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Questions to be discussed
1. The accounting and its meaning in the economics of the pharmacy.  

2. Types of the accounting and the reporting, their characteristic and regulation.

New terms:  
Accounting is the recording of financial transactions along with storing, sorting, retrieving, summarizing, and presenting the results in various reports and analyses. Accounting is also a field of study and profession dedicated to carrying out those tasks.
The income statement reports a company's profitability during a specified period of time. 
Information on the topic

Accounting has rightly been termed as the language of the business.
The basic function of a language is to serve as a means of communication
Accounting also serves this function. It communicates the results of business
operations to various parties who have some stake in the business viz., the
proprietor, creditors, investors, Government and other agencies. Though
accounting is generally associated with business but it is not only business which
makes use of accounting.

Accounting generally does not generate the basic information (raw financial data),rather the raw financial data result from the day to day transactions of the business. As an information system, accounting links an information source
or transmitter (generally the accountant), a channel of communication (generally
the financial statements) and a set of receivers (external users).
OBJECTIVES OF ACCOUNTING

The following are the main objectives of accounting:
1. To keep systematic records : Accounting is done to keep a systematic
record of financial transactions. In the absence of accounting there would have
been terrific burden on human memory which in most cases would have been
impossible to bear.
2. To protect business properties : Accounting provides protection to
business properties from unjustified and unwarranted use. This is possible on
account of accounting supplying the following information to the manager or the
proprietor:
(i) The amount of the proprietor's funds invested in the business.

(ii) How much the business have to pay to others?

(iii) How much the business has to recover from others?

(iv) How much the business has in the form of (a) fixed assets, (b) cash
in hand, (c) cash at bank, (d) stock of raw materials, work-in-progress and finished goods?

Information about the above matters helps the proprietor in assuring
that the funds of the business are not necessarily kept idle or underutilised.
 3. To ascertain the operational profit or loss : Accounting helps in
ascertaining the net profit earned or loss suffered on account of carrying the
business. This is done by keeping a proper record of revenues and expense of a
particular period. The Profit and Loss Account is prepared at the end of a period
and if the amount of revenue for the period is more than the expenditure incurred
in earning that revenue, there is said to be a profit. In case the expenditure exceeds
the revenue, there is said to be a loss.

Profit and Loss Account will help the management, investors,
creditors, etc. in knowing whether the business has proved to be remunerative or
not. In case it has not proved to be remunerative or profitable, the cause of such a
state of affairs will be investigated and necessary remedial steps will be taken.
4. To ascertain the financial position of the business : The Profit and Loss
Account gives the amount of profit or loss made by the business during a particular
period. However, it is not enough. The businessman must know about his financial
position i.e. where he stands ?, what he owes and what he owns? This objective is
served by the Balance Sheet or Position Statement. The Balance Sheet is a
statement of assets and liabilities of the business on a particular date. It serves as
barometer for ascertaining the financial health of the business.
5. To facilitate rational decision making : Accounting these days has taken
upon itself the task of collection, analysis and reporting of information at the
required points of time to the required levels of authority in order to facilitate
rational decision-making. The American Accounting Association has also stressed
this point while defining the term accounting when it says that accounting is the
process of identifying, measuring and communicating economic information to
permit informed judgements and decisions by users of the information. Of course,
this is by no means an easy task. However, the accounting bodies all over the
world and particularly the International Accounting Standards Committee, have
been trying to grapple with this problem and have achieved success in laying down
some basic postulates on the basis of which the accounting statements have to be
prepared.
6. Information System : Accounting functions as an information system for
collecting and communicating economic information about the business enterprise.
This information helps the management in taking appropriate decisions. This
function, as stated, is gaining tremendous importance these days.

USERS OF ACCOUNTING INFORMATION

The basic objective of accounting is to provide information which is
useful for persons inside the organisation and for persons or groups outside the
organisation. Accounting is the discipline that provides information on which
external and internal users of the information may base decisions that result in
the allocation of economic resources in society.
I. External Users of Accounting Information : External users are those
groups or persons who are outside the organisation for whom accounting function
is performed. Following can be the various external users of accounting
information:
1. Investors, Those who are interested in investing money in an organisation
are interested in knowing the financial health of the organisation of know how
safe the investment already made is and how safe their proposed investment will
be. To know the financial health, they need accounting information which will
help them in evaluating the past performance and future prospects of the
organisation. Thus, investors for their investment decisions are dependent upon
accounting information included in the financial statements. They can know the
profitability and the financial position of the organization in which they are
interested to make that investment by making a study of the accounting information
given in the financial statements of the organization.
2. Creditors. Creditors (i.e. supplier of goods and services on credit, bankers
and other lenders of money) want to know the financial position of a concern
before giving loans or granting credit. They want to be sure that the concern will
not experience difficulty in making their payment in time i.e. liquid position of
the concern is satisfactory. To know the liquid position, they need accounting
information relating to current assets, quick assets and current liabilities which
is available in the financial statements.
3. Members of Non-profit Organizations. Members of non-profit
organizations such as schools, colleges, hospitals, clubs, charitable institutions
etc. need accounting information to know how their contributed funds are being
utilised and to ascertain if the organization deserves continued support or support
should be withdrawn keeping in view the bad performance depicted by the
accounting information and diverted to another organization. In knowing the
performance of such organizations, criterion will not be the profit made but the
main criterion will be the service provided to the society.
4. Government. Central and State Governments are interested in the accounting
information because they want to know earnings or sales for a particular period
for purposes of taxation. Income tax returns are examples of financial reports
which are prepared with information taken directly from accounting records.
Governments also needs accounting information for compiling statistics
concerning business which, in turn helps in compiling national accounts.
5. Consumers. Consumers need accounting information for establishing good
accounting control so that cost of production may be reduced with the resultant
reduction of the prices of goods they buy. Sometimes, prices for some goods are
fixed by the Government, so it needs accounting information to fix reasonable
prices so that consumers and manufacturers are not exploited. Prices are fixed
keeping in view fair return to manufacturers on their investments shown in the
accounting records.

6. Research Scholars. Accounting information, being a mirror of the financial
performance of a business organization, is of immense value to the research
scholars who wants to make a study to the financial operations of a particular
firm. To make a study into the financial operations of a particular firm, the research
scholar needs detailed accounting information relating to purchases, sales,
expenses, cost of materials used, current assets, current liabilities, fixed assets,
long term liabilities and shareholders' funds which is available in the accounting
records maintained by the firm.

II Internal Users of Accounting Information. Internal users of accounting
information are those persons or groups which are within the organisation.
Following are such internal users :
1. Owners. The owners provide funds for the operations of a business and
they want to know whether their funds are being properly used or not. They need
accounting information to know the profitability and the financial position of the
concern in which they have invested their funds. The financial statements prepared
from time to time from accounting records depicts them the profitability and the
financial position.

2. Management. Management is the art of getting work done through others,
the management should ensure that the subordinates are doing work properly.
Accounting information is an aid in this respect because it helps a manager in
appraising the performance of the subordinates. Actual performance of the
employees can be compared with the budgeted performance they were expected
to achieve and remedial action can be taken if the actual performance is not upto
the mark. Thus, accounting information provides "the eyes and ears to
management".
The most important functions of management are planning and
controlling. Preparation of various budgets, such as sales budget, production
budget, cash budget, capital expenditure budget etc., is an important part of
planning function and the starting point for the preparation of the budgets is the
accounting information for the previous year. Controlling is the function of seeing
that programmes laid down in various budgets are being actually achieved i.e. actual
performance ascertained from accounting is compared with the budgeted
performance, enabling the manager to exercise controlling case of weak
performance. Accounting information is also helpful to the management in fixing
reasonable selling prices. In a competitive economy, a price should be based on
cost plus a reasonable rate of return. If a firm quotes a price which exceeds cost
plus a reasonable rate of return, it probably will not get the order. On the other
hand, if the firm quotes a price which is less than its cost, it will be given the
order but will incur a loss on account of price being lower than the cost. So,
selling prices should always be fixed on the basis of accounting data to get the
reasonable margin of profit on sales.
3. Employees. Employees are interested in the financial position of a concern
they serve particularly when payment of bonus depends upon the size of the profits
earned. They seek accounting information to know that the bonus being paid to
them is correct.
Financial Analysis

The basic concept here is that you want to assess the overall performance of the pharmacy business. You want to make sure it is sustainable, viable, and most importantly, profitable. I understand that modern pharmacy wants to focus on clinical aspects of us being recognized as healthcare providers. Which I absolutely agree with. However, at the end of the day, we can’t help patients if we can’t run a proper business.

Financial Statements

You will need to be able to assess 4 key business statements.

· Balance Sheet — total assets & total liabilities (determines net worth)

· Income Statement — revenue & expenses (performance of business)

· Owner’s Equity — retained earnings over time (health of business)

· Cash Flow — cash in & cash out (viability of business)

Financial Analysis

You will either calculate these numbers from the above statements or they may be provided from the finance department. Either way, you will need to assess the numbers and come up with a conclusion

Ratio Analysis

You’re looking at overall performance of business and comparing with industry standards.

Vertical Analysis

Assessing financial ratios over time with company’s own performance

Horizontal Analysis

Assessing one company’s financial ratios with other similar companies

3 Cornerstone Ratios Utilized in Pharmacy

· Solvency — ability to meet long term obligations

· Liquidity — ability to meet short term obligations

· Profitability — ability to make money

Solvency and Liquidity Ratios

Current Ratio — ability to meet current obligations

Current assets ÷ Current liabilities | > 3.5 To Exceed Industry Standards

Quick ratio — ability to pay off debt

Quick assets ÷ Current liabilities | > 1.5 To Exceed Industry Standards

Inventory turnover rate– inventory management performance

Cost of Goods Sold ÷ Average Inventory | Should be less than 10 days

Inventory turnover days — inventory management performance (yearly)

365 ÷ Inventory Turnover rate | Less than 40 days is ideal

Accounts Receivable (AR) turnover — collecting receivables and managing credit.

Net Sales on account ÷ Average AR | You want duration of 20–26 days or less

AR turnover days — collecting receivables and managing credit per year

365 ÷ AR Turnover | You want duration of 2 weeks or less

Accounts Payable (AP) turnover — paying financial obligations.

Cost of Goods Sold ÷ Average AP | Should be less than 30 days

AP turnover days — paying financial obligations yearly

365 ÷ AP Turnover | Should be less than 15 days

Profitability Ratios

Net Sales to assets — how well assets are used

Net Sales ÷ Average Total Assets | You want this to be greater than 3.7

Rate earned on total assets — profitability of assets

Net Income (Profit) ÷ Average Total Assets

Return on Investment — profitability of investments made by stakeholders.

Net Income ÷ Net Worth | Ideally should be between 25–50% but greater is better.

Financial Ratios for Pharmacy Business

Now let’s take a quick look at specific pharmacy business calculations.

•# Rx’s per day — how many scripts per day?

•Average Rx price — determines which type of scripts you actually dispense

•Percent third party — insurance should be majority but be cautious of audits

•Percent generic — can make or break profit margins depending on supplier and bulk ordering

•# FTE per Rx —Full Time Employee per script (i.e. staffing levels per volume)

•# FTE per Patients — Full Time Employee per patient (i.e. staffing levels per serviced patient)

•# Rx sales per hours open — simple, how many scripts are filled per hour of business operation

•# Rx filled per pharmacist per hour of operation — efficiency of each pharmacists per hour

The point of this breakdown is to give any pharmacist the ability to have some basic financial pharmacy management skills that can be applied to pharmacy practice. Whether you are planning on becoming a pharmacy manager some day, own an independent pharmacy, or just want to improve pharmacy operations, these basic skills will help you become more acquainted with finance.

Questions or Tests for self-evaluation
Task. Fill in the gaps:
1.Financial accounting is focused on the __________ financial statements of a company.

External       Internal

2.Financial statements report the fair market value of a company.

True                         False

3.Large corporations must follow the __________ basis of accounting.

4.Corporations whose stock is publicly traded must have their financial statements 

__________  by independent certified public accountants.

7.The acronym for the common rules and standards that companies must follow when preparing its external financial statements is  __________

8.__________ entry bookkeeping will result in at least two accounts being involved in every transaction.

9.Every transaction will have one account being credited and one account being 

__________

.

10.The accounting equation is Assets = __________+ Stockholders' (or Owner's) Equity.

11.Matching, cost, and full disclosure are examples of the fundamental or basic accounting  __________.

12.The profitability of a company for a specified period of time is reported on the __________statement.

13.The main components or elements of the income statement are __________, expenses, gains, and losses.

14.The statement of cash flows explains the changes in cash and cash 

__________ during the specified time interval.

15.The first section of the statement of cash flows is the __________activities.
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