solvency, profitability, liquidity etc can be analyzed with the help of ratios. Weakness can be sorted out and
remedial measures can be taken.

(it) Inter-firm Comparison: With the help of ratio inter-firm comparison under the same management or

with the competitors can be judged. Solvency, liquidity, profital ity, efficiency etc can be compared within
the same industry or with the outsiders.

(i) Measurement of Long Term Solvency Position:
determine the long term debt paying capacity of a firm, Th
Creditors, [ oenture holders, Bank etc can take the decisio

(iv) Measurement of Profitability: Ratio analysis hel

of a firm. Moreover, trends or variation in
analy

With the help of ratio analysis, an analysist may
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n wisely whether to invest in the firm or not.

ps to determine the earning capacity or profitability
profitability over the years can also be judged with the help of ratio
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(v) Measurement of Liquidity Positi
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Classification of Accounting Ratios:
. .
Ratio may be classified in different ways such

i i i s unctio
wise elc. Firms may analyze ratios as per their requirements. The f

. 5y owners,
..“: f —°_=Eww~_=! Ratios Those S.__.__u arc _.:no_ ﬂm»ﬂﬂ ﬂﬂ.—.ﬂnm 10 the business w_.—n—— as w_._NHO_._O_Bﬂ—-v

ﬂ_ﬂﬂ_ﬂﬁ_m_ ﬂ:_ﬂ_—O ces, m ement OVE! 14 elc want o know the pr _._._.NW. Dn the firm. :—n r__.—u_.—ﬁ—-—
i ¥ 1 anagem . B rnment h p 0 ___.nw.
analys elect the following ratios for Ju N:-W the ﬁ_n itabi __J “ﬂm tion

as importance wise, user wisc, source wise, ?sn_:a_..
n wise classification of ratios is given



