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FINANCIAL RATIOS: A QUICK WAY TO CHECK AND MONITOR YOUR PERSONAL FINANCIAL HEALTH
“Prevention is better than cure”. You need to assess your fiscal health and take corrective action before it's too
late. Financial ratios are decision making tools which tell you how good or bad your financial health is. We
present some useful and easy to calculate personal finance ratios.

Why are they relevant?

Just as corporations have a set of core financial metrics by which they are measured, so too are there metrics and
ratios for personal financial analysis. Everyone's personal financial situation is unique, yet personal financial ratios
can be used to distill the numbers into useful and meaningful information to assess and better understand one's
situation. Rather than comparing yourself with others, measure your finances against the target ratios to help keep
yourself on track to achieving your financial objectives.

Ratio Trending - Tracking the progression of your ratios over time can also be extremely valuable to ensure you're
heading in the right direction. Determining and monitoring these metrics over time provides you with a good
snapshot and longer-term trend of what is happening in your financial lives and whether changes need to be
implemented.

Personalize Them - Additionally, financial ratios need to be considered in the context of your personal situation, as
the ratio targets will vary depending on where one is in life. For example, younger people should dedicate no more
than 36% of gross income to pay for all debt (car payments, mortgage, student loans, revolving debts), and that
should gradually decline to zero by the time you are ready to retire. A financial planner can help you set a
personal target for each one of them.

The Most Important Personal Financial Ratios

The table below contains the key ratios to keep an eye on. For each formula, | have provided a description, the
formula used to calculate it, and a recommended target benchmark for the metric. Again, the benchmark for each
metric may vary significantly based on your personal situation.

Ratio Des cription Formula Benchmark
Liguidity Ratio - Total [Measures your ability to pay for all current expenses |Total Liguid Assets (checking, savings, CDs, etc.
. 3 3.0-6.0
Expenses using current cash (expressed in months) accounts) / T otal Monthly Expenses
L - - . Total Liquid Assets (checking, savings, CDs, etc.
a0y Rt P e SO 0 8 A STt (2500 Tt FXED Mony Exerses (0. | 238
P P g ® housing, food, utilities, etc)
Housing to Income |Measures how much of your income is allocated to  [Monthly Housing Costs (Principle, Interest, taxes, <28%
Ratio (front) your housing expenses (expressed as a %) and insurance) {Manthly Gross Income
Total Debt to Income Measures how much of your income is allucatgd to Total Annual Debt Payment / Annual Gross
i all of your debt (mortgage, student, auto, credit cards < 36%
Ratio (back) a Income
debt) (expressed as a %)
. This is your Net Worth expressed as a number. S
/
Solvency Ratio Anything > 1 is a pasitive Net Worth Total Assets / Total Liabilities =1.0
Measures your total accumulated savings with your 1-20+
Savingsto Income you g ¥ Total Savings f Annual Gross Income depending on
annual gross income.
age
) . 10 - 25%
Savings Rate to Income|Measures the amount of your income that you are Savi Per Year / A G | d di
Ratio saving (expressed as a %). The higher the better. avings Fer Year fAnnualfarass Incame epenag:g on
Conclusion

The objective of the personal financial ratios is to help individuals move from a situation of having low net worth,
high debt and low savings to one where they have high net worth, low debt and high savings. The target given for
the each ratio is on a generalized basis to facilitate individuals to use them as a benchmark to improve their
financial situation.
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