Lesson  9
Accounts
Introduction:
Exchanges of goods and services with money are happening in every business. An entrepreneur must be aware, if he is making profit or loss.  Maintaining accounts of all transaction is very much important in daily business. It is also required for audit and Govt. taxation purpose. Banks needs audited information while evaluating loan proposals. Therefore it is very much important to learn about accounts to become successful. 

Objective 

After reading this lesson, you will be able to know good accounting practices. You will learn about estimate, quotation, budget, cash-flow statement, balance sheet and profit and loss account of business. 

Tips for maintaining accounts  

Following are tips for maintaining accounts  

1. Always keep records of all transactions. 

2. Take a bill for all purchases and file them in separate file. 

3. Please ensure you have tax paid bill for the purchases. If bill is not tax paid then you may not able to use it as proof of purchase. This means you will not get guarantee or warranty against the purchase. 
4. Give receipt of all the money/cheque received. 

5. As per as possible use cheque facility for all transactions. This will help in preparing your financial record with the bank. It is very important proof for banks to give you future loans. 

6. Tally your accounts periodically and any discrepancy must be sorted out immediately. 

Budget 

Before starting any work, budgeting of expenses is done. Following are uses of budget –

1. If activity-wise funds required are known, provision for funds can be made.

2. If there is two or more option, best option can be selected. 

3. Area’s of cost reduction can be found out and worked out. 

Budget helps to understand, deficit or surplus in income. Every year finance minister presents budget for the country. If there is deficit then taxes are raised to meet the deficit. Similarly every organization makes budget. It is advisable that every household should have its budget. 
Following are commonly used budget types. 

i) Estimation -  When customer has not yet made up his mind for purchase and studying option. Businessmen give him estimate. It is approximate calculation of raw material, labor and money required for a particular service or task or product manufacturing. The details are likely to change as per the material used, process performed or market situations. Estimate is to help customer to select appropriate option.
ii) Quotation - A time-bound, written surety about the price of certain service or Product, given to the customer based on the estimation of that particular Service or Production process. Sometimes, quotations assure a guaranteed sale for the seller and assure a guaranteed supply to the customer. Quotation helps customer to select best option for him. 
For e.g . Ashish Shinde decided to construct a house. He got two quotations from contractor. 

1. Mr Patil contractor : 

Material : Rs.50000/-

Labour :   Rs.20000/-

Painting : Rs.4000/- 

Electrical fitting : Rs.6000/-  (standard brand electric fitting)

Plumbing : Rs.4000/- 

Total : Rs. 84000/-

2. Ms Shraddha contractor :

Material : Rs.48000/-

Labour :   Rs.20500/-

Painting : Rs.4000/-

Electrical fitting : Rs.4500/- (normal make)

She do not take plumbing work. 

Total cost without plumbing : Rs.77,000/-

Ashish Shinde wanted to have standard electric fitting with standard accessories. He asked Ms Shraddha to provide electric fitting of standard make. This will increase the cost by Rs.1500/-. Similarly , Mr Ashish found there is local plumber , who does the plumbing job on labour rate basis. His labour charges was Rs.500/-. Material cost of plumbing is Rs.2700/-. Therefore Mr Ashish gave contractor to Ms Shraddha with following modification

Material : Rs.48000/-

Labour : Rs.20500/-

Painting : Rs.4000/-

Electrical fitting : Rs.6000/- (standard make)

Plumbing work from outsider : Rs.2700/- (material) + Rs.500/- (labour) = Rs.3200/-

Total cost : Rs. 81700/-

Thus quotation helps us in taking decisions.
iii) Cash Flow Statement -  

While executing a job, customer generally pays at the time of delivery. To meet payment of supplier or for labour payment, entrepreneur has to spend money. A statement showing timetable of requirement of funds and receipt of funds is called as cash flow.  
It is a schedule showing cash received and paid over a certain time period. We will study cash-flow statement using a example. 

e.g. A Poultry Farm owner needs to prepare a Cash Flow Statement, based on the following information -

1. If an order of a batch of Broiler birds is given 2 months in advance then only the fulfillment is assured and full payment needs to be done at the time of booking.
2. The sale amount is received within 15 days from the day of sale.

3. The order for the Poultry food is to be given 15 days in advance.

4. Medicines and cages are available immediately.

Hence, the owner prepared a Cash Flow Statement as follows table 1 -

	Month
	November
	December
	January
	February

	Expenses
	Order for Birds - 540.00
	Cage purchase - 2000.00

Food - 1280.00
	Medicine - 200.00

Bird of batch 2 - 540.00

Received batch 1
	Food - 1280

	Revenue
	Initial investment - 5000.00
	
	
	Sold batch 1

	Balance
	5000.00 - 540.00 = 4460.00
	4460.00 - 3280.00 = 1180.00
	1180.00 - 740.00 = 440.00
	440.00 - 1280.00 = 

-840.00


	Month
	March
	April
	May
	June
	July

	Expenses
	Order for batch 3 - 540.00
	Food - 1280.00
	Received batch 3
	Food - 1280.00
	

	Revenue
	Batch 1 - 2128.00
	Sold batch 2
	Batch 2 - 2128.00
	Sold batch 3
	Batch 3 - 2128.00

	Balance
	-840.00

-540.00

+ 2128.00

__________

740.00
	740.00

-1280.00

------------

-532.00
	-532.00

+2128.00

-------------

1596.00

-540.00

------------------

1056.00
	1056.00

-1280.00

-----------------

-224.00
	-224.00

+2128.00

------------

+1904


                                                  Table . 1
The conclusions based over this Cash Flow Statement are -

1. Even though the transactions begin in January, he has to invest 2 months in advance, i.e. in November.

2. Even though at the end of a session the business seems to be in profit, there are times of deficiency (at the end of months February, April, June). So if some financial provision is not made for meeting these deficiencies, the progress is bound to halt.

3. If this deficiency is recovered from the initial investment, in small installments, then slowly this deficiency will be ceased.

4. If the advance payments of food and birds is done in small installments, say, 25 % or so, and the remainder is paid at the time of receiving the food or birds, then this periodic deficiency can be avoided.

5. Or if all transactions are done through Bank account, due to assurance of repayment, this deficiency can be demanded from the bank on interest basis.

Thus, the Cash Flow Statement help to support the business and explore various means to smoothen the ups-n-downs of the business.

Budgeting 
Budget is a list of all planned expenses and revenues. This is necessarily related to the monetary matters. This is liable to deviate + / - 5%. e.g. The budget of a Yuvak Mandal is shown in table. 2 as follows -

	Expected Revenue
	Expected Expenses

	Contribution from members
	5000.00
	Sports
	3500.00

	Donations
	10000.00
	Entertainment Programs
	6000.00

	Bank interest
	2000.00
	Savings
	7500.00

	Total Revenue
	17000.00
	Total Expenses
	17000.00







Table. 2
This Budget reveals some options viz. arrange another program within the Savings amount, or reduce expenses over other two items, increase the Savings and arrange a bigger program or keep the Savings in the Bank account and get some interest etc. This way the Budget helps to plan the financial matters.
Costing -  
Costing is calculation of actual production expenses and revenues of a certain task . A  Cost-Benefit Ratio is calculated to study whether the benefit is sufficient with respect to the Cost of the product or service. The overall costing includes -

1. Pre-production expenses (Marketing Survey, advertisement etc.), 

2. The production expenses (from raw material purchase to packing of finished product, depreciation of assets, running expenses etc.) , 

3. Expenditure for Sale of the product (inclu. VAT or other taxes, advertisement, commissions, transportation etc.), 

4. Profit (Manufacturer - 10%, Distributor - 1% -5%, Wholesaler - 10% -15%, Retailer - 10% -20%)
Balance sheet 

A balance sheet summarizes an organization or individual's assets, equity and liabilities at a specific point in time. It gives complete picture of health of business at given point of time. It is used to understand financial health of the organization or individual. 

If liabilities and payment payable are less than the assets and payment receivable at given point of time then the business is in profit. 

Similarly liabilities or payment payable are more than the assets and payment receivable then the business in making loss. 

The sample balance sheet is shown in table. 3
Balance Sheet (As on ………….)

	Liabilities 
	Amount
	Assets
	Amount

	Capital
	
	Fixed assets
	

	Reserve fund/Deposit
	
	Investment (Bank, Cash..)
	

	Loan payable
	
	Loan receivable
	

	Amount payable
	
	Amount receivable
	

	
	
	
	

	Total
	
	Total
	


                                                       Table . 3
If business is growing then Capital + reserve fund/deposit will grow. It should increase at 10-15% every year. If capital + reserve funds are not increasing, this means you are not progressing much. If it decreasing, this means you are spending from your capital and using it to meet recurring expenses. 
Example
Balance Sheet - A Production Company's Balance Sheet is shown in table 4. 
All figures are in Lakh Rs.

The Balance sheets are prepared as on 31st December of each year.

	Liabilities
	2007
	2006
	Assets
	2007
	2006

	Share Capital
	5365.00
	4666.00
	Immovable property
	10000.00
	9434.00

	Reserve Fund 
	11856.00
	9815.00
	Investments
	830.00
	217.00

	Loan
	21407.00
	21203.00
	Loan
	27798.00
	26033.00

	Total
	38628.00
	35684.00
	Total
	38628.00
	35684.00







Table. 4

The Balance Sheet reveals that, the Reserve Fund is 2.5 times than the Share Capital and the sum total of Share Capital and Reserve Fund is increasing by 15% every year. This proves that the company is prospering and is able to face difficult times. 

Profit and loss statement 
Balance sheet shows health of the organization. Income statement also called as profit and loss statement (P&L), gives company's financial statement for particular period. This shows if the organization has made profit or loss during particular period. 
Amount spend on fixed assets is not shown in the P&L statement. But interest on the capital invested is shown in the P&L statement. 
Example 
Mr Sunder Patil started poultry as a side business with 100 birds. He started business with his own saving of Rs.5000/-. 

In the first batch of 100 birds, he incurred following expenses –

Birds (102 nos) =
Rs.520/-

Transportation  =
Rs.20/-

Feed 380Kg.= 
Rs.1216/- (Rs.3.2 /Kg)

Medicine / electricity =   Rs.90/-

Birds mortality 
=  7

Transportation cost to sale birds = Rs.30/-
Labour charge = Rs.100/-

Interest on capital = Rs.100/-

Total expenses = Rs. 2076/-

Sales Amount of birds 
Total weight of birds = number of Birds * average weight * Rate 



          =  95 * 1.6 * Rs.14/Kg 



          =  Rs. 2128 /- 

Profit = Rs.2128 – Rs.2076 = Rs.52/- 
Profit & Loss statement is shown as 

Sales  

+ Interest on deposits in the bank
+ other income

Total income       ( A ) 

Expenditure 

Variable expenditure - 

Materials +

 
Consumables +  

Utility viz. Electricity +

Communication
Variable cost      ( B ) 

Fixed cost – 


Rent


Interest on loan 


Salary of fixed staff

Fixed cost
   ( C )

Total profit/Loss =       ( A ) – ( B ) – ( C ) 
Intext question 9.1
Match the following


A





B

Estimate 



 Health of the organization
Quotation



 Approx. estimate of price of product
Cash-flow statement

 exact estimate of price of product
Costing



 financial statement for particular period 
Balance sheet


Actual expenses incurred 
Profit and loss statement

Schedule of cash received and paid
What have you learnt
In this lesson, you learnt about various types of budget. You learn about estimate, quotations, cash-flow statement etc. You also learnt about balance sheet, profit and loss statement. You studied uses of account. Quotation and Costing helps us to assess health of the transaction. Balance sheet, profit and loss account and cash-flow statement helps to bring financial discipline to the business. This helps is timely payment of supplier, labour etc. It also helps in regular repayment of loan etc.

Terminal question 

1. Prepare a budget for making a Coconut Peeler, as per the contemporary rates -

	No.
	Item
	Qty.
	Rate
	Price

	1
	MS Angle - 30 X 30 X 30
	5.5 '
	
	

	2
	MS Flat 40 X 5
	3'
	
	

	3
	MS q. Pipe 1.5"
	2'
	
	

	4
	MS Round Bar 12mm
	2.5'
	
	

	5
	Welding Rod
	15 no.
	
	

	6
	Oil Paint
	50 ml
	
	

	7
	Nut Bolt set
	2 no.s
	
	

	
	
	
	Total Material Cost
	

	
	Labour & Depreciation
	
	25% of Total Material cost
	

	
	
	
	Grand Total
	


Answer to intext question 9.1
A





B

Estimate 



Approx. estimate of price of product



Quotation



Exact estimate of price of product


 
Cash-flow statement

Schedule of cash received and paid
 
Costing



Actual expenses incurred



Balance sheet


Health of the organisation
Profit and loss statement

financial statement for particular period 
Suggested activity 

1) Estimate the Sales Value of an MS Grill having following details - 


Raw material - MS square bar 12 mm, 


Outer dimensions of the finished grill - 5' X 8'


Grid inside -  a square grid of 5 X 8 squares

2) Prepare a budget for the following 

        
A nursery of plants.

a) Prepare a Moorghaas of 2000 kg - 3000 kg.

b) Maintenance of a private or school garden.

c) To run a Poultry farm for 25 birds.

d) Pest control of five different crops.

e) Run a Wormi Culture plant.

f) Management of a Dairy farm for one month.

Study project for effects of various fertilizers on a particular crop.

3)  Do the costing of jobs done in the practicals 
Costing a fabricated steel job; Ferro-cement articles; an RCC or Brick construction; costing of poultry; costing of an agricultural crop.







