Business Skills for Private Medical Practices

29
Module 14: Understand the Importance of Financial Information



Business for Health 

Business Skills for Private Medical Practices


[image: image9.jpg]Strengthening Health Outcomes
through the Private Sector




Facilitator’s Manual
Module 14: Understand the Importance of Financial Information
[image: image1]
[image: image2.png]FROM THE AMERICAN PEOPLE





Duration: 7 hours [9 a.m. – 4 p.m.]
Learning Goals:  Health professionals will learn that a system can help them manage their revenue and costs, and become sufficiently familiar with financial statements so they can have meaningful conversations with their accountants.
Learning Objectives: 
During this session, the participants will:

a. Assess their current financial systems;
b. Discuss the components of an effective financial system;
c. Identify the financial records their practices should keep;
d. Analyze an income statement; 
e. Determine the value of a balance sheet;
f. Plan questions to ask their bookkeeper/accountant on a regular basis;
g. Propose how to handle issues involving financial information;
h. state their key take away from the session.
Pre-Session Preparation:
1.  For the first hands on activity, create “mock” financial documents: invoice, collection notice, insurance claim, personal check, business check, credit card payment, cash receipt, money order, insurance voucher, bill, receipt, credit card statement, credit card receipt, purchase order, check stub, bank statement, payroll slip, benefits statement, insurance form, tax-related form, bill of sale, lease agreement, warranty, maintenance contract, repair bills, hotel bill, mileage, travel voucher, gas receipt, restaurant bill, reservation, mortgage or rent payment, computer repair statement or contract, utility bill, etc.[see the template on pages 27-29.].
2.  Make enough so that each participant will have their own set of these documents;
3.  For this same activity, each participant will need either 10 file folders or 10 envelopes large enough to hold a number of the “financial documents.”
4.  All of these materials should be placed in front of each participant’s place before the session begins.

	Start Time:  9:00
	SECTION 1:  WELCOME
	30 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	1-2
3-5
6

	1

2

3
4

	Pre-Test

Lecturette overview of session format, agenda, and learning objectives

Brief introductions


	Pre-Test:  Hand out the Pre-Test and have everyone complete it and give it back to you in order to compare to the Post-Test at the end of the session.

Score each Pre-Test by putting a check mark in front of the questions participants answered incorrectly and then adding up the checkmarks, placing the number of wrong answers in the upper right hand corner.

Common Ground Questions:  Welcome the group and ask: 
-“How many of you have a financial system?”
-“How many of you throw all of your financial records into a basket?”
- “How many of you leave all financial data collection and analysis to your accountant?”
-"How many of you know what a balance sheet or an income statement is?” 
-“How many of you can read and understand a balance sheet and an income statement?”
-“How many of you know what to ask your accountant so that you have a good handle on what is happening in the practice?”
As you ask the questions, model raising your hand, so the participants know to raise their hand if their answer to a question is “yes.”

Keep asking questions until everyone has raised their hand at least once. 

“Well, by the time you leave the session today, you will know what financial data you need to keep, how to organize your financial records, how to interpret key financial statements, and how to talk with your accountant.”
Opening Comments: Introduce yourself. Ask people to raise their hands if they have attended a previous session in this series. Explain the format of the session (start and stop times, 10-minute breaks approximately every hour, etc.)

[NOTE:  If this is the same group of participants who attended the previous session, all you need to do is to mention: “The materials are laid out the same way as before.” 
If the group has new participants, provide the complete explanation that follows:

Materials: Review how the materials are laid out in their manual.  Point out that the Table of Contents contains documents in bold print (agenda items), documents in italicized print (participant activities), and documents in regular print (reference materials). 

Training Approach: Explain the training approach: the major content is in their participant packet and not in the PowerPoint, which is why they will not receive a copy of the PowerPoint.

Agenda and Learning Objectives:  Read these out loud.

[Brief introductions, if necessary]
Learning Contract: Establish a “learning contract” with the participants. Tell them: “If at any time you feel that the program is not meeting your needs, please tell me. At the end of the session, instead of standing in front of the group telling you what you should have learned, I will call on each of you to identify your key learning or takeaway from the session.
	10 minutes

20 minutes



	Start Time:  9:30
	SECTION 2: YOUR CURRENT RECORD KEEPING SYSTEM 
	30 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	7

8-9

	5

	Hands On Activity

	Hands On Activity:  Say: “We have spent time in the previous financial management sessions discussing operational budgets and cash flow statements. The figures on those documents are not pulled from thin air. Someone has to collect all the pieces of paper that has anything to do with money matters- and then organize that information so it is meaningful.

We are going to do an activity that will help us understand what financial information your practice collects, how it organizes that information, and where the information is kept."
Tell them: “You now have a huge pile of money-related pieces of paper in front of you. There are also a large number of (folders/envelopes) on your table.  These will represent the current way you file or organize these financial documents.

If your organization style is to throw every receipt, etc. into a file drawer, you will only need to take one [folder/envelope] and place all of your pieces of paper into it.

If you have different filing systems for different types of financial documents, take as many [folders/envelopes] as you need, label each and stuff the relevant financial documents into the appropriate files.

If there are certain pieces of paper that you throw away and don’t save, label a [folder/envelope] as “trash” and put those pieces of paper in there.

Fine. Hold up all of your [files/envelopes]. I see that some of you have more [or less] than others. Let’s see if that matters.

Please show me all of the financial information that is related to your fixed expenses. Who can locate that information first? Hmmm. Some of you had it at your fingertips, others of you are still hunting for it.

What does this tell you? [Possible answers: we’re not very organized; it’s a good thing we don’t have to find information so quickly; I’m not sure I could find all of the information; if we have trouble locating this information, it makes me wonder if we overlook or omit important information that could affect our total income or expenses.]
Did any of you have to look in your “trash” to find what you needed?

[Only ask the next question if some participants admit to having to look in their “trash.” ]
What does this tell you? [Possible answers: we’re throwing away important information; what seems unimportant at the time is really important; if we don’t keep this information, it’s hard to document our final figures.]

Hold onto your [files/envelopes], because after our break, we’ll see what best practices are currently represented in our group.” [Note: if no one could locate the requested information quickly, then assume there are no best practices represented in the group. Then say instead: “After our break, we’ll look at some best practices for record keeping.”


	10 minutes
10 minutes
10 minutes



	Start Time:  10:00
	BREAK
	10 minutes


	Start Time:  10:10
	SECTION 3: EFFECTIVE RECORD KEEPING SYSTEMS
	30 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	10
11

	6-7
6

	Lecturette

	Lecturette:  Say: “The foundation for accurate financial statements is a comprehensive record keeping system. First, you need to retain all documents pertaining to your business. Next, you have to have a way to capture that information in some organized fashion. This will enable your bookkeeper/accountant to summarize the information and put it into a financial statement, such as a cash flow statement.

On page 6, you will see a simplified map of basic record keeping that demonstrates what a general accounting system should look like.

A business transaction is any dealing that involves money- either going into or out of the practice. Transactions are entered into a journal.  
A journal is the daily diary that records all the transactions that occur in the business. The transaction is entered in the journal by date, amount, description and account to which the transaction has been assigned.

A ledger is a book of accounts in which each different transaction type is maintained separately. You will record specific information about each type of business activity (for example, sales and purchases) in books called ledgers.
The number of ledgers used depends on the size of the clinic and the kind of business that is conducted. Information from the ledgers is used to create financial reports.
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	5 minutes



	12
13-20
21
	7

7

8-11
12

	Directed Large Group Discussion


	Directed Large Group Discussion:  Ask:  “How many of you currently enter transactions into a daily journal? “ [Wait for response.] “How many of you have different ledgers?” [Wait for response.] “How do the rest of you keep track of your business transactions?” [Wait for response. Possible answers: Write them all in a notebook in the order that they occur; take the original documents and keep them in a file; etc.]

[Note: if someone admits to using ledgers, ask if that person can tell us how many ledgers and what each contains. If no one admits to using a ledger, just go directly into telling them the typical types of ledgers]

Typical types of ledgers include:

· Sales ledger, including a record of your sales invoices.

· Accounts Receivable.   When you sell goods and services, and the client agrees to pay later, that is, on credit.  This is also called a debtors’ ledger. Similarly, 

· If you have corporate credit clients or insured clients, you should keep corporate account or insurance ledgers. To maintain this kind of ledger each account/insurance company should have a separate page for their account.  This way you can easily track sales and payments for each account.  

· Accounts Payable. When you purchase goods and services, but do not pay for them at the time of purchase, you will record the amounts you owe and when they are due in an account payable ledger. 

· If you have an inventory of goods and products, you will depend on a stock or materials ledger to tell you how many units you have available on a given day. 

· For equipment or vehicles your business owns, you should use an equipment ledger to report their costs. This journal will also show you the total value of your business's equipment.

· Wages or labor ledger to record payments to staff. When your business is big enough to employ extended family members or outside employees, you will keep a record of payments to these people in a wages ledger.

· A cash ledger.  This specialized record book will provide the details of your cash sales and payments. It will be described in more detail later.

Refer participants to the examples of journals and ledgers on pages 8-11, discussing the information on each one. 

Ask: “What ledgers would be useful for your practice to keep?” [Wait for response. Possible answers: cash, inventory, receivables, payables, insurance.]
Ask:  “How might having this information change the way you manage your practice?”  [Possible answers: make informed decisions; know whether practice is profitable; know where cash is going; know whether I have to decrease expenses; know whether I can afford to buy new equipment or hire additional staff; help me to price my services so I cover my costs; I could apply for a loan if I had accurate financial information.” ]
"What financial statements do you or your bookkeeper/accountant generate, drawing the information from the ledgers?” [wait for response. Possible answers: income statement or profit and loss statement, balance sheet, cash flow or changes in financial position, operational budget and cash flow projections.]
Say: “Next, we are going to look at income statements and balance sheets so that we know what they are, how they’re used, and how to develop them.”
	10 minutes

5 minutes

10 minutes



	Start Time:  10:40
	SECTION 4: INCOME STATEMENTS AND PROFITABILITY
	20 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	22
23
24
25-26
27-28

	13
14
15

	Lecturette

Large Group Analysis


	Lecturette:  Say: "As business owners, we need a summary of financial information that will clearly show us if our practice is making a profit or not. We will also want to know what caused the profit or the loss.

An income statement shows all revenue and expense accounts over a period of time. It is also referred to as a profit and loss statement (or P & L). From an income statement you can determine how much money your business made after all expenses are accounted for, i.e., how much profit you made. 
The basic format is that all the income sources are listed and totaled on the top of the statement, and all the expenses are listed and totaled next. The total of the expenses is subtracted from the total of the income to give the profit over that time period. 
Ask which categories of revenue and expense are relevant for their practices, and invite the participants to make a list or modify the income statement on page 13 accordingly.
Large Group Analysis:  Say: “Look at the Income Statement A on page 14.
Does it show a profit or a loss?” [Answer: Profit of 465,000]
“Why?” [Answer: Total Revenues exceed Total Expenses] 

"What else does the Income Statement reveal about the practice?"
[Possible answers: Regarding revenue:  diagnostic services account for over 50% of total revenue; family planning is the smallest contributor to revenue.  Expenses:  rent and salaries are the largest expenses, followed by drugs and reagents. ]   
[image: image4.emf]


 
 
 
INCOME	
  STATEMENT	
   Current	
  Month	
  
Revenue	
   	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Diagnostic	
  Services	
   440,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Treatment	
   250,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Family	
  Planning	
   160,000	
  
	
   	
  
TOTAL	
  REVENUE:	
   850,000	
  
Expenses	
  	
   	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Cost	
  of	
  drugs	
   	
  	
  60,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Cost	
  of	
  reagents	
   	
  	
  40,000	
  
	
   	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Transportation	
   	
  	
  20,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Repairs	
  and	
  Maintenance	
   	
  	
  10,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Rent	
  	
   120,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Utilities	
   	
  	
  15,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Salaries	
  and	
  Wages	
   120,000	
  
	
   	
  
TOTAL	
  EXPENSES:	
   385,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Revenue	
  -­‐	
  Expenses	
   465,000	
  
	
  
NET	
  INCOME:	
  	
  Profit/	
  (Loss)	
  



	
  
465,000	
  










 

 

 

INCOME	STATEMENT	 Current	Month	

Revenue	 	

																						Diagnostic	Services	 440,000	

																						Treatment	 250,000	

																						Family	Planning	 160,000	

	 	

TOTAL	REVENUE:	 850,000	

Expenses		 	

																						Cost	of	drugs	 		60,000	

																						Cost	of	reagents	 		40,000	

	 	

																						Transportation	 		20,000	

																						Repairs	and	Maintenance	 		10,000	

																						Rent		 120,000	

																						Utilities	 		15,000	

																						Salaries	and	Wages	 120,000	

	 	

TOTAL	EXPENSES:	 385,000	

																																																					Revenue	-	Expenses	 465,000	

	

NET	INCOME:		Profit/	(Loss)	

	

465,000	


Say: “Let’s try one more example. Review the Income Statement B on page 15. 

Ask:  “Does it show a profit or a loss?” [Answer: Loss of 100,000]
“Why?”[Answer: Total Expenses exceed Total Revenue]

Ask:  “What should this practice do to be more profitable?” [Possible answers: increase fees for services, or offer more services, serve more patients, check to see if some expenses can be minimized- are they using 60,000 worth of drugs? Do they have some in their inventory?” etc.]
Ask:  “Can you see how useful an income statement can be for your practice? And if you compare one month to another, you’ll be able to see where your revenue and expenses fluctuate.  This is called seasonality. So what does this statement reveal compared to last month? “

[Answer:  Fixed expenses of salaries and rent are the same, but revenue is reduced dramatically.  Must determine why and develop a strategy to address this fluctuation. ]
[image: image5.emf]


  
 
 
INCOME	
  STATEMENT	
   Current	
  Month	
  
Revenue	
   	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Diagnostic	
  Services	
   100,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Treatment	
   120,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Family	
  Planning	
   	
  	
  80,000	
  
	
   	
  
TOTAL	
  REVENUE:	
   300,000	
  
Expenses	
  	
   	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Cost	
  of	
  drugs	
   	
  	
  60,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Cost	
  of	
  reagents	
   	
  	
  70,000	
  
	
   	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Transportation	
   	
  	
  10,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Repairs	
  and	
  Maintenance	
   	
  	
  	
  	
  5,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Rent	
  	
   120,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Utilities	
   	
  	
  15,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Salaries	
  and	
  Wages	
   120,000	
  
	
   	
  
TOTAL	
  EXPENSES:	
   400,000	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Revenue	
  -­‐	
  Expenses	
   (100,000)	
  
	
  
NET	
  INCOME:	
  	
  	
  Profit/(Loss)	
  



	
  
(100,000)	
  










   

 

 

INCOME	STATEMENT	 Current	Month	

Revenue	 	

																						Diagnostic	Services	 100,000	

																						Treatment	 120,000	

																						Family	Planning	 		80,000	

	 	

TOTAL	REVENUE:	 300,000	

Expenses		 	

																						Cost	of	drugs	 		60,000	

																						Cost	of	reagents	 		70,000	

	 	

																						Transportation	 		10,000	

																						Repairs	and	Maintenance	 				5,000	

																						Rent		 120,000	

																						Utilities	 		15,000	

																						Salaries	and	Wages	 120,000	

	 	

TOTAL	EXPENSES:	 400,000	

																																																					Revenue	-	Expenses	 (100,000)	

	

NET	INCOME:			Profit/(Loss)	

	

(100,000)	



	5 minutes

5 minutes

5 minutes

5 minutes




	Start Time:  11:00
	TEA BREAK
	10 minutes

	Start Time:  11:10
	SECTION 4: INCOME STATEMENTS AND PROFITABILITY continued
	40 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	29
30


	16
17
	Case Study-Independent Practice
Debriefing


	Independent Practice: Say: “Now that we’ve analyzed Income statements, it’s time for you to complete one. Please turn to page 16 and, working independently this time, fill in the blank spaces on the Income Statement for Pro. Michael Olach. You will find the form on page 17.”
Prof. Michael Olach

Michael Olach is a renowned HIV and AIDS researcher who also doubles up as a professor of Pharmacology and Therapeutics at a large public university in Kenya. His experience in HIV and AIDS research spans several decades, starting when he was a doctoral student at the University of Hadassah in Israel in the 1970s. Since then, he has conducted breakthrough research for major multinational drug manufacturers. This research experience led to his appointment as the Chief Government Chemist in the republic of Kenya, a position that he held for 10 years. 

Upon his retirement from this position, Prof. Olach registered an international medical foundation under which he has been practicing as an HIV and AIDS specialist. He first set up his clinic in Nairobi in the heart of the central business district, but the pressures of operating in a busy town drove him to transfer his practice to one of his homes located in a serene suburb of Nairobi County. It is here that Prof. Olach runs a very successful practice, specializing in the management of HIV and AIDS patients. 

As a responsible citizen, Prof. Olach prepares his practice accounts at the end of every financial year and uses these accounts to make key decisions regarding his operations in the following year. One key account that he makes is the income statement. The partial information on the following page is extracted from his books of accounts for the year ended 31st December 2013:

Debriefing: [Ask for volunteers from different tables to provide the answers for the blank areas on the Income Statement.]
[image: image6.emf]


	
   Revenue/Sales:	
   Ksh.	
  ‘000	
  
1.	
   From	
  consultation	
   	
  	
  6,000	
  
2.	
   From	
  dispensing	
  drugs	
   18,000	
  
3.	
   Total	
  Revenue	
  (1+2)	
   24,000	
  
	
   Cost	
  of	
  Sales:	
   	
  
4.	
   Opening	
  Stock	
  of	
  drugs	
   	
  	
  2,000	
  
5.	
   Add	
  purchases	
  of	
  drugs	
   	
  	
  8,000	
  
6.	
   Drugs	
  available	
  for	
  sale	
  (4+5)	
   10,000	
  
7.	
   Less	
  closing	
  stock	
  of	
  drugs	
   	
  	
  4,550	
  
8.	
   Cost	
  of	
  Sales	
  (6-­‐7)	
   	
  	
  5,450	
  
9.	
   Gross	
  Profit	
  (3-­‐8)	
   18,550	
  
	
   Expenses	
  in	
  the	
  Practice:	
   	
  
10.	
   Salaries	
  (nurses,	
  watchmen,	
  cleaners	
  &	
  gardener)	
   	
  	
  2,000	
  
11.	
   Licenses	
  (practice	
  &	
  statutory)	
   	
  	
  	
  	
  	
  100	
  
12.	
   Stationery	
   	
  	
  	
  	
  	
  100	
  
13.	
   Electricity,	
  water	
  &	
  rates	
   	
  	
  	
  	
  	
  	
  	
  80	
  
14.	
   Depreciation	
  on	
  furniture,	
  fittings,	
  equipment	
  &	
  buildings	
   	
  	
  	
  	
  	
  120	
  
15.	
   Subscriptions	
   	
  	
  	
  	
  	
  105	
  
16.	
   Interest	
  on	
  bank	
  overdraft	
   	
  	
  1,000	
  
17.	
   Total	
  expenses	
  before	
  taxes	
  (10+11+12+13+14+15+16)	
   	
  	
  3,505	
  
18.	
   Net	
  income	
  before	
  taxes	
  (9-­‐17)	
   15,045	
  
19.	
   Taxes	
  (30%	
  of	
  income	
  before	
  taxes)	
   	
  	
  4,514	
  
20.	
   Net	
  income	
  after	
  taxes	
  (18-­‐19)	
   10,531	
  
	
  










	 Revenue/Sales:	 Ksh.	‘000	

1.	 From	consultation	 		6,000	

2.	 From	dispensing	drugs	 18,000	

3.	 Total	Revenue	(1+2)	 24,000	

	 Cost	of	Sales:	 	

4.	 Opening	Stock	of	drugs	 		2,000	

5.	 Add	purchases	of	drugs	 		8,000	

6.	 Drugs	available	for	sale	(4+5)	 10,000	

7.	 Less	closing	stock	of	drugs	 		4,550	

8.	 Cost	of	Sales	(6-7)	 		5,450	

9.	 Gross	Profit	(3-8)	 18,550	

	 Expenses	in	the	Practice:	 	

10.	 Salaries	(nurses,	watchmen,	cleaners	&	gardener)	 		2,000	

11.	 Licenses	(practice	&	statutory)	 					100	

12.	 Stationery	 					100	

13.	 Electricity,	water	&	rates	 							80	

14.	 Depreciation	on	furniture,	fittings,	equipment	&	buildings	 					120	

15.	 Subscriptions	 					105	

16.	 Interest	on	bank	overdraft	 		1,000	

17.	 Total	expenses	before	taxes	(10+11+12+13+14+15+16)	 		3,505	

18.	 Net	income	before	taxes	(9-17)	 15,045	

19.	 Taxes	(30%	of	income	before	taxes)	 		4,514	

20.	 Net	income	after	taxes	(18-19)	 10,531	

	



	20 minutes
20 minutes




	Start Time: 11:50
	BREAK
	10 minutes


	Start Time:  12:00
	SECTION 5: BALANCE SHEETSAND EQUITY
	60 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	31
32
33
34-35
36-37
38-39
40-41
42-43
44-45
46-47
48-49
50-51
52-53
54
	18
19
20
21
21
22
23

	Lecturette

Case Study

Debriefing

Directed Large Group Discussion


	Lecturette:  Say: "Income statements and cash flow projections offer only one side of the financial picture. You need a balance sheet to actually determine the financial health of your business at a given time.
A balance sheet provides a snapshot of the business's assets, liabilities and owner's equity on a particular date. 

Ask:  “Can anyone tell us what assets, liabilities and equity are?”[Wait for a response. If the answers are accurate, there is no need to give them the additional definitions below.]

Assets are any item of economic value possessed by a business.  Examples are cash, accounts receivable, inventory, equipment, real estate, a vehicle, and other property. Assets that can be converted to cash within one year are called current assets.  Assets that are not easily converted to cash are called fixed (or non-current) assets.
Liabilities are obligations that legally bind a business to settle a debt. A liability can include accounts payable, taxes, wages, accrued expenses, and deferred revenues. Short-term liabilities are debts payable within one year, while long-term liabilities are debts payable over a longer period, such as bank or investor loans.
Equity is total assets minus total liabilities. It indicates the financial health or net worth of a business, what the business owns, net of any debt.
Refer to the balance sheet format on page 19 for reference.
[Note: The idea here is to have the participants make the computations, report their conclusions- AND THEN compare them to the balance sheet in the materials and on the PowerPoint slide.]
Case Study: Say: “To make these terms more clear, let’s do a case study. If you turn to page 20, you will find Got Any Equity?  Working with your table group, please review the case study and answer the questions on the next page.”

Dr. Koffi Julius has given you the following financial information for last month for his medical practice, Koffi Julius Medical Centre. 

1. 
Cash balance brought forward 



  30,000

2. 
He attended to 20 clients and charged each of them     3,000 

3.
15 of the clients paid cash immediately, while the remaining 5 were allowed credit. No one else owes Dr. Koffi any money.

4.
Dr. Koffi bought 10, 000 worth of drugs, adding to his previous inventory of 15,000.

5.
His fixed assets are:

· Furniture                                                     – 
5,000
· Equipment/Vehicle                                   –   15,000

· Building                                                        –  10,000

· Land                                                              – 10,000

6.
He paid 8,000 cash to the suppliers and promised to pay the balance in the following month. 

7.
Within the month under review, he used drugs worth 6,000.

8.
He paid cash for the following expenses: 

· telephone charges 
                           –           2,000

· stationery



– 
1,500

· diesel



–
3,000

9.
He did not pay the following expenses which accrue every month: 

· Water rate



–
1,500
· Electricity bill 


–
1,500

10.  Dr. Koffi invested 54,000 of his own funds into the Centre.
Debriefing:   [Have the tables take turns answering a question. Always check to see if other tables have another answer before confirming an answer or coaching the group to the correct answer.]
1.  What are the accounts that comprise the business’ current assets? [Answer:  cash, accounts receivables and inventory.]
2.  How much are they worth in total? (a) Cash = initial cash balance of 30,000 minus 8000 paid to suppliers minus 7,500 paid for expenses + 45,000 from sales (15 patients who paid cash times 3,000 ) = 59,500
(b) Accounts receivables = 5 patients times 3000 = 15,000

(c) Initial  inventory balance of 15,000 plus 10,000 drugs bought minus 6000 drugs sold = 19,000; total current assets = (a) + (b) + (c), or  59,500+15,000+ 19,000 = 93,500

3.  What are the fixed assets and how much are they worth?  (furniture worth 5,000, equipment/vehicle worth 15,000, building worth 10,000 and land worth 10,000 for a total of 40,000)
4.  What expenses are yet to be paid (accrued expenses)? [Answer: what is owed for water and electricity]
5. What are the total accrued expenses? [Answer: what is owed for water and electricity:  1500+1500 = 3000]
6.. What business liabilities are yet to be paid (accounts payable)?
[Answer:  balance due to suppliers for drugs= 2000]
7.  What are the total business liabilities? (balance due for drugs  of 2,00,0, water rate of 1500 and electricity bill of 1500= 5,000.)
8.  If equity = assets – liabilities, how much equity is there in the business?
[133,500 – 5,000= 128,500]
9.  If the owner invested 54,000, how much are the retained earnings? [total owner’s equity (128,500)–owner investment (54,000) = 74,500]
10. Does this seem financially healthy to you? Please explain your answer.
[Yes, because the liabilities are minimal - the business only owes 5,000 and there is more than enough cash to pay them.  Also the owner invested 54,000 of his own money and has built up his equity with past earnings.] 
Directed Large Group Discussion:  Say: “On page 23, you will see the balance sheet for Koffi Julius Medical Centre, which presents the same information in a balance sheet format.”  
Ask: “Why is this called a balance sheet?" [Answer:  Because assets = liabilities + equity. ]

	10 minutes

10 minutes
10 minutes
20 minutes

10 minutes
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ASSET	
  



	
  



	
  
VALUE	
  	
  



	
   	
  
LIABILITIES	
  and	
  OWNER’S	
  EQUITY	
  



	
  
VALUE	
  	
  



Current	
  Assets	
   	
   Short	
  Term	
  Liabilities	
  
Cash	
   	
  	
  59,500	
   	
   Accrued	
  Expenses	
   	
  	
  	
  	
  	
  3,000	
  



Accounts	
  Receivable	
   	
  	
  15,000	
   	
   Accounts	
  Payable	
   	
  	
  	
  	
  	
  2,000	
  
Inventory	
   	
  	
  19,000	
   	
   Short	
  Term	
  Debt	
   	
  
Supplies	
   	
   	
   Current	
  Portion	
  of	
  Long	
  Term	
  Debt	
   	
  



Total	
  Current	
  Assets	
   	
  	
  93,500	
   	
   Total	
  Short	
  Term	
  Liabilities	
   	
  	
  	
  	
  5,000	
  
	
   	
   	
   Long	
  Term	
  Liabilities	
   	
  



Fixed	
  Assets	
   	
   Long	
  Term	
  Loans	
   	
  
Furniture	
   	
  	
  	
  	
  5,000	
   	
   Other	
   	
  



Equipment/Vehicle	
   	
  	
  15,000	
   	
   Total	
  Long	
  Term	
  Liabilities	
   	
  	
  	
  	
  
Building	
   	
  	
  10,000	
   	
   Total	
  Liabilities	
   	
  	
  	
  	
  5,000	
  



Land	
   	
  	
  10,000	
   	
   Owner’s	
  Equity:	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  Retained	
  Earnings	
  



	
  
	
  	
  	
  	
  74,500	
  



Total	
  Fixed	
  Assets	
   	
  	
  40,000	
   	
   Owners	
  Funds	
  Invested	
   	
  	
  	
  	
  54,000	
  
	
   	
   	
   Total	
  Owners	
  Equity	
   	
  	
  128,500	
  
Total	
  Assets	
   133,500	
   	
   Total	
  Liabilities	
  and	
  Owner’s	
  Equity	
   	
  	
  133,500	
  	
  










	

	

ASSET	

	

	

VALUE		

	 	

LIABILITIES	and	OWNER’S	EQUITY	

	

VALUE		

Current	Assets	 	 Short	Term	Liabilities	

Cash	 		59,500	 	 Accrued	Expenses	 					3,000	

Accounts	Receivable	 		15,000	 	 Accounts	Payable	 					2,000	

Inventory	 		19,000	 	 Short	Term	Debt	 	

Supplies	 	 	 Current	Portion	of	Long	Term	Debt	 	

Total	Current	Assets	 		93,500	 	 Total	Short	Term	Liabilities	 				5,000	

	 	 	 Long	Term	Liabilities	 	

Fixed	Assets	 	 Long	Term	Loans	 	

Furniture	 				5,000	 	 Other	 	

Equipment/Vehicle	 		15,000	 	 Total	Long	Term	Liabilities	 				

Building	 		10,000	 	 Total	Liabilities	 				5,000	

Land	 		10,000	 	 Owner’s	Equity:																												

																												Retained	Earnings	

	

				74,500	

Total	Fixed	Assets	 		40,000	 	 Owners	Funds	Invested	 				54,000	

	 	 	 Total	Owners	Equity	 		128,500	

Total	Assets	 133,500	 	 Total	Liabilities	and	Owner’s	Equity	 		133,500		


	Start Time:  1:00
	LUNCH BREAK 
	60 minutes

	Start Time:  2:00
	SECTION 6: QUESTIONS TO ASK YOUR ACCOUNTANT
	30 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	55
56
	24

	Large Group Discussion

Small Group Brainstorming

Debriefing


	Large Group Discussion: Say: “We began today by looking at your financial record keeping. After discussing income statements and balance statements, you can see how important it is that all financial transactions, no matter how large or how small, are recorded accurately in the daily journal and transcribed accurately into the correct ledger books.

We know that you are not accountants and it was not our intention to turn you into accountants. However, how many of you have either bookkeepers or accountants who handle your finances for you?” [Wait for responses- it should be everyone.]

Ask: “Now, how many of you look at the financial statements and reports your bookkeeper or accountant gives you on a weekly, monthly, quarterly or annual basis?" [Wait for responses- hopefully, they do look at them.]

Say: “The important question is, how many of you have understood the implications of what you were looking at?” [Wait for response- probably not many of them.]

Ask:  “How about now? Based on what you have learned today, how many of you feel that you will be better able to understand what you are looking at?” [Wait for response: hopefully, all.]

Small Group Brainstorming:  Say: “Our last activity in this session is for you, working with your new group [Note: create the new groups very quickly], brainstorm the questions that you are going to need to ask your bookkeeper or accountant on a regular basis. Post your group’s questions on a flip chart, so I’ll be able to take a digital photo and mail all of the questions to you.”

Ask:  “To start us off, what would one question be?” [Wait for response. Possible answers:  Why has cash decreased?  What is in miscellaneous expenses?  Why do we need to depreciate our fixed assets?  Where do I account for the owner’s draw - the money I take out of the business for my personal expenses? Why have receivables risen so much?  How did you calculate retained earnings?, How do my numbers compare to other clinics that are the same size as mine? etc].
Debriefing:  Have whoever is closest to each flipchart read off the questions. 

Ask the group: “How will you use the answers to these questions?  [Possible answers:  to make important decisions regarding pricing, staffing, new investment; to use as the base for budgets and projections.]
Summarize: “You’ve done an excellent job with these questions. I’ll be sending you a copy right after the session.”

	10 minutes

10 minutes
10 minutes


	Start Time:  2:30
	SECTION 7:  WORKING WITH FINANCIAL STATEMENTS 
	30 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	57-58

	25-26

	Case Study


	Case Study:  Say: “Working with your small group, please prepare an income statement for Munyori Herbal Clinic from the information provided in the case study.”

Munyori Herbal Clinic

Dr. Nang’ayo is contemplating acquiring Munyori Herbal Clinic, which operates in Nakuru County at the heart of the Kenyan Rift Valley. The clinic specializes in small scale manufacturing and dispensing of herbal medicines to patients with common chronic illnesses. It has been in operation for over ten years and receives patients from across Kenya based on its solid experience in provision of herbal medical solutions for patient problems. 

The proprietors of Munyori Herbal Clinic have provided Dr. Nang’ayo with a listing of the accounting data, which is shown below. The data relates to the just ended financial year:

Administrative Expense

Ksh.     4,000,000

Administrative Salaries

Ksh.     2,500,000

Advertising Expense

Ksh.     5,000,000

Consulting Expenses

Ksh.        500,000

Direct Labor

Ksh.   14,000,000

Income Tax Rate

30%

Interest Expense

Ksh.     3,000,000

Manufacturing Overhead

Ksh.     6,000,000

Other Administrative Expenses

Ksh.     1,000,000

Promotional Expenses

Ksh.     5,000,000

Raw Material Expense

Ksh.   38,000,000

Research & Development

Ksh.     4,000,000

Sales

Ksh. 100,000,000

In order to make a decision as to whether or not to acquire the clinic, Dr. Nang’ayo wants to determine whether the clinic is operating profitably based on its income statement for the year.


	30 minutes



	Start Time: 3:00
	BREAK
	10 minutes

	Start Time:  3:10
	SECTION 6:  WORKING WITH FINANCIAL STATEMENTS continued 
	20 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	59-60
60-61


	25-26
26

	Debriefing


	Debriefing:  [Have volunteers from each table report out one line in the Income Statement]
[image: image8.emf]


 



INCOME	
  STATEMENT	
   31-­‐12-­‐2013	
  
Revenue	
   	
  	
  100,000,000	
  
TOTAL	
  REVENUE	
   	
  	
  100,000,000	
  
Expenses	
  	
   	
  
Raw	
  material	
  expense	
   	
  	
  	
  	
  38,000,000	
  
Direct	
  labour	
   	
  	
  	
  	
  14,000,000	
  
Manufacturing	
  overhead	
   	
  	
  	
  	
  	
  	
  6,000,000	
  
Advertising	
   	
  	
  	
  	
  	
  	
  5,000,000	
  
Promotional	
  expenses	
   	
  	
  	
  	
  	
  	
  5,000,000	
  
Research	
  &	
  development	
   	
  	
  	
  	
  	
  	
  4,000,000	
  
Administrative	
  salaries	
   	
  	
  	
  	
  	
  	
  2,500,000	
  	
  	
  
Administrative	
  expense	
   	
  	
  	
  	
  	
  	
  4,000,000	
  
Consulting	
  expense	
   	
  	
  	
  	
  	
  	
  	
  	
  	
  500,000	
  
Other	
  administrative	
  expense	
   	
  	
  	
  	
  	
  	
  1,000,000	
  
Interest	
  expense	
   	
  	
  	
  	
  	
  	
  3,000,000	
  
TOTAL	
  EXPENSES:	
   	
  	
  	
  	
  83,000,000	
  



	
   	
  
NET	
  INCOME	
  BEFORE	
  TAXES	
  (Revenue	
  –	
  Expenses)	
   	
  	
  	
  	
  17,000,000	
  
TAXES	
   	
  	
  	
  	
  	
  	
  5,100,000	
  
	
   	
  
NET	
  INCOME	
   	
  	
  	
  	
  11,900,000	
  










 

INCOME	STATEMENT	 31-12-2013	

Revenue	 		100,000,000	

TOTAL	REVENUE	 		100,000,000	

Expenses		 	

Raw	material	expense	 				38,000,000	

Direct	labour	 				14,000,000	

Manufacturing	overhead	 						6,000,000	

Advertising	 						5,000,000	

Promotional	expenses	 						5,000,000	

Research	&	development	 						4,000,000	

Administrative	salaries	 						2,500,000			

Administrative	expense	 						4,000,000	

Consulting	expense	 									500,000	

Other	administrative	expense	 						1,000,000	

Interest	expense	 						3,000,000	

TOTAL	EXPENSES:	 				83,000,000	

	 	

NET	INCOME	BEFORE	TAXES	(Revenue	–	Expenses)	 				17,000,000	

TAXES	 						5,100,000	

	 	

NET	INCOME	 				11,900,000	


Question:  Besides profitability, which other factors should Dr. Nang’ayo consider before acquiring Munyori Herbal Clinic?

· [Competition-who else deals in similar business? What market share do they control? 

· Cost of acquisition-at what price is the clinic being sold? 

· Previous performance-Has the clinic been operating profitably over the past years?

· Operation cost-are the costs of operating the clinic affordable? Are there ready suppliers?]
	20 minutes


	Start Time:  3:30
	SECTION 8:  SUMMARY AND EVALUATION 
	30 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	63-64

65-66
67

68

	29-30

27

28


	Individual worksheet

Next Step

Post-Test

Individual assessment and Report outs

Overview of next sessions and schedule


	Evaluation:  Have each participant complete the evaluation form for the session, tear it out and hand it to you or put it on a table.

[Note: You never want to end a training session with an evaluation, because all of the energy of the group dies down.]

Next Step:  Tell them: “You know the purpose of an income statement and a balance sheet. You also know how important it is to have an accurate and accessible financial system. Now you need to:

(1)  Ensure that your financial system retains all financial information, records all transactions, and maintains ledgers for significant accounts.
(2)  Meet with your bookkeeper/accountant on a regular monthly basis and ask questions so that you can monitor the profitability of your practice.

(3)  Ask participants to list at least three things they commit to do to improve their financial record keeping.  If there is time, go around the room and ask participants to share one idea with the group.

Post-Test: Hand out the Post-Test and have the participants complete it. Go through the answers, drawing them from the group, so they can mark what is wrong (using the honor system). (Just have them put a check mark in front of the questions they got wrong and then add them up, placing the number wrong in the upper right hand corner.) Hand them their Pre-Tests for comparison purposes. Give a small prize to the people who learned the most (decreased the number wrong by the greatest amount). Then collect all Pre and Post Tests.
Key Takeaway:  Have each participant identify the most important idea or technique that they gained from the session and write it down.

Tell them:  “In lieu of a summary by me, all of you are going to stand and take turns (when you have a ball in your hand) identifying your key take away from the session. Once you have spoken, throw the ball to someone else to speak and then sit down. It will then be easy to tell who has yet to speak by those who are left standing. Don’t be concerned if someone says what you planned to say. If that was your key takeaway, say it anyway.”

Series Overview:  Make sure that everyone knows what the next session is (subject and agenda) and the necessary logistical information so that they can attend: day, time, place, how to enroll, etc.)

Thank them for coming, remind them about the Next Steps, and close the session.
	5 minutes
5 minutes

10 minutes

10 minutes

	
	
	

	
	
	
	
	

	
	
	
	
	

	End Time:  4:00
	ADJOURN 
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