Your Business's Financial Story:
A Beginner's Guide to Key
Metrics
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Revenue Confusion ,
Expense Uncertainty

You might look at your total sales (revenue) and think that's how

Y ight list of but not understand how t
much money your business is making, without a clear idea of your Pl TRy SRR =R BIRRB e Ean d OW'TO

el e measure if your spending is efficient compared to your sales.
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Growth Guesswork Financial Intimidation

When trying to determine if your business is growing, you might Financial terms like "Profit Margin" or "Expense Ratio" might seem

Jjust compare sales numbers without knowing how to calculate a confusing or intimidating, and you may be unsure how to calculate

formal growth rate percentage. them or what they mean for your business's health.
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Profit Margin Mastery Expense Ratio Clarity

You will be able to calculate your Profit Margin to understand exactly You will be able to determine your Expense Ratio to see precisely

how many cents you keep in profit for every dollar you earn. where your money is going and measure your business's spending
efficiency.
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Financial Decision Making
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Growth Rate Confidence

You will be able to calculate your Growth Rate to measure your You will understand the "Four Pillars of Financial Health" and have the

business's momentum and track its expansion over time.
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confidence to use these key metrics to make smarter, data-driven

decisions for your business.
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1. Seeing Beyond the Dollar Signs

Let me introduce you to Patricia. A lover of retro video games and journaling, she's always had a creative spark. She decided to turn this passion
into a small online business selling custom sticker sheets for planners and journals, inspired by classic video game art. In the beginning, every sale
notification was a thrill. But she quickly realized a critical truth every successful entrepreneur learns: revenue is not the same as profit. To build a

sustainable business, she needed to understand the story her numbers were telling.

This guide is for every new business owner who, like Patricia, is ready to look deeper. We'll move past simple sales figures and use percentages—a

core tool in accounting—to measure the true health and potential of your business.

(@ 2025 SEKAEL. ALL RIGHTS RESERVED.)




S SEKAEL

Think of it this way: a percentage is just a way to see a part of a whole. If you have a
pizza with 10 slices and you eat 2, you ate 2/10ths, or 20%, of the pizza. We'll apply this

simple idea to your business finances.

¢ Ratio: A comparison of one number to another (e.g., Profit to Sales).

e Percentage (%): A special kind of ratio that frames the comparison out of 100. It's

calculated as (Ratio x 100).

Learning to think in percentages is the first and most important step toward making

smart, data-driven business decisions.
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2. The Four Pillars of Financial Health

For any new business, there are four key metrics—four pillars—that provide a snapshot of its financial health. We'll focus on these because they

give you the most critical information without being overwhelming.

Profit Margin Expense Ratio
Are you actually making money on what you sell? This measures Where is your money going? This measures operational efficiency.
profitability.
g k
$
Growth Rate Tax Obligations
Is your business expanding or shrinking? This measures How much do you need to set aside for the government? This is
momentum. about compliance and planning.
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Pillar 1: Profit Margin (How Much You Keep)

The profit margin is arguably the most important metric for a new business. It
answers the question: "For every dollar of sales, how many cents do | actually get to

keep as profit?" A higher profit margin means your business is more efficient at

converting revenue into real profit.

() The Formula:

Profit Margin = (Net Profit / Total Sales) x 100
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Net profit

$2.06% $2.10 margin in 45,57%

In her first month, Patricia's total sales for her gaming-themed stickers were $500. Let's break down her costs and calculate her profit margin step-by-step.

01 02 03

Calculate Total Expenses Calculate Net Profit Calculate the Profit Margin

e Cost of sticker paper and ink: $150 This is what's left after you pay your bills. Profit Margin = (5250 Net Profit / $500 Total Sales) x
*  Subscription to design software: $30 Net Profit = Total Sales - Total Expenses = $500 - $250 100=208

e Shipping supplies: S70 =38250

Total Expenses = $150 + $30 + $70 = $250

What This Means: Patricia keeps 50 cents in profit for every dollar she makes in sales. This is a very healthy margin. Knowing your industry's average can help you set goals.
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Pillar 2: Expense Ratio (Where Your Money Goes)

The expense ratio shows you exactly what percentage of your sales is being used to cover your costs. Think of it as your business's "spending

habit" tracker. A lower ratio means you're operating efficiently.

0 The Formula:

Expense Ratio = (Total Expenses / Total Sales) x 100
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Cris is known as the "mom" of her friend group—she's the planner who knows all the best spots. She starts a small service-based business planning and guiding "Café Hopping"

tours on weekends. In a typical month, her sales are $1,200.

01 02
Calculate Total Expenses Calculate the Expense Ratio
e Website and booking platform fees: S60 Expense Ratio = (5310 Total Expenses / $1,200 Total Sales) x 100 = ~25.8%

e @Gas for driving between locations: $100

e Marketing and social media ads: $150
Total Expenses = $60 + $100 + $150 = $310

What This Means: For every dollar Cris earns, about 26 cents goes to cover her costs. Service businesses like hers often have lower expense ratios than product businesses because
there are no physical goods to produce.
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Pillar 3: Growth Rate (Your Business's Momentum)

The growth rate measures the change in a business's performance over time. It's the number that gets owners and investors excited because it

shows the business is expanding.

0 The Formula:

Growth Rate = ((New Value - Old Value) / Old Value) x 100
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Zyrine, a huge animal lover, starts an online shop selling handmade bandanas for

dogs and cats.

01

Find the change in value

e Sales in July (Old Value): $300
e Sales in August (New Value): S450

Change in Value = $450 - $300 = $150

02

Calculate the growth rate
We compare the change (S150) to her starting point ($300).

Growth Rate = (5150 / $300) x 100 = 50%

What This Means: Zyrine's sales grew by an impressive 50% in one month. This tells

her that her designs are popular and her marketing is effective.
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Pillar 4: Tax Obligations (What You Owe)

Taxes are a non-negotiable part of business. For this guide, we'll focus on sales tax, which is a tax businesses collect from customers and then pay to the government.

[ The Basic Calculation:

Tax Amount = Taxable Sales x Sales Tax Rate

Jenelie, a passionate musician, offers beginner guitar lessons online.

. In one month, her total lesson sales are $800.

. In her state, online services like lessons are subject to a 4.5% sales tax (or 0.045 as a decimal).

«  Tax Amount = $800 x 0.045 = $36.00 (@ 2025 SEKAEL. ALL RIGHTS RESERVED.)
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An Important Professional Note (2025 Update):

Sales tax is one of the most complex areas for small businesses. Rates can vary by state, county, and even city. As of 2025, laws require many
online sellers of both goods and services to collect sales tax in multiple states where they have significant sales (a concept called "economic

nexus").

The $36 Jenelie collected is not her money. She is simply holding it for the government.
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7. Common Mistakes to Avoid

Avoid these pitfalls!

1

Confusing Revenue with Profit

Never assume sales equal money in your pocket. Always subtract your

expenses to find your true profit.

Mixing Business and Personal Finances

Open a separate bank account and credit card for your business from day
one. It makes bookkeeping 100 times easier and protects your personal

assets.

Forgetting "Small" Expenses

Bank fees, software subscriptions, shipping supplies, and website hosting

are all real costs. Track everything.

Using the Wrong "Base" Number

When calculating growth, always divide by the old or starting number. A

simple slip here can give you a wildly incorrect result.
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S SEKAEL 8. Practice Problems

Patricia's sticker business has a great month with $1,500 in sales. Her total expenses (sticker paper, ink,
software, shipping) come to $525. What is her profit margin?

|
AUGUST SEPTEMBER

Zyrine's pet accessory sales in September were S600.
Her sales in August were $450. What was her growth rate from August to September?

Let's apply what you've learned.

Cris's tour business gets a boost from a local magazine feature, bringing in $2,500 in sales. Her expenses rise
to $400 due to more marketing and gas. What is her new expense ratio?

W

An investor is analyzing two companies. Business A has a 50% profit margin but only a 5% growth rate.
Business B has a 10% profit margin but a 60% growth rate. Which business is likely more attractive to the
investor, and why?
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Profit = $1,500 - $525 = S975. Profit Margin = (S975 / $1,500) x 100 = Expense Ratio = (5400 / $2,500) x 100 = 16%. Her ratio improved

65%. (got lower), meaning she became more efficient as she grew.

A3 Ad

Growth Rate = ((S600 - $450) / $450) x 100 = ~33.3%. While both have positive traits, most investors would be more
excited by Business B. A high growth rate suggests the company is
rapidly capturing market share and has enormous future potential,
which can lead to a much higher return on investment, even if its
current profitability is lower. Business A is stable but isn't

expanding quickly.
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Mastering these four pillars is the
first step toward speaking the
language of business and taking
confident control of your financial
future.
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