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The Value of Ratios in Decision Making For Healthcare Organizations
Ratio analysis is the quantitative assessment of the financial records (balance sheet statement, income statement, also cash flow report) of a company (Innocent, 2013). The ratio analysis evaluates the company's efficiency, profitability, liquidity, and solvency. Data derived from the company historical monetary reports are utilized to compare the performance of a business over particular time, which compares the profitability, company financial strength with an industrial average or with its competitors.
Financial ratios provide the greatest way of evaluating a firm’s strengths before understanding more from its fiscal statements. Most investors consider the key rations when they want to invest in a company. Such ratios include the dividend payout ratio, return on equity (ROE), current ratio, the debt-equity (D/E) ratio, and the price/earnings’ (P/E) ratio. Also, ratios are categorized into six groups, which include the market prospect ratios, efficiency ratios, profitability ratios, solvency ratios, coverage ratios, and liquidity ratios.
The Financial Ratios
Liquidity ratio – Quick ratio
The quick or liquidity ratio is also referred to as an acid test ratio. It assesses the ability of the firm to pay its immediate debts due to its quick possessions. Quick assets are the company assets that can be changed into cash within a period of less than one year. Quick assets include cash, current investments, accounts receivables, and other cash equivalents (Innocent, 2013). The ratio indicates well how a business can easily convert its current possession into currency to pay off its current liabilities. It’s calculated by deducting inventories from total current assets after that divide by the existing liabilities. 
A company having adequate quick assets to pay off its current obligations will be able to settle its immediate obligations without selling off any of its fixed assets thus will be an indication to investors that the current operations of a company are generating adequate profits to settle existing liabilities. A company with the higher acid test ratio is favorable since it indicates that its liquidity assets are greater than its recent liabilities. The quick ratio of 1 indicates that the quick possessions of a company are equivalent to its short-term liabilities. On the other hand, a quick ratio of 2 illustrates that the company quick resources are twice its short-term liabilities. For that reason, an increase in the liquidity ratio increases the liquidity of a company.
Example
Carolyn clinic center has presented the following data for the calculation of its quick ratio:
Current assets         $6,000
Inventories         $1,500
[bookmark: _GoBack]Existing liabilities     $3,000
Liquidity ratio = total current assets –  total inventories
        Current Liabilities 
Quick ratio = =    = 1.5 
Carolyn quick ratio is 1.5, and this implies that Carolyn can pay off all the current liabilities with current assets and remains with some quick assets. 
Profitability ratios – ROE
 Profitability ratio assesses the capability of a company to make income from its stakeholders’ investments in the firm. This ratio indicates the amount of profit generated by each dollar of common shareholders’ equity. ROE of 1 implies that each dollar of shareholders’ fund generates a dollar of net revenue. Thus, investors use the ratio to gauge the effectiveness of a company in utilizing their money to generate income. ROA also shows the effectiveness of company management in using the equity financing to fund operations. ROE is calculated by total shareholders’ fund dividing with the net income. 
ROE is calculated mostly for ordinary shareholders. Therefore, chosen dividends are excluded in the computation since the profits are not accessible to common shareholders. ROE is a productivity ration from the shareholder's point of assessment. This is because this ratio calculates the amount of money generated based on the investors’ venture capital in the company and not the business investment in assets. Any investor wants to see a higher ROE ratio as this confirms that the company is using investors’ finances commendably. As much as greater ratios are better than the lower ratios, they also have to be weighed against other ratios in the business. The formula for calculating ROE is:
Return on equity = Net income
Shareholders’ fund
Example
The Carolyn clinic center has presented the following data for the calculation of ROE:
Net income                $18,000
Total Shareholders’ equity        $12,000
Return on Equity = Net income
Shareholders’ fund
Return on Equity =     = 1.5 or 150%
Roe of Carolyn clinic is 1.5, and this implies that every dollar of ordinary shareholders’ equity generates 1.5 dollars in the period. Shareholders experienced a 150% return on their investment.
Leverage capital structure ratio
The debt ratio
The debt ratio is a gearing proportion measuring a firm’s entire liabilities based on its entire assets. The debt ratio shows the ability of an establishment to cover its total liabilities with its possessions, that is, the required number of assets that the company needs to sell to cover the entire debts. Debt ratio measures the company gearing level. A business with a greater level of liabilities as compared to its assets is concluded as highly geared and riskier for investors. 
Debt ratio aids shareholders and creditors to evaluate the company overall debt burden on the firm and also the capacity of the company to cover its future balance. We get debt ratio by dividing the over-all liabilities by total possessions (Innocent, 2013). A smaller debt ratio is more favorable than a higher ratio; this is usual even with other solvency ratios. 
A smaller debt ratio indicates a higher steady business and a longevity possibility since a firm with a lower ratio also has reduced total debt. A reasonable benchmark of the debt ratio for almost all companies is 0.5. This ratio is considered to be less risky because it implies that the company total liabilities are half of its asset. Therefore, its creditors own half of its assets and the remaining balance owned by its shareholders. 
A ratio of 1 implies that total company assets equal its total liabilities. This indicates that the company will have to retail all of its possessions to repay its creditors. The ratio is mostly used by creditors because they are always concerned about being paid (Delen, 2013). A company that borrows money more frequently increases its debt ratio, and creditors may no longer be willing to loan it. The approved formula for determining the debt ratio: 
Debt ratio = sum of all the liabilities,
Total assets,
An example
Carolyn clinic center has presented the following data for the calculation of its debt ratio
Sum of all the liabilities                $12,000
Sum of all the assets                $48,000
Thus debt ratio =     Total Liabilities
The total Assets
Debt ratio =     = 0.25 or 25%
The debt ratio of Carolyn clinic is 0.25; this implies that its liabilities are a quarter of its assets. The ratio is relatively low and shows that the firm can pay back its loan. 
Non-financial ratios – the rate of occupancy 
	This refers to the overall patient days divided by the number of days in a year, usually 365 days. It measures the volume based on the number of patients.
                                                   
The rate of Occupancy =     Total annual patient days’ x 100 =    The average daily census x 100.
The number of beds x 365                         Number of beds   
Example
Carolyn clinic center has presented the following data for the calculation of Occupancy rate
The average daily census                $20
Number of beds                50
Occupancy rate =   x 100=40%
Higher occupancy rate is favorable. 
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