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Duration:  7 hours [9 a.m. – 4 p.m.]
Learning Goals: Health professionals will learn that they need to notice and manage their costs [what] if they want their practices to be profitable [why].

Learning Objectives: 
During this module, the participants will:

a. Explain the difference between costs and expenses;
b. Describe the two types of costs;
c. Analyze costs and cost drivers;
d. Discuss how to control costs;
e. Define profit;
f. Assess how cost adjustments can affect profitability;
g. Conduct a cost management audit;
h. Discuss the next steps; and
i. State their key takeaway from the module.
Pre-Session Preparation:

	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 module 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 income statements?  How many know about tools that you can use to analyze your costs and profitability? How many of you use these tools to make decisions controlling costs or pricing your products and services?  How many of you just use your intuition to make these decisions because you either don’t have the numbers or don’t understand how to use the analytical tools?”
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 how to analyze your costs and improve your profitability.”
Opening Comments: Introduce yourself. Ask people to raise their hand if they have attended a previous module in this series. Explain the format of the module (start and stop times, 10-minute breaks approximately every hour, etc.)

[NOTE:  If this is the same group of participants who attended the previous module, all you need to do is to mention that: “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: that 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: TYPES OF COSTS
	20 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	7
8

9

10-11

12

13

14

15

16

17-18
19
20
21
22
23
24-25
26
27

28

	5

5


	Assessment Activity

Debriefing


	Assessment Activity:  Say:  “As you can see on page 5, there are two types of costs: direct and indirect. Direct costs relate to the costs directly involved in providing goods and services so they vary according to volume; they are sometimes called “variable costs." 

Indirect costs are costs that are needed to run the practice but cannot be directly attributed to providing a specific product or service; indirect costs are sometimes called “fixed costs”, because they remain the same regardless of the volume of business, such as rent or a phone bill.

Salaries can be either variable or fixed. If you employ staff on a contract basis and/or pay them according to how many procedures they do or patients they see, this is a variable cost.  But if the receptionist works the same hours regardless of patient volume, then this is a fixed cost.

On page 5, feel free to work with your small table group or work independently. Please check off each cost that is clearly a direct or an indirect cost. Where you have doubts, put a "?."
Debriefing:  Tell them: “We’ll work down the costs. As I call on you, please read the cost and indicate whether it is a direct or indirect cost."
Costs
Direct Cost
Indirect Cost
medications

x

clinician salaries

?
?
electricity

?
?
rent

x

sterile gloves

x

brochures
x

lab re-agents
x

transportation*
?
?
cleaning supplies

x

telephone

?
?
office supplies

x

uniforms

x

computer

x

condoms

x

oral contraceptives

x

Bookkeeper salary

x

* One could argue that transportation is a direct cost, because if you have more patients than normal, you might have to buy drugs more often.
	10 minutes

10 minutes



	Start Time:   9:50
	BREAK
	10 minutes

	Start Time:  10:00
	SECTION 3: COSTS AND COST DRIVERS
	50 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	29

30

31

	6
7


	Group Analysis


	Group Analysis: Say:  “We know what direct and indirect costs are. But what generates these costs? The answer involves another term: cost drivers. Cost drivers are the factors that can cause a change in the cost of an activity. An activity may have more than one cost driver attached to it.
For example, there are numerous factors that can cause a change in the cost of providing an x-ray. What do you think they might be?” [wait for a response. Possible answers: cost of machine, electricity to run the machine, salary of technician, time of clinician to review x-ray, x-ray supplies, etc.]
Say:  “We are going to conduct a cost analysis to identify the cost drivers that contribute to a major cost of a practice.

First, what are the meaningful categories of costs for a practice?” [Wait for responses. Possible answers: staff, medical supplies and medications, utilities/rent/telephones, facility and equipment maintenance, transportation etc.]. [Note: write down the categories on a flip chart in front of the class.]

Say: “If we had to estimate the percentages of the total costs for each category, what would they be?” [wait for responses and write them on the flip chart. Possible answers: Staff: 40%, supplies and medications: 30%, utilities/rent/telephones: 10%, facility and equipment maintenance: 10%; transportation: 10%.]

Ask:  “What drives those costs? Once you know what drives your costs, you can start to ask yourself:  Why am I doing this? Is this cost necessary? Can it be reduced or avoided all together? 

We can identify the cost drivers by conducting a cost analysis. Our cost analysis approach will use a cause-and-effect diagram, which looks somewhat like a fishbone. 

On page 7, you will see a cost analysis of the factors that impact the medication costs of a hypothetical practice. The arrow points to “medication costs” and there are three major cost drivers (or bones) that contribute to these costs that are identified: medications, medication expiration and suppliers. 

Each of these cost drivers has sub-factors that impact the cost: for medications, these include the nature of the medications, generics and preferred drug makers.
These sub factors are further broken down: under the nature of medications, you will see: short shelf life, special storage requirements (which include refrigeration). Under preferred drug makers, there are clinicians’ choices and patients’ choices.

Once we know the cost drivers that contribute to the change in medication costs, we identify the major cost drivers over which we have some control. For example, looking at medication expiration, there are sub factors we can control. If we started to monitor our existing supply and note down the expiration dates, we would know which medications should be dispensed first. That would help to limit the medications that expire and need to be thrown away. We would save on the cost of replacing expired medications and minimize waste.

Ask: “What other cost drivers could the practice control?” [wait for response. Possible answers:  The practice could work with the suppliers- to find ones who offer better prices, discounts, delivery or credit.  Or find other clinics you could order in bulk with, or share transportation costs. Or work with the clinicians to see if they are more flexible in terms of the brands they prefer or changing to medications that are easier to obtain. Or educate patients that generics have the same ingredients but are less expensive.]

	10 minutes

10 minutes




[image: image3.jpg]Over estimated.

Over-ordered

Poor
refrigeration.

Transit’
ssues

MEDICATIONS

Nature of Medications

Short shelflife

Specialstorage:
requirements

ordering,

Expiration dates
not noted down

MEDICATION
EXPIRATION

Existing supply

not monitored

Recenty received
medications are
dispensed frst

Generics

Less expensive

Refrigeration

Limited number,
of suppliers

SUPPLIERS

Preferred drug
makers

Restrctions

Doctors’ choices

Patients’ choices

Medication
Costs

Purchasing terms





	32
33

	8

	
	Say:  “Let’s do a cost analysis to identify the cost drivers that contribute to a major cost of a practice." [Note: This will most likely be staff unless there is another major expense item that a group prefers to analyze.]

Ask: “What are the most significant cost drivers? What sub factors would you place on each cost driver line?” [Draw the answers out and have the participants create their own cause-and-effect diagram on page 8 as you draw it on a flip chart in front of the room.]

Possible answers:  [Note: On pages 10 and 11 of this facilitator guide, you will find a cost analysis diagram for Staff, with answers to the questions on page 9.]
	20 minutes
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	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	[33]
or flip chart

34

	9

	Directed Large Group Discussion


	Directed Large Group Discussion:  Say: “Please volunteer your answers to the questions on page 9 as we discuss the cost analysis we have just completed.

1. Which cost drivers have the greatest impact on the final cost?

[Possible answers: wages, qualifications]

2.  Which cost drivers could the practice control- and how? [Possible answers: Qualifications: Consider the staff they hire; if they’re doing a lot of training because they hire relatively unskilled staff, it takes up a lot of time the nurse or clinician could devote to patients. If they change the position level, increase salary, increase qualifications, needless training, increased efficiency and number of patients served could compensate for the increased salaries. Position types: consider having medical assistants perform health care activities that do not need to be performed by a clinician. Working hours: schedule better so there is no need for overtime.]

3.  How would these cost controls affect the final costs and the ultimate profitability of the practice?  [Possible answers:  Hiring more qualified staff might cost more at the beginning, but save money and increase profitability because the clinicians and nurses can spend more time seeing patients than conducting training; hire more on contract basis so costs are not fixed if patient volume is low; etc.]

4.  What, if any, cost drivers could be eliminated? Please explain your answer. [Possible answers: Overtime could be eliminated if there was better scheduling; entry level training could be eliminated if more qualified and experienced staff were hired; could look at how many staff are really needed for coverage in the office and possibly reduce the number of staff.]
	10 minutes




	Start Time: 10:50
	TEA BREAK
	10 minutes

	Start Time: 11:00
	SECTION 4: CONTROL COSTS
	30 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	35
36

37


	10

	Checklist


	Checklist:  Say: “There is a useful checklist on page 10 that can help you control your costs. In the course of our cost analysis, we actually accomplished the first three steps:

1. Identify your major costs, such as staff, materials and other supplies, premises, utilities, and, transportation.

2. Analyze which costs are essential and which are not essential and can be reduced or eliminated.

3. Understand the degree of your control over certain costs, and focus on those costs that are under your control.

4. Involve employees by explaining what you are doing and encouraging cost-saving suggestions; consider offering incentives.

5. Establish cost budgets and monitor actual costs against budget as part of a systematic cost-control process.

6. Review how activities and costs contribute to achieving your business objectives, quality standards and profitability.
7. Consolidate purchasing with a small number of suppliers and negotiate improved terms and discounts; check invoices for overcharging.

8. Eliminate unnecessary activities, duplication of effort and waste; reduce obvious overcapacity.

9. Control excessive costs - for example, avoid last minute shipments.

10. Identify opportunities to improve efficiency; use technology where appropriate and consider outsourcing non-core activities.

11. Improve financial control; refinance expensive overdrafts with loans. 

12. Before making any changes, assess the potential damage, such as lowering morale, reducing quality or creating long-term vulnerability for your health practice. Don't skimp on costs that are necessary; leave yourself without any flexibility; fail to invest for the future.
If you were to find a 10% cost reduction, where would it be?

Imagine have to decrease costs by 10%? Could you do it?


	10 minutes



	38

	11
11

	Case Study

Debriefing


	Case Study:  Say: “Please turn to page 11. Working with your small group, review the case study below and answer the questions that follow it: 

(1) how essential are these costs for the business? (2) what degree of control does the practice owner have over these costs? (3) what cost-saving strategy could be developed and implemented? 

Medical supplies and pharmaceuticals are purchased monthly in the same quantities although in some months the use of these items varies. It is fairly easy for the staff to re-order the supplies and drugs, and the supplier is satisfied because he can predict how much he will be selling each month. However it is not entirely clear what the current level of inventory of these supplies in the clinic is and at what rate they are used.
Debriefing: Have each group take a turn responding to a question, drawing additional responses from the other tables.

[Possible answers:

1. How essential are these costs for the business? [Possible answers: The medications and supplies are integral to treating patients, but it may not be essential to keep ordering in the same quantities on a monthly basis due to fluctuations in volume and seasonality.]

2.  What degree of control does the practice owner have over these costs? [Possible answer: A great deal of control in the frequency of purchase, which may include transportation costs, and in the negotiation of wholesale price and terms of sale.]

3.  What cost-saving strategy could be developed and implemented?
[Possible answer: The inventory should be checked and organized- and the owner should monitor the use of each item. This way, he could alter the purchase pattern to better meet the actual needs of the practice - buying only what is needed to replenish what is used once a minimum level is established and reached.  This would avoid wasting expired drugs and detecting inaccurate recording and/or theft.  Also, working capital would not be tied up in unnecessarily high levels of inventory.]


	10 minutes

10 minutes


	Start Time: 11:30
	SECTION 5: COSTS AND PROFITABILITY
	30 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	39
40

41

	12
13
14-17
	Directed Large Group Discussion
Large Group Case Study

Small Group Case Studies

	Directed Large Group Discussion: Say: “Profit is defined as revenue (or sales) – costs (or expenses). 

Take a minute to review the questions on page 12. Then volunteer your answers during our group discussion."
Question #1:  "Can we increase profit without lowering costs?" [Answer: Yes] “ If so, how could we do that?”

[Answer: Increase our revenue by serving more patients or selling more products; eliminate unnecessary costs; increase efficiencies, etc.]
Question #2:  “Can we increase profit without increasing revenue?” [Answer: Yes]  “If so, how could we do that?”
[Answer: Eliminate unnecessary costs, control costs, increase efficiencies, etc.]
Question #3: “Can we increase profit by increasing revenue and increasing costs?” [Answer: Yes] “If so, how could we do that?” [Answer:  increase revenue by a greater than the costs increase.]

Ask: “Is it enough for you to know that your profit = revenue-costs if you want to increase your profitability? Or do you need more specific information?” [Wait for responses. Possible answers:  We need to know the profitability of different services; some customers may be more profitable than others; why is there a difference in profitability- is it due to the cost of supplies, products, services, etc.?]

Large Group Case Study:  Say: “We don’t always have to lower costs to increase profitability. As a matter of fact, sometimes we need to raise costs if we want to increase our profitability. For example, let’s look at the case on page 13."
Case:  Improved Patient Flow
A health clinic was very profitable, but realized that the clinicians would be able to see even more patients if it changed how patients moved through the facility. Their research indicated that if they had three exam rooms, that would decrease the time that patients had to sit in the waiting room. It would also increase the efficiency of the clinicians, who would not have to wait for a patient to be brought into an examining room. The clinicians would be able to go directly from one exam room to the other.

The clinic incurred a significant expense when they expanded the facility by adding two exam rooms. However, thanks to the new patient flow arrangement, the clinic can now serve approximately 20% more clients per day. The waiting time has decreased by 40% and customer satisfaction has increased. The clinic is now perceived as more efficient, patient-centered and better organized.
Questions:

1.
Did the clinic raise or lower its costs? [Answer: raised its costs]
2. 
What impact did this cost adjustment have on revenue? [Increased the number of patients that could be served, so increased revenue]

3. 
What impact did this cost adjustment have on the clinic’s profitability? [Increased profitability]
4. 
What conclusion can you draw about profitability and this type of cost adjustment? [It is possible to increase profitability by increasing costs in a way that increases revenue. Both things change, revenue and costs. You have to compare costs and benefits, not just focus on costs. The fact that something is cheap does not mean it’s going to produce better outcomes- it’s all relative. Cheap does not necessarily mean good and expensive does not necessarily mean bad.] 
Small Group Case Studies:  Say: “Working with your table group, please review the three case studies on pages 14-17 and answer the questions that follow each case."

	5 minutes

10 minutes

15 minutes



	Start Time:  12:00
	BREAK
	10 minutes

	Start Time:  12:10
	SECTION 5:  COSTS AND PROFITABILITY continued 
	20 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	42
43

44


	14-17

14
15
16
17
	Report Outs

	Report Outs:  [Have different tables take turns reporting on their recommended strategies for each case.]

Case:  Hospital With Outpatient Unit

A small but fast-growing hospital wanted to increase profits by maximizing its capacity. Since the facility was currently limited by the number of beds, management first planned to expand the hospital building to triple the number of beds. However, upon further reflection, management decided instead to expand the number of beds only by 50% and to add an outpatient unit. 

The outpatient unit provides a wide range of health care services, including: emergency rooms, a same-day surgery center, and a diagnostic and imaging center. The hospital shares some of these facilities. The outpatient clinic is open 24 hours a day, which is an innovation in the area. The prices for the same services that used to be provided by the hospital are about 25-35% lower at the outpatient clinic. In addition, the cost of operating the outpatient clinic is 35% less than the cost of operating the hospital.

Questions:

1.
Was building an outpatient clinic a good strategy to increase profit? Please explain your answer. Yes- the cheaper price of the services and the extended hours will increase patient demand; there are lower costs, so there are savings. The hospital becomes more competitive in the area, since this is a new service. The hospital can also use differentiated pricing, charging more for people to stay in the hospital.
2. 
Were there any risks in making the decision to build an outpatient clinic instead of increasing the number of beds in the hospital? Please explain your answer. Yes, it may take a while for patients to become comfortable with the idea, the lower prices may be attractive or they can backfire, since some people feel that a lower price signals lower quality. Some doctors may be opposed to the idea of having certain procedures handled in the outpatient clinic. The clinic may not be ready to provide quality service because the staff need to be trained in how to provide services differently in an outpatient setting.
Case #2: Joint Purchasing of Family Planning Products
A number of clinics in the area recently participated in a USAID organized training on family planning (FP) and they decided to start offering FP services. They soon realized that each of them would have to order a number of products, and that each would have to go through the same process. 
One of the clinics that was trained in FP also owned a pharmacy.  It proposed to offer a service to all other clinics by pooling the orders from the other clinics and serving as a focal point for ordering. The clinics agreed to pay 5% of the value of the orders as payment for the services. However, because of larger shipments, the pharmacy was able to negotiate a price discount of 3% on the orders. At the same time the pharmacy enjoyed the wholesaler’s credit on typical terms in the industry, which it extended to the participating clinics. 
To make tracking the inventory levels easier, each Friday the clinics email or text the level of their inventory to the pharmacy. These orders are combined and analyzed to make a re-ordering decision to avoid stock-outs.  
1.
Was implementing a joint purchasing agreement a good strategy to increase profit? Please explain your answer.  Yes, by buying in bulk, they receive a discounted price (which lowers their costs). It also eliminates the need to have staff performing the same functions, which also saves costs.
2.       Were there any risks in making the decision to join together to purchase family planning products? Please explain your answer. Yes, it is a new untested system, not everyone may cooperate, some people may want to buy on the side- so there could be leakage, the clinics may feel that paying 5% is too high, that they can get a better deal on their own with existing relationships.
Case #3:Fraud and Mismanagement
A small but well established medical practice experienced a significant decrease in profitability due to fraud and employee financial mismanagement. It was almost impossible for the owner to identify what had happened with the money and why there was less cash than expected. As a result, the owner hired an expensive accounting expert with forensic accounting skills. The expert determined that the funds had been embezzled. The sum of money lost was equal to the practice’s six months’ profit. 

The accounting expert offered a few recommendations, which the clinic owner implemented fully:
· He worked with insurance provider and law enforcement to recoup all funds.

· He introduced financial and operational internal controls to protect financial and physical assets.
· He reassigned a key financial function from several employees to one employee and a designated backup. In both case new people were hired, more skilled and at higher salaries. 

· He also introduced comparative financial management reports, including key benchmarks so he would know what should be expected in each month.

· An external consultant conducted staff training and prepared procedural documentation that would capture all aspects of revenue.
· While doing this analysis, the owner eliminated or reduced expenses in several different categories.
As a result, the practice was fully repaid for their losses. The internal controls provided substantial protections against future employee financial mismanagement. Staff reassignments increased efficiency, accuracy, timeliness and accountability. The expense reductions decreased overhead by 4.6% in the first year and an average of 5.5% in each of the following five years, resulting in increased revenue. The financial reports improved the client’s ability to identify improprieties, control costs and maintain profitability.

1.
Was implementing the accounting expert’s recommendations a good strategy to increase profit? Please explain your answer. Yes, because the losses were recovered, expenses went down, the owner has a better chance to control costs.

2. 
Were there any risks in implementing the accounting expert’s recommendations? Please explain your answer.  Yes, the work is assigned to one individual, which opens the clinic up to key employee risk, even though there is a backup, there could be collusion. The owner may feel complacent and relaxed because he feels that the problem is solved, without realizing it is an ongoing possibility that he needs to monitor carefully.

	20 minutes




	Start Time:  12:30
	SECTION 6:  A COST MANAGEMENT AUDIT 
	30 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	45
46
47
48

	18-19
20
	Directed Large Group Discussion


	Directed Large Group Discussion: Say:  “It is important for any business owner to be mindful of costs- and not to assume that you need to keep doing what you’ve always done. On page 18, you will find information about conducting a cost management audit.  Let’s review it together.

A cost management audit is a way to monitor and control costs. It is most useful and efficient to focus the audit on specific costs that: (1) have a significant impact on profitability and (2) are within your control. 

If actual expenses exceed what you have budgeted, or if actual income is less than you projected, you will want to know what caused the changes and how significant they are. In other words, is a change a special circumstance that will not recur or is it a more permanent or continuing change that will need to be factored into your budget?

If costs fluctuate, you will want to know what the changes are, when they occur, and why they occur. This information can help you to budget in anticipation of these cost changes.

There are four steps in conducting a cost management audit:

Step 1:  Determine the costs you want to monitor for your facility.

These costs might be:

1.   the cost drivers that have the greatest impact on the final cost (for example: wages); 

2.   unpredictable costs (for example: facility repairs after flooding); and/or 

3.   highly variable costs (for example: medications, which may fluctuate     

seasonally).

What costs do you want to monitor?” [wait for a few responses]

Step 2:  Schedule a specific time to conduct your cost management audit.

Review the actual results for the key costs you have chosen to monitor.

The frequency of your review is up to you. At the very least, you should plan to review actual expenses and income against your projected budget on a monthly basis.

Step 3:  Analyze the changes in the key costs.

You will want to assess:

1.
What caused the changes? If there are a number of contributing factors:
a.  Conduct a cost analysis, and

b.  Focus on cost drivers you can control.

2.
When the changes occurred:

a.  How often do they occur?


b.  Is there a pattern?

3.
How significant are the changes?

a.  Are they a one-time occurrence?


b.  Are they likely to continue?

Step 4:  Identify and implement actions to control these costs.

a.  Can you minimize or eliminate any costs or cost drivers?

          b.  Do you need to make adjustments
Mention that they can do the same type of audit for revenues.  Isolate which components of revenue are less than projected and ask the same questions in order to take actions that can improve profitability from the revenue side.  Do you need to increase prices, increase the number of patients, sell less on credit, and/or invest in new equipment?
There is a sample cost management audit job aid on page 20.
	30 minutes




	Key Cost
	Change? +/-
	What Caused It?
	When?
	Significant?
	Able to Control?
	Recommended Action

	Overtime
	+ xxx
	Poor scheduling
	Malaria season


	Yes
	Yes
	Plan and schedule for times of increased patients

	Medications
	+ xxxx
	Not dispensed according to expiration dates
	On going
	Yes
	Yes
	Note expiration dates upon receipt and store so older medications dispensed before newly received medications; improve inventory control.

	Equipment 
	+ xxxx
	Old equipment needed to be replaced
	One time
	Yes
	Yes,
	Budget for equipment replacement and ensure financing is available.


	
	20
	Directed Large Group Discussion


	Say:  “As you can see, this cost management audit is simply the first step. You need to also have a plan to follow through and take the recommended action. Any questions? It’s important that this form is clear to you, because you will be using it in your Next Step. For this reason, there is another blank form on page 27 for your use.” [Wait for questions, if any.]
	

	Start Time: 1:00
	LUNCH BREAK
	60 minutes

	Start Time:  2:00
	SECTION 5:  A COST MANAGEMENT AUDIT continued
	50 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	49

	21-23

	Small Group Analysis
	Small Group Analysis: Say: “Working with your small group, please complete a cost management audit, including your recommended courses of action, for Funyula Clinic below. Use the Cost Management Audit Job Aid on page 23. Then answer the question immediately following the case.”
Funyula Clinic
Calid, a trained clinician, operates a small clinic in rented premises in Funyula town, Busia County.  His practice, Funyula Clinic, is a general purpose facility that attends to all those who cannot afford the exorbitant fees charged by a nearby mission hospital. Calid has been operating this clinic since 1999 and has relied heavily on one medical supplier, who has been supplying medicines and related accessories to his practice. The supplier, based in Kisumu, specializes in selling generic drugs and other cheaply sourced but quality medical supplies. 

In the past, Calid has placed orders for the drugs and other medical supplies over the phone once every week, since the practice does not have enough storage capacity. The order quantity has always been constant until two years ago, when he started realizing stock-outs. This was caused by a marked increase in the number of patients attending his clinic. 
When this problem started, Calid simply saw the patients, charged his consultation fee and wrote prescriptions for them so that they buy drugs from their preferred pharmacy shop.  However, many of his patients found the pharmacy shops quite expensive and resorted to seeking medical services elsewhere. 
Over this period, Calid noted a significant decrease in his revenues and decided to increase the frequency of ordering drugs and other accessories to three times in a week. Ordinarily, he placed an order in the morning via phone; the supplier prepared the order and, when ready, informed Calid by phone to send somebody to collect it. Calid then dispatched his driver to Kisumu, which is about 100KMs from Funyula town, to collect the order.  The driver operated a taxi, which he used for this purpose. 

There is something else. The government of Kenya recently transitioned from a central government to county governments. Many services that were previously centrally planned at the central government have been devolved to the counties. This has put considerable pressure on available facilities and businesses. Demand for housing in Funyula town has increased, but their supply has remained constrained. As a result, Calid’s land lady increased rents by 50% to take advantage of the shortage in housing. Because the practice is located on the main road, thus very accessible, Calid has decided not to shift his practice elsewhere. 

With the introduction of counties, Funyula town has been upgraded to become a sub county. This upgrade has seen the influx of people from other places to establish businesses in Funyula town. Goods and services have become very expensive. 
For instance, Calid had been using the services of a bookkeeper who came only once a week and charged him Ksh. 500 per visit. Because of the increase in the cost of living within the town, the bookkeeper now demands Ksh. 700 per visit. The cleaner who was previously paid Ksh. 3,000 per month now demands Ksh. 4,000 in monthly salary. Fuel costs average Ksh. 120 per litre, up from Ksh. 110. The story goes on!

Calid now pays his practice license fee to the central government and the county government. Introduction of VAT on most supplies by the central government only means that medical supplies have now become very expensive. Even though the supply of electricity in Funyula town is very unreliable, the Kenya Power and Lighting Company has increased electricity tariff by over 50%, citing reduced water levels in the dams.
All these have worked to ensure that Calid’s practice barely breaks even!
	50 minutes
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	Start Time:  2:50
	BREAK
	10 minutes

	Start Time:  3:00
	SECTION 6:  A COST MANAGEMENT AUDIT continued
	30 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	50-51
	23
	Debriefing
	Debriefing:
	20 minutes

	Key Cost
	Change? +/-
	What Caused It?
	When?
	Significant?
	Able to Control?
	Recommended Action

	Salaries
	+: The book keeper and cleaner are now paid a higher salary
	Increased cost of living 
	Since the transition to county governments
	Yes
	No
	Fix the other cost drivers to reduce resultant costs so as to cushion practice against increased salaries

	Stock-out 
	+:Medical supplies not sufficient for number of patients
	· Lack of storage space

· Increased number of patients
	With the growth of the number of patients
	Yes
	Yes
	Facility re-design to include overhead lockers for storage of drugs and other medical accessories

	Transport
	+: Driver has to go to Kisumu thrice every week
	· Increased cost of fuel

· Increased frequency of ordering drugs
	With the growth of the number of patients
	Yes
	Yes
	Reduce the number of orders by increasing the order quantity. This is however dependent on successful facility re-design.

	Rent
	+: The land lady has increased rent by 50%
	Increased demand for housing 
	Since upgrading Funyula town to Sub-county status
	Yes
	Yes
	In the short run Calid has to contend with paying high rents. However, he should think of acquiring a plot and constructing premises for his practice in the long run.

	Medications
	+: Increased prices
	Introduction of VAT on medical supplies


	Ongoing
	Yes
	Yes
	Share the cost with the patients by increasing consultation fee. The patients should understand since VAT is a national issue.

	Licensure
	+: Calid now pays practice license fee to central as well as county government
	Introduction of county governments
	Ongoing
	Yes
	No
	Fix the other cost drivers to reduce resultant costs so as to cushion practice against increased license fees

	Electricity
	+:Electricity tariff increased by 50%
	Low water levels in hydro-power dams
	Seasonal
	Yes
	No
	Fix the other cost drivers to reduce resultant costs so as to cushion practice against increased license fees

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	53
	25
	Debriefing
	Debriefing:

Question: Calid is contemplating increasing consultation fees charged to patients in order to operate at a reasonable margin of safety. In your opinion, what factors should he consider before implementing this increase?

· Competition: What fee is the nearby mission hospital charging? How many other facilities are providing the same services as Calid in Funyula town? How much are they charging?

· The standard of living in Funyula town: Is the proposed fee increase affordable given the standard of living in Funyula town? What fraction of residents can afford the fee increase?

· The target market: What is Calid’s target market? Can the target market afford the fee increase?

· The Practice’s target profit: What is Calid’s target profit? Can he achieve this target profit without increasing consultation fees?
	20 minutes


	Start Time:  3:30
	SECTION 7:  SUMMARY AND EVALUATION 
	30 minutes

	Slides
	Pages
	Learning Activities
	Facilitation Notes
	Duration

	54-55
56
57
58
59

	29-30
26, 27
28

	Individual worksheet

Next Step

Post-Test

Individual assessment and Report outs

Overview of next modules and schedule


	Evaluation:  Have each participant complete the evaluation form for the module, 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:  Say: "We have spent this session looking at costs: what drives them, how to manipulate them, and how they relate to profitability. You have to be mindful of costs, because if you don’t know them and pay attention to them, they can get out of control.

In the interest of increasing your practice’s profitability, you need to:

(1)  conduct a cost management audit using the Cost Management  

 Audit Job Aid on page 27; and

(2)  identify one or two key costs over which you have some control and 

take specific actions to control those costs and increase your practice’s profitability.
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 module 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 module. 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 module 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 Step, and close the session.
	10 minutes

10 minutes

10 minutes

	End Time:  4:00
	ADJOURN 
	


DISCLAIMER

The author’s views expressed in this publication do not necessarily reflect the views of the United States Agency for International Development or the United States government.


