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Purpose - The purpose of the study is to discuss the financial condition of the hospital services in Turkey
in a sustainability approach. The study aims to reveal the financial structure of the sector to determine
improvement areas.

Financial management

Design/methodology/approach — To conduct the analysis, the study used the reports of the Central
Health management

Bank of the Republic of Turkey. The data were obtained from 2010 to 2020. Vertical, horizontal, and key
ratios analyses were conducted. The financial sustainability of the sector was discussed by using the
financial ratios. To begin with, the financial and asset structure of the sector were examined.
Followingly, liquidity, the efficiency of assets, and profitability indicators were calculated and evaluated
in terms of financial condition and sustainability.
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p January Findings — The results of compared data showed that the sector has been dominantly and increasingly

financed with debt through the last decade. The cash conversion cycle has been a significant challenge
for the analysis period. The sector suffered from losses for many years. The findings give strong signals

Article Classification: i - - - )
that the sector may face financial sustainability problems in the future.

Research Article
Discussion — The findings of the study revealed the financial structure of the hospital services sector

can be used as a significant tool to make improvements. These findings indicated that the businesses in
the analyzed sector should be more focused on production costs and cash conversion cycle, and improve
the collection period and inventory turnover level. It is proposed to conduct contemporary cost
management tools to be able to be aware of unit costs and have the proper information to improve
financial condition.

1. INTRODUCTION

The Healthcare industry is one of the several industries that is allowed to grow beyond other industries which
produce efficiently despite obvious inefficiencies in the production of healthcare services (Nowicki, 2018: 16).
The reason for this situation is the importance of healthcare services in the quality of life and the power of the
economy. Healthcare services are indispensable to the countries to maintain and improve the welfare of the
public. However, sustaining the quality of healthcare services is an important challenge for governments and
healthcare providers. Complexity, high number of human resources, and materials in production require a
high amount of resource allocation to the healthcare industry (Walshe and Smith, 2011: 457). In many
countries, health expenditure accounted for more than 10% of GDP in the world. Health expenditure has been
rising constantly as new investments are being made in the sector (Agir and Tiras, 2018: 648). Demand for
hospital services has been increasing for the last decade in Turkey as can be seen in Graph 1 (Ministry of
Health, 2020: 149).
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Graph 1. Number of Visits to Physicians Per Capita in Turkey

Regardless of being for profit or not profit, all healthcare businesses should be able to grow equity and keep
profitable to maintain the up-to-date facilities and obtain equipment to produce needed healthcare services.
This is one of the significant determinants of the success of health systems and hospitals. (Singh and Wheeler,
2012: 326). However, financial challenges have been reported in many reports on health systems from
countries all over the world. American College of Healthcare Executives listed financial challenges as one of
the prominent concerns in the healthcare system (Gapenski and Pink, 2007: 8). A study which was conducted
in Africa stated that budget deficits and resource allocation are important barriers in the healthcare system
(Oleribe et al., 2019: 400) Many countries may face difficult decisions on the allocation of resources due to
financial problems and changing demographic features of the population such as an increase in the share of
the elderly population, burden of chronic diseases and other socio-cultural determinants (Bhattacharya et al.,
2021: 450). Therefore, decision-makers and managers should be aware of resource availability and
consumption in healthcare and consider the changing healthcare environment. Performance measurement
with not only a health outcomes perspective but also from a financial perspective is crucial to be able to
evaluate the sustainability of healthcare services. Financial management in healthcare comes to the front
through all these challenges in health systems. The purpose of the current study is to discuss the financial
performance and sustainability of the hospital services in Turkey with a financial analysis approach.

2. LITERATURE REVIEW

Since the financial analysis has significant importance in measuring the performance of healthcare systems
that reveals improvement opportunities and helps decision-makers to allocate resources more accurately,
numerous academicians have been motivated to conduct financial analysis. A proper financial analysis can
provide insights into the status of the industry and provide significant information that can be used for policies
and strategies for the future (Fraser and Ormiston, 2010: 181). According to Whitcomb and Cleverly (1993),
financial ratio analysis can be an effective way to determine the financial position and sustainability of
organizations. Numerous studies conducted financial analysis of hospitals (Lee, 2015; Curtis and Roupas,
2009). Lee et al., (2019) used liquidity, turnover ratios, and growth rate to evaluate the performance of public
and private hospitals in South Korea. The empirical findings of this study confirmed that examining financial
indicators can help to improve managerial processes in hospitals (Lee et al., 2019: 11). Singh and Wheeler,
(2012) examined the link between revenue cycle, profitability, and the ability to grow equity for not-for-profit
hospitals and used financial indicators such as operating profit margin, total profit margin, days in account
receivable, revenue growth, and free cash flow. In a study was conducted to compare the financial
performance of public hospitals in Poland, financial structure indicators of gross profit margin, debt ratio etc.
were used in regression models (Dubas-Jakobczyk et al., 2020). In a Data Envelopment Analysis was
conducted to measure operational and financial efficiency of Egyptian hospitals, return on assets, and return
on equity ratios were used as financial efficiency indicators (Habib and Shahwan, 2020 :2527). A few studies
considered the financial sustainability of hospital services. Dubas-Jakdbczyk and Koziel, (2020) have justified
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that the financial performance and sustainability of hospitals can be measured using the indicators of liquidity,
assets, and debt ratios. Khullar et al. (2020) addressed the liquidity, days cash on hand, days in accounts
receivable and so on to evaluate financial health of US hospital during Covid-19 conditions.

Financial analysis of healthcare businesses in Turkey has a growing interest in the literature as well. Numerous
studies have examined the financial performance of hospitals in Turkey. Some of them focused on public
hospitals (Cil Kogyigit and Kocakog, 2019; Cam, 2016; Ercan, 2013), some on university hospitals (Ozbirecikli
and (il Kogyigit, 2018; Biiliig et al, 2017a) while a piece of studies analyzed private hospitals (Biiliig et al.,
2017b; Cil Kogyigit, 2012). In a study was conducted on private hospitals, it was stated that the sector has
suffered losses in net sales, and had difficulties in meeting its short-term debt obligations (Erduru, 2018). A
current study which was conducted in a public hospital reported that hospitals have liquidity problems, long
collection periods, and low inventory turnover rates (Karaca and Boztosun, 2022: 85). Many other studies on
hospital services in Turkey have reported liquidity problems, dominantly debt financing, and low profitability
(Karadeniz, 2016:110; Aydemir, 2018: 145; Isikgelik et al., 2022). Yigit and Yigit (2016) conducted a study on
university hospitals in Turkey to evaluate financial sustainability and found that financial indicators of the
hospitals were not appropriate financial standards.

3. METHODS

3.1. Purpose

As literature highlights, financial ratios have been used in a diverse of concepts. Based on the given
considerations; this study is focused on especially the last decade of the hospital services sector in Turkey to
evaluate its financial condition and discuss the financial sustainability of the sector. The study sought to
answer the following questions:

1. What is the financial structure of the hospital services sector in Turkey?
2.  How have the financial indicators of the hospital services sector changed in the last decade?
3. Which proposals can be developed to improve the financial sustainability of the sector?

3.2. Research Model

To answer the research questions, a ratio analysis-based approach was used. To discuss financial
sustainability, the four indicators model which was proposed by Gleifiner et al. (2022) was adopted to hospital
services in Turkey. In their study, Gleifiner et al. (2022) define a sustainable company based on previous
studies as; “with positive real growth, low probability of insolvency, a relatively low earnings risk and
sufficiently attractive investment for its owners.” According to this definition, they proposed four indicators
for companies; (1) the real growth rate of the company, (2) a company’s ability to survive without making
demands on its owners, (3) total earning risks exposure to owners and, (4) economic interests of the owners in
a lasting continuation of the company. This model can be used to evaluate the financial sustainability of
hospital services and be adopted for purpose of the current study, even if they are developed to measure one
firm’s sustainability performance. Therefore, the perspective of this approach is used to discuss the financial
sustainability of the hospital services in Turkey. For this purpose, indicators obtained from ratio analysis were
integrated into the proposed model by Gleifiner et al. (2022). Basic measurements that were adopted for each
group are described in Table 1.

Table 1. Indicators for Financial Sustainability

Indicator Groups Indicators
Real growth rate Net earnings/sales growth > inflation rate
Company’s ability to survive Return on capital, interest coverage ratio, equity ratio
Total earning risks exposure Cash flows, cash conversion cycle
Economic interests of the owners Return on assets, return on equity

To sum up, the study conducted a financial ratio analysis and discussed the values in a sustainability approach
using the provided indicators by Gleifiner et al. (2022).
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3.2. Data

The data were obtained from a secondary source. In order to conduct a financial analysis, consolidated
financial statements of the hospital services sector were obtained from the accounts of the Central Bank of the
Republic of Turkey. This database is open to any access from any researcher. The Central Bank of Turkey
provides financial information about many industrial and service sectors in Turkey. The hospital services sub-
sector is a part of “human health services with Q-86 code” and has the code of “Q-861". Hospitals send their
financial statements voluntarily to be published anonymously in the sector’s financial statements reports.
Consolidated statements enable researchers to conduct further financial analyses on healthcare services in
Turkey.). Because the study used secondary data and did not collect data from any participants, no ethical
approval was obtained.

3.3. Data Analysis

The analysis was carried out using the reports 2010-2020. The balance sheets and income statements of the
sector for 11 years were obtained, arranged, and analyzed using horizontal, and vertical analysis and key
financial ratios. To begin with, the general structure of the sector was analyzed. The number of companies,
asset sizes, and revenues over the years were reported. Afterward, the assets and liability structure of the
balance sheets and its financial structure were examined using vertical and horizontal analysis and reported.
Percentage of current and fixed assets, liabilities, and equity were presented by years to show the size of the
change and the trend. To conclude the analysis, the liquidity, activity, efficiency, and profitability ratios of the
sector are calculated and analyzed over the years. Following ratios were used for ratio analysis (Table 2.) The
results of the analysis were discussed based on the approach which is presented in Table 1 to evaluate the
financial sustainability of the sector.

Table 2. Financial Ratios and Formulas

Categories Financial Ratios Formula
Current Ratio Current assets
Current liabilities
Days in inventory Inventory
Sales/365
Liquidity Ratios Days in accounts receivable (average Netaccounts receivable
collection period) Sales/365

Accounts payable
Costs of sales/365

Accounts payable period

Net assets financing Equity
Total assets

Long term debt
Long term debt + euqity

Long term debt to capitalization

Capital Structure Ratios Fixed assets to Constant capital Fixed assets

Long term debt + euqity

Interest coverage ratio (times interest earned)

Operating profit
Interest expense

Asset Efficiency Ratios

Total asset turnover

Net sales
Total assets

Current asset turnover

Net sales
Current assets

Fixed asset turnover

Net sales
Fixed assets
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Operating margin Operating profit

Net sales

Net profit margin Net profit

Net sales

Profitability Ratios
Return on assets Net earning
Total asset
Return on equity Net earning
Equity

Reference: (Fraser and Ormiston, 2010 :186-198 ; Nowicki, 2018:61-65 )
4. FINDINGS
4.1. The Last Decade of the Sector

The number of businesses operating in the hospital sector has been raised from 669 in 2010, to 2.613 in 2020.
Most of the businesses are micro and small scale (%81), while large scale companies constitute the %10.6 of
total businesses.
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Graph 2. Development of the Sector In Terms Of Assets and Revenues, Turkish Lira (b)

Graph 2. reveals the trends of assets, revenues, and costs. The sector has been in a constant increase. It can be
concluded that debt is an important element of asset financing throughout all years. Costs of sales have
increased with close to net revenues increase that keeps the sector with relatively lower profit ratios until 2018.
Cost of sales has accounted for more than 80% of net revenues over the eleven years revealing the sector
running their business with approximately 20% of gross margin. After 2018, net revenues have increased at a
slightly higher pace than costs of sales, resulting in a small increase in gross profit ratios.

To gain a deeper insight into the sector, the structure of the balance sheet will be examined in the following
section.

4.2. Structural Analysis of the Sector

In this section, the distribution of assets and liabilities will be examined using the common-size balance sheet.
Common size financial analysis is a form of vertical analysis. This analysis reveals the structure of the balance
sheet by expressing each component as a percentage of total assets so that the analyst can make a comparison
within the industry or by years (Fraser and Ormiston, 2010). The percentage of current and fixed assets of the
hospital services sector (Table 3) and the capital structure of the sector (Graph 3) are presented below.
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Table 3. Proportion of Current and Fixed Assets as Percentage of Total Assets

Years Current assets Fixed assets

2010 38,26% 61,74%
2011 36,87% 63,13%
2012 36,23% 63,77%
2013 37,58% 62,42%
2014 38,84% 61,16%
2015 40,04% 59,96%
2016 39,12% 60,88%
2017 41,20% 58,80%
2018 43,76 56,24

2019 38,11% 61,89%
2020 44,80% 55,20%

The findings show that fixed assets have been dominant over the eleven years in the total assets of the sector
comprising more than half of total assets. However, the share of fixed assets has been in a decreasing trend
since 2010. The share of fixed assets has decreased from 62% in 2010 to 55% in 2020 as a share of total assets.

—&— Current liabilities Noncurrent liabilities Equity
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Graph 3. Capital Structure of the Sector (% of total assets)

Graph 2. indicates that on the liability side, companies are mainly financed by debt. Total liabilities of the
sector have increased constantly from 2010 to 2020. The proportion of equity in capital structure of the sector
has decreased from 45,01% to 27,32%. The graph also reveals that the proportion of current liabilities is higher
than noncurrent liabilities. While the assest structure of the sector is dominantly composed of fixed assest, to
use short time debt can be expressed as a risk.

4.3. Liquidity and Capital Structure Ratios

To analyze the ability of the sector to meet short-term obligations, liquidity ratios were used (Table 4). The
ability of the sector to meet short-term obligations were determined to be lower than generally accepted value
of 1.5 (Cabuk and Lazol, 2010 : 208). Current ratio is in a decrease trend over the eleven years This indicates
that the ability of the sector to meet their debt requirements is decreasing over the years.
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Tablo 4. Liquidity Ratios

Years Current Ratio Days inventory held | Days in accounts receivable Accounts payable
period
2010 1.22 19.71 56.96 69.48
2011 1.13 25.54 61.48 75.45
2012 1.01 27.57 65.36 78.90
2013 1.05 28.67 64.81 79.41
2014 1.03 30.65 63.90 78.10
2015 1.05 33.11 62.06 75.61
2016 0.98 35.39 65.90 79.16
2017 0.96 35.94 70.47 84.23
2018 0.93 40.25 73.64 88.92
2019 1.01 38.48 69.67 84.99
2020 1.11 46.65 75.92 94.82

In addition to the current ratio, days in inventory, average collection period, and average payment period
were calculated to analyze the cash conversion cycle (CCC) Days in inventory is an important indicator that
reveals the efficiency of the firms in managing inventories. This ratio is one of the prominent determinants
that indicates the ability of firms to turn their inventories into cash. The longer the day in inventory, the longer
the cash conversion cycle (Fraser and Ormiston, 2010). Days inventory held ratio has been increasing over the
years in the sector which means the efficiency of managing inventories has been decreasing. The average
collection period is an important indicator that shows the ability of the firms to collect from customers has
been increasing over the years in the sector. However, the account payable period of the sector has been
increasing. Delaying payments is one of the desired circumstances by all firms. The higher this ratio, the
shorter the cash conversion cycle (Nowicki, 2018:62).

To analyze capital structure in depth, capital structure ratios were calculated (Table 5). These ratios reveal the
risk of the sector and its creditworthiness by providing information about how they finance its assets. The
calculated ratios of the sector show that assets are mostly financed with debts.

Table 5. Capital Structure Ratios

Years | Net assets financing (%) | Long term debt to | Fixed assets/ | Interest coverage
capitalization Constant capital ratio
2010 45.01 34.48 0.89 0.9364
2011 39.28 41.75 0.93 1.0314
2012 38.41 40.12 0.99 1.4557
2013 34.61 43.65 0.96 1.3120
2014 33.29 46.55 0.98 1.2624
2015 30.31 51.40 0.96 0.9732
2016 26.89 55.36 1.01 0.8749
2017 24.69 56.95 1.02 0.9436
2018 25.59 52.07 1.05 0.7083
2019 29.15 53.05 0.99 1.0051
2020 27.32 54.44 0.92 1.2837

Net asset financing ratios have been decreasing over the years. Nearly %75 percent of all assets are financed
with debt between 2016-2020. Considering the ideal ratio is <%50, this implies a high risk to the sector. The
ratios of long-term debt to capitalization indicate that long terms debt usage in permanent financing has been
increasing over the years. This implies a longer fixed interest charge commitment. The ratio of fixed assets
divided by constant capital reveals that the sector finances its’ fixed assets dominantly with constant capital
which is a proper way (Akgiig, 2011: 560-561).

Isletme Arastirmalar1 Dergisi 7 Journal of Business Research-Turk



S. Aksoylu - D. Cavmak 15/1 (2023) 1-13

When examining debt ratios, how many times interest payments are covered by cash flow from operations
must be taken into consideration (Fraser and Ormiston, 2010). This ratio is a significant indicator to evaluate
the efficiency of debt financing. In a generally accepted manner, this ratio must be 3 at least (Akgtig, 2011: 602).
The calculated ratios reveal that cash coverage on interest ratios is close to 1 which is not sufficient in all years.

4.4. Efficiency and Activity Ratios

To continue through analysis, ratios that show the relationship between sales and assets of the sector will be
examined. Mainly three indicators were calculated to have an insight into the efficiency of assets; total assets
turnover, current assets turnover, and fixed assets turnover (Table 6). These indicators are important to
evaluate the performance of management in generating sales from firms’ assets (Akgitig, 2011: 568).

Tablo 6. Assets Efficiency Ratios

Years Total assets turnover Current assets turnover Fixed assets turnover
2010 0.771 2.016 1.249
2011 0.789 2.141 1.250
2012 0.789 2.179 1.238
2013 0.743 2.005 1.182
2014 0.733 1.888 1.199
2015 0.739 1.860 1.228
2016 0.713 1.823 1.171
2017 0.683 1.658 1.161
2018 0.704 1.610 1.253
2019 0.824 2.150 1.336
2020 0.747 1.668 1.356

The ratios reveal that the sector has not progressed significantly in total assets turnover. Values are very close
to each other over the 11 years. The sector’s investment in assets and generating revenues has grown at a close
rate. There is a decrease in current assets turnover ratios from 2 to about 1.6. There is a slight increase in fixed
assets turnover ratios.

4.5. Profitability Ratios

In the final step of financial analysis, profitability of the sector was examined (Table 7). Overall values reveal
that the profitability of the sector was in a slight improvement. Operating margin scores were changed from
3% to 10% from 2010 to 2020. It shows a constant increase in operating margin. Net profit margin slightly
increased from %0.7 to %2, even in some years it was negative. Net profit margin scores strongly justify that
the sector is under high pressure of interest expense.

Table 7. Profitability Ratios

Years Operating margin Net profit margin Return on assets Return on equity
2010 0.038 0.0072 0.0056 0.01238
2011 0.054 -0.0757 -0.0597 -0.15203
2012 0.052 0.0158 0.0125 0.03242
2013 0.065 0.0071 0.0053 0.01521
2014 0.066 -0.0013 -0.0010 -0.00294
2015 0.067 0.0028 0.0020 0.00671
2016 0.061 -.0.0187 -0.0133 -0.04952
2017 0.061 0.0074 0.0050 0.02041
2018 0.069 -0.0215 0.0151 -0.05911
2019 0.075 0.0089 0.0073 0.02504
2020 0.105 0.0269 0.0201 0.07351

Return on assets and equity are significant ratios that measure the efficiency of the sector in managing total
investments in assets and their ability to generate a return to shareholders (Fraser and Ormiston, 2010). Return
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on assets ratios of the sector have increased slightly from 0.005 to 0.02 from 2010 to 2020. However, scores are
highly unstable. It can be expressed that amount of profit earned to the level of investment in assets is not
satisfactory in 2011, 2014, and 2016, and there are relatively slight improvements in the other years. The same
situation implies to return on equity. Over the years the sector’s net profit margin is negative, and return on
equity is negative as well. In the last two years, a significant increase can be seen in the net profit and operating
margin.

4.5. An Evaluation on The Financial Sustainability of The Sector

To discuss financial sustainability, firstly, the growth of the sector compared to the inflation rate is presented.
Graph 4 indicates the level of increase in net sales of the sector was higher than the inflation rate most of the
time. However, in the last 5 years, the net sales” growth rate began to fall behind the inflation rate. Considering
the increasing trend of the inflation rate, sustainability can be a prominent challenge for the hospital services
sector in Turkey.
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Graph 4. Growth of Revenues Compared to Inflation Rate by Years

To analyze the indicator of earning risk exposure which is strongly related to growth rate of the sector, the
cash conversion cycle of the sector is presented. Graph 5. Indicates a high-risk exposure for the companies in
the sector. Even if the operating margin of the companies in the sector has been increasing over the period,
especially the collection period for accounts receivable is getting longer which implies a high risk on the
companies. Given the fact that the sector has losses in net earnings mainly due to the high burden of interest
expense, the longer cash conversion cycles the higher risk of insolvency for the sector. The power of cash is an
important argument in an inflationary environment. Not having sufficient cash in hand leads companies to
use debt financing which implies a risk of insolvency and interest burden.

Cash Conversion Cycle
30
25
20
15
10

Graph 5. Cash Conversion Cycle in The Period of Analysis
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Considering the indicator of “ability to survive”, the sector generally suffers from the burden of debt both in
local and foreign currency. Even if there is a slight improvement in interest coverage rate, this indicator is still
behind the generally accepted value. In addition, it is clear that the equity ratio has been decreasing through
the analysis period. This implies a significant barrier to the way ensuring financial sustainability.

In the final step, the economic interest of the owners was discussed. It can be seen that the profitability of
investments has not improved through the years (Graph 6).

==@==Return on assets Return on equity

Graph 5. ROA and ROE in The Period of Analysis

Given that the definition of a sustainable company as “with positive real growth, low probability of
insolvency, a relatively low earnings risk and sufficiently attractive investment for its owners” by Gleifsner et
al. (2022), the hospital services sector of Turkey is a bit far from being sustainable.

5. DISCUSSION AND CONCLUSIONS

The Turkish healthcare industry has grown at a significant rate. The number of businesses operating in the
health system has been increasing over a decade. One of the prominent challenges in the growing health
system of Turkey is how to operate firms efficiently and with profitability. Financial sustainability has been a
leading concept in health management practices and literature regarding this challenge (Yigit and Yigit, 2016;
Augurzky et al, 2012). Evaluating financial indicators is an effective way to improve the financial
sustainability of healthcare businesses. Numerous studies justified that using financial ratios can reflect the
characteristics of hospitals and a proper way to measure the financial performance of hospitals (Cleverly, 1990;
Younis et al., 2006).

Given the challenges and important points, this study aims to examine the financial condition of hospital
services in Turkey to provide information about the financial sustainability of the sector. Vertical, and
horizontal analyses were used, and financial ratios were calculated using accounts of the Central Bank of
Turkey. The report of the Central Bank provides a wider perspective on hospital services in Turkey. Taking
the reports contains more than 2000 firms into consideration, it can be accepted as a significant argument for
analysis.

This study is expected to contribute to the financial analysis of hospital services literature by both providing
a wide discussion on hospital services sector in Turkey and considering the sustainability issue. Measuring
financial sustainability is controversial and a challenging effort. Financial ratio analysis is an easier and
effective way to evaluate this important dimension of hospital services. A sustainability approach provides a
wider perspective on the performance of service production and enables decision-makers to decide more
accurately on resource allocation and service production. As can be seen the considered indicators, the
financial sustainability perspective takes a wide range of indicators into consideration to shed light on the
future of companies and sectors.

According to the analyses of this study, the following key challenge points were obtained about the financial
condition of the hospital services sector in Turkey;

e Although the sector has been in constant growth, health businesses have been operating with high
production costs. A 100 Turkish Lira sale comes with an 80 Turkish Lira service production cost. It
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can be concluded that due to high cost-of-service production, the sector remains on the same
profitability level. In addition, increase in revenues is not sufficient when the inflation rate is
considered.

Healthcare businesses in the sector are dominantly financed using debt. The leverage ratio is much
higher than 50% throughout all years. This implies a significant risk to the sector, considering the low
and sometimes negative profitability ratios.

The proportion of short-term debt has been increased while a decrease can be seen in long-term debt
in total liabilities over the years. Current liabilities are accounted for 40% of total assets and 55% of
total debt. The sector mostly depends on short-term debts. The risk of the sector may reduce their
creditworthiness for obtaining long-term liabilities.

The cash conversion cycle of the sector has been a constant increase. CCC was 10 in 2010 and nearly
28 in 2020. Accounts receivable and inventory turnover have been in a decreasing trend over the
analysis period. Due to an increase in days in inventory and accounts receivable, businesses face
difficulties to meet their short-term obligations.

Activity ratios of the sector reveal that the businesses in the sector have significant difficulties or
problems to manage their assets effectively. There is a significant decrease in the current asset turnover
ratio. Due to this indicator, the total assets turnover of the sector has been nearly the same for the
eleven years.

The results indicate that profit ratios are highly unstable considering profitability ratios. While there
was an increase in operating margin, the net profit margin was negative for four years and has not
improved significantly through the analysis period. With a deeper examination, it can be seen losses
due to an increase in foreign exchange losses and the significant increase in interest expenses put the
sector in difficulties. The businesses in the sector have a significant burden of short-term debt interest
expenses.

To conclude, results showed that the sector is highly sensitive to economic fluctuations. Due to the
high level of using debt and foreign currency, negative cash flows, and uncontrolled expansion, most
of the businesses in the sector have been struggling with low or negative profitability ratios. These
indicators state that the sector faces difficulties in sustainability.

The following managerial implications can be developed having regard the key points obtained from analysis:

Healthcare businesses should consider the cash conversion cycle more intensively. For this purpose,
inventory management and efforts on the receivable collection are significantly important. Nearly all
healthcare facilities including private ones are dependent on the cash flow they generate from Social
Security Institution (SSI) in Turkey. This flow requires a determined period. Healthcare businesses
should manage their relationship with other health insurance companies to be able to shorten the
average collection period. Managers also should be aware of the inventory level of their businesses to
improve CCC. Investment in stock should be in accordance with the demand for healthcare services
and sales.

Improving CCC and increasing profitability can help businesses to use less debt in financing and
improve the share of equity and long-term debt. It was determined that cost of service production is
significantly high. Cost studies can be a useful method to analyze unit costs and reduce total costs.
These studies can shed light on the causes of high costs of service production and operating activities
and provide opportunities for improving the processes. Hospitals also should compare their unit costs
to payments made by SSI. This will help to examine unprofitable services.

More clearly, good management of inventories, effective cost control, and considering the demand
from the public are critically important to the sector’s financial sustainability.
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