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Chapter 3 
 
1. How would you explain the three steps of financial analysis at the organizational 

level. 
 

1. Establish the facts in the organization. This includes a review of the 
organization's key financial statements (usually audited financial statements). 
2. Compare the facts over time and to facts in other organizations, using 
ratio analysis, horizontal analysis, and vertical analysis. 

 3. Use perspective and judgment to make decisions about the comparisons. 
Decisions are made with the information gathered in the first two steps as well 
as information from the decision makers’ perspective. 

  
2. What is the purpose of creating a balance sheet? List the three general 

classifications of the balance sheet and possible categories under these 
classifications. 

 
 The balance sheet shows the organization's financial position at a specific point 

in time and includes assets (current assets and noncurrent assets), liabilities 
(current liabilities and noncurrent liabilities) and net assets (unrestricted, 
temporarily restricted, and permanently restricted). 

  
3. What is the purpose of the statement of operations? List the main classifications 

and the possible categories under the classifications. 
 

The statement of operations shows the flow of values and includes revenues 
(net patient care, premium, and other operating revenues) and expenses, total 
operating income, nonoperating income, and excess of revenues over expenses. 

 
4. What types of organizations use the statement of changes in net assets, and why? 
 
 Not-for-profit organizations must report changes in unrestricted net assets on 

the statement of operations. Many not-for-profit organizations also report 
temporarily restricted and permanently restricted net assets on the statement of 
operations, thus negating the need for a separate statement. 

  
5. What is the statement of cash flows? The statement is divided into three 

segments; list each category. 
 
 The statement of cash flows describes cash flows (not revenues) for a specific 

period of time, and the statement is usually divided into three segments—cash 
flows from operations; cash flows from investing; and cash flow from 
financing. 

  
6. What are the four classifications of ratios on which the financial statement 

analysis focuses? 
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 Financial statement analysis usually includes liquidity ratios, profitability 
ratios, asset efficiency ratios, and capital structure ratios. 

 
7. What are the operating indicators used to analyze the financial performance of an 

organization? 
 
 Operating indicators are nonfinancial indicators. Occupancy rate and length-

of-stay are two such indicators that are often used. 
 
8. What must an annual report include to be considered a good report? 
 
 Annual reports provide accountability to the stockholders of the organizations. 

They must have several key characteristics to be considered good: attention to 
audience and purpose, timeliness, accuracy, clarity, comparability, 
commentary, and meaningfulness.  



Chapt er  3
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Financia l  Analy sis and 
M anagem ent  Repor t ing



Financia l  Analy sis and M anagem ent  
Repor t ing

Lear n ing Obj ect iv es
• I dent i f y  and under st and t he m aj or  com ponent s of  

f inancia l  st at em ent s.

• List  in  or der  and ex pla in each st ep in  t he f inancia l  
analy sis pr ocess.

• Ex pla in t he pr incip les in  pr epar ing good f inancia l  
r epor t s.
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I n t r oduct ion

Financia l  analy sis and m anagem ent  r epor t ing
• I nt egr a l  par t s of  t he m anagem ent  f unct ions of  cont r o l  and 

m anagem ent

• I ncludes m et hods used by  inv est or s, cr edi t or s, and m anage   
ev aluat e t he past , pr esent , and f u t ur e f inancia l  per f or m an    
heal t hcar e or ganiz at ion
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St eps in  Financia l  Analy sis

1. Est abl ish t he f act s in  t he or ganiz at ion.
2. Com par e t he f act s ov er  t im e and t o f act s in  

sim i lar  
or ganiz at ions.

– Rat io  analy sis
– Hor iz ont a l  analy sis
– Ver t ica l  analy sis

3. Use per spect iv e and j udgm ent  t o  m ak e decision  
r egar d ing

t he com par isons.
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St eps in  Financia l  Analy sis 

• Rat io  analy sis—com put es t he r e la t ionships of  
im por t ant  l ine i t em s

• Four  k inds of  r a t ios:
- Liqu id i t y
- Pr of i t ab i l i t y
- Act iv i t y
- Capi t a l  st r uct ur e
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St eps in  Financia l  Analy sis 

• Hor iz ont a l  analy sis—ev aluat es t he t r end in  
t he l ine i t em

• Ver t ica l  analy sis—ev aluat es t he in t er nal  
st r uct ur e of  t he or ganiz at ion
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St eps in  Financia l  Analy sis

Financia l  st at em ent s:
• Balance sheet
• St at em ent  of  oper at ions
• St at em ent  of  changes in  net  asset s
• St at em ent  of  cash f low s
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Balance Sheet

• Show s or ganiz at ion ’s f inancia l  posi t ion at  a  
speci f ic po int  in  t im e

• Pr esent s or ganiz at ion’s asset s, l iab i l i t ies, and 
net  asset s (or  shar eholder s’  equi t y  in  f or -
pr of i t  or ganiz at ions)

Asset s = Liabi l i t ies + Net  Asset s
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Balance Sheet

Beginning af t er  Decem ber  15, 2017, 
or ganiz at ions w i l l  pr esent  net  asset s in  t w o 
cat egor ies:
• Net  asset s w i t hout  donor  r est r ict ions (d isclose t he 

am ount , pur pose, and t y pe of  boar d r est r ict ions)
• Net  asset s w i t h  donor  r est r ict ions (d isclose t he nat ur e 

and am ount  of  donor  r est r ict ions)
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Balance Sheet

• Af t er  Decem ber  15, 2018, publ ic and not - f or -
pr of i t  or ganiz at ions w i l l  pr esent  t he ef f ect s of  
a l l  leases on t he balance sheet  (Decem ber  15, 
2019 is t he deadl ine). 

• The or ganiz at ion should r ecogniz e a l iab i l i t y  
and a r ight - of - use asset  on t he balance sheet . 
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St at em ent  of  Oper at ions

• Sum m ar iz es net  r ev enues, ex penses, and t he 
ex cess of  net  r ev enues ov er  ex penses (or  
incom e bef or e t ax es in  a f or - pr of i t  or ganiz at ion) 
ov er  a per iod of  t im e

Asset s = Liabi l i t ies + Net  Asset s + (Rev enue – Ex penses)
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St at em ent  of  Oper at ions

Char i t y  car e 
• Recor ded at  cost  a long w i t h  t he m et hod of  det er m in ing 

cost
• Char i t y  car e pol icy  should be m ent ioned in  not es t o  t he 

f inancia l  st at em ent s
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St at em ent  of  Oper at ions

• Bad debt  ex pense r ef lect s t hat  t he or ganiz at ion 
pr ov ided ser v ices w i t h  t he ex pect at ion of  
pay m ent . 

• Char i t y  car e r ef lect s ser v ices t he or ganiz at ion 
pr ov ided w i t h  no ex pect at ion of  pay m ent .
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St at em ent  of  Oper at ions

• The AI CPA Rev enue Recogni t ion Task  For ce f or  
Heal t hcar e has pr oposed new  guidance f or  
pr esent ing bad debt , w hich w i l l  a l low  t he 
or ganiz at ion t o  gr oup pat ient s w i t h  sim i lar  
char act er ist ics.
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St at em ent  of  Oper at ions

Bad Debt  is r ecogniz ed in  t w o cat egor ies:
• Classic bad debt  (t he pat ient  is ab le t o  pay , but  t he pat ient  

does not  pay )—r ecor ded as a bad debt  ex pense under  
oper at ing ex penses.

• I m pl ici t  pr ice concession (t he pat ient  is unable t o  pay , but  
t he pat ient  is not  e l ig ib le  f or  char i t y  car e, and t he 
or ganiz at ion r ecogniz es a w r i t e- of f  based on in t er nal  
po l icy )
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St at em ent  of  Changes in  Net  Asset s

• Show s t he r easons w hy  net  asset s changed 
f r om  t he beginning of  t he per iod t o  t he end of  
t he per iod

• Show s how  changes in  ex cess of  r ev enues 
ov er  ex penses af f ect s t he net  asset , or  equi t y , 
posi t ion of  t he or ganiz at ion
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St at em ent  of  Changes in  Net  Asset s

• AI CPA r equi r es nonpr of i t  or ganiz at ions t o  
r epor t  unr est r ict ed net  asset s on t he 
st at em ent  of  oper at ions.

• M any  or ganiz at ions a lso include t em por ar i ly  
r est r ict ed and per m anent ly  r est r ict ed net  
asset s t o  e l im inat e t he need f or  t he st at em ent  
of  changes in  net  asset s.
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St at em ent  of  Cash Flow s

• Show s t he or ganiz at ion’s cash f low

• I ncludes t he am ount s of  cash r eceipt s and 
t he am ount s of  cash d isbur sem ent s dur ing 
t he st at em ent  per iod
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St at em ent  of  Cash Flow s

• Af t er  Decem ber  15, 2017, t he or ganiz at ion 
m ay  pr esent  cash f low  using e i t her  t he d i r ect  
or  t he ind i r ect  m et hod. 
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Rat io  Analy sis

• Rat ios analy sis—a com par ison bet w een t w o or  
m or e f inancia l  f act s, such as incom e t o asset s 
or  asset s t o  l iab i l i t ies

• Financia l  st at em ent  analy sis concent r at es on 
f our  classi f icat ions of  r a t ios: 

- Liqu id i t y  r a t ios 
- Pr of i t ab i l i t y  r a t ios
- Act iv i t y  e f f iciency  r at ios
- Capi t a l  st r uct ur e r at ios
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Rat io  Analy sis

Liquid i t y  r a t ios—indicat e an or ganiz at ion ’s 
abi l i t y  t o  m eet  shor t - t er m  obl igat ions

• Cur r ent  r a t io
• Col lect ion per iod  
• Day s cash on hand, shor t - t er m  sour ces
• Day s cash on hand, a l l  sour ces
• Av er age pay m ent  per iod
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Rat io  Analy sis

Cur r ent  r a t ios—basic ind icat or s of  f inancia l  
l iqu id i t y
• Nondi r ect ional
• Higher  v a lues m ean bet t er  debt - pay ing capaci t y .
• Too h igh m ay  m ean t hat  t he or ganiz at ion could inv est  

ex cess 
cur r ent  asset s m or e w ise ly .

Tot a l  cur r ent  asset s 
Tot a l  cur r ent  l iab i l i t ies
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Rat io  Analy sis

Col lect ion per iod—m easur e of  how  long t he 
av er age pat ient  (or  pay er ) t ak es t o  pay  t he b i l l  
a f t er  d ischar ge
• Also k now  as day s in  account s r eceiv ables
• Di r ect ional
• Higher  v a lues ind icat e l iqu id i t y  pr oblem s

Net  r eceiv ables
Net  pat ient  ser v ices r ev enue/ 365
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Rat io  Analy sis
• Day s cash on hand, shor t - t er m  sour ces

Cash + Tem por ar y  inv est m ent
(Tot a l  ex penses – Depr eciat ion ex penses)/ 365

• Day s cash on hand, a l l  sour ces

Cash + Tem por ar y  inv est m ent  + Unr est r ict ed long- t er m  
inv est m ent s

(Tot a l  ex penses – Depr eciat ion ex penses)/ 365
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Rat io  Analy sis

Av er age pay m ent  per iod—- m easur es how  long 
t he or ganiz at ion t ak es t o  pay  i t s ob l igat ions 
• Low er  v a lues ind icat e l iqu id i t y  and ar e pr ef er able.

Tot a l  cur r ent  l iab i l i t ies
(Tot a l  ex penses- Depr eciat ion 

ex penses)/ 365
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Liquid i t y  Rat ios

Rat ios
Opt um
M edian 
2015

Liquid i t y

Cur r ent 2.18

Col lect ion per iod 47.30

Day s cash- on- hand, al l  sour ces 70.50

Day s cash- on- hand, shor t - t er m  
sour ces

27.40

Av er age pay m ent  per iod 54.10
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Rat io  Analy sis

Pr of i t ab i l i t y  r a t ios—indicat e an or ganiz at ion ’s 
abi l i t y  t o  sur v iv e and gr ow  by  m easur ing t he 
r e la t ionship of  r ev enues t o  ex penses
• Oper at ing m ar gin
• Ex cess m ar gin 
• Ret ur n on net  asset s
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Rat io  Analy sis
Oper at ing m ar gin
• Ref lect s pr of i t s f r om  only  oper at ions
• Higher  v a lues ind icat e pr of i t ab i l i t y

Oper at ing incom e         x 100
Tot a l  oper at ing r ev enue
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Rat io  Analy sis

Tot a l  m ar g in 
• Ref lect s pr of i t s f r om  bot h oper at ions and 

nonoper at ions
• Higher  v a lues ind icat e pr of i t ab i l i t y .

Ex cess of  r ev enue ov er  ex penses   x 100
Tot a l  oper at ing r ev enue                 
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Rat io  Analy sis

Ret ur n on net  asset s—basic m easur e of  pr of i t  
in  r e la t ionship t o  inv est m ent
• Higher  v a lues r ef lect  pr of i t ab i l i t y .

Ex cess of  r ev enue ov er  ex penses    x  100
Net  asset s 
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Pr of i t ab i l i t y  Rat ios

Prof it abilit y rat ios
Opt um
M edian 
2015

Oper at ing mar g in (%) 1.43

Tot a l  mar g in (%) 3.80

Ret ur n on net  asset s (%) 7.00

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.



Rat io  Analy sis

Asset  ef f iciency  r at ios—indicat e an 
or ganiz at ion ’s abi l i t y  t o  be ef f icient  by  
m easur ing t he r e la t ionship bet w een r ev enue 
and asset s
• Tot a l  asset  t ur nov er
• Fix ed asset  t ur nov er
• Cur r ent  asset  t ur nov er
• I nv ent or y  t ur nov er
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Rat io  Analy sis
• Tot a l  asset  t ur nov er —basic m easur e of  how  

ef f icient ly  an or ganiz at ion is using i t s 
asset s in  r e la t ion t o  m ak ing r ev enue

Tot a l  oper at ing r ev enue + Ot her  incom e
Tot a l  asset s 

• Clev er ley (2010) r ecom m ends calcu lat ing 
t he age of  p lant  r a t io  t o  det er m ine w het her  
ef f iciency  or  an o lder  f aci l i t y  is causing a 
h igh t o t a l  asset  t ur nov er  r at io . 

Age of  p lant  r a t io= Accum ulat ed 
depr eciat ion

Depr eciat ion ex pense
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Rat io  Analy sis

Fix ed asset  t ur nov er  
• M easur es how  ef f icient ly  an or ganiz at ion is using i t s 

f ix ed asset s (usual ly  pr oper t y , p lant , and equipm ent )
• Higher  v a lues ind icat e h igher  ef f iciency .

Tot a l  oper at ing r ev enue + Ot her  incom e
Net  f ix ed asset s 
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Rat io  Analy sis

Cur r ent  asset  t ur nov er
• M easur es how  ef f icient ly  an or ganiz at ion is using i t s 

cur r ent  asset s in  
r e la t ion t o  gener at ing r ev enue

• Higher  v a lues ind icat e h igher  ef f iciency . 

Tot a l  oper at ing r ev enue + Ot her  incom e
Cur r ent  asset s 
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Rat io  Analy sis
I nv ent or y  t ur nov er

• The num ber  of  t im es an or ganiz at ion t ur ns ov er  i t s 
inv ent or y  r e la t iv e t o  t o t a l  oper at ing r ev enue and ot her  
incom e
• Low  v alues usual ly  ind icat e ov er st ock ing.

Tot a l  oper at ing r ev enues + Ot her  
incom e

I nv ent or y  
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Asset  Ef f iciency  Rat ios

Asset  ef f iciency Opt um
M edian 
2015

Tot a l  asset  t ur nov er 0.99

Age of  plant  (y ear s) 11.48

Fix ed asset  t ur nov er 2.54

Cur r ent  asset  t ur nov er 3.72

I nv ent or y  t ur nov er 53.10
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Rat io  Analy sis

Capi t a l  st r uct ur e r at ios—indicat es t he 
or ganiz at ion ’s long- t er m  l iqu id i t y  by  m easur ing 
a v ar ie t y  of  r e la t ionships t o  capi t a l

• Net  asset  f inancing
• Long- t er m  debt  t o  net  asset s
• Debt  ser v ice cov er age
• Cash f low  t o debt
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Rat io  Analy sis
Net  asset  f inancing
• M easur es t he r e la t ionship bet w een asset s ow ned by  t he 

or ganiz at ion
• Nondi r ect ional
• Higher  v a lues ar e usual ly  pr ef er able.

Net  asset s    x  100
Tot a l  asset s  
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Rat io  Analy sis

Long- t er m  debt  t o  net  asset s
• The r e lat ionship bet w een long- t er m  debt  and asset s 

ow ned by  t he  
or ganiz at ion 

• Low er  v a lues ar e pr ef er able.

Long- t er m  debt                x  
100

Long- t er m  debt  + Net  asset s 
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Rat io  Analy sis
Debt  ser v ice cov er age
• M easur es t he abi l i t y  t o  m eet  long- t er m  debt  ob l igat ions
• Higher  v a lues ind icat e an or ganiz at ion ’s abi l i t y  t o  m eet  

long- t er m  debt
obl igat ions.

Ex cess of  r ev enue ov er  ex penses + Depr eciat ion ex pense + 
I n t er est  ex pense

Debt  pr incipal  pay m ent  + I n t er est  pay m ent s
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Rat io  Analy sis

Cash f low  t o debt
• M easur es t he abi l i t y  t o  m eet  bot h shor t - t er m  and long-

t er m  obl igat ions     
• Higher  v a lues ind icat e an or ganiz at ion ’s abi l i t y  t o  m eet  

bot h shor t - t er m
and long- t er m  obl igat ions.

Ex cess of  r ev enue ov er  ex penses + Depr eciat ion 
ex penses     x 100

Cur r ent  l iab i l i t ies + Long- t er m  debt
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Capi t a l  St r uct ur e Rat ios

Capit al St ruct ure Rat ios
Opt um
M edian 
2015

Net  asset  f inancing (%) 55.20

Long- t er m  debt  t o  cap i t a l iz at ion 23.70

Debt  ser v ice cov er age 3.37

Cash f low  t o debt  (%) 22.40
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Case St udy  

I m agine t hat  y ou ar e t he f inancia l  m anager  of  
Clar k  Pediat r ics Cent er  and y ou hav e a m eet ing 
w i t h  t he boar d of  d i r ect or s in  a m ont h. You need t o 
cr eat e a f inancia l  analy sis of  t he or ganiz at ion. You 
hav e a lso been ask ed t o com par e Clar k  Pediat r ics 
t o  ot her  pediat r ic heal t hcar e or ganiz at ions in  t he 
ar ea t o  cr eat e a t r end com par ison. 

– What  m ust  y ou do t o  com plet e a f inancia l  analy sis? 
– What  in f or m at ion do y ou need f or  bot h hor iz ont a l  and 

v er t ica l  analy sis?
– What  sour ces can y ou use f or  com par ison?
– What  decisions can be m ade r egar d ing t h is in f or m at ion?
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Oper at ing I nd icat or s

• M easur e f inancia l  per f or m ance r e lat ed t o  
oper at ions

• Should be r eadi ly  av ai lab le on a v ar ie t y  of  
r epor t s used by  m anagem ent
– Occupancy  r at e
– Av er age lengt h of  st ay  (ALOS)
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Oper at ing I nd icat or s

Av er age lengt h of  st ay  
• Low er  ALOS t hat  ho ld dow n cost s ar e pr ef er able.
• M edian ALOS f or  a l l  hospi t a ls r epor t ing t o  Opt um f or  

2015 w as .50.
• M edian ALOS adj ust ed f or  case m ix  f or  a l l  hospi t a ls t o  

Opt um 2015 w as 2.7.

Pat ient  day s
Dischar ges 
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Oper at ing I nd icat or s
Occupancy  r at e
• M easur es capaci t y , or  t he per cent age of  t he hospi t a l  

t hat  is be ing   
used

• M edian occupancy  r at e f or  a l l  hospi t a ls r epor t ing t o  
Opt um
f or  2015 w as 55.3.

Pat ient s day s
365 x  Licensed beds
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Financia l  Analy sis and Annual  Repor t s

• Repor t s ser v e as a v ehicle  f or  
com m unicat ion and pr ov ide account abi l i t y .

• Requi r ed by  f or - pr of i t s
– Not - f or - pr of i t s hav e begun r epor t ing.

Copyright © 2018 Foundation of the American 
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Financia l  Repor t s and Annual  Repor t s

Pr incip les of  good r epor t s
• Audience and pur pose
• Tim el iness
• Accur acy
• Clar i t y
• Com par abi l i t y
• Com m ent ar y
• M eaningf u lness

Copyright © 2018 Foundation of the American 
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Key  Point s 

• Financia l  analy sis includes t hr ee st eps: (1) est ab l ish t he 
f act s in  t he or ganiz at ion, (2) com par e f act s in  t he 
or ganiz at ion ov er  t im e and t o  f act s in  sim i lar  
or ganiz at ions, and (3) use per spect iv e and j udgm ent  t o  
m ak e decisions r egar d ing t he com par isons. 

• The balance sheet  r epr esent s t he or ganiz at ion ’s asset s, 
l iab i l i t ies, and net  asset s.

• The st a t em ent  o f  oper at ions sum m ar iz es t he 
or ganiz at ion ’s net  r ev enues, ex penses, and ex cess of  
net  r ev enues ov er  ex penses..

• The st a t em ent  o f  changes in  net  asset s is t he equi t y  in  
a  f or - pr of i t  or ganiz at ion.

• The st a t em ent  o f  cash f low s cat egor iz es an 
or ganiz at ion’s cash f low s. 
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Key  Point s 

• Rat io  analy sis is used t o com par e f act s of  an 
or ganiz at ion ov er  t im e and a lso com par es t h is 
in f or m at ion t o  t hat  o f  sim i lar  or ganiz at ions.

• Oper at ing ind icat or s m easur e t he f inancia l  
per f or m ance in  r e la t ion t o  oper at ions. 
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Discussion Quest ions 

1. How  w ould y ou ex pla in t he t hr ee st eps in  
f inancia l  analy sis at  t he or ganiz at ional  lev el?

2. What  is t he pur pose of  cr eat ing a balance 
sheet ? List  t he t hr ee gener a l  classi f icat ions of  
t he balance sheet  and possib le  cat egor ies under  
t hese classi f icat ions. 

3 . What  is t he pur pose of  t he st at em ent  of  
oper at ions? List  t he m ain classi f icat ions and t he 
possib le  cat egor ies under  t hese classi f icat ions. 

4 . What  t y pe of  or ganiz at ions use t he st at em ent  
of  changes in  net  asset s, and w hy ?
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Discussion Quest ions 

5. What  is t he st at em ent  of  cash f low s? The 
st at em ent  is d iv ided in t o t hr ee segm ent s; l i st  
each cat egor y . 

6 . What  ar e t he f our  classi f icat ions of  r a t ios on 
w hich t he f inancia l  st at em ent  analy sis f ocuses? 

7. What  ar e t he oper at ing ind icat or s used t o 
analy z e t he f inancia l  per f or m ance of  an 
or ganiz at ion?

8. What  m ust  an annual  r epor t  include t o  be 
consider ed a good r epor t ?
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Chapt er  3
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Financia l  Analy sis and 
M anagem ent  Repor t ing



Financia l  Analy sis and M anagem ent  
Repor t ing

Lear n ing Obj ect iv es
• I dent i f y  and under st and t he m aj or  com ponent s of  

f inancia l  st at em ent s.

• List  in  or der  and ex pla in each st ep in  t he f inancia l  
analy sis pr ocess.

• Ex pla in t he pr incip les in  pr epar ing good f inancia l  r epor t s.
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I n t r oduct ion
Who ar e t he user s of  f inancia l  analy sis m et hods 

and w hy ?

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
- Methods used by investors, creditors, and management to evaluate the past, present, and future financial performance of the healthcare organization- Because results of these methods are used to make decisions both internal and external to the organization



St eps in  Financia l  Analy sis

What  ar e t he st eps in  f inancia l  analy sis?

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
1. Establish the facts in the organization.2. Compare the facts over time and to facts in similar organizations.3. Use perspective and judgment to make decisions regarding the comparisons.



St eps in  Financia l  Analy sis

What  ar e t he t y pes of  analy sis?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
-Ratio analysis—evaluates organizational performance-Horizontal analysis—evaluates the trend in the line item-Vertical analysis—evaluates the internal structure



St eps in  Financia l  Analy sis 

What  ar e t he t y pes of  f inancia l  st at em ent s?

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
- Balance Sheet- Statement of operations- Statement of changes in net assets- Statement of cash flows



Balance Sheet

What  does balance sheet  r epr esent ?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
Shows organization’s financial position at a specific point in timePresents organization’s assets, liabilities and net assets (or shareholders’ equity in for-profit organizations)                           Assets = Liabilities + Net Assets



Balance Sheet

What  ar e t he t w o new  cat egor ies of  net  asset s?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
- Net assets without donor restrictions (disclose the amount, purpose, and type of board restrictions) - Net assets with donor restrictions (disclose nature and amount of donor restrictions)



Balance Sheet

Af t er  Decem ber  15, 2018, in  w hich f inancia l  
st at em ent  w i l l  publ ic and not - f or - pr of i t  
or ganiz at ions pr esent  t he ef f ect s of  a l l  leases? 
And w hy ?

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
- Balance sheet- Because the organization should recognize a liability and a right-of-use asset on the balance sheet



St at em ent  of  Oper at ions

What  does t he st at em ent  of  oper at ions 
sum m ar iz e?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
Summarizes net revenues, expenses, and the excess of net revenues over expenses (or income before taxes in a for-profit organization) over a period of time                        Assets = Liabilities + Net Assets + (Revenue – Expenses)



St at em ent  of  Oper at ions

Which pol icy  should be m ent ioned in  t he not es t o  
t he f inancia l  st at em ent s?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
Charity care policy



St at em ent  of  Oper at ions

What  is t he d i f f er ence bet w een bad debt  and 
char i t y  car e?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
- Bad debt expense reflects that the organization provided services with the expectation of payment. - Charity care reflects services the organization provided with no expectation of payment.



St at em ent  of  Oper at ions

Accor d ing t o  t he AI CPA Rev enue Recogni t ion Task  
For ce f or  Heal t hcar e, w hat  ar e t he t w o cat egor ies 
of  bad debt ?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
- Classic bad debt—The patient is able to pay, but the patient does not pay.- Implicit price concession—The patient is unable to pay, but the patient is not eligible for charity care, and the organization recognizes a write-off based on internal policy. 



St at em ent  of  Changes in  Net  Asset s

What  does t he st at em ent  of  changes in  net  
asset s ind icat e?

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
- Shows why net assets changed from the beginning of the period to the end of the period- Shows how changes in excess of revenues over expenses affect the net asset, or equity, position of the organization



St at em ent  of  Changes in  Net  Asset s

Why  hav e m any  or ganiz at ions e l im inat ed t he 
st at em ent  of  changes in  net  asset s?

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
Because AICPA requires nonprofit organizations to report unrestricted net assets on the statement of operations, many organizations also include temporarily restricted and permanently restricted net assets as well, thus eliminating the need for the statement of changes in net assets.



St at em ent  of  Cash Flow s

What  does t he st at em ent  of  cash f low s 
r epr esent ?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
The organization’s cash flow, which shows the amounts of cash receipts and where they came from and the amounts of cash disbursements and where they went during the statement period



St at em ent  of  Cash Flow s

Which m et hod w i l l  t he or ganiz at ion use t o  
r epr esent  cash f low s af t er  Decem ber  15,2017?

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
Either the direct or the indirect method



Rat io  Analy sis

What  is r a t io  analy sis? What  ar e t he 
classi f icat ions of  r a t io?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
- Ratios analysis—A comparison between two or more financial facts, such as income to assets or assets to liabilities- Financial statement analysis concentrates on four classifications of ratios: Liquidity ratios Profitability ratiosActivity efficiency ratiosCapital structure ratios



Rat io  Analy sis

What  does l iqu id i t y  r a t io  ind icat e? What  does 
l iqu id i t y  r a t io  include?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
Indicates an organization’s ability to short-term obligations- Current ratio- Collection period- Days cash on hand, short-term sources- Days cash on hand, all sources- Average payment period



Liquid i t y  Rat ios

Rat ios
Opt um
M edian 
2015

Liquid i t y

Cur r ent 2.18

Col lect ion per iod 47.30

Day s cash- on- hand, al l  sour ces 70.50

Day s cash- on- hand, shor t - t er m  
sour ces

27.40

Av er age pay m ent  per iod 54.10

Copyright © 2018 Foundation of the American 
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Rat io  Analy sis

What  do pr of i t ab i l i t y  r a t ios r ef lect ? 

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
Profitability ratios reflects the organization’s ability to survive and grow by measuring the relationship of revenues to expenses.



Rat io  Analy sis

What  ar e t he best  r a t ios t o  m easur e 
pr of i t ab i l i t y ?

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
- Operating margin- Excess margin - Return on net assets



Pr of i t ab i l i t y  Rat ios

Prof it abilit y rat ios
Opt um
M edian 
2015

Oper at ing mar g in (%) 1.43

Tot a l  mar g in (%) 3.80

Ret ur n on net  asset s (%) 7.00

Copyright © 2018 Foundation of the American 
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Rat io  Analy sis

What  do asset  e f f iciency  r at ios ind icat e? 

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
Asset efficiency ratios indicate an organization’s ability to be efficient by measuring the relationship between revenue and assets. [Note: Total revenue includes net non-operating gains.]



Rat io  Analy sis

What  ar e t he best  r a t ios t o  m easur e t he 
r e la t ionship bet w een r ev enue and asset s?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
- Total asset turnover- Fixed asset turnover- Current asset turnover- Inventory turnover



Asset  Ef f iciency  Rat ios

Asset  ef f iciency Opt um
M edian 
2015

Tot a l  asset  t ur nov er 0.99

Age of  plant  (y ear s) 11.48

Fix ed asset  t ur nov er 2.54

Cur r ent  asset  t ur nov er 3.72

I nv ent or y  t ur nov er 53.10

Copyright © 2018 Foundation of the American 
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Rat io  Analy sis

What  does capi t a l  st r uct ur e r at io  ind icat e?

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
Capital structure ratios indicate the organization’s long-term liquidity by measuring a variety of relationships to capital.



Rat io  Analy sis

What  ar e t he best  r a t ios used t o m easur e a 
v ar ie t y  of  r e la t ionships t o  capi t a l?

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
- Net asset financing- Long-term debt to net assets- Debt service coverage- Cash flow to debt



Capi t a l  St r uct ur e Rat ios

Capit al St ruct ure Rat ios
Opt um
M edian 
2015

Net  asset  f inancing (%) 55.20

Long- t er m  debt  t o  cap i t a l iz at ion 23.70

Debt  ser v ice cov er age 3.37

Cash f low  t o debt  (%) 22.40

Copyright © 2018 Foundation of the American 
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Case St udy  

I m agine t hat  y ou ar e t he f inancia l  m anager  of  
Clar k  Pediat r ics Cent er  and y ou hav e a m eet ing 
w i t h  t he boar d of  d i r ect or s in  a m ont h. You need 
t o cr eat e a f inancia l  analy sis of  t he or ganiz at ion. 
You hav e a lso been ask ed t o com par e Clar k  
Pediat r ics t o  ot her  pediat r ic heal t hcar e 
or ganiz at ions in  t he ar ea t o  cr eat e a t r end 
com par ison. 

– What  m ust  y ou do t o  com plet e a f inancia l  analy sis? 
– What  in f or m at ion do y ou need f or  bot h hor iz ont a l  and 

v er t ica l  analy sis?
– What  sour ces can y ou use f or  com par ison?
– What  decisions can be m ade r egar d ing t h is 

in f or m at ion?
Copyright © 2018 Foundation of the American 
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Oper at ing I nd icat or s

What  do oper at ing ind icat or s m easur e?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
Financial performance related to operations- Occupancy rate- Average Length of stay (ALOS)



Financia l  Repor t s and Annual  Repor t s

Why  ar e f inancia l  and annual  r epor t s 
im por t ant ? What  k ind of  or ganiz at ion 
r equi r es t h is t y pe of  r epor t ing?

Copyright © 2018 Foundation of the American 
College of Healthcare Executives. Not for sale.

Presenter
Presentation Notes
-Reports serve as a vehicle for communication and provide accountability.-Required of for-profitsNot-for-profits have begun reporting



Financia l  Repor t s and Annual  Repor t s

What  ar e t he pr incip les of  good r epor t s?

Copyright © 2018 Foundation of the American 
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Presenter
Presentation Notes
- Audience and purpose- Timeliness- Accuracy- Clarity- Comparability- Commentary- Meaningfulness



Key  Point s 

• Financia l  analy sis includes t hr ee st eps: (1) 
est ab l ish t he f act s in  t he or ganiz at ion, (2) com par e 
f act s in  t he or ganiz at ion ov er  t im e and t o  f act s in  
sim i lar  or ganiz at ions, and (3) use per spect iv e and 
j udgm ent  t o  m ak e decisions r egar d ing t he 
com par isons. 

• The balance sheet  r epr esent s t he or ganiz at ion ’s 
asset s, l iab i l i t ies, and net  asset s.

• The st a t em ent  o f  oper at ions sum m ar iz es t he 
or ganiz at ion ’s net  r ev enues, ex penses, and ex cess 
of  net  r ev enues ov er  ex penses..

• The st a t em ent  o f  changes in  net  asset s is t he 
equi t y  in  a  f or - pr of i t  or ganiz at ion.

• The st a t em ent  o f  cash f low s cat egor iz es an 
or ganiz at ion’s cash f low s. Copyright © 2018 Foundation of the American 

College of Healthcare Executives. Not for sale.



Key  Point s 

• Rat io  analy sis is used t o com par e f act s of  an 
or ganiz at ion ov er  t im e and a lso com par es t h is 
in f or m at ion t o  t hat  o f  sim i lar  or ganiz at ions.

• Oper at ing ind icat or s m easur e t he f inancia l  
per f or m ance in  r e la t ion t o  oper at ions. 
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Discussion Quest ions 

1. How  w ould y ou ex pla in t he t hr ee st eps in  
f inancia l  analy sis at  t he or ganiz at ional  lev el?

2. What  is t he pur pose of  cr eat ing a balance 
sheet ? List  t he t hr ee gener a l  classi f icat ions 
of  t he balance sheet  and possib le  cat egor ies 
under  t hese classi f icat ions. 

3 . What  is t he pur pose of  t he st at em ent  of  
oper at ions? List  t he m ain classi f icat ions and 
t he possib le  cat egor ies under  t hese 
classi f icat ions. 

4 . What  t y pe of  or ganiz at ions use t he st at em ent  
of  changes in  net  asset s, and w hy ?
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Discussion Quest ions 

5. What  is t he st at em ent  of  cash f low s? The 
st at em ent  is d iv ided in t o t hr ee segm ent s; l i st  
each cat egor y . 

6 . What  ar e t he f our  classi f icat ions of  r a t ios on 
w hich t he f inancia l  st at em ent  analy sis 
f ocuses? 

7. What  ar e t he oper at ing ind icat or s used t o 
analy z e t he f inancia l  per f or m ance of  an 
or ganiz at ion?

8. What  m ust  an annual  r epor t  include t o  be 
consider ed a good r epor t ?
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