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ACCOUNTING FOR
GENERAL PRACTITIONERS

any general practitioners have
a natural aversion to both
bookkeeping and accounting.
They do not realise that a basic
understanding of accounting is

a very useful tool within any business and
particulady within their clinics or practices.

Some doctors feel that accounting should
be left entirely to the bookkeeper or the
accountant. If this is done , many of the
important decisions that the doctor has to
make within his/her practice on a daily basis
are made without taking full advantage of the
accounting data.

The basics of accounting are ceftainly not
difficult to learn and if they are mastered,
they should enhance a medical practice and
contribute to the doctor's satisfaction.

The doctor's medical practice should be
viewed as a business. Every type of business
has its own des and ethics. Such des and
ethics are relevant particulady in a medica^
practice and it is important that they be rigor-
ously observed.

The reason for being in one's own busi-
ness is the personal satisfaction and enjoy-
ment that comes from managing the work
"your way" and also taking responsibility for
your own "profit" or income. A propedy run
business has a number of advantages for the
doctor. It should, inter alia:
1. Increase one's standard of living;
2. Maximise time management efficiency so

that the doctor has the opportunity to
participate in family, social and recre-
ational activities;

3. Cteate financial peace of mind so that th€
doctor is able to plan for holidays and
retirement without the threat of always
exceeding the limits on the overdraft and
receMng regular calls from the bank man-
ager; and, finally,

4. Allow the doctor to focus and concen-

t rate on h is /her  pat ients so that  the
administrative function is minimised.

There are three accounting summaries which
the doctor needs to know how to interpret
and use. These are recommended as starting
points for the introduction into accounting.
These three financial statements are:
1. The Income Statement
2. TlreBudget
3. The Cash-Flow Statement

The Income Statement
The Income Statement  is  a summary of
income and expenditure (costs) for the time
per iod under rev iew.  The d i f ference
between the income and the expenditure or
costs is the profit or "take home pay" of the
pfactitioner.

In the example (Table I), note that the
doctor has a turnover in excess of Rl-million
per annum (R1 051 468). The expenses in
this practice for the same time period are
R896 189. The doctor therefore draws an
annual "salary", "net income" or "profit" for
theyear, ofP.155279.

I t  is  sober ing ' to  real ise that ,  wi th a
turnover in excess of Rl 000 000 per year,
the doctor's monthly salary is just less than
R13 000. If this doctor wanted to earn at
least R18 000 a month before tax to meet his
financial commitments, how would you go
about advising the doctor to increase his
monthly saIary?

Most doctors have the natural tendency to
recommend increasing either consultations,
sale of medicines or the number of medical
procedures performed in order to increase
profit. The implications of these recommen-
dat ions are that  the doctor  wi l l  have to
increase the work load which will, of course,
impact directly upon the doctor's time.

An alternative solution is to reduce costs.
A review of the Income Statement shows that
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i f  bad debts could be reduced,  f inance
charges eliminated and salaries and related
expenses cut by 10%, then the doctor could
increase his profit or "take home pay" by 4Oo/o
to  R18  I15 ,88 .

The latter recommendations are some
suggestions which illustrate the use of the
Income Statement  for  decis ion making.
There are, of course, other possible solu-
tions. It should be obvious from this exam-
ple that a regular review of the Income
Statement is an opportunify for the doctor to
identify ways and means of increasing his/her
"take home pay" without impinging on recre-
ational time.

The Budget
It is surprising, particularly in our present
economic c l imate,  how quick ly  we lose
touch with the effect of inflation on our
monthly expenditure.

The running of  a pract ice inevi tably
entails certain goods and services having to
be purchased on a regular basis. Some of
these goods and services are regular expendi-
ture items independent of practice activities
(fixed costs), while certain others are vari-
able costs.

W'e can make choices about some of the
costs incurred, e.g. the costs of motor vehi-
c l es ,  i nsu rances ,  re t i r emen t  annu i t i es ,
employment of staff, etc. Budgeting at the
beginning of the year promotes a financial
discipline which will, hopefully, prevent the
practice managet or doctor from incurring
unnecessary costs which ultimately wil l
reduce the net profit or take home pay for
the doctor.

It is important when we budget to distin-
guish between the items of expenditure .
Firstly these items need to be classified as:

1. Absolutely essential now.
2. Essential in the future.
3. Usefirl to have.
4. Timesaving.
5. Nice to have.
6. Important to have, they improve my status.
7. Deserved, I've worked for it.
8. Extravagant, but I will treat myself anyuzay.

The next step in the budgeting process is to
determine a realistic amount that one should
spend on each of these items. The "three
quote" method is one way to go about doing
this. Firstly, the item of expenditure has to
be cleady defined. If the goods are to be pur-
chased, the specifications need to be cleady
wfitten.

Goods that need to be purchased within a
practice include: motor vehicles and elec-
tronic equipment, such as telephone answer-
i ng  mach ines ,  f axes ,  compu te rs ,  ECG
machines etc.

With respect to the purchase of services,
it may be more difficult for the untrained pro-
fessional to describe in detail the service
requirements for the staff and advisors, e.g.

insurance,  ret i rement  annui t ies etc.
However, there are many personnel consul-
tants who are able to appraise and select
these services.

Once you have a completed budget, the
next step in the process is to decide when
these items are going to be purchased. For
th is  purpose we requi re a Cash-Flow
Statement.

The Cash-Flow Statement
One of the most important attributes of a
Cash-Flow Statement is that it prevents the
unnecessary purchase of goods and services
on credit.

Buying on credit, particulady with our
current high finance costs, is an extremely
expensive option. Credit purchases will often
double the price of the goods purchased in
just under four years. The cost of a R50 000
overdraft, which is fully utilised at a 2oo/o
interest rate, amounts to Rl0 000 per annum.
If one could save this R10 000 per annum
and invest it at 16% over 25 y€ars, then the
income that would accrue from this invesl-
ment would be approximately R2.5-million.

In addition, the Cash-Flow Statement can
act ̂ s a motivator to both doctors and staff to
ensure that all outstanding money is timeous-
ly collected. Once again, assuming that the
doctor's book value amounts to appfoximate-
ly R50 000 worth of work per month and
that these debts are only collected on aver-
age at 6O days, then the monthly cost to the
doctor for allowing this credit is Rl 828,00
per month or R21 938,00 per year.

Compare this to investing R10 000 per
annum in the example above.

Some doctors believe that the Receiver of
Revenue pays for the credit. This of course
is a complete myth. A call to your local
Receiver of Revenue inviting him/her to
come and see patients in your practice to
earn the money to pay for this credit will
quickly dispel the illusion that the Receiver
of Revenue pays for it. You earn the money.
You make the decision to either pay it to the
Receiver of Revenue or to the financial insti-
tution that lent you the money.

You are often much better off paying the
Receiver of Revenue than borrowing money
in the present economic climate.

Better insights into the principles of
accounting are useful tools for decision mak-
ers within any business. The doctor, too, can
benefit by acquiring basic skills and imple-
menting accounting principles within a gen-
eral practice.

We have briefly considered the advan-
tages and use of three financial statements in
a general practice. Doctors do not need to
become highly skilled in accounting to make
a major impact on their practices and finan-
cial position. Appropriately applied account-
ing techniques will enhance the practice and
promote increased financial peace of mind
and job satisfaction. O

Table l: Dr XYZ's lncome
Statement for the year
ended 28th February
799s

INCOME

Fees received
- services 282397
- medicines 768 508

Interest received 563

I o5r 458

EXPENDTTURE 896 189

Accounting fees

Answering services

Bad debts

Bank charges

Cleaning

Computer expenses

Depreciation

Electricity & water

Entertainment/
staff refreshments

Finance charges

Insurance

Interest paid

Locum fees

Medical requirements

Motor vehicle expenses

Printing & stationery

Rent
- rooms
- office equipment

Repairs & maintenance

RSC levies

Salaries and
related expenses

Security

Subscriptions

Telephone and
postage

NET INCOME
for the year

r55 279
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