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Foreword

In the September 1971 issue of the magazine Black Enterprise, Abraham S. Venable, former
Director of the Office of Minority Business Enterprise (now Minority Business Development
Agency), wrote that in ten years he had reviewed 500 or more articles and books on minority
business. All of them criticized one thing or another, but not more than two or three dealt with
solving its problems. In recent years, he had reviewed hundreds of proposals to the federal govern-
ment for funding projects for business assistance; 95 percent of the material explained the problems
and only 5 percent dealt with how to solve them. One of the greatest difficulties, he felt, was that
these businessmen did not understand systems and procedures. Systems are a series of steps by
which to get to a desired result; procedures are the details of the steps in the system. One of the most
important things needed was help in supplying the technical assistance with which to build a business
that could prosper and grow.

Those who worked on this project believe that small business, in general, suffers from a lack of
technical assistance. This Businessman’s Information Guide, which will be called BIG, is a joint
effort of individuals who have had broad experience in advising and assisting various areas of
business. Their object in developing BIG was to provide a general set of guidelines to those who plan
to or who already own small businesses. Users of BIG must bear in mind that these are general
guidelines and cannot be specific or exact for all business. They suggest the type of things which
should be done. When the businessman’s experience or training is not enough to let him perform
certain tasks or to make a necessary choice between different things, he should get professional or
experienced assistance.

This project was conceived by the Committee on Business Opportunities (now Business Coun-
seling and Education Committee), of the Illinois Society of Certified Public Accountants. While many
of the persons contributing to BIG are members of that society and others belong to similar profes-
sional groups, the contents of BIG do not necessarily reflect the views of any of such groups or their
members, nor has any portion of BIG been acted upon by the membership or the governing body of
any professional group. The business instruction necessary to supplement this guide should be
obtained from the appropriate professions.

Deep appreciation is expressed to the individuals and representatives of organizations to whom
the manusecript was exposed for comments and suggestions. Special acknowledgment is due Robert
Boyer, chairman, Committee on Economic Opportunity (now Small Business Development Commit-
tee), AICPA; Sidney F. Jarrow, who conceived the project; and Ernest R. Wish, chairman, Commit-
tee on Business Opportunities (now Business Counseling and Education Committee), Illinois Society
of CPAs, and to the following persons who contributed materially to its content: Vernon H. Abbott,
Marie Bareille, John P. Breitbach, Ansel H. Edidin, Mary J. Hartigan, Jerry Hickman, Steven D.

Lustig, Lawrence M. McGaughey, Stephen L. Seftenberg, Christopher W. Seidel, Jack E. Swanson,
William E. Taylor, and Karen Will.

SAMUEL A. SAKOL, Editor
Glencoe, Illinois






How to Use BIG

The developers of BIG have designed the guide particularly to assist persons who are in
the process of setting up their own small business. BIG should provide help in the planning
stage, in setting up adequate records and control procedures, and as a reference source for
steps to be taken when the business is operating. It should be helpful too for businesses already
operating, as a comparison of what is being done with what might be done to add to the
successful operation of the business.

BIG is intended to be used for different kinds of business and by people who may have
quite a lot, a little, or no business experience or training. As a result, parts of it may be too
simple or not needed by some, and parts may be too difficult or not needed by others. Plan to
use what fits your needs; get outside advice on what you may not understand.

BIG is organized according to the following working sections:

Section 1 — Starting a Business. What to find out, figure out, think about and decide
before going into a small business.

Section 2 — Business Records. What kinds of forms and records are necessary to operate a
small business.

Section 3 — Chart of Accounts. An explanation of how it is used and a suggested chart of
accounts for a small business.

Section 4 — Business Statements. What types of statements can be used to show how the
business has done, and what condition it is in presently.

Section 5 — Business Taxes. What you should know about some of the many different
kinds of taxes that a small business may have to pay.

Section 6 — Using Outside Help. Why, when, and what sources of outside help may be
needed by the small businessman.

Section 7 — Business Words. For those who may not be familiar with them, a list of
words used in BIG, and in business, with a simple definition of their business meaning.

Upon getting his copy of BIG, the user should look through the entire contents. This can
be done quickly, to get some idea of the material in BIG. He should not be discouraged if all of
it is not understood at this first reading. Then, as he progresses through each stage, particular
sections should be carefully studied. BIG should be used as a working tool so that in time it
will become the specific guide for his business.
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Starting a Business
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Starting a Business

General

What Is a Small Business?

A small business is usually considered one with few employees, rather low sales volume, and
small capital and assets. The owner is usually directly involved in the management as well as the
operations of the business and may not have had much training or experience in accounting, taxes,
finance, business practices, and procedures.

What Is Required to Start a Successful Small Business?

It is important to realize that to start a new business of any type is to be exposed to a risk of
business failure; to start a new small business is to increase the exposure; to start a new small
business without enough financial support further increases the risk; and to start such a business
without enough planning in advance and without seeking the information necessary to run the
business is to increase the risk of failure almost to the point of certainty.

According to Dun and Bradstreet, in 1976 there were 9,628 business failures in the United
States of which 6,176, or 64.2 percent, were small businesses. The same source stated: “Underlying
causes of business failures include incompetence, lack of experience, neglect, fraud, and disaster.”

The most frequent apparent causes of failures were classified as follows for businesses of
several sizes but all of them with less than $100,000 of liabilities:

Inadequate sales 43.9% — 46.5%
Competitive weakness 22.8 —24.9
Heavy operating expense 58 —11.2
Receivable difficulties 35 — 80
Poor location 3.8 — 7.2

The type of small business most likely to succeed is one which is:

e Based on a product or service, which can be
e Obtained in necessary volume at a cost, so that after adding a profit, it can be
e Sold at a competitive price to

e Buyers who will pay for it and in total will buy enough so that the necessary volume will be
reached.

What follows is intended to aid the BIG user in determining if his idea is a sound one on which to
build a small business and, if he decides it is, to point out other considerations he must face.



Small Business Planning Check List

Before actually starting a small business, the individual should prepare a check list of
items to be covered in his planning. While he is trying to decide, the list may be increased as
new items come up. Such a list should:

1. Provide direction to the planning effort to keep it orderly and logical.

2. Serve as a record of items considered, rejected, and approved, in order to avoid
redoing something already done.

3. Provide target dates for action to be taken.
4. Serve as a record of the extent of planning.

Specific items to be included on the check list (see sample opposite) might include, but
not be limited, to the following:

Definition of proposed product or service
Facilities required

Cost estimates

Sales forecast

Cash flow

Financing

NS oe wN

Organization

Most of the above items are so closely related that one depends on another.

What follows in this section deals with starting a new business. But most of it, if not all,
also applies if an existing business is to be bought from someone. The only real difference is
that it may be easier to get some of the information from the present owner, if he has it and it
can be relied on. This section also supposes that the business will make and sell a product.
Though some of it would not be necessary for a business which buys and sells a product or
sells a service, the general guide to getting information for decision-making would still apply.



SwdY[ 1BYIO

QT 98eq T 098

uonyeziuediQ dp 198

LT 98eq 1 098

sunueur afueiry

MO
yse) payalorg

g1 98ed T "098

molq yse) 303foig

1580810 S9[eS

ST 93eq [ '098

safes 300fo1g

$1S0)) pajewiysy

Jo Arewrwng g adeq 1 ‘098 §150)) 1oNpoid sutuiIaleq
190USHIOM
Juawaxinbay
saney g adeq T 098 PapaaN sanjI[iogy auluiajaq
¥ odeg 1 ‘098 sjonpold autys(
*01q ‘saduey) ‘suoISSNIsI(] ‘SMalAdY Jo sajoN | pajerdwo) ajeq | aje(q jedie], w0 J nig ut o( 09 sduryg,
pa3saging suonsaddng

UonjIdy jJo ploddy

(epiny uonewsoyuj s,urwIssauIsng Y| uoijounfuod ui pasn og ol)
1517 )29Yy9 Buluue|d ssauisng jlews




Proposed Products or Services

Definition

The first step in starting a new business must be to have a clear idea of the products or
services upon which your business will be built. You must be able to describe, first to yourself
and later to others, what you plan to do.

Write, in everyday, nontechnical words, a simple definition of the goods or services which
will be the source of income to your business. Be as specific as you can. Include in your
definition a brief description of your potential customers and area and method of sales.

Your first attempt to prepare an adequate definition will be difficult and probably
incomplete. Keep working on it until you are satisfied; then, get someone to read it to
determine if it is clear to others.

As your planning progresses, your first ideas of the products or services you will offer
may change; if so, rewrite your definition. Remember, this will be the basis of all the other
planning steps, and later, the source of your income. Be sure you know your products or
services and can clearly describe them to others.

Qualifications

Having developed a sound written description of the products or services to be sold by
your business, you must next make a careful analysis of your ability to handle the product or
service. Is it something with which you have had experience or training, or do you expect to
“learn as you go’’?

Make as complete a list as you can of all the skills required to get your product or service
to the customer. Opposite each item on the list indicate your abilities for those you plan to
handle yourself, or the source of help if you expect others to handle the item. You may have
open tasks. Put these on your check list. (Sec. 1, page 3.)

Does your idea for starting a business still look good to you?

Restrictions

When you are satisfied that all necessary tasks involved in your proposed business can be
handled, you must make sure that there are no government or business restrictions which
would stop you from being in that particular business. Are there local, state, or federal laws
prohibiting or regulating the business? Are there any qualifying licenses required? Are there
any patents, copyrights, or business franchise restrictions?

If you are not certain about answers to these questions, put them on your check list.

Economics

Without being concerned at this point in your planning about the profit possibility of
your business idea, examine your source of sales. Is yours a seasonal or a year-round type
item? Is it a one-time or a frequently needed purchase? Is it a new item for which a demand
must be created, or is the demand already there? How is the demand now being met—by the
same item or by another item? How does your item compare with the existing one? How will
you sell your item—through existing outlets, by mail, or by your own sales group or outlet?
Does your item require after-sale service? What type of competition will you face? Who will be
your suppliers? What is the normal method of payment for your type of item?

In asking yourself these questions, you are also asking if your idea still looks good to you.
Does it?




Facility Requirements

Your next step should be to prepare a detailed work sheet describing the facilities
required. Facilities include all the equipment, furniture, fixtures, tools, space, etc. that you
will need to run your business. These items will make up the fixed costs of your business and,
as such, should be carefully controlled. Shown below is an example of the type of work sheet
which will be helpful to you in both making a record of your requirements and estimating the
related costs.

You can see that the suggested work sheet is set up to provide space for the following
requirements: Use of Facility, Description of Facility, Estimated Cost of Facility, Monthly
Cost, Record of Action Taken Regarding Obtaining the Facility.

You may be able to get all your requirements on one work sheet or it may take many.

Facility Requirement Work Sheet

Use of Description Estimated Cost of Monthly Cost Record of
Facility of Facility Facility Which Is: of Facility Action

Most Next Most  Least
Desirable Desirable Desirable




Use of Facility

The use to which the facility will be put will determine the order of the listing. If yours is
a service type of business, there will be few Use classifications. If there is a product involved,
there may be several. Examples of Use include the following:

Storage (for raw material, purchased parts, items ready to sell, supplies)

Manufacture (may be one or more classes, depending on the nature of your product)
Shipping, Receiving, Delivery

Sales

Office

AR

When one facility is used for more than one purpose, it should be listed under Multiple
Use. The cost for such a facility will be divided among the various purposes it serves and the
item listed under each use. For example, a building may be used for manufacture, sales, and
office purposes. The cost of using the building would be divided according to the purposes for
which it is used.

Description

Each facility required for a given use should be listed. For example, under such a caption
as Sales Use you may list “Store.” Then under Store list the description, size, and general
location of the type of store best suited to your purpose. Next list the same data for your
second choice of a store, and finally, the least desirable type of store and location which could
be used for your business.

Then do the same thing for Store Fixtures, and continue until all your required facilities
are listed. In some cases you may have no second or third choices.

Estimated Cost of Facilities
Prepare an estimated cost of the most desirable, next most desirable, and least desirable
facilities which you have listed.

When this task has been completed, you will have everything required to determine the
capital needed for facilities, the basis for fixed costs, and a control sheet to keep track of your
commitments for facilities.

The actual facilities you get will be the result of decisions you must make by working out
a balance between your capital available and the effectiveness of differently priced facilities.
Be sure you consider both buying and renting as you make these decisions.

If you need help in this task, see Section 6, “Using Outside Help.”

Estimating Your Costs

General Information on Costs

The following is intended to help the BIG user understand and prepare cost estimates for
a small business selling products or services which are similar in the way they are prepared for
the market. More involved procedures would be needed for widely different items produced in
a single business. Do not hesitate to get outside help in preparing and reviewing your estimates.



The cost of operating your proposed business is made up of various parts, depending on
the type of business. In general, these will include the following:

1. Fixed costs. These are the costs which are about the same from the day you start in
business until a change is made in the fixed cost items. Rent, light, power, and
depreciation are types of fixed costs. Your salary may also be included here. Fixed
costs are the same regardless of the amount of your sales or production.

2. Direct costs. These are costs which go up or down with increases or decreases in your
sales and production. The product you buy to resell to your customer or the material
and labor of making the product yourself are direct costs.

Direct cost may be material cost if it originates with a purchase you make, or it
may be labor cost if it comes from your payroll. All direct costs can be related to a
particular product or service.

3. Indirect costs. These costs may vary from period to period but not necessarily in the
same proportion as your sales or production. They are for those goods and services
which are necessary to your business but are not related to particular items you sell.

Volume

From the above over-simplified explanation of cost factors you can determine that the
cost of your product or service, at the point in time it is ready to be sold, includes the direct
cost of the material and labor going into it plus some portion of the fixed and indirect costs.
The amount of fixed and indirect cost that each product or service must carry depends on the
number or volume of items produced and sold.

At the end of any given period the volume is known and the actual cost can be
determined. However, you cannot wait until the end of a period to determine your costs and
the related selling prices. Therefore, it is necessary to estimate the volume before you can
estimate the cost.

Your estimate of volume must represent a realistic balance between your ability to
produce goods or services and your ability to sell them. In most cases the amount of fixed and
indirect costs to be added to the direct cost of an item can be best stated as a percentage of the
direct cost.

For example, if your estimated monthly volume is 500 units at an average direct cost of
$20 each, and estimated monthly fixed costs are $1,000 and estimated indirect costs are $500,
the overhead rate and unit costs would be as shown below.

Fixed cost $ 1,000

Indirect cost 500

Your overhead = Total $ 1,500
Direct cost = 500 X $20 $10,000
Overhead + Direct = $11,500
Your overhead rate is:

1—(1)% - 15%
Unit cost = $20 + 15% = $23

500 units X $23 = $11,500

Therefore, your selling price must be set based on a $23 cost.



Other Costs

In addition to the costs described above, you will probably have selling costs and general
and administrative costs. The selling costs will include sales salaries, commissions, advertising,
and similar items related to your sales efforts.

General and administrative costs include office salaries, supplies, interest, taxes, and
similar items. Both sales and general and administrative costs are added to each item as a
percentage in the same manner as described for fixed and indirect costs.

Estimating Your Fixed Cost

Because of the relationship of your fixed cost to your cash flow and financing (discussed
later in this section), it will be necessary for you to make some assumptions which may later
have to be changed. However, on the basis that it is better to estimate your cost on the high
side than to estimate too low, you should use the Most Desirable cost figures shown on your
facility work sheet to estimate fixed cost.

In setting up your facility work sheet, you have grouped the various items by the use or
function they serve. By so doing, you have divided your facilities into production, sales, and
office use.

Write the monthly cost after each item on the work sheet. For items which are rented or
for which you will receive monthly bills, you already know the monthly cost. For items you
will buy, the monthly cost is determined by dividing the amount you expect to pay for an
item by the number of months you expect to use it.

The total of the monthly costs for each item within a use group will give you the estimate
of the fixed costs for that group.

Estimating Your Direct Costs

Remember that direct costs are made up of the material and labor costs which go into the
item you will sell, whether you deal in products or in services.

To estimate your direct costs, you must first make a list of all the materials going into the
item (this list is called a bill of materials) and a list of each task of labor required to complete
the item (called an operations sheet). Your ability to prepare the necessary bills of material
and operations sheets is a good test of your qualifications for your proposed business.

Estimate the cost of the materials and of the labor operations. Be sure to include the
necessary scrap or waste in the materials and any freight or handling costs related to the
materials. Labor costs should be estimated on the basis of the time required for the operations
multiplied by the rate you will pay for labor. The time factor should include a normal amount
of lost time. The labor rate should include the taxes and any fringe benefits for which you
expect to pay.



Estimating Your Other Costs

The indirect costs, sales costs, and general and administrative costs may each contain
fixed costs (from your facility work sheet), material costs (mainly supplies), labor costs, and

certain other costs such as interest expense.
Prepare a sheet for each type (indirect, sales, general and administrative) in the same
manner you did for direct cost.
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Summarizing Your Cost Estimates

The work sheet can be used in summarizing your cost estimates (and in setting your
selling price). Do not be frightened; it is nat as difficult as it may appear. You have already
finished the hard part of your estimating task.

From the estimate sheets you have prepared, copy the unit estimates of material cost and
labor cost for items in the area indicated on the summary. Then copy the overhead costs for
indirect, sales, and office (general and administrative). It will be more informative if you
indicate the cost sources (Fixed, Material, Labor, Other).

Add the material and labor costs to get the total for each item. Also, add the material
costs for all items, the labor cost for all items, and the total cost for all items. The total
material plus the total labor must equal the overall unit total. Do the same thing for the
overhead costs. This step will prove that you made no arithmetical errors.

Figure the overhead rate for the indirect costs by dividing your total direct cost into your
total indirect cost. Do the same for your total sales cost, your total general and administrative
costs, and the total overhead cost. The overhead cost rate is the only one used in determining
the full cost of your items. The other rates will be used later as a measure of your ability to
control costs.

Copy the total direct cost for each item into the Total Full Cost section of your
summary. Multiply the direct cost by the total overhead rate and write the amount in the
Total Full Cost space.

Add the direct cost to the overhead to get the full cost for each item. Add the overhead
for all items. If your answer is equal to the total overhead cost, your arithmetic is correct. If
the numbers are not equal, you have made an error. Check your work.

To determine your full cost per unit for each item follow the same steps you used for the
total cost. These figures can be checked by multiplying each item’s unit overhead cost by the
estimated volume. The answer should equal the total overhead for the item.

Estimating Your Selling Prices

When you have completed your cost estimate summary, you know the figures upon
which you must set your selling prices. How do these compare with the price of the items with
which you will be competing? If your full cost is equal to or higher than the competitive item,
you have either estimated some factor too high, or there is a serious possibility that you should
not go into your proposed business.

Look at the amount of overhead cost in each item. Can you realistically expect to cut this
—either by reducing your overhead estimate, or by spreading it by an increase in your
estimated volume? Could you reduce your estimate of direct cost by changing material, or by
having someone else do a portion of your labor? Now is the time to face up to such problems.

If your full cost is lower than competing items, how do you set a selling price? You must
get enough for your item to pay your taxes, to repay any loans you may have incurred to get
started, to get a fair return on the investment made in your business, to build up adequate
reserves for future growth and to carry you over unforeseen adverse business events.

On the other hand, you must not set a price so high that it will prohibit or greatly reduce
sales or will be an invitation for competition to enter your field.

This is another test of your qualifications to enter your proposed business. You should
know enough about your items, your competition, and your markets to set your selling prices.

11



When you get your business started, you will be making many business decisions as difficult as
this.

Do not overlook the possibility of having someone from the outside advise you about
your selling prices. (See Section 6, ‘“Using Outside Help.”)

Sales Forecasts

You have already estimated your volume and set your selling prices. Your sales forecast
must be made on the basis of these two factors. In addition, you must consider any seasonal
variance which is to be expected in your business.

One other important factor is the rate at which you will go from zero sales (before you
start) to what you expect to be your normal volume.

The sales forecast will be used to estimate your cash needs. Do not be too optimistic in
your forecast for the early months of your business. If you fall much below your estimated
sales volume, you will probably find your business short of the cash needed to keep your
business operating. Remember that you will have to pay for labor, material, rent, etc., every
month. Many businesses fail within their first year because of cash shortages even though they
are operating at a profit. Cash problems may also occur if the business expands more quickly
than was expected.

To prepare your sales forecast, use a work sheet set up as shown opposite.

Write the number of units of each item you expect to sell in each month. Then write the
number of units you expect to have returned each month. Multiply the units by the unit
selling price. (If your business is based on many different items of a similar nature, you may
have to group like items and use an average price.) Then add the units and amounts for each
item listed in the first month to the same item in the second month to get your year-to-date
forecast.

Please note that the forecast sheet provides space to indicate the actual sales made. You
should check to see how close your sales forecast is to actual sales from time to time. This will
enable you to adjust purchases of material or your payroll, as appropriate, at an early date.
Also, this will help you in making the next sales forecast.

Preparing Your Projected Cash Flow

General

Your cash flow projection is like a moving picture of what you expect your proposed
business to do in the periods covered by it. It will pull together all the planning you have been
doing; it will tell you what problems you face in getting cash to keep your business going; it
will be an important aid to you in arranging for financing; and it will serve as a basis for
checking your actual business experience with your projections.

Source of Cash Flow Data
If in your planning you have followed the steps suggested in this section of BIG and have
prepared work sheets similar to those shown, you are ready to prepare your cash flow. If you

have not prepared such work sheets, do so. If any of the prior steps are unclear to you, get
someone to help you handle them. And above all remember this—you have made a great many
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assumptions to get this far in your planning; some probably will not be valid. When you realize
that an assumption is incorrect, you must redo your planning on the basis of a new
assumption.

Your forecast of cash flow will only be as correct as the assumptions it is based on; and,
the early success of your business depends to a large extent on the accuracy of your cash flow
projection.

Preparing the Cash Flow Projection

On the opposite page is a suggested form for your cash flow statement. In brief, it
provides space to show, by month, the amount of cash you had to start the month, the
amount of cash you received, the amount of cash you spent, and how much cash you had at
the end of the month.

1. Cash at beginning of period
In the first column of the statement, which represents all time before you start
your business, the figure is zero. For all other periods (months) the beginning balance
is equal to the cash at the end of the prior period.

2. Cash received
a. From cash sales.

b. From collection of receivables.

By your sales forecast you know the dollar amount of sales. Estimate how
much of this will be cash sales and write the amounts on line 3 for each period.

The remaining sales will be paid for at a later date—you must estimate when.
If you expect them to be paid for within 15 days, put one-half of the charge sales
in the period they were sold, and one-half in the following period, on line 4.
(Remember to add one-half of the preceding period’s charge sales.) If you expect
that it may take 30 days to collect for your charge sales, put each month’s charge
sales on line 4 of the following month. Any charge sales you expect to require
more than 30 days to collect should be added to the second, third, etc., following
period.

In each case the charge-sale figure used should be reduced by the amount of
uncollectible charges you expect to have.

c. From other sources.
Skip over lines 6 through 15 until you have completed the Cash-Paid-Out section.

3. Cash paid out
a. For capital equipment.

This is the amount you will expect to pay for the equipment, tools, furniture,
fixtures, and similar items needed in your business. You know this type of item from
your facility-required work sheet. It may be full payment, or monthly time payments.
It does not include repayment of loans you may make to buy capital items. If such a
loan is made, it is added to cash, and the entire amount of cash payment for
equipment is entered in the period in which the transaction was made.

The total of all payments for capital equipment should be written on line 17 for
the period in which payment is to be made.

b. For trade accounts payable.
Trade accounts, as used here, means the bills you have for materials and outside
services which become a part of the products or services you will sell. You can

14
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estimate them from your bills of material and your estimated volume. A part of your
estimated calculation must be based on the amount of time which will be required to
process materials into salable items. Another factor is the terms on which you buy
your materials. For example, if all your material purchases are on a ten-day payment
basis, your estimated trade accounts paid would be written on line 18 for the period
during which payment is to be made.

c. For payroll.

Your expected payroll for each month should be written on line 19. The payroll
figure should include all deductions taken from employees’ pay and the related payroll
tax which your business will have to pay. (Such deductions and tax reserves should be
placed in a separate bank account to insure that they are available when needed.)

d. Indirect expense.
e. Sales expense.

f. General and administrative expense.

You have estimated these three types of expense in preparing your overhead
estimate. They should be written in lines 20, 21, and 22 for each period. Be sure you
do not include the payroll portion of overhead that has been handled in (c¢) above.

g. For taxes.

You have already taken care of the payroll related taxes. The other tax payments
will be on your tax calendar. (See Section 5.) Write your estimates for various periods
on line 23.

h. For interest.
i. For loan repayments.

Skip these two lines (25 and 26) for the present time.
j. For dividends.

k. For owner’s withdrawals.
Skip these two lines (28 and 29) for the present time.

Determination of Capital Required

Add lines 3 and 4 for each period and write the total for each period on lines 5 and 36.
Add lines 17 through 23 for each period and write the totals for each period on lines 24 and
37 as a minus figure (in brackets). For the pre-start period, there should be all zeros at this
point. For the first active month, subtract line 37 from line 36. Write the answer in line 38.
This will probably be a minus figure. Write the figure in line 38 on line 35 of the next period.
Be sure to put it in brackets if it is minus.

For the second period, subtract line 37 from the total of lines 35 and 36 and write the
answer in line 38. Continue this operation for all 12 periods.

The figure in line 38, if it is minus ( ), indicates the amount of cash you need to cover
payments during the period. If it is not a minus figure it indicates cash available at the end of
the month. It would be convenient to have your end-of-the-month cash balance be at least as
much as you plan to pay out during the following month.

Before finishing your projected cash flow statement, you should read the material which
follows on methods of financing a small business.

You are now at the point where you must decide how you propose to finance your
business. In lines 7, 8, 9, and 10 (11, 12, or 13, if you have other sources of cash), write the
amount of cash you expect to get from the various sources.
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In lines 25 and 26 write your expected interest and loan payments for each period. Now
add lines 5 through 13 by period to get the period cash-received amount and write the answer
in line 14. Next add lines 24 through 32 to get the expected cash payments, and write the
answer in line 33. The beginning cash balance plus the estimated cash received is the cash
available which you will write in line 15. This figure, minus the expected payment which you
will have written on line 33, will give you the projected cash balance at the end of the period.
Write this on line 34 for the current period, and on line 1 for the next period. Do this for 12
periods, and your projected cash flow statement will be complete.

Providing Financing

General

When you have finished your cash forecast so that you know the amount of money you
will need by month, you must decide to what sources you will go in order to raise the money.
Before doing that, however, ask yourself if your proposed business venture still looks good to
you. At what point in the first year will your business be bringing in more cash each month
than you will be paying out? Is the amount of money you will have to raise reasonable for a
new small business? Do you believe others will be willing to advance you money? Are you
willing to invest your own time in the business? If you can answer these questions favorably,
then go ahead and attempt to raise your money.

Sources of Finance

The following is a general description of the kinds of sources from which you may be able
to raise your required money.

1. Self-investment. If you have the necessary cash available to get your business started,
this is probably your best available source. Self-investment will eliminate the
disadvantages that are present in other methods of financing, as indicated below.

2. Sale of stock in your business. The advantages of selling stock as a source of business
capital include the following:

a. It avoids the regular drain on cash to meet interest payments.
b. It avoids periodic payments on principal.

c. Stockholders may actively assist you in your business and in contacts with
potential customers.

These advantages may be offset somewhat by the disadvantage of giving up a portion
of your ownership to the other stockholders. Do not enter into any stock agreement
without sound professional advice.

3. Borrowing. This is probably the most common means of financing a small business.
You may raise your required amount of money in one or more of these ways:

a. A personal loan to you which may be secured by your business or by your personal
assets.

. Loans to you or to the business from your family, friends or employees.
Advances from your customers.
. Loans from equipment manufacturers or suppliers.

o a0 o

Loans from financial institutions. (These may be either long- or short-term loans
and may be made by the bank alone or by governmental and private agencies whose
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role is to help small businesses get started. Among such agencies are the Small Business
Investment Corporation, MBDA (Minority Business Development Agency), local cham-
bers of commerce, MESBIC (Minority Enterprise Small Business Investment Corpora-
tion), and local church, neighborhood, or civic groups.

If you do borrow, your best arrangement would be to secure a “line of credit” in place of
borrowing the full amount at one time. This enables you to borrow part of the money as you
need it. While it is customary to charge a small amount of interest for the line of credit, it is
much less than the interest which would be charged on monies you borrow today but will not
use until sometime in the future.

How to Contact Sources of Financing

Your first step should be to determine what funds you will be able to raise yourself. Then you
can tell how much, and when, you will need money from other sources. After that, decide on which
type of financing you would prefer to use. If it is some type of investing in your business, you should
get in touch with an attorney who can give you advice in this area.

If you expect a large amount of your business to come from one or more established large
businesses, you may contact them to find out if they have a program to aid small businesses in
getting started. Perhaps your product or service may be of sufficient importance to the large
business that they would be willing to help you.

Will your business require enough equipment or material to make your supplier interested in
financing you? If you think there is a possibility, contact the supplier and present your ideas to him.

Have you any established relationship with a bank? If so, talk over your plans with your contact
in the bank.

Are you a member of a minority group? The United States Department of Commerce has set up
the Minority Business Development Agency to help you if you are. If you cannot locate a repre-
sentative of MBDA in your city, write to this address:

Minority Business Development Agency
U.S. Department of Commerce
Washington, D. C. 20230

In most large cities there are other groups who may be able to help you with the actual
financing, or direct you to sources of financing. The local chamber of commerce, or some branch of
your city government should know of such groups.

When you make your contacts, be confident. You have carefully considered your proposed
business—you know what you want to do, how to do it, and what help you will need to do it. Make a
clear, simple, businesslike presentation of your ideas and you will, in most cases, receive a busi-
nesslike answer. Be prepared to accept an unfavorable answer, to listen to suggestions, and to
consider restrictions or changes in your plans. You will not receive help at every contact, but each
one will be an opportunity for you to make someone interested in your business. (See Section 6,
“Using Outside Help.”)

Your Business Organization

There are things you should consider about your business which, although simple, are often
made as hasty decisions. Have you thought about these matters?

1. The legal form of your new business—whether it will be a corporation, a partnership, or a
proprietorship.

18



9.
10.

What the name of your business will be.
What bank you will use.

How you will keep your non-business money and expenses separate from your
business accounts.

The business requirements you must take care of, such as your vendor’s number, your
employee number, licenses, permits, etc.

What types and amounts of insurance you will carry.

. What advertising you will do.

The extent to which you will need accounting, legal, marketing and technical informa-
tion.

Which tasks of your business you will delegate to full- or part-time employees.
What will happen to your business if you become ill or disabled.

BIG, developed as a general guide, cannot give you specific help on these points. It can
only point out the types of items you should consider and suggest that you make full use of
any local, experienced assistance which is available to you.
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Business Records

Introduction

One of the purposes of BIG is to help the owner of a business keep the accounting
records necessary to run his business. Some of the records and accounts needed will be
different for different kinds of business — depending on whether the business makes a product,
buys and sells a product, or sells a service. The records will differ too with the size of business,
but the basic ideas are the same. The examples and explanations used here are intended to be
a general guide that a business can follow. In some cases the help of a bookkeeper should be
considered by the businessman. When unusual situations arise or a difficult problem occurs,
the businessman should get the help of a professional accountant.

Lack of proper records or inability to understand existing ones is a frequent cause of
business failure. A key to good business management is good accounting records.

What Are Accounting Records?

Accounting records are involved with every activity of your business. Each time you buy,
sell, order, trade, produce an item, or provide a service, some business record must be created.

What Is the Purpose of Accounting Records?

Accounting records are needed to get information for such things as Social Security,
wages and hours of employment, workmen’s compensation, income taxes, sales taxes, etc. Just
as important is their use as a valuable tool for the businessman in determining how his business
is doing and what can be done to improve it.

In addition, when a friend asks you how your business is doing, you can answer either
good, fair, better, or worse and satisfy his curiosity. But, if the Internal Revenue Service wants
to collect taxes or if a bank is to make a loan, you must be able to show them exactly how
your business is doing and how you expect your business to do in the future. The only way to
get these answers is from good accounting records.

How Do You Keep Good Accounting Records?

There used to be a story among small businessmen that if they wrote everything down on
pieces of paper and kept them in a shoebox, an accountant could come in once a month or
once every six months and straighten out the shoebox. Even if the accountant could
“straighten out the shoebox,” it still would not produce good accounting records. The
shoebox approach harms a business in many ways:

1. It is an inaccurate way of keeping information, which results in errors.
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2. It is more costly to hire an accountant to clean up your mistakes than it is to establish
proper records in the beginning.

3. Timely information is not immediately available as a tool in management decision-
making.

The following examples and explanations will serve as guides to good accounting records.

Cash Sales

When the full price is received at the time of sale, it is known as a cash sale.

At the time of a cash sale, a record must be made for the cash received. This record may
be a form of receipt (see opposite) or may be rung up on a cash register. The receipt or cash
register tape should show the date of the sale, the amount received, and the sales tax on the
sale. See the section, ‘“Cash Drawer or Cash Register” for what needs to be done at the end of
each day.
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Order No.
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Received By_ﬂw
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Sales on Credit

When the full price is not received at the time of sale, it is known as a charge sale ora
sale on credit.

Such sales bring about an account receivable which is to be collected at a later time. The
sales on credit must be kept separate from cash sales. A charge-sales slip must be made out
even if a cash register is used. The sales slip in this case will serve as support for the difference
between the cash taken in and total sales on the cash register tape.

The charge-sales slip should show the following information:

A preprinted serial number.

The terms of the sale.

The date of the sale.

The name and address of the customer.

The number and the description of each item.

The unit price of each item.

The total amount of the sale.

The amount of cash received at the time of the sale.

e S o ol o o

A signature of the person who received the merchandise.

-
e

A signature of the person who sold the goods.

The charge-sales slips are the accounts receivable which are created when a customer
purchases an item but doesn’t pay cash for it. (Sales slips can be designed so that the same
form can be used for both charge and cash sales as in the samples shown.)

At the end of each day the charge sales should be totaled and posted to the customers’
accounts receivable ledger. The charge-sales tickets should be filed according to the customer’s
name as a record of what each customer owes.
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Sales Returns and Allowances

The businessman may agree to take back goods which were sold to a customer, or he may
reduce the price at which a sale was made because of a customer’s complaint with which he
agrees. Sales returns and allowances are decreases in sales.

If it was a cash sale, he will pay the customer the amount in cash and make out a
cash-sales slip, clearly marking it “refund” or ‘“‘allowance’ so he can correctly account for the
reduction in cash. If it was a charge sale, he makes out a charge-sales slip, again clearly marking
it “credit’ to show that the customer owes him that much less.

26



Businessman Company

946 West Main
Anytown, USA 12345
Phone 987-6543

Customer’s Phone
Order No. No. 5/5_7 7273 Date 054/ 191

Name \7—/—247 5/?7/7‘//'

Address_ /0.3 Sewursm [P Aryrewnl, TLL-

Sold By Cash C.0.D. Charge On Acct. Mdse. Ret. Paid Out Terms
G v
Quantity Description Price Amount
= Gass Csrrmsnrr /20| 3 |yo
SmeEs Tax
/
/
—
A
ot
TOTAL 3 77

00003 Received By Y/ )Jn«%




Sales Journal

The non-cash sales should be posted to a sales journal. The sales journal is a summary of
sales sold on credit. The sales journal may be prepared at the same time as the non-cash sales
slip and the accounts receivable ledger, or it may be prepared separately.

The sales journal should show the date of the sale, sales slip number, amount of sale, and,
if preferred, a breakdown by product or type of sales.

Sales Journal
Date T;\::: :t Sales Di ssca (;an ts R el\:is:‘;d R:CCZ?\:J anbtlse
Dec.| [/ /-/50 /200 |5 30 |os 20 |s?| /P52 |60
2| /57 -2FF| r2¢0 oo 20 |52 /0 oo /7929 | s0
3 | 285 - /0 (75 | 8?0 35 |50 /5 (00| 2/25 |oo

Cash Receipts

Cash usually comes from three sources:

1. Cash sales to customers.

2. Cash received on account for sales previously made on credit.

3. Miscellaneous sources.

Each time one of these sources of cash is received, a written record must be made. If it is

a cash sale, the record may be a cash register tape. If not, the record may be in the form of a
receipt. The receipt for cash should be prepared in at least two copies, with the original going

to the person making the payment and the other copy being kept by the businessman for
recording the cash.

When cash is received on account, the receipt should show the customer’s name, etc., and
be posted as a credit to the customer’s accounts receivable ledger.

Miscellaneous cash receipts should show the source, amount, and nature of the cash
received. Cash receipts should be summarized in a cash receipts journal.
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Cash Discounts on Sales

When merchandise is bought on credit, the buyer is expected to pay the seller within the
time agreed upon. To encourage the buyer to make payment before the end of the credit
period, the seller may allow a deduction from the amount owed. A deduction that the seller
allows on the amount of an invoice to encourage the purchaser to make prompt payment is
known as a cash discount.

When the customer takes advantage of a cash discount, the seller receives a sum less than
the sales price recorded on his books. This cash discount is a deduction from sales and is
debited on the books of the seller to an account with the title of Sales Discounts.

Cash Receipts Journal

The cash receipts journal is a summary of cash received showing the source from which

the cash came.

The cash receipts journal should have the following columns or information:

1. Date of receipt of the cash.
2. Source from which received.
3. Total amount received.
4. A column for the amount from cash sales.
5. A column for the amount received on account.
6. A column for miscellaneous cash receipts stating the nature of the receipt.
Cash Receipts Journal
oo | oo | o | oSm | oreme | ome
| /| 2470 |02 9|98 4oslo2| 2ss0|es (9192 Scemr Socn |
2| 2230 (%0 /0 [fo| 20|75 K3 /2175
3 1266|5240 |56| 404 |eo| 2260l00| 45 oo | Vamwpimis Mewe.
S— ]
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Accounts Receivable

The charge-sales tickets should be posted to a sales journal and accounts receivable ledger.
The accounts receivable ledger should show the following information:
The date of the sale.
The number of the sales slip.
The amount of the sale.
The name and address of the customer (on the top of each ledger card).
A credit column to record the cash received or other reductions in the account.

S ok N

A balance column representing the amount that the customer owes to the
businessman.

Accounts Receivable Ledger

Customer 7/;’7 Slﬂ 27 /7
Address /03 Oveersy L P2
Aryrown, . S.A.

Date Explanation Ref. Debit Credit Balance
oec| V| Smes ooooy/| 25 173 2573
/| Aerwen 00002 7192 27 |74
(5| Cnsor ooo ¥ so loo| 4y |7¥
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Cash Drawer or Cash Register and Closing

The businessman should always keep track of how much cash he starts with each day. It
would be good if he started with the same amount every day, but he should always count the
cash before he opens his business to the public.

At the end of the day, the businessman should count the cash he has. He should also
separate the different tickets and count these items. If the businessman is using a cash register
having several keys, the tape for that day may show separate totals for each type of
ticket—charge sales, cash sales, etc. To balance with the tape of the cash register, it is important
that all the transactions are recorded on the cash register and all the tickets are filled out
properly. After arriving at the correct balance (see illustration below), the businessman should
write the totals for cash collected, non-cash sales, sales discounts, and sales returns in the sales
and cash receipts journals. He should do this every day so that he has a record of each day’s
transactions.

Balancing and summarizing the day’s transactions may be done as follows:

1) Total cash in drawer or register $4,801.50
(2) Cash sales $1,078.50
(3) Collections on accounts receivable $3,700.50
4) Less — cash discounts allowed 98.50 3,602.00
(5) Cash sales of scrap 21.00
(6) Amount to be deposited $4,701.50
(7) Working cash fund (1-6) $ 100.00
(8) Cash sales (as above) $1,078.50
(9) Charge sales 5,781.50
(10) Total sales (8 + 9) $6,860.00
(11) Returned merchandise $ 90.00

The businessman should keep a file for each set of tickets and at the end of the day put
that day’s tickets in their respective file. It is important that all cash totals and related slips
agree with the cash on hand. The non-cash sales tickets are very important since the
businessman wants to keep a record of who owes money (accounts receivable) to his business.

Recording the Buying of Merchandise on Account

Goods carried in stock for sale to customers are known as merchandise. Merchandise may
be purchased from a salesman, a wholesaler, manufacturer, or from a catalog. When
merchandise is purchased, the businessman should prepare a form known as a purchase order
(see opposite). The purchase order should be prepared in more than one copy. The purchase
order should show from whom the merchandise is being purchased, the date ordered, the
method of shipment, the terms of payment, the quantity ordered, a description of the item,
the cost of each item, total cost of all items ordered, desired date of receipt of the
merchandise, and the name and signature of the person ordering the merchandise.

The original copy of the purchase order should be given to the person from whom the
merchandise is being purchased. A duplicate copy or copies should be maintained by the
businessman to be used as a record of merchandise on order and to check the merchandise
when received.
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Businessman Company
946 West Main
Anytown, USA 12345

Phone 987-6543

Purchase Order
No. 1228

THIS NUMBER MUST APPEAR ON
ALL INVOICES, PACKAGES AND
SHIPPING PAPERS.

[—Vendor 1 PLEASE ENTER THIS ORDER
SUBJECT TO THE TERMS,
OAK /AIV Py ('0’”/44’7 COONDITIONS AND [INSTRUC-
TIONS.
300 FrmcHrrREE ST
Areanzsn Gm. 006632 .
( Date Special
Date MM /4 /97/ Needed %V- /5: /’7/ Instructions
Date Date Date Date
F.0.B 47"44174 Terms of = /a/V3o Ship Via Som/ag
g;‘é: g;‘é 3:)’:: gg:: Quantity Unit Description Unit Cost Total
1000 |SHTS | Ona /Bwse | .00 13000.08
Wo. 345
Use /ny JO.00
///
¥ |q00000

Ordered By < T m
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When the merchandise is received, it should be checked to see that it is in good condition
and agrees with the order. The receipt of the merchandise should be noted on a copy of the
purchase order or on a receiving report (see opposite), and the person receiving the
merchandise should sign for it.

When the merchandise is received, or soon after, the businessman should receive a bill or
invoice requesting payment. These invoices vary from business to business, but most invoices
include the following:

The name and address of the one from whom the merchandise was purchased.
The name and address of the purchaser.

The date of the invoice.

The seller’s invoice number.

The method of shipment.

The terms of payment.

The buyer’s purchase order number.

The quantity, description, and unit price of items purchased.

e A

The total cost of each item and the total of the invoice.

When the businessman receives this invoice it is important for him to know that the items
he ordered have been received and that he has been charged the proper amount. He should,
therefore, perform the following:

1. Compare the invoice with the purchase order to see that the items on the invoice agree
with those on the purchase order.

2. Examine the receiving report to see if all items were delivered.

3. Check the invoice to see that quantities and prices are in agreement with the purchase
order.

4. Check the accuracy of the multiplication on each line and the addition of the total
column.

5. Verify the computation of the sales tax and discount, if applicable.

6. After Steps 1 through 5 above have been completed, the invoice should be approved
for payment in writing on the face of the invoice.

At this point the invoice may be paid or entered in the purchase journal. A purchase
journal is necessary when items are not paid promptly or are numerous.

Purchase Returns and Allowances

The buyer of merchandise may be allowed credit by the seller for the return of part or all
of the merchandise purchased. He may also be allowed credit if the merchandise received was
not up to quality or was damaged.

The buyer usually receives a credit memorandum from the seller showing the amount of
the purchase returned or the purchase allowance. The credit memorandum should be applied
against any amounts owed the vendor or a refund should be requested. The purchase order
form properly marked ‘“returned goods” may be used as a record to be sure credit is received.
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RECEIVED FRO|

2

Receiving Report

NO.

oate_ /o /5~

19_7/

é PURCHASE
ADDRESS__M,‘ . ORDER NO

/2R P

QUANTITY

UNIT

DESCRIPTION OF ARTICLE

/o0 o

SH7S

Cpue [florrel b 35~

Received By
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Purchase Journal

If invoices are not paid promptly or are numerous, they should be recorded in a purchase
journal or schedule of unpaid invoices.

The purchase journal should include the following columns:

1. The date the invoice was received.

2. The invoice number.

3. The name of the firm from whom the purchase was made.

4. The date paid (to be completed when paid).

5. The check number by which it was paid (to be completed when paid).

6. The amount of the invoice.

7. The account or account number to which the expense is to be charged, or a column
for each major expense account with a miscellaneous column for those accounts used
infrequently.

Purchase Journal \

Date In;c;if:e Vendor PD:i::Ie c:ﬁ:" Amount N'I,clj,sre 7

W s\ 3456 |Ose owee Co. Dee |5 0030 |2300 |00 2300 |00 j7
1 )
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Cash Disbhursements

All bills, purchases, expenses, etc., should be paid by check. No check should be written
until there is proof that the service or merchandise has been received and is satisfactory. When
a check is written, the purpose for payment should be stated on the check and the check stub.
The bill, invoice, or proof that the service or merchandise has been received should be clearly
marked ‘“paid,” dated, and the check number listed to prevent duplicate payment. The paid
bill should then be filed in a ‘“‘paid” file in alphabetical order for future reference. After the
check has been written, it should be recorded in a cash disbursements journal for the purpose
of summarizing the various types of expenses paid.

Businessman Company
West Main
Anytown, USA 12345

AMOUNT
CHECK NO.

0030 0’7&’ /27/954 (Lm

Date

invoice’

Amount

PAY TO THE _ /200 Famc P ud .
ORDER OF
L7eAnrm éd O0é 32

FIRST NATIONAL BANK—~ANYTOWN, USA 12345

MAGNETIC NOS.

WNoviS| 3456 |2,300 |00 24
135
No. 0030
. s

2 ,‘;,,Ct *43‘5 — DOLLARS

Date Gross Discount Net

Oec.5| 2300 |80 </ 60|22 5 |40
BUSINESSMAN COMPANY

I
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Cash Discount on Purchases

To encourage the buyer to make payment for merchandise before the end of an
agreed-upon credit period, the seller may allow a deduction from the amount owed. When the
buyer takes advantage of this discount, he pays less than the purchase price recorded on his
books in Accounts Payable. The cash discount is a deduction from purchases and is credited on
the books of the buyer to an account with the title of Discount on Purchases.

Cash Withdrawals by the Owner

A person who is sole owner of a business often withdraws cash from the business as he
needs it for personal use. This represents a withdrawal of an asset from the business.
Withdrawals by the proprietor are not deductible expenses for federal income tax purposes.
Because of this, withdrawals of cash or other assets by the proprietor are not charged to an
expense account. They should be charged to an account known as a drawing account.
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Petty Cash Fund

Good business practice requires that two rules be closely followed when dealing with

cash:

1.

2.

All cash receipts must be deposited in the bank each day and not be used to pay
expenses.

All expenses should be paid by check.

Every business, however, has many small bills which are more easily paid by cash. It is
just not practical, for example, to pay messengers or buy postage stamps with checks. These
cash payments, which are exceptions to Rule 2 above, require that a special cash fund be used
for small expenses. This type of fund is called a petty cash fund.

To create such a fund:

1.

2.

Estimate the amount of these small expenses that will be paid in cash during an
average two-week to one-month period.

Cash a business check for this amount and keep all the money in a separate place in
the control of only one person. This fund should remain at that fixed amount and not
change from one period to another.

Each time an expense is paid out of this fund a bill marked ‘“paid” or a signed receipt
for the amount paid should be kept with the money so that at all times the total of
bills or receipts and the money still in the fund will equal the fixed amount of the
petty cash fund.

4. Remove all paid bills and signed receipts when the fund becomes low, and write a
business check for the total of these items. When this check is cashed, it replaces the
money used and brings the balance of cash in the fund to the original fixed amount.
When the fund is reimbursed, the various expense accounts should be charged for the
amounts spent.

Petty Cash Disbursement
No. Date 055' / 19 7/
$ /. 02

T0 2.57'»7,4/:/

o —
Amount @_ﬂt—e— ¥ Frod ~ DOLLARS
For 25 7. Aé_é—
Account Number 257—”56’
A ed Received
_A%Mm Az
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Cash Disbursements Journal

The cash disbursements journal (see opposite) should show the following information:

Check number
To whom written
Date written
Gross amount
Discount taken

Net amount

No g e

A distribution to the expense or account affected
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Time Card or Time Sheet

Each employee of the business should prepare a time card or time sheet (see opposite).
This time card covers a specific pay period such as one week, two weeks, etc. At the end of
this period of time, the following steps should be performed:

The time cards are examined for records of tardiness, leaving early, absence, etc.
The regular hours are extended into the Hours column.

The amount of overtime for each day is figured and entered on the time record.
The regular hours and overtime hours are totaled separately.

The rates for regular time and overtime are entered and the earnings are computed.

S

The hours and earnings for regular and overtime are then added to show total hours
and total earnings.

7. The different deductions are figured and then the net amount to be paid is
determined.

After completion of these steps, the next records to be prepared are the payroll checks,
payroll register or payroll journal, and the employee earnings records.
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Name—j;ddl_éf_.;

No.

Pay Period Ending

Dec. 12, /r1272/

Reg. Hrs. Rate Amount FICA No. of Exempt.
79 /6o /2/ 4o .57 7”2
OT Hrs. Rate Amount Fed. WH Total Earn.
2 2.40 4. Fo ?.P3 /724 o
Total Amount State WH Total Ded.
&/ /726. Yo 4.00 30 . Y0
Other Net
Fns. /70.04
¢ . 00
1 MNVeV. 29 M'.Z’ ev. 29 Weu. 29
Z:00 ol s1:30pm|  j2:60 Py 3:30 Py b
2 Vor. 3o rvep. Be 'Vee. 30 mev. 3e
7:00 om /{36 22:00 &M 3:30 P, d
3 |[P&c.? Oé&e¢. 1 06c¢c./ o€c. /
6:52 A, 232 AM | 20/ P, 3:3/ pA &
4 o8¢c.2 (£33 0&¢.* O&c. 2 z
2:30 :3e /2t00 Py 3:30 P 7‘_ﬂ
5 |O&c.3 O&c. 3 ofc.3 pL&C. 3
2:00Am _ {/: 30 AN /2:00 Ary ¥:38 Pn 7
6
7
8 06C. 6 oK. 6 oec. & o, 6
7:00 AR /236 Ay 72:00 PMy D30 2 A
9 oFrC. 7 oK. 7 Dec. 7 O&C.7?
SO M| /130 am|  12:00 pn 235 om s
10 o r Oose. & DR-' Y Y 4
700 Am /7 30 AN 72:06 P 330 Pry l’
1 .9 O&c. ? O 9 OF<C. 9 L
7:30 4~ /27 > 30 12:00 P 3:30 P, 7;=
12 Q8K s0 OFC. 70 . rO Os<.70
700 A M /(230 a» 72:00 Ay 30 rm 7
13
14
IN ouT IN ouT IN ouT
Total Hours Are Correct Totals X‘
,é U \ Signature
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Payroll Register or Payroll Journal

After completing the time cards, the payroll register or payroll journal should be
completed using the information from the time cards. Simple forms are available with which
you can write the payroll check, payroll journal, and the employee earnings records all at the
same time. These systems save the time of writing the same information more than once.

The total earnings figure from each time card is entered in the Total Earnings column of
the payroll journal opposite the name of the employee. The section headed Deductions is used
to enter the amounts that are deducted from the employees’ earnings. The column headed
FICA Tax is used for Social Security. The Social Security tax can be computed or obtained
from a government table.

The column headed Federal Income Tax is used for the federal income tax withheld from
each employee’s earnings. This can also be obtained from a government table. This same thing
would be done for state and city income taxes. The column headed Other is used to enter such
items as deductions for purchase of savings bonds, union dues, etc. The space headed Net Pay
is used for the amount due each employee.

After the entries for all employees have been made, each of the amount columns is
totaled. To check these additions compare the total of the Total Earnings column with the
sum of the totals of the Net Pay column and the Deductions columns.
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Employee Earnings Record

A detailed account is kept for the payments made to each employee. This record, known
as the employee’s earnings record, is kept on cards or sheets. A separate card or sheet is kept
for each employee. This record is made with divisions for totals every three months because

the businessman is required to make reports to the federal, state, and some city governments
on a quarterly basis.

The amount columns of the employee’s earnings record are the same as the amount
columns of the payroll journal. The quarterly totals line provides space for the totals for the
quarter, and the final quarter provides space for entering the totals for the year. The yearly

totals are needed for preparation of annual reports to the federal, state, and some city
governments.
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Payroll Check

All payments to employees for work done should be .y check. It is helpful to use a
different type of check for payroll than that for general disbursements. If, however, the same
type of check is used for both payroll and general disbursements, additional information
should be entered on the check stub. This information should include total earnings, payroll
deductions, etc. (see opposite).

The amount of the payroll check should be the same as the Net Pay column of the
payroll journal and employee earnings record.

General Journal

A book in which any of the records of a business are first written is called a journal.
There are many kinds of journals. The basic types are as follows:

General journal

Sales journal

Purchase journal

Cash receipts journal

Cash disbursements journal

SN o

Payroll journal

Every journal has two parts—the debit part and the credit part. The general journal
usually has two amount columns: the left-hand amount column is called the debit column; the
right-hand amount column is called the credit column.

The general journal is used to record openings, closings, corrections, and unusual entries
which cannot be recorded in the special types of journals. See page 52 for a sample general
journal form.

General Ledger

As business is transacted, there will be changes in the asset, liability, and proprietorship
accounts. Entries will have to be made in the various journals to record these changes.

The entries in these various journals do not bring together in one place all the information
about one item, such as cash, accounts receivable, etc. For this reason, the items from the
various journals are sorted into forms known as accounts. An account is a device for grouping
and summarizing the entries in the various journals.

A group of these accounts is known as a general ledger. The general ledger may be a
bound book or a loose-leaf book. It may also be a group of ledger sheets or cards filed in a tray
or cabinet.

The difference between the debits (left side) and credits (right side) of a general ledger
account is known as the account balance. If an account contains only one entry, this single
amount is the account balance. If it contains entries on both sides, the difference between the
totals of each side is the account balance.
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The balance of each liability, income, and proprietor’s capital account is usually a credit
balance. The balance of each asset and expense account is usually a debit balance. Assets are
anything owned by the business, and liabilities are amounts due to others. The difference
between them is known as the owner’s capital. Income accounts are used to indicate what the
business charges others, such as sales, purchase discounts, interest received, etc. Expense
accounts show what others charge the business, such as purchases, wages, rent, etc. See page 57
for a sample general ledger form.

Trial Balance

Bookkeeping records are valuable only to the extent that they are accurate. The
bookkeeper should be careful to avoid errors, and he should use methods which will help him
detect errors. One method of detecting or checking for errors which occur is the use of a trial
balance. See page 72 for a sample trial balance form.

The trial balance is composed of three columns: account title, debit, and credit columns.
Each account balance in the general ledger is entered.in the appropriate column of the trial
balance. After all balances have been entered, the sum of the debits should equal the sum of
the credits. If they do not, proceed as follows (if the error has not been found in the first step,
continue on to the next steps until it is located):

1. Add the debit and credit columns of the trial balance again.

2. Find the difference between the sum of the debits and credits on the trial balance and
look in the ledger and the journals for that amount. The amount may have been
omitted from the trial balance or an amount from a journal may not have been posted
to the ledger.

3. Divide the difference between the sum of the debits and credits on the trial balance by
two. Look in the ledger for that amount to see if it has been posted in the wrong
column. A $100 debit posted in error as a credit, for example, would result in a $200
difference.

4. Divide the difference between the sum of the debits and credits of the trial balance by
nine. If the difference can be divided evenly by nine, figures in an amount posted to
the general ledger may have been switched (transposed); for example, $92 may have
been posted in error as $29. This would result in a difference of $63 (which can be
evenly divided by nine).

5. Trace the balances on the trial balance back to the ledger account to locate an error
made in copying the amount on the trial balance.

6. Check the adding and subtracting done to arrive at the ledger account balances.

7. Trace the postings of each journal to the general ledger accounts by checking off each
posting. You may find that an item was posted twice, not posted at all, posted
incorrectly, or entered in the wrong column, that is, a debit posted as a credit.

8. Examine the journal and the ledger account to see that each item is checked twice or
checked at all. All postings have now been retraced and the error should have been
located.

9. If the error was not located, “refoot” and ‘‘crossfoot’ each journal. To refoot is to
again add each column. To crossfoot is to see that the totals of all columns of the
journal balance correctly. (For example, check to see that in the payroll journal, the
Gross Pay column equals the sum of the Net Pay column plus all the deduction
columns.)
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lllustration of Journals,
General Ledger, and
Trial Balance Work Sheet

George New purchased a lumber yard on September 30, 1971. Mr. New plans to set up a
personal bookkeeping system. He has prepared the following lists of things owned and

amounts owed:

Things owned (assets):

Cash $ 5,900
Accounts receivable 14,300
Merchandise inventory 16,500
Shop equipment 1,500
Office equipment 1,200
Trucks 12,200

$51,600

Amounts owed (liabilities):

Note payable $30,000

Prepare the opening journal entry for Mr. New and post the entry to the proper general
ledger account.

Posting Transactions

At the close of business on October 31, 1971, Mr. New prepares to post his general ledger
for the month. He performs the following steps:

1. Prepares to check his sales, cash receipts, payroll, purchase, and cash disbursements
journals.

Totals and crossfoots each journal.
Checks crossfooting again before posting to be sure that they are balanced.
Enters each figure in the proper general ledger account.

o o

Adds or subtracts the entries in each general ledger account to the beginning balance
to obtain new balance or ending balance at October 31, 1971.

The complete set of journals and general ledger accounts follow (pp. 52-70).
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General Journal

Date Name of Account PR(;? Debit Credit
Seor [30| (085 4 S900)00
/45‘0614/7'5 25:;/#»4445 /ggao oo
PN AIYSE LINVENTORY /6,50 |00
Sktor Lousmmsnar 4,520 |oo
Ocicsclo g iPross 7 4200 |oo
Z8iccs (2,200 |oe
ﬂ/ezi__eizﬁdssﬁ 30,000 |oe
GeoesE NVow, Lopr74e 24600 |00
To fecorp twer Cosani
Zarey For GEors = New
\_L.// \“\v// \ i
Sales Journal
Date Sales Sales Mdse. Accounts

Discounts

Returned

Receivable

7

\

\\//

52

&r ’Cﬂ# 5723572 /30 |oo 2 0| $3/7 |3
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Cash Receipts Journal

Total Cash
Received

Sales

Discounts

Cash
Sales

Receiv

ed

on Account

Other

Explanation

.

[

[

\

\

\

\
\
)

\
)
7

\____,/

775% 47

/20

oo

/227

P L

6563

e7

ald |00

Sﬂa“ Sceﬁ»
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Trial Balance Worksheet

Mr. New would now like to know if he has posted the transactions correctly and if the
general ledger account balances are correct. In order to obtain this information and prepare
financial statements for the month of October 1971 he prepared a trial balance work sheet.

The trial balance worksheet contains the following.

1. Debit and credit columns for the balance from each general ledger account. The sum
of the debits and credits should equal; if they do not, Mr. New will have to locate the
error before proceeding.

2. Debit and credit columns for adjustments to the general ledger account balances.

a. The first observation which Mr. New makes is that there is no payroll tax expense.
He examines the payroll journal and notes that the employees’ share of FICA taxes
was $37.13. Mr. New writes a journal entry in the general journal for the same
amount to record his portion of the expense, and posts the amounts to the trial
balance work sheet and the general ledger accounts.

b. Mr. New also notes that no rental expense for the lumber yard has been recorded.
He prepares a general journal entry to record the unpaid rent, and posts this
amount to the trial balance work sheet and the general ledger accounts.

c. Mr. New does not maintain perpetual inventory records, nor does he count his
inventory at the end of each month. His cost of merchandise is generally 60 percent
of the sales price. Sales for the month of October were $7,023 times 60 percent
which equals $4,214 for the cost of merchandise sold. The purchase account
has $4,666 as purchases for the month, so the $4,214 is subtracted to obtain $452
representing the merchandise purchases which are estimated as added to the
inventory. Mr. New records a general journal entry for this amount, and posts it to
the work sheet and the general ledger accounts.

Mr. New will count his inventory every six months and adjust to the physical count
at that time.

d. No depreciation expense has been recorded, so Mr. New prepares a schedule of
equipment and calculates the depreciation expense. He then prepares a general
journal entry to record the depreciation, and posts to the work sheet and the
general ledger accounts.

3. Debit and credit columns are provided for income and expense accounts. The balances
from the per books and adjustments columns are extended into these columns for
preparation of the income statement. The difference between the sum of the debits
and credits should be the net income or loss for the period.

4. Debit and credit columns are provided for the balance sheet accounts. The same
procedures are followed as for the income and expense accounts. The difference
between the sum of the debits and credits should equal the net income, which is an
addition or deduction to the capital account of Mr. New.

Mr. New may stop at this point and utilize the information for his internal purposes or he
may prepare formal financial statements. The preparation of such statements and the need for
them is explained and illustrated in Section 4.

A trial balance work sheet is illustrated on the following pages (pp. 72-75).
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Chart of Accounts

Every business transaction affects one or more accounts of the general ledger which was
described in Section 2. In identifying the accounts involved, the use of a numbering system can
save time and help in avoiding possible error. Such a numbering system is called a chart of
accounts. A block of numbers is assigned to each type of account and numbers within that
block are used for all the accounts of that type. This can be seen in the sample chart which
follows.

The span of numbers assigned should be big enough so that as new accounts are needed,
they can be given numbers within the proper group. Some businesses will have need for
accounts that others will not use. A retail business, for example, will not use accounts for
various material, labor, and expenses that would be used by a business which makes a product.
In each instance the accounts should be designed to best serve the individual case.

The chart which follows is intended for a non-manufacturing business. It would permit
the addition of many more accounts in each group if they became necessary in the future.

Account No.

BALANCE SHEET (Accounts 1 through 500)
ASSETS (1-300)

Cash (1-50)
Petty Cash (Cash on Hand) 11
Cash in Bank — General (Regular Bank Account) 21
Cash in Bank — Payroll (Payroll Bank Account) 31
Receivables From Others (51-100)
Notes Receivable 51
Accounts Receivable — Customers 61
Accounts Receivable — Others 71
Inventories (101-150)
Inventory o Goods for Sale 101
Inventory %;%ﬁpf;lies - 121
Prepaid Expenses (151-200)
Prepaid Advertising . 151
Prepaid Insurance 161
Prepaid Interest 171

Prepaid Rent ’ 181

et . e L
T L R
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Property and Equipment (201-250)

Land

Buildings

Buildings = Allowance for Depreciation

Automobiles and Trucks

Automobiles and Trucks — Allowance for Depreciation
Furniture and Office Equipment

Furniture and Office Equipment — Allowance for Depreciation
Machinery

Machinery — Allowance for Depreciation

Tools

Tools — Allowance for Depreciation

Leasehold Improvements (Rented Property Improvements)
Leasehold Improvements — Allowance for Amortization

Miscellaneous Assets (251-300)

Organization Expenses (Business Starting Costs)
Deposits (Advance Payments)

LIABILITIES (301-450)

Notes and Amounts Payable to Others (301 350)

Notes Payable — Short Term * . CoNe
Accounts Payable (Bills Payable) °

Sales Taxes Payable

FICA Tax Withheld

Federal Income Taxes Withheld

State Income Taxes Withheld

Expenses Owed to Others (351-400)

N

Accrued Wages (Wages Owed) .~ . -
Accrued Commissions (Commissions Owed)
Accrued Interest (Interest Owed)

Accrued Federal Unemployment Taxes (Fed. Unemployment Taxes Owed)
Accrued State Unemployment Taxes (State Unemployment Taxes Owed)

Aecrued-Real-Estate Taxes (Real Estate Taxes Owed)
Accrued Federal Income Taxes (Federal Income Taxes Owed)
Accrued State Income Taxes (State Income Taxes Owed)

et Ve, s

Long-Term Obhgatlons (401 450)

Notes Payable — Long-Term
MortgagesPayable

ETONRVESR

OWNERSHIP EQUITY (451-500)

*Capital Investment (Investment in Business)
**Capital Stock (Stock Issued)
*Drawings (Cash Used Personally)

8

Retained Earnings (Profit Not Spent)

*For use only by sole owners or partners
**For use only by corporations

Account No.

201
211
212
216
2117
221
222
226
227
231
232
246
247

251
261

301
311
321
331
332
333

351
356
361
371
372
381
391
392

401
411

451
461
481
491



PROFIT OR LOSS STATEMENT (Accounts 501-999)

Sales and Other Income (501-550)
Sales of Merchandise 7™ -
Sates Returns and Allowances
Cash Discounts Allowed (Discounts to Customers)
Service Charges
Rental Income
Cash Discounts Taken (Discounts from Suppliers)
Miscellaneous Income

Cost of Goods Sold (551-600)
Cost-of Merchandise Sold
Ereight-enPurchases

Cost of Business Operations (601-700)
Wages e
Labor from- Ageneies
Supplies -
Tools
Rental of Equipment
Repairs to Equipment and Machinery
_ Repairs to Trucks
Truck maintenance (Gas and Oil for Trucks)

Selling Expenses (701-750)
Advertising
Automobile Expenses — Salesmen
Cemwissions
Entertainment Expenses
Travel Expenses

Administrative Expenses (General Expenses) (751-800)
Salaries
Office Supplies
Postage
Telephones
Dues & Subscriptions
Insurance — Miscellaneous
Group Insurance
Workmen’s Compensation Insurance
Automobile Expense
Professional Services
Bad Debts
Interest

Misce[laneous Expenses (801-850)
Building Expenses (851-900)
Rent

Repairs teBuilding
Utilities

501
502
503
511
521
531
541

551
561

601
602
611
612
621
631
632
641

701
711
721
731
741

751
761
762
763
764
771
772
773
781
786
791
796

851
861
871

Account No.
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Depreciation (901-950)

Depreciation—=Buildings

Depreciation — Automobiles * ¢ -
Depreciation — Furniture and Office Equipment
Depreciation — Machinery

Depreciation — Tools

Amortization — Rented Property Improvements

Taxes (951-999)

80

FICA Taxes

.. Unemployment Taxes
" Real Estate Taxes

Miscellaneous Taxes

Federal Income Taxes
State Income Taxes

v g

S Sy

Account No.

911
916
921
926
931
946

951
952

961
962

991
992
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4

Business Statements

Purposes of Business Statements

Business statements are written reports which describe the condition of the business. Some of
the purposes of business statements are to determine answers to questions such as these:

1.

Do

S

How profitable is the business?

Which costs appear to be a problem?

What is the makeup of business assets?

How much is owed on debts of various kinds?
How much is the owner’s investment?

What significant changes have occurred between years (or months)?

The Basic Business Statements

There are basically three important business statements or reports:

1. Statenent of Earnings

This report shows the sources of income, the costs and expenses of running the business, and
what is left over for profit.

Balance Sheet

This report shows information at a specific date such as at the end of 2 month or months or at
the end of a year. It summarizes what the business owns, grouped into different kinds of
assets. Similarly it summarizes what the business owes, grouped into different kinds of
liabilities. It is completed by showing the owner’s investment in the business and the amount
by which his investment has been increased from profits kept in the business or decreased
by losses or withdrawals.

3. Statement of Changes in Financial Position

This report summarizes the financing and investing activities of the business, including the
sources from which cash or other current assets were obtained and how they were used. For
example, the sources of funds might be from operations, borrowings, or additional invest-
ment. The uses of funds might be to increase equipment or decrease borrowings. This report
is most often used by banks in making loan decisions.

Another statement considered basic for a larger business is the Statement of Retained Earn-
ings, which summarizes the net income earned, any portion taken out or distributed, the balance
retained for business use, and the accumulated income that has been left in the business. Various
other supplementary schedules may also be prepared to show in greater detail some of the principal
elements of the Statement of Earnings and the Balance Sheet.
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Preparing the Business Statements

The proper preparation of business statements generally requires a person with some experi-
ence. Perhaps an accountant may be needed where matters are more complicated. It may be possible
to hire someone on a part-time basis for smaller businesses.

Before preparing business statements, it is necessary that the following work be completed:

1. All transactions must be recorded in the journals.
2. The postings from the journals must be made to the ledger.

3. The trial balance must be prepared.

The above procedure was explained in Section 2 and illustrated in that section for the case of
George New and his lumber business. It is suggested that that portion be reviewed before examining
the sample financial statements in this section. In the case of the ABC Company, it was assumed that
the adjustments for things such as depreciation, prepaid expenses, and similar items were made
before the trial balance was prepared so that no further adjustments were necessary.

From the completed trial balance work sheet, the Statement of Earnings and the Balance Sheet
that follow can be prepared easily by copying from the last four columns. The Statement of Changes
in Financial Position can be prepared by comparing the company’s present balance sheet with its
previous balance sheet (not shown).

Samples of business statements follow (pp. 83-86).
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ABC Company
Balance Sheet
January 31, 1980

ASSETS

Current Assets:
Cash in Bank
Accounts Receivable — Customers
Inventory — Goods for Sale
Prepaid Rent

Property and Equipment:
Automobiles and Trucks
Less depreciation

LIABILITIES AND OWNER’S EQUITY

Current Liabilities:
Accounts Payable
Accrued Wages

Long-Term Liabilities — Notes Payable

Owner’s Equity:
Capital Investment
Retained Earnings:
July 31, 1971 $ 5,280
Net earnings before Income Taxes —
Six Months Ended January 31, 1972 13,720

$ 4,000
12,000
18,000

500

$ 4,200
2,100

$ 7,000

2,600

$ 5,000

19,000

$34,500

2,100

$36,600

$ 9,600

3,000

24,000
$36,600
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ABC Company

Statement of Earnings

Six Months Ended January 31, 1980

Income
Sales of merchandise $108,000
Less — Sales Returns 1,000
Net Sales $107,000
Cost of Merchandise Sold 51,700

Gross Profit on Sales

Operating Expenses:
Cost of Business Operations:

Wages $ 10,000
Supplies 6,200
$ 16,200
Selling Expenses — Commissions 4,000
Administrative Expenses:
Salaries $ 11,700
Office Supplies 300
Bad Debts 1,200
Interest 300
13,500
Building Expenses — Rent 6,000
Depreciation — Autos and Trucks 1,000
Taxes — FICA 880

Net Earnings Before Income Taxes

$55,300

41,580

$13,720
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ABC Company

Statement of Changes in Financial Position

Six Months Ended January 31, 1980

Source of Funds
From operations

Add income charges not requiring the use of funds:
Depreciation—Autos and Trucks

Use of Funds

Decrease long-term borrowings

$13,720

1,000
14,720

500

$14,220
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5

Business Taxes

General

Taxes are an important concern in any business undertaking. To avoid penalties and interest
charges, required returns must be filed and tax payments made when due. Any new business must
obtain proper identification numbers in order to report taxes. One number, called an Employer
Identification Number, is used in reporting all federal taxes. It may be obtained by completing
Federal Form SS-4. State identification numbers vary with the type of tax and should be applied for
to the taxing body.

Businesses are generally subject to four types of taxes: payroll, sales, property, and income.
Each of these will be discussed in turn.

Payroll Taxes

When a business pays salaries to even one employee, it becomes subject to payroll taxes. If
the business is a corporation, even the “owner” is an employee. An employer is responsible both for
taxes he withholds from his employee (for example, federal and state income taxes) and for taxes
which are assessed against him directly (for example, social security and unemployment). Payroll
taxes must be deposited by dates which vary according to the amount of taxes payable. The following
paragraphs summarize the requirements that were in effect as of March 1980. These are subject to
change.

Federal Social Security

The tax rate is 6.13 percent each on employer and employee, or a total of 12.26 percent on
wages up to $25,900 per year for each employee. The maximum social security to be withheld is
$1,687.67 per employee per year. An equal amount is payable by the employer.

Self-employed persons pay 8.1 percent on a maximum net earned amount of $25,900. This
maximum tax is $2,097.90.

Federal Unemployment

Annual wages up to $6,000 per employee are subject to this tax at an effective rate of 0.7
percent. An employer is generally either one who employs one or more persons in each of twenty
days in a year, each day being in a different week, or one who has a payroll of at least $1,500 in a
calendar quarter (for example, January, February, and March).

This tax is payable by the end of the month following each of the first three calendar quarters
(for example, on April 30 for the quarter made up of January, February, and March). Each payment
is made to a depositary (authorized financial institution or a Federal Reserve bank) accompanied by
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Form 508, Federal Tax Deposit—Federal Unemployment Taxes. Quarterly returns are not re-
quired. Instead, a report, Form 940, must be filed for the whole year and is due by January 31 of the
next year. Any balance of tax due for the year must be paid in January (using Depositary Form 508).

The quarterly payments previously described are not required if the tax for that quarter plus
the tax not deposited for prior quarters in the calendar year is $100 or less. For example, if the
computed tax for the quarter ended March 31 was $90, no depositary payment would be required for
that. Then, if the tax for the quarter ended June 30 was $240, there would be a depositary payment
of $330 to be made by July 31.

State Unemployment

All states (plus the District of Columbia and Puerto Rico) have unemployment taxes with the
wage base the same as the federal maximum of $6,000 per employee. State tax rates are usually
based on “experience” and will vary from employer to employer.

Federal Income Tax Withholding from Employees

Withholding tables are available from which to determine the amount to be withheld based on
the employee’s compensation for each pay period and the number of exemptions claimed by him.

Federal Depositary Payments of
Withheld Income and Social Security Taxes

The time of payment is summarized below for income tax withheld from employees, social
security tax withheld, plus the employer’s share of social security tax. Deposits should be made to an
authorized financial institution or a Federal Reserve bank accompanied by Federal Tax Deposit
Form 501.

1. If the amount of these taxes is less than $200 for a calendar guarter, the employer is not
required to make deposits by the last day of the month after the quarter. The payment can
instead be made directly to the Internal Revenue Service with quarterly tax returns, which
are due by the last day of the month after the quarter.

0o

If the amount of tax is at least $200 for the first month of a quarter, or if it is at least $200 for
the first two months of that quarter, depositary payments must be made by the 15th day of
the month after the $200 is reached. Final payment for a quarter is made to the depositary
by the last day of the month after the quarter.

3. Earlier deposit payments are required if the tax is $2,000 or more for a month or less.
(Details of this requirement are not considered of sufficient interest and should be obtained
by anyone to whom it would apply.)
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State Income Tax Withholding

Each state has its own requirements for depositing state income tax withheld from employees.
Tables are available by which to determine the amount to be withheld from each employee.

Sales Tax

Sales taxes are levied by state and local authorities and apply to businesses that sell to final
consumers. Even if sales to final consumers are only a small percentage of total sales, you are
required to collect and report taxes on such sales. Generally, sales taxes are due by the last day of
the following month. Rates, of course, vary among the taxing bodies.

Property Tax

If a business owns real estate, it must pay real estate taxes. If a business leases its premises, its
lease might call for payment of real estate taxes, or the amount of any increase in real estate taxes,
as additional rent. Real estate taxes are generally due in several installments during the year.

A business may be taxed on its personal property, and a corporation, additionally, on its capital
stock. Both of these latter taxes require the filing of a tax return. These returns should be discussed
with your attorney before completion.

Income Taxes

The federal government as well as most states and many cities collect taxes based on income. It
is, of course, not possible to generalize about them.

Income taxes levied on a business depend on the form in which the business is conducted.
Generally, a sole owner or a member of a partnership will report the net income from the business in
his individual income tax return. A partnership files a separate information return from which the
taxable amounts are reported by each partner on his individual return. A sole owner reports the
various items of income and expense directly in his individual return. The income as reported is
taxed by the federal government at individual rates which vary with the amount of income.

A corporation pays taxes based on its net income. Dividends paid to its shareholders out of such
earnings are taxed again to its shareholders when received. Federal corporate tax rates, as of March
1980, are 17 percent on the first $25,000, 20 percent on the second $25,000, 30 percent on the third, 40
percent on the fourth and 46 percent on the remainder. These are subject to change.

Depending on the nature of the business, other taxes and licenses may be required by federal,
state, and local taxing authorities.

Federal and many state income taxes are payable in advance based on estimates of tax. For
those whose year ends on December 31, the estimated payments are due April 15, June 15, Sep-
tember 15, and January 15. The tax return and any balance of tax remaining is due on March 15 of the
following year for corporations and April 15 for all other taxpayers. For those whose year ends in a
month other than December, the due dates vary correspondingly.
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Using Outside Help

Bookkeepers

Proper accounting information is important in planning, organizing, and controlling a
business. It helps provide answers to the basic questions, “How am I doing?”” and “Where am 1
going?”’ In previous sections of BIG it was pointed out that there are times and conditions
when outside help in this area may be needed. This will depend in part on the size and nature
of the business and your own experience and available time. Your accountant, attomey, or
banker can help you decide your needs for a bookkeeper (part- or full-time) or for a
bookkeeping service.

It is important that someone perform the following:

1. Start and keep an accounting system for the accurate and timely recording of your
company’s cash receipts, disbursements, sales, and operating expenses.

2. Periodically prepare the following:

a. Statement of assets and liabilities as of a given date (commonly referred to as a
balance sheet).

b. Statement of results of operations for a given period of time (commonly referred
to as an income statement).

c. Statement of changes in financial position.

d. Listings of customers owing you money as of a given date and to whom you owe
money.

e. Such other financial information as may be needed.
3. Prepare state and federal income tax returns.
4. Prepare Social Security, withholding, personal property, and other tax returns.

5. Make estimates about future prospects that may be requested by banks and other
lenders from whom loans are requested.

Certified Public Accountants

In addition to bookkeeping requirements, you may need the services of a certified public
accountant (CPA). A CPA is an accountant who has passed a written examination prepared by
the American Institute of Certified Public Accountants and has received a state license for the
public practice of accountancy. CPAs provide the following services:

1. Auditing. Although you may have hired your own bookkeeper to maintain your
accounting records and prepare financial statements, there are many reasons why you
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may need financial statements certified by a CPA. For example, banks and other
lenders frequently require that you have an audit before a loan is granted and during
the period that the loan is outstanding.

2. Taxes. Most businesses do not have employees who are experts in tax matters and
therefore must rely on professional assistance. This is particularly true today when the
tax laws are complex and continuously changing. The tax services provided by CPAs
include planning transactions for the lowest present and future tax liabilities,
preparation of tax returns, conferences with taxing authorities who are examining
prior years’ tax returns and estate planning.

3. Consulting. Because of their experience with many companies in many industries,
CPAs may be able to assist you in cost reduction, improvement of reports, installing or
upgrading accounting systems, budgeting and forecasts, financial analysis, production
control, quality control, compensation of personnel, and records management.

In addition to the services above, a CPA may also perform special studies and
investigations of suspected frauds.

Attorneys

Trying to operate a small business without assistance from attorneys, when needed, can
be an expensive economy. The small businessman’s problems can be grouped into two major
areas: starting a new business and operating a going business.

Whether the small business is to be operated by one individual or by several, the problems
connected with starting up are generally similar.

Form of Organization

The individual or individuals planning to start a business may need assistance in deciding
whether to operate as a sole proprietorship, general or limited partnership, or corporation.
There are differences in personal liability for business debts, in income tax effect, and in other
respects that need to be clearly understood.

Dealing with Others
The small business may need professional help in dealing with other parties.

1. Financial institutions. The typical small business may have to borrow much of its
initial capital from a bank under the Small Business Administration loan-guarantee
program. In addition, there may be Minority Enterprise Small Business Investment
Companies (MESBICS) serving his community who may be interested in investing in
the business. If so, many documents must be prepared.

2. Owners of possible store or plant locations. Should the new business rent or purchase?
What does the “‘fine print” in the typical lease or sale contract mean?

3. Union officials. In many industries or lines of business, the employer will have no
choice but to accept a union shop. In other cases, however, the employer faces
difficult decisions. Whether or not the employer accepts the union, he will need help
in negotiating agreements necessary between employer and employee.

4. Governmental bodies. The small business may be eligible for grants, loans, loan
guarantees, and favorable treatment in bidding for service or supply contracts let by
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governmental agencies. The lawyer may be able to help in locating the source of such
assistance and in preparing any necessary documents.

Some form of law or regulation affects nearly every business although some may be
more affected than others.

For example, it is illegal in most states for a truck owner to operate his truck for hire
without some form of permit or certificate. On another level, every business faces
zoning problems, almost every business must obtain necessary licenses and permits
under various health, liquor, dangerous occupations or other regulations; if a business
name other than the owner’s is used, it may be necessary to file a form with a
governmental agency, such as the County Recorder. The trade name or trademark
proposed to be used may conflict with trade names or trademarks held by others; in
any event, registration may be advisable to protect a desired trademark or trade name.
“Truth-in-lending” laws may apply to a retailer’s credit operation. And, finally, federal
economic controls may apply, both to prices and to wages.

5. With franchising companies. Under certain conditions, operating a franchise may
reduce some of the risks and problems faced by a new business. But it has many of its
own risks for which advice of an attorney is needed.

6. Others. In addition to the parties listed above, it may be necessary to enter into
long-term agreements with suppliers, customers or employees or to negotiate insurance
coverage or have other relationships for which legal advice may be needed.

In operating a going business, whether an existing business was purchased or a new one
started, there will be many of the problems discussed above. In addition, other problems will
arise, which probably will involve the attorney:

1. The employer may be served with wage deduction orders against employees, which,
if not handled properly, can result in personal liability on the part of the employer.
The business may face collection problems with its customers.

The business may become involved in disputes with its trade creditors.

The business may have disputes with both present and former employees.

AN A

Expansion opportunities may present themselves and questions similar to those which
arise in starting a business may need to be considered.

The above discussions dealt with the owner’s problems in starting and operating the
business. In addition, there may be a need to revise his own financial and estate planning in
view of the risks and opportunities presented by his business. Advice may be needed for
protecting his family’s financial security from the business risks.

Technical Assistance Programs

In the larger urban areas, such as New York, Chicago, Los Angeles, Boston, and
Philadelphia, various organizations (e.g., state societies of certified public accountants)
maintain programs to provide technical assistance to qualifying businesses.

The American Institute of Certified Public Accountants, located in New York, knows of
similar activities in many other cities. The local affiliate of the Office of Minority Business
Enterprise may also be able to assist you.
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Bankers

The modern commercial bank offers a wide range of services for its customers and can be
very helpful to the businessman. In addition to offering many other services, it (1) accepts
money for safeguarding in the form of deposits and (2) supplies capital in the form of loans.

You become a depositor in a bank by opening an account there. While banks solicit new
accounts, they are particular, to a degree, about the persons or firms approached. Being in
business themselves to make profits, they prefer as depositors those who will maintain balances
in their accounts and who will bring profitable loans to the banks. The bank may require you
to maintain a minimum balance in your checking account. Your banker will assist you in
determining the types and number of checking accounts (and savings accounts) your company
should have.

Bank loans are advances of money by banks in exchange for an agreement to repay the
bank at some future time with an agreed rate of interest. Loans may be either secured or
unsecured. Unsecured loans are normally made to well-known customers in amounts within
the customer’s ability to repay. A loan is secured when the borrower gives the bank a right to
claim title to valuable property (collateral). The bank can sell this collateral and use the
proceeds as payment for the loan should the borrower be unable to pay. The banker will
normally request that the market value of the collateral be considerably in excess of the loan
balance. The length of time for which banks make loans ranges from loans payable on demand,
to term and mortgage loans running for a number of years. The period involved is determined
by the proposed use of the money. Since interest must be paid, it is important that the money
be put to profitable use. From the use of the borrowed funds, you should earn enough to
cover interest and a margin of profit for yourself. Loans made by banks must, of course, be
repaid. The method of repayment is shown in the loan agreement. The interest payments may
be at one or more times during a year or at the due date of the loan. Similarly, the principal
may be payable on an installment basis or in full on a specific due date.

The nature of the banking business is such that it lends itself readily to other services. The
following are some of the other services offered by banks:

1. Business advice. It is frequently said that the banker should be business guide and
friend to his clients. Bank officers develop a broad understanding of the operations of
their clients. Some banks employ engineering and management experts who are made
available to their clients for suggestions and guidance. It is very important that you
find a banker who is interested in you and your company. You should consult with
him regularly and ask his advice on the more important decisions affecting the future
of your company.

2. Credit advice. Every sizable bank has a credit department which handles credit
problems that arise daily. A bank with a good credit department can frequently be
helpful to you.

3. Agency services. Though it may act as agent in many important and complex ways,
the bank’s use as an agent for collection and disbursement services of various kinds
would be of most interest to the smaller business.

4. Trust services. Most banks have trust departments which, among other things, handle
financial affairs for people who want them to manage their investments or hold them
and to collect the income and pay it out as agreed upon. Some buy this service while
living; others name the bank as executor in a will to take charge when the individual
dies.

5. Safe deposit boxes. Many banks provide safe deposit box services. The boxes are of
different sizes and are charged for accordingly. The service is a simple one but is
frequently used by businessmen for the safekeeping of various corporate records.
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Minority Business Development Agency

The Minority Business Development Agency (MBDA), created in 1979 under the Department
of Commerce, provides management and technical assistance and encourages financial support for
minority business owners. Its predecessor, the Office of Minority Business Enterprise (OMBE), had
been created in 1969 by presidential executive order. The 1979 restructuring was designed to help
minority businesses develop into medium- and large-sized firms in growth industries that produce
jobs, add stability to communities, and improve the overall economy.

The MBDA has six regional offices located in New York City, Washington, D.C., Atlanta,
Chicago, Dallas, and San Francisco, and smaller district offices in thirty-three other cities. The
regional offices manage a network of 170 local business assistance centers. By visiting one of these
centers, the minority entrepreneur can get assistance in preparing a business loan package, securing
sales, or solving a particular management problem.

For further information on the services available through MBDA, contact the local affiliate or
district office or write directly to

Minority Business Development Agency
U.S. Department of Commerce
Washington, D.C. 20230

The Small Business Administration

The Small Business Administration (SBA) is an independent government agency created by
Congress in 1953 to help small businesses grow and prosper. The SBA has offices in a large number
of cities throughout the country. SBA offers small businesses financial assistance, including lease
guarantees, management assistance, aid in obtaining government contracts, counseling services, and
more than 800 publications. In addition, the SBA is responsible for the Small Business Investment
Company (SBIC) program. Small Business Investment Companies provide capital, chiefly in the
form of long-term loans or part ownership financing, to small business concerns. You should contact
the nearest SBA office to find out more about the various types of financial assistance being offered
by the SBA.

Insurance Advisers

If a businessman cannot afford insurance, he cannot afford to be in business. He can have too
little insurance or too much insurance, but he must have insurance. Like many things relating to
being in business, this is technical and complicated and it is therefore necessary to have the assis-
tance of a good insurance adviser. He can tell you what insurance you should have, how much to
have, and see that you don’t overpay for it. A meeting with your insurance man should not take place
less than annually.

There are four basic kinds of insurance:

1. Property. Property insurance covers your property from various types of losses such as fire
and theft. Protection can also be obtained for windstorm, hail, riots, explosions, etc. This is
known as extended coverage. Property includes such things as buildings, machines, furni-
ture, inventory, etc.

2. Liability. Liability insurance covers you against losses caused by your own carelessness or
negligence. K.ven though you are careful, under the law you may not have been as careful as
you should have been. The amount of a damage claim can be huge. Setting
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proper limits of coverage for this type of insurance is very important and should be
discussed with your insurance man.

3. Motor vehicle. Motor vehicle insurance is very important insurance and usually
includes a combination of 1 and 2 above. There are many kinds and types of policies,
such as those for owned and non-owned vehicles or automobiles. There is also a wide
variation in the rates or costs depending upon things like “deductibles” or how much
the insurance company deducts before they begin to pay claims. Again, a good
insurance broker is a big help.

4. Special types. Certain kinds of insurance are offered to cover you for particular things
such as:

a.

® oo T

Workmen’s compensation, which is required by law in most states to protect you
and your employees against injuries which happen while at work.

Life insurance, in case you die and your business or family will need money.
Health or medical insurance, which pays hospital and doctor bills.
Disability insurance, which pays you a salary while you are disabled.

Business interruption, which can pay for expenses and the loss of profits if your
business is interrupted by a fire, until you are able to start again.

There are fairly new developments in the insurance field. An example of this is a
“comprehensive’” or ‘“‘package’ policy. This has all your insurance needs written into one or
two policies instead of many policies for different kinds of coverage. The cost is usually less
than when it is bought separately. There are also ‘“‘umbrella” policies which provide added
coverage at a lesser rate for amounts in excess of the first policy.

Insurance should be purchased before you start in business. It is not something you “wait
until later” to buy. Insurance people are usually happy to discuss your needs with you and
seldom charge for their advice. Their profit is made if and when you decide to purchase an
insurance policy from them.

If you do not know a good insurance man, one of your other professional advisers can
possibly assist you in finding one.
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7

Business Words

Some may be familiar with the business language used in BIG or understand the use as
explained in each section. For those who may not be so sure, some of the business words are
here defined and explained. It is believed that by use of a separate section, the guide will be
more readable than if the various sections were interrupted with lengthy explanations. This
separation also results in a brief ‘“dictionary of business words” which can also be used
separately from BIG to obtain explanations for words and terms. The terms are arranged in
alphabetical order with brief definitions followed by additional comments or examples which
might be helpful.

Asset. An asset is something owned by the business which is of use to the business.

Some assets are necessary just so there is a place for people to come together to work or
to operate the business. Such assets include land, buildings, equipment, trucks, etc. These
kinds of assets are generally kept for a fairly long time and are not sold to make a profit for
the company.

Other kinds of assets may be kept for only a short time and are sold to make a profit for
the company or are used to buy other assets or pay off operating costs of the business. Such
items would include inventories, which are sold for profit, or cash, which is spent to buy other
assets or pay for other costs. Receivables are considered an asset because they represent money
owed to you. As soon as this debt is paid, you have more cash to use.

Bad Debt. A bad debt is a receivable amount which you cannot collect.

A receivable arises when you sell something but do not collect cash immediately. If the
customer never pays you that amount, you no longer have a receivable and have lost that
amount of money which you expected to receive. It is called a bad debt because your
customer did not pay the debt he owed you.

Balance Sheet. A balance sheet is a report which shows, on any particular day, what assets you
own, what liabilities you owe, and the amount of your investment in the business.

This kind of report is called a balance sheet because of the way it is written, the amounts
on the left and right sides of the report are equal, or are ‘“‘in balance,” as shown by this
example:

Liabilities and

Assets Owner’s Equity
Cash $100 Accounts payable $100
Receivables 300 Notes Payable 100
Fixed Assets 200 Mortgage Payable 200
400
Owner’s Equity 200
$600 $600
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Therefore, the total of the liabilities and investment in the business will always equal the
total of the assets; also, to find the investment in the business, you would subtract the
liabilities from the assets.

A balance sheet is also called a financial statement which shows the financial condition of
the business on a particular day.

Buildings. Buildings include any factory, warehouse, office, store, or garage owned by the
business.

Any structure which is used for the operation of the business or to hold inventory or
equipment owned by the business is considered a building.

Such buildings may be on land owned by the business or may be on rented land. Also, the
buildings themselves may be owned or rented. When owned they will appear on the balance
sheet; when rented they usually do not appear there, since only assets owned by the business
appear on its balance sheet. Buildings are an asset.

Cash. Cash is money which may be in your pocket, in the cash register, or in the bank.

The cash in your pocket which belongs to the business should not be mixed with your
personal cash. Also, except in certain cases, none of this cash should be spent to buy things for
your business. The cash in the bank for your business usually will be in a checking account.
This money can be spent only by writing a check. Except in certain cases, checks should be
issued to buy all things for your business. Cash is an asset.

Corporate Seal. A corporate seal is a notation made on certain legal documents and agreements
in which one of the parties is a corporation.

An officer of the corporation will sign the document and the seal of the corporation may
also be added. Generally the seal is a metal disc about the size of a half-dollar which is
mounted on the face of a hand-stamping tool. The document requiring the seal is placed
between the stamps of the tool and the impression is squeezed onto the paper.

Corporation. A corporation is one of the three basic forms of legal organization for your
company. The other two basic forms are a sole proprietorship or a partnership.

In order to be a legal “company” it is necessary to file certain forms with the state to
obtain Articles of Incorporation, etc. In this form of organization at least three persons are
required to start the company as incorporators. A corporation sells shares of stock, which are
certificates indicating ownership, to as many people as is desirable and they are called
shareholders. The shareholders then elect a board of directors who guide the company on an
overall basis. The board of directors then elect a president and other officers who run the
company on a day-to-day basis.

Cost of Sales. Cost of sales represents the cost of the particular products or services which are
sold by the business.

When the product sold is merely purchased from another company for this resale, the
cost of sales is basically the price paid to the supplier. When the product is manufactured or
assembled, the cost of sales includes the costs of the required parts in the product, labor
required for manufacture or assembly, and other costs relating directly to the product.

If the business sells services, the cost of sales includes mainly the wages for the people
who provide the services plus certain other required costs which relate directly to the service.
Cost of sales is subtracted from sales in finding net income.
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Deposit Slip. A deposit slip is a form which is given to the bank along with the coins, currency,
and checks which you deposit.

The deposit slip merely provides a listing of the items and dollar amounts put into the
bank. The bank keeps a copy for their records and you keep one for yours.

Earnings Projection. An earnings projection is an estimate of how much money your business
expects to earn in the future.

When completed, a statement of your earnings projection will look like an income
statement. The difference is that an income statement reflects what has happened in the past,
while a projection reflects what you expect will happen in the future. The projection may
cover amonth, a year, or several months or years.

Equipment. Equipment includes machinery, trucks, cars, tools, show cases, scales, two-wheeled
hand trucks, lockers, air conditioning units, and other such items which are owned by the
business.

Sometimes pieces of equipment that are used for the same purpose are grouped together
and called ‘“‘delivery equipment,” ‘‘factory equipment,” ‘“‘office equipment,” etc. Equipment is
an asset.

Income Statement. An income statement is a report which tells you how much money the
business made or lost over a period of time. The period of time might be a day, a week, a
month, or a year or more. Generally, such a report covers not less than a month nor more than
a year.

The following is an example of the general way an income statement looks:

Sales $1,000
Cost of Sales 600

400
Other operating costs 200

200
Income taxes 100
Net income $ 100

The net income figure does not mean there will be an increase in cash of that amount
during the period covered by the statement. Some of the income may have gone into increased
equipment, inventory, etc. or toward reduction of liabilities.

Income Taxes. Income taxes are the taxes which must be paid to the federal or state
government and which are based on the profits made by the business.

Income taxes represent a cost to the business and therefore are shown on the income
statement.

Income Taxes Payable. Income taxes payable represent the taxes which are payable to the
federal or to state or local governments by your business.

Usually, these taxes must be paid only four or five times a year and therefore at certain
times you will owe the government for taxes which you have not yet paid. These amounts are
just like other payables except that the amounts owed are for income taxes. Income taxes
payable are liabilities.

99



Inventory. This term is most important to those businesses which sell a product. For such
businesses, inventory includes the product items which you have purchased or manufactured
but which you have not yet sold. In most businesses which sell a product, it is necessary to
have a stock of the products that are being sold to customers — that is the inventory.

In some cases the products being sold are purchased as they are from another company
(your supplier) and merely sold to your customer as they are without many changes, except
perhaps for putting them in another package. In other cases, the products being sold are
manufactured or assembled within the company; if this is so, inventory includes both the
completed products and the parts and pieces used to make the product.

Sometimes, supply items such as envelopes, writing paper, and other printed forms might
be included as inventory.

Businesses which sell services typically do not have inventory, except for inventories of
supply items. Inventory is an asset.

Invoice. An invoice is a bill. You may send a bill to one of your customers or you may receive
a bill from one of your suppliers (called vendors).

A bill which you send to a customer is called a customer invoice; a bill received from a
supplier is called a vendor invoice.

Since the words ““invoice’ or “bill’’ or “order” are used for these two different things it
can be confusing. Therefore, it is best to always call one a customer invoice and the other a
vendor or purchase invoice.

Land. Land is the ground which is owned by your business.

You may put parking lots, buildings, or other structures on the land or just leave it empty
for later use. Any additions of shrubberies and trees or excavating done to make hills, etc. are
also considered land or costs of land. It represents the ground which has permanent life or
something which grows from the ground.

When this land is owned it appears on the balance sheet; when it is rented it usually does
not appear there. Land is an asset.

Landlord’s Waiver. A landlord’s waiver is a legal form which is signed by the landlord of the
premises you may rent for your business. Such a form is usually not necessary unless requested
by a supplier or a bank, etc.

When a landlord signs such a waiver he is giving assurance that if you fail to pay the rent
he will not try to hold any of your inventory, furniture, etc., which may be on the premises
until you do pay it.

Liability. A liability is something which is owed by the business to other people or another
business. A liability includes such things as payables, income taxes payable, or other
obligations of the company.

Liabilities may be caused by incurring any of the following debts:

1. Buying an asset which you do not pay for with cash immediately and for which you
owe somebody.

2. Costs of operations for payrolls, light bills, etc., which are not paid for immediately
and for which you owe somebody.

3. Borrowing cash from a bank or another business, which must be paid back.

Some of the liabilities must be paid off in a short time, such as those for payrolls and
light bills. Others may not have to be paid off for a longer time, such as amounts borrowed from a
bank.

100



Net Income. Net income is the amount that is left after subtracting all the costs of running the
business from the sales made by the business.

Such costs include cost of sales, other operating costs, and income taxes.

Other Operating Costs. Other operating costs include all costs except those relating directly to
the product or service being sold by the business.

Costs relating directly to the product or service are included in cost of sales. Other
operating costs include items such as salaries for salesmen, secretaries, and clerks, repairs to
office furniture, hospitalization insurance for office employees, etc. Other operating costs are
deducted from sales in finding net income.

Owner’s Equity. Owner’s equity represents the amount of cash or other assets which you have
put in and have left in the business.

It is found by subtracting the liabilities of the business from the assets of the business; the
amount that is left represents your investment in the business.

The dollar amount of your investment in the business merely represents the difference
between the assets and the liabilities of the business; the amount is not necessarily what the
business is worth. If you sold the business for cash and paid off all of your liabilities, the
amount which you would have left might be more or less than what is called your investment
in the business.

Partnership. A partnership is one of the three basic forms of legal organization for your
company. The other two basic forms are a sole proprietorship or a corporation.

In this form of organization there are two or more owners who organize the business, put
in the owners’ equity, and share in the profits or losses of the company. Before starting the
company the owners (called partners) should agree on how much owner’s equity each partner
must contribute, the extent that each partner will work in the company, the share of the
profits or losses to be received by each of them, etc. This agreement should be in writing to
avoid any future misunderstandings. It is desirable to have the agreement prepared by an
attorney. If the business is not successful and the partnership can’t pay all it owes, the partners
may be required to do so using their personal assets.

Payables. Payables are the amounts of cash which your business owes to other people or
businesses.

Many times when you buy a product or service you will immediately pay cash to the
seller. At other times you will buy things ‘“‘on account.”

The amount that your business owes is said to be ‘“‘payable” since you have not yet paid
the cash. The opposite of payables is receivables.

Payment on Account. Receivables are defined as the amounts of cash which other people owe
you. Whenever they pay a part of that they have made a ‘““payment on account.”

Petty Cash. Petty cash is a special kind of cash fund used to pay for minor items.

Generally you should pay all bills by writing checks. However, sometimes it may be
necessary to buy small items or pay a delivery charge with dollar bills and coins. Therefore, it
may be convenient to have a small amount of bills and coins which is kept in a safe place to
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use for these needs. These amounts should not be kept in the cash register or at least, if they
are, they should be kept separate from the other cash in the register.

Receivables. Receivables are the amounts of cash which other people owe to your business.

Many times when you sell the product or service of your business you will immediately
receive cash from the buyer. At other times you will sell things on account. The amount that
the buyer owes you is said to be ‘‘receivable” since he owes it to you, but you have not yet
received the cash.

The opposite of receivables is payables. Receivables are an asset.

Receiving Report. A receiving report is a form on which you, or one of your employees, has
written down a description and the quantities of merchandise which you have ordered from a
supplier and which are being delivered. You do this so that you have a record of what you have
received. Later, when you receive a vendor invoice for the items, you should compare the
items shown on the bill with the receiving report to make sure you actually received everything
for which you are being billed.

References. References are names of people which you give to someone so that they can
contact those people to ask questions about you or your business.

You would do this so that someone could learn about you from other people in order to
get separate opinions about your character, personal habits, temperament, etc. The persons
who are references may be relatives, friends, business associates, teachers, etc.; usually the
person requesting the references will indicate what sources he wants.

Sale. A sale occurs when a person or another business buys the product or service of your
business.

The amount that he agrees to pay to your business is the dollar amount which is added to
sales which appear on the first line of your income statement. In some cases the buyer will pay
you immediately. In other cases the buyer will merely agree to pay you and will owe you the
money. In either case, the dealing is called a sale. When the buyer merely agrees to owe you for
the sale, a receivable appears on the balance sheet of your business.

Sales Discount. A sales discount is a reduction from the regular price you charge another
person or business when they buy something from you.

A discount from the regular price which a customer might pay you can occur in the
following situations:

1. When the customer pays you cash immediately rather than charging it.

2. When the customer buys in larger volume, saving you handling and shipping costs, etc.,
you may be able to sell to him at a reduced price.

3. When you may have some merchandise which is old or damaged which can only be
sold by reducing the regular price.

Signature Card. A signature card is a card requested by a bank when you open a checking
account. On this card are placed the signatures of all persons who are allowed to sign checks
for your company so that bank personnel can identify those signatures and make sure they are
the ones which should be appearing on the checks.
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If a signature on one of your business checks is different from that which is on the
signature card or it is omitted, the bank may not cash the check.

Sole Proprietorship. A sole proprietorship is one of the three basic forms of legal organization
for your company. The other two basic forms are a partnership and a corporation.

In this form of organization there is one owner and if his company should get into a
position of owing more to others than the amount of cash and other assets which it has, the
owner’s personal assets (home, car, etc.) may be required to be sold to pay the obligations of
the business.

Trade-Style Registration. A trade-style registration results when you file a form with the state
to keep anyone else from using the name of your company. This is not required if your
company is a corporation.

This situation is desirable so that there is no confusion between your company and
someone else’s. It is necessary to file this form only if your company is a sole proprietorship or
a partnership; the state will not let any other company use your name. If your company is a

corporation, it is not necessary to file this form since the state lets only one corporation use a
name.

Vendor. A vendor is a supplier for your company. The supplier may provide you with goods or
services. He is an outsider who sells you something.

Examples of vendors are those people or companies who sell the following things to your
company:

Inventory merchandise

Cleaning supplies

Forms, paper, stationery, and supplies
Window washing

A

Car and truck repairs
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