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In today’s healthcare environment, not only must pharmacists be medication experts and highly knowledgeable clinicians, they should also understand that healthcare, and especially pharmacy, is a business which necessitates the need for effective managers. To fully comprehend the impact of each of the numerous transactions involved in the day-to-day operations, pharmacists and pharmacy students should gain an understanding  of the  guiding principles of accounting. 
Accounting is the systematic recordation of  the financial transactions of a business.
The key accounting concepts are as follows:

· Accounting information should be complete in all respects.

· Accounting information should be made available to users on a timely basis.

· Accounting information should be presented in a manner that is easily understandable to the user.

· Accounting information should be relevant to the needs of users.

· Accounting information should be reliable.

· Accounting information should contain no biases.

· Accounting information should faithfully represent the related business transactions.

· Accounting policies should be consistently applied over time, so that financial statements are consistent and comparable.

· A business transaction should only be recorded when it can be measured in a currency.

· Expenses should be recognized in the same period in which related revenues are recognized.

· Financial statements are prepared under the assumption that a business will be a going concern.

· Information should be reported if its absence would otherwise cause a user to make a different decision.

· Revenue estimates should not be overstated, nor should expense estimates be understated.

· Revenue should be recognized only when it has been earned.

· The financial statements of a business are to be based solely on the entity’s own transactions, and will not be intermingled with those of its owners.

· The underlying substance of a transaction is to be reported, rather than the legal form of the transaction.
The financial statements are comprised of four basic reports, which are as follows:

· Balance sheet. Presents the assets, liabilities, and equity of the entity as of the reporting date. This is typically considered the most important financial statement, since it provides information about the liquidity and capitalization of an organization
· Income statement. Presents the revenues, expenses, and profits/losses generated during the reporting period. This is usually considered the most important of the financial statements, since it presents the operating results of an entity
· Statement of cash flows. Presents the cash inflows and outflows that occurred during the reporting period. This can provide a useful comparison to the income statement, especially when the amount of profit or loss reported does not reflect the cash flows experienced by the business. This statement may be presented when issuing financial statements to outside parties.

· Statement of retained earnings. Presents changes in equity during the reporting period. The report format varies, but can include the sale or repurchase of shares, dividend payments, and changes caused by reported profits or losses. This is the least used of the financial statements, and is commonly only included in the audited financial statement package.

Who are the users of the financial statements? 

Financial statement users can consist of a multitude of individuals; however, they are  classified as either internal or external users, such as:
· Owners who monitor company profitability (internal)

· Managers who make frontline decisions affecting the operations of the various departments and divisions (internal)

· Lenders, current shareholders and potential investors who evaluate the business’s financial strength to make appropriate decisions with regards to loaning or investing money with the company (external)

Upper-level administrators often oversee the operations and accounting systems of multiple departments responsible for generating reports to evaluate performance. These individuals are responsible for planning, organizing, and controlling resources to ensure that an organization’s goals are met. Managerial accounting is used to refer to the various reports and supplemental information supplied to internal users of the accounting system’s information. 
Accounting transaction
An accounting transaction is a business event having a monetary impact on the financial statements of a business. It is recorded in the accounting records of the business. Examples of accounting transactions are:

· Sale in cash to a customer

· Sale on credit to a customer

· Receive cash in payment of an invoice owed by a customer

· Purchase fixed assets from a supplier

· Record the depreciation of a fixed asset over time

· Purchase consumable supplies from a supplier

· Investment in another business

· Borrow funds from a lender

Accounting records

Accounting records are the original source documents, journal entries, and ledgers that describe the accounting transactions of a business. Accounting records support the production of financial statements. They are to be stored for a number of years, so that outside entities can inspect them and verify that the financial statements derived from them are correct. Auditors and taxing authorities are the entities most likely to inspect accounting records. Examples of accounting records are:

·  the general ledger, 
· all subsidiary ledgers, 
· invoices, 
· bank statements, 
· cash receipts, 
·  checks.
Balance Sheet
The balance sheet is one of the  fundamental financial statements and is key to both financial modeling and accounting. The balance sheet displays the company’s total assets, and how these assets are financed, through either debt or equity.  Assets are what a company uses to operate its business, while its liabilities and equity are two sources that support these assets.
The Balance Sheet provides a picture of all of a company’s assets, liabilities and  owner’s equity  at a particular date, or point in time.
  The balance sheet is based on the fundamental equation: 
ASSETS = LIABILITIES + EQUITY
As such, the balance sheet is divided into two sides (or sections). The left side of the balance sheet outlines all a company’s assets. On the right side, the balance sheet outlines the companies liabilities and shareholders’ equity. On either side, the main line items are generally classified by liquidity. More liquid accounts like Inventory, Cash, and Trades Payables are placed before illiquid accounts such as Plant, Property, and Equipment (PP&E) and Long-Term Debt. The assets and liabilities are also separated into two categories: current asset/liabilities and non-current (long-term) assets/liabilities.
Assets
Assets are any things or resources that the pharmacy owns and that provide value to the company. Assets have future economic value that can be measured and expressed in monetary. Examples of assets: Buildings, Equipment, Cash, Inventory. So they can be physical assets like land, equipment and cash, or intangible things like patents, trademarks and software. 
	TOTAL ASSETS

	CURRENT ASSETS
	Cash and cash equivalents
	the most liquid assets:   currency, treasury bills and short-term certificates of deposit 


	
	Accounts receivable
	Accounts receivable: money which customers owe the company



	
	Inventory
	goods available for sale,  containers, packaging materials, raw materials


	
	Prepaid expenses
	representing value that has already been paid for, such as insurance, advertising contracts or rent


	LONG-TERM ASSETS
	Fixed assets
	land, machinery, equipment, buildings



	
	Intangible assets 
	non-physical, but still valuable, assets as intellectual property (patents, trademarks and software)



	
	Long-term investments
	securities that will not or cannot be liquidated in the next year




Liabilities
 Liabilities are the money that a company owes to outside parties, from bills it has to pay to suppliers to interest on bonds it has issued to creditors to rent, utilities and salaries. We can   classify a liability as a current liability if you expect to liquidate the obligation within one year. All other liabilities are classified as long-term liabilities.  Most types of liabilities are classified as current liabilities, including accounts payable, accrued liabilities, and wages payable.   Long-term liabilities - obligations of the entity that are not payable within one year of the balance sheet date. Some examples of long-term liabilities are the noncurrent portions of the following: bonds payable, long-term loans, pension liabilities, postretirement healthcare liabilities.
	TOTAL LIABILITIES

	CURRENT       LIABILITIES
	  Accounts payable (AP)
	 is the amount a company owes suppliers for items or services purchased on credit. As the company pays off their AP, it decreases along with an equal amount decrease to the cash account


	
	Wages payable


	the amount of wages that are owed to employees for work that was performed by the employees in prior periods


	
	Customer prepayments


	A prepayment is a payment received from a customer before you've issued an invoice


	
	Dividends payable 

	amounts of cash dividends that have been declared by the board of directors but not yet distributed to the stockholders


	
	Rent
	the amount of rent that the tenant has incurred but has not paid as of the date of the balance sheet


	
	Liabilities to budget, Tax
	A tax liability is the total amount of tax debt owed by an individual or  entity to a taxing authority.     Tax liabilities are incurred due to earning income, a gain on the sale of an asset or other taxable events

	
	
	social insurance and pension contribution


	
	Utilities 
	A current liability that reports the amounts owed to the utility companies for electricity, gas, water, phone as of the date of the balance sheet


	
	 Current Debt


	Includes  obligations that are due within one year time or within one operating cycle for the company


	
	Current Portion of Long-Term Debt
	 is specifically the portion due within this year of a piece of debt that has a maturity of more than one year. For example, if a company takes on a bank loan to be paid off in 5-years, this account will include the portion of that loan due in the next year


	
	Interest payable

 
	the amount of interest that has been incurred but has not yet been paid as of the date of the balance sheet


	
	A short-term loans
	generally runs less than a year, though it can also refer to a loan of up to 18 months 


	LONG-TERM     LIABILITIES
	Long-term loans
	 runs for 3 to 25 years, uses company assets as collateral, and requires monthly or quarterly payments from profits or cash flow



	
	Pension fund liability
	the money a company is required to pay into its employees' retirement accounts



Owners' Equity (Shareholders' Equity)
"Owner's Equity" are the words used on the balance sheet when the company is a sole proprietorship. If the company is a corporation, the words Stockholders' Equity are used instead of Owner's Equity. Owners' equity, referred to as shareholders' equity is the amount of money initially invested into the company plus any retained earnings and it represents a source of funding for the business. Retained earnings are the net earnings a company either reinvests in the business or uses to pay off debt; the rest is distributed to shareholders in the form of dividends.
	OWNERS' EQUITY

	Statutory Capital (Authorised capital)
	The amount specified in the constituent documents (Charter*) of the company. 

(*Charter - these documents, which are necessary to become a legal entity, will describe your business and provide details such as your objectives and your mission)


	Retained Earnings


	is the total amount of net income the company decides to keep

	Capital reserve
	is an account on the balance sheet that can be used for contingencies or to offset capital losses. It represents the accumulated capital surplus of a company, created out of capital profit.  

	Share Capital


	is the value of funds that shareholders have invested in the company.

	Paid-in Capital


	 is the amount of capital "paid in" by investors during  stock issuances.  Paid-in capital represents the funds raised by the business from selling its equity, and not from ongoing operations.

	Accumulated Other Comprehensive Income


	are expenses, gains and losses reported in the equity section of the balance sheet that are netted below net income. Other comprehensive income includes unrealized gains and losses on certain types of investments, as well as gains or losses on pension funds and foreign currency transactions.


Every accounting transaction has to follow the dictates of the accounting equation, which states that any transaction must result in assets equaling liabilities plus shareholders' equity. For example:

· A sale to a customer results in an increase in accounts receivable (asset) and an increase in revenue (indirectly increases stockholders' equity).

· A purchase from a supplier results in an increase in expenses (indirectly decreases stockholders' equity) and a decrease in cash (asset).

· A receipt of cash from a customer result in an increase in cash (asset) and a decrease in accounts receivable (asset).

· Borrowing funds from a lender results in an increase in cash (asset) and an increase in loans payable (liability).

Thus, every accounting transaction results in a balanced accounting equation.

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

1. Balance Sheet — total assets & total liabilities 
                                       (determines net worth)
2. Income Statement — revenue & expenses 
                                      (performance of business)

3. Owner’s Equity — retained earnings over time 
                                                (health of business)
4. Cash Flow — cash in & cash out 
                                                (viability of business)

