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1. Basic Bookkeeping for Micro and Small Enterprises

Introduction
Advice in accounting and bookkeeping for medium and large enterprises should be done by professionals. Most micro and small enterprise operators do not need a complex accounting system but a rather simple introduction to a cash book and introduction to how to produce and keep records in the form of receipts. Micro and Small Enterprises (MSEs) often face problems with regard to recording their daily transactions. This is due to the fact that most of the operators do not know how to make such records in a simple and easy manner. As a result, many operators find it very difficult to give information on their income and expenses and eventually do not know whether they have lost or profited from their business activities. The absence of recording has also caused some problems in handling customer needs, particularly in maintenance services and also in cases of sales on credit services. The lack of recording also makes it very difficult for the tax offices to levy reasonable taxes that are commensurate with the business activities. As a result, business operators complain on the taxes that are levied on them on the basis of estimation, which they say are too heavy to bear.

Cashbook Format
The cashbook is very important to show the situation of the business at any time, as it provides both the charges and credits for any given period. The balance column is the difference between the charges and credits columns. 

	Cash Book

	No
	Date
	Item
	Cash in
	Cash out
	Balance
	Bank in
	Bank out
	Balance

	…Balance carried forward
	
	
	
	
	
	

	1
	
	
	
	
	
	
	
	

	2
	
	
	
	
	
	
	
	

	3
	
	
	
	
	
	
	
	

	4
	
	
	
	
	
	
	
	

	5
	
	
	
	
	
	
	
	

	6
	
	
	
	
	
	
	
	

	7…
	
	
	
	
	
	
	
	

	Total and

Balance carried forward
	
	
	
	
	
	


Note: In order to prepare a monthly and yearly overview of inflows and outflows, you should calculate the total of the in- and outflows at the end of the month and report to the monthly overview sheet. Next month continue with next page. 

	Cash Book with Accounts

	No
	Date
	Item
	Cash in
	Cash out
	Bank in
	Bank out
	Balance
	Sales accounts
	Cost accounts

	
	
	
	
	
	
	
	
	1
	2
	Total
	1
	2
	3
	4
	5
	Total

	…Balance carried forward:
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Balance carried forward:
	
	
	
	
	
	
	
	
	
	

	Total
	
	
	
	
	
	
	
	
	
	
	
	
	
	


The cash book with accounts gives the opportunity to systematise sales and costs. In the columns of sales and costs different sales and cost categories can be detailed. Finally this gives you a better overview on your sales and costs structure.

Under Sales you may introduce your two or three main sold products or services.

Under costs you may introduce  1. Salaries, 2. Rent, electricity, water, 3. Office charges, 4. Raw materials  5. Taxes
You are free to introduce the sales and cost categories which are important for your business.

The total gives you the opportunity to calculate the sum at the end of the sheet or the end of each month and to prepare the monthly and yearly overview (see next table).
This cash book would be more comfortable if edited with Excel software and automatic sums. 
On www.ghanabusiness.org/bookkeeping.htm , the cash book with Excel is available for download and ready for use.
Monthly and Yearly Sales and Costs Review
	Categories
	Jan
	Febr
	March
	April
	May
	June
	July
	Aug
	Sept
	Oct
	Nov
	Dec
	Total

	1. Sales
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Products
	
	
	
	
	
	
	
	
	
	 
	 
	 
	

	Services
	
	
	
	
	
	
	
	
	
	 
	 
	 
	

	Total of Sales
	
	
	
	
	
	
	
	
	
	
	
	
	

	2. Costs
	
	
	
	
	
	
	
	
	
	
	
	
	

	Salaries
	
	
	
	
	
	
	
	
	
	
	
	
	

	Utilities (rent, water, elect..)
	
	
	
	
	
	
	
	
	
	
	
	
	

	Office charges
	
	
	
	
	
	
	
	
	
	
	
	
	

	Working materials
	
	
	
	
	
	
	
	
	
	
	
	
	

	Other costs
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total of Costs
	
	
	
	
	
	
	
	
	
	
	
	
	

	3. Balance 
Sale - Costs
	
	
	
	
	
	
	
	
	
	
	
	
	

	Sales
	
	
	
	
	
	
	
	
	
	
	
	
	

	- Costs
	
	
	
	
	
	
	
	
	
	
	
	
	

	Balance
	
	
	
	
	
	
	
	
	
	
	
	
	


Take the sums from the cashbook sales and costs columns and enter to the monthly review. 
For the yearly review make the sum of twelve months and put to the last column.

This cash book and yearly sales/cost review will be more comfortable with Excel software and automatic sums. 
On www.ghanabusiness.org/bookkeeping.htm , the cash book and yearly review are available for download.
Records for Maintenance Services
This format helps record items that are brought to the business operator for maintenance purposes. As the format has columns for date indicating when the items are received, name of client, type of item and the date on which the maintained item would be submitted to the customer, it helps organize the operator and provide efficient services. This format helps to avoid problems of missing the items and respecting dates for delivery. 

	Records on maintenance services

	No.
	Date item received
	Name of client
	Type of item 
	Fee to be paid
	Date of submission
	Signature

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Cash Sales Ticket (Receipt Book)
For payments made give cash sales ticket:

	Cash Sales

Name of the Business and address

Receipt No.:




Date:

	Quantity
	Description
	Amount

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	Ser. Tax
	

	Tax
	

	Total
	


Sales on Credit The format is useful for recording all credit sales so that the operator is reminded of the remaining cash to be collected from customers who took credit services. The format provides information for the business operator to identify the customer, the date on which sales on credit took place, the amount of remaining cash to be paid and the date on which it has to be paid back; it therefore helps the operator to clearly account for his/her income. This format also helps to identify those who defaulted and those who paid back on time thereby urging the business owner to take corrective measures in extending credit sales in the future. 

	Sales on credit

	No.
	Date
	Client
	Product/ Service
	Unit value
	Advance paid
	Cash to be paid
	Final payment
	Signature

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


Format for Raw Material Inventory This format helps to record the inventory of raw materials. The operator deducts the quantity of raw material used from the column of raw material purchased and maintains the inventory both in terms of quantity and value. This helps the operator identify the amount of raw materials used during a given period of time, and the amount of inventory he has in stock. As a result a proper calculation for expenses incurred is possible. 

	Raw material inventory

	No.
	Date
	Raw material purchased
	Raw material used
	Inventory

	
	
	Type
	Qty
	Total 
value
	Type
	Qty
	Total value
	Qty
	Total value

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


2.  Pocket Accountant (PA). Professional Accounting 
     Software for Small and Medium Enterprises

The aforementioned cashbook on Excel basis is a comfortable solution only for micro and small enterprises (MSEs) which do not need a professional accounting software. But in order to comply with accounting standards acceptable by the tax authority and other public institutions, professional accounting is needed for small and medium enterprises. A professional accounting software solution especially dedicated to small enterprises is the Pocket Accountant.
Pocket Accountant is accounting and financial management software which was developed for use by especially micro and small enterprises. The software was developed in response to several challenges that face small businesses. Many small businesses do not use accounting services for the following reasons: 
· Cost accounting services are too expensive 
· Usefulness: accounting records are useful mainly to the tax authority and the banks 
· Timeliness: accounting reports are prepared and submitted when it is too late after the action is gone. 
The fact, however, is that accounting information is more useful than just to satisfy the banks and tax authorities. 
Benefits of using Pocket Accountant (what can I do with P.A.?)
Pocket Accountant has been developed to bring out all the various ways small businesses can benefit from keeping financial records. 
Manage Your Stock
Pocket Accountant has a module that manages the stocks of your business and tells you which items are moving fast and which are not. This way, you can decide to stock more of those items that bring you the cash. Again, you are able to keep tight control of your stock – no pilferage or shortage will go unnoticed! 
Manage your Cash
The software has been designed so as to advise businesses managers on where the cash comes from and where it goes. Sometimes business managers do not know where the cash goes and this makes it difficult to plan the cash flow. Pocket Accountant will tell you, anytime, where the cash has gone to, thus making for good planning. 
Bank Reconciliation
Does your recording of cheque transactions agree with what your bank says? Pocket Accountant offers the means of ensuring that whatever goes in and out of your account was authorized by you. You do not need an accountant to show you how! If you can click a button, you probably can do this by yourself. 
The Pocket Accountant is available at:
Training for Pocket Accountant can be given by: Hopespring Foundation, EDC Consulting, Praisal Consulting, EW Associates and Compta Consult.
Business Development Services in Ghana

www.ghanabusiness.org
3.  Cash Flow Statement

Introduction
Cash in business can be compared to water that flows in a river. Cash flows in from sales, loans, and equity. In the process of producing goods and services, cash flows out to pay for materi​als, salaries (including the entrepreneur's), rent, electricity, water, interest, supply, transport.

If there is more water coming out than coming in to the river, then it will soon dry out. Similarly, businesses having more cash outflows than cash inflows will soon get into trouble. They will not be able to pay for their expenses as they fall due to a difficult situation that every prospective entrepreneur should avoid. Hence, cash flow planning is an important issue to be considered by the operator. However, many entrepreneurs fail to realise this. They constantly run the risk of being un​able to settle most of their bills. Poor cash planning practice is a major cause of many small business failures. 

Cash Flow is important to help predict cash needed,

how much money will be needed and when it will be needed, 

or to predict cash surplus and plan investments.

The cash planning process begins with figuring out how much cash is generated from sales receipts as well as other sources like loans, etc. for a certain time period. This figure represents cash inflows. Obviously, credit sales are excluded since they are not cash until they are fully paid for. Then, figure out how much cash is needed to pay all expenses for materials, rent, salaries, and others. This figure represents cash outflows. Credit purchases are excluded since they are not cash transactions until they are fully paid for. 

The difference between cash inflows and cash outflows represents the ending cash balance. This cash balance within a period, say for a month, will automatically be​come the beginning balance for the next month. 

	Cedis
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Sales, loans, equity
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Business


	Cedis
Payments: materials, salaries, rent, electricity, water, interest, supply, transport


Preparing cash flow projection consists of cash inflows (or cash receipts) and cash outflows (or cash payments). Likewise, it will have spaces for be​ginning and ending cash balance. The aim is to ensure that the available cash will be sufficient to meet the needs and obligations of the proposed business. If there are more cash outflows than inflows in the cash flow projection, then measures such as selling more products, con​verting personal assets to cash or borrowing some money must be considered to avoid this situation. 

Definitions of Terms used in Cash Management
Cash inflows:

all cash receipts realised within a given period.

Cash sales: 

cash revenues realised from sales of finished goods/services.

Credit sales: 

sales made without receiving cash.

Depreciation: 

a cost charged against fixed assets for their replacement.

Cash outflows: 

total of all cash payments.

	Example of Cash Flow Statement


	Item
	0
	I
	
	II
	
	III
	

	
	Real
	Forecast
	Real
	Forecast
	Real
	Forecast
	Real

	1. Initial Cash
	
	
	
	
	
	
	

	2. Inflows:

	2.1 Sales
	
	
	
	
	
	
	

	2.1 Others
	
	
	
	
	
	
	

	2. Total Inflows
	
	
	
	
	
	
	

	3. Outflows:

	3.1 Dividends
	
	
	
	
	
	
	

	3.2 Labour Costs
	
	
	
	
	
	
	

	3.2 Promotion Material
	
	
	
	
	
	
	

	3.3 Rent
	
	
	
	
	
	
	

	3.4 Energy
	
	
	
	
	
	
	

	3.5 Telephone
	
	
	
	
	
	
	

	3.6 Publicity / Promotion
	
	
	
	
	
	
	

	3.7 Renovation 
	
	
	
	
	
	
	

	3.8 Registration fee
	
	
	
	
	
	
	

	3.9 Others:
	
	
	
	
	
	
	

	      Insurance etc.
	
	
	
	
	
	
	

	3. Total Outflows
	
	
	
	
	
	
	

	

	4. Net Flow Return (2-3)
	
	
	
	
	
	
	

	

	5. Final Cash Flow (1+4)
	
	
	
	
	
	
	


4.  Cost Calculation Manual

Many people are unaware of costs and waste scarce resources. Be cost conscious and think about systematic but simple cost calculation! Cost calculation is the way to calculate the total costs of making and selling a product or providing a service. How can it improve the business? Costing helps to:

· set prices;
· control and reduce costs;
· plan for the future;
· make better decisions;
· write a business plan to obtain a credit.
Steps

1. identify cost components;
2. systematise costs;
3. calculate variable costs;
4. calculate fixed costs;
5. calculate total costs per unit;
6. set prices, deduct the breakeven point.
4.1  Identify Cost Components

· What cost components are involved in this enterprise?

Production

· manpower;
· raw materials;
· electricity, transport, rent, water;
· machinery, equipment and tools.
Management

· manpower, entrepreneur’s salary; 

· stationery, telephone, rent, electricity, insurance;
· Equipment.
Selling

· publicity, promotion, commissions.

Finance

· interest.
· List all costs in simple tables, such as:

Material, electricity etc.

	Items
	Quantity
	Costs
	Remarks

	Flour
	10 kg
	15 000 Cedis per kg
	(variable)

	Sugar
	10 kg
	12 000 Cedis per kg
	(variable)

	....
	
	
	(v or f)


Machinery, equipment, tools

	Items
	Costs
	Estimated use
	Remarks

	Weight. Scale
	   150,000 Cedis
	5 years
	(v or f)

	Dough mixer
	6 000 000 Cedis
	5 years
	(fix)

	
	
	
	


· Calculate the labour costs per hour for each employee:

Manpower

	Name
	Job description
	Costs per month
	Costs per hour

	Adwoa
	Administration: ...
	       450,000
	(fix)

	Akosna
	Production: ...
	       500,000
	(v or f)

	.....
	....
	
	


· Calculate the working hours and the direct labour costs needed
to finish the product/service:

Production process

	Step
	Time
	Executed by
	Costs

	.....
	
	
	

	.....
	
	
	

	.....
	
	
	


The cost of a step in the production process is calculated by multiplying the manpower cost per hour of the employee executing this step and the required time. 

4.2  Systematise Costs

Each operator has to differentiate between costs like rent and flour (e.g. in a bakery) to deduce the concept of fixed and variable costs. 

· Fixed costs are the sum of all costs required to produce any product. They do not change when the volume of production/service is changed. Fixed costs can include facilities costs, certain general and administrative costs, interest and depreciation expenses.

· Variable costs are costs associated with producing additional units. They do change with the volume of production/service. They can include direct material and labour costs, transportation and sales commission expenses. 
· Variable unit cost: Cost associated with producing one additional unit.

· Total costs: Sum of fixed costs and variable costs.

This concept implies that (due to contracts, commitments etc.) fixed cost components can be reduced only after a certain period of time. In principle, the classification of costs depends on the type of production. Furthermore, some components can be both fixed and variable in the same enterprise: Electricity consumed by a production unit is variable, while electricity for the office building is fixed cost. However, there are some rules of thumb: 

Examples of fixed and variable costs

	
	Fixed costs
	Variable costs

	
	
	Bakery
	Carpentry
	Retailer
	Services

	Items
	Administration expenses (tel, fax), stationery, rent, electricity, water, transport

public services

maintenance

advertisement

depreciation
	Flour

sugar

eggs

salt

butter

milk ...

electricity

water
	Wood

hinges

paint

screws

glue...

electricity

water
	Goods’ cost


	Materials, spare parts’ used in the service....

electricity

	Man-

power
	Entrepreneur’s salary, wages and salaries (not piece wage!)
	Salary per produced piece, per kg
	Salary per produced piece
	Sales commis-sions
	Fee per delivered service


· raw materials normally entail variable costs;
· productive work being directly related to the product or service results in direct labour costs, which are variable;
· administration costs are mostly fixed costs.

The operator should classify one by one all his costs as variable or fixed. Does he understand the difference between fixed and variable costs? Only when he is able to classify his costs, can he calculate the fixed costs and the variable cost per unit of each of his products - the basis for pricing.

4.3  Calculate variable Costs for each Product/Service

	Item
	Cost (pur-chasing price)
	Used quantity per unit (product, service)
	Cost per unit 
(price / used quantity)

	Raw materials
	
	
	

	- flour
	15,000,000 Cedis per kg
	10 kg per 100 cakes
	1,500,000 Cedis 
per 100 cakes

	- sugar...
	12,000,000 Cedis per kg
	1kg per 100 cakes
	12,000 Cedis 
per 100 cakes

	Labour costs..
	2,840/hr
	16 hr/100 cakes
	45,440 / 100 cakes

	Transportation..
	
	
	24,000

	(1) Variable Costs per unit 
	1,581,440 C/100 cakes

15,814.40 C per cake


If a unit produced is very small (e.g. cake) and during the relevant period thousands of units are produced, it is not necessary to quote exactly the quantity of raw material used per unit. Rather, one can take quantities used per 100 or 1000 units. However, at the end variable costs have to be adjusted to one unit. (see example)

4.4  Calculate fixed Costs for each Product/Service

	Item
	Fixed cost/month

	Rent
	

	Salaries (administration)
	

	Depreciation of building, machines....
	

	...
	

	(2) Total fixed costs
	

	(3) Monthly production (in units)
	

	(4) Fixed cost per unit (2/3)
	


Depreciation is the theoretical price to the use of an asset. One of the various methods of calculating depreciation, and the simplest one, is to divide the purchasing price of the asset by its period of usage.

Example: A machine costs 6,000,000 C supposed to work for 5 years

Depreciation per year: 6,000,000 C / 5 years = 1,200,000 C per year.

Depreciation per month: 1,200,000 C / 12 months = 100,000 C per month.

(Note: Good practice should be conservative depreciation, that means that a car which normally is driven in Africa for 30 years should however be depreciated in a reasonable time period of 8-10 years.)
If the business produces more than one product, the fixed costs have first to be split between products as exactly as possible. The relation of total variable costs for each single product can be used as an estimator for the split up of fixed costs.

4.5  Calculate total Costs per Unit

· Add up variable and fixed costs per unit

	(1) Variable costs per unit 
	

	(4) Fixed cost per unit
	

	(5) Total cost per costing unit (1 + 4)
	


4.6  How Cost Calculation improves Business

Price setting

To set prices the operator needs the following information

· his costs;
· competitors’ prices;
· how much the customers are willing to pay.
In general the price must be 

· low enough to attract customers to buy;
· high enough to give the business a profit.
To make a profit, the price must be higher than the total costs of the product! Hence, knowing the total costs of a product is essential in determining the price. 

There are two methods: 

· the business operator takes his total costs per unit and adds a percentage margin to get his selling price;
· the operator takes the prices of his competitors and makes sure that his prices are competitive with theirs. But he has to make sure that his prices cover his total costs!
However, only if the product is better than that of competitors and the operator is able to transfer the additional benefit to the customers, he can charge more than his competitors. 
Calculation of the breakeven point

The breakeven point is an estimate of the level of sales necessary to operate a business profitably, i.e. how many units of a product must be sold at a given price to make a profit.

The following steps are involved in calculating the breakeven point:

· identify the total fixed and variable costs of the business based on actual results during a relevant time period.
Calculate the contribution margin as follows:

contribution margin per unit = selling price per unit - variable costs per unit

· this amount is available to offset fixed expenses and (hopefully) produce an operating profit for the business.

Calculate the breakeven point as follows:

breakeven unit volume = total fixed costs / contribution margin per unit

If sales exceed the breakeven unit volume, the business makes profit; if not, the business makes a loss. 

By performing a breakeven analysis and then varying the assumptions regarding sales levels and variable and fixed costs, the real factors behind the profit potential (or lack thereof) of a business become more clear. This process will highlight the most significant factors and assumptions (particularly assumptions about the ability to set prices) in the buyer's business plan.

Pricing strategies

Generally, the sales price for a product or service should cover more than the variable costs of producing that product, but the margin from sales must be enough to cover fixed costs as well.

If the sales price does not cover total costs, it can, however, still cover the variable costs. Then an appropriate strategy would be to implement measures to increase sales. If the market share can’t be modified, this may require reduction of fixed costs - to make fixed costs become variable.

But if the sales price is below variable costs, it does not make sense to sell more. With every additional unit sold, the operator increases his losses. Then measures to increase sales would not be an appropriate strategy, the operator rather has to reduce his variable costs. Reducing fixed costs – though always recommendable – would not be sufficient!

[image: image8.png]








Ways to reduce costs

Many people are unaware of costs and therefore waste scarce resources. Making an operator cost conscious is always a good point, particularly when he has the potential to reduce costs without neglecting quality:

· turn off a tap which is running;

· handle your tools and equipment with care; clean your tools;

· switch off any unnecessary light and machines which are not used;

· work faster, but still be precise.

Reduce variable costs:

· find cheaper suppliers, but at the same or better quality;

· find others and co-operate to order larger quantities;

· share expenses with others;

· the higher the stock, the higher the interest expense; but: the lower the minimum stock the higher the risk of running out of stock;

· improve the workplace layout: good workshop layout means that the product travels and is handled as little as possible between processes from the beginning to the end of its manufacture.

Make fixed costs become variable:
· if average utilisation of equipment or human resources is low, it can make sense to outsource these services/production. Then the operator has to rent/buy the product/service only when necessary.

5.  Profit and Loss Statement

The Profit and Loss Statement is the final accounting procedure to be presented to the taxation authorities, in order to be taxed on the real activity and not on estimation basis.

	 Company ............................................

	 Profit and Loss Statement
 Period: from...............  to....................

	 Gross Sales
	

	 Less: Returns and allowances
	 -

	 = Net Sales
	 = 

	 Less: - Costs of goods sold
	 - 

	  - Direct material
	 - 

	  - Direct labour
	 - 

	  - Factory overhead
	 - 

	 = Gross Profit
	 = 

	 Less: - Administrative and selling expenses
	 -

	  - Salaries
	 -

	  - Telephone
	 -

	  - Water
	 -

	  - Electricity
	 -

	  - Rentals
	 -

	  - Others
	 -

	 = Operating Profit
	 = 

	 Less: - Interest expense
	 -

	 = Net Profit before Tax
	 = 

	 Less: - estimated Income Tax
	 -

	 = Net Profit after Tax
	 =

	 Date

 Signature
	


 Instruction to the Profit and Lost Statement The Profit and Loss (P+L) Statement is one of the financial analysis tools employed by business enterprises to track the performance of their enterprises. The P+L Statement is the difference between sales and expenses of an enterprise over a given period of time, often one year. If this difference is positive, it is termed profit, while if it is negative, it is then termed loss.

The P+L Statement is important for business operators/managers in checking the efficiency of their business strategies and taking proper actions. The Statement is also important for bankers to check business profitability, in order to comply or not with their investment requests before extending credit. The Statement can only be drawn up based on certain source documents such as the cashbook: otherwise it would be very difficult to apply, especially for micro enterprises. For the Statement to be applied in a given enterprise a certain level of accounting system is needed to be in place. The P+L Statement is made up of the following components:
· Gross sales: total value of sales which is obtained by multiplying the price of each product with the total units of output sold.
· Returns and allowances: stands for the value of damaged goods that are returned by customers to the business enterprise for which the business replaces the damaged goods with new. It also considers payments that are made as sales commissions, discounts, etc., which again are deducted from Gross Sales to result in Net Sales.
· Costs of goods sold: stands for the costs involved with regard to direct labour, direct material and factory overhead costs which are deducted from Net Sales to arrive at Gross Profit. Direct material: stands for those material costs directly accrued in the production process, such as raw material. Direct labour: refers to costs of all labour inputs directly used in the production of goods/services of a given enterprise. The direct labour costs are measured on unit rates and costs of daily labour.
· Factory overhead costs: stands for those costs incurred, but which are not directly related to the production process. E.g. depreciation of machinery or equipment, factory shade rent.
· Administrative and selling expenses: includes costs incurred for certain administrative purposes and for the distribution of products. These are deducted from Gross Profit to arrive at Operating Profit. These expenses are, for example, salaries of management and support staff, expenses related to telephone, water and electricity bills as well as office rents and other similar expenses.
· Interest expense: this is the amount of interest to be paid on the amount of loan obtained, based on the current interest rate.
· Estimated income tax: the amount of tax that has to be paid as per the income tax proclamation.

6.  Balance Sheet

What does the Balance Sheet indicate? 

The balance sheet is the statement of assets and liabilities and provides the financial picture of the business on a certain date, for example, at the end of the year. 

	Balance Sheet as at the end of the first year

	Assets
	LC (local currency)

	Current Assets: 

	  - Cash
	23,354,000

	  - Raw materials (RM) Inventory
	26,070,000

	  - Work-in-Process (WP) Inventory
	750,000

	  - Finished Goods (FG) Inventory
	15,000,000

	  - Accounts receivable
	16,800,000

	Total Current Assets
	81,974,000

	Fixed Assets:

	  - Land
	4,000,000

	  - Building
	20,000,000

	  - Machinery + Equipment
	9,000,000

	  - Office Equipment
	1,000,000

	  - Less: Accumulated Depreciation
	- 3,400,000

	Net Fixed Assets
	30,600,000

	Other Assets:

	Pre-operating Expenses
	
-

	Total Assets
	112,574,000

	Liabilities 

	Current Liabilities:

	Accounts payable
	
-

	Loans payable
	4,004,000

	Total current Liabilities
	4,004,000

	Long-term Liabilities:

	Loans payable
	52,008,000

	Total Liabilities
	56,012,000

	Owner's Equity:

	Beginning Capital 
	27,000,000

	Add: Net Profit after Tax
	29,562,000

	Less: Withdrawal/Dividends
	
-

	Total Owner’s Equity
	56,562,000

	Total Liabilities and Equity
	112,574,000


 
7.  Break-even Point (BEP) Calculation
Three kinds of break-even points (BEP) are commonly referred to, namely: 
1)
BEP Sales (LC) 

2)
BEP Production (volume) 

3)
BEP Percentage (%) 

a)
Break-even Point (BEP) Sales 

Break-even point (BEP) Sales - is that amount of sales value at which no profit or loss is incurred by the business.  
b)
Break-even Point (BEP) Production 

The Break-even point (BEP) Production - is that level (volume or quantity) of production at which no profit or no loss is incurred on the part of the business. Production above this level will result in a profit and production below this point will result in a loss.  
c)
Break-even Point (BEP) Percentage 

Break-even point (BEP) Percentage - is that percentage level of sales or production at which the business neither makes a profit nor loss. Production above this level will result in a profit and production below this point will result in a loss. 
To determine the BEP, three figures need to be calculated. 
These are: 

Sales: annual sales as documented in the profit and loss statement 
(step 4.4). 
Variable Costs - these are the costs that change significantly according to levels of production, and usually consist of raw material costs plus direct labour (step 4.4), provided it is hired and terminated according to the high level of production a factory is making. 
Fixed Costs - these are costs such as indirect labour and overhead expenses (steps 2.17 and 3.7), interest and depreciation. These costs do not change significantly, if the factory produces more or less.
 

Break-even Point (BEP) Calculation
a.
BEP Sales

To determine BEP Annual Sales, multiply annual sales found in the income statement by the annual fixed costs and divide by annual sales less annual variable costs:




Annual Sales x Annual Fixed Costs
BEP (Sales) =    



Annual Sales - Annual Variable Costs
b.
BEP Production

To determine BEP Production Volume, divide BEP Sales by the Unit Selling Price (USP):




Break-even Point Sales

BEP Production = 





Unit Selling Price

A further method is to: Divide Annual Fixed Costs by the Unit Selling Price less Unit Variable Costs, also known as Contribution Margin, that is, the remainder of what is left to cover fixed costs and profit. At BEP, the contribution margin can only cover fixed costs, not profit:




Annual Fixed Costs

BEP Production = 




Unit Selling Price - Unit Variable Costs

c.
BEP Percentage

To determine the BEP Percentage on yearly sales, multiply the yearly fixed costs by 100, divided by annual sales minus the variable costs.




Annual Fixed Costs x 100%

BEP Percentage = 




Annual Sales - Annual Variable Costs

What is the Return on Investment (ROI)?

One important issue that should be looked into when deciding on whether or not to go ahead with your business is to answer this crucial question: "Will my money be better off in this business or safe at the bank, where it can earn a fixed interest in long-term bonds, savings or time-based deposits?" To answer this question, calculate the project’s return on investment (ROI), presenting one of the means of measuring profitability.
This is done by dividing Net Profit (step 4.4) by the total capital requirement times 100 (step 4.1): It is more advisable to use Net Profit after Tax, if this is applicable.





Net Profit

Return on Investment = 



x 100






Total Equity

A variation in the profitability measure is the Return on Owner's Investments (ROI). This is derived by dividing Net Profit before Taxes by the Owner’s Equity (Capital or Investment) times 100, as shown below:





Net Profit

Return on Owner’s Investment = 


        x 100






Owner’s capital

If the percentage is greater than the bank’s rate on long-term deposits, including allowances for the country’s inflation rate during the same period, then the project appears to be financially viable. If it is below the bank rate, then you may consider several alternatives which could include measures, such as increasing the level of production (provided the market is sufficient), looking for ways to reduce costs, or even abandoning the project altogether.
Business Information Handbooks
List of Publications for Business Development

Start and Improve your Business 
Identification of viable business ideas, market and supply analysis, write a business plan, organize business management, evaluate sales, improve and diversify products.

Marketing Strategies 

Marketing problems faced by Ghanaian businesses, marketing strategies, managing prices, product development and promotion.

Export-Import and Trade Fair Guide
Export procedures, export business registration and licensing. Import procedures. Trade Fair calendar and trade fair databases, trade fair participation.
Business Planning 

Business planning for start-ups, micro, small and medium enterprises: Nature of Business, Business organization, Products and services, Marketing plan, Management plan, Financial plan.
Bookkeeping and Cost Calculation Manual 

Cash book formats, records on maintenance services, receipt, sales on credit, raw material inventory, cash flow statement, Pocket Accountant software, cost calculation, identify cost components, calculate variable and fixed costs, calculate total cost per unit, how cost calculating improves your business.

Financing your Business
What finance do I need? What are the best sources of finance? Loan application procedure. Bank categories. Loan conditions. Financial records.
Improve your Business Association 

Needs assessment of your members, situation analysis, action planning,  services, fundraising, membership fees and accounting.

	List of SBS Network Consultants

	Name / Company
	Address
	Competencies

	Compta Consult

Accra
	A.D. SOMUAH

Phone 233-21-761555 

comptaconsult@yahoo.com 
	- Business Management

- Marketing 

- Financial Management 

	EDC Consult

Abena Otu

Accra
	Phone 233-21-227122 
Mob. 0208150750

abenaotu@consultant.com
	- Entrepreneurship Development 

- Gender, Marketing

- Financial and Credit Management 

- Organizational Development 

- Monitoring and Evaluation 

	MEV Consult

Nick Okai

Tema
	Phone 021-410682, 
0244-630610 

nickokai@yahoo.com
	- Entrepreneurship Development 

- Marketing,

- Productivity Improvement 

- Community Development

	Hopespring Foundation

Afia-Darkwa Amanor
	Phone 233-21.50.39.31, 

Mobile 233-24.43.72.522 

info@hopespring
foundation.org 
	- Organizational Development 

- Training in vocational and business 
   management skills 

- Business and Carrier counseling 

	Praisel, Accra Consulting

Alice Addai Yeboah
	Phone 233-021511932
or 0244 571474, 

praiselconxx@yahoo.co.uk 
	- Enterprise Development 

- Agriculture Development

- Micro-Finance 

- Credit Delivery and Management 

	WEYDA Consult

Chalres Wiafe
	Tel (233)24-4210228
20-8113312

Weyda04@yahoo.co.uk 
	- Business Development Services 

- Staff Development Training 

- Community Development 

- Job Link Services for skilled medium 
   level Personnel 

	KED Business Service

Ken Kpodo
	T 233-244-273035 T 31-22451
kkpodo@yahoo.com

	- Working Capital Management 

- Business Advisory

- Business Planning

- Micro-Finance Management 

- Pastel Accounting Software Training

	SMARTeam

Geralds Ahobor

Tema
	Mobile:+233 24 4601706, Phone:+233 22 305650.
smarteam_gh@yahoo.co.uk
	- Capacity Building and Technical 
   Assistance to Micro and Small 
   Enterprises

- Technology and Product 
   Development

	Ben-Gift Ltd

Bennet Niboi

Takoradi
	Phone 233-31-23600

bgtakoradi@yahoo.com 
	- Business Start-up

- Human Resources 

- Organisational Development

- Financil Management

- Marketing and Customer Care

	ROHI Consult

David Atiga

Kumasi
	Tel 00233-51-43396, 

Mobile 0244-804367 

atiga2002gh@yahoo.com 
	- Start-up Promotion

- Business Survival Programmes

- Growth Programmes

	Y-SEF

Stanley Attafi
	Ph 021-259021; 020-811 7831

Mobile 020-8117831
ysef2050@yahoo.com
	- Business/Financial Management 

- Support for Agribusiness initiatives; 

- Micro finance intermediation; 

- SMEs Needs Studies 

	Destiny Services


	T 0244-537145, 
020-823 8143
fadjeimensah@yahoo.com 
	- Business Development Services

- Business Promotion Services 

- Health Care Support Services

	Teen Net Foundation 
Billy BONSU
	Phone 051- 43151 

Mobile 024 - 4613923

billteenet@yahoo.com 
	- Business Planning and Promotion

- Marketing

- HIV/AIDS Training

	FREE Consult
	Phone 233- 0244- 716643

atohinson@yahoo.com
	- Financial Management

- Budget and Cost Control Systems

- Marketing and Pricing

	Praisal

Alice Addai-Yeboah
	Tel. 233- 021 511932 

or 0244 571474 

praiselconxx@yahoo.co.uk 
	- Costing, Pricing, Cash Management
  Financing your Business Trainings

- Business Development

- Socio-Economic Issues

- Micro Finance, Credit Sourcing

	DEKHAB Associates
	Phone 233-21-241425

Mobile 233-20-8112655 / 
233-20-8195420

dekhabs@africa
online.com.gh 
	- Accounting / Financial Management

- Taxation and Tax Management

- Audit and Debt Consultancy 

- Business Support for Investors

	DENCO Foundry

Daniel 
	Phone 022-305221, 
0244 –712181

dknumo@yahoo.co.uk
	- Business / Financial Management

- Engineering management

- Small Business UpgradingTrainings 

	Institute of Management and Entrepreneurship (IME)
	Richard Doe-Dartey

0277 455419

kafui100pc@yahoo.com 
	- Financial Management

- Micro Credit Facility Management

- Accounting Software Development

- Event Management (workshops)

	NAPDAP,Kumasi

Emmanuel Dapaah
	Tel 0244 531 614

napdap2004@yahoo.com 
	- Management Training

- Accounting related areas

- Preparation of Business Plan


Pricing Strategy





Competitors’ price:  sell more, reduce costs





Birr





Total costs per unit








Fixed costs per unit





Variable costs per unit





Competitors’ price: 


Do not try to sell more before you �reduced variable costs per unit !!!
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