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Financial Management for Your Practice
Fund Your Health Practice
Agenda:

· Welcome 
· Addressing Borrowing Concerns

· Assessing Financing Options

· Considering Financing Options

· Selecting Financing Options

· Summary and Evaluation
· Close
Learning Objectives:  During this workshop, you will: 
1. Address objections to borrowing money;
2. Define and distinguish internal and external financing options;

3. Discuss the pros and cons of different financing options; 
4. Assess the best way to meet funding needs;

5. Select financing options;

6. Discuss the next step; and
7. State your key take away from this session.

Introductions
	[image: image2.wmf]
	Instructions:   Please introduce yourself to the group: 


1.
Your name

2.
Your job title

3.
Your business

4.
How long you have had your business

Borrowing Concerns Questionnaire
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	Instructions:   As the statements below are read, if you agree with the statement, move to the right of the facilitator. If you disagree with the statement, move to the left of the facilitator. Then quickly

confer with your temporary group so that you can explain your answer.



  Agree
Disagree

  1.
It is better to use your savings than to borrow to 

invest in your business.

___

___

  2.
Borrowing money is risky.

___

___

  3.
It is always expensive to borrow money.

___

___

  4.
Businesses should not borrow to cover short-term cash


flow needs.

___

___

  5.
You can lose control over your business if you borrow


money.

___

___

  6.
Banks don’t want to lend to small businesses.

___

___

  7.
If the interest rate is high, you should never borrow.

___

___

  8.
Investing your savings and getting a bank loan are not


the only ways to obtain necessary financing.

___

___

  9.
Savings from profit are usually not enough to grow


a business.

___

___

10.
If you don’t want to grow your business, then you 


never have to worry about borrowing money.

___

___


11.
Borrowing money should never be the only option


you consider when your practice needs additional funds.

___

___



Internal and External Financing Options
There are two categories of financing options for a business:

1.
Internal financing comes from within the practice. There are three general possibilities for internal financing:

(a)
Profit is reinvested into the business.

(b)
The owner injects more capital or makes a personal loan to the practice. 
(c)
A partner either makes a loan or invests more money in the business.

2. 
External financing comes from outside the practice. There are many more 
possibilities for external financing. 
Some of these include: 
(a)
investors

(b)
bank loans
(c)
leasing
(d) 
supplier credit 
(e)    crowdfunding

Every financing option, whether it is internal or external, has advantages and disadvantages that a practice should seriously consider before making a financing decision.
Rating Financing Options
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	Instructions:   Working independently, please review the financing options discussed on pages 8- 14 and then rank the options in terms of what you would recommend to a practice that has been in business for several years and needs financing to buy some new equipment.  Consider #1 as the first choice.

Rank the options twice: 

(1)  For Ranking A, rank all 8 options. 

(2)  For Ranking B, assume there are no profits to reinvest into the 

       practice and not enough personal savings to invest, then rank the 

       remaining 6 options. 


	Financing Option
	Ranking A
	Ranking B

	1
	Reinvest profits back into the practice.
	
	

	2
	Invest personal savings into the practice.
	
	

	3
	Involve an outside investor.
	
	

	4
	Use crowdfunding.
	
	

	5
	Supplier credit.
	
	

	6
	Leasing.
	
	

	7
	Get a loan from family or friends.
	
	

	8
	Get a loan from a bank.
	
	


Description of Financing Options

EQUITY
Equity is the money and property a practice owner contributes to a business. 

There are three main sources for increasing your equity in your practice:
· Savings:
 You can increase your equity by investing some of your personal savings in the practice. 
· Profit reinvestment:
 You can increase your equity in the practice by reinvesting profits from ongoing operations back into the practice rather than taking them out as dividends.

· Outside investors:  You can get equity from an outside investor. Generally outside investors earn a return for the money they invest. For many small businesses like your practice, outside equity often comes from sources such as friends, family, employees, customers, or other colleagues in the health sector (like midwives, doctors, and pharmacists).

For start-up practices or practices beginning new activities, equity should be the first place to look for funds. 

The more of your own money you use, the less you will depend on others!  And equity, by nature, does not have to be repaid like loans do.
Advantages of Equity

· It is important to invest your own money in your business, especially if you anticipate applying for a loan. Lenders like to see that you have invested in your business; it shows commitment and belief in your endeavor.

· Outside investors may have expertise that will improve the business.
· Equity does not need to be repaid.  Nor is there a fixed interest cost.  It is often the least expensive financing option.
· The more of your own money you use, the less you have to depend on others.

Disadvantages of Equity
· If you use equity from an outside investor you will share the ownership, decisions, control and profits of the company with that investor. The outside investor may not agree with your vision.

· Owners base their equity investments on their personal savings, wealth, or the retained earnings of the business. For many people this approach means they have to wait a long time before there are sufficient resources to add equity into the practice. 

· By investing all of your savings into equity, you leave yourself and your family with no funds for personal emergencies. 

CROWDFUNDING

Crowdfunding is a method of raising capital in small amounts from a large group of people using the Internet and social media. 
Many investors believe that this strategy is more successful than attempting to go the more traditional route for funds for a small business. While some investors may be hesitant to invest, crowdfunding provides an alternative way to obtain financing from a number of backers.
There are a number of crowdfunding websites, such as IndieGoGo, Kickstarter or GrowVC, that use platforms for social-networking to bring borrowers and pools of lenders together.
Advantages of Crowdfunding:
· It provides access to capital. Crowdfunding can be done without giving up control or accumulating debt. 
· It serves as a marketing tool. An active crowdfunding campaign is a good way to introduce a venture’s overall mission and vision to the market, as it is a free and easy way to reach numerous channels. 
· It introduces prospective loyal donors. People who view the entrepreneur’s campaign and decide to contribute are likely to be loyal donors throughout the life of it. 

· It’s easier than traditional loan applications. In order to get started on the crowdfunding path to funding and exposure, an entrepreneur only needs to contact the chosen crowdfunding platform that best suits their campaign theme and purpose, share their venture’s powerful message, make a video, and establish some attractive rewards.

· It’s free public relations. The momentum created by successful crowdfunding campaigns attracts potential investment from traditional channels and attention from media outlets. 

· It is free! On all or nothing crowdfunding platforms (meaning that you only get the funds raised if you reach 100% or more of your funding goal) there are many benefits and no fee to participate. If an entrepreneur sets a goal and doesn’t reach it, there is no penalty. When successful, the average commission for the platforms is around 5% of total funds raised.
Disadvantages of Crowdfunding:

· It is not a solution for every business model. 
· It is not considered to be a sustainable source of revenue. 
· There is a limited amount of money that can be raised through crowdfunding. 

· People are reluctant to give money if they do not get any return on their investment. 
· One needs familiarity with and access to the Internet.
· It is based on having a pre-existing audience or being able to gain one in a short amount of time.
· Because it deals with the collection of money and soliciting investments, you have to be extra careful not to violate any existing laws or regulations.

SUPPLIER CREDIT
Another important source of financing for practices is supplier credit. Many pharmaceutical suppliers and wholesalers will provide drugs and medical supplies to practices on credit. Often suppliers will require practices to pay for the drugs within 30 to 60 days. They typically provide this grace period as a courtesy to practices and do not charge interest. Pharmaceutical wholesalers, distributors, and sometimes retailers are the main sources of supplier credit.   Suppliers of equipment can also offer credit terms that can be longer, depending on the amount of the investment.
Supplier Credit Can Help
· Cash flow: Supplier credit enables providers to manage their cash flow by not having to use cash up front to purchase a supply of drugs, often one of the major expenses of operating a small practice. 
· Establish a working relationship with a supplier. It is important for practices to build relationships with suppliers and learn to negotiate the best terms possible. 

Supplier Credit Can Be Restrictive 
· Suppliers set credit limits, especially if they think a client may be risky. For certain types of clients, such as rural ones, credit limits may either be low or the supplier may be unwilling to offer stock on credit at all. In addition, suppliers may offer providers short terms and will not extend credit beyond 30 to 60 days. 
· Suppliers may charge higher prices for goods sold on credit. The difference in price between supplies purchased on cash and those purchased on credit is a real cost of credit.
· This financing option is restricted to the goods the supplier sells, and cannot be used for other brands of products.

LEASING

Practice owners can lease supplies such as equipment, vehicles, and space. Equipment leasing is when a practice owner rents equipment from its owner. There is a contract between the practice and the owner of the equipment that includes how much per month the equipment will cost and a specified number of months that the equipment is leased. 
The leasing arrangement benefits both the practice and the owner of the equipment. The practice generates extra income from the use of the equipment, and the equipment owner receives income while retaining the security of ownership. 

Leasing of medical equipment can be advantageous:
· You can try, test, and evaluate the equipment over a period of time without the commitment of purchasing it
· As technology and equipment are changing so quickly, you want to stay up to date with your equipment, so it is better to lease and have the option of getting something newer when the lease expires.

· Often there is an option to buy the equipment for a small sum of money once the lease ends.
There are several possible sources of leases:  medical equipment manufacturers, specialized leasing companies, financial institutions (such as banks and microfinance institutions), and other practices or medical facilities for space.

Leasing can be restrictive:

· Only certain products can be leased.

· Leasing is not always offered by financial institutions or suppliers in your area.

· Laws and regulations can be restrictive.

LOANS

A loan is money that is lent and repaid with interest within a specific timeframe. Loans can be short term with full repayment due in less than a year or long term with repayment due in more than one year. Loans typically require security such as guarantees or collateral. 

Practices should consider taking a loan only if the increased investment will lead to increased income and the business can generate enough cash to repay the loan. 

There are many different sources of loans including family and friends, banks, cooperatives, credit unions, and microfinance institutions.
Advantages of Loans
· The lender does not gain an ownership interest in the practice and does not have a management role. This relationship allows the practice owner to keep his or her practice’s structure, goals, and mission. 
· The practice’s obligations usually are limited to repaying the loan. 
· Loans can be used for a variety of purposes.


Disadvantages of Loans
· A start-up practice may find it difficult to get a loan if it does not have adequate assets to pledge as collateral or a satisfactory track record. 
· You will pay interest and other fees to the lender, which can be expensive.

· If a practice already has a lot of debt, some financial institutions may be reluctant to lend more without an increase in equity. 
· Often collateral or additional guarantees are required.

· Most lenders require the regular repayment of principal and interest without a grace period, which may be difficult during the start-up period of a practice or a new practice activity.
Some important information you should know about bank loans
Many financial institutions require borrowers to offer collateral, property that a practice or practice owner personally owns that is used to guarantee a loan. If a loan is not paid, the lender sells that property and uses the funds received to pay off the unpaid loan amount. Collateral could include business assets (equipment and furniture), property (which can be used even without a property deed), or the practice owner’s home. Often the value of the collateral considerably exceeds the loan amount.

Interest and other fees are the costs you pay to borrow money. Typically a borrower pays a standard fee (a percentage of the loan amount) for processing and disbursement of the loan. A borrower also pays interest on the amount of the money borrowed. The lender charges this amount for the use of the money to cover its costs of doing business. 

When a practice repays a loan, you pay back a regular payment as agreed upon with the lender. The loan payment follows a set repayment schedule that is normally provided to you when you receive the loan. The schedule identifies the date specific payments are due, how much is to be repaid toward the loan itself (principal), and how much is to be paid toward the fee for borrowing (interest). The length of time that a practice has to repay the loan is called the loan term.

Lenders evaluate a potential borrower’s creditworthiness to determine the likelihood that it will repay the loan on time, that is, if it is an acceptable risk. The bank analyzes not only the business itself, but the characteristics and reputation of the business owner as well.  The attributes reviewed are often called the five C’s of credit:  character, capacity to repay, capital (owner’s equity investment), conditions of the market, and collateral.


Remember, if your business cannot generate enough cash from its operations to repay the loan on time, do not borrow!  Find other sources of financing!

Financing Options Quick Cheat Sheet
	Financing Option
	Description
	Expense
	Advantages
	Disadvantages

	Equity:
	- Owner contribution
	- Least expensive

- No repayment

- No fixed interest 

   
	- Lenders want personal 

   investment

- Decreases dependency 
	- Equity takes a long time 

- No personal funds left

	- Savings
	- Invest savings
	
	
	

	- Profit Investment
	- Reinvest profit
	
	
	

	- Outside Investors
	- Money from investors
	
	- Provide expertise
	- Share ownership, control 

   and profits



	Crowdfunding
	- Raise small amount of 

  capital from large 

  number of people 

  using Internet and 

  social media
	- Free or                       - 5% commission
	- Access to capital

- No loss of control

- No debt incurred

- Good marketing tool

- Possible loyal donors

- Easier than loan application

- Free public relations


	- Not sustainable

- Limited amount of money

- Need Internet access

- Needs audience quickly

- Laws and restrictions 

	Supplier Credit
	- Purchase with a grace 

  period to pay
	- Prices for goods 

   may be higher
	- Manage cash flow 

- Working relationship 


	- Credit limits

- Short grace period 

- Prices may be higher

- Restricted goods 



	Leasing
	- Renting equipment
	- Initial reduced 

   expense

- Possible higher  

   long-term cost 
	- Extra income 

- Test equipment 

- Stay up-to-date 

- Option to buy 
	- Restrictive

- Limited projects

- May not be available

- Restrictive laws 



	Loans
	- Money lent and repaid 

  with interest within a 

  specific timeframe
	- Interest and fees 

   may be high 
	- No loss of ownership or control

- Limited obligation-repay loan

- No restriction on uses
	- Requires collateral

- Difficult to get if in debt

-  No grace period


Which Financing Option Is Better?
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	Instructions:   Group with others who selected the same financing option as their #1 selection for Ranking B. Prepare to debate the advantages of your selection over the other options.




Our preferred financial option: _______________________________________________________________

It is better than the other options for these reasons:

	Financial Option
	Financial Option
	Financial Option
	Financial Option

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Factors to Consider in Selecting a Financing Option

  1.   
Accessibility to funds
  2. 
Amount needed

  3.   
Purpose (what will funds be used for?)
  4. 
Repayment plan and ability to comply
  5. 
Interest rate and fees
  6. 
Collateral requirement

  7. 
Grace period

  8. 
Equity contribution requirement

  9.      Advantages and disadvantages of each available source of financing

10.     Other requirements, e.g. business plan, financial statement, etc.

Financing Plan Considerations
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	Instructions:   Working with your table group, please review the case below and then complete the table on page 19. 


Case:  Queen of Sheba Higher Practice
Background: Queen of Sheba Higher Practice was established by Dr. Elsa Getachew in 2008 as a sole proprietorship.  Dr. Elsa is a family doctor who worked in a public hospital in Addis for 7 years prior to opening her own practice.  In 2010, Dr. Elsa witnessed a significant rise in TB prevalence among the households in the communities served by her practice, and a surge in demand for testing and treatment.  She started introducing TB testing services and currently her practice is seeing at least 60 patients per month.  
She would also like to provide TB treatment. However, her practice would need to have physical facilities that conform to local health regulations- a separate room with a dedicated entrance and windows facing the street for full ventilation. She is considering obtaining a bank loan to finance this project. Below is what Dr. Elsa has prepared for her financing plan.


Description of project: Building an extension to the existing facility to better screen and treat TB patients


Length of project: 4 - 6 months
Queen of Sheba Higher Practice: Building Extension Project

	Requirements of Project
	Cost 
	Timing
	Assumption

	Construction of physical infrastructure
	 1,000,000 
	Months 1-4
	

	Purchase of x-ray machine
	 100,000 
	Month 4
	

	Purchase of TB treatment
	 50,000 
	Month 4
	one year's supply for 500 patients at government subsidized rate

	Purchase of TB testing supplies
	 20,000 
	Month 4
	

	Purchase of furnishings for exam room
	 20,000 
	Month 5
	

	Hiring of one additional nurse
	 150,000 
	Month 5
	one year salary

	Total cost of project
	 1,340,000 


	Sources of Funding
	Amount
	Availability
	Term
	Conditions

	Owner's Contribution/Equity
	
	
	
	

	Owner contribution
	 250,000 
	Immediately
	
	

	Reinvestment
	 170,000 
	Immediately
	
	

	Non-Bank Financing
	
	
	
	

	                                  Family loan
	 300,000 
	Immediately
	None
	None

	Supplier credit - equipment
	 100,000 
	Immediately
	6 months
	monthly installment of 20,000 

	Supplier credit - furnishings
	 20,000 
	Immediately
	14 days
	5% interest on principal amount

	Bank Financing
	
	
	
	

	                                    Bank loan
	 1,000,000
	Upon approval
	3 years
	7% interest on principal amount,

collateral, submission of financial statement


Analyzing the Queen of Sheba Higher Practice’s Financing Plan

	Financing Option
	This is an effective choice if the owner considers:

	Equity: Owner contribution


	

	Equity: Reinvestment
	

	Family loan
	

	Supplier credit-equipment
	

	Supplier credit- furnishings
	

	Bank loan
	


Proposing a Financing Plan 
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	Instructions: Working with a partner, your responsibility is to propose the sources of funding that Professor Arthur Diang’a should use to finance a second practice.


PROF. ARTHUR DIANG’A

Prof. Arthur Diang’a has been in private practice as an HIV and AIDS specialist since 1987. His practice is located at Commonwealth House along Moi Avenue, Nairobi County. This practice has been so successful that he reregistered it as a medical foundation about 10 years ago. His practice receives clients from all corners of the world. Prof. Arthur only sees patients on appointment, given his level of expertise and experience. The majority of his clients come from across Africa, but he also sees a sizeable number from the Middle East and Europe. 

Generally, Moi Avenue is a very busy street. The traffic jam starts at 7:00 am and continues up to 10:00 pm. Parking slots along this street are always full by 7:30 am. Prof. Diang’a has his own parking space in the basement of Commonwealth house, but accessing it is a nightmare, given the traffic. His clients have to park far away and walk to the practice. The problem is that some of his clients are too frail to walk for 20-30 minutes. They have constantly asked him to relocate to, or open another branch in, a place that is easily accessible. 

Prof. Diang’a had delayed making this decision, due to his concern about the heavy investment involved. However, he is now noticing that many of his clients are missing their appointments, and he attributes this to the traffic jam and lack of parking space. He realizes that there is an urgent need to set up a branch of his practice in a place where he can see clients who are unable to come to the CBD. 

Quick thinking has led him to settle on Loresho, which is located in the suburbs of Nairobi County. Loresho has a quiet, private and serene environment that is ideal for a medical practice. Prof. Diang’a owns a house located on a one-acre piece of land at the heart of Loresho. He acquired this house when he was working as a Professor at the University of Nairobi’s School of Medicine. He lived here briefly with his family before shifting to Lavington, where he had acquired a second house. Since then, he has been using the house in Loresho as his research center.  

Prof. Diang’a intends to open his second practice here. He has successfully applied for a change of use permit from the city council of Nairobi. Using his expert judgment, he estimates that setting up this second practice will cost Ksh. 15,000,000 based on the following schedule:

	Budget Item
	Cost in Ksh.

	Refurbishment
	3,500,000

	Equipment Purchase
	5,500,000

	Furniture & Fittings
	   500,000

	Medical Supplies (1 year)
	2,000,000

	Staff Salaries (1 year)
	1,500,000

	Overhead Expenses (1 year)
	1,500,000

	Miscellaneous Expenditures
	   500,000

	Total Cost
	15,000,000


His headache has now shifted to raising this money within the shortest time possible. This second practice must be in operation within the next three months. Prof. Diang’a is considering several options:

· He has Ksh. 3,000,000 in his personal savings account. However, this amount is held as a cash guarantee for a loan of Ksh. 2,500,000 that he took from his bankers, BBK Ltd. This loan matures in one year’s time. 

· There is a total of Ksh. 2,500,000 on his practice account and he has issued checks worth Ksh. 1,000,000. These checks have not yet been presented. 

· The practice is owed Ksh.1, 200,000. This includes Ksh. 200,000 in overpaid taxes and Ksh. 1,000,000 in patient debt. It is expected that these amounts shall be collected within the next 5 months. 

· Prof. Diang’a also has a personal life insurance policy of Ksh. 3,000,000. He is up to date on premium payment for this policy.

· Five years ago, he signed up for an investment plan with Britam Assurance Co. Ltd. The current market value of this policy is Ksh. 3,500,000. When it matures in the next five years, he will receive a lump sum of Ksh. 8,000,000.
· He has been an active member of Afya SACCO Ltd., a Savings and Credit Society for health workers. His shares total Ksh. 1,500,000. The SACCO’s lending policy stipulates a maximum repayment period of three years at annual interest rate of 10%. Banks charge an average of 18% per annum on bank loans. The SACCO will lend amounts up to two times the savings of a member. 

· Prof. Diang’a sees no hurdle in obtaining drugs and other medical supplies, since he has a good reputation and a longstanding relationship with his suppliers. Usually suppliers allow him up to 30 days to make payments. 

· The medical equipment he requires is very expensive and bulky. Vendors of such equipment usually offer flexible terms:

· The first option is to acquire it on hire- purchase terms with a down payment of 30% and the remaining balance to be paid in 24 equal monthly installments at 10% interest.

· The second option is to sign an operating lease arrangement in which the practice would pay equal monthly rentals to the supplier for a period of five years. 

· The third option is for the outright purchase of the equipment by paying the total cost of the equipment with immediate transfer of ownership.

Question:   How should Prof. Arthur Diang’a finance this second practice?

The Next Step
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	Instructions:   



1. When you have need for additional funds, carefully assess all of your options before you create your financing plan.
2. Verify the availability, terms and conditions of the sources in your financing plan.

3. Shop around to find the most favorable arrangements and ensure that there is the likelihood that a mutually beneficial relationship will develop between you as practice owner and your funders. 

My Key Takeaway
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	Instructions:   Please stand up when you have completed this sentence: 
My key takeaway from this session is:


Evaluation Sheet
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	Instructions:  Please answer the questions below as completely and constructively as possible. Thank you! 





Strongly
   Neither
Strongly




  Agree
Agree nor              Disagree

This training:



   Disagree
covered the content as advertised
5        
4        
3         
 2       
1

was logical and effective  
5        
4        
3         
 2       
1

provided information I can apply in my work
5        
4        
3         
 2       
1 included useful handouts for future reference
5        
4        
3         
 2       
1

The facilitator:

was knowledgeable
5        
4        
3         
 2       
1

was effective
5        
4        
3         
 2       
1

stayed on topic and on time
5        
4        
3         
 2       
1

As a result of this workshop, I am better able to:

address objections to borrowing money;
5
4        
3         
 2       
1
define and distinguish internal and external

financing options;
5
4        
3         
 2       
1
discuss the pros and cons of different financing

options;
5        
4        
3         
 2       
1
assess the best way to meet funding needs; 
5
4        
3         
 2       
1
select financing options.
5        
4        
3         
 2       
1




Excellent
Average

Poor

Overall, I would rate this training:
5        
4        
3         
 2       
1

I would recommend this training to a colleague:
___
Yes          ___  No

Personal Significance of Workshop:

Of the ideas or techniques covered, I think that these will be of most use to me:


Recommendations for Improving the Training:

Additional Comments:

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.
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