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Due Thursday

Financial statement analysis focuses primarily on isolating information that is useful for making a particular decision.
Through ratio analysis, users of financial data can analyze various relationships between items reported.

Respond to the following in a minimum of 175 words:

- Describe the 3 main categories of ratios and provide a specific example of a ratio that is used in each category.
For each of the 3 ratios you selected, describe how it s used in managerial decision-making.
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Everyone, as we are focusing on ratios, we look to the information derived from the financial statements to provide
‘organizations with information for decisions regarding liquidity, solvency, profitability and efficiency to name a few. One of

the drawbacks of sing financial statement information is that information s dated, usually a month o so old so, when
decisions are made we are making changes based on something that should have been corrected 30 ays earlier.

This is where Management Accounting really shines. We are not restricted to a specific format or regulations we must follow
when creating management reports. We use real time information to generate reports so that managers can make decisions
on the fly. They can also make corrections right away minimizing any future losses.

When | worked in healthcare we monitored the efficiency of each of our facilities and, our individual practitioners. We used a
ratio called S1 which was a derivative of the break even formula. We calculated the percentage that salaries were of variable
costs. For example if variable costs were 60% of revenue and the margin was 40% we were in a position to be profitable.
However, we needed to know how much of the variable costs made up salary and how that affected our profit margin. So, we
broke out salary cost from variable costs and compared that number to revenue. It turned out that if salaries were 30% of
revenue or less and variable costs were 60% of revenue or less, including salaries, we could run at a profit.

We applied the same logic to our individual practitioners and found that some were running at 50% while others were
running at 20% which, was quite intriguing. We started looking at schedules and just as you would think the practitioners
with the highest percentages were basically hanging out as opposed to treating patients.

‘One we began monitoring the ratios we were able to increase profits substantially.




