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Question 1
a) Monthly Profit or Loss
	March 
	
	
	
	
	
	
	

	Cash Accounting 
	
	
	Accrual Accounting
	
	

	Profit and loss statement 
	
	
	Profit and Loss statement
	
	

	Date
	Particulars 
	Amount ($)
	
	Date
	Particulars 
	Amount ($)

	15
	Revenue
	60,000
	
	5
	Revenue 
	60,000
	

	30
	Salaries 
	-50,000
	
	10
	Revenue 
	250,000
	

	
	Profit
	10,000
	
	30
	Salaries 
	-50,000
	

	
	
	
	
	
	Profit 
	260,000
	

	
	
	
	
	
	
	
	

	April
	
	
	
	
	
	
	

	Cash Accounting
	
	
	Accrual Accounting
	
	

	Profit and Loss Statement
	
	Profit and Loss Statement
	
	

	Date
	Particulars 
	Amount ($)
	
	Date
	Particulars 
	Amount ($)

	10
	Revenue 
	250,000
	
	6
	Revenue 
	250,000
	

	30
	Salaries 
	-55,000
	
	1
	Cost of revenue
	35,000
	

	
	Profit 
	195,000
	
	7
	Phone bill
	-1,000
	

	
	
	
	
	30
	Salaries 
	-55,000
	

	
	
	
	
	
	Profit 
	229,000
	

	
	
	
	
	
	
	
	

	May
	
	
	
	
	
	
	

	Cash Accounting
	
	
	Accrual Accounting
	
	

	Date
	Particulars 
	Amount ($)
	
	Date
	Particulars 
	Amount ($)

	6
	Revenue 
	250,000
	
	6
	Revenue 
	200,000
	

	5
	Cost of revenue 
	-160,000
	
	
	Cost of revenue 
	-65,000
	

	1
	Phone bill 
	-1,000
	
	30
	Salaries 
	-45,000
	

	30
	Salaries 
	-45,000
	
	
	Profit 
	90,000
	

	
	Profit
	44,000
	
	
	
	
	

	
	
	
	
	
	
	
	

	June
	
	
	
	
	
	
	

	Cash Accounting
	
	
	Accrual Accounting
	
	

	Date
	Particulars 
	Amount ($)
	
	Date
	Particulars 
	Amount ($)

	5
	Revenue 
	55,000
	
	5
	Revenue
	55,000
	

	29
	Revenue 
	200,000
	
	30
	Salaries
	-40,000
	

	30
	Salaries
	-40,000
	
	
	Profit 
	15,000
	

	
	Profit 
	215,000
	
	
	
	
	


b) Most Profitable Month 
The month of June was the most profitable month with a profit worth $215,000. This amount is determined by cash accounting which records a transaction when the payments are done either by the Hospital or by the patients. This is the actual profit that the Sydney Hospital generated during the month of June and is higher than the rest of profit generated in other months. It is important to note that March recorded a profit of $260,000. Although the profit is higher than that of June, the profit is evaluated through accrual accounting implying that the revenue recorded in March was not actually received during the same month. Therefore, June has the highest profit given that the revenues were actually received during the month of June although the services were provided to the patients in the month of May. 
c) The Profit and Loss Statements for the Period
	Cash Accounting 
	
	
	Accrual Accounting 
	

	Profit and Loss for the Period ending June
	
	
	
	

	Revenue 
	
	815,000
	
	Revenue 
	
	815,000

	Cost of revenue 
	-160,000
	
	Cost of revenue 
	-160,000

	Gross profit 
	655,000
	
	Gross profit 
	655,000

	Expenses:
	
	
	Expenses:
	
	

	Salaries 
	
	-190,000
	
	Salaries 
	
	-190,000

	Phone bill
	-1,000
	
	Phone bill 
	
	-1,000

	Net income 
	464,000
	
	Net income
	464,000



 	The profit and loss statements under both accounting concepts (cash and accrual) provide similar results. This is attributable to the fact that by the end of the accounting period, the company had no accruals on prepayments. Therefore, similar results are expected using both approaches when the hospital does not have accrued revenue. All the services received in the month of May were settled in June while the services received in June were settled in cash. Therefore, by the end of the accounting period, the hospital had no accrued amount. However, this would not have been the case if by the end of the period the patients owed the hospital. 
Question 2
a) Income Statement 
	Better Health Hospital Income Statement for the Period Ended 30th June 2008 
	

	
	
	
	
	                              Amount ($000)
	Amount ($000)

	Income:
	
	
	
	
	
	

	Government grants 
	
	
	121,201
	
	

	Income from department of human services 
	1,598
	
	

	Income from private practice 
	
	2,934
	
	

	Interest income 
	
	
	286
	
	

	Patients fees 
	
	
	12,401
	
	

	Other revenue 
	
	
	4,521
	
	

	Property income 
	
	
	13,342
	
	

	Total income 
	
	
	
	
	156,283

	Expenses:
	
	
	
	
	

	Administrative expenses 
	
	
	8,797
	
	

	Audit fees 
	
	
	92
	
	

	Drugs expense 
	
	
	8,440
	
	

	Food supplies 
	
	
	2,038
	
	

	Fuel, light and power 
	
	
	1,246
	
	

	Laundry 
	
	
	
	2,631
	
	

	Medical supplies expenses 
	
	13,965
	
	

	Repairs and maintenance 
	
	
	3,657
	
	

	Salaries and wages 
	
	
	91,991
	
	

	Patient transport 
	
	
	223
	
	

	Other staff expenses 
	
	
	3,398
	
	

	Other expenses
	
	
	1,551
	
	

	Total expenses 
	
	
	
	
	138,029

	Net income 
	
	
	
	
	18,254




b) Balance Sheet 
	Better Health Hospital Balance Sheet for the Period Ended 30th, June 2008
	

	
	
	
	
	                             Amount ($000)
	Amount ($000)

	Current Assets:
	
	
	
	
	

	Cash at bank 
	
	
	3,249
	
	

	Debtors 
	
	
	
	2,961
	
	

	Inventories 
	
	
	813
	
	

	Patient fees receivables 
	
	
	2,815
	
	

	Short term investments 
	
	
	35,435
	
	

	Total current assets 
	
	
	
	
	45,273

	Non Current Assets: 
	
	
	
	
	

	Property, plant and equipment 
	
	121,048
	
	

	Research assets (long-term)
	
	1,707
	
	

	Long term investments 
	
	
	3,100
	
	

	Total non-current assets 
	
	
	
	
	125,855

	Total assets 
	
	
	
	
	171,128

	Short term liabilities:
	
	
	
	
	

	Bank overdraft 
	
	
	532
	
	

	Short term borrowings 
	
	
	197
	
	

	Short term lease liabilities 
	
	15,618
	
	

	Other creditors 
	
	
	9,729
	
	

	Trade creditors 
	
	
	6,592
	
	

	Total short term liabilities 
	
	
	
	32,668

	Long-Term Liabilities: 
	
	
	
	
	

	Long term borrowings 
	
	
	985
	
	

	Long term lease liabilities 
	
	209
	
	

	Staff entitlements 
	
	
	11,069
	
	

	Superannuation 
	
	
	5,825
	
	

	Total long term liabilities 
	
	
	
	
	18,088

	Total liabilities 
	
	
	
	
	50,756

	Equity 
	
	
	
	
	
	126,197

	Income 
	
	
	
	
	
	18,254

	Retained earnings, Equity and Liabilities 
	
	
	
	195,207





c) Ability to Pay Short Term Debt 
The liquidity of a business is essential in paying short-term debts when they fall due (Hiadlovský, Rybovičová & Vinczeova, 2016). An appropriate ratio to assess the liquidity of the hospital is the current ratio calculated by dividing the current assets by the current liabilities of the hospital. From the calculation below, the current ratio is 1.39 indicating the hospital is in a position to settle short debt in time. A current ratio higher than1 implies liquidity health while a value below 1 indicates liquidity problems (Hiadlovský, Rybovičová & Vinczeova, 2016). 
	
	
	
	
	Amount ($000)

	Current assets 
	
	
	45,273

	Current liabilities 
	
	
	32,668

	Current ratio 
	
	
	1.39



d) If the staff entitlements were a current liability, the current liability would increase and result to current ratio of 1.04 as indicated below. Although, the current ratio is slightly above 1, the hospital would be having challenges in paying the short term obligations on agreed period. This ratio implies that the hospitals current assets is approximately equal to current liabilities (a ratio of 1:1). However, a ratio of 2:1 is considered appropriate in enhancing the liquidly of a business to prevent challenges in settling short-term debts (Hiadlovský, Rybovičová & Vinczeova, 2016). Lack of settling debts on agreed period has higher chances of destroying the relationship between the business and the lenders and thus, affect future source of funding or credit supplies (Hiadlovský, Rybovičová & Vinczeova, 2016). 
	Current assets 
	
	
	45,273

	Current liabilities 
	
	
	32,668

	Staff entitlement 
	
	
	11,069

	Adjusted current liabilities 
	
	43,737

	Current ratio 
	
	
	1.04



e) The hospital experienced a net cash inflow in 2007/2008. This is evidenced by the net income generated by the hospital amounting to $18.254 million. This is a result of having higher cash inflows as opposed to cash outflows in operating activities. The operating cash outflows amounted to $138.029 million while the operating cash inflow amounted to $156.283. Thus, the hospital experienced a net cash inflow for the period ended 30th, June 2008.
Question 3
a) Profit or Loss of Eastside Clinic 
	Number of patients 
	
	
	75,000

	Revenue per patient 
	
	
	$100 

	Total revenue 
	
	
	$7,500,000 

	Total cost 
	
	
	$7,080,962 

	Profit 
	
	
	
	$419,038 



b) Break Even Point 
	BEP = Fixed Costs /(Revenue per patient - Variable cost per patient)

	Total variable cost 
	
	
	$2,113,500 
	

	Number of patients 
	
	
	75,000
	

	Variable cost per patient 
	
	
	$28.18 
	

	Fixed costs 
	
	
	$4,967,462 
	

	Revenue per patient  
	
	
	100
	

	Variable cost per patient 
	
	
	$28.18 
	

	BEP
	
	
	
	69,165
	Patients 



c) Accepting the proposal would not have any impact on the profitability of Eastside Clinic. This is attributable to the fact that, the revenue and costs remain the same. When the government was paying for 25,000 patients, these patients, therefore, paid nothing while the 50,000 (total 75,000 patients) patients pay $100 each. A new proposal states that the government would be paying $60 for each patient. This implies that the patients would be paying $40. Therefore, the revenue per patient remains $100 while the costs still remain the same. This type of government subsidy is meant to help the patients on accessing health care (Stabile & Thomson, 2014). However, the subsidy doe not impacts directly to the profitability but have possible consequences of increased demand for healthcare services from the hospital. 
d) The Clinic would experience a higher number of patients by accepting the proposal since the patients would find it affordable to access the facility. Thus, the proposal has a higher chance of increasing the projected number of patients to the clinic from 75,000 to a higher number. Consequently, the company can increase its profitability on increased revenue. Rejecting the proposal prompts the government to set up its own dispensary. Therefore, the demand for Eastside clinic services would reduce and impact significantly on the revenue generated by the hospital. The clinic would possibly fail to cover the fixed costs and thus result in losses. Therefore, I would advise the hospital to accept the proposal given the considerations discussed. 
Question 4
The Importance of a Business Plan for Dr. Tom
A business plan is a critical tool for business management and growth. It enables a business owner to develop a well-designed plan that clearly explains the vision of the business and the strategies for meeting the business objectives ("The Importance of a Business Plan |", 2016). A business plan has various benefits including mapping the vision, attracting financing, managing a business, communication tool and attracting team members among other benefits. A business plan explains the type of business and how the business intends to carry out its operations from one step to another together with financial projections. It also explains the management approach to business as well as other necessary information required to starting and running a business. 
A business plan explains the goals and objectives of a business and gives a direction on how to achieve them. A financial plan is one of the important elements of a business plan that communicates on intended financial goals and how to achieve them ("The Importance of a Business Plan |", 2016). By preparing a business plan, Dr. Tom would develop a forecast and plan his resources with an objective of meeting such financial goals. The GP center would probably require a substantial capital requirement and thus, the need for external financing to meet the financial goals. Therefore, lenders require a business plan to access the potential of the healthcare facility to meet both short-term obligations and long obligations of repaying the borrowed funds. Therefore, a business plan acts a communication media where the lenders assess the projected financial performance of the new business and make a decision on funding the project. for instance, the lenders can assess the liquidity of the intended business by evaluating liquidity ratios from the projected financial performance in the business plan. 
Question 5
A company can report a high net profit while the bank account has less cash at the end of a financial year than at the beginning of a financial year. The differences are usually brought by the accounting approach used by the bank. An accrual accounting recognizes revenue or expense when they are earned rather than when they are paid (Gnanarajah, 2014). Therefore at the time of preparation of financial reports, the company can be owed or owe another stakeholder some amount of money. Therefore, the items indicated by the end of a financial year in financial reports may not be actually received or paid by the business. For instance, a company can sell goods worth $1 million on credit just before the preparation of financial reports or when the due date for such debt is still far. Accrual accounting records such sales at the date of the transaction but not on the date of payment. Therefore, the cash at the bank would be less since such debt has not been received by the business. 
A company can also report a net loss when the cash at bank at the end of a financial year is more than at the start of the year. This is also attributable to accrual accounting, the approach that recognizes revenues or expenses at the time of transaction rather than on payment or receipt. For instance, the company could owe a creditor amount worth $1million and such amount is not paid before preparation of financial reports. Therefore, the reports indicate $1million was paid to creditors while in the actual sense the company has not yet paid the creditor particularly when the due date is far. Thus, the cash at bank worth $1 million belongs to creditors and not the company hence more cash at bank at the end of the year.
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