
 

 

 

   

 
 

 

 

 

Business Fitness Check 

Performance Indicators 

Checking the financial and operational health of a business is not optional for any business 

owner or manager that wants to continue to operate, make profit, beat competitions, grow 

and achieve objectives. This report highlights some of the key performance indicators you 

should be looking at to gauge the performance and health of your business.  
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Performance is like a sailing ship, if not watched and controlled it strays off course! 
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The ultimate 

 objective 

 of performance 

measurement is to  

provide the  

management with  

better insights  

that 

 will influence  

decisions, strategies and 

operation  

of the business  

for better  

efficiency, profitability, 

financial stability,  

and overall growth. 

Performance Measurement 

Objectives of Performance Measurement 
For business owner(s) or manager(s), the goal of measuring the 

performance of a business is to show how the company is doing in 

comparison to its plan, its prior period results, and the performance of 

its peers in the industry. The ultimate objective of performance 

measurement is to provide the management with better insights that 

will influence decisions, shape strategies and operation of the 

business for better efficiency, profitability, financial stability, and 

overall growth.   

There are a couple of vital performance indicators to watch in 

checking the financial health of your business. These indicators are 

generally referred to as financial ratios. They are derived from a 

company’s financial statements (primarily from the balance sheet 

and income statement). A company’s financial ratios could be 

analyzed against industry standards as well as against its own plan 

(budget) and performance in prior periods.  

Categories of Performance Indicators 
Key financial indicators are generally grouped into the following five 

categories:  

 Liquidity indicators

 Activity (Asset management) indicators

 Debt management  indicators

 Profitability indicators

 Market indicators (applicable to publicly traded companies)

In addition to the above classifications, financial performance can 

also be evaluated through common size financial statements and 

percentage change analysis. Each of these categories (except 

market ratios) will be considered in this report. Market ratios are not 

discussed because they are not applicable to most small and mid-

sized companies, which are the target audience of this report. Note, 

however, that the list of indicators discussed here is not exhaustive – 

these are simply the key indicators generally used across industries to 

gauge the financial health of a business. Depending on your business 

industry, there may be some industry specific indicators not included 

in this report that you may need to watch. 

For illustration purposes, we use the financial data of a sample 

company called Checkalways, Inc. The data is contained in the 

company’s balance sheets and income statements for 2016 and 

2015 shown in tables I and II.  First, we discuss common size and 

percentage change financial statements analysis.  
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Common Size Financial Statements Analysis 
In this type of analysis, financial ratios are derived by expressing each 

line item in the income statement as a percentage of total revenue, 

and each balance sheet item as a percentage of total assets or total 

liabilities and equity. Common size financial statements analysis could 

be used to assess the performance of a business in the light of its sales 

volume, total amount of assets or owners’ investment in a given year. 

This type of analysis is generally referred to as vertical analysis.  

Percentage Change Financial Statements Analysis 
A horizontal analysis of financial statements could be used to 

evaluate the performance of a business across multiple years. This is 

done by calculating the percentage of change from one year to the 

other for each line item in the financial statements.  

Table 1 and 2 below respectively show Checkalways, Inc. income 

statements and balance sheets for year 2016 and 2015. Each table 

demonstrates how common size financial statements and 

percentage change analysis are used for evaluating business 

performance and financial health. 

Table I 
Checkalways, Inc. Common Size and Percentage Change Income Statements 

Performance Ratios 

Yr-to-Yr 

Change 

2016 2015 2016 2015 

$ $ % % % 

Revenue 71,100 56,853 100 100 25.06 

Cost of Goods Sold 35,080 28,573 49.34 50.26 22.77 

Gross Profit 36,020 28,280 50.66 49.74 27.37 

Operating Expenses 

Advertising & Promotions 450 309 0.63 0.54 45.63 

Personnel Cost 6,938 6,625 9.76 11.65 4.72 

Rent & Occupancy 3,187 3,171 4.48 5.58 0.50 

Depreciation 1,916 1,916 2.69 3.37 0 

Utilities & Telephones 2,100 1,917 2.96 3.37 9.55 

Other 3,300 2,955 4.64 5.20 11.68 

Total Operating Expenses 17,891 16,893 25.16 29.71 5.91 

Profit Before Interest & Tax 18,129 11,387 25.50 20.03 59.21 

Interest Expense 975 986 1.37 1.73 -1.12 

Income Tax Expenses 5,200 3,200 7.31 5.63 62.50 

Net Income 11,954 7,201 16.82 12.67 66.00 

As show in the above table, each line item is expressed as a 

percentage of the revenue for the year to get the common size 

ratios for each year. In the last column, a year-to-year comparison 

(horizontal analysis) is made between 2016 and 2015 dollar amounts 

to identify the changes and their relative proportions.   

Common size 

financial 

statements 

analysis could 
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assess the 

performance of 
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the light of its 
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given year. 
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Table II 
Checkalways, Inc. Common Size and Percentage Change Balance Sheets 

Ratios 

Yr-to-Yr 

Change 

2016 2015 2016 2015 

ASSETS $ $ % % % 

Current Assets: 

Cash & Cash Equivalent 21,706 20,200 7.34 7.08 0.07 

Accounts Receivable 10,013 3,183 3.38 1.12 2.15 

Inventory 24,042 21,000 8.13 7.36 0.14 

Other Current Assets 2,198 1,100 0.74 0.39 1.00 

Total Current Assets 57,959 45,483 19.59 15.94 0.27 

Fixed Assets: 

Land 150,000 150,000 50.70 52.58 0.00 

Buildings 60,235 60,235 20.36 21.11 0.00 

Furniture and Equipment 28,777 30,777 9.73 10.79 -0.06 

Computer Equipment 5,195 5,195 1.76 1.82 0.00 

Vehicles 32,513 32,513 10.99 11.40 0.00 

Accumulated Depreciation (45,099) (45,201) -15.24 -15.84 -0.00 

Other Assets 6,254 6,271 2.11 2.20 0.00 

Total  Fixed Assets 237,875 239,790 80.41 84.06 -0.01 

TOTAL ASSETS 295,834 285,273 100 100 0.04 

LIABILITIES 

Current Liabilities: 

Accounts Payable 18,237 18,000 6.16 6.31 0.01 

Business Credit Cards 7,523 6,000 2.54 2.10 0.25 

Sales Tax Payable 1,055 1,000 0.36 0.35 0.06 

Payroll Liabilities 2,382 2,500 0.81 0.88 -0.05 

Other Liabilities 1,016 1,000 0.34 0.35 0.02 

Current Portion of LT Debt 12,111 12,111 4.09 4.25 0.00 

Total Current Liabilities 42,324 40,611 14.31 14.24 0.04 

Long-Term Liabilities: 

Notes Payable 50,195 48,301 16.97 16.93 0.04 

Mortgage Payable 145,031 145,031 49.02 50.84 0.00 

Total Long-Term Liabilities 195,226 193,332 65.99 67.77 0.01 

EQUITY 

Owners’ Capital 20,000 20,000 6.76 7.01 0.00 

Opening Retained Earnings 31,330 29,129 10.59 10.21 0.08 

Dividends/Drawings (5,000) (5,000) -1.69 -1.75 -0.00 

Net Income (Loss) 11,954 7,201 4.04 2.52 0.66 

Total Equity 58,284 51,330 19.70 17.99 0.14 

TOTAL LIABILITIES & EQUITY 295,834 285,273 100 100 0.04 

Again, as show in table II above, each line item is expressed as a 

percentage of total assets or total liabilities and equity for the year to 

get the common size ratios for each year. In the last column, a year-

to-year comparison (horizontal analysis) is made between the dollar 

amounts in the two years to identify the changes and their relative 

proportions. Common size financial statements and percentage 

change analysis provide the analytical lenses with which relative 

prop
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proportions within a given year and trend across multiple years could be 

viewed much clearly to identify situations that may need to be addressed.  

Liquidity Indicators 
Liquidity ratios measure the ability and quality of a company's current assets 

to meet current obligations as they fall due. In other words, they measure 

how quickly the current assets can be converted to cash to meet current 

obligations. Liquidity ratios include current ratio and quick ratio. 

Current Ratio 

Current ratio measures the ability of a company's current assets to meet its 

immediate cash obligations as they fall due. The higher the ratio, the better 

the cushion the company has in servicing its immediate obligations. A 

current ratio of 2.0 is often considered ideal, but the acceptable value 

depends on the industry in which the company operates. Typically, the 

more unpredictable the cash flow of a company, the higher the current 

ratio that would be considered acceptable, and vice versa. Current ratio is 

calculated as: 

Current Assets ÷ Current Liabilities  

Checkalways, Inc. current ratio for 2016 is 1.37. 

Quick Ratio 

Quick ratio (also called acid-test ratio) measures the degree to which a 

company's current liabilities are covered by its liquid (cash and near cash) 

assets. A ratio of less than 1 to 1 indicates that the company depends on 

inventory and less liquid assets to pay its short term debts. Quick ratio is 

calculated as: 

(Cash + Cash Equivalents + Net Accounts Receivable) ÷ Current Liabilities 

For Checkalways, Inc., the quick ratio for 2016 is 0.80. To determine if this is 

good enough for the company, it will be necessary to known what its cash 

conversion cycle (CCC) is. CCC is discussed in the activity indicators 

category. 

Activity (Asset Management) Indicators 
Activity indicators measure a company’s efficiency in using its assets to 

generate sales, and the speed with which inventory is converted to sales 

and accounts receivable, and subsequently to cash. Measures in this 

category include inventory turnover ratio, days inventory outstanding, 

accounts receivable turnover ratio, accounts payable turnover ratio, days 

sales outstanding, cash conversion cycle, and total asset turnover ratio.  

Inventory Turnover (IT) Ratio 

IT ratio measures the speed at which inventory is turned over (sold) within a 

given period of time. In general, the higher the ratio, the more frequently 

inventory turned over. The higher the better! This ratio must be compared 

with the industry standard and analyzed in the context of the company’s 

specific situation in order to have correct assessment conclusion. 

Typically, the 
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that would be 

considered 
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A high inventory turnover ratio could mean greater liquidity and superior 

merchandising. It could, however, also mean shortage of needed inventory 

built-up for sales, either as a result of poor inventory planning or shortage of 

funds. On the other hand, a low inventory turnover ratio could mean a well-

planned inventory built-up; but it could also mean poor liquidity, 

overstocking, or obsolete stock.  

Limitation: The problem with this ratio is that it compare only one day's 

inventory to cost of goods sold (COGS) and does not consider seasonal 

fluctuation during the year. Inventory turnover ratio is calculated as: 

Cost of Goods Sold ÷ Inventory 

Checkalways, Inc. inventory turnover ratio for 2016 is 1.46 

Days Inventory Outstanding (DIO) 

DIO measures the average number of days inventory remained on hand 

before being sold. Fewer days means that inventory is being sold quickly. 

The limitation that applies to inventory turnover ratio also applies to DIO with 

regards to lack of consideration for seasonal fluctuation in inventory during 

the year. DIO is calculated as: 

 365 ÷ Inventory Turnover ratio 

The DIO for Checkalways, Inc. in 2016 is 250 days. Keeping inventory for 

more than eight months before it is sold should certainly cause the 

management some concern! 

Accounts Receivable Turnover (ART) Ratio  

ART ratio measures the number of times receivables are turned over during 

the given period. The higher the number, the better it is for liquidity. It is a 

pointer to the degree of effectiveness in the company’s credit policy and 

collection process.  

The limitation of the ratio is that it uses just the account receivable of one 

day and does not consider fluctuation that might exist during the year. Also, 

when there is a large amount of cash sales, the ratio will be distorted. ART 

ratio is calculated as: 

Total Sales ÷ Accounts Receivable 

Checkalways, Inc. ART for 2016 is 7.10, compared to a ratio of 17.86 in 2015. 

Except it was a deliberate new policy to extend more credit days to its 

customers in 2016, the drastic and huge drop in the ART ratio in 2016 would 

need to be further investigated to identify what the problem was. 

Days Sales Outstanding (DSO)   

Days Sales Outstanding measures the average number of days receivables 

are outstanding. The higher the number of days, the higher the probability of 

delinquent receivables. It is a pointer to the degree of effectiveness in 

collection process and credit policy.  

…a low

inventory 

turnover ratio 

could mean a 

well-planned 

inventory built-

up; but it could 

also mean poor 

liquidity, 

overstocking, or 

obsolete stock. 

Schedule a Free Consultation

https://calendly.com/casassurancellc/30-minute-free-tax-accounting-consultation


6 
CAS Assurance, LLC (CPA) 

The limitation of the ratio is that it uses just the accounts receivable of one 

day and does not consider fluctuation that may exist during the year. It is 

calculated as: 

 365 ÷ Accounts Receivable Turnover Ratio 

Checkalways, Inc. DSO for 2016 is 51 days as opposed to 21 days in 2015. 

One would need to consider this number with the actual credit terms 

extended to its customers. If for instance the company extends 30-days to its 

customers, a DSO of 51 days could mean a less than effective collection 

process. 

Accounts Payable Turnover (APT) Ratio 

APT ratio measures the number of times trade payables turned over during 

the period. The higher the ratio, the shorter the time between purchases and 

payment. A relatively low APT ratio (in comparison with industry standard) 

may mean that the company is experiencing cash shortage, disputing 

invoices with suppliers, enjoying extended terms, or deliberately expanding 

its trade credit.  APT ratio is calculated as: 

Cost of Goods Sold ÷ Accounts Payable 

In the case of Checkalways, Inc. the APT ratio for 2016 is 1.92. 

Days Payable Outstanding (DPO) 

DPO measures the average number of days trade creditors remained 

unpaid. An unusually high number could suggest possible cash shortage or 

inefficient payment processing process. DPO is calculated as: 

 365 ÷ Accounts Payable Turnover Ratio 

Checkalways, Inc. DPO for 2016 is 190 days. 

Cash Conversion Cycle (CCC) 

CCC measures the time in days it takes to acquire inventory, convert it into 

sales, and then turn sales into cash. It is a measure of the company's 

combined effectiveness in its purchasing, production, sales, and collection 

processes.  CCC is calculated as: 

Accounts Receivable Days + Inventory Days – Accounts Payable Days 

Checkalways, Inc. CCC for 2016 is 112 days. This means the company must 

maintain enough cash or cash equivalents to cover its current and 

immediate payment obligations for at least up to 112 days. 

Total Assets Turnover (TAT) Ratio 

TAT ratio measures the level of efficiency with which the company 

assets have been used to generate sales. The higher the ratio, the 

more efficiently the assets have been used. TAT ratio is calculated as: 

Total Sales ÷ Total Assets 
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Checkalways, Inc. TAT ratio for 2016 is 0.24. 

Debt Management Indicators 
Debt management indicators measure the degree of a company's 

indebtedness to its lenders and its ability to service and repay those 

debts as of when due. These indicators include debt ratio, debt-to-

equity ratio, and interest coverage ratio. 

Debt Ratio 

Debt ratio measures the proportion of a company’s assets being 

financed by its creditors. The higher the number, the greater the 

company's indebtedness and the higher the financial leverage 

(amount of other people's money being used to run the business). 

Debt ratio is calculated as: 

Total Liabilities ÷ Total Assets 

Checkalways, Inc. debt ratio for 2016 is 80.30 percent. 

Debt-to-Equity Ratio 

Debt-to-equity ratio measure the degree to which a company 

depends on debt financing as compared with money provided by 

the owner(s). It shows the degree of protection the owner(s) are 

providing for the creditors. The higher the ratio, the lower the 

protection and the higher the risk for the creditors. A low debt to 

equity ratio means the company is in a better position to borrow 

money now or in the near future. Debt-to-equity ratio is calculated as  

Total Liabilities ÷ Owners Equity 

Checkalways, Inc. has 4.08 debt-to-equity ratio for 2016. 

Interest Coverage (Time Interest Earned) Ratio 

Interest coverage ratio measures the ability of a company to pay the 

interest on its debts from operation earnings. The higher the ratio, the 

better the company’s ability to meet its interest payments obligation, 

and possibly to take on additional loan. Interest coverage ratio is 

calculated as: 

Earnings Before Interest and Taxes (EBIT) ÷ Annual Interest Expense 

Checkalways, Inc. interest coverage ratio for 2016 is 18.59. 

Profitability Indicators 
Profitability ratios measure how well the company has done in 

generating profit from the use of its assets and in the light of its sales 

volume. Ratios in this category are discussed next. 

A low debt to 

equity ratio 

means the 

company is in a 

better position 

to borrow 

money now or 

in the near 

future. 

Schedule a Free Consultation

https://calendly.com/casassurancellc/30-minute-free-tax-accounting-consultation


8 
CAS Assurance, LLC (CPA) 

Gross Profit Margin (GPM) 

GPM measures the percentage of each dollar of sales remaining 

after a company has removed the cost of its sales. The higher the 

margin, the better the returns the company is getting from its 

merchandize or services. It is a reflection of the level of efficiency and 

effectiveness in its purchasing, inventory management, production, 

and pricing policies. GPM is calculated as: 

Gross Profit ÷ Total Sales 

Checkalways, Inc. GPM for 2016 is 50.66%. 

Operating Profit Margin (OPM) 

OPM measures the percentage of each dollar of sales remaining 

after all costs and expenses other than taxes and interest have been 

deducted. In addition to what GPM measures, Operating Profit 

Margin measures how well a business has generated sales volume to 

cover its selling and administrative expenses, and how efficiently 

those expenses have been managed. OPM is calculated as:  

Net Profit Before Interest and Taxes ÷ Total Sales 

Checkalways, Inc. OPM for 2016 is 25.50%. 

Basic Earning Power (BEP) Ratio 

BEP ratio measures the efficiency of the company total asset to 

generate earnings before interest and taxes. The higher the ratio, the 

more efficiently the assets have been employed. BEP is calculated 

as:  

EBIT ÷ Total Assets 

Checkalways, Inc. has BEP ratio of 6.13% for 2016. 

Return on Assets (ROA) Ratio 

The ROA ratio measures the effectiveness of the company in using its 

assets to generate profits. The higher the ratio, the more effectively 

and profitably the business has employed its assets. ROA is 

calculated as: 

Net Profit Available to Owners ÷ Total Assets 

Checkalways, Inc. ROA ratio for 2016 is 4.04%. 

Return on Equity (ROE) Ratio 

The ROE ratio measures how well the company has used its owners’ 

money in the business to generate returns for them. The higher the 

.
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ROE ratio, the better off the business owners as it relates to the reward 

for their investment in the business. ROE is calculated as: 

 Net Profit Available to Owners ÷ Owners Equity 

Checkalways, Inc. ROE ratio for 2016 is 20.51%. Obviously, because 

the owners took on high risks of using significant amount of other 

people’s money to run the business (i.e. the company was highly 

leveraged), they are getting attractive returns on their little money 

invested in the business.  

Summary 
The table below summarizes the types and categories of 

performance analysis and indicators we have discussed in this report. 

Table III 

Summary of Financial Performance Analysis and Indicators 

1 Common Size Financial Statements Analysis 

Common size income statement analysis 

Common size balance sheet analysis 

2 Percentage Change Financial Statements Analysis 

Income statement percentage change analysis 

Balance sheet percentage change analysis 

3 Liquidity Indicators 

Current Ratio 

Quick Ratio 

4 Activity (Asset Management) Indicators 

Inventory Turnover  Ratio 

Days Inventory Outstanding 

Accounts Receivable Turnover Ratio 

Days Sales Outstanding 

Accounts Payable Turnover Ratio 

Days Payable Outstanding 

Cash Conversion Cycle 

Total Assets Turnover Ratio 

5 Debt Management Indicators 

Debt Ratio 

Debt-to-Equity Ratio 

Interest Coverage Ratio 

6 Profitability indicators 

Gross Profit Margin 

Operating Profit Margin 

Basic Earning Power Ratio 

Return on Assets Ratio 

Return on Equity 
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Conclusion 
No doubt, business owners and managers will be doing a lot of good 

to their businesses by using the forgoing performance indicators as a 

management tool to measure, maintain and improve the financial 

health and operation fitness of their businesses. It is important to note, 

however, that these ratios are not ends in themselves – they are 

signals of either positive or negative conditions for further 

considerations in order to address the underlying problem of a 

negative situation.  

Depending on which ratio signals a problem, a company may need 

to work on its policies, practices, processes and procedures to turn 

around a negative condition.  It is important to 

note, however, 

that these ratios 

are not ends in 

themselves – 

they are signals 

of either positive 

or negative 

conditions for 

further 

considerations 

in order to 

address the 

underlying 

problem of a 

negative 

situation. 

For help with your business processes, performance measurement 

and improvement, please contact us at: 

CAS Assurance, LLC (CPA) 

3600 South State Road 7 Suite 48 

Miramar, FL 33023 

Phone: 954-362-7113 

info@casassurance.com 

www.casassurance.com 

Schedule a Free Consultation

mailto:info@casassurance.com
http://www.casassurance.com/
https://calendly.com/casassurancellc/30-minute-free-tax-accounting-consultation
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Only a healthy business can stand the test of time in creating real wealth! 




