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Chapter 1
Business: Why Learn It?

Money makes the world go ‘round.
Whether you like this statement or not, it’s an unavoidable truism that exists no matter where on earth
you live. And money ties into business. So, how much do you really know about money and its close
relative, business? A little? A lot?
Not to insult anyone’s intelligence, but I’ll venture an assumption, an assumption about your business
knowledge. I’ll assume you know as much about business as I knew during the early years of medical
training or just starting out in a medical practice, and that is…absolutely nothing! Yes, I knew virtually
nothing about the business of medicine or anything relating to business whatsoever, other than the
ability to balance my checkbook. Yet, the practice of medicine is a business and your profession as a
doctor—whether as an employed physician or entrepreneur—is part of a business entity in one form or
another, requiring business relationships and business transactions. This is the reality of the world
whether it be medicine or some other endeavor, so it’s crucial you learn something about business in
the early stages of your training.
We work hard, day-in and day-out, not thinking about money, and when time comes for payday or
distributions you look at the financials and wonder…where did it all go?
As the title of this works suggests, we’re going to start at the very beginning, with bare-bones basics on
the nature of business. With this assumption in mind—that you know little to nothing at all—we’ll the
reason’s you need to know something about business. But first of all…
WARNING!
This presentation may be harmful to your health. Something bad might happen, including, but
not limited to, confusion, hypersomulence, and irrational behavior. As it is well known that
medical doctors (in general) are clueless in the affairs of money, this doctor likewise should be
held entirely immune, in perpetuity, from all liability and harmful actions to his body, psyche or
bank account. Consult your financial advisor, your common-sense counsellor or other don’t-dosomething-stupid specialists before employing anything suggested in this presentation. BTW,
this activity in no way represents any contractual or other financial arrangement between
presenter and attendees (i.e., you all) whatsoever, so help us God.*
*(written by Dr. Fong’s lawyer, who wishes to remain anonymous)
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What gives with the warning? Is it a foreshadow of things to come, a deterioration of this presentation
into incomprehensible nonsense? On the contrary, this is meant to force you to look in the mirror and
make an honest assessment of your financial I.Q. There’s a myth surrounding physicians and money,
based largely on fact, and no doubt many of you may have heard about it. And that myth has become a
beacon for all sorts of disingenuous, exploitive people who view doctors as the fatted calf ready for
sacrifice or a large pinata belly-full of money, easy prey ready to be eviscerated.
The myth is doctors are utterly clueless when it comes to money. The myth also goes that doctors have
loads of money and are itching to spend it away. Tap into a doctor like a large keg of beer and just
watch all those dollars and cents (not to mention what little common financial sense) freely ooze out for
everyone to grab!
As I said, the myth is based on some degree of fact. Physicians are notoriously bad when it comes to
money. Not all physicians, mind you. But there are lots of them, and I daresay perhaps at a percentage
greater than the general population. I’ve seen some really head-scratching acts of poor judgement and I
admit I’ve committed a few myself. Many doctors often make bad choices in investments, spend too
much on unnecessary luxury items, and go into far too much debt (aside from their student loans).
Many find themselves in dire financial conditions owing too much money and owning too little tangible
assets, despite working for years and earning huge incomes. Why is this? How does this happen?
Doctors are responsible people. They care for the sick and dying for God’s sake! How can they be
irresponsible when it comes to money?
The answer: because many doctors themselves believe in the myth. They fall prey to what the
exploiters tell them, to what they see in the media, to what they view as common wisdom--that their
occupations as doctors will richly reward them with loads of money, year after year. So many docs
spend more than they can afford on things they don’t need and save or invest little to nothing, in the
anticipation that future income will take care of this. The problem is, once a feel-good behavior is done
once, it is repeated, and if repeated too often becomes a habit. And habits, like smoking and video
games, are hard to break.
Does this mean doctors are stupid? Certainly not. We suffer through years of hard work and delayed
gratification, the gratification in this case being the ability to one day enjoy the monetary fruits of one’s
labor. And I stress the word delayed, for the delay is in terms of years, well over a decade of delay, and
much longer than most any other profession or career. That’s a lot of delay. So when doctors come into
a bit of money after they’ve completed over a decade of stressful training, delaying monetary
gratification, they can get a bit carried away in spending their newfound money. Certainly indulging
yourself is not a bad thing in itself, but it’s the overindulgence that eventually becomes the noose that
hangs your goose, so to speak.
During the long journey to become doctors, wannabe-doctors spend most of their waking hours
studying. They study hard through high school, college and medical school. And during residency they
must find time after grueling hours of clinical work to squeeze in more study, adding more hours to an
already ungodly work week that would make a labor union leader cry. But after 4 or more years of
college, 4 years of medical school and another 3-7 years of residency (not to mention another 1-4 years
of fellowship training after residency for those who absolutely need more punishment), I daresay there
remains little to no study devoted to the concepts of business. Who has the time? During my years in
training, we were taught nothing about business, other than what we ventured to learn on our own. So
my business education occurred from independent study, and a bit of trial and error along the way.

Randall Fong, Business Basics

5

You may say, “I became a doctor to help people! Money is the secondary reward for the greater good
I’m providing!” And rightly so. You should rightly be compensated fairly. But the real world is often far
from fair.
Whether we like it or not, the practice of medicine is a business. No matter where we are in the world,
as doctors we live and work in a business-driven environment.
Here are a few reasons you need to learn business:
1. You must break the stigma of a money-dumb doctor, not to boost your ego or save you from
embarrassment, but to prevent you from working too hard and not fairly compensated and to prevent
you from being royally ripped-off in affairs dealing with money. There is only one person who will look
after your financial well-being, and that is YOU. No one else will look after you better than you.
Everyone else, even if they are hired to serve you in matters of money and finance, are still looking after
themselves more so than you. You must take ownership or your own financial education and boost your
financial I.Q. You must learn to preserve and wisely invest what you earn, let it grow, so you don’t have
to work your butt off until your eighty or until the day you die. Become an advocate for your own
personal well-being rather than a victim of circumstance.
2. You must understand the financial health of your practice entity, no matter how it’s structured—as a
solo or group practice or as an employee of a hospital-owned practice. You should have some idea of
the financial health of the business. Will it remain profitable? Will you have job security?
3. You might find something the financial geniuses in your business organization missed, omitted,
miscalculated or blundered, especially when it works in you favor. Sometimes a person who is not
entrenched in a given area of can see things others who are always entrenched in a particular field may
miss. (reword)
4. The marketplace: You need to sometimes think of the people you serve as customers. Your patients
are your customers—they are paying you for a service. The dramatic difference here compared to most
businesses is that your customers are seeing you in their most vulnerable moment, often anxious and
frightened and thus have high expectations of you and the service they anticipate for the money they
will pay. Flip this around and imagine you are the patient. You’re paying your doctor and you expect
something of great value in return. Think in terms of customer service, making your patients happy
from the front desk to the billing process. Not only it this good business, but it is good for the patient’s
morale and esteem which in turn will help him/her though their health issues for which you intend to
treat. Otherwise they may end up at another practice and tell their friends and family to go to your
competition. More detrimental though is a patient who feels the service is subpar will not follow your
instructions or have a poorer outcome since their mindset is not in a proper place.
5. Strategic planning: How does the future look with your current practice? Will it grow? Will you grow
with it? Will you have a bright future with the practice? Where do you see yourself and your practice in
5, 10, 20 years from now? What are your financial goals for you and your family in 5, 10, 20 years and
into retirement?
6. Personal finance: Many of you will--or already have—established a brokerage account through which
you purchase a number of investments such as mutual funds, stocks, bond, etc. Many of you may also
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get into other types of investments such as real estate or investing in another’s business or perhaps
starting a side business of your own. You need to understand how a company or investment vehicle
functions, if it is profitable, if I’s financially sound, and understand its financial risks. Every investment
has varying degrees of risk. Studying the financials and being able to read the numbers is not only
essential, but will lessen the likelihood of huge blunders. Therefore, you must know how to read and
understand the variety of financial statements that are available to you.
7. Most of all:

…and the pet dog.
Thus, it behooves doctors to learn about business. We live in a capitalistic society. And it’s not just in
the United States. The world is largely a free-market system. Even outside the U.S. and in countries
with socialized medicine, their healthcare systems are run as businesses; it is the business mindset that
allows them to exist at all. It takes money to provide services to people in need as well as any other
service or product. Money is the driving force behind all of this. And when we discuss the function of
money, we’re talking about business.
Just as you’ve spent a lot of time studying for your profession, you need some time to study and learn a
bit about money and business. In regards to your personal finance, YOU and you alone must be solely
responsible for actions and long-term goals when it comes to money, not your financial advisor, not you
mom or dad or your brother-in-law with the Harvard M.B.A. You can use the advice they provide, but
ultimately you must determine if that advice is suitable for your needs. And this requires knowledge into
the world of money and business.
Let’s be clear on what this guide isn’t. It isn’t a quick-rich scheme that will solve all your financial
troubles. It isn’t a guide on investment techniques nor will it provide advice on playing the market. It
won’t miraculously turn you into a multi-millionaire, a financial pro, nor enable you to predict your
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financial future. It will however--if I’m successful in doing so—give you a better foundation of business
fundamentals that will help you make better decisions managing your own finances and provide a
bedrock upon which you can further advance your own business education in-step with your
professional journey. Hopefully this will allow you to make more informed decisions and steer you away
from trouble.
So now that we acknowledge as medical professionals the need to study and understand business, we
must first determine what we are to study. The first question then is: What is business?
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Chapter 2
Business: What is It?

What do we mean by business?
First of all, your profession is considered a business. This requires being a responsible member of a
society and offering something that another person(s) needs or are willing to possess. In other words,
your profession allows you to make something or do something of value, something someone else
needs or wants. As a healthcare provider you are offering a highly valuable service, something society
desperately needs. However, you provide a service in exchange for something else of value (i.e.,
money), since your time and talent requires some compensation in order for you and your family to
survive.
That being said, a business is the exchange of goods & services. And as I mentioned before, it requires a
society of responsible people who are willing to live in harmony with one another. It requires a spirit of
collaboration and cooperation, and a population of people each of whom possess specific skills to create
unique products and services. This requires a symbiotic relationship with one another which makes
things better for every person in that society as compared to what they could achieve by doing it alone.
People working together have far greater odds of survival, enjoy a better quality of life compared to
someone who tries to do this all by his lonesome. Besides, that type of lonely existence would be
boring. These relationships require fair trade and fair transactions, where there is a quid pro quo
(something for something else) in order interact and live with one another in harmony.
Viewed in another way, business is an unavoidable aspect of human interaction. It requires trade—
meaning trading goods or services—which is all part of the natural give-and-take is of life. Life is full of
trade and transactions: not just for money but for other things as well. You do it with your kids (“Do
your homework and then I’ll give you back your cell phone”), your spouse (“Honey, can you wash the car
and scrub the floors? If you do, you might get a little ‘sugar’ tonight”), your parents (“Mom, Dad, can
you babysit the kids tonight? We’ll take you out to dinner tomorrow or pay for the vase the kids
broke”), your colleagues (“Hey Steve, can we trade call? The kids are with my parents, my wife is
making a nice dinner and we need to “rekindle” our marriage tonight…”), etc. Again, there’s a quid pro
quo with nearly everything we do.
Like it or not, we live in a free market world. The free-market is a system where prices are set by the
buyer and seller, based upon supply and demand for a product or service. No matter what the political
or philosophical leanings might be, people gravitate to a free-market mentality when dealing with one
another in economic terms, when exchanging things of value or valuable services with one another. And
this involves money.
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“Money?” you may ask. “Why must we deal with money? I went into medicine to serve humankind.
Money is secondary. By the way, isn’t money the source of all evils?”
Answer: well, yes and no. Money is required in a free-market system. It serves as a medium of
exchange. The reality of the world is that it revolves around money and the free-market. Even in the
field of medicine.
So, what exactly is money and why does it have such power over us?
Money and the free-market developed from a natural process or an evolution, so to speak. Before the
invention of money, the free-market started with the barter system where people traded actual stuff or
services with one another, only it was difficult to compare value in this way.
Following is a little story to illustrate the barter system, and bear with me the historical inaccuracies.
Let’s say we’re living in ancient times, a long, long time ago. Assume I’m a blood-letter by profession,
which was considered a noble undertaking in those days. This occupation was also known as a barber,
the early surgeon. Let’s say you’re really sick and you really need my services to get well, since bloodletting was the accepted practice to cure people by releasing all those bad humors known to cause
anything from the common cold to leprosy. You offer to pay me a goat after I provide you with my fine
surgical skills as a blood-letter (notice even back in those days people paid the doctor AFTER the service
was rendered. Times have not changed). I accept your price and we agree to the transaction. We have
done business.
So, I drain a gallon of blood from you. After this service you say, “Boy doc, I feel great—maybe a bit
lightheaded—but great nonetheless! Here’s a goat in payment.” This seems like a fair trade. My family
will have goat milk, we’ll make goat cheese, the kids can play with the goat and some day in the future
we can eat the goat.
But the next guy who needs a good blood-letting doesn’t have a goat but offers to pay me a bag of
potatoes, because he’s a poor potato farmer working as a serf on an acre of land owned by some rich
aristocratic goat farmer who owns the land, and who charges the potato guy 80% of his harvest as rent.
A bag of potatoes is thus very valuable to him.
But I ask, “Does a bag of potatoes have the same value as an entire living and kicking goat?” How many
potatoes is a goat really worth?” To some a goat is worth a whole lot more, to others (like a vegan) a
goat is totally worthless.
You can see it’s difficult to compare value in this way.
People later based value on more standard measures, using known amounts or weights of rare
substances such salt (yes, salt was quite rare at one time) where, for example, a potato was worth a
teaspoon of salt and a goat worth a ten gallon bag. As you can imagine, salt is consumed but eventually
became over-abundant in supply, rendering it unsuitable as a medium of exchange since everyone could
obtain it easily and cheaply. Then rare precious metals for used as a medium for trade. Since these
were difficult to come by but easily recognizable, and could not be manufactured from other common
substances, value was assigned to such things and they could be counted and carried very easily. Value
was then assigned to all the various goods and services based on these precious items. That’s how
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currency evolved. Gold or silver was weighed out, but as you can imagine, this could be cumbersome.
To eliminate the task of weighing these substances with each exchange (and also risk losing some or all
of the precious metals if someone perchance sneezed and scattered your gold dust all over the place)
these metals later were melted and fashioned into coins with known, specific weights. This way there is
no need to measure or weigh the metal each time a trade occurred. The units of measure for the coins
are then given their own, unique name, like Drachmas for instance. (A Drachma was an ancient Greek
silver coin).
Thus, coinage helped standardized how rare commodities were measured and then used for trade.
Aside: Do you know why some coins have fine ridges on their edges? To prevent people from shaving
metal off the edges of coins and amass these into a nice collection of precious metal to sell. Each
shaved coin had less metal and thus less value, especially if it was noticeable or weighed again. With
ridges, you could tell if someone was being dishonest with the currency. Yes, people even way back
then could be pretty sneaky.
So now we have a standard system of money. Money is a medium of exchange for goods and services.
And a precious metal in the form of a coin serves as that medium. The coin becomes a store of value.
I now value my blood-letting services at 10 Drachmas in silver coins. The guy down the street charges
15 Drachmas, so I end up attracting more business because I’m cheaper. I figure I could raise my price
to 14 Drachmas and make more money doing the same amount of work and still be cheaper than my
neighboring barber. However, my business drops since the other guy afterwards sneakily drops his price
to 13. I then drop my price to 12 to compete with that competitive little snot. There comes a time
where a point of equilibrium eventually is reached, where we cannot charge too little such that it
becomes unprofitable for either of us to provide the service, nor can we charge too high since fewer
people could afford our services and we won’t attract business. Prices go up and down until an
equilibrium price is reached. The price eventually reaches an equilibrium of, let’s say, 12 Drachmas.
People are willing to pay this price for either one of us, assuming we are relatively equal in skill and
bedside-manner. (And then the insurance companies and government get involved and really mess
things up, but that’s altogether another story).
Likewise, the goat sellers will set their prices and the potato people the same, and all this is based a
universal coinage system.
So how did paper money come about? One day a guy owes me 12 Drachmas for my bloodletting
services. But he doesn’t have the actual Drachma silver coins so he writes me a Note or IOU, which
literally means “I Owe You.” This note essentially is an official document promising to pay me 12
Drachmas in the future. We then call it a “12-Drachma Note.” Now I need to buy bread and beer for my
family (and my new goat who loves stale bread and flat beer) so I go to the Bread & Beer Barn, but I
don’t have my 12 Drachmas in silver coinage yet. So I hand my 12-Drachma Note to the Bread & Beer
vendor and say, “Hey Bud, Nero owes me 12 Drachmas but the bum didn’t have the coins, so he gave
me this note instead. So can I buy 12 Drachmas worth of bread and beer and you later get the dozen
Drachmas from Nero?” Of course, the vendor, Bud, says “yes” since he wants to make a sale. Otherwise
I’ll walk away to his competitor, Brie, at the Cheese and Wine Shack and she’ll gladly take the note,
‘cause she’s a budding entrepreneur and has been itching to put Bud out of business.
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Later, Bud uses this same 12-Drachma note to buy some yeast from Candace at the Candida Center to
make more bread and beer. He knows that a Roman legion is coming to town next week and they spend
money like drunken fools, so he needs to be prepared and bake a ton of bread and brew barrels upon
barrels of beer so he can sell it to those Romans.
You see how this works? Notes like this then circulate as currency. This allows people to do business
where they otherwise could not. They were all able to engage in trade more quickly.
Later, the government takes over and regulates this, but then simply prints more of such notes that
circulate as money. There was a time years ago where our U.S. Paper currency stated, “Legal tender for
all debts public and private and redeemable for lawful money at the US Treasury”, which in those days
was gold or silver (the latter were called “silver certificates”). Our paper money no longer says this but
rather: “Legal tender for all debts public and private.” So the paper currency in itself has intrinsic value
but with nothing to back it up. Governments around the world have done the same for the most part.
Money is redefined as any item or record of verifiable value that is widely accepted as payment for
goods or services. Money in this form becomes more ubiquitous and allows for far greater and quicker
transactions.
These transactions are business. Business is everywhere no matter where you are in the world. The
study of business is in-part a study of human behavior in economic terms. Economics is a field of study
devoted to such behavior, and is a study of psychology in regards individual behavior, but also in
sociology—human interaction and mass behavior relating to the concept of money. It is a social science
dealing with production and distributing goods and services. Naturally this concerns the concept of
money and business.
Business allows us do things together that we cannot do alone. It requires a sense of fair play, a balance
between give and take. Business is an unavoidable aspect of human interaction. It requires governance
and a set of accepted laws. We simply cannot take without giving or demand something for nothing—
chaos would ensue and a society could not exist.
This requires a free-market environment, where people are free to exchange (buy and sell) their goods
and services for the best price they can get. This allows for competition with others offering the same
goods and services, driving the price down to a fair price, or a price that is affordable to people who
need that good or service. So in a nutshell, business is ubiquitous. And todays’ day and age of
globalization, business makes the world go round when it comes to human interaction.
So now that we know what business is, what is the main purpose of a business? In this respect, I am
defining “business” as a company or organization or individual who offers goods and/or services to
others (customers) in need of those goods and services. In this respect, here’s my personal definition--and certainly not a definition held universally by others—of the main purpose of a business:
-A primary function of a business is to make a profit, but not it’s sole function.
-The major purpose is to profoundly affect the people that it touches in a positive fashion (your
customers (patients), your employees; virtually anyone who engages with your business)
-Business must serve a greater good
-But: profits are necessary to carry out the business’ major purpose and allow it to thrive and
exist.
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Meet your new BFFs! (Best Friends Forever)
Attorney: your lawyer is there to keep you out of trouble. It is important to establish with one in order
to create legal documents, review documents and contracts and act as a negotiator. As one young
lawyer told me in my early days when reviewing a contract for a practice I was interested in joining, “Let
me take the hard stances and negotiate on your behalf; I can be much more aggressive on asking for
what you want and rejecting things you don’t want better than you, since I can take myself out of the
equation. That’s my job and the other side will understand that.” You attorney will be an unwavering
and tough advocate on your behalf, taking stances you may be uncomfortable to do personally. Your
attorney can also advise you on estate planning as well as draft wills and medical directives, which you
should do early in your career, especially if you are married with children. You also can run things by
your attorney once you’ve established a relationship to save you from a world of hurt in the future. Yes,
this will cost you in billable hours, but the value of the advice is enormous and can save you from doing
something stupid.
Accountant: This professional is not only important for annual tax preparation, but also a great resource
for answering questions and providing proper direction on any of your business or personal finance
matters. Don’t meet only during tax-time but establish a relationship prior. During the year your
accountant can provide advice to help decrease your tax burden before the year is up, steer
you from doing something that may be illegal, and help with decisions on asset purchases or the wisdom
of taking on additional liability (i.e., loans). Again, this will cost you in billable hours, but I’ve discovered
the returns far exceed this additional expense.
Financial Advisor: I never thought this was important until midway through my career. I have someone
managing part of my assets, and I find working with him to be fascinating. We meet about every
quarter. This is someone who knows a lot more than you about investments because they work at it
full-time. They will often think of things you’d never come up on your own. Give you a great insight also
into domestic and global economies, markets. I pick the brain of my advisor and he always tells me why
he is doing what he is doing with my portfolio. We have a heart to heart discussion on risk tolerance,
strategic planning, retirement goals and the like.
Payment method is fee for service or percentage of portfolio. With the latter, as your portfolio grows,
so does his/her fee, which is an incentive to create an investment portfolio that does well year after
year. They also remove the fees some mutual funds have built in them (ie, different classes of funds will
have different fees). Try and avoid those advisors earning a commission on specific investment products
they are selling. They won’t provide you with the best advice but are acting mainly as salespeople,
which is something you don’t want.
In general, you want to hire people who are smarter than you in a given field and pay them fairly for
their services. And by the way: you want to PAY these people for their services. Don’t have a long-time
friend from grade school or your Uncle Ed do these services for free. They won’t make your situation
top high priority nor provide the maximal effort and zest they would for a paying client. Even if a friend
or family offers to do a service for free (providing they’re trained and licensed in their respective fields),
always insist on paying them.
For all of the above, take an ACTIVE rather than PASSIVE stance. This all boils down to being vigilant
with regards to you financial well-being. Ask why your attorney, account or financial advisor is doing
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what they’re doing. Understand the risks, the rewards, the rationale. It makes it far more interesting
and you’ll have a better understanding of your business because you’re more ENGAGED on how to
improve your business and your personal financial health.
Psychiatrist: I put this here mainly as a joke. But for those of you who have gotten into horrible money
problems because you weren’t paying attention to this most outstanding lecture, you may need to see
one of these professionals to help you through turbulent times.
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Chapter 3
Financial Statements

This next chapter requires some lessons in accounting. Accounting is a dreadful word to many
nonbusiness people. In fact, the subject is dreaded even by many undergraduates who major in
business. Strangely, I find accounting a fascinating topic. Perhaps that’s a clue to my bizarre nature or
the odd way my mind works. Having studied years and years on little else than medical topics,
accounting—and business in general—was such a refreshing topic, something completely new to learn,
that it simply captivated my attention.
When discussing financial statements, I’ve found it helpful to create statements for our own personal
finances. Unless you’re already a savvy investor with multiple assets, stocks, commercial real estate or
running your own business, I’ll assume most young doctors in training have relatively simple financial
assets and obligations (liabilities).
Accounts
When you think of an account, what’s the first thing that comes to mind? A few common items are a
checking account, savings account and credit card account. However, if you take a loan from a bank or
other lender, that too is considered an account. Your student loan, if you have one, is also an account.
Also any revenue you receive is done so through an account, and any expense you pay can also be
viewed as an account.
An account is a record of financial data pertaining to a specific asset, liability, income item, expense
item, net-worth (equity) item
One account for one specific business item.
Data is easier to organize, retrieve, and automate.
This does not indicated a particular vendor or customer. You can have several vendors for a single
account (ie, the expense account may have several different vendors with whom you do business to
purchase supplies, or you may have multiple employees who are paid all out of a single “payroll”
account). Likewise you may have many customers (i.e., patients) for who our provide a service and
charge a fee, and all these transactions are recorded in a single revenue account (i.e., “professional
services “or “customer( patient) revenue”).
So, in bookkeeping, an account refers to assets, liabilities, income, expenses, and equity, recorded in
individual ledger pages to which changes in value are chronologically recorded with debit and credit
entries, which we’ll talk discuss shortly under Double Entry Bookkeeping.
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Chart of accounts
A Chart of Accounts is a list or table of all the various accounts. Usually assets are listed first, followed
by liabilities, equity items, income items and lastly expense items.
An account number is often assigned to each account for better organization and tracking. However,
this is not mandatory and some businesses will not use them and simply alphabetize the various
accounts within the major account types. However, a numbering system is very helpful and more easily
referenced, especially if one needs to search for particular accounts.
Table 3-1 is an example of a Chart of Accounts one might find in a medical practice.

Table 3-1 Chart of Accounts (note: this includes only a few of the accounts of a typical business)
Account Type
Account no. Specific Accounts
Assets
10100
Checking account
10200
Savings account
11000
Accounts Receivable
13000
Inventory
13000
Investments (brokerage accounts, stocks, bonds, real estate)
17000
Fixed assets (last more than a year): equipment, furniture, etc.
18000
Accumulated Depreciation (negative number)
19000
Intangible Assets (goodwill, brand name)
19900
Accumulated Amortization (negative number)
Liabilities
21000
Accounts payable
21090
Current debt (loans due less than a year) i.e., credit card debt.
21500
Long-term debt (due over a year)
24000
Payroll liabilities (withheld taxes): FICA, L&I, Medicare
Equity
30000
Owners’ Equity (net worth)
31000
Owners’ Contributions (money added to the business by the owners)
32000
Owner’s Draw (money distributed to the owners)
Revenue
40000
Services
41000
Products sold
42000
Refunds (negative number)
Expenses
60500
License-medical
63100
Depreciation expense
63300
Insurance-malpractice
64400
Medical Supplies
65000
Office Supplies
66000
Employee payroll
66100
Payroll taxes (employer’s contribution): Social Security, Medicare
66200
Payroll taxes (employer’s contribution): state taxes
67000
Professional fees (i.e., attorney, accountant)
67010
Rent
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The “account types” at the far left column of Table 3-1 represent the major categories of accounts.
Notice that assets, liabilities and equity are listed first; these are balance sheet items. Following are
revenue and expenses, which are categories in the income statement. We’ll discuss the balance sheet
and income statements shortly. But first, let’s look more deeply into the meaning of the major account
types in more detail.
Assets
Asset is something you own that has value. In a business, it is a necessary item that allows you to
operate the business. It has a monetary value that someone is willing to pay if it is sold. In personal
finance, my narrower definition of an asset—and this is debatable—is something that generates more
money, by producing income, appreciating in value or both. In personal finance, an asset should work
for you, and not vice versa. It should create more wealth with no further action on your part. I’ll discuss
more of this a little later.
Your assets would include money in your bank account, checking account, any holding in an investment
or brokerage account (ie, any marketable securities such as stocks, bonds, mutual funds). Also any real
estate including your home, commercial property (one in which you rent to another and collect income).
What I mean by marketable securities, are those investments that you can buy or sell relatively easily,
usually by means of online trading. There are millions of buyers and sellers for these types of assets so
they are highly liquid, i.e., they can easily be bought and sold. Less liquid assets things that are more
difficulty to sell (or buy) such as real estate, cars, boats and the like.
Current Asset is an asset with a life span of less than a year. Think of medical supplies or perishable
products that are entirely consumed or disposed of after use. Your checking or savings account within
the business and any petty cash you might have on hand are considered current assets.
Accounts Receivable (AR) are also current assets. This is money owed to you for services or products
you’ve already provided. As such AR is considered an asset.
Fixed assets are items that last longer than a year. This includes physical things such as equipment (xray
and MRI machines, autoclaves, computers, furniture, exam tables), physical items that last more than a
year.
As an aside, you might see the term Capital assets or capitalized costs; these costs are depreciated or
amortized (spread out) over the useful life of the asset. (Capital assets are those that create value to the
company—they are vital in producing future revenue).
Accumulated Depreciation is also listed as an asset. Also known as a counter-asset, this is actually a
negative number that is subtracted from a given fixed asset to determine that asset’s up-to-date value.
It’s given it’s own, separate account on the Chart of Accounts and is also listed on the balance sheet. In
other words, the original purchase price of an asset will always remain the same on the Balance Sheet,
until it is sold or disposed. Talk more under depreciating an asset.
Intangible assets:
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This typically does not occur in a medical practice but I thought we should also mention intangible
assets, since you will often see this on financial statement for investments you might buy in the future,
and thus you ought to know what you’re buying.
Think of an intangible asset as exactly how it’s defined: there’s no physical, material form or substance
you can touch and feel. Intangible assets include expenses paid into a business before it officially
became a business (such as accountant and lawyer’s fees, licensing fees, etc.), patents, intellectual
property, trademarks and goodwill.
Patents and intellectual property are also intangible assets; it’s quite difficult to place a value on such
items, but they are enormously powerful for the business that has them, giving them an enormous
competitive advantage that allows them to provide a unique product or service that no one else can
provide. These too are amortized over a certain amount of time.
Goodwill is the value of a business, from its reputation or brand, beyond its tangible assets. Think of
Coca Cola or McDonalds. These brands are famous, renowned far and wide. There’s huge value just
with their branding. So if you were to buy Coca Cola or McDonald’s, the price would be far greater than
its tangible assets. Goodwill also includes famous trademarks or symbols that identify their brand, and
though it is difficult to value trademarks, they still have great value. Whenever you see the “Golden
Arches” most people instantly know it’s McDonalds as their vehicle mysteriously guides itself to the
drive-through seemingly on it’s own volition. Even if you were a gazillionaire, you couldn’t outspend
with billions of dollars to replicate the same types of businesses and compete with these behemoths—
you’ll have an uphill battle competing against their brand, and people will continue to patronize their
businesses and less likely yours. Look at all the different burger places out there, but there’s always a
longer line at the McDonald’s drive-through, with people craving Big Macs AND Coca Cola! If you were
rich enough to buy either of these companies outright, you’d pay a whooping sum for the goodwill
alone, over and above the value of its tangible assets.
Don’t fool yourself thinking your medical degree is an intangible asset, worth a million dollars. You can’t
sell it as such—you’re no Coca Cola or McDonald’s—no one will pay you a dime for that intangible. It’s
only valuable to you in that it enables you to work and earn money. Your degree by itself is worthless to
anyone else; a buyer of your practice cannot leverage that degree to generate revenue, and requires a
living, breathing body behind it (i.e., you) to create that revenue, unless you’re selling yourself as part of
the bargain.

Liabilities
Liabilities are what you owe.
Of particular note: nearly every liability is someone else’s asset. If you borrow money from a bank, your
loan is a liability associated with an expense—you must pay interest on that loan. But on the bank’s
financial statements, your loan is an asset, an asset that earns the bank revenue in the form of the
interest that you pay on the loan. Likewise, the money you owe on a credit card is the asset of the
credit card issuer; they paid for the vender (seller) for whatever you bought at the time of purchase, and
now you owe money to that credit card company. Another example is a bond. A bond is a loan given to
a company or government entity by the bond purchaser. That company lists this bond as a liability,
since it eventually owes that money to the bond holders. It then pays interest to those bond holders as
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an expense, and that expense is in turn interest income for the bond holder. The bond is an asset for
the person who bought the bond.
Most liabilities correspond to some asset. For instance, your home has a certain purchase value that
often is greater than the money you borrowed (your mortgage) to purchase it. Same goes with your car
or boat, though with time these assets, unlike your home, will certainly decline in value. Your student
loans also are a liability, unless you are one of the fortunate few who did not borrow money for your
medical education. However, there is not a tangible asset associated with it. You may believe your
medical education his highly valuable, and certainly it is, but it is not a liquid asset that you can simply
sell, and sell at a price high enough to pay off your student loans. If you quite practicing medicine
altogether or, God forbid, something happens to you to prevent you from practicing, your medical
education no longer provides a means to generate revenue (i.e., you are no longer working and earning
income from your medical profession) and thus the value of your medical education is zero.
Accounts Payable
You might owe money, for instance to employees. You can account for these prior to payment in the
Balance sheet
Equity
This is a more complicated concept and better explained in the following section on the Balance Sheet.
In personal finance terms, think of owner’s equity as your net worth. Equity for the most part is a
person(s) or organization’s ownership claims on the assets minus liabilities of a company. In other
words, equity is what is owned outright with no liabilities, loans or other obligations attached.
Revenue and Expenses
Revenue is money received, paid to you or coming into your company from your business operations. It
comes from payments made to you or your business for services provided of products sold or from a
return on investments. This is not to be confused with profit or income however, as we’ll explain in the
future.
Expenses are money paid to someone else, going out of your company. These are the cost of doing
business, payments made to various vendors for services of goods.
Operating expenses: Costs of supporting the product or service (in this case, cost of providing a doctor’s
service). These include your employees and their benefits and taxes (taxes the employer pays), supplies,
malpractice and other insurance, etc. As you can imagine, the expense list (i.e., the number of expense
accounts) can be quite lengthy.
Depreciation also is an expense. This is the government’s way of taxing an asset over time, not allowing
you to deduct full-value at once. More on this later
Likewise with liabilities and assets, often an expense for one person/company is income/revenue for
another.
The Balance Sheet
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The Balance Sheet shows what you own and what you owe. This is important to know.

Figure 3-1 Balance Sheet (not all accounts shown for simplicity)
As Figure 3-1 shows, a listing of assets is first as a major category, followed by liabilities as the second
major category. The term balance means total assets must equal total liabilities, or Assets minus
Liabilities must equal zero.
By the way, accountants record negative numbers between parenthesis and sometimes in red. Thus,
!$10,000) is the same as -$10,000.
Naturally, you want ownership of assets such as property, cash and other valuable items to far outweigh
what you owe. However, liabilities also includes equity. Equity is that which is actually owned outright.
The complete equation thus is:
Assets = Liabilities + Equity
Why is Equity listed as a liability? Liabilities are obligations owed to someone else, whether that be
individual people of institutions. Another way of looking at equity is the amount owed to the owners of
the company, or if you are the sole proprietor (i.e., the only owner), what is owed to yourself. So,
another way of looking at the equation is:
Assets = Liability to the owner(s) + liability to someone else
As such, one person’s liability is another’s equity, again equity meaning what is owned outright. So, the
equation can also be viewed in terms of ownership rights of the assets.
Assets = Owner’s equity + someone else’s equity
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As an example, a liability for one person (or business or corporation) is another’s asset. So if you owe
the bank $30,000 (listed as “long-term debt” in Figure 3-1), that is a liability for you. You also are paying
interest on that loan, which is an expense (which will be shown on the Income Statement, which we’ll
cover shortly). The bank however lists your loan as an asset on its Balance Sheet, as a note or IOU that
generates interest income for the bank.
Owner’s equity, in terms of personal finance, is also the same as net worth. Doing a little algebraic
conversion, the equation thus would be:
Equity = Assets – Liabilities
Net Worth = Assets - Liabilities
We’ll go more into the concept of net worth towards the end of this chapter.
All in all, what matters most is that the equation balances on each side of the equal sign. Thus, the
reason this financial statement is called a Balance Sheet.
Keeping the first equation in mind, namely Assets = Liabilities + Equity, any change on one side of the
equation (i.e., any change on the left or right side of the equal sign) will create the same change on the
opposite side. So, if your assets increase, there is a corresponding increase in liabilities or equity, and
vice versa. Let’s say deposited $10,000 into your checking account. This increases your assets by
$10,000. On the other side of the equation, there must be a corresponding $10,000 increase. If
borrowed that $10,000 as a loan, you have an obligation to pay it back in the future. Thus, your
liabilities will increase $10,000. If however you earned that $10,000 from you job or through an
investment and deposited it in your checking account, then your liabilities are not changed, but your
equity is increased $10,000. See how that works? Everything must balance out.
Let’s take another example. If you spent $5,000 from your checking account and did not buy another
asset—let’s say you spent it on a night on the town with you pals—there is a corresponding $5,000 on
the other side of the equation, which in this case would be a reduction in your equity. If however you
charged $5,000 on your credit card for your night of revelry, then this loan increases your liabilities by
$5,000. However, since you used none of your existing assets to pay for your drunken binge, your assets
will not change on the left side of the equation. So how do you balance this out? Answer: your equity is
reduced by $5,000. Another way of looking at this is to algebraically change the equation to Equity =
Assets – Liabilities, and you see how reductions (negative numbers) for both assets and liabilities yields a
reduction (another negative number) in Equity.
One final example. Let’s say you purchased investment real estate for $500,000. Not having all that
cash available to buy the property, you instead borrow $400,000 and spend $100,000 from your
checking account. The net effect on your assets is a $400,000 increase ($500,000 value for the real
estate minus $100,000 spent from you checking account). However, your liabilities increase by
$400,000 from the loan. The net effect on equity is zero. Once again, the equation balances on both
sides.

The Income Statement
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The next major financial statement is the Income Statement. It is also known as a Profit/Loss Statement
(or P&L statement).

Figure 3-2 (not all accounts listed)
Revenue is money paid to you or coming in to your company from your business operations. For
instance, if you sell stuff, the money you receive from your customer is revenue. If a patient pays your
fee or when an insurance company finally pays you for your services to a patient, these payments are
revenue. Some people consider such items income, but for the sake of this example (and others), I’ll
simply call all money coming into the business as revenue.
Expenses represents money going out of the business to pay obligations and bills such as employee
salaries, medical and office supplies, rent, malpractice insurance, utility bills, etc. As you can imagine,
the expense listing can be quite long as we all have lots and lots of bills to pay.
Depreciation expense is somewhat tricky to define. Depreciating assets is another way of expensing an
asset over time. These are usually more costly assets that last longer than a year, and the government
does not allow you to expense these assets (ie, does not allow you to subtract the total amount paid for
the asset) in the year your purchased it, but instead requires you to expense over a certain number of
years, depending on the nature of the asset. Once your depreciate an asset over a certain time period
(say, a year) it is then expensed, which is termed depreciation expense, which is a specific expense item
given a specific account number. We’ll explain more about depreciation later.
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Income is more specifically defined as revenue minus expenses. Income represents what is available to
the owner or share-holders of a business. If income is positive, it is called profit. If income is negative, it
is a loss. Thus, the reason this statement is also called a Profit/Loss Statement. In the example above,
income is shows as two different categories: Operating Income and Non-operating income. Operating
income arises from activities related to the primary function of a business, such as seeing and treating
patients for a medical practice. Non-operating income arises from other revenue-generating items such
as return on investments, interest on checking or savings accounts held by the business, and thus comes
not from the primary activities of the business.
Aside: From a mathematical purist’s point of view, expenses are really negative numbers in the income
statement, since they are actually subtracted from revenue to calculate net income and profit. So if you
see a negative number in expenses, it is actually a positive number (a negative of a negative number
makes it a positive number, if your recall your high school math). Thus a negative expense is added to
the net income (the same as subtracting from the total expenses).
Period: This is for a certain period, let’s say a month. But you can have this for any length of time (ie, a
week, a quarter, a year, or year-to-date). Usually you will see this for an entire year (or prior 12
months), with ea. column broken up by certain periods or time-frames (often monthly).

Cash Flow Statement
Let’s add a bit more pain to the misery I’m certain you are all experiencing right now. This is the cash
flow, and the Cash Flow statement is probably the hardest financial statement to read.
Cash flow is important to know. You may look at the income statement, and say, “Hey, we made a great
profit. I’m going to get a good bonus this month!” Or you think a business is doing well (ie, a practice
you might join a business in which you intend to purchase) or you see a publicly traded company and
see it is making great income and you’re ready to jump in and invest everything you own.
But hold your horses. You need to look at the effect the balance sheet plays with the income statement,
and the best picture for that is the Cashflow Statement.
This is the more crucial and useful document. Cash Flow statements can be somewhat difficult to
interpret, and there are a variety of ways organizations and businesses display their cash flow. It also
can be misleading with regards to the overall financial health of a business, unless you have all the right
numbers in place to generate a true record of cash flow.
Simply put, cash flow represents true, bona fide, for-real cash that’s “flowing” to you and available for
spending. It takes into account revenue and expenses from operations, but also revenue and expenses
generated by financing activities, such as paying off debt (loans), receiving money from investments and
buying additional assets aside from the regular operations of a business. To confuse matters more,
financial people often distinguish different types pf cash flow. For instance, there’s cash flow from
operations, cash flow from investing, cash flow from financing. I’ll break this down shortly. Take a look
at Figure 3-3. We will refer to this often as it is a key to understanding cash flow concepts.
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Figure 3-3: Cash Flow Statement (shortened version, not all items shows for simplicty)
The first part of Figure 3-3 up to the “Net Op Income” (Net Operating Income) is essentially is the
Income Statement. On the far left you’ll notice the this is incorporated into the category “Operations,”
which is short for “Cash Flow from Operations.” As you can see, Income Statements do not show money
coming in or spent by the business from activities outside their main operations. Think of operations as
the actual thing the business was designed to do. For instance, if you own a hot dog stand, your
operations are preparing and selling hot dogs. The equipment you purchased, the interest you might
earn from money in a savings account within this business, and loans you’ve taken out are considered
nonoperational. In the example of a doctor’s practice, your business, your operations are caring for
people, and the money generated and the expenses paid for this service are considered your
operational revenue and expenses. Thus the reason this is called cash flow from operations. For most
businesses, this is the key source of cash generation, and does not include funds coming from outside
investing and financing activities.
If you’ve earned interest from money saved or invested outside the normal operations of your business,
if you’ve purchased fixed assets or taken out a loan for your business, then these are considered not
part of normal business operations and thus accounted (recorded) outside of your Income Statement,
and are not considered part of the cash flow from operations. Instead, cash generated or consumed in
this manner is termed cash flow from investing or financing. As such, these activities would not present
themselves on the Income Statement but represent changes on the Balance Sheet. This is shown as the
rows below “Net Op Inc.” category in Figure 3-3, where Δ Liability represents changes in liability such as
payment of debt or taking out more debt, and Δ Assets represents changes in assets for purchase of
sale of assets (Δ is the Greek letter delta, which in mathematics is interpreted as change).
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Note: the numbers in expenses are actually negative numbers. Everything else in the cash flow
statement are positive numbers unless they’re within parenthesis, the accounting method for recording
a negative number.
Think about making a monthly payment on real estate. This would be a mortgage on your office
building, if you own one. The monthly payment includes the principal of the loan and the interest the
bank charges you for that month (and for many people, items held in escrow such as property tax and
home insurance, but for the sake of this discussion we’ll omit these items). When you pay that month’s
mortgage, the interest is included as an expense on your Income Statement. However, the principal you
paid--even thought it’s money out of your pocket--is NOT recorded as an expense. Instead, it’s recorded
as a reduction of a liability in the Balance Sheet. You can see how this is done in Figure 3-3, where there
is a monthly loan principal of $2,000 (some loan payment plans are structured this way, where monthly
interest declines with time, principal stays the same and hence the total monthly payment decreases
with time). The interest portion in included under an account, “interest expense,” which is not shown in
that chart. So if you or a business have a huge monthly loan principal, this won’t show up on the Income
Statement.
Likewise, if you make a big purchase, such as a long-term asset such as an X-ray machine, you can
imagine this puts a huge drain on your current cash, if you pay for that asset in full. Yet this purchase
does not show up on your Income Statement. In fact, the purchase may even exceed your entire
revenue for that month but would not affect your net profit (earnings) on the Income Statement. You
would thus have a negative cash flow for that month (in the case of a solo medical practice, there’s
nothing left over to pay yourself that month), but you could still show positive earnings! “What the f--?” you shout. Can you see how looking only at the Income Statement can be misleading?
The column under “1/2014” in Figure shows a net operating profit of $10,000 for that month. The items
below that figure are financing and investing activities, which include a $15,000 asset purchase. Assume
you paid for this asset outright. As you can see, this removes $15,000 from cash flow and the net result
is a “net cash received or paid” of a minus $8,000, which is far less than the $10,000 net operating
profit. Thus, there is no cash for the owner to take out.
However, cash flow can look rosier than what it seems. If you borrow money, it increases your cash flow
for that time-period in which you received that borrowed cash. This provides more cash to spend. The
Income Statement is not affected at all (borrowed money is not considered revenue). However, it
weakens the Balance Sheet by increasing your liabilities. Well touch on this in later examples.
In the month of 2/2014, revenue remains the same but there is a new expense called Depreciation
Expense. Assuming you are able to depreciate the $15,000 asset you purchased the month before over
15 months (usually it is longer than this but I chose this duration for simplicity’s sake), then you can now
expense this, i.e., subtract this in the income statement which lowers net income. However, in the row
below, this is added back as Accumulated Depreciation—an asset account that is paired to the $15,000
asset purchased earlier. The net effect of depreciation is zero, since it is subtracted in Operating Cash
Flow and added back in the Cash Flow from Financing & Investing; this is known as a cash flow neutral
event.
The last item of Figure 3-3 shows “Owner’s draw” which is removal of money by the owner. In the
month of 3/2014, the loan was paid off and there is no longer the $2,000 loan principal. The
depreciation of the asset is added back, leaving net cash of $12,000, which is more than the net
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operating income for that month. The owner then is able to take a draw of $14,000. In larger
companies this draw could be a dividend to stockholders. In smaller companies, it also is called a
distribution to owners. On the other hand, if the owner(s) contributes money to the business, then this
contribution is a credit to equity (added to equity or an increase in equity). This increases the business’
assets (providing there were not changes in liabilities for that period). As such, both examples are equity
changes, and thus show up on the Balance Sheet and not the Income Statement.
That’s why a Cash Flow Statement is so important. It combines the Income Statement with changes in
the Balance Sheet, providing a better picture of the financial condition of a business.
In summary, a Cash Flow Statement has two major categories:
1. Cash generated (revenue) or spent (expenses) by Operating Activities: This essentially is the Income
Statement for a given period of time. In this example we’re using a monthly time period.
2. Cash generated or spent by Financing and Investing Activities: This essentially involves cash
generated or consumed by these activities, which essentially are Balance Sheet changes for a given onemonth period. Also included in this category are dividends to investors (or distributions for smaller
companies or sole proprietors) or issuance (or repurchase) of stock.
Depreciation and amortization are considered a cash-neutral event on a cash flow statement, which is
explained below.
Depreciation and Amortization
In order to explain Cash Flow further, we must first delve into the mysterious world of Depreciation and
its confusing cousin, Amortization.
Fixed assets are those items that have a longer life expectancy (more than a year) some of which you
can’t count as expenses as soon as you purchase them. Instead, the asset must be depreciated,
meaning you count this as expense at intervals over a certain period of time. For instance, if you
purchased an X-ray machine for $120,000, the government won’t allow you to deduct this as an expense
all at once (you cannot account the full $120,000 in the expense portion of the Income Statement even
if you forked out the entire amount to pay for the machine). Instead, you’d need to spread this expense
over a period of the expected life of the asset, over a certain number of years. This is depreciation, an
accounting term which means you subtract this from revenue, as an expense, over the predicted life of
the fixed asset (though in some small business one can claim the entire cost of certain fixed asset
purchases under a Section 179 election on the depreciation form). Note: often the asset lasts much
longer than the time its given for depreciation, meaning that once the asset completely depreciated, it
does not mean it has no value. There is always a market value for an asset—i.e., there’s a price
someone is willing to pay for the asset (depending on its condition and ability to function).
The example shown in Figure 3-3 shows a $1,000 depreciation expense every month. Let’s say this is for
the X-ray machine you purchased. Since it is depreciated over ten years and you’re depreciating it
monthly, this calculates to $1,000 per month for 120 months (12 months x 10 years =120). Notice this is
a depreciation expense, something that will be accounted under the expense part of the Income
Statement as a $1,000 expense per month.
However, since you’ve already spent the entire $120,000 on the X-ray machine, you’re not actually
spending or consuming additional cash. Thus, on the next section of the Cash Flow Statement that
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records Balance Sheet changes, the $1,000 is added back in. That $1,000 expense (a DEBIT to the
expense account called “Depreciation Expense”) is off-set by a $1,000 CREDIT to the “Accumulated
Depreciation” part of the Balance Sheet (i.e., the $1,000 is added to the Accumulated Depreciation,
which represents prior depreciation amounts added to this particular account). Remember,
Accumulated Depreciation is considered a counter-asset, one that is paired to the asset account holding
the X-ray machine, and represents a negative number. As you can see in this example, a change in an
Income Statement account (Depreciation Expense) causes an equal but opposite change of a Balance
Sheet account (Accumulated Depreciation). Remember, credits and debits most cancel one another.
And since this accounting does not cost you anything, the expense taken in cash flow from operations is
added back in the cash flow statement as an asset change in the section cash flow from financing. Your
Net Operating income is reduced (which may help you with a lower tax burden) but your cash is added
back, leaving you with more to spend on yourself or your business. Look at the month of 2/2014 to see
how this occurs positively for the business.
Eventually asset will depreciate to $0, but this does not mean it is valueless. This does not really
determine value or a fair-market value (ie, my audio booth costs $15,000, and I was able to fully
depreciate it in one year since I was considered a small business and allowed to do this under the
Section 179 election; however, this does not mean its market value is $0. It can be sold to someone,
likely below $15,000 but certainly not $0). An asset can be sold for something, there is a market for the
asset. Depreciation based on a time tables determined by type of asset set by the Federal government.
Not the same as depreciating a car, with Blue Book values to determine a fair purchase price.
Depreciation in business mainly is for tax purposes.
Amortization works just like depreciation except amortization is for intangible assets. As mentioned
before, think of intangible as exactly how it’s defined: there’s no physical, material form or substance
you can touch and feel. Intangible assets include patents, intellectual property, good will and expenses
paid into a business before it officially became a business (such as accountant and lawyer’s fees,
licensing fees, etc.), and goodwill. In the case of expenses paid before, these are often put in the
Balance Sheet as Organizational Expenses. Though you already pain out money for these, the law
requires you record these in intervals as expenses in the Income Statement over a set period of time, for
instance once a month, spread out over five years. Thus a monthly expense called amortization will be
included in your Income Statements, but just like tangible assets, it will be added back in the financial
part of the Cash Flow statement, since it is a credit to the Amortization category associated with those
Organizational Expenses. The net effect on cash flow is zero.
The value of patents, intellectual property and goodwill are also amortized—accounted for as an
expense over intervals over a given period of time. And just like depreciating tangible assets, the net
effect on cash flow is zero.
So if you had any amortized expenses for each month, this too would be added back in under
Accumulated Amortization, which, like depreciation, affects the Balance Sheet but has a net zero effect
on your cash flow.

EBIDTA
You’ll hear the term EBIDTA tossed around at times. Financial people actually pronounce this acronym
as “eh-bed-tah” or “ee-bid-tah,” like it’s an actual word and toss you a perplexed look whenever you ask
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the obvious, “What the heck is that?” EBIDTA is short for Earnings Before Interest, Depreciation, Taxes
and Amortization. Hence EBITDA. Let’s take a break and chant out loud, “EBIDTA! EBIDTA! EBIDTA!”
and go ahead and pump your fist in the air in the privacy of your home or office (and for some you, this
may sound reminiscent of the 1970s T.V. series, “Taxi,” where this word is may come from the
vocabulary of the character Lafka Kravis, played by the late Andy Kauffman).
As mentioned above, depreciation and amortization are cash neutral events on a cash flow statement.
It roughly estimates a company’s operational cash flow. EBIDTA is important mainly with large
companies that have a lot of debt and/or a lot of long-term assets. It also is a way one can compare
similar companies in a particular industry. By removing the interest payments, it also shows how creditworthy a company may be; in other words, if the company can generate enough cash to pay off its debt.
Since depreciation and amortization do not change overall cash flow, they are thus removed as well.

Accounting Basis
There are two methods used to record transactions in in the world of accounting; these are cash basis or
accrual basis.
Cash basis is method of accounting usually done for service types of business such as a medical practice.
It is easier and less time consuming to do. In cash basis accounting, you simply record the transactions
as they occur. For example, if you receive a bill for an expense, say for ten boxes of tongue depressors,
you record the expense when you actually pay the bill, i.e., write the actual check. When you pay your
employees, you record the transaction immediately upon creating the check (or making the electronic
deposit into their bank accounts). When you receive a payment, (i.e, revenue) you record it
immediately upon depositing the check. Simple and straightforward.
Accrual basis is an accounting method in which revenue is recorded as it is earned (before it is received)
and expenses are recorded as they occur (i.e., when the company receives the bill or invoice). It used
usually for retail business or larger companies, particularly where goods and product are sold. Such
companies need to keep track of inventory, materials, etc. With accrual basis, the transaction is
recorded when the bill for an expense is received or when the service or product is sold, the invoice is
given to the customer and before payment is received from the customer. So if a business receives the
bill for the boxes of tongue depressors, it immediately records this as an expense, and pays it later.
When the hospital has a piece of equipment repaired and receives the invoice (or bill), it records this as
an expense and pays it later. When a product or service is sold, the transaction is recorded as revenue,
the amount is debited into Accounts Receivable (AR) and collected later.
Accrual basis is more complicated and trickier especially in healthcare. The same type or level of service
may have different prices, so to speak, based on the contractual agreement with the insurance company
or governmental organization paying for those services (the payors). When an income statement is
created, the actual price charged by the practice or hospital is then adjusted by what the practice or
hospital expects to receive from a particular payor. The adjusted price is then recorded as revenue in
the income statement. Take note that this is money that has not been collected, but is anticipated to be
collected, barring barriers or delays from the various payors.
As I said before, cash basis is easier to do and has a big advantage. Since you are only recording revenue
that is actually received in your income statement and not future AR, then your net taxable income will
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be lower. With accrual basis you must record all revenue, including that sitting in AR, which increases
your net taxable income. With accrual basis accounting the risk is, at least in regards to a medical
practice, partial or no payment on some of that AR. Your revenue thus may overestimate what you
might actually collect in the future. Of course, nonpayment or reduced payment can be adjusted later
from the revenue, but your stuck with a higher tax burden in the meantime.
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Chapter 4
Creating Personal Financial Statements

One of the best means to enhance your ability to read and understand financial statements is by
reviewing your own finances. Having “skin in the game” forces people to really get involved with issues
when it affects your wallet, where risk and reward are very real. Following then are examples of a
financial matter that affects you regularly, whether you are aware of it or not. First , let’s look at a
hypothetical balance statement for a resident in-training (Table 4-1). Actually, this is similar to my
balance sheet when I was a resident, a long, long time ago, in a midwestern state far, far away (Star
Wars analogy unintended).
Table 4-1 Personal Balance Sheet of Dirt-Poor Resident
Assets (+)
Account no.
Account Name
(what you own)
10100
Cash (checking acct)
10110
Money Market
11000
Mutual funds, stocks
12000
Bonds
14000
IRA
17900
House-duplex
Total Assets
Liabilities (-)
(what you owe)

21090
21500
25000

Amount
$500
$500
$2,000
$0
$1,000
$45,000
$49,000

Current (credit cards)
Long-term debt: mortgage on duplex
Long-term debt: student loans

$0
$40,000
$150,000

Equity (Net Worth)
Total liabilities and Equity

-$151,000
$49,000

Owner’s Equity is also the same as Net Worth in personal finance. Again, equity means what is owned
outright with no liabilities (such as loans) attached to it. Simply put, we are doing a little algebra to the
Asset = Liabilities + Equity formula to come up with:
Assets = Liabilities + Equity
Assets – Liabilities = Equity
Equity = Net Worth
Assets – Liabilities = Net Worth
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And you thought you’d never use algebra again! Furthermore, as you can see in this example, my net
worth was negative! Yes, this is true, it is possible to have a negative net worth. Sadly, many people,
established doctors and otherwise, have a negative net worth, meaning they’ve borrowed way to much
money to purchase things that do not add to their assets.

Table 4-2 Personal Balance Sheet of hypothetical normal person in the workforce
Assets (+)
Account no.
Account Name
(what you own)
Cash (checking acct)
Money Market
Stocks, mutual funds
Bonds
401K, retirement accounts
House
Total Assets
Liabilities (-)
(what you owe)

Amount
$10,000
$20,000
$15,000
$5,000
$100,000
$250,000
$400,000

Current (credit cards)
Long-term debt: mortgage on home
Long-term debt: student loans

$10,000
$200,000
$150,000

Equity (Net Worth)
Total liabilities and Equity

$140,000
$400,000

Table 4-2 is shows the various investments one might have when well one established in her/his working
career.
As mentioned before, many people well established in the work force easily sink into negative net worth
territory. They’ve spent too much on non-appreciable asset (think of luxury items, elaborate vacations,
frequent expensive dining, purchasing nonappreciable consumer items, etc.). Be careful of debt,
especially credit-card debt which often carry high interest rates.
Commentary: How much net worth is enough? My personal take: when you have enough
money saved and invested where you could quit your job and live on the capital and the
projected returns (ie, interest, dividends) of your assets for the rest of your life. Of course, it
goes without saying, this depends on the type of lifestyle you desire; the more glamorous, the
more you need stashed away.
By the way, I personally don’t count things such as cars or jewelry or collectibles as “assets.” Such items
are hard to place a value, hard to price, and are only worth what someone else is willing to pay for them.
They are not very liquid. Also, you might fool yourself in calculating your net worth based on inflated
values on what you believe these are worth. We tend to value certain items much higher than what
someone else is willing to pay, and the value of an item is based on exactly that premise. So, those
“Beanie Babies” you or your parents collected back in the Beanie Baby heyday are probably not worth
more than what was paid for them, and possibly considerably less. Same goes for other collectibles such
as baseball cards, old coins and stamps; though these can have a more universal agreed-upon price
(there are pricing books/manuals published annually), you can’t reliably sell these easily in the open
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market (you need to find a buyer willing to pay your price) nor are they guaranteed to appreciate in
value over time, and they certainly won’t generate income for you in the form of interest or dividends.
You might balk at why I wouldn’t include things as cars and boats and the like as assets. Your car is more
of a necessary liability, since it comes with additional expenses: regular costs such as gasoline,
maintenance, insurance and the like, and essentially is a cash-flow negative (meaning it costs you money
to own) and is an asset that depreciates in value with time. It’s a cash drain. The longer you own it, the
less valuable it becomes, even as your piling more money into it. An asset shouldn’t cost you money to
own it. An asset should put money in your pocket. Even if you let your car sit in the garage, it won’t
create income for you nor will it appreciate in value. And it will still cost you money to insure it. The
same goes for a boat. They have the same expenses but with less regular usage than a car, and also
include additional costs such as storage or dock fees. This reminds me of a couple of boat owners I
know who claimed, “The happiest days of owning my boat was the time I bought it and the time I sold
it.” Buyer beware.
Some people may view the costs of their education as an asset. Sorry to burst your bubble, but the
value of the education is worth absolutely nothing in monetary terms; zero, zilch. It’s monetary worth is
$0.00, unless you’ve borrowed money to pay for your education, which in that case would be a liability
(as we will discuss below). You cannot liquidate it for cash; i.e., you cannot sell the perceived value of
your education to get all or part of your money back. Your education though allows you to work in
order to generate income. You can’t sit on your duff and expect money to rain down on you just
because you have that medical degree. You need to work, and work hard to make it pay off. That’s the
reason you education is not truly an asset; it is on valuable in allowing you to make money; it has no
monetary value to anyone else, and you can’t sell you degree on the open market as an incomeproducing asset.
Commentary: I like to think of personal finance as a strategy requiring good offense and good
defense, not unlike playing a team sport or engaging in war. Good offense is obtaining money.
This comes from earning a good income, generating revenue, investing wisely in assets that
make you more money. Having a good-paying job (such as a doctor) that required years of
education and training is offensives strategy. So is staying healthy, physically and emotionally.
Good defensive strategy is preventing the loss of money, but controlling expenses and
borrowing, and this is where many doctors go awry. They purchase things they often do not
really need, thinking they will always have future income. They save little or go into more debt
(in addition to outstanding student loans). So making money is only half the strategy. How you
spend it is an equally, if not more, important part of the financial equation. Thus creating your
own income statement and budgeting your anticipated future expenses is extremely helpful.
Again, play good offense AND good defense.
It’s also useful to create your own Cash Flow Statement and Table 4-3 serves as an example. Bottom
line with cash flow is that you want it to be positive. You accomplish this not just by earning a good
income, but by owning things that generate cash and minimizing loans that cost you in interest
payments.
Table 4-3 Personal Cash Flow Statement
Account
Beginning cash
bal

1/2019
0

2/2019
0

3/2019
-815
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Expenses

Net Income
Δ Liabilities

Δ Assets

Net cash
Ending cash bal.
Distribution
To savings
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Salary
Interest, dividends
Online business
Total Revenue
Taxes, FICA
Utilities
Insurance
Mortgage interest
Credit Card
interest
Student Loan
interest
Others
Total Expenses
Mortgage principal
Student Loan
principal
Credit Card
principal
401K
Stock sale

10,000
100
500
10,600
2,800
300
300
670
100

7,000
100
500
7,600
2,800
300
300
665
90

10,000
100
500
10,600
2,800
300
300
660
200

750

745

740

900
5820
4,780
-805
-1,200

10,900
15,800
-8,200
-810
-1,205

900
5,900
4,700
-815
-1,210

-1,000

+10,000

-3,100

-500
0

-500
0

-500
+5,000

1,275
1,275
-1,275

-815
-815
0

4,075
3,260
-3,260

We’ll start at the beginning of the year with a beginning cash balance of $0. This does not represent
what you have in your savings or checking account, but an accounting yardstick, so to speak, and is
relative to your cash flow in the following months. For the month of January things look pretty good,
you’re making money with your regular job, and your spouse has an online business generating $500 a
month, and you’ve got investments paying $100 in interest and dividends. Now adding up all your
expenses and subtracting those expenses from your total revenue of $10,600 leaves you with a net
income of $4,780. Not bad. But you have other obligations not typically placed in the Income
Statement part of your personal financial record, for these are more balance sheet changes, namely that
to your assets and liabilities. These include loan principal payments as exemplified in the table. Adding
this to your net income yields a positive cash flow of $1,275 for the end of the month. Good for you.
Now you can do a number of things with that money: save it, pay off debt or spend it. In this instance,
let’s say you spent it on a nice weekend at Las Vegas and blew all of it on the crap tables. This amount
can be considered a distribution to yourself, which we’ll record as such at the bottom of Table 4-3.
The next month (2/2019) your beginning cash is zero. You have the same amount of revenue for the
month. However, you and your spouse decided to take a nice long vacation in Europe. Your salary takes
a bit of a hit, but your spouse continues with the online business as you travel. But yikes! Your trip
costs $10,000, adding to the cost of the “others” category in your expenses, leaving you with a -$8,200
in net income. However, to finance that trip, you put it all on your credit card, which represents a
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positive $10,000 cash flow, albeit this is borrowed money that you are obligated to pay back later, with
interest. This leaves a negative cash flow for the month, an undesirable result.
The next month in March your at a negative cash position. You don’t get crazy and you don’t overspend,
but you decide to sell $5,000 in stock. This increases your cash flow for the month, leaving you with a
nice hefty positive cash of over three thousand dollars. What you do with that extra cash is up to you.
However, you decide to save that $3,260 for you might incur capital gains taxes from the sale of the
stock so it is wiser to save rather than spend that extra money.
Having numbers in such a statement looking right at you can be sobering, but may prevent you from
doing stupid things with your hard-earned money. The nice thing about creating an income statement
and cash flow statement is that it helps you create a budget. If you can estimate what your future cash
outflows are, you will make wiser decisions along the way about spending and saving your hard earned
money. In fact, my wife and I (mainly my wife) creates a monthly budget for the entire year, estimating
our expected expenses, especially those that come once a year or twice a year (i.e. my disability
insurance and life insurance premiums are billed out to use once a year) and others that occur more
seasonally. We thus are rarely surprised by an unexpected expense. She also uses the budget to
determine if have the cash flow to pay for things such as vacations or smaller trips. Thus. such items are
budgeted and removed from the regular take-home pay, rather than tapping into our savings accounts
or other investments.
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Chapter 5
“The Books” (Journals and Ledgers)

So you’re minding your own business one day and you think you got it so far, then someone drops a
huge packet of info on your desk and says something like, “for your information,” or “in case you’re
interested…” It’s the ledger. The what?
Mind you, this is page one of a packet that is 16 pages in content, representing the 1st 5 months of a
fiscal year. Following (Figure 5-1) is a cropped version for easier reading:

Figure 5-1 A small section of the 1st page of a 16 page General Ledger
Figure 5-1 is an example of a ledger. Specifically, this is a small section of a ledger of a medical practice
that is part of a larger organization. In the above example, this report was generated to show only the
monthly transactions. Two of the column headings are labelled Debit and Credit, which are the main
components in double-entry bookkeeping that we’ll discuss later. In a full ledger, daily transactions are
actually recorded. We’ll also discuss more about ledgers later.
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Some of you might have investment or brokerage accounts where you own mutual funds or individual
stocks. If you’ve ever viewed the transactions of your brokerage account where you’ve been depositing
money and later buying stocks, bonds, and other nifty assets, you might see something similar to the
statement shown in Figure 5-2.

Figure 5-2 Transactions in a brokerage account
Confusing at first glance, with different columns or negative signs where there should be positives.
What the heck? Why must this be so non-straightforward?
Figure 5-2 is an example of a journal. Each of the items are considered journal entries.
The journal or day-book is where you first record each transaction, whether it is an income statement
item (revenue, expense) or a balance sheet item (i.e., asset, liability or equity). In this particular
example, this is a journal of a brokerage account, where each transaction is dated, and money is going in
and out of certain accounts. The various accounts are the actual investments, whether stocks (ie, the
symbols CSCO, GE, EPR represent stocks of individual companies) mutual funds (ie, VWIUX is a symbol
for a mutual fund) or cash such as a bank (“Banner Bank” on the 4th entry) or money market (”Vanguard
Federal Money Market Account”). All of these represent separate, individual accounts.
Look to the 4th entry on the statement of Figure 4-2. Let’s look just to the transactions of the date
4/30/2018. On the first line, a dividend was received from the mutual fund VWIUX. This is termed a
credit and is listed a positive number (though without the “+” sign). However on the next line youll see
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that this same amount was reinvested, meaning additional shares of VWIUX was purchased with tat
dividend. You can see though this is a negative number and is called a debit. However, a debit to an
asset actually increases the value of an asset. I know, that negative number looks as if they make a
mistake, but in the world of accounting, everything must balance, out, meaning a credit must be
matched with a corresponding debit and vice-versa. The concept of credits and debits is quite confusing
at times and we’ll discuss this more in the chapter on double-entry bookkeeping.
You’ll see similar activities with the other investments, where there’s money coming in but the same
amount of money going out. Keep in mind this Journal only shows day to day transactions, and if you
want to look at the actual values of the various accounts (also called positions by many investment or
brokerage companies), you’ll need to look specifically at a listing of those accounts.
Let’s take another example on the 4th line of Figure 5-2. You’ll see $10,000 was received from “Banner
Bank” (termed a credit). Two lines below where it says “sweep in” the money is then moved to the
money market account (specifically called the “Vanguard Federal Money Market Fund”) as a debit. This
is a negative number but actually increases (a positive effect) the value of that money market account.
In short, this transaction was a transfer of money from the Banner Bank to the brokerage account, but
this is the manner in which it is recorded on this brokerage statement. The transactions are listed from
latest to earliest, though on a particular day it appears they are entered more randomly and thus the
reason there is another recorded transaction between the “Funds Received” and “Sweep In” items. But
if you follow the statement down the line you will see that for every positive entry there is a
corresponding negative one.
I told you this could be confusing. But as we move on to further chapters, these concepts should be as
clear as day. Or else I’ll just keep my day job.
Now if you refer once again to Table 3-1 showing the Chart of Accounts as a reference, an example of a
journal for a medical practice would look something like Table 5-1
Table 5-1 Journal for a medical practice
Date
Account
Name of Account
number
1/11/2019 41000
Revenue-services
1/11/2019
1/11/2019
1/10/2019
1/10/2019

41000
10100
64400
10100

Revenue-services
Checking account
Medical supplies
Checking account

Debit

Credit

Memo

$100.00

Office visit for patient XY321

$30.00

Office visit for patient JB007
Deposit for 1/11/2019 office visits
Syringes
Purchase of syringes

$130.00
$125.00
$125.00

The first line shows money received for professional (medical services) provided by the doctor to the
customer (the patient). The patient, denoted by an identifying number XY321, is charged $100. The
next line shows patient JB007 was charged $30. Each of these transactions are credits to the account
called “Revenue-services” (which is given the account number 41000 for ease in searching data in the
future). Unlike the brokerage account example of Figure 4-2, this journal is not using positive and
negative numbers but rather listing incoming and outgoing entries under separate columns, namely
Debits and Credits. This is another acceptable way (and the more formal book-keeping method) of
recording transactions.
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Now if we assume these were the only two patients seen that day where revenue was collected (a very
small practice indeed or there were a lot of cancellations since the circus came to town), then the total
amount of $130 collected is taken to the bank and deposited in the Checking Account. This is
considered a debit to that account and noted as such.
The next item is $125 spent as an expense to purchase syringes. This is recorded in the appropriate
account (medical supplies) as an expense, and is considered a debit. However, the same $125 must
have a corresponding credit to pay for it, which is taken out, or credited, from the checking account.
Thus each transaction, whether a debit or credit, must have a corresponding credit or debit to cancel it
out. This is what the accounting world calls “balance.” The journal must balance out, where there is a
net zero amount of money recorded at the end of the day. There is a rhyme and reason to all of this and
when you put it all together, you’ll find this is a very elegant system. Or you’ll otherwise think I have a
warped sense of humor and thrive on sadistic examples involving money.
Account ledgers, represent transactions (money coming in and money coming out) in a specific account.
where you later record each individual transaction that was entered into the Journal to each specific
accounts. Each account has a corresponding ledger. This is the reason assigning numbers to accounts
can make things easier to find and document stuff. Figure 4-3 puts all of this together.

Figure 5-3
Every transaction is initially recorded in a journal, which then flows from the journal to one or more
ledgers. The journal lists every individual transaction by date. A ledger is a permanent record of all the
amounts entered (added or subtracted) for a specific account.
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In the old days, the bookkeeper would enter the transactions in the Journal for the day. Later he/she
would then reenter that data into each specific account, which is a page in a ledger, one page for each
account. If another page is needed for that account, it is then added. So you’d have a ledger page (or
multiple pages depending on the number of transactions) for each account. If a specific account
recorded a lot of activity (many transactions) there would be an individual ledger book for that account.
Figure 5-3 shows each journal entry is eventually recorded into specific accounts in a ledger, noted by
the white boxes. Again, there is an account for each of the various revenue and expense items, along
with any additions or subtractions to assets or liabilities. If you recall my Chart of Accounts in Table 3-1,
you’d see that would require a whole lot of ledger pages, up to a 100 or more. Some businesses will
have multiple 100s of different accounts. In the old days, companies would have multiple book-keepers
recording transactions into ledgers. Nowadays much of this is automated by data-entering once, i.e., in
accounting programs such as Quickbooks.
The transactions entered into the journal and ledgers are the individual items of data, and thus serve as
the foundation from which the Income Statement, Balance Sheet and Cash Flow Statement are created.
The journal and ledgers contain the “nuts and bolts” of the accounting system, the source of the hard
data, and can be reviewed and double-checked whenever discrepancies arise in the financial
statements.
Let’s get into the heart and soul of this system and make sense of the madness.

Randall Fong, Business Basics

39

Chapter 6
Double-Entry Bookkeeping

We will now discuss in more detail about the journal and ledgers and the topic of credits and debits.
Beware: this topic may be even more cringe-worthy than the cash-flow statements. This has to deal
with “the books” just mentioned. I struggled with this topic for months until I read and re-read and
studied different financial statements until I finally understood these concepts. And I also developed a
simple visual means to help me get these concepts straight, oftentimes using this during discussions or
meetings when finances are concerned.
Why learn this? Many financial statements are presented in this form, especially financial journals and
ledgers, but also you may find this in your personal financial statements from your bank or your
brokerage or investment accounts.
Let’s say Dr. Doolittle, whose specialty is hyperlipidemia, sees Harry H Attack for lipid/cholesterol
management. Prior to seeing the doc, Harry must (or should) pay his copay of $10. The $10 is the
payment for the medical service he desires and is recorded as a credit to the account “Revenueservices” in the Journal.
Now as Harry is waiting, he’s getting very hungry. Dr. Doolittle also by chance sells hotdogs in her
waiting area. Since she’s 15 minutes behind schedule, Harry takes the opportunity to indulge himself in
one of his favorite foods. If you think about it, this is a brilliant business strategy on Dr. Doolittle’s part
for the sale of hotdogs can garner repeat business, much like your dentist giving candy to your kids.
So Harry buys a very pricey “Doolittle Dog” for $20. Since the hotdog represents a different type of
revenue, it is recorded as a credit to the “Revenue-products” account. The $20 dollar hotdog plus the
$10 copay totals $30. Harry then writes a check for $30, trying not to stain the desk with mustard and
sauerkraut.
Figure 6-1 shows how these transactions are recorded. The ledger for the Checking Account is listed
below the snap shot of the journal entry. As you can see, Dr. Doolittle’s checking account originally had
a balance of $30,000 starting that day. The $30 payment from Harry is added (DEBITED) to the checking
account, increasing its value to $30,030.
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Figure 6-1
The chart on the top of Figure 6-1 represents how the transaction is recorded in the journal. This
method of recording is known as double-entry bookkeeping. As you can see, there are two separate
columns to record numerical money figures, labelled “Debit” and “Credit.”
Notice there are two distinct items purchased by Harry—one is a professional service (the medical care
provided by Dr. Doolittle) and the other is a product (the hot dog). Each is recorded into different,
respective accounts, namely as CREDITS to the Revenue-service account and the Revenue-product
account. But every CREDIT must be matched by an equal DEBIT, which in this case is a debit to Dr.
Doolittle’s cash account (her business checking account in this case). For the purposes of proper
accounting, money cannot be assigned to one account and simply hang around without placing it into
another. Each journal entry must balance out to zero.
Of note: you could also record the revenue-services and revenue-product as two separate journal
entries. Each would then have a separate debit of $10 and $20 respectively to the Checking acct, but a
notation would be made that both were paid on a single check from Harry.
Since this is the first transaction of the day and thus the first entry in to the day journal, it is cited as
“Journal Entry 1.” All transactions within this particular entry must balance out to zero. The next
transaction will be recorded as “Journal Entry 2,” the third as “Journal Entry 3,” and on and on. This is a
nifty way of keeping track of all the transactions for a given day.
That $30 eventually is deposited into the checking account and recorded as a DEBIT to that account.
There is a ledger entry shown in Figure 6-1.

Randall Fong, Business Basics

41

Figure 6-2
Each of the other parts of that entry in the journal is eventually placed into their respective ledgers.
Remember, each account has its corresponding ledger in the books of the business. Figure 6-2 shows
how each of the revenue accounts is later recorded into their respective ledgers.
In the old days, you’d hire a book-keeper (or a number of them) to place all the journal entries into their
respective account ledgers. Nowadays, this is done electronically with the wonders of computers and
computer programs such as Quickbooks.
This form of recording transactions if very helpful. It allows Dr. Doolittle and her accountant to group
transactions and provide an easily retrieval of data specific to each account. She can easily see how
much she has in the business’ checking account, how much she collects through her different revenue
sources, how much she pays for certain expenses, etc.
Now we’ve added additional words to your lexicon of business vocabulary, namely Credits and Debits.
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Figure 6-3
This systematic approach of tracking increases and decreases in account balances was developed by a
mathematician and Franciscan Friar named Luca Pacioli. A contemporay of Leonardo DaVinci, Pacioli is
considered the father of accounting and bookkeeping. He described the use of journals and ledgers and
published the first description of the double-entry accounting system, where every entry into an
account must have a corresponding and opposite entry into another account. The double-entry has two
corresponding sides or columns that must equal in value.
This works as a financial shorthand, since all the debits must equal all the credits. This also serves for
error checking. If something doesn’t look quite right in the financial statements, one can always look to
the journal and make sure all the credits and debits cancel one another—i.e., making sure each credit is
balanced by an equal debit; and in the event of an error, it can lead one to the appropriate ledgers to
discover the error. So in the books:
Debits are recorded on the left column of a journal or ledger
Credits are recorded in the right column of a journal or ledger
So when a transaction is recorded in the journal as a debit(s), it must be balanced out by another
credit(s). Vice versa, if a transaction is recorded as a credit(s), it must have an equal number of debit(s)
such that the transaction balances out to zero.
I had a tough time understanding the concept of debits and credits, and the books I’ve read simply said
this was something you had to memorize. Figure 6-3 is a chart describing how debits and credit work
with the various types of major account categories. For instance, if you paid for an expense such as
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printer ink, this would be a debit to the expense account for office supplies. If you collected revenue in
the form of a copay for your services as a doctor, this is a credit to the revenue account for the services
of a doctor. I always imagined a credit was a good thing and a debit was bad, where credit suggests an
inflow of money while debit suggest money going out. Not necessarily. As you can see in Figure 6-3
with the case of an asset--if you purchased some piece of equipment, say an x-ray machine, this
purchase is considered a debit to the asset account, which actually increases the value of that asset
account. Likewise, if you borrowed money to purchase that x-ray machine, this increase in liabilities is
considered a credit to that liability.
In my simple-miinded fashion, I had to find some way to conceptualize a rather abstract concept, so I
came about with a diagrmatic or visual means to help me understand this. I’ll call it the Simple-Minded
Accouting Schematic of Fong. Figure 6-4 shows it in all its simplicity and glory.

Figure 6-4
Consider the little black cloud in the middle of Figure 6-4 as a holding place, so to speak, and which I’ll
call a transactional Limbo, for lack of a better term. This limbo represents money coming in and going
out, such as the recordings in a journal entry. What goes into this limbo comes from some account (or
accounts) and an equal amount must also go out into other account(s). Think of Limbo as a temporary
holding place where cash remains for an infinitesimal small amount of time. In other words, you can’t
park cash into Limbo--what goes into Limbo must come out. Limbo is always at zero balance. Limbo is
nebulous, an intermediary state between two other states, a creation of my mind in order to illustrate
the debit/credit concept.
In Figure 6-4, the items above and below the Limbo cloud are Income Statement items: revenue at the
top and expenses below. The items to the left and right of the cloud are Balance Sheet items: assets on
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the left and liabilities on the right. Of course, there are many more accounts but for the sake of
illustration, I’ll only show only a few.
Debit is labelled in red as “D” and credit in green as “C.” Money moving into the Limbo cloud is a credit
and money moving out is a debit. In other words, credit = money coming in (to Limbo) and debit =
money going out. So in the example shown in Figure 6-4, “Revenue-services” is a credit, which then is
matched by an equal amount as a debit to the “Asset-cash” account.

Figure 6-5
You can see that two different financial statements are affected: Revenue for services and sales are
Income Statement transactions. Debiting (depositing) into the checking account—an asset item—is a
Balance Sheet transaction (and I’m using “cash” and “checking account” interchangeably here).
By the way, why separate the two revenue sources? Answer: 1. It is easier to track profitability of one
revenue stream to another and 2. In some states (Washington included), there is a thing called Business
and Owner’s tax (B&O for short), which is a tax on revenue (not net income). Different service lines have
different tax rates. In this example, retail items (i.e., the selling of hot dogs) has a different tax rate than
professional services (providing medical care).
Another note of interest in Figure 6-2: notice how Dr. Doolittle is generating more revenue selling
hotdogs than she is rendering medical services! This is reflected in the ledgers for each of her revenue
accounts. This also can help in strategic planning: should she continue practicing as a doctor, or expand
her hotdog business to full-time?

Randall Fong, Business Basics

45

Now you might be confused, you might be wondering to yourself our loudly for everyone to hear, “Hey
Fong, this doesn’t make sense! You got the credit and debit thing backwards!”
You’re probably thinking in terms of what your bank does. You’ve probably noticed credits and debits to
your savings or checking accounts.
So, what about the bank? Take a look at Figure 6-6. This is the schematic from the bank’s point of view;
the credits and debits in your checking account are from the bank’s perspective.

Figure 6-6
Notice a $7,000 deposit into your checking account is considered a debit from your perspective as a
business owner or even for your personal assets. Does this sound confusing or contrary? When you see
an increase in your checking (or savings) account, doesn’t that show up as a credit on your statement?
“Your account will be credited,” are words you want to hear, as this is cash being added to your account.
So what gives?
From the bank’s perspective (or other lending institution that holds your checking account) this all
makes sense. Your checking account is an asset to you, but it is a liability to the bank. When you
deposit money into your checking (or savings) account, you are actually making a loan to the bank, and
they pay you (or should pay you) interest for that loan. Thus, the bank is borrowing money from you
and it lists your checking account as a liability on its Balance Sheet. Your deposit is considered a credit
from the bank’s perspective.
When the bank pays you the measly interest of $1 to your account, it is debited as an expense to the
bank. The corresponding credit to balance this out is a credit (money is moved from) your checking
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account, which again is a liability account to the bank. You thus see this as a $1 credit. Added to the
$7,000 already owed to you, the total obligation to the bank is now $7,001. Your checking account will
thus show this same amount. When you eventually take money out of that checking account, it is
considered a payment of a loan from the bank’s perspective, a debit to your account, with a
corresponding credit from the bank’s cash account. Figure 6-7 shows what occurs when you withdraw
$5,000 from your checking account.

Figure 6-7
To pay off your deposit, the bank debits your checking account (which is a liability account to the bank)
by $5,000. It credits $5,000 from its cash account to balance out the transaction. Lo and behold! Your
checking account reduced by means of a debit.
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Chapter 7
Putting It All Together
Meshing Out Data from the Books and Creating the Financial Statements

We are going to do some really fun stuff, depending on your mindset and mood, in the form of examples
or exercises.
In the example of a previous chapter, Dr. Doolittle has a medical practice that also sells mouth-watering
hotdogs. Her patient, Harry, just bought a $20 hotdog and also paid his $10 copay for his office appoint
with Dr. Doolittle, who will render him the services as a doctor to help Harry improve his health and
avoid another heart attack. Hopefully, Dr. Doolittle charges much more than $10 for her services as a
doctor. That copay is exactly that—a partial payment for her services. Harry’s insurance company is the
“Ouch Insurance Co.” who is responsible for the bulk of payments for Harry’s healthcare. Dr. Doolittle’s
services for that particular office visit is actually $100. Since Harry paid $10, Dr. Doolittle must collect
the other $90 from Harry’s insurance company. Figure 7-1 shows the transactions.

Figure 7-1
The remaining balance of $90 owed to Dr. Doolittle is thus recorded in the journal as a debit to the
account called Accounts Receivable. Accounts Receivable (abbreviated AR) is an asset; it is money that
Dr. Doolittle expects to collect in the future from Harry’s insurance company. Remember that things
balance out in the accounting world. Dr. Doolittle’s AR is also someone else’s liability. In this case it is
the insurance company’s liability, for it is money they owe on behalf of Harry H. Attack.
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Remember, your assets may represent another’s liabilities and vice versa. This is all part of the balance
equation mentioned in the Chapter 3.
AR is something you’re going to hear a lot once you are in practice; people will bounce this term around
a lot. It took me a while to understand what they were talking about and thus the importance of
understanding this concept.
In Figure 7-2, the $100 for the full services of Dr. Doolittle is still recorded as revenue (in the category
“Revenue-Services”). However, only $10 has been received in actual money.

Figure 7-2
The total actually deposited is a $30 debit to Asset-checking (the $10 copay plus the $20 hotdog
purchase) paid by Harry. Including the $100 revenue from services, the total revenue amounts to $120.
This is a credit (money is coming in to “Limbo”). To balance the $120 worth of credits to Dr. Doolittle,
she needs the same amount in debits. So the $120 is put into the Limbo cloud as credits and $30 is
moved out of Limbo as a debit to Asset-check (the business’ checking account). Remember, in this visual
schematic, a credit is money coming in (to Limbo) and a debit is money going out. The balance is $90,
which cannot sit in Limbo but must be moved out as a debit, and in this case it is a $90 debit to “Asset:
Acc Rec” (Accounts Receivable). Thus, this transaction balances out: credits equals debits.
Now the Accounts Receivables (AR) account is an asset account. It shows up on the balance sheet and
represents money that is owed to Dr. Doolittle. Figure 7-3 how the balance sheet is affected.
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Figure 7-3
Notice in the “Before” balance sheet on the left, Dr. Doolittle has $20,000 in AR that is still to be
collected. In the “After” balance sheet on the right, that $90 is added to her AR, thereby increasing her
total assets and her equity. AR represents money to be collected and thus is an asset to Dr. Doolittle.
Again, whereas AR is an asset to one person, it corresponds to another’s liability. In this example, the
Ouch Company will receive a bill from Dr. Doolittle for the remaining $90. For the Ouch Co., this will be
listed as a liability under Accounts Payable, or AP for short. Again, one person’s asset is another’s
liability.
Eventually (or shall we say “hopefully”?) Dr. Doolittle receives the $90 from the Ouch Co. Figure 7-4
shows how this is recorded in the Journal in the lower table labelled “Journal entry Y.” Figure 7-5 shows
visually the credit to AR and the equal debit to Dr. Doolittle’s checking account, which is a deposit of $90
into that account.
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Figure 7-4

Figure 7-5
When Dr. Doolittle collects the $90 from Ouch Ins. Co. (and assuming those dead-beat payors that owed
her the remaining $20,000 still have not yet paid—an undesirable situation to say the least). The
changes to her balance sheet are seen in Figure 7-6.
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Figure 7-6
Her balance sheet prior to the receiving Ouch Co.’s payment is shown on the left as “Before”, and the
“After” balance sheet on the right shows her AR decreases by $90 and her cash account increases by
$90. This does not change her total assets or her equity. She’s exchanged on asset (AR) into another
asset (cash). By the way, cash as an asset is always better than AR, since AR does not represent real
money you can sink your teeth into (if you have that inclination to bite into a wad of dirty dollar bills or
coins). AR is “phantom money” that Dr. Doolittle still needs to collect.
Notice when you receive the AR does not affect your Income Statement (if you are doing accrual
accounting) since you already accounted for this transaction when you first charged for the service. It
also does not affect your Balance Sheet other than transferring one less-desirable asset (Accounts
Receivable) into a more-desirable asset (cash or a deposit into your checking account). You can spend
what’s in your cash or checking account, but you can’t spend what’s in your AR account.
Now if we create an Income Statement and use cash basis accounting, only the actual cash received will
be shown as revenue. In accrual basis accounting, the entire revenue is recorded. In this example the
entire $120 (the $30 received and the $90 debited to Accounts Receivable). Likewise, Ouch Company’s
$90 obligation is recorded in their books as an expense: their Accounts Payable (a liability account) is
credited and the expense account (let’ call it Expenses—physician services) is debited. Once they pay
Dr. Doolittle, the AP is debited $90 and their cash or checking account is credited $90.
However, in the cash basis situation, this does not mean Dr. Doolittle does not keep track of her AR; it’s
just not recorded on that particular financial report, namely the income statement.
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Now let’s see what happens when Dr. Doolittle pays an expense. Take a look at Figure 7-7

Figure 7-7
Dr. Doolittle buys boxes of tongue blades from the Loose Lingua company and pays this upon receiving
her goods with a check. Figure 7-7 shows a debit to the account called “Medical Supplies” and a credit
to her checking account.

Figure 7-8
Figure 7-8 shows how this is done visually. Money is withdrawn or removed from the checking account
(Asset-checking) and is placed into Limbo. This is a credit to her Asset-checking. However, there must
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be an equal debit or removal of that money from Limbo, and in this example, it does to an expense
account. This is a debit to her Expense-supplies account (Medical Supplies to be more specific). Thus,
the transaction balances out to zero, credits and debits cancel out one another.
Now let’s look at paying employees, also known as payroll. This is an important concept you should
understand either as an employer (if you are an owner of your practice or business) or as an employee.
The key here is to help you understand the different aspects of employee payroll. This example shows
only the federal and state obligations of the employer, and does not include benefits such as 401K,
health, dental, and any other benefits you may offer.
This example represents only what the employee pays for taxes; this does not include the employer’s
share.
The accounts with account numbers in the 24000s in this example are different payroll liabilities to the
company who employ those employees. Let’s say the employee’s name is Sammy T. Salivator.

Figure 7-9
When an employer pays an employee, the employer must first withhold the employee’s share of payroll
taxes. As Figure 79 shows, this includes Sammy’s share of Medicare, Social Security, Worker’s
Compensation Insurance, (also known as L&I for Labor and Industries). The employer (Dr. Doolittle) also
withholds the employee’s federal income tax for that pay period, and would do the same for state
income taxes (Washington, as of this date, does not have state income tax). By the way, the combined
Medicare and Social Security taxes is also known as FICA (Federal Insurance Contributions Act).
Sammy’s total pay is $3,000 for the pay period (the pay period is the interval in which payment is given,
and in this case it is one month ( i.e., Sammy is paid every month). This is a debit to the expense account
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called “Payroll.” All the withholdings are then credited to various accounts under the broader category
of Liabilities—meaning he employer must later pay these respect withholdings to the various
government agencies. As such they are credited to various liability accounts.

Figure 7-10
In Figure 7-9 the account numbers in the 24000s are different payroll liabilities. More specifically, these
liability accounts are termed Accounts Payable or AP for short. AP is considered a current liability,
meaning it is money that is owed and must be paid in less than one year.
Figure 7-10 shows that when subtracting the $3,000 total pay to Sammy as a debit and then crediting all
the withholdings which total $345 and recorded as credits to the various AP accounts. The net amount
sitting in Limbo is negative $2,655 ($345 - $3000 = -$2,655). What happens now? Money is then
credited from the checking account for the remaining balance. This is in the form of net pay to the
employee as a credit from Asset-checking, who then receives a check for $2,655. Again, this amount is
the gross pay of $3,000 minus all the withholdings that are later paid on behalf of the employee. Dr.
Doolittle must remember to pay these liabilities before they are due.
Sammy, being a newly hired employee and a newbie in the working world, then barks out, “Hey! I
earned $3,000 this month! Why does my check only show $2,655? And who is FICA and why are they
taking my money!”
Dr. Doolittle or her human resources specialist then sits Sammy down and explains the “bird-and-bees”
story of deductions, withholding and the wonderful world of taxes. Sammy leaves educated but
disappointed.
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Note: Dr. Doolittle’s monthly income statement will show the entire $3,000 as a payroll expense as soon
as she pays Sammy. However, the AP for Sammy’s share of withholdings are liabilities, which show up
on the balance sheet and not the income statement.
In actuality, the total AP for these items would be the accumulation of withheld taxes for all of Dr.
Doolittle’s employees for the pay period. When Dr. Doolittle finally pays these taxes, it is one lump-sum
payment for all her employees for that particular pay period. I used just one employee for this example.
As a reminder: the account numbers 66000s in the Chart of Accounts represent payroll expenses.

Figure 7-11
When ultimately paying the payroll tax liabilities, each of those liability accounts are then debited,
resulting in a corresponding credit from the checking account. However, the employer also needs to pay
their share of taxes in addition to the employee’s withholdings. In figure 7-11, this is recorded as
expenses under 66101 and 66102, Dr. Doolittle’s share of Medicare and Social Security taxes for Sammy.
Notice there is not a corresponding expense for federal income tax. Typically, the employer’s share of
Medicare and Social Security (known collectively as FICA) matches (is the same as) that which the
employee pays.

Randall Fong, Business Basics

56

Figure 7-12
Figure 7-12 shows this transaction visually. The FICA withholding for Sammy is $330. The employer’s
share of FICA is $230. Thus a total of $560 ($330 + $230) must be paid by the employer to the federal
government. Once Dr. Doolittle pays these taxes, the liability accounts are debited and the total tax bill
of $560 (which includes both Dr. Doolittle’s and Sammy’s share) are paid to the government in one
check as a credit to her checking account.

Figure 7-13
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L&I is likewise paid in the same fashion, though this is to the state and typically the employer’s share is
higher than the employee’s share as shown in Figure 7-13. Account 24020 represents the $15 withheld
earlier from Sammy’s paycheck and the 66103 account represents the $45 Dr. Doolittle must pay as her
share of the L&I tax. The total bill paid to the state L&I agency is thus $60 ($15 + $45 = $60).
Now let’s venture into the purchase of an asset. Dr. Doolittle finds she is need of an ultra-high-speed
computer server with all the bells and whistles, with redundant hard drives, data backup systems and to
network with all the other office computers. This is considered a fixed asses. A fixed asset is any item
that has a life of longer than a year. As such, it is called fixed since it is not consumed or disposed of
immediately after use, such as tongue depressors, medications or printer paper. This also is called
capital equipment or capital asset, but for the sake of simplicity we’ll just call it a fixed asset. Figure 7-14
shows the journal entry for this purchase.

Figure 7-14
Figures 7-14 shows a debit to the asset account that includes computer equipment (called “Asset:
computer eq.”) and a credit from the checking account to pay for this. Figure 7-15 shows this in a more
visual aspect: once $5,000 is debited (taken out of Limbo) it must be replaced by an equal $5,000 credit
coming into Limbo to balance the transaction to zero. This comes as a credit (money coming in) from
another asset account, namely the checking account.

Randall Fong, Business Basics

58

Figure 7-15

Figure 7-16
Figure 7-16 shows the “Before” and “After” effects on the balance sheet. Notice the cash (checking)
account is reduced by the $5,000 spent for the computer, and the “Fixed assets: computer” account is
increased by $5,000. Recalling the balance equation (Assets = Liabilities + Equity), there are no changes
to the other parts of the balance sheet. This is simply an exchange of one asset for another.

Randall Fong, Business Basics

59

Even though cash is expended for the asset, it will not show up on the income statement, as this is NOT
an expense. Although money is spent to pay for the computers, this will not show up on the income
statement and will not reduce the net profit as shown by the income statement in Figure 7-17.

Figure 7-17
So if Dr. Doolittle is out $5000 cash, there’s less cash to spend for other things or as a distribution to
herself. Why doesn’t this affect net income then? This seems unfair; the net income (which is profit) is
still the same, has not been reduced, even though she has $5,000 less in the bank!
“What?” she says. “This is unfair! My net income is the same as TAXABLE income! Must I pay taxes on
money I put back into my business?” The answer: well, yes and no. Well discuss this more when we talk
about depreciation. For now, let’s look at the effects of what the above transaction does to cash flow.
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Figure 7-18
Though net income was not reduced, Figure 7-18 shows this transaction naturally has a negative $5,000
effect on cash flow. There is simply $5,000 less cash after the computer purchase. I’ll show later how
this is eventually expensed (moved to an expense account on the income statement) when we talk
about depreciation. But before we get into that, let’s talk a bit about borrowing.
Dr. Doolittle’s quarterly malpractice insurance premium is due at the same time she needs to make
payroll. Her malpractice premium is $7,000 which she pays quarterly. But alas! After paying her
employees, she finds she has only $3,000 remaining in her checking account.
What does she do? Tell her insurer, “Uh…hey guys, do ya mind I pay you next month instead?”
“Uh, no,” the insurance guy says, “You better pay up now or you’re insurance will be cancelled.” This is
very bad, leaving Dr. Doolittle exposed to potential lawsuits with no malpractice insurance to protect
her.
Holy-moly! Dr. Doolittle is in a bit of a pickle. However, she can use a current liability (due in less than a
year) like a revolving line of credit, borrow $4,000 and credit her checking account the remaining $3,000
to pay for the $7,000 premium. Figures 7-19 and 7-20 shows how these transactions are made.
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Figure 7-19

Figure 7-20
The borrowed $4,000 shows up as a change in the balance sheet shown in Figure 7-21. Here liabilities
are increased by $4,000 and cash is decreased by $3,000.
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Figure 7-21
This transaction also affects the income statement. Figure 7-22 shows the total $7,000 as an expense,
which in effect decreases her net income. Though she borrowed $4,000 to pay for this, the entire
$7,000 is still recorded as an expense.

Figure 7-22
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Figure 7-23
Figure 7-23 shows the effect on cash flow. This looks good in one respect, where she still has a positive
cash flow at the end to the 2/2014 period. However, keep in mind this positive $4,000 influx of cash is a
loan, a liability that must be paid later. In general, you should avoid adding to liabilities by borrowing
money, but in this example you can understand there are justifiable times when borrowing is actually
the most prudent course of action.
This is another reason for understanding cash flow statements, especially if you are researching a
company you are looking to purchase (i.e., shares of stock). A positive cash flow looks nice and is
desirable, but you need to understand how that cash flow is created. If it is through a high net income
(net profit), then this is good. If it is a result of borrowing or selling a huge asset, then probably not-sogood. You need then to understand the reasons for borrowing. If a loan was taken out to purchase
another asset that will increase profits further or another building due to growth of the company, these
are good reasons to borrow. If on the other hand the loan is taken out to pay for outstanding bills or for
payroll due to a net loss from business operations, then this could be an ominous sign the company is
not doing so well.
Now let’s see what occurs when a loan (liability is paid).
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Figure 7-24
Figure 7-24 shows a loan payment. With any loan payment, there are two aspects: payment of part or
all of the principal (the amount of money borrowed) and the interest expense charged by the bank or
lending institution who provided you the loan. This is also known as P&I (principal and interest)
payments.

Figure 7-25
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Figure 7-25 shows the journal entry and the effect it has on the two accounts and their respective
ledgers. Account 22000 which represents the loan is reduced by $1,000, leaving an outstanding
principal of $3,000 that is owed. This payment to principal is NOT an expense: she had already recorded
the full cost of the malpractice as an expense already.
Acct 61300 is an expense account tracking interest payments. This shows the addition (debit) of $200 to
this account. The ledger also lists what would occur with a future payment of interest (ie, interest for
the next payment will only be $150 since there is less loan principal in which to calculate interest
expense). The ledger thus lists a total of interest expenses.

Figure 7-26
Figure 7-26 shows the effect on cash flow. Interest expense for the sake of simplicity has been lumped
into a cacophony of other expenses (“Others, (interest)” but in reality there would be a separate
account titled “interest expense” with $200 assigned to it. In this statement for the 3/2014 period, this
increases that broad category by $200, and hence is an expense that reduces net operating income for
that month. However, the liability account for that loan is reduced by $1,000 since this is the amount
paid to the loan principal. Payments to loan principals are NOT considered expenses. In this particular
example, the loan was taken to pay for malpractice insurance, an expense. Thus, the total loan principal
(all of the $4,000 of money borrowed) has already been recorded as an expense.
Let’s take a breather and look at a summary of what we’ve done so far. Figure 7-27 is the ledger for Dr.
Doolittle’s checking account. This particular account is numbered 10100 and called “Cash (checking
account)” in the Chart of Accounts. Recall the Chart of Accounts lists all the various accounts—assets,
liabilities, equity, revenue and expenses. It often is done in numerical order with account numbers
assigned to each account.
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Figure 7-27
We’ll look at just this one account and the transactions that occurred from all the examples we’ve
covered thus far. Remember this would be a ledger book into which a bookkeeper would record from
the Journal if paper records were kept.
Specifically, we will look at the cash or checking account (which is given the account number 10100).
The transactions listed in Figure 7-27 are summarized as follows:
JE=Journal Entry
1
2
3
4
5
6
7
8

Type
Collection of revenue
Expense for tongue blades
Net pay to employee Sammy Salivator
FICA payroll tax payment
L&I payroll tax payment
Asset purchase: computer
Part of the malpractice insurance premium (the balance was borrowed)
Loan principal and interest payment

Of course, you can view the specifics with each journal entry by viewing the journal for that transaction
which will cite the individual ledgers into which the credits and debits were assigned. However,
software programs such as Quickbooks easily does this for you. For instance, if you were to look at
Journal Entry no. 8 and viewed it either in the checking account or Journal Entries, you can see the
details of what was paid to the Interest Expense account and the amount paid to the Current Loan
account.
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Now we’ll get into some exciting stuff, and of course I’m being facetious here, since this can get rather
complicated. Honestly though, I find this part of accounting really fascinating, though I’ve been told by
family and friends alike, I have rather bizarre tastes. Anyway, let’s venture into the wonderful world of
depreciation.

Figure 7-28
Remember that $5,000 computer Dr. Doolittle bought and how unfair it seemed that she couldn’t count
that as an expense? Well, that’s where depreciation comes into play.
For many small businesses, the IRS allows one to depreciate the entire value of a fixed asset the year it
was purchased (under something called a Section 179 election), which means you count the entire
purchase price as an expense that year, which allows you to deduct it from income and saves you a
boat-load of income tax.
But often the government wants its tax revenue NOW, since it is always knee-deep in debt and needs to
spend your money to pay the army of IRS agents to hassle you today and in the future forever and ever.
So the government requires you to depreciate your computer equipment over a 4 year period (in this
instance $100 per month for the next 50 months). Figure 7-28 illustrates this.
The $100 now can be considered an expense on the income statement, and is debited to an expense
account called “Depreciation Expense.” To offset this, you now need to credit that $100 to somewhere.
Where would that be? Answer: to an asset account called “Accumulated Depreciation.” This account is
actually a negative number, is matched to the asset account holding that $5,000 computer equipment.
Accumulated Depreciation is also known as a counter-asset.
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Figure 7-29
Figure 7-29 shows how this is recorded in the balance sheet labelled “After,” where Accumulated
Depreciation has -$100, since it is a credit to an asset account (in this case, the counter-asset account).

Figure 7-30
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Figure 7-30 shows the other side of the equation, where the income statement shows $100 as an
expense in the Depreciation Expense account. The effect on the income statement is then a reduction
in net income. Figure 7-31 shows the effect it has on cash flow which is essentially no effect: the added
expense of Depreciation in the operational cash flow is equally counter-balanced by a subtraction of
Accumulated Depreciation in the cash flow due to financial activity. So where an expense has decreased
net income (has decreased taxable income) the net effect on cash flow is zero. You’re finally able to
expense part of that $5,000 asset for which you’ve already forked out money.

Figure 7-31
Now we will see what occurs when Dr. Doolittle must borrow money to buy a larger asset. She would
like to buy an MRI, and lucky for her, in walks the MRI sales guy at lunch time. He tells Dr. Doolittle
MRIs are on sale for this week only, and he has a great deal for $75k but of she buys it now.
Unfortunately, Dr. Doolittle doesn’t have $75,000 sitting there in her pocket, nor does she have that
amount in her bank account. However, the MRI would be a great asset for her practice, enhancing
patient care while nicely increasing revenue. She decides to take out a loan to purchase the MRI.
Figure 7-32 shows the transaction where the loan is credited and the MRI as an asset is debited, each by
$75,000. The loan is considered an “non-current” liability, meaning it is long-term and payments are
made for a period more than a year.
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Figure 7-32
Figure 7-33 shows the “Before” and “After” effects on the balance sheet, where the fixed assets:
medical equipment is increased from $35,000 (prior medical equipment purchases) to $110,000 from
the addition of the purchase price of the MRI. There is also an increase of $75.000 in liabilities due to
the loan resulting in not change in equity.

Figure 7-33
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Figure 7-34
Figure 7-34 shows the effect on cash flow. The asset purchase (a debit to assets) would have a negative
effect on cash flow, but this is counterbalanced by a positive effect (a credit to liability) resulting in a net
zero effect on cash flow.
To eventually count this MRI as an expense, Dr. Doolittle must depreciate this over time. Assume she
can depreciate the MRI over five years, which means she can claim $15,000 a year as an expense for the
MRI. Let’s also assume she is paying off her loan for the MRI at the same rate or $15,000 towards loan
principal per year (not to mention interest on the loan as well). Figure 7-35 shows this visually and
Figure 7-36 shows the effect on her income statement. $15,000 is credited to the counter-asset
Accumulated Depreciation and the balance transaction is a $15,000 debit to the expense account named
Depreciation Expense. Thus a balance sheet item is paired to an income sheet item.
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Figure 7-35

Figure 7-36
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Figure 7-37
Notice in Figure 7-37 what occurs in the “After” balance sheet: the fixed asset account holding the MRI
under “Fixed Assets: medical equipment” does not change. The Accumulated Depreciation however is
given a negative $15,000. Remember, this account is negative be cause it is a counter-asset that is
paired to corresponding fixed assets. One would actually have a separate Accumulated Depreciation
account paired to each major fixed asset, which makes tracking the depreciation of the various assets of
a business an easier task.
Now we’ll get into some really fun although sometimes confusing topic of selling an asset. We need to
account for prior depreciation. This sounds more complicated but actually is a reversal of some of the
exercises we’ve done.
Dr. Doolittle wants to sell her MRI after 4 years of use. She no longer needs it or perhaps is thinking of
purchasing a more powerful MRI. Whatever the reasons, she wants to sell it. This is also known as
disposing an asset. The asset is not actually disposed, but it will no longer show up on her books (i.e,
she wants to get if off her balance sheet).
For simplicity sake, we’ll assume she paid off her loan faster than expected such that she no longer has
long-term (non-current) debt. The MRI has been depreciated $60,000 ($15,000 per year x 4 years =
$60,000). Along comes a budding young orthopedic doctor who wants to buy her MRI. After haggling
over a price, they finally agree that the MRI worth $45,000 (remember, depreciation for accounting and
tax purposes is different from an asset’s market price, which is the price a buyer is willing to pay and the
price the seller iis willing to accept for the asset). Dr. Doolittle sells the MRI for $45,000.
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She must then “recapture the depreciation” of that asset, namely the MRI. The new owner will
depreciate the MRI in the future. The government does not want two bites at the same apple, so any
depreciation of the MRI needs to be debited into Accumulated Depreciation (the counter-asset paired to
the asset account holding the MRI). Look to Figure 7-38. To dispose of the MRI, it’s initial purchase
price of $75,000 is credited. The purchase price of $45,000 is then debited to the cash (checking)
account, and the balance, whether positive or negative, is respectfully credited or debited to revenue
(or income). So what we have after this transaction is $75,000 credited minus $45,000 debited to
Accumulated Depreciation minus $45,000 debited to the Cash Account as the purchase price. The result
is -$30,000 sitting in Limbo. To offset this and to balance it all out, there must be $30,000 credited or
added to the mix, and this comes from the Revenue account. Hence this credit is a $30,000 gain—a
taxable gain--on the sale of the MRI, which is added to revenue on Dr. Doolittle’s income statement. If
there is a loss, say Dr. Doolittle sells the MRI for only $5,000, then there would be a $10,000 debit to
revenue which is considered a net loss of $10,000 and would show up as such on the income statement.

Figure 7-38
Should the MRI break down for some unfortunate reason, then there is no money debited to checking,
and what’s left behind in Limbo after the $75,000 is credited to the MRI as an asset and the $60,000
debited to Accumulated Depreciation for that MRI is a positive $15,000. This must be debited (moved
out of Limbo) to revenue, resulting in a $15,000 reduction to revenue, which is the same as a $15,000
loss. Of course, there is an expense to haul out the broken MRI to the junk yard, and that cost is
assigned to an entirely different expense account, say under one titled “Repairs and Maintenance” or
“Contract Labor” or perhaps “Garbage and Waste Disposal.”
Now when covering all these topics we must delve into an issue at the heart and soul of any business,
and that is paying the owner(s). In the case of a single physician practice (or any number of physician
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owners for that matter), Dr. Doolittle can choose to do this as an owner or as an employee of her own
company. Either method results in similar tax consequences. As a sole-proprietor, she can take owner’s
draws whenever she needs money and when her company has enough cash available to do so. As an
employee, this typically requires her to license her business as a corporation. As you’d expect, as an
employee she would have taxes withheld and then paid by her business along with the employer’s share
(and she is also the employer) of those payroll taxes. As an owner taking a draw, she also must pay
taxes in the form of self-employment tax, which is essentially her F.I.C.A. doubled; this includes the
employee and employer shares of payroll taxes. These taxes along with estimated federal income tax
are typically paid quarterly. In either scenario, her tax burden is the same.
When she pays herself as an employee, her pay and employer share of taxes are debited as expenses to
her business, and as such present themselves on the income statement. As an owner taking a draw, the
draw is actually a debit to equity, and thus presents itself not on the income statement but on the
balance sheet. In the case of a corporation, the net income on the income statement is then subject to
corporate income tax, even though a distributions or dividends are paid to the owners or shareholders
of the company. Figure 7-39 illustrates this, showing a $14,000 draw taken out by the owner (called a
distribution, or in a corporation having shareholders as a dividend to the shareholders).

Figure 7-39
The draw also is subject to federal income taxes and mostly likely Self-Employment Tax, which is double
the F.I.C.A. amounts, where she must pay both the employee and employer share of F.I.C.A. taxes.
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Chapter 8
Saving and Investing

Warren Buffet said (and I’m paraphrasing):
The most powerful tool in the investment world is time and compounding interest (growth).
Compounding growth is wonderfully logarithmic. This only happens if you save and invest your money
which creates more money in the form of interest, dividends and capital gains.
The goal is to build up assets such that it generates positive cash flow, and eventually enough cash flow
to cover all your normal living expenses. Think of assets such as stocks as businesses. These businesses
do not require your presence, do not require additional work on your part to generated money.
Remember to play good offense AND defense. Good offense is working hard to generate a good income
and seeking investments with the most optimal risk/reward relationship. Good defense is even more
important—avoid spending too much on stuff you really don’t need and creating a disciplined savings
plan.
Every dollar you save goes to work for you. Think of each dollar saved as an employee, one that works
for you 24/7, who never sleeps and never takes a break. That employee is working for you, earning you
money while you’re sleeping, sipping pina coladas on the beach, or sitting on the can. Accumulate
enough of these little employees, and they’ll finance your entire lifestyle without you having to lift a
finger.
This requires investing in things that generate more cash and/or appreciate in value, with little
additional work on your end. Of course, you need to first study and research and find the proper
investments, but once you lay down the cash and buy it, the asset should work for you, and not you for
it. You’re already working hard enough in your job—you don’t want to add more unnecessary work.
Again, you want those dollars-as-employees working for you to further increase your wealth.
As I said before, all of this of course requires some time invested on the front-end, first disciplining
yourself in saving, and secondly doing the groundwork and study to find the suitable investments. You’ll
spend a lot of resources on the front-end, but it pays you back in multiples on the back-end, as your
initial investment grows in time. You’ve done this already when preparing to become a doctor. You’ve
spent tremendous time and money just to become a doctor, and the payoff after years of delayed
gratification will reward you if you continue with that same discipline that got you to where you are
now. You’ll need to apply the concept of delayed gratification once more, but on a larger scale, with
more zeros at the end of your dollar figures.

Randall Fong, Business Basics

77

The key is to start building your assets when young. Save and invest regularly and let the power of
compounding growth work for you. Try to avoid liabilities that doctors so often purchase as their
careers blossom: large homes, luxury cars, vacation homes, fancy boats, etc. These will continually cost
you money, increase your expenses which in turn will force you to work hard(er) to pay for those
expenses. It’s a trap many people fall into, not merely doctors, but doctors are notorious for getting
into financial messes.
What is a good savings rate? Americans in general are notorious for little to no savings, and amongst
the industrial nations we tend to have the lowest savings rates. Some years the savings rates where on
average negative values, meaning we were spending more than we were earning! Financial advisors
toss around a 5-10% savings rate. Personally, I saved over 10% of my gross income when I had student
loans. Once those loans were completely paid, the savings rate went up to 25-30% of gross pay. It’s all
in figuring out what you really need and don’t need, and essentially avoiding frivolous spending. Most
of what we ‘need” are more likely things we “desire” and “want.” I’ve found in the past spending on
some pricey things, only to scratch my head a week or so later wondering why on earth I bought such a
useless item that added nothing to our quality or life.
Many of those that are highly educated, have advanced degrees and possess an abundance of
intelligence in their fields tend to have very poor financial intelligence. You must personally take
ownership of your own financial well-being. Certainly you can seek help from more knowledgeable
people such as financial advisors, but ultimately your financial well-being rests solely on you. It takes
regular study through reading books or online articles, watching CNBC or Bloomberg News on the
television (and even Shark Tank presents tidbits of financial wisdom), talking to others who invest and
save. All of this ultimately lies in continuous study and research. Warren Buffet’s other great discipline
is that he starts every day reading a variety of sources.
As your balance sheet improves and your assets grow and your liabilities diminish, you’ll find your cash
flow improving. You can then buy luxuries. Keep in mind that many first-generation wealthy people buy
luxuries after they’ve become wealthy—i.e, after they’ve become asset-rich. The luxuries should be a
reward for diligently saving and investing and accumulating assets that then provide the cash to buy the
luxury item. Don’t fall into the trap in which many Americans find themselves; buying luxuries before
they’re wealthy, with interest-costing debt, just to keep up with the people next door. You’ll find
yourself working harder to create the cash flow to pay for the additional expenses. Don’t be a slave to
your material possessions. As I said before, you want your assets to work for you. You don’t want to be
working for your assets.
My personal take: when about to buy something expensive like a car, if I didn’t have the money in the
bank to buy it, I simply didn’t buy it. My thinking was if I couldn’t afford it with the money I already had,
then I simply couldn’t afford it. I did not take out a car loan or a home equity loan to finance the
purchase. I simply did without it, and I was not the lesser for the delay.
The same goes for items easily purchased by credit card. If I didn’t feel we would have the cash flow the
following month to cover the extra cost of the item, I didn’t buy it. My wife and I made it a rule to
always pay off the entire balance of our credit card bills, never once paying a dime of interest (there
were exceptions to follow). The only reason we have credit cards are convenience and the cash back we
receive with every purchase.
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My personal financial education history
I started reading about the stock market during my residency when I was earning a little money. This
was merely for interest-sake, since I was quite burned out reading nothing other than medical-related
stuff. Though the greatest expense was my student loans (the interest along was greater than what I
could pay monthly, and the unpaid interest was added to my loan principal each year) I still saved a little
money. Once I saved about two thousand dollars, I began searching for something in which to invest. I
eventually bought into two mutual funds after learning these were actually baskets of multiple stocks,
reducing much of the risk by investing in a single stock. This occurred by happenstance one day when I
went to my local bank one Saturday morning and ignorantly inquired if they sold mutual funds. The
teller gave me a strange look and didn’t know how to respond, since I believed he didn’t know what a
mutual fund was. It so happened a gray-haired gentleman in a suit was passing by and heard my
request, and asked that I follow him into his office. He was actually the president of the bank! I sat in
his office for about 20 minutes and he gave me a brief but great education on mutual funds and
investing. He also provided me with the phone number of a investment company right there in
Milwaukee, Wisconsin that had a good reputation for their mutual funds—the Nicholas Fund. During tis
time I also learned the larger investment companies such as Fidelity and Vanguard, and by the time I had
finished residency, I had already invested in several mutual funds in each of the three aforementioned
companies.
I discovered that once you have skin in the game, you become much more engaged and focused on
topics dealing with investing, the economy and finances. My interest grew, prompting me to read and
study more about finance and investing, as I was utterly fascinated by these new topics.
Early in your career
Save and invest regularly. Take advantage of the power of compounding (remember Warren Buffet’s
adage at the beginning of this chapter). The longer your time frame, the greater the return. Wait much
longer to save and invest, you’ll need to sock away a lot more money to come to the same financial goal,
if you can reach it. It then goes without saying that the younger you are when you start saving and
investing, the longer the time span and consequentially the larger the growth of your investment. Let
time work on your side.
The rule of 72. This rule roughly calculates that your initial investment will double in a timeframe
roughly estimated by dividing the expected annual rate of return (i.e., percentage interest rate,
dividend, capital appreciation rate) into the number 72. Thus, if you expect a 7% annual return on your
investment of $10,000, it should double in value to $20,000 in a little over 10 years (72 divided by 7
equals 10.28 years). If you expect a 14% return, it would double in about 5 yrs (72/14 = 5.14). Carry
that even further at a 14% return, it will double again after 10 yrs and again double at 15 yrs and again
double at 20 years. Your initial $10,000 investment would have then increased sixteen-fold to $160,000
with no additional investments after 20 years. That’s the power of compounding.
Pay off your student loans as much as possible. You’re paying interest on something that has no
monetary value. There are no hard assets associated with your student loans, it is not an income
producing asset that can generate income for you. The income associated with this is your hard work to
make that happen. You can’t sit on your laurels—your M.D. or D.O. won’t create cash nor will they
appreciate in value.
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Buy a house, real estate, but be sensible. Rule of thumb I’ve used: keep mortgage less than 2x your
expected annual salary (before taxes).
If you receive a bonus or have extra each month after expenses, this is what I’ve done: save 1/3, use 1/3
towards student loans, spend 1/3 on something fun for the family.
Achieve a cash cushion of 6 months (preferable one year) of your income (after taxes). Use in case of
emergencies, if you can’t work, or an unexpected expense (ie, you need a car. Always spay cash for
cars—avoid borrowing to pay for a depreciating asset). If you have a huge cash cushion, you are then
prepared to take advantage of financial opportunities that may come your way, rather than borrowing
more money.
Save regularly, “pay yourself first,” (define this), and do this through automation—ie, automatically
have money taken out of your paycheck or your main checking account regularly. This is forced savings.
Again, start this early to take advantage of compounding interest.
What I was able to achieve with $100,000 per yr salary with bonuses (sometimes very small bonuses in
very lean years in the late 1990s): paid off over $240,000 (principal and interest) student loans in less
than ten yrs (kept the lower interest loans for as long as possible and invested the rest in higher yielding
investments). Saved enough to purchase a share in our large office building (cash for ½ and borrowed
the other ½). My net worth despite my debt and obligations still increased year after year (though it
was negative the first two yrs given student and house loans exceeded our assets).
Even with the extra loan, we still adhered to the principal of “pay yourself first,” meaning, save
something every pay period (monthly in our case) before spending the rest. Our budgeting included tis.
I had an automated deposit into Nicholas Funds for this. Maxed out our IRA each year, until we finally
started our 401K for the business and maxed out the contributions that were taken monthly out of my
pay before I received my paycheck. This aids in automatically saving.
Later was able to purchase shares in a physician owned ASC, that had a 100% ROI in less than two years.
Had I not had saved money for this, I would never could afford to buy into it. We still continued to save
money. After paying student loans, most of extra money or bonuses were saved. We splurged a little
but didn’t go crazy and get carried away.
I started college funds for both kids soon after they were born as I didn’t want them to get into as much
debt as I had. We contributed monthly to those funds. We adhered to the concept of “pay yourself
first,” though this was for the kids.
I paid of the commercial loan sooner than the term but still save money. We had nearly $250,000 saved
which was far beyond the cash goals but was waiting for more investment opportunities. Then
something big and unavoidable arouse.
After 13 years of practice, I had to strike out on my own to start a solo practice for a variety of reasons I
won’t go into here. As I said, I’d already paid off my student loans and a business loan to buy my share
of the office building in which I was practicing. I had no debt other than my home mortgage. My wife
and I used nearly all our cash to start the new business. This included taking out business loans and
commercial real estate loan to purchase my new office suite. But the prior office bldg. I had to sell and
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eventually used those proceeds to eventually pay off the new bldg. loan in less than 3 yrs(?check this
fact). So an expense of rent had been eliminated.

Offense and defense—helps your Income Statement
Saving and Investing—helps boost your Balance Sheet. The goal is to build your assets, lower your
liabilities and increase your net worth. Remember: Assets – Liabilities = Net Worth
Books: The Millionaire Next Door
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Chapter 9
Special Situations

Real Estate
Many people with higher incomes often delve into second or third properties other than their home.
Doctors are no exception. Often these are meant as vacation properties, being used periodically
throughout the year. Be careful when purchasing another property, as real estate for personal use is
more of liability, since there are regular costs creating negative cash flow every month.
People often view this as a great investment, which it may or may not be. They are predicting real
estate prices will continue to climb, and once they sell the property, they anticipate a nice windfall.
Again, this may or may not happen, and nobody has a crystal ball to predict the future. I don’t care if
you’re a popular psychic or whether you feel you have an unusually close relationship to the Almighty
Himself—not you nor anyone else can predict the feature. That’s an immutable fact.
Now some of you will think about renting out the property part of the time to generate cash to help
defray the costs. This is not such a bad idea. However, the property still can be a cash drain. You really
need to budget the cost of owning a second piece of real estate for personal use (and we’re not talking
about commercial real estate that you intend to lease to a tenant continuously for several years at a
time).
So let’s look at vacation rental property. Typically this is a house or condo that serves as a secondary
home for those who want a place to get away from the hustle and bustle of daily life. However, owners
often rent out the property for days or weeks at a time to people with a likeminded desire, as a vacation
spot. What owners sometimes don’t understand when purchasing property with this intent, is this can
be more of a money-draining liability rather than an income producing asset. Of course, I’m using the
term “liability” in this instance not in the true sense of the word as it relates to accounting and business,
but as some thing that costs you something in money, time and frustration. Table 4-4 shows an example
of a Cash Flow Statement for such a rental property.
Table 4-4 Cash Flow Statement from Vacation Rental Property
Account
1/2019
2/2019
Beginning cash bal
0
-575
Revenue
Rent
2,400
2,100

3/2019
-1,350
1,500
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Net Income
Δ Liabilities

Mortgage principal

2,400
300
200
100
100
800
670
600
2,770
-370
-805

Δ Assets

Accum depreciation

+600

+600

+600

-575
-575

-725
-1,350

-1,075
-2,425

Expenses

Net cash
Ending cash bal.

Total Revenue
Taxes, property
Utilities
Insurance
Maintenance
Management fees
Mortgage interest
Depreciation exp
Total Expenses

82
2,100
300
150
100
100
700
665
600
2,615
-515
-810

1,500
300
100
100
100
500
660
600
2,360
-860
-815

Notice the high management fees (yes, some areas will charge 40% of gross to manage vacation
property). Management serves to maintain the property, look and advertise to prospective renters and,
arranges housekeeping services, and handles the exchange of money from renter to owner. Of course,
the owner can bypass the services of a management company, but there is a huge time commitment to
such an endeavor, and this assumes one lives relatively close to the rental property. In general, you
don’t want to be working more hours just to maintain your investment; this contradicts why you invest
your money in the first place. And besides, despite generating revenue, vacation rental property tends
to be a cash-flow negative operation.
However, many owners aren’t looking to generate and income from such properties, but merely to have
a property for personal use. They’re not bothered by other people using the property when not in use
and thus taking advantage of collecting rent money. Also such owners often anticipate retiring into the
rental property, and thus the payments towards mortgage and interest are defrayed to some extent.
Of course, if this is commercial or residential real estate with a long-term lease, this could easily be cashflow-positive by eliminating management fees and having the tenants pay for utilities and some of the
other expenses.
Compared to most other investments, the problem with owning real estate is its low liquidity, meaning
you often cannot quickly sell it a the price you desire. Like most things with investments, there is a
market price determined by a buyer willing to pay a given price. Unlike stocks, mutual funds and bonds,
where such investments are bought and sold within several seconds (using online brokerage sites), real
estate can be difficult to sell, and you may find yourself holding onto property and paying the monthly
expenses for a considerable amount of time while it’s sitting in the open market, waiting for a buyer.
If you really find the itch to own real estate, one of the more liquid and least risky investments are Real
Estate Investment Trusts or REITS. These are publicly traded companies that own and operate different
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types of real estate. They’re sold in shares just like stocks and bought and sold in the same fashion. The
REITs manage the properties, collect rents, pay expenses, etc. They also pay a regular dividend as
required by law. Also, should the value of the properties held by the REIT increase in value, the value of
the shares may also increase. Though the returns might not be as great as owning the actual property
itself, REIT ownership removes all the hassles of associated with direct real estate ownership.
Other topics for the future:
-Margin accounts: avoid. Wisdom of borrowed money for investments
-Futures trading: highly risky but highly rewarding
-Real estate: commercial real estate, getting along with partners, buy-sell agreement
And the story goes on….
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FINALLY…THE END
Some Parting Advice

Learning business takes time and practice. It takes a great deal of study. No doubt you will venture into
situations that will test your financial I.Q. and trigger some degree of uneasiness and uncertainty. This
however is true for life in general. All I can say is risk is everywhere, yet you need to gauge for yourself
the amount of risk you can tolerate relative to the potential reward. Don’t avoid risk altogether; for
strict avoiding, stagnation and doing nothing can be risker than purposeful action.
The major caveat—one I impart to my children—is never chase money. Do something worthwhile and
well, put your heart and soul into something meaningful to you and with the spirit of serving the
common good. Do this with this mindset and money will find you. Don’t let money be your primary
motive for the major things in life. As such, don’t crawl in the dirt to earn a buck dishonestly or feel you
can take a shortcut and cheat the system to become financially well-off. Greatness never arises from
tainted actions such as this. Remember, money in part serves as a vehicle for your life’s ambitions.
However, this does not mean you can be complacent in matters of money and finance. On the
contrary—you must be vigilant, for only YOU are responsible for your financial well-being. Remember,
the world of money and personal finance depends on developing good offensive and defensive
strategies.
As doctors you are destined to do great things. Not only will you heal others, but will serve to inspire
others. You unwittingly become role models in the eyes of patients, children and with whomever you
engage. Doctors are (and should be) free and independent spirits, looking out for the good of their
patients and humankind in general, thus imparting a very unique and honored role in civil society. You
should be rewarded justly, but it is up to you to use and grow those monetary rewards wisely.
As medical students, residents or practicing doctors, you’ve already taken great pains to get where you
are now. You’ve endured grueling hours, delayed gratification and great risk to time and treasure. Use
that same grit and determination and funnel it to improve your financial I.Q. Don’t be complacent and
sit on the sidelines, don’t allow yourself to be a victim of circumstance or wallow into that grey zone of
mediocrity when it comes matters of business arise. Use that same vigilance that makes you a doctor to
form a solid financial foothold to allow you to continue being a doctor and to support you in all your
other endeavors.
I’ll leave you with one of my favorite quotes:
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“Beware the lollipop of mediocrity. Lick it once and you’ll suck forever.”
Brian Wilson
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Glossary
Account: an individual asset, liability, income, expense or equity item as represented by individual
ledger pages, in to which changes in value are recorded with credit and debit entries.
Accounts payable: money owed by a company or business to another party, to be paid in the future.
This is typically short-term debt (due in less than a year). The bill for an expense or liability is received
and recorded in this account, and paid at a later date. It appears in the balance sheet under current
liabilities.
Accounts receivable: money owed to a company or business to be collected in the future. The service or
product has already been given to the customer, who then pays the business later. It appears in the
balance sheet as an asset.
Accrual basis accounting: an accounting method where revenue is recorded as soon as a product is sold
or service is rendered, and expenses are recorded when products or services are received.
Asset: something of value that is owned and has a future benefit to the owner(s).
Balance Sheet: a financial statement that shows a company’s (or individual’s) assets, liabilities and
equity at a given point in time.
Capital Assets: property that is expected to generate value over a long period of time (over a year).
Capital assets form the productive base of an organization. Examples are buildings, manufacturing
equipment, computer equipment, machinery, and vehicles.
Cash basis accounting: an accounting method where revenue and expenses are recorded when money is
actually exchanged. In other words, revenue is recorded when cash is received for a product or services,
and an expense is recorded when the bill or invoice is paid.
Credit: an accounting entry that increases a liability, revenue or equity account and decreases an asset
or expense account. It is listed on the right of an accounting entry in double-entry bookkeeping.
Debit: an accounting entry that increases an asset or expense account and decreases a liability, revenue
and equity account. It is listed on the left of an accounting entry in double-entry bookkeeping.
EBITDA: Earnings Before Interest, Tax, Depreciation and Amortization. EBITDA is a rough estimate of
operational cash flow. It also indicates the ability of a company to pay back debt, especially interest on
that debt.
Expense: the costs to a run the operations of a business in order to earn revenue.
F.I.C.A.: Federal Insurance Contributions Act. Also known as the combined payment for Social Security
and Medicare taxes.
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Income: money coming into a business as payments for services or products. Broken down into total
income (revenue), gross income (revenue minus cost of goods for a product?), net income (revenue
minus expenses).
Income Statement: Also known as the Profit and Loss Statement (P&L statement). A financial report
showing a company’s revenue, expenses and resultant profit or loss for a given period of time.
Journal: Also know as a daybook or day journal, which is the primary entry book used to record all
transaction for a business. Transactions are recorded as a debit or credit to a particular account. Later,
each transaction is then recorded into a ledger.
Ledger: A permanent summary of all amounts entered (subtracted or added) from the journal. Each
account has its separate ledger page (or entire ledger book for larger accounts with many recorded
transactions) where transactions solely for that account are recorded. Thus the activity of a specific
account can be reviewed on a single page or single ledger book.
Liability: an obligation owed to another, particularly the debts of a company arising from the operations
of its business. The same as loans or notes payable to others.
Note: A written promise to pay a debt or sum of money. A promissory note is a written promise to pay a
sum of money at a future date to a specific person (the bearer of the written promise). Also known as
an IOU.
Revenue: the total amount of money received for a service or product.

