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Module 1— Financial Management: Why
Measuring the Vital Signs of the Private
Medical Clinic is Critical

Objectives:

By the end of this session, you will

 describe the owner and manager’s accountabilities and responsibilities in
understanding the financial status of a private medical facility

 describe the importance of financial records and financial management and
understand how they help a medical practice

 discuss key financial management concepts, understand financial
management activities, and know how this area can impact other ones in a
business
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A. What are the vital signs of your private medical
clinic?

In today’s competitive private medical care
environment it is important to keep your finger on
the financial pulse of your private facility.

A private medical clinic is a specialized business
with specific requirements and limitations—your
primary goal is delivering compassionate, quality
health care and treatment.

But you still face the same types of challenges that traditional businesses do,
such as

 expectations of excellent services

 pressure to keep prices down

 increasing competition

 climbing labor costs

 government regulations

As the owner or partner of a private medical practice you are responsible for
finding the balance to provide quality health care and ensure that the business
operates efficiently, effectively, and makes a profit. That is what business is
about.

Furthermore as the owner or partner you need to wear many hats as
ultimately you drive and manage the business. Of course there are many
people who work at the clinic and support you. But you have invested your
money in the business and must recognize the importance of knowing how
the business operates to make critical decisions.

Critical care for the medical practice

To keep your medical organization financially healthy, you must keep one
step ahead of foreseeable problems. That responsibility is where the financial
data you monitor is important. Every piece of information provides clues to the
operation of your business, and you have to know how best to use this
information.
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B. What is financial management?

Financial management is analyzing and reviewing the financial information
of a business to measure the current health of the practice and make
decisions to operate the business and, when necessary, improve
performance.

Why is financial management important for a private clinic owner?

 Planning future steps in business

 Making better business decisions

 Understanding what really is happening in a business

 Knowing what services in a business are making money and what
ones are losing money

 Being able to provide better information to lenders and those
interested in investing in the future of a business

Financial information is generated by collecting facts and data.
What is required to produce financial information? In a private
medical clinic, the records you use provide data to keep track of
the money you spend daily, the amount of money you collect
during the day, your promises to pay, and the promise of others
to pay you. These occurrences are called transactions, and it is
critical to organize them in a recordkeeping system.
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C. Who are the users of the financial information?

First and foremost you, who own and run a business, use financial information
to manage your private medical clinic. Also you must have organized financial
information for external users, such as investors, tax authorities, and lenders.

Group exercise

User of
information

Type of
information

Why this
information is

needed

1

2

3

4

5
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D. What is the accounting process?

Recording business transactions, preparing financial statements,
and using financial information to make business decisions

Business transaction = any business deal that involves money. It can be a
sale, a purchase, a loan, a lease payment, or any activity in which money is
shifted from one account to another. The money can be in the form of cash,
check, or a promise to pay. Numerous transactions occur in a business.

Journal = a daily record in which each transaction is recorded in
chronological order. A journal is also called books of original entry. Each
journal entry shows

 the date of the transaction

 a brief description

 the amount of money involved

 the assets, liabilities, capital, or type of income or expense the
transaction affects

Ledger = a book of accounts in which each individual type of transaction is
maintained separately. Typically a separate account is created for assets,
each type of liability, owner’s equity, revenue, and expenses.

Trial balance = a worksheet that lists all of the general ledger accounts and
their debit or credit balances. It help identify errors in the books. The total
debits must equal the total credits. If they are not equal, there is an error.

Business
transaction

Journal Ledger

Trail
balance

Financial
statements

http://www.toolkit.com/pops.aspx?pageID=P99_06_1350_03
http://www.toolkit.com/pops.aspx?pageID=P99_06_1350_05
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Financial statement = a written report that quantitatively describes the
financial health of a business. The financial data is collected throughout the
process and organized in a way to present meaningful information.
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E. Why are we interested in financial statements?

Financial information provides an understanding of what is
going on financially in a business. Financial statements allow
clinic owners to sort through the large amount of information
a business generates and organize it in a meaningful way.
These statements provide essential information that enables
you to choose actions that will direct the business’s activities
successfully. Financial information is like a map of what is
going on in your business. It needs to be used in decision-
making to take action.

What are commonly used financial statements?

 The balance sheet

 The income statement

 The cash flow projection

Using these financial statements, you can evaluate your business in three
ways.

 Examining your business’s profitability shows if it is making money,
getting stronger, or getting weaker. If it is getting weaker, you learn why
and identify what you can change to improve its condition.

 Examining how your company is using resources shows if you are
using your business resources efficiently, if the resources are being
properly funded, and if you have the right amount of resources.

 Examining when you generate and utilize your financial resources
helps you make sure you have right amount of resources when you
need them to grow the business.
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The Balance Sheet

ASSETS LIABILITIES

EQUITY

TOTAL ASSETS LIABILITIES + EQUITY

The Income Statement

Sales

- Cost of sales

= Gross profit

- Operating expenses

= Pretax profit

- Tax

= Net profit

The Cash Flow Projection

Cash Jan. Feb. March April May June
Start
Cash in
Cash out
Balance


