Financial ratios formulas cheatsheet
	Ratio
	Formula
	Suggested Interpretation

	Gross Profit Margin
	(Gross Profit / Revenue) × 100
	Good: 40%+ (high-margin sectors) 
Caution: <20% → Indicates high cost of goods
renegotiate supplier contracts or review pricing strategy.

	Net Profit Margin
	(Net Profit / Revenue) × 100
	Healthy: 10%+  
Low: <5% 
Cut overheads or increase revenue sources.

	Current Ratio
	Current Assets / Current Liabilities
	Safe: 1.5–2.0 
Risk: <1.0 
Indicates liquidity strain.

	Quick Ratio
	(Current Assets – Inventory) / Current Liabilities
	Strong: ≥1.0 
Weak: <0.5 
Improve receivables or sell idle stock.

	Debt-to-Equity Ratio
	Total Liabilities / Equity
	Safe: <1.0 
Risky: >2.0 
Consider raising funds through equity instead.

	Inventory Turnover
	COGS / Average Inventory
	Good: Depends on industry (e.g., 6x/year in retail) 
Low: Clear excess or obsolete stock.

	Average Inventory
	(Opening Inventory + Closing Inventory) ÷ 2
	A very high average may mean you're overstocking, tying up cash unnecessarily.
A very low average could suggest frequent stockouts, leading to missed sales.

	Days Inventory
	(Average Inventory  COGS) × 365. 
	Short days = fast-moving inventory, strong sales, or lean inventory management.
Long days = slow-moving stock, potential overstocking, or weak sales.

	Days Sales Outstanding (DSO)
	(Accounts Receivable / Credit Sales) × 365
	Goal: <45 days 
Risky if >60 days 
Follow up aggressively or tighten credit policy.

	Cash Conversion Cycle (CCC)
	DSO + Days Inventory – Days Payable
	Efficient: <30 days 
Inefficient: >90 days 
Revisit credit terms with customers and suppliers.

	Debt Service Coverage Ratio (DSCR)
	Net Operating Income / Total Debt Payments
	Safe: ≥1.5x 
Risk: <1.0x 
Consider restructuring or improving income streams.





