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Session 7 KPI Paper 

Introduction  

This paper will discuss the importance of selecting key performance indicators (KPIs) to measure 

financial performance. It will provide an overview of core concepts, including accuracy, relevance, and 

understandability when selecting KPIs and utilizing them for meaningful insights. Additionally, this paper 

explores how implementing recommended KPIs can positively influence workplace productivity, 

economic stability, and social well-being. Finally, it will consider the Biblical perspectives on financial 

stewardship and how these provide a guiding framework for managing resources. Ultimately, this paper 

examines why it is vital to select KPIs and emphasizes their role in achieving meaningful insights from 

financial information. 

Current ratio 

The current ratio is a key performance indicator (KPI) that measures an organization's ability to 

meet its short-term financial obligations. This KPI considers the value of current assets versus the 

organization's current liabilities, providing insight into its liquidity and financial health. In other words, it 

measures the company's ability to pay off its debts within one year. A healthy ratio is typically between 

1.5 and 3, indicating that the organization has enough money to cover its short-term liabilities. If the 

ratio falls below 1, this can signal that the organization needs more funds to cover its immediate 

expenses and may need to borrow or get new funds injected to meet its annual financial duties in time. 

The current ratio can be calculated as follows: current ratio = total current assets / total current 

liabilities. The higher this figure, the better, as it suggests that enough liquid assets are available to pay 

off all debts within one year if necessary. The formula clearly indicates how solvent a particular business 

is, with higher ratios being more desirable since they reflect strong financial positions with plenty of 

resources and liquidity readily available for debt repayment or other purposes such as investments or 

acquisitions. 

Too high ratios might also indicate problems since they could suggest a lack of investment 

opportunities or even indicate managerial inefficiency regarding capital management strategies. 

Therefore, it requires careful analysis and consideration of other financial metrics to get an accurate 

picture of an organization’s financial position from all angles. The most common measurements include 

cash flow analysis, working capital analysis, and debt-to-equity ratio, among others, which should be 

considered when assessing overall financial health and stability over time. 

Operating cash flow 

Operating cash flow is a key performance indicator (KPI) that measures the total income 

generated by a company's daily operations. It considers all the revenue and expenses associated with 

these activities, such as sales, purchases, wages, and taxes. This metric provides investors and other 

stakeholders with an indication of how well the company is doing financially and helps to measure its 

ability to handle unexpected events or issues. 

 

In detail, operating cash flow can help assess a business's financial health. If the figure is 

positive, it indicates that the business is generating more money than it is spending on its day-to-day 
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operations. This could mean the company has enough capital reserves to invest in new projects or 

expand existing ones without borrowing additional funds. It also suggests that they can withstand any 

economic downturns in their sector or industry without significantly scaling back on their operations.  

On the other hand, if a business's operating cash flow is negative, it indicates that it is spending 

more money than it makes through its daily activities. This could lead them down unless they can find 

ways to generate more income or reduce costs. They will also likely need help to attract additional 

investments or loans for expansion if potential lenders see this statistic as a sign of poor financial health. 

Overall, understanding operating cash flow and what it means for businesses can help investors 

make informed decisions when evaluating potential investments. With this KPI, investors can better 

understand the financial situation of companies they are considering investing in, helping them 

determine whether those companies will be able to continue growing over time or whether there may 

be warning signs indicating riskier prospects ahead. 

Burn Rate 

Burn rate is an essential key performance indicator (KPI) for medium and small organizations, as 

it helps them to understand better how quickly they are burning through their available capital. By 

tracking burn rate, organizations can more accurately assess their financial health and determine what 

changes need to be made to maintain sustainable operations.  

In detail, the KPI measures the total amount of money spent on operating activities within a set 

timeframe and can provide valuable insight into both short-term and long-term planning decisions. For 

instance, if a company has a high burn rate—meaning it is spending too much money—it may need to 

cut back on operational expenses or seek additional capital to cover its costs. On the other hand, if a 

company has a low burn rate—indicating that it is not spending enough—it may need to increase 

investments to grow its business or better compete in its industry.  

In addition to helping inform decision-making, understanding burn rate also helps companies 

ensure good fiscal health by preventing them from running out of cash before they have sufficient 

funding or resources. By keeping track of this KPI, companies can more effectively plan for future needs 

while staying financially afloat. Additionally, because tracking this metric allows companies to anticipate 

potential issues and identify areas where resources are being wasted or underutilized, it can help reduce 

overall costs and improve efficiency in operations over time.  

Overall, burn rate is an essential KPI for any medium or small organization that needs access to 

deep and extensive financial analysis. Measuring the amount of money spent on operating activities 

over time provides valuable insight into both short-term and long-term planning decisions. It helps 

companies maintain fiscal health by preventing them from running out of cash before they have 

sufficient resources available. Furthermore, tracking this metric allows companies to more accurately 

assess their financial well-being and identify potential areas where resources are being used inefficiently 

or wasted altogether so that they can make informed adjustments accordingly. 

Net profit margin 

Net profit margin is an essential metric for measuring the profitability of a business. It tells us 

how much money a company has left after accounting for its expenses and costs associated with 
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running the business. It is calculated by subtracting all expenses from the total revenue and dividing the 

result by the total revenue. The resulting figure is expressed as a percentage, which indicates how much 

of every dollar earned becomes profit.  

This KPI is an essential indicator of a company's overall health and performance, as it shows 

whether or not it is generating enough revenue to cover its operational costs. A high net profit margin 

means a company can turn more of its income into profits. In contrast, a low margin can indicate that a 

company may be spending too much on operational costs relative to the revenue it's bringing in. 

Therefore, using this KPI to measure and improve efficiency within an organization is essential.  

Net profit margin can also be used as a comparative tool to gauge how well your business is 

doing compared to similar organizations in your industry or market segment. This makes it invaluable for 

benchmarking performance against competitors and helps you identify areas where you can make 

improvements or adjustments to increase overall profitability. For example, your net profit margin is 

lower than average compared to other companies in your industry. Consider reducing operating costs or 

increasing sales revenues to boost your bottom line. By monitoring this KPI regularly, businesses can 

gain insight into their financial performance and ensure they are making intelligent decisions based on 

accurate data analysis rather than guesswork or instinct. Ultimately, tracking changes in net profit 

margins over time will provide valuable insight into whether strategies are working as planned or need 

adjusting to maximize return on investment (ROI). 

 Working capital 

Working capital is an important KPI that measures a company's short-term liquidity. It is 

calculated by subtracting current liabilities from current assets. Current assets include cash, accounts 

receivable, inventories, marketable securities, and other liquid assets that can be converted into cash 

within 12 months. Current liabilities are debts due within one year, such as accounts payable, wages 

payable, taxes payable, and other operating expenses. Working capital is considered a vital indicator of a 

company's financial health because it indicates the number of funds available to cover its short-term 

obligations. 

A positive working capital ratio implies that the company has sufficient liquid assets to cover its 

immediate liabilities without borrowing funds. On the other hand, a negative ratio suggests that the firm 

may need to borrow to meet its immediate financial obligations. Generally speaking, companies strive 

for a working capital ratio of 1 or higher for optimal performance since this indicates sufficient liquid 

assets to pay off short-term liabilities without borrowing money from outside sources. 

The ability of a company to generate positive working capital flows is an essential indicator of its ability 

to maintain good financial health in the near term and manage risk effectively over time. Companies 

should focus on strategies designed to drive positive working capital flow, such as optimizing inventory 

levels or better managing accounts receivable collections processes to ensure adequate liquidity for 

operational requirements and strategic investments. Additionally, firms should look for opportunities to 

improve their long-term liquidity position through debt restructuring or asset sales, as these strategies 

can help provide additional resources necessary during economic uncertainty or external shock events.  

A company can assess its overall liquidity position by using the quick ratio, which compares 

highly liquid assets with current liabilities. The quick ratio considers cash equivalents such as marketable 
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securities and accounts receivable, whereas the traditional working capital calculation does not include 

those items in its total asset figure. A higher quick ratio compared with traditional working capital 

provides a more accurate assessment of a firm's proper liquidity position at any given time and gives 

management valuable insights into their operational solvency when making decisions related to cash 

management strategies and long-term financing options.  

Overall, proper working capital management is essential for businesses seeking solid financial 

performance both in the short term and long term. By focusing on strategies designed to increase 

liquidity while minimizing risk exposure associated with potential external shocks or economic 

downturns, firms can ensure they have adequate resources available when needed while maintaining 

enough free cash flow for business operations and investments over time. 

Current accounts receivable 

Current Accounts Receivable is a key performance indicator (KPI) that measures the amount of 

money owed by external customers or debtors to a company. It is used to indicate how effectively a 

company has been managing its customer accounts over a certain period. A high value on this KPI 

signifies that the company may need help collecting its receivables, potentially leading to financial losses 

if not properly managed. 

An increase in Current Accounts Receivable typically indicates that customer payments are 

taking longer than expected and that the company should be able to collect more quickly. This may also 

signify that the terms and conditions of sales need to be more attractive to customers, leading to slower 

payments or even disputes with them. The metric can also be used to assess whether customer invoices 

are being generated accurately to ensure timely payments from customers. 

When evaluating Current Accounts Receivable, one should consider factors such as seasonal 

fluctuations, customer credit policies, payment terms and conditions, collection efforts made by the 

organization, etc. These elements can impact the overall receivables reported during a given period. By 

regularly monitoring this KPI, companies can better understand trends in their customer's behavior and 

address any issues to collections before they become too severe or unmanageable. 

In addition, organizations should always aim to maintain low levels of Current Accounts 

Receivable by setting realistic payment terms and conditions and ensuring timely invoice generation; 

both of which can help speed up customer collections and keep cash flows healthy within the business. 

Companies should also use various collection techniques, such as follow-ups with overdue customers via 

phone calls or emails and offering discounts for early payments.  

Overall, Current Accounts Receivable is an important KPI for measuring the effectiveness of a 

company’s accounts receivable management process; it serves as an indicator of potential financial 

losses due to slow collections from external debtors and helps organizations plan their cash flows better 

by keeping track of invoice accuracy and customer behavior patterns over time. 

Inventory turnover  

Inventory turnover is an important KPI (key performance indicator) that measures how quickly a 

business can convert its stock into money and then reinvest that money into purchasing more goods. It 

helps to determine the rate at which a business can expand its profit margin.  
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A high inventory turnover ratio shows that a company is performing well in selling goods and 

making a profit. It also suggests that the company appropriately manages its goods; it produces goods at 

the right time to avoid excess inventory or stock sitting for too long. On the other hand, a low inventory 

turnover indicates that goods are not selling well, and there could be too much inventory in stock – 

resulting in inefficient use of resources. 

The formula for measuring inventory turnover is Cost of Goods Sold/Average Inventory for a 

period = Inventory Turnover Ratio. The average inventory for the period is usually calculated by taking 

an average of the beginning and ending inventory during a specific period. From here, you can compare 

your current year's ratio to last year's; this will help identify if your company is increasing or decreasing 

sales and whether additional action needs to be taken to boost sales or reduce excessive inventories.  

Overall, keeping track of your company's inventory turnover is essential as it provides insight 

into how efficiently you are handling your stocks while also helping inform decisions regarding new 

orders and investments related to production. By knowing your current ratio, you can better plan future 

investments and strategies related to production levels and marketplace demand – thus helping 

optimize profits on each sale.  

Articulation of Financial Statements 

The KPIs recommended above can be used to help determine the overall financial health of a 

company. This is because these metrics measure key performance indicators that are closely related to 

the articulation of a company's financial statements. For example, monitoring Cash Flow and Current 

Accounts Receivable will help give an indication of how efficiently cash is being managed in the business. 

The higher the cash flow and lower the current accounts receivable, the more efficient the financial 

management of a company is likely to be. 

Inventory turnover is also closely related to a company's financial statements because it 

indicates how quickly inventory can be sold off in order to generate revenue. If a business has a high 

inventory turnover ratio, this is a good sign as it suggests that the business is efficiently turning its stock 

into money. 

Overall, monitoring these KPIs can provide insight into a company's financial performance and 

enable them to make more informed decisions about its operations. These metrics should be regularly 

monitored in order to ensure that the company's financial statements are accurately reflecting the 

current financial health of the business.  

KPIs can be misleading.  

When using KPIs as part of a financial analysis, it is essential to remember that they can be 

misleading. This is because these metrics may need to reflect the underlying financial health of a 

company accurately. For example, if a company has a high inventory turnover ratio, this does not 

necessarily mean that its overall performance is vital; it could just be a sign that its inventory is selling 

quickly due to discounted prices or outdated stock (Navinchandran et al., 2022).  

It is also essential to consider the context of each KPI – for example, Cash Flow and current 

Accounts Receivable can be used to assess a company's financial health but they need to be viewed in 

conjunction with other indicators such as profitability and debt levels.  
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Finally, financial analysis needs to be based on reliable data and information. If the data used for 

a KPI is unreliable or outdated, it could lead to inaccurate conclusions about the company's 

performance. This is why it is vital to have access to accurate and up-to-date sources of financial 

information when conducting financial analysis.  

CON8, CON6, and CON5 support recommended KPIs. 

The three core concepts (CON8, CON6, & CON5) support the recommended KPIs by providing a 

framework for assessing and evaluating financial information.  

CON8 states that users of financial statements should use analytical techniques when financial 

information is presented. This concept applies to the recommended KPIs because it emphasizes the 

importance of analyzing data and metrics to gain a more accurate picture of a company's performance.  

CON6 asserts that the selection and presentation of financial information should be relevant for 

the purpose for which it is intended. This means that the KPIs selected must be tailored to meet the 

specific needs of an individual or business. For instance, a business that focuses on increasing cash flow 

might choose to focus on Cash Flow and Current Accounts Receivable, while a business that focuses on 

improving inventory efficiency might focus more closely on Inventory Turnover. 

Finally, CON5 states that financial information should be presented in a way that is 

understandable to users. This applies to the recommended KPIs as it means that the metrics chosen 

must be able to be interpreted by users in order to yield meaningful insights. For example, the user must 

understand how inventory turnover works in order to gain any actionable information from it. 

Therefore, selecting KPIs that are easily understandable is essential for providing valuable and relevant 

insights.  

Overall, these core concepts provide a framework for understanding and interpreting financial 

information and support the recommended KPIs by emphasizing the importance of accuracy, relevance, 

and understandability when selecting and presenting financial information.   

 

Implementing Recommended KPIs  

Implementing the recommended KPIs would likely have a positive influence on the workplace 

and society. By setting effective, measurable financial goals that are tailored to an individual or business, 

decision-makers will have a better understanding of their current performance and be able to make 

informed decisions about future plans. This could lead to more efficient operations, increased profits, 

and improved employee morale, ultimately creating a more productive and successful workplace. 

At the societal level, having access to accurate financial information can empower individuals to 

make better decisions with their money. This could lead to increased savings rates, decreased levels of 

debt, and an overall stronger economy as these individuals become more financially savvy. In addition, it 

encourages businesses to be more responsible with their finances, leading to better-run companies and 

healthier job markets. 

Finally, from a Biblical perspective, the concept of financial stewardship is essential for 

Christians in managing resources, whether personal or professional. The recommended KPIs provide an 
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opportunity for individuals and businesses to manage their finances and use them for good purposes 

properly. This could benefit not only the individuals and businesses but also the wider community, as 

resources are used in a responsible manner and directed towards socially beneficial activities.  Overall, 

implementing these recommended KPIs would have a positive influence on workplace productivity, 

economic stability, and social well-being. 

The Bible encourages the practice of financial stewardship in many passages, including Proverbs 

22:7, which states, "The rich rules over the poor, and the borrower is a slave to the lender” (Howell, 

2019). This passage underscores the importance of proper management of resources as a way to avoid 

becoming enslaved by debt. Additionally, Romans 13:8 reminds us that “Owe no one anything, except to 

love each other” (Jatau, 2019). This highlights the importance of living within our means and avoiding 

taking on debt in order to show love for others. Both of these passages demonstrate the biblical 

emphasis on managing finances responsibly and serve as a reminder of why it is essential to have 

adequate financial metrics in place.  

Conclusion  

In conclusion, effective financial metrics are essential for any business or individual to efficiently 

and effectively manage their resources. The recommended KPIs provide a framework for understanding 

and interpreting financial information in order to gain relevant insights. By setting real, measurable 

goals that are tailored to the needs of an organization or individual, decision-makers can make informed 

decisions about resource management. Implementing the recommended KPIs would likely have a 

positive influence on the workplace, society, and those managing their own finances. From a biblical 

perspective, proper management of resources through financial stewardship is essential for Christians to 

show love toward others. Therefore, having access to the accurate financial information that is 

presented in an understandable format can empower individuals and businesses alike to make better 

decisions with their resources. Thus, by utilizing appropriate financial metrics, businesses and individuals 

alike can build a more prosperous future for everyone.  
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