Ratio Analysis Eleven Year Trend

In effort to assess the impact of the financial environment on the Non Profit Provider Community and how this has impacted operations, the Committee performed an analysis of financial ratios over the 11 year period of 2000 to 2010.  The Committee felt exploring results of long term trend data analysis was important because of the reaction to last year's report from the Commission on Nonprofit Health and Human Services, Private Provider Cost Increases, Nonprofit Agency Financial Condition and Sources of Revenue Workgroup Report.  The report included the previous year's financial ratios for a statistically sound representation of 101 providers.  The ratios painted an unfavorable picture of the financial health of the Private Non-Profit operations that indicated that the Private Non-Profits were working very close to the margin.  

The reaction to these findings was that there is a belief that most providers have regularly functioned very close to the financial margin and this was business as usual.  The Providers indicated they found themselves becoming increasingly financially unstable and were concerned about their ability to continue to provide quality services in a safe environment.  Although many providers over the years have struggled to remain in the black and provide a quality service, events in the past several years has caused many new providers and become part of the majority of providers that have poor financial indicator scores. 
The goal of this 11 year span analysis is to provide a concrete analysis of the financial position of the provider community and it will allow a determination to be made if the current financial status is business as usual or if Providers are actually operating in a declining environment that is unprecedented. The following are the results of this analysis:

Leverage Ratio

The Leverage Ratio is financial ratio that calculates an organizations end of year liabilities over the end of year assets.  (EOY Liabilities/EOY Assets).  

During the 11 year span the providers have seen a significant change in their financial position.  In 2000, 42% of all providers had a substandard rating.  In 2005, the ratio experienced a jump with 46% of providers having a substandard score and in a  2010, 51% of all providers had a substandard rating.   The average score in 2000 amongst all providers was 53%, while the score increased to 62% in 2010.  These results not only indicate that 9% more providers find themselves with a substandard leverage score, carrying too many liabilities for their level of assets but also, the providers on average have scores that are 15% worse than they were 11 years ago.  
Although there was an increase in the score in 2005 there had been a recovery in subsequent years.  Beginning in 2008, the scores steadily increased and peaked in the last year of the analysis in 2010.  The years where providers showed sharp declines in their financial health were preceded by a year with no cost of living increase.  

Savings Indicator

The Savings Indicator demonstrates an organization's ability to save funds to reinvest in programming and withstand any potential emergency situations that might arise and financially threaten an organization's operations.  (Net Income/Total Expenses)

In 2000, the average savings indicator over the provider network was 5%.  In 2010, the average savings indicator has dropped to 2%.  This is a dramatic loss in an organizations ability to react to new expectations in doing business, service development and the ability to withstand a disastrous event.    During the same period of time the percentage of providers with substandard ratings increased from 55% to 72%.  Clearly the vast majority of all providers no longer have the funds available to adapt to meet the new service landscape and may not recover from an incident that causes a financial reversal.  
The Savings Indicator peaked in 2004 with a reported high number of providers with substandard scores.   This scores were likely impacted by 2004 being a year without a cost of living increase.  Since 2004 wasn't followed up with other years without COLAs, the provider community did seem to experience recovery in the following years.  At the end of the 11 year period in 2009 and 2010, the scores once again dropped.  

The lack of an ability to save coupled with a very high leverage ratio, means it is unlikely the providers will have the savings necessary to withstand an emergency and will likely not be able to borrow additional funding to cover the necessary expenses.  

Surplus Margin Ratio

The Surplus Margin Ratio, measures the amount of net income over total revenue, also known as pure profit.  (Net Income/Total Revenue)

In 2000 the average score was 3% with 55% of all providers having a substandard score. In 2004, the number of providers with substandard scores spiked at 71%.  This percentage recovered in 2005 when the COLA was reinstituted.  By 2010, the average score had dropped to 1%, with 72% of all providers having a substandard score.  Similarly to the previous two ratios, the beginning a trend towards financial instability occurred in 2009 with the number of substandard scores peaking for 2009 and 2010.  In 2000, there was a small ability to put aside funds for emergencies to or to reinvest in programming.  By 2010, with the average surplus margin at 1% there is little or no opportunity for reinvestment or ability to establish a safety net.  
	
	All

	
	Substandard Ratio
	Appropriated COLA
	Providers With Substandard Ratios
	Total Sample
	Percent w/ Substandard Ratio
	Average

	Leverage
	>50%
	
	(EOY Liabilities/EOY Assets)
	

	
	2000
	3%
	114
	269
	42%
	53%

	
	2001
	1%
	101
	260
	39%
	47%

	
	2002
	4%
	125
	286
	44%
	48%

	
	2003
	2%
	129
	289
	45%
	52%

	
	2004
	0%
	126
	291
	43%
	53%

	
	2005
	2%
	134
	294
	46%
	56%

	
	2006
	4%
	135
	297
	45%
	61%

	
	2007
	2%
	122
	295
	41%
	53%

	
	2008
	3%
	134
	293
	46%
	55%

	
	2009
	0%
	141
	290
	49%
	58%

	
	2010
	0%
	140
	274
	51%
	62%

	
	 
	
	
	
	
	

	Savings Indicator
	<2%
	
	(Net Income/Total Expense)
	

	
	2000
	3%
	147
	269
	55%
	5%

	
	2001
	1%
	142
	260
	55%
	4%

	
	2002
	4%
	177
	286
	62%
	3%

	
	2003
	2%
	197
	289
	68%
	1%

	
	2004
	0%
	205
	291
	70%
	1%

	
	2005
	2%
	198
	294
	67%
	2%

	
	2006
	4%
	191
	297
	64%
	2%

	
	2007
	2%
	184
	295
	62%
	4%

	
	2008
	3%
	183
	293
	62%
	4%

	
	2009
	0%
	207
	290
	71%
	1%

	
	2010
	0%
	196
	274
	72%
	2%

	
	
	
	
	
	
	

	Surplus Margin Ratio
	<0
	
	Surplus Margin (Net Income/Total Revenue)

	
	2000
	3%
	147
	269
	55%
	0.03

	
	2001
	1%
	143
	260
	55%
	0.03

	
	2002
	4%
	178
	286
	62%
	0.02

	
	2003
	2%
	198
	289
	69%
	0.00

	
	2004
	0%
	206
	291
	71%
	0.01

	
	2005
	2%
	200
	294
	68%
	0.01

	
	2006
	4%
	191
	297
	64%
	-0.01

	
	2007
	2%
	186
	295
	63%
	0.02

	
	2008
	3%
	183
	293
	62%
	0.02

	
	2009
	0%
	209
	290
	72%
	0.00

	
	2010
	0%
	197
	274
	72%
	0.01


A Year Later -
Focus on SFY2009 and SFY2010 Comparisons
The Committee felt it was important to revisit the financial condition of the providers that had been selected for financial ratio testing in the Commission on Nonprofit Health and Human Services, Private Provider Cost Increases, Nonprofit Agency Financial Condition and Sources of Revenue Workgroup Report.  The following is an excerpt from that report to explain how the sample had been selected:  
"Method:  The workgroup researched and selected tools to produce a comprehensive view of the financial condition of the State's non-profit providers.   The workgroup selected a sample group of 101 from the 490 Health and Human Services providers with revenues over $300,000 who receive State funds.  The workgroup then proceeded with the calculation of various financial ratios specific to nonprofits to test the financial fitness of the sample group.  The results from the sample group were then compared with the Urban Institute's National Study of Nonprofit-Government Contracts and Grants:  Overview, from the National Study of Nonprofit-Government Contracting Survey Results (2009 Data), and found that the sample group and the Urban Institute's findings indicated similar results regarding the financial condition of the providers.  

The Workgroup split the stratified sample group into three categories for analysis purposes.  Group 1, as we will refer to it in our outcome analysis, is comprised of providers that had total revenue ranging from $300,000 up to $2,000,000, representing 31.68% of the total sample group or 32 agencies.  Group 2 is comprised of providers with revenues from $2,000,000 up to $10,000,000, representing 36.64% of the total sample group or 37 agencies.  Group 3 is the providers with total revenue over $10,000,000 representing 31.68% of the entire sample group or 32 agencies.  The decision to split the groups by these dollar values was made because large clusters of vendors clustered at midpoints in each group and became more sparsely spaced towards the group break points."
As the Committee embarked on revisiting the initial sample group we found that only 86 of the original 101 providers has submitted audits for SFY10.  The sample Group 1 of small providers decreased the most with N=32 in SFY09 decreasing to N=14 in SFY10.  
The Committee culled from the original report the ratios that gave the clearest picture of the providers' financial position.  The Committee compared the Liquid Funds Indicator, the Operating Reserves Ratio, Debt Ratio and the Current Ratio for this comparison exercise as follows:
The first financial ratio tested against the sample group was the Liquid Fund Indicator.  

Liquid Funds Indicator (LFI) = Total Net Assets - Restricted Net Assets - Fixed Assets/Average Monthly Expenses

The liquid funds indicator determines the number of months of expenses that can be covered by existing assets, without the use of restricted funds.  The benchmark for a favorable rating is a minimum of 1 month assets or a LFI score of 1 or more.  This ratio has been used more often with non-profit providers than the Defensive Ratio, because it does exclude restricted funds, that may not actually be available to cover operating expenses.  Restricted funds are more common in the non-profit environment than in the private sector in general because of restrictions set by donors and by the provider’s board.

Synopsis of Results:

Although the vast majority of providers continue not to have an acceptable level of assets to cover one month of operating expenses, there was a very slight improvement in this ratio overall.  The Average mean score in 2009 was .71 and it increased to 1.25 in 2010, with the median being -.84, in 2009, and it improving to -.83 in 2009.    

The second financial ratio tested was the Operating Reserve Ratio (OR):

OR= Operating Reserves/Annual Operating Expenses

Operating Reserves are the portion of the unrestricted net assets that are available for use in cases of emergency to sustain financial operations, in the case of an unanticipated event of significant unbudgeted increases in operating expenses or losses in operating revenues.  An acceptable minimum OR score is 25%.  

Synopsis of Results:  

Groups 1 and 2 both had increases in the percentage of providers that no longer met the 25% target for operating reserves.  Group 3 had a very slight improvement with 71.88% of providers not meeting the target in SFY09, and 69.69% of providers not meeting the target in SFY10.  Overall the percentage of providers that now no longer meet the target has increased from 60.39% to 67.44%.  These overall poor results indicate that more providers are experiencing reserve shortages, and or higher expenses that have not been matched by reserve increases.  Organizations with these OR scores are not in a position to engage in long range planning and opportunities, but rather are concerned with the current stability of the organization.  This negatively impacts the service network.

The third financial ratio we tested was the Debt Ratio.

Debt Ratio (DR) = Average Total Debt/Average Total Assets

The Debt Ratio measures the proportion of assets provided by debt.  High values indicate future liquidity problems or reduced capacity for future borrowing.  The higher ratios indicate the risk to potential lenders and would cause lenders to need to increase their rate of return to mitigate the risk.  Historically high risk borrowers have to pay higher interest rates if they can borrow at all.  Providers that have to pay high interest rates or can not borrow, can not actively compete for new types of  business and are more harshly impacted by changes in the payer mix that require they invest in administrative and infrastructure changes.
If the ratio is less than 0.5, most of the provider’s assets are financed through equity. If the ratio is greater than 0.5, most of the company's assets are financed through debt. Organizations with high debt/asset ratios are said to be "highly leveraged," and have low liquidity.  An organization with a high debt ratio (highly leveraged) would find it difficult to continue to operate if creditors started to demand repayment of debt.

Synopsis of Results:  The percentage of providers with Debt Ratios over .5, in Group 1 increased from 41.94% to 50% from 2009 to 2010.  In Group 2, there was a slight decrease from 55.26% to 53.85% and in Group 3 it increased from 65.63% to 69.70%.  Overall the provider community increased from 54.54% to 57.95%.  A Debt Ratio over .5 makes the providers less attractive for financing opportunities.  One might have expected more slippage in this ratio than actually occurred but many of the providers have reported that their lending institutions now consider state funded businesses to be higher risk businesses than they would have been considered in the past.  They have not been able to secure financing, which in turn, causes their debt ratio to remain relatively the same.  A high debt ratio coupled with not having a safe amount of operating reserves available puts a provider in a precarious financial position.  

The fourth ratio tested was the Current Ratio (CR). 

CR = Current Assets/Current Liabilities

The current ratio is an indication of an agency's liquidity and ability to meet creditor's demands.   If an agency's ratio is below 1 it will have difficulty meeting its short term obligations.  A ratio of 2 is generally considered to be acceptable.

Synopsis of Results:

The Group 1 provider scores indicated that 40.63% would have difficulty meeting creditors demands in SFY2009.  This percentage increased to 71.43% in SFY10.  This change has now made the once more financially stable Group 1 more in line with Groups 2 and 3.  Groups 2 and 3 both had slight improvements but overall amongst the three Groups the percentage of agencies has remained steady over the two year period with approximately 66% of all providers having scores below 2, indicating they would have difficulty meeting their short term obligations. 
	Liquid Funds Indicator (LFI)
	 
	 

	
	N=32
	N=14

	LFI Scores for Group 1
	2009
	2010

	Median
	-0.08
	-0.21

	Mean
	0.53
	0.62

	% of Providers below an Acceptable Range
	58.06%
	57.14%

	
	
	

	
	N=37
	N=39

	LFI Scores for Group 2
	2009
	2010

	Median
	-0.08
	-0.21

	Mean
	0.53
	0.62

	% of Providers below an Acceptable Range
	58.06%
	57.14%

	
	
	

	
	N=32
	N=33

	LFI Scores for Group 3
	2009
	2010

	Median
	-0.27
	-0.84

	Mean
	0.53
	0.78

	% of Providers below an Acceptable Range
	93.75%
	84.85%

	
	
	

	Group 1, 2, and 3 Results
	
	

	
	N=101
	N=86

	Median
	-0.84
	-0.83

	Mean
	0.71
	1.25

	
	
	

	
	
	

	Operating Reserves Ratio (OR)
	 
	 

	
	N=32
	N=14

	OR Scores for Group 1
	2009
	2010

	Median
	21.99%
	13.61%

	Mean
	35.29%
	29.59%

	% of Providers with Scores Less than 25%
	53.13%
	64.29%

	
	
	

	
	
	

	
	N=37
	N=39

	OR Scores for Group 2
	2009
	2010

	Median
	18.62%
	15.82%

	Mean
	34.93%
	27.21%

	% of Providers with Scores Less than 25%
	56.76%
	66.66%

	
	
	

	
	
	

	
	N=32
	N=33

	OR Scores for Group 3
	2009
	2010

	Median
	9.85%
	12.51%

	Mean
	22.95%
	25.33%

	% of Providers with Scores Less than 25%
	71.88%
	69.69%

	
	
	

	
	
	

	
	N=101
	N=86

	Group 1, 2, and 3 Results
	2009
	2010

	Median
	12.27%
	13.61%

	Mean
	31.25%
	26.88%

	% of Providers with Scores Less than 25%
	60.39%
	67.44%

	
	
	

	
	
	

	Debt Ratio (DR)
	 
	 

	
	N=32
	N=14

	DR Scores for Group 1
	2009
	2010

	Median
	0.35
	0.44

	Mean
	0.53
	0.51

	% of Providers with Scores .5 or Higher
	41.94%
	50.00%

	
	
	

	
	
	

	
	N=37
	N=39

	DR Scores for Group 2
	2009
	2010

	Median
	0.53
	0.6

	Mean
	0.59
	0.61

	% of Providers with Scores .5 or Higher
	55.26%
	53.85%

	
	
	

	
	
	

	
	N=32
	N=33

	DR Scores for Group 3
	2009
	2010

	Median
	0.59
	0.59

	Mean
	0.62
	0.59

	% of Providers with Scores .5 or Higher
	65.63%
	69.70%

	
	
	

	
	
	

	
	
	

	Group 1, 2, and 3 Results
	
	

	
	N=101
	N=86

	
	2009
	2010

	Median
	0.54
	0.55

	Mean
	0.58
	0.59

	% of Providers with Scores .5 or Higher
	54.54%
	57.95%

	
	
	

	
	
	

	
	
	

	Current Ratio (CR)
	 
	 

	
	N=32
	N=14

	CR Scores for Group 1
	2009
	2010

	Median
	2.29
	1.66

	Mean
	9.29
	8.68

	% of Providers with Scores Below 1
	25.00%
	21.42%

	% of Providers with Scores Below 2
	40.63%
	71.43%

	
	
	

	
	
	

	
	N=37
	N=39

	CR Scores for Group 2
	2009
	2010

	Median
	1.32
	1.29

	Mean
	2.65
	3.12

	% of Providers with Scores Below 1
	37.03%
	25.64%

	% of Providers with Scores Below 2
	75.68%
	66.66%

	
	
	

	
	N=32
	N=33

	CR Scores for Group 3
	2009
	2010

	Median
	1.48
	1.61

	Mean
	2.11
	2.81

	% of Providers with Scores Below 1
	12.50%
	18.18%

	% of Providers with Scores Below 2
	75.00%
	72.72%

	
	
	

	Group 1, 2, and 3 Results
	N=101
	N=86

	
	2009
	2010

	Median
	1.49
	1.47

	Mean
	4.59
	3.91


Conclusions of Financial Analysis:

1. The 11 Year Trend Analysis illustrates that the provider community has experienced a financial decline from the year 2000 to the year 2010.  
2. Years without COLAs present a financial hardship to the providers.   Repeated, successive years without COLAs have been difficult for providers to manage.  During this period they have reduced expenses, like health care benefits to employees to be able to balance revenues and expenses.  Opportunities for savings in their operations have been exhausted and there is little likelihood that continued operation without increases can be managed without service reductions.   

3. A lack of funding increases that matches increases in expenses erodes the provider network's ability to change to meet service needs and reinvest in the network. 

4. Rates should be set at a minimum to cover the costs of care.  To create a strong network that can make the required system changes will require that providers are actually able to retain income for reinvestment.  

5. In a service network that is moving to evidenced based service models, forced deviation from the model due to a lack of funding can not be tolerated.  The rate must be adequate to provide the service as outlined by the evidenced based practice to have the desired results.  

