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LESSON PM16

DIFFERENT PAY PLANS

INSTRUCTOR' S GUIDE

OVERVIEW
It is likely that the students will have always looked at the
matter of wages or salary from the employee's point of view. This is
quite natural if they have not previously been in an employer's position.
In this lesson, the students should recognize that pay plans are
an expense or cost to the business.
They should consider finding the
best pay plan possible to reduce the cost of labour and to provide the
most satisfaction to employees.

As the course progresses, the students should find it easier to
picture themselves in an employer's position. It is essential that they
see both sides of a situation, but they should not forget that, as
future managers, salary or wage decisions hnst be made wisely if the
business is to remain viable. Seeing the business only from the employee's point of view could present a future manager with serious problems.

OBJECTIVE
Given a particular business situation, the student will be able to
choose one of several pay plans that, in his opinion, is the most suitable.

,.

RESOURCES REQUIRED
1.

Projectual PN16-1, "Types of Pay Plans".
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2.

Flip chart.

METI-10D3LOGY
1.

Do not hand out Readings at this point.

Stimulus
2.

Ask the students for examples of different ways they have been
paid for work they have done in the past.

Clarify Prob lem
3.

List the examples on the flip chart (ask a student to volunteer to
look after the flip chart.)
NOTE:

Try to get examples of the following methods of paying
employees:
a.

b.

Pay for time spent on job
(1)

straight wages - so many dollars per hour (regular rate, overtime rate) normally for manual or
nechanical work.

(2)

straight salary
fixed amount of pay per week,
month or year (no pay for overtime) normally for
store or office work of a nal-manual type.

Pay for amotnt of Rork done
(1)

straight piecework
produced
straight commissicm.

so much pay for each unit

so much pay for each unit

sold
c.

Combination pay plans. That is, so much for time spent
plus so much for amount of work produced
(1)

salary and piecework
salary and commission

(2)

wages and piecework
wages and convnissicn
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P-ovide Information
4.

Hand out Readings and go over Purpose and Introduction with group

PURPOSE

The purpose of this lesson is to show you tie different ways
you can pay your workers (pay plans). As an owner-manager, you
will have to decide which pay plan is the best for your workers
and the business.

INTRODUCTICAI

Employees see pay as a reward for work done or as a means of
living. Managers and owner-managers see pay to their workers as
a cost to the business or as an expense. As an owner-managef,
you have to recognize that people do not work just for pay. Of-

ten a man will work for less money if the boss is fair, the job
interesting, the other workers are friendly and the job is seen
by many people as being important.

S.

Read and discuss Section 1 of the Readings. Give examples and ask
for examples to illustrate various parts of the section.
The instructor may relate the idea of levels of human needs from lesson
PM' and MP2 to this section. For example, the need for food,
shelter, and safety can be satisfied by pay or money, but the need
for love, friendship, recognition and accomplishment cannot be
satisfied by money alone. The job, friendly fellow workers, and
a likable boss Can satisfy these needs.

CQVIENT
1.

How Much Should You Pay Workers?
Every worker has to be paid.
one depends an several things:
a.
b.
c.
d.

The amount you pay each

How much can you afford to pay?
How much could he make working for somebody else?
Haw much do you think is fair pay?
How much is ,his job worth compared to the jobs your
other workers are doing?

For example, you may be able to afford to pay a worker
$2 000.00 ii one year, but perhaps he could make $4,000.00
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working for somebody else.

You may think $3,000.00 is a fair pay but the other
workman you have earns only $2,500.00 and has a harder job.

So you see it is not easy to decide howmuch you should
pay the men you hire. You have to take many factors into
consideration and come up with an amount that you can afford
and that the employee is willing to accept.

.

Read Sections 2, 3 and 4 of the Readings. Use Projectual
"Types of Pay Plans", to help illustrate this section.. Discuss.

2.

What Pay Plans Should You Use?
A pay plan is a method of payment.
Pay plans:

There are three main

a.

Pay for the time spent on the job: so many dollars per
week, month or year (called wages for labourers and
salary for other workers such as sales people).

b.

Pay for the amount of work done: so many dollars for
each item made or sold (called piecework for labourers
and commission for sales people).

c.

Combination pay: salary plus commission or piecework;
wages plus piecework or commission.

The type of pay plan to use depends on the kind of work
being done:
a.

Production workers (labourers) are usually paid straight
wages, or straight piecework, or a combination of wages
and piecework.

b.

Salesmen (or sales clerks) are usually paid straight
salary, straight commission or a combination of salary
and commission.

Piecework and comnissian pay plans offer a reward for working
hard and producing more or selling more. We say that this is
providing a money incentive to the worker.

PM16
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3.

What Are Some of the Advantages and Disadvantages of Each
'Type of Pay Plan?

Type of Plan

Advantages

Disadvantages

straight salary
or straight
wages

Simple to
figure out
2. Easy to
understand

1. No incentive for the
person to work hard.
2. No work,but you still
have to pay wages or
salary.
3. More supervision of
workers may be needed.

straight piecework or
straight commission

1. No work,
no pay.
2. Low labour
costs.
3. High incentive to

1.

1.

No security for
workers.
2. May get low quality.
3. High cost to administer;
for example, lots of
Paper work.
work: for
O. Workers may be unhappy
example, to
if rates for piecework
produce more
or commission are too
low.

combination plans 1. Provide se(salary plus
curity plus
incentive
piecework or
commission.)
for worker.
(wages plus
piecework or

1.

Hard to calculate.

2. Hard to understand.
3.

May cost a lot to
administer (paper
work).

commis s ian )

How you pay your workers will affect the way they work.
Piecework or commission pay plans give the worker some incentive to work hard. Salary and wage plans give the worker
a steady income and security.

4.

Sunmary
As an employer you must not forget that people work for
reasons other than just money. If workers are happy with the
way they are paid, then you will probably have better morale
in your business. But if you are a poor boss and/or working
conditions are poor, you may have trouble keeping workers
happy (or they may quit) no matter hod much you pay them.
Remember, limey is important but "money isn't everything".
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Indicator
7.

Ask students to select and justify the "best" pay plan for the
following jobs (or for jobs suggested by the students):
a.

b.
c.

d.
e.
f.
g.

truck driver
grocery store clerk
manager of handicraft business
production worker in handicraft plant
bookkeeper or accountant
garage nechanic
waitress
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FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB26

PAYROLL DEDUCTIONS

INSTRUCTOR'S GUIDE

OVERVIEW
One of the major expenses of most businesses is the cost of labour.
It is essential that a business keep accurate and complete records of
Payroll records are required
how much and when it pays its employees.
by law because of the compulsory payment of income tax, and contributions
to Canada Pension Plan and Unemployment Insurance Commission.
An exception to the regulations governing contributions to these three programs
is the Treaty or Status Indian who earns income on Reserve lands.
This
person is not subject to the payment of any of the three contributions.
Whether or not an employee is subject to deductions, it is advisable
to keep records for individual employees because of the importance of
labour costs, wages, etc., in the expenses of any business.
In this lesson the students are shown how
how to make deductions from gross pay, and how
ductions. and net pay on to the payroll sheet.
shown how to prepare the necessary records for
the appropriate government department.

to prepare a payroll sheet,
to record gross pay, deThe students are also
remitting deductions to

OBJECTIVE:

The students will correctly complete a payroll sheet showing the
following information:
1.

gross pay

2.

Unemployment Insurance contributions
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3.

Canada Pension Plan contributions

4.

income tax contributions

5.

net pay.

RESOURCES REQUIRED
1.

Bnployee's Tax Deduction Return (TD-1)

2.

Tables 192 and 192A, Income Tax Deductions at
Source

'

Forms and tables

1

used in this
3.

Canada Pension Plan and Unemployment Insurance
Tables

4.

Application for Social Insurance Number

5.

Payroll sheets

6.

Exercise FAB26-1, 'McNichol's Store".

'

'

'

lesson are 1972
issue.

REFERENCES for the INSTRUCTOR
Contact the nearest Unemployment Insurance Commission office and
District Taxation office to obtain pamphlets, and other materials which
are available. You might also arrange that these offices send one of
their personnel to discuss income tax, Canada Pension Plan and Unemployment Insurance contributions.

METHODOLOGY
1.

Hand out the Readings; read the Purpose and Introduction

PURPOSE
In this lesson you will discuss the various deductions you
must take off an employee's pay cheque, and you will learn how to
calculate these deductions.
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INTRODUCTION

As an employee you must be able to answer the following
questions:
1.

Does everyone have to pay income tax, Unemployment Insurance contributions and Canada Pension Plan contributions?

2.

How much income tax do you deduct from an employee's
pay cheque?

3.

How much should you deduct for Unezployment Insurance
contribution?
How much do you deduct for the Canada Pension Plan contributions and how much has the employee contributed to date?

5.

Who received the money you deduct from an employee's pay
cheque?

You will learn how to calculate th6 amount of money you must
deduct from tit,: employee's pay cheque to pay for income tax and
Unemployment Insurance and Canada Pension Plan contributions as
required by law.

OBJECTIVE:

THE STUDENTS WILL CORRECTLY COMPLhIE A PAYROLL SHEET
SHOWING THE FOLLOWING INFORMATION:
1.

GROSS PAY

2.

UNEMPLOYMENT INSURANCE CONTRIBUTIONS

3.

CANADA PENSION PLAN CONTRIBUTIONS

4.

INCOME TAX CONTRIBUTIONS

S.

NET PAY

Stimulus
2.

Ask the students how they would go about getting the information
asked for in the questions in the IntrOduction.

Clarify the Problem
3.

Have the students discuss how they would obtain this information.
The point to bring out is that a set of payroll records will provide
the necessary answers.
1457
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Provide Information
4.

Read Sections 1 and 2 of the Readings.

CONTENT
1.

Income Tax
a.

What is Income Tax?
Income tax is a tax on.income; that is, on wages, salaries, bonuses, commissions, investment income, interest
Income tax must be deducted from everyone in
and rent.
Canada, regardless of age, who earns an income above a
certain level.
NOTE:

Treaty Indians who earn their income working on
a reserve do not have to pay income tax on this
If a Treaty Indian earns his income off
income.
the reserve, he must pay income tax on this
income.

b.

Income Tax Collections

Every business firm which employs workers must
collect income tax by deducting it from the wages or
salaries of the workers.
If you start your own business
and hire employees, you must hold back a certain amount
At the end
of money each time you pay your employees.
of the month, the amounts which you have deducted from
all employees must be totalled, and a cheque or money
order (made payable to the Receiver General of Canada)
for the entire amount sent tolyour bank or to the
Taxation Data Centre
P. 0. Box 477
Ottawa 2, Ontario.

A "Tax Deduction - Canada Pension Plan Remittance
Return" must be sent with your cheque or money order.
The Taxation Data Centre must receive your cheque or
money order.by the 15th of the following month.
You must also pay income tax on the money you earn
as owner-manager of the business.

NOTE:

c.

Penalties
There are penalties involved if you:
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(1)

fail to make income tax deductions from employees'
wages when you are supposed to make them.

(2)

fail to rlit income tax which you have deducted
from employees to the Taxation Department.

(3)

remit income tax deductions to the Taxation Department later than the date required by the Income Tax
Act.

The penalty is usually a fine, but in some cases there
have been jail sentences as well.
The Taxation Department of the federal government has
the power to check your records and books; It is very
important that you make all the deductions you are
required by law to make, that you keep a record of the
deductions, and that you send in the money that you have
deducted.

Social Insurance Number

The Taxation Department of the federal government in
Ottawa keeps a record of each person who has had income tax
deducted from his salary or wage, and the amount of tax that
has been deducted. In order to avoid.problems which might
arise from people having the same name, and to speed up the
process, the Taxation Department requires that each person
have a Social Insurance Number. The Social Insurance Number
is also used to keep exact records of each person's contributions to the Canada Pension Plan and the Unemployment
Insurance Commission.
"Application for a Social Insurance Number" forms are
available from Unemployment Insurance Commission offices.
It is wise to have a supply of these forms on hand if you own
your own business.
If you hire an employee who does not have
a Social Insurance Number or has lost it, give the employee
one of these forms to fill out. Thy completed form is sent
or taken to the nearest Unemployment Insurance Commission
office. Your employee will be sent a new number or a number
to replace the one that was lost.

S.

Hand out blank application forms for a Social Insurance Nuniber.
Instruct the students to complete the form using their pc..Amal
histories.
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Ask the students how they will know the correct amount to deduct
from an employee's pay for income tax purposes. Discuss this with
the students, then read Section 3a of the Readings.

3.

Deducting Income Tax
Employee's Tax Deduction Return
There are two things you must -know before you can make
the proper deductions from each employee.
(1)

the amount of money (wages or salary) that the
employee is to receive;

(2)

the amount of the personal exemptions for each
employee.
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A-1. employee's Tax Deduction Return (TD -1) form tells you

how much his personal exemptions are; that is, the amount
of money he is allowed to make during the year on which
he does not have to pay income tax. You must make sure
that each new employee you hire fills out a TD-1 form.
These forms can be obtained from the Income Tax office.

7.

Hand out a TD-1 form to each student; instruct them to complete the
form.

8.

Hand out Tables 192 and 192A, Income Tax Deductions at Source, to
Read Section 3b of the Readings.
s÷ude.its.

b.

How to Make Income Tax Deductions
When you know how much each employee makes, and the
amount of each employee's personal exemptions, you are
ready to use this information and the Tax Tables to
determine the amount of income tax to deduct from each
employee.
TAX TABLES:

These are tables supplied by the Taxation
Department which show you how much income
tax to deduct from each employee at various
wage and salary levels and for different
levels of personal exemptions.

You use a different Tax Table for each of the following
methods of paying your employees:
daily, weekly, every
two weeks, twice a month or once a month.
Let us look at an example. Suppose that Bill Reid works
for you. You are given the following information about
Bill:

Bill is single (supports only himself) so his
personal exemption is $1,500.00.
-You pay Bill $66.00 weekly.
Bill's Social Insurance Number is 604-415-094.
You can find the amount of income tax which should be
deducted from Bill's wages in the booklet, "Income Tax
Deductions at Source". Turn to page 16 (Tables 192 and
192A), and the instructor will show you how to find the
correct amount.
In this example, the $66.00 is Bill's gross pay, his
deduction for income tax is $8.30, and his net pay is
$57.70.
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The record that you use to keep track of gross pay,
deductions and ndt pay for all employees is called a
payroll boo?: or payroll sheet.

9.

Using the Income Tax Deduction at Source tables show how the income
tax deduction for the example in the Readings is found. The instructor may find the amounts vary from those in the Readings because of a change in the income tax rates.

10.

Instruct the students to find the deductions from the following
(put on the flip chart):

Employee

$

Pay Period

Exemption

S.I.N.

Bob Mann

$425.00

monthly..

2,850

604-090-115

Tom Black

$212.50

bi-weekly

2,850

631-191-115

Ralph Tees

$106.25

weekly

2,850

671-115-991

Have one or more students put their answers on the flip chart.
If necessary provide more examples.

Answers:

11.

Bob Mann

$40.75 (column 6)

Tom Black

$23.60 (column 6)

Ralph Tees

$11.25 (column 6)

Illustrate how the information contained
Hand out payroll sheets.
Instruct the stuin section 3b is entered on the payroll sheet.
dents to complete payroll sheets with the information in point 10.
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12.

Read Section 3c of the Readings.

3.

c.

New Remitters
If you have just started your own business and have
not remitted income tax to, the Taxation Department before, you should do the following:
(1)

deduct income tax from your employees according
to the Tax Tables;

(2)

at the end of the first month, total up all these
deductions and send a cheque or money order for
the entire amount to your nearest Taxation Office.
Include a letter statinr: the name, address and
nature of your business and pay period covered
by the remittance.

The Taxation Office will give you an "Employer Number",
open an account in the name of your business, and
send you a "Tax Deduction
Canada Pension Plan Remittance Return" - form PD7A to use the following month
when you send in the income tax remittance.

13.

Ask the students what the Canada Pension/Plan is.
Read Section 4
of the Readings and discuss with the students. Hand out Canada
Pension Plan and Unemployment Insurance tables.

4.

Canada. Pension Plan (C.P.P.)
a.

What is the Canada Pension Plan?
A pension plan provides the security of an income after
retirement.
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In the past, some companies had, pension plans for their
employees, while many others did not. Many selfemployed people did not have a pension plan. Furthermore, people who moved from one job to another would
have to give up the pension plan they may have had on the
first job and start a new pension plan on their next
job, if one were available; that is, the benefits were
not transferred from one job to another.

The federal government saw a need to correct some
of these problems. For instance, it saw a need to make
pensions portable so that an employee could continue to
pay into the same pension plan throughout his working
years. The government also saw the need for a pension
plan .which would cover as many people and as many
situations as possible, such as disability pensions;
pensions for widows; benefits for disabled widows and
widowers, and for orphans; death benefits.
The Canada Pension Plan was introduced on January 1,
With sane exceptions, the Canada Pension Plan is
compulsory for all- persons between the ages of 18 and 69
who earn over $600.00 per year (if employed) and who
earn over $800.00 (if self-employed). The exceptions
1966.

include:
(1)

all those persons who earn less than the above
amounts;

(2)

persons in casual employment, such as gardeners
and cleaning warren;

(3)

persons employed in agriculture, fishing or lumbering
by an employer who pays the employee less than
$250.00 a year or employs him. for a period of less
than 25 days;

(4)

persons employed by their. spouses.

NOTE:

Native people employed on a reserve do not have
contributions deducted from their earnings under
Canada Pension Plan regulations. Native people
employed off a reserve have Canada Pension Plan
contributions deducted from their earnings.
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b.

c.

Canada Pension Plan Contributions
(1)

For every worker who earns between $600.00 and
$5,300.00, the employer must pay 1.8% of the worker's
salary into the Canada Pension Plan.

(2)

Self-employed persons do not contribute unless they are
earning at least $800.00. They must pay 3.6% of their
earnings into the Canada Pension Plan.

(3)

Contributions are payable from .the age of 18 until the
age of 69 (or until retirement from regular employment
between the ages of 65 and 70).

(4)

In 1972, the maximum amount which could be deducted from
an employee was $88.20. The employer would also have
In the case of a self-employed
contributed $88.20person, the maximum amountthat he would have had to pay
in 1972 was $176.40.

Collection and Remission of Contributions
If you start your own business and hire workers, you must:
(1)

Deduct Carada Pension Plan contributions from their wages
(Same as deducting
or salaries each time they are paid.
income tax from employee's earnings)

(2)

,Keep track of the deductions in all cases. Stop deducting
Canada Pension.Plan contributions if the employee's total
contribution for the year reaches the total amount which
the Canada Pension Plan regulations specify.

(3)

At the end of each month, add up all deductions that have
been made from your employees for Canada Pension Plan
contributions. Add this amount to the total amount of
income tax deducted from your employees during the month.

(4)

Then make out a cheque (payable to the Receiver General'
of Canada) fol the combined. amount (employee income tax
deductions plus employee AND employer Canada Pension Plan
contributions).

(5)

Fill out a "Tax Deduction - Canada Pension Plan Remittance
Return" (form PD7A). This form contains two separate
spaces - one for the total amount of income tax deductions
and another for the total amount of Canada Pension Plan
contributions.

(6)

Include form PD7A with your cheque when it goes to your
bank or to the Taxation Data Centre in Ottawa. This
cheque must be sent in before the 15th day of the following month.
1469
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Self-employed persons make payments directly to the Taxation.
Data Centre. When the self-employed contribution for the
year is $40.00 or less, it is payable on or before April 30
in the following year. Farmers and fishermen must pay twothirds of their estimated contribution by December 31 and
the remainder by April 30 in the following year. All other
self-employed perzors must pay one quarter of thei- estimated
contribution by March 31, June 30, September 30 and December
31 and the remainder, if any, by April 30 in the following
year.

As is the case with income tax deductions, each employee's
Social Insurance Number prevents Canada Pension Plan
contributions deducted from one person getting mixed up with
contributions deducted from someone else with the same name.
d.

New Remitters
If you have just started your own business and have not
remitted Canada Pension Plan contributions before, you should
do the following:
(1)

deduct Canada Pension Plan contributions'from your employee
according to the "Canada Pension Plan Contribution Tables";

(2)

at the end of the first month of operations, total up all
these deductions and add the entire amount to the entire
amount of income tax deductions. Make out a cheque
payable to the Receiver General of Canada for the combined
amount and send or take it to your nearest Taxation
Office.
In your covering letter, state the total amount
of Canada Pension Plan Contributions included and pay
period covered by these contributions.

As stated earlier, the Taxation Department will assign (give)
you an "Employer Number", open an account in the name of your
business, and send you a "Tax Deduction
Canada Pension Plan
Remittance Return" - form PD7A. You can use this form when
you send in both the Income Tax deductions and Canada Pension
Plan contributions the following month. The Taxation Department will continue to send you a PD7A form each month.
If you change the address of your business, you must notify
Taxation Data Centre
P. 0. Box 477,
Ottawa 2, Ontario.
Be sure to quote your "Employer Number" when you write.

1470

FAB26

e.

How to Make Deductions for C.P.P. Contributions
When you know the gross pay for each employee, and how often
each employee is paid, you are ready to use this information
and the Canada Pension Plan Contribution Tables supplied by
the Taxation Department, to determine the amount of money
that should be deducted from each employee for Canada Pension
Plan.
The wage or salary you pay an employee and the method
of payment (weekly, every two weeks, twice a month, or once
a month) you use, determines how much you will deduct from an
employee for Canada Pension Plan.
To find Bill Reid's Canada Pension Plan deductions (remember
that he received $66.00 weekly) look in the Canada Pension
Plan Tables on page 8. You can see that the amount tb
deduct is $.98.

S.00 - S131.26
UlFremium

Remuneration

RinumaWto,1

C.P.P.

'LAC
Froco-de

$

51.27 $
51.82
52.38
52.93

55.71

52.92
53.48
54.03
54.59
55.15
55.70
56.26

.72
.73
.74
.75
.76
.77
.78
.79
.80

56.27
56.82
57.38
57.93
48.49
59.04
59.60
60.16
60.71

56.81
S7.37
57.92
58.48
59.03
59.59
60.15
60.70
61.26

.81
.82
.83
.84
.85
.86
.87
.88
.89

.57
.57
.58

61.27
61.82
62.38
62.93
63.49
64.04
64.60
65.16

61.81
62.37
62.92
63.48
64.03
64.59
65.15
65.70

.90

.62
.62
.63
.63
.64
.64
.65
.65

53.49
54.04
54.60
55.16

14.

To-A

frimecra,c.

Regular
Ordmcirt

51.81
52.37

.91

.92
.93
.94
.95
.96
.97

.52
.52
.53
.53
.54

.54
.55
.S5
.56

.511

.59
.59

.60
.60
.61

Reduced
Riquire
.31
.31
.32

.32
.32
.33
.33
.33
.14
.34
.34
.35
.35
.15
.16
.36
.36
.37
.37
.37

.38
.38
.38
.39

.39
.39

Illustrate how this example would be recorded on a payroll sheet.
Instruct students to record the Canada Pension Plan deductions for
Bill Reid, Bob Mann, Tom Black and Ralph Tees on their payroll sheets.
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15.

Ask the students to explain why Unemployment Insurance is availThen read and discuss Section 5 of the Readings.
Point out
able.
that the employer also contributes an amount.
Instruct the students
to check the example by looking up the contribution in the Unemployment Insurance tables.

5.

Unemployment Insurance
Unemployment Insurance provides workers with protection
against the. uncertainties of employment; that is, against
the possibility that the worker will lose his job. 'Unemployment Insurance is designed to help workers over that period
between jobs when they have no money coming in but still need
money to provide for themselves and their families.
If you start your own business and hire insurable employees (insurable types of jobs are outlined in the Employer's Handbook on Unemployment Insurance), you must register
with the. Unemployment Insurance Commission (U.I.C.). Failure
to do so is an offence under the Unemployment Insurance Act.
You register your business by obtaining and completing an
"Employer's Application for Registration and Nature of Business Report". These forms are available from Unemployment
Insurance Offices.
The Unemployment Insurance (U.I.C.)
will give you an Employer's Registration Number which you
will use at all times when writing to the Commission or
sending in contributions.
(a)

Unemployment Insurance Contributions
Every employee (or worker) in an insurable occupation or
job must contribute to the Unemployment Insurance Commissibri(U.I.C.) while he is working. In addition, the
employer must contribute 1.4 times the amount the worker
contributes.
If you own and operate a business and employ workers in
an insurable type of occupation, you must deduct Unemployment Insurance contributions from each worker every
time he'or she is paid. At the end of each month, you
add up all deductions made from the wages or salaries of
all your workers during that month.
Suppose the total deducted from all employees during the
month is $7.50. Your business must contribute $10:50
for that month. This means that you would send $18.00
to the Department of. National Revenue as the unemployment
contribution for that month.
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The social insurance number of each employee prevents th
contribution from any employee from getting mixed up wit
the contribution from anyone else.
Up until recently, the deductions for Income Tax and
Canada Pension Plan were handled separately from those
for Unemployment Insurance. They are now all sent
together to the Taxation Department or your bank along
with the appropriate form before the 15th day of the
month following the deductions.
b.

How .to Make Deductions for Unemployment Insurance
Contributions

When you-know the gross pay for each employee, and how
often each employee is paid, you are ready to use this
information and the Table of Contributions and
Deduction- from Wages for Unemployment Insurance
Contributions to determine the amount of money that
should be deducted from each employee for Unemployment
Insurance Contributions.
Bill Reid's Unemployment Insurance contribution can be
found by looking at.the tables on page 8 of the Canada
Pension Plan and Unemployment Insurance Contributions'
tables.

S.00 - S131.26
U.I. Premium

Remuneration

Remuneration

C.P.P.

R.P.C.

From-de
$

Prime rra.-c.
Reduced.

Regular

Ordinalre

To-d

.52
.52
.53
.53
.54
.54
.55
.55
.56

51.81
52.37
52.92
53.48
54.03
54.59
55.15
55.70
56.26

.72
.73
.74
.75
.76
.77
.79
.79
.80

.12
.83
.84
.85
.96
.87
.88
.89

.57
.58
.58

59.04
54.60
60.16
60.71

56.81
57.37
57.92
58.48
59.03
59.59
60.15
60.70
61.26

61.27
61.82
62.48
62.43
63.45
64.04
64.60
65.16
65.71

61.81
62.37
62.92
63.48
64.03
64.59
65.15
65.70
66.26

.90

.62
.62
.63
.63
.64
.64
.65
.65
.66

51.27 $
51.452
52.313

52.93
53.49
54.04
54.60
55.16
55.71

56.27
56.82
57.38
57.93
58.49 .
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.57

.91

.92
.93
.94
.95
.96
.97
.98

.59
.59

.60
.60'

.61

&Waite
.31
.31

.32

.42
.32

.33
.33
.33
.34
.34
.34
.35
.35
.35
.36
.36
.36
.37

.37
.37
.38
.38
.38
.39

.39
39

.40
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c.

Employee's Contribution Record
A record must be kept of the Unemployment Insurance
contributions deducted from each employee's wage.
This information is shown in your payroll records.

16.

Illustrate how Unemployment Insurance is recorded on the payroll
sheet.
Instruct the students to record the Unemployment Insurance
deductions on the payroll sheets of Bill Reid, Bob Mann, Tom Black
and Ralph Tees.

17.

Read and discuss Section 6 of the Readings.

6.

Summary
Every employer must deduct income tax, Canada Pension
Plan contributions, and. Unemployment Insurance contributions
from each employee's pay. An employer who fails to do so
runs the risk of a fine and imprisonment. An exception to
the regulations regarding the three compulsory deductions are
Treaty or Status Indians employed on Reserve lands. No
deductions are made from income they earn doing work on the
Reserve lands.
When starting a business, check with the Department of
National Revenue, Taxation Department in order to receive
up-to-date information as to the regulations under which you
must operate. They will send you the necessary forms and
tables so that you may deduct and remit contributions.

Indicator
18.

Hand out Exercise FAB26-1, "McNichol's Store".
complete the exercise as per instructions.
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SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB26

PAYROLL DEDUCTIONS

EXERCISE FAB26

1

McNICHOL'S STORE

John McNichol owns and operates a grocery store, hardware store
and a bulk oil and gas business.
John has-five full time employees and a student who works parttime after school and on Saturdays.
The information about each employee is given below:

1.

Mary Smith
a.
b.
c.
d.
e.

2.

Address: Yellow Creek
Social Insurance Number:
614-917-607
Age: 21 years
Single
Salary:
$135.00 every two weeks.

John Smith
a.
b.
c.
d.
e.
f.

g.

Address: Yellow Creek
Social Insurance Number:
704-321-132
Age: 31 years
Married
John's wire Sally is not working
John has two children:
age 10 years
(1)
John
(2)
Mary - age 8 years
Salary: $350.00 per month
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Tim Parten

3.

a.
b.
c.
d.
e.

.

a.
b.
c.
d.
e.
f.
g.

Address: Yellow Creek
Social Insurance Number:
608-346-912
Age:
20 years
Married
Jim's wife Marie is not working
age 9 months
(1)
Mark
Jim has two children:
(2)
Mathew - age 9 months
Salary:
$81.00 weekly

Henry Wolf
a.
b.
c.
d.
e.
f.

g.

6.

711-243-618

Jim John

4.

5.

Address: Yellow Creek
Social Insurance Number:
Age: 19 years
Single
Weekly salary: $72.00

Address: Yellow Creek
Social Insurance Number: 603-717-513
Age: 44 years
Married
Henry's wife Hilda is not working
Bob - age 17 years (a student)
(1)
Henry has two children:
age 12 years
(2)
Cathy
Salary:
$200.00 every two weeks

Marcel
a.
b.
c.
d.
e.
f.

Pelletier

Address: Yellow Creek
Social Insurance Number:
632-576-328
Age:
17 years (a student)
Single
Paid by the hour at the rate of $1.60 and paid once a week
10 hours a week.
Works:

INSTRUCTIONS
1.

Determine the gross pay for each pay period (whether weekly, every
two weeks, twice a month, or once a month) for each employee during
the month of November. Enter these amounts in the spaces provided
on the payroll sheets.
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2.

Determine thD amount of income tax to be deducted from each
employee's wages and enter these amounts in the spaces provided
on the payroll sheets.

3.

Determine the amount of Canada Pension Plan (C.P.P:) contributions
to be deducted from each employee's wages.
Enter these amounts in
the spaces provided on the payroll sheets.

4.

Determine the amount of Unemployment Insurance (U.I.C.) contributions to be deducted from each employee (using the Table of Contributions and Deductions from Wages). Enter these amounts in the
spaces provided, on the payroll. sheets.

54

Add up the total deductions for income tax, Canada Pension Plan
and Unemployment Insurance contributions for each employee, and
enter these totals in the spaces. provided on the payroll sheets,

6.

Calculate the net pay which is to be paid to each employee and
enter these amounts in the spaces provided on the payroll sheets.

T.

Add up the total income tax deductions and Canada. Pension Plan
contributions deducted from all employees during the month of
November. Fill out a "Tax Deduction
Canada Pension Plan Remittance Return", Form PD7A,and make out a cheque (payable to the
Receiver General of Canada) for this amount.

8.

Add up the total Unemployment Insurance contributions deducted from
all employees during the month of November. Fill out a "Bulk
Payment Monthly Remittance"
Form UIC 443D, and make out a cheque
(payable to the Receiver General of Canada) for this amount.

9.

Complete an "Employee's Contribution Record"
Form UIC 443 for
each insurable employee (that is, each employee who has Unemployment Insurance contributions deducted from his wages or salary).
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TO 1

DEPARTMENT OF NATIONAL REVENUE, TAXATION

Ray. 1972

EMPLOYEES TAX DEDUCTION RETURN
Complete and file one copy of this return with your employer
(a) when you commence employment, or (b) within seven days of any change affecting your personal exemptions.
If you do not file this return, as required, Income tax will be deducted as though you were a single person without dependents.
Do not claim a child or other dependant whose net income for the year will exceed 51,600.
Net income of your spouse or dependants includes any pension or supplement under the Old Age Security Act or Aril, similar Act
of a province, benefits under the Canada or Quebec Pension Plan or the Unemployment Insurance Act, 1971.

&Melte*

Family or Last Name (Print)
Usual First Name and InitialS

Social Insurance Number

Ifelr6V

6'1y19'/
7161x17
Date of Birth

ri) pat%)

Present Address (Permanent address)

Name and Address of Spouse

Month

Day I

Claim for Personal Exemptions
Basic Personal Exemption

$

Age Exemption-11 you are 65 years of age or over

Claim 9650

1,500

10.
11' $

Married or Equivalent ExemptionIf applicable, check

and claim only one of these 4 items.
If your spouse's net income, while milled, will exceed $1,600 in the year, you may not claim this exemption.

Married and supporting spouse
1. whose net income for the year, while married, will not be over 5250
Claim $ 1. 3 5 0
2. whose net income for the year, while married, will be over $250 but not over S1,600
$ 1, 6 0 0
Less: spouse's net income
Claim S.

Single. divorced, separated or widow(er)

$

Exemption may be claimed for a relative (a) wholly dependent on you or on you and one or more other persons and (b) living

In a dwelling (in which you reside) maintained by you or by yr and such other persons of whom the dependant is also a
relative. (You may claim here only if it has been agretd that no other person will claim for the same dependant or in respect
of the same dwelling.)
If the dependant's
3. net income for the year will not be over $250, provide details below' and claim $1,350
4. net income for tf.r year will be over $250, but not over $1,600
ft 1. 6 0 0
Less: dependant's net income
Provide details below' and claim $
Dependant's name
'Relationship to you

Exemption for Wholly Dependent Children
Exemption may be clairmJ for a wholly dependent son, daughter, grandchild, niece or nephew under age 21 or any age if in fulltime attendance at a school or university or infirm. A niece or nephew may be claimed only if (a) you have complete custody and
control of the child, or (b) the child resides in Canada and also the mother is a widow or is separated or divorced and does not
receive alimony or similar allowance for the child's maintenance or tile father is mentally or physically infirm. Provide details below
end claim according to the age and estimated net income of the child, is follows:
Under age 16 at end of the yearIf net income will not be over 51,000, claim 5300. (If net income will be over 51.000 but not
ever 51,600, claim 5300 minus one-half the amount by which income tceeds 51,000.)
Age 16 or over at end of the year--If net income will not be over il,050; claim $550. (if net income will be over $1,050 but
not over 51,600, claim s550 minus the amount by which income exceeds 51,050.)
No claim may bt made here for a child you have claimed in items 3 or 4 above.
Name of child
Relationship
Estimated annual
Year of
If over 21. State school
(Attach list if specs is insufficient)
to you
attended or whether infirm
net income
Birth

$
$

$
fv. $

Exemption for Other Dependants

(A) Parents, Grandparents, Brothers or Sisters (including in-laws)
(0) Aunts or Uncles Resident in Canada (including in -laws)
Provide details below and claim estimated amount to be spent in support of each dependant (not exceeding the maximum which is
determined according to the age and income of the dependanfas described in the "Exemption for Wholly Dependent Children" area
above. If any other person also contributes to the support of a dependant listed here, the combined amount claimed by you and such
Other person must not exceed the allowable maximum determined for that dependant. No claim may be made for (a) a dependant
over age 21 who is not mentally or physically infirm (tiniest' that dependant is a brother or sister in full-time attendance at a school
Or university) or (b) a dependant you have claimed in items 3 or 4 above.
Name and address of dependant
(Attach list if space is insufficient)

Dependants
Relationship Net income
to you
in year

Estimated 'moult
Year of

Birth

you will spend tit
support of depenoant

If over 21, stare school
attended or
whether infirm
$

Total Personal Exemptions

$

I 506

Claim for Tuition Fees by Students OnlyClaim the amount by which the tuition fees exceed the total (less 5500)
Of all scholarships. fellowships or bursaries which will be received during thil calendar year. Inquire at your District Taxation Olfice $
for further information.

Total Claim(This entry will not be less than $1,500)
Exemption Claim for Casual. Seasonal or Part-time Employment(Veic/for currant calendar year only)
.

This area must be completed by an employee who is receiving pay at a rate that is subject to tax deduction but who claims exemption
because total earnings (including free board and lodging) from all sources for the full calendar year will be less than the total persona'
exemptions claimed. No claim may be made here by e person not resident in Canada for the whole year unless his earnings for the
year in Canada, will be less than his exemptions apportioned to the period of residence in Canada.
Income to date this year from all sources
Estimated income for remainder of year from all sources
Total estimated income from all sources

$

J, 500

$
$
$

Certification
I HEREBY CERTIFY that the information given in this return is we, Correct and complete to the best of my knowledge and belief.

eignatrre_

Date

silt_

It Is sserious offence to maker Wee return.
WernIng: An employer should refer a form TD I containing doubtful statements to the District Taxation Office. Any person rho knowingly soca la a form TI71 containing MN.
or deceptive electrum commits gangue offense. Employers must retain completed forms TD1 for Inspection by officers of the Department of National Revenue, Taxation.
EX9M &Inboard and ptinclibed by the Minister of National Revenue
(Francais au vela)
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"D 1

DEPARTMENT OF NATIONAL REVENUE, TAXATION

Fay.1972

EMPLOYEE'S TAX DEDUCTION RETURN
Complete and file one copy of this return with your employer
CANADA

(a) when you commence employment, or (b) within seven days of any change affecting Your personal exemptions.
If you do not file this return, as required, income tax will be deducted as though you were a single person without dependants.
Do not claim a child or other dependant whose net income for the year will exceed S'.600.
Net income of your spouse or dependants includes any pension or supplement unde the Old Age Security Act or any similar Act
of a province, benefits under the Canada or Quebec Pension Plan or the Unemployri ent Insurance Act, 1971.

Family or Last Name (Print)
Usual First Name and Initials

4

Social Insurance Number

r`(.M.'1E4

31-7,
/I3.2IlJ
I

51) ri rt)

Date of Birth

Present Address (Permanent address)

Name and Address of Spouse

Month

Day

..)1413_

Claim for Personal Exemptions
Basic Personal Exemption

$

Age Exemptionlf you are 65 years of age or over
Married or Equivalent ExemptionIf applicable. check(/ and claim only one of these 4 items.

Claim 5650

le $

Year

1,500

if your spouse's net income, while married, will exceed $1,600 in the year, you may not claim this exemption.

Married and supporting spouse
1. whose net income for the year, while married, will not be over $250
Claim $1,350
2. Whose net income for the year, while married, will be over $250 but not over 51.600
5 1, 6 0 0
Less; spouse's net income $
Claim

Single. divorced, separated or w7dow(er)

$

/, 35a.)

$

30-6
3c-o

Exemption may be claimed for a relative (a) wholly dependent on you or on you and one or more other persons and (b) living
In a dwelling (in which you reside) maintained by you or by you and such other persons of whom the dependant is also a
relative. (You may claim here only if it has been agreed that no other person will claim for the same dependant or in respect
of the same dwelling.)
If the dependant's
3. net income for the year will not be over $250, provide details below' and claim $1,350
$ 1, 6 00
4. net income for the year will be over 5250, but not over 51,600
Less: dependant's not income
Provide details below' and claim $
'Dependant's
'Relationship to you

Exemption for Wholly Dependent Children
Exemption may be claimed for a wholly dependent son, daughter, grandchild, niece or nephew under age 21 or any age if in fulllime attendance at a school or university or infirm. A niece or nephew may be claimed only if (a) you have complete custody and
control of the child. or (b) the child resides in Canada and rIso the mother is a widow or is separated or divorced and does not
receive alimony or similar allowance for the child's maintenance, or the father is mentally or physically infirm. Provide details below
and claim according to the age and estimated net income of %he child, as follows:
Under age 16 at end of the year If net income will not be over $1,000, claim $300. (If net income will be over $1,000 but not
over $1,600, claim $300 minus one. half the amount by which income exceeds $1,000.)
Age 16 or over at end of the year If net income will not be over $1,050, claim $550. (If net income will be over 51,050 but
not over $1,600, claim $550 minus the amount by which income exceeds $1,050.)
No claim may be made here for a child you have claimed In items 3 or 4 above.
Name of child
Relationship
Estimated annual
Year of
If over 21, state school
(Attach list if space is insufficient)
to you
net income
attended or whether infirm
Birth
.

rilYirt)

3,414.d.725-4

_._.

$
$

$

Exemption for Other Dependants

(A) Parents, Grandparents, Brothers or Sisters (including in-laws)
(B) Aunts or Uncles Resident in Canada (including in-laws)
Provide details below and claim estimated amount to be spent in support of each dependant (not exceeding the maximum which is
determined according to the age and income of the dependant as described in the "Exemption for Wholly Dependent Children" area
above. If any other person also contributes to the support of a dependant listed here. the combined amount claimed by y..iu and such
Other person must not exceed the allowable maximum determined for that dependant. No claim may be made for (a) a dependant
over age 21 who is not mentally or physically infirm (unless that dependant is a brother or sister in full-time attendance at a school
or university) or (b) a dependant you have claimed in items 3 or 4 above.

Dependant's
Relationship Net income
to you
in year

Name and address of dependant
(Attach list if space is insufficient)

Year of

Birth

Estimated amount
you will spend in
support of dependant

If over 21. state school
attended or
whether infirm
6'

.

$

Total Personal Exemptions

$

Claim for Tuition Fees by Students Only Clai.o the amount by which the tuition tees exceed the total (less $500)
Of all scholarships, fellowships or bursaries which will be received during the calendar year. Inquire at your District Taxation Othce $
for further information.

Total Claim (This entry will not be less than $1,500)

Exemption Claim for Casual. Seasonal or Part-time Employment(Valid for current calendar year only)
This area must be completed by an employee who is receiving pay at a rate that is subject to tax deduction but who claims exemption
because total earnings (including free board and lodging) from all sources for the full calendar year will be less than the total personal
exemptions claimed. No claim may be made here by a person not resident in Canada foi the whole year unless his earnings for the
year in Canada, will be less than his exemptions apportioned to the period of residence in Canada.
Income to date this year from all sources
Estimated Income for remainder of year from all sources
Total estimated income from all sources

$
$

Certification
I HEREBY CERTIFY that the information given in this return is true, correct and complete to the best of my knowledge and belief.

eignatu
W
or

1/10

Dat

.

1a

his a Orion offence to mekeefetse return.
9: An employer Should refer a form TD1 containing doubtful statements to the District Taxation Office. Any arson who knowingly* opts a form TD1 containing fable
waive statements commits a WOW{ ollence. Employers must retain completed forms-TD1 for inspection by officer* of the Dapartm nt of National Revenue, Taxation.
FOUR &Wall:1124d arktpreacted by the Minister of National Revenue
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FAB26
DEPARTMENT OF NATIONAL REVENUE, TAXATION

TD 1
Flev.1S72

EMPLOYEE'S TAX DEDUCTION RETURN
Complete and file one copy of this return with your employer

('a) when you commence employment, or (b) within seven day; .iny change affecting your personal exemptions.
If you do not file this return, as required, income tax will be deduc.:b as though you were a single person without dependants.
CANADA
Do not claim a child or other dependant w lciA3 net income for the y,sar will exceed S1,600.
Net income of your spouse or dependants L.cludes any pension or supplement under the Old Age Security Act or anysimIler Act
of a province, benefits under the Canada or Quebec Pension Plan or the Unemployment Insurance Act, 1971.
Family or Last Name (Print)
Social Insurance Number
Y1,4041E111
Usual First Name end Initials
711
111-11
PresentAddress (Permanent address)
Date of Birth

n

111.z41316 1/1Y

I

Name and Address of Spouse

Month

Day

I Year

Claim for Personal Exemptions
Basic Personal Exemption

D$

Age Exemption If you are 65 years of age or over

Claim 8650

I,500

$

Married or Equivalent Exemption ti applicable, check

and claim only one of these 4 items.
If your spouse's net income, while married, will exceed $1,600 in the year, you may not claim this exemption.

Married and supporting spouse
1. whose net income for the year, while married, will not be over $250
Claim $1, 3 5 0
2. whose net income for the year, while married. will be over $250 but not over S1,600
1, 6 0 0
Less: spouse's net income $
Claim

Single, divorced, separated or widow(er)

$

Exemption may be claimed for a relative (a) wholly dependent on you or on you and one or more other persons and (b) living
In a dwelling (in which you reside) maintained by you or by you and such other persons of whom the dependant is also a
relative. (You may claim here only if it has been agreed that no other person will claim for the same dependant or in respect
Of the same dwelling.)
If the dependant's
3. net income for the year will not be over $250, provide details below and claim 81,350
4. net income for the year will be over $250, but not over $1,600
6 1, 6 0 0
Less: dependant's net income
Provide details below and claim
'Relationship to you

'Dependant's name

Exemption for Wholly Dependent Children
Exemption may be claimed for a wholly dependent Son, daughter. grandchild, niece or nephew under age 21 or any age if in fulltime attendance at a school or university or infirm. A niece or nephew may be claimed only if (a) you have complete custody and
control of the child, or (b) the child resides in Canada and also the mother is a widow or is separated or divorced art' does not
receive alimony or similar allowance for the child's maintenance, or the father is mentally or physically infirm. Provide det.ils below
end claim according to the age and estimated net income of the child, as follows:
Under age 16 at and of the year If net income will not be over 51,000, claim S300. (If net income will be over $1,000 but not
over $1,600, claim $300 minus one-half the amount by which income exceeds $1,000.)
Age 16 or over at end of the year If net income will not be over S1,050. claim $550. (If net income will be over 81,050 b
not Over $1,600, claim $550 minus the amount by which .ncome exceeds $1,050.)
No Claim may be made here for a child you have claimed in items 3 or 4 above.
Name of child
Relationship
Estimated annual
If over 27, state school
Year of
(Attach list it space is insufficient)
to you
net income
attended or whether inlirm
Birth
$
$
$

$

Exemption for Other Dependants

(A) Parents, Grandparents, Brothers or Sisters (including in-laws)
(B) Aunts or Uncles Resident in Canada (including in-laws)
Provide details below and claim estimated amount to be spent in support of each dependant (not exceeding the maximum which is
determined according to the age and Inc, me of the dependant as described in the -Exemption for Wholly Dependent Children" area
ebove. If any other person also contributes to the support of a dependant listed here, the combined amount claimed by you and such
Other person must not exceed the allowable maximum determined for that dependant. No claim may be made for (a) a dependant
over age 21 who is not mentally or physically infirm (unless that dependant is a brother or sister in full -time attendance at a school
or university) or (b) a dependant you have claimed in items 3 or 4 above,
Name and address of dependant
(Attach list it space is insufficient)

Total Personal Exemptions

Dependant's
Relationship Net income
to you
in year

Year of

Birth

Estimated amount
you will spend in
support of dependant

II over 21, state school
attended or
whether inlirm

1

$

I r(cIA

Claim. for Tuition Fees by Students Only Claim the amount by which the tuition fees exceed the total (less $500)
of all scholarships, fellowships or bursaries which will be received during the calendar year. Inquire atyour District TaNation Office $
for further information.

Total Claim (This entry will not be less than SI 500)

Exemption Claim for Casual, Seasonal or Part-time Employment(Valid for current calendar year only)

$

This area must be completed by an employee who is receiving pay at a rate that is subject to tax deduction but who claims exemption
because total earnings (including free board and lodging) from all sources for the full calendar year will be less than the total personal
exemptions claimed. No claim may be made here by e person not resident in Canada for the whole year unless his earnings for the
yearin Canada. will be less than his exemptions apportioned to the period of residence in Canada.
Income to date this year from ali sources
Estimated income for rertiainder of year from all sources
Total estimated income from all sources

D6

$
$
$

Certification
HEREBY CERTIFY that the Information given in this retum is true, correct and complete to the best ofmy knowledge and belief.
Signature

A

Date

It le a serious offense to makes false return.

19 1

Wernlaj: An employer should refer a form TDI containing doubtful statements to the District Taxation Office. Any person who knowingly accepts a form TD I containing false
Of deceptive statements commits, a serious 011enCe. Employers must retain completed toms TDI to, Inspection by 01iiC0IS et the Department 01 National Revenue, Taxation.
Form authotlzad and prescribed by the Minister of National Revenue
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TD

6 DEPARTMENT OF NM 'ONAL REVENUE. TAXATION

rev. 197,2

EMPLOYEES TAX DEDUCTION RETURN
Complete and file one copy of this return with your employer
(a) when you commence employment, or (b) within seven days of any change affecting your personal exemptions.
If yoo do not file this return, as required, income tax will be deducted as though you were a single person without dependants.
Do rnt claim a child or other dependant whose net income for the year will exceed $1,600.
Net income of your spouse or dependants includes any pension or supplement under the Old Age Serti.'Ity Act or any similar Act
of a province, benefits under the Canada or Quebec Pension Plan or the Unemployment insurance At.t, 1971.

CANADA

Family or Last Name (Print)
Usual First Name and Initials

Social Insurance Number

x-46140

610131314i6li /iz,

JIM

PresentAddress (Permanent address)
Name and Address of Spouse

Date of Birth

JELL& u-) GReAr<

Dot

InAeaeClaim for Personal Exemptions

I

Month

rem

1,500

Basic Personal Exeription
Age Exemption If !,ou are 65 years of ago or over
Married or Equivalent Exemption if applicable, check Oand claim only one of these 4 items.

Claim $650

$

lf your spouse's net income, while married, will exceed $1,600 in the year. you may not claim this exemption.

Married and supporting spouse
1. whose net income for the year, while married, will not be over $250
Claim VI , 3 5 0
2. whose net income for the year, why') married, will be over sno but not over $1,600
600
$
Less: spouse's net income $
Claim

Single, divorced, separated or widow(er)
Exemption may be claimed for a relative (a) wholly dependent on you or on you and one or more other persons r.nd (b) living
In a dwelling (in which you reside) maintained by you or by you and such other persons of whom the dependant is also a
relative. (You may claim here only if it has been agreed that no other person will claim for the same dependant or in respect
of the same dwelling.)
If the dependant's
3. net income for the year will not be over 5250, provide details below' and claim $1,350
4. net income for the year will be over $250, but not over $1,600
$ 1, 6 0 0

s

1,36-6

Less: dependant's net income
Provide details below" and claim 6
*Relationship to you

"Dependant's name

Exemption for Wholly Dependent Children
Exemption may be claimed kit a wholly dependent son, daughter, grandchild, niece or nephew under age 21 or any age if in fulllime attendance at a school or university or infirm. A niece or nephew may be claimed only if (e) you have complete custody and
control of the child, or (b) the child resides in Canada and also the mother is a widow or is separated or divorced and does not
receive alimony or similar allowance for the child's maintenance, or the father is mentally or physically infirm. Provide details belotv
end claim according to the age and estimated net income of the child, as follows:
Under age 16 at end of the yearIf ;et income will not be over e1,000, claim S300. (If net income will be over 31,000 but not
over $1,600, claim $300 minus one-half the amount by which income exceeds $1 ,000.)
Age 16 or over at end of the year If net income will not be over $1,050, claim $550. (If net Income will be over $1,050 but
not over $1,600, claim $550 minus the amount by which income exceeds (1,050.)
No claim may be made here for a child you haVe claimed in items 3 or 4 above.
Name of child
If over 21, state school
Relationship
Estimated annual
Year of
(Attach list if space is insufficient)
to you
Birth
net income
attended or whether infirm

Mast{

imo.

$
$

3C50

300

$

Exemption for Other Dependants

(A) Parents, Grandparents, Brothers or Sisters (Including in-laws)
(B) Aunts or Uncles Resident in Canada (including in-laws)
Provide details below and claim estimated amount to be spent in support of each dependant (not exceeding the maximum which is
determined according to the age and income of the dependant as described in the "Exemption for Wholly Dependent Children- area
above. If any other person also contributes to the support of a dependant listed here, the combined amount claimed by you and such
Other person must not exceed the allowable maximum determined for that dependant. No claim may be made for (a) a dependant
over age 21 who is not mentally or physically infirm (unless that dependant is a brother or sister in full-time attendance at a school
or university) or (b) a dependant you have claimed in items 3 or 4 above.
Name and address of dependant
(Attach list if space is insufficient)

Dependant's
Relationship Net income
to you
in year

Year of

Birth

Estimated amount
You will spend in
support of dependent

If over 21, state school
attended or
whether infirm

$
$

Total Personal Exemptions
Claim for Tuition Fees by Students OnlyClaim the amount by which the tuition fees exceed the total (less $500)

Of all scholarships, fellowships or bursaries which will be received during the calendar year. Inquire at your District Taxation Office,. $
for further information.

46.1,

Total Claim (This entry will not be less then $1,500)

Exemption Claim for Casual, Seasonal or Part-time Employment(vaild for current calendar year ..,71y)
This area must be completed by an employee who le receiving pay at a rate that Is subject to tax deduction but who claims exemption
because total earnings (including free board end lodging) from all sources for the full calendar year will be lass than the total personal
',exemptions claimed. No claim may be made here bye person not reildent in Canada for the whole year unless his earnings for the
year In CanachewIll be less than his exemptions apportioned to the period of residence in Canada.
Income to date this year from all sources
lk
Estimated Income for remainder of year from all sources
IP
Total estimated, Income from all sources

Certification
I HEREBY CERTIFY that the information given In this return !sumo, correct and complete to the beet of m knowledge end belief.

eigneture

Date

-f-14641*--40et

1822_

It le sorlotil &itinerate make Nabs return.
Warning: An employer should refer s form TD1 containing doubtful 'Memento to the DIStrict Taxation otno An4erson who knowingly accepts a form T01 containing false

or deceptive alatenlenta dOmm.l11111111dOtta 011ende, in1PloYers must retain completed forms TIM for Inspection by officers of the Department of National Revamp, Texeilen.
Form authorized end prescribed by the Minister of National Revenue
(Rangel* au versa)
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IL
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lb,

II

DEPARTMENT OF NATIONAL REVENUE, TAXATION

'VD 1

EMPLOYEE'S TAX DEDUCTION RETURN

Rue, 1072

Complete and file one copy of this return with your employer
(a) when you commence employment, or (b) within seven days of any change affecting your personal exemptions.
e It you do not file this return, as n,quired, income tax will be deducted as though you were a single person without dependants.
CANADA
Do not claim a child or other dependant whose net income for the year will exceed $1,600.
Net income of your spouse or dependants Includes any pension or supplement under the Old Age Security Act or any similer Act
of a province, benefits under the Canada or Quebec Pension Plan or the Unemployment Insurance Act, 1971.
arnily or Last Name (Print)
Social Insurance Number
Usual First Name and Initials

lb '6 171 /

hosentAddreas (Permanent address)4"149
Name and Address of Spouse

bet/

Date of Birth

L3/21F.Eic
Day

1:!!

Month

I

Claim for Personal Exemp ions
Basic Personal Exemption

$

Age Exemption If you are 66 years of age or over

Claim 5550

1,500

$

Married or Equivalent Exemption If applicable, checkPjand claim only

one of these 4 items.
If your spouses net income, while married, will exceed $1,600 in the year, you may not claim this exemption.

Married and supporting spouse
1. whose net Income for the year, while married, will not be over $250

Claim t.1 , 3 5 0

2- whose net income for the year, while married, will be over $250 but not over $1,600

$ 1, 6 0 0

Less: spouse's net income $
Claim

Single, divorced, separated or widow(er)

s

Exemption may be claimed for a relative (a) wholly dependent on you or on you and one or more other persons and (b) living
in a dwelling (in which you reside) maintained by you or by you and such other persons of whom the dependant is also a
relative. (You may claim here only if it has been agreed that no other person will claim for the serer) dependant or in respect
of the same dwelling.)
If the dependent's
3. net income for the year will not be over $250, provide details below' and claim $1,360

U 4. net income for the year will be over $250, but not over $1,600

366

$ 1, 6 0 0
Less: dependant's net income $
Provide details below and claim $
'Relationship to you

'Dependant's name

Exemption for Wholly Dependent Children
Exemption may be claimed for a wholly dependent son, daughter, grandchild, niece or nephew under age 21 or any age if in fulllime attendance at a school or university or infirm. A niece or nephew may be claimed only if (a) you have completp cbstody and
control of the child, or (b) the child resides in Canada and also the mother is a widow or Is separated or divorced ana does not
secelve alimony or similar allowance for the child's maintenance, or the (ether is mentally or physically infirm. Provide details below
and claim according to the age and estimated net Income, at the child, as follows:
Under age 16 at end of the year If net income will not be over $1,000, claim $300. (If net Income will be over $1.000 but not
over $1,600, claim 8:300 minus one-half the amount by which income exceeds $1,000.)

Aqe 16 or over at end of the year If net income will not be over $1,050, claim $550. (If net income will be over $1,050 but
not over 81,600. claim 1550 minus the amount by which income exceeds $1,050.)
No claim may be made here for a child you have claimed in items 3 or 4 above.
Name of child
Relationship
Estimated annual
Year of
(Attach list if :pace is insufficient)
to you
net income
Birth

'Tc-8
C &IS'

If over 21, stale school
attended or whether infirm

6r14i )

s

9,411C-Ft7E15

s

loO

s

Exemption for Other Dependants

(A) Parents, Grandparents, Brothers or Sisters (including in laws)
(B) Aunts or Uncles Resident in Canada (including in ;aws)
provide details below and claim estimated amount to be spent in support of each dependant (not exceeding the maximum which is
determined according to the age and income of the dependant as described in the "Exemption in( Wholly Dependent Children" area
Above. If any other pc:son also contributes to the support of a dependant listed here, the combi.led amount claimed by you cud such
Other person must not exceed the allowable maximum determined for that dependant. No claim may be made for (a) a dependant
over age 21 who is not mentally or physically infirm (unless that dependant is a brother or sista.. in fu -time attendance at a school
Of university) or (b) a dependant you have claimed in items 3 or 4 above.
Name and address of dependant
(Attach list if space is insufficient)

Dependant's
Relationship Net income
to you
in year

Year of

Birth

Estimated.amount
you
will spend in
1'
support of dependant

I! over 21, state school
attended or
whether Munn

Total Personal Exemptions

s
s
s

.3, 7 Lrb

$

ci3(26

Claim for Tuition Fees by Students OnlyClaim me amount by which the tuition fees exceed the otal (less $500)

of all scholarships. fellowships or bursaries which will be rece,ud during the calendar year. Inquire at your District Taxation Oltice
for further information.

Total Claim(This entry will not be less than 31,500)

Exemption Claim for Casual, Seasonal or Parttirne Employment(Validfor current calendar yeor only)
This area must be completed by an employee who is receiving pay at a rate that is subject to tax deduction but who claM s exemption
because total earnings (including free board and lodging) from all sources for the full calendar yezr will be less than the tc tal personal
exemptions claimed. No claim may be made here by a person not resident in Canada for the whole year unless his earn.ngs far the
year in Canada, will be less than his exemptions apportioned to the period of residence in Canada.
Income to date this year from all sources

$

Estimated income for remainder of year from all sources
Total estimated income Gem all sources

Certification
I HEREBY CERTIFY that the intonation given in this return is true, correct and complete to the best of my knowledge and belief.

eignatu

Date

2./

19'

72.

his Beerious offence to metal feas rehire.
Warning: An employer should r er form TDt containing doubtful statements to the MIAMI Taxation Office. Any net
n 'who knowingly accepts a form TOt containing false,
Of deceptive statements commit* a serious gifenCe, Employers must retain completed forms TD t for inspection by officer* of
usow.a,,vm of ;icional Revenue, Taxation.
Farm authorized and preacribed by theMinieter of National Revenue
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FAB26
TD 1

DEPARTMENT OF NATIONAL REVENUE, TAXATION

Rev. 1972

EMPLOYEE'S TAX DEDUCTION RETURN
Complete and file one copy of this return with h your employer
CANADA

(a) when you commence employment, oi'lb) within seven days of any change affecting your personal exemptions.
If you do not file this return, as required, income tax will be deducted as though you were a single person without dependants.
Oo not claim a child or other dependant whose net income for the year will exceed $1.600.
Net income of your spouse or dependants includes any pension or supplement under the Old Age Security Act or any similar Act
of a province, benefits under the Canada or Quebec Pension Plan or the Unemployment Insurance Act, 1971,

Family or Last Name (Print)
Usual First Name end Initials

Social Insurance Number

6 :321517

NIStiktEJ

Present Address (Permanent address)

Date

Name end Address of Spouse

Day

Month

Claim for Personal Exemptions
Basic Personal Exemption

$

Age Exemption If you are 65 years of age or over
Married or Equivalent ExemptionII applicable. check Pland claim only one of these 4 items.

413

Birth

Claim $650

Year

1,500

$

If your spouse's net income, while married, will exceed $1,600 vi the year, you may not claim this exemption.

Married and supporting spouse
1, whose net income for the year, while married, will not be over $250
Claims 1, 3 5 0
$ 1, 6.0 0
Li 2, whose net income for the year, while married, will be over $250 but not over $1.600
Less: spouse's net income $
Claim $

Single, divorced, separated or widow(er)

$

Exemption may be claimed fora relative (a) wholly dependent on you or on you and one or more other persons and (b) living
in a dwelling (in which you reside) maintained by you or by you and such other persons of whom the dependant is also a
relative. (You may claim here only if it has been agreed that no other personwill claim for the same dependant or in respect
of the same dwelling.)
If the dependant's
n 3. net income for the year will not be over $250, provide details below' and claim $1,350
LI 4. net income for the year will be over $250., but not over $1,6C0
$ 1,6 0 0
Less: dependant's net income

Provide details below end claim $
'Dependant's name

Relationship to you

Exemption for Wholly Dependent Children
Exemption may be claimed for a wholly dependent son, daughter, grandchild, niece or nephew under age 21 or any ago if in fulltime attendance at a school or university or infirm. A niece or nephew may be claimed only if (a) you have complete custody and
control of the child, or (b) the child resides in Canada and also the mother is a widow or is separated or divorced and does not
receive alimony or similar allowance for the child's maintenance,. or the lather is frontally or physically infirm. Provide details below
and claim according to the age and estimated net income of the child, as follows:
Under age 16 at end of the year 1: net income will not be over $1,000. claim $300. (If net income will be over $1,000but not
over $1,600, claim $300 minus one-half the amount by which income exceeds $1,000.)
Age 16 or over at end of the year If net income will not be over S1,050. claim $550. (it net income will be over 51,050 but
not over $1,600, claim $550 minus the amount by which income exceeds $1,050.)
No claim may be made here for a child you have claimed in items 3 or 4 above.
Name of child
Relationship
Estimated annual
Year of
11 over 21, state school
(Attach list ii space is insufficient)
to you
net income
Birth
attended or whether infirm
$
$
$
$

Exemption for Other Dependants

(A) Parents. Grandparents, Brothers or Sisters (including inlawa)
(6) Aunts or Uncles Resident in Canada (including inlaws)
Provide details beloW and claim estimated amount to be spent in support of each dependant (not exceeding the maximum which is
determined according to the ago. and income of thedependant as described in the "Exemption for Wnolly Dependent Children" area
ebcve. If any other person also contributes to the support of a dependant listed here, the combined amount claimed by ynu and such
Other person must not exceed the allowable maximum determined for that dependant. No claim may be made for (a) a dependant
over age 21 who is not mentally or physically infirm (unless that dependant is a brother or sister in fulltime attendance at a school
or university) or (b) a dependant you haioa claimed in items 3 or 4 above,
Name and address of dependant
(Attach list if space is insufficient)

Dependant's
Relationship Net income
to you
in year

Year of

Birth

Estimated amount
you will spend in
support of dependant

.....

ll over 21, state school
attended or
whether infirm
S
S

Total Personal Exemptions

$

500

Claim for Tuition Fees by Students OnlyClaim the amount by which the tuition fees exceed the total (less $500)
of all scholarships, fellowships or bursaries which will be received during the calendar year Inquire,at your District Taxation ()Mice $
for further information.

1) gest)

Total Claim(This entry will not be ;en than $1,500)
Exemption Claim for Casual, Seasonal or Part-time Employmant--(Velidlor current calendar year only)
This area must be completed by an employee who Is receiving pay at e rate that is subject to tax deduction but who claims exemption
becaure total earnings (including free boardend lodging) from all sources for the full calendar year will be less than the total personal
exemptions claimed. No claim may be made here by e person not resident in Canada for the whole year unless his earnings for the
year in Ca.nadawill be less than hh exemptions apportioned to the period of residence in Canada.
Income to date this year from all sources
lt $
Estimatect income for remainler of year front ell sources
Total estimated income from eff sources
$

r$

Certification
I HEREBY CERT' El' that the inforTation given in this return is true, corrcttt and Lomplete to ihe her. of my knowledge and belief.
Signature

Data
It lee serious offence to metre s Wee return.

47".."

9,72.-

Warning: An employer should refer form Tot containing doubtful ',Weal/ode to the District Taxation Office. AnY person who knowingly accepts a form 701 containing fat,»
01 deceptive statements commits a serious agency. Employers must tots., completed forms TD1 for insnection by offers Of the Department of National Revenue, Taxation.
Rem authorized and parsoritiod by the Minister of National Revenue
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SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB27

RECORDING THE PAYROLL

INSTRUCTOR' S. GUIDE

OVERVIEW
Proper payroll records must be kept by the businessman in order to
meet the regulations laid down by the Department of National Revenue,
Taxation Branch.
In lesson FAB26, "Payroll Deductions", the students
learned how to prepare records for individual employees. In this
lesson they learn how to record the payroll into their books and to remit
payments of withheld deductions as required by law.
A. payroll register is used to summarize the individual pay sheets
and to help--.in,the posting of the books.
information from the.payroll

register is used to determine what amounts to debit or credit to the.
various expense and payable accounts involved in payroll. The student
is shown.how to prepare the payroll register and then how to past the
General Ledger accounts from it.

OBJECTIVE
The students will be able to prepare and post a payroll register.

RESOURCES REQUIRED
1.

Exercise FAB27-1, "The Payroll Register".

2.

Multi-column Journal sheets.

FAB27

METHODOLOGY
1.

Hand out the Readings, and read the Purpose and Introduction.

In this lesson you will be shown how to record the information on individual pay sheets into a payroll register.

Detailed and accurate payroll records are needed for determining the amount of money paid out to employees, the amount of
money paid to the government on behalf of employees, and the
amount of money paid to the government on behalf of the business
as required by the Department of National Revenue for the
Unemployment Insurance Commission and Canada Pension Plan
regulations. All this information is recorded into a special
form called a payroll register.

OBJECTIVE:

THE STUDENTS WILL BE ABLE TO PREPARE AND POST A PAYROLL
REGISTER.

Stimulus
2.

Ask the students how they would record the payroll into the books
of the business.

Clarify the Problem
3.

Ddscuss, having the students outline as clearly as possible the
bookkeeping procOure they would follow.

Provide Information
4.

Suggest that a summary form called a payroll register is useful
in posting the payroll to the books of a business.

5.

Read Section 1 of the Readings.

1500

FAB27

CONTENT

The Payroll Register

1.

The manager of a business is interested in knowing the
total amounts of money paid in wages and withheld for Canada
Pension Plan, unemployment insurance and income tax. There-.
fore, each pay day, information-from indiyidual pay sheets
is collected on the payroll register.
Pay Day November 25, 19
2 weeks ending
TOTAL DEEXEMPTION
TOTAL INCOME
CATEGORY EARNINGS TAX
U.I.C. C.P.P. DUCTIONS

EMPLOYEE

NET
PAY

CHEQUE;

NUMBER

T. Bailey

4

250.00

38,85

2.25

4.08

45:18

204.82

37

C. Nimes

1

125.00

14.70

1.12

1.83

17.65

107.35

38

R. Roberts

4

300.00

53.75

2.70

4.98

61.43

238.57

39

T. Smith

2

205.00

32.45

1.84

3.27

37.56

167.44

40

880.00

139.75

7.91

14.16

161.82

718.18

TOTALS

Note:

Before the session, prepare several' payroll registers on

fEEfIip chart.
6.

Hand out multi-column Journal sheets to the students. Have them
head up the columns as illustrated in the example in the Readings.

7.

Read Section 2 of the Readings.
Instruct the students to follow
the recording-procedure outlined, using the information provided
in the pay Sheet of T. "bailey.

2.

Recording in the Payroll Register.
At the top of the payroll is the date of the end of the
pay period:
weeks ending November 25.
The name of each employee and all the necessary infornation on his pay sheet is recorded into the proper columns
of the payroll register.
Let us look at the entries for
1501

.

FAB27

T. Bailey. His payroll sheet, from which the information
is taken, is attached at the end of the lesson.

The name of the employee is written in the column of the
payroll register headed EMPLOYEE.

In the payroll register column headed EXEMPTION CATEGON,
the column number of the TAX DEDUCTIONS block on the pay
sheet is placed.
This indicates the category of exemptions
declared by the employee on his TD1 form. T. Bailey is
claiming $2,350.00 in exemptions, and is in category 4.
The TOTAL EARNINGS column indicates the gross earnings
of the employee during the pay period. During the two-week
period, T. Bailey has earned $250.00 gross.
In the INCOME TAX column is entered the amount of
income tax deducted from the present pay cheque and corresponds to the Leone tax figure on the pay sheet.
T. Bailey
has had $38. 6 deducted from his wages.
The amount of unemployment insurance deducted from the
present pay cheque is entered in the payroll register column
headed U.I.C. This figure corresponds to the unemployment
insurance figure on the individual's pay sheet. T. Bailey
has had $2.25 deducted from his gross earnings for unemployment insurance.

In thecolunn entitled C.P.P., the amount of Canada
Pension Plait contributions deducted from the gross earnings
-of the pay period is recorded.
The figure entered on the
payroll register corresponds to th,2 amount recorded in the
C.P.P. deduction column of the individual's pay sheet.
T, Bailey had contributed $4.08 to Canada Pension during
the pay period,
The deductions (income tax, U.I.C. and C.P.P.) are
totalled and the total is recorded in the payroll register
column entitled TOTAL DEDUCTIONS. Total. deductions for
T. Bailey during the period are $45.18.....
The fikure that is entered in the column NET PAY is the
difference between total earnings and total deductions.
This is the take-home pay of 'the employee.
T. Bailey receives
net pay of $204.82.

.

The number of the cheque issued to the employee for his
net pay is recorded in the payroll register column entitled
CHEQUE NUMBER. T. Bailey was given cheque number 38.
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Now that you have recorded all the information for
T. Bailey, you turn to the pay sheet of the next employee to
be paid and record the information in the same manner.
After all the pay sheets have been recorded into the
payroll register, you total the following columns:
Total Earnings
Income Tax
U.I.C.
C.P.P.
Totq.l Deductions

Net Pay
The totals are then used to journalize the. payroll.

8.

Have the students head up a Cash Payments Journal and a General
Journal.

9.

Read Section 3.
Instruct students to record deductions shown in
the Payroll Register, in the Cash Payments Journal and the General
Journal as shown in the examples.

3.

Journalizing and Posting the Payroll
After the totals of the deductions and the net pay are
found, you use these totals to record the payment of the
payroll into your Cash. Payments Journal and your General
Journal.
The-total of the net column is recorded in the Cash
Payment-Journal as follows:
la.41,10

Z/fit, teurru.a4-,

421/42014.44,/

i- Arms
to

.j:

Wages expense is debited $718.18 and bank is credited $718.18
,
cheques totalling
The entry shows that on NoVember 25, 19
details can be
$718.18 were given out for payroll. The
found in the payroll register and details for individuals can
be found in the pay sheets.
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The total amounts withheld from the employee's pay
cheques as required by the Department of National Revenue,
Taxation Branch, are recorded in the General Journal. The
totals for income tax and for Unemployment Insurance and
Canada Pension Plan contributions that were determined in
the payroll register are recorded in the General Journal.
The employer is required by law to contribute 1.4 times the
amount for Unemployment insurance and Canada Pension Plan,
and these are recorded in the General Journal.
The General Journal entries for November 25 are shown
below.

IMI:M5=1111111111
1111

lowernmnim
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The credit entries are immediately posted to the follow
ing accounts in the Accounts Payable Subsidiary Ledger:
(1)
(2)
(3)

income tax payable U.I.C.
C .P.P. employee
U.I.C.
C .P.P. employer -

The amount recorded to U.I.C.
C.P.P. as paid by the
employer is the sane as employee for C.P.P. and 1.4 times
employee U.I.C. $14.16 + (7.91 X 1.4) = $11.04.

The totals of the income tax payable, U.I.C.
C.P.P.
employee and U.I.C.
C.P.P. employer accounts,are posted
to the accounts payable control account in the General Ledger.
The off-setting debit entries are'posted to wages%
expense and U.I.C.
C.P.P. expense accounts in the General
Ledger.

10.

Explain the manner of determining the amount of UIC-CPP expense
and UIC-CPP employer., UIC -CPP expense is the amount shown in the
payroll register. The-'employer portion is simply the sum of the
CPP deductions for .the employees plus 1.4 times the employee
UIC deductions.
It should also be noted that wages expense recorded
in the Cash Payments Journal plus wages expense in the General
Journal should total the gross earnings of the employee as noted
in the payroll register under total earnings.
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12.

Cash Payment Journal

wages expense

$718.18

General Journal

wages expense

161.82

Total

$880.00

Read Section 4 of the Readings.
Instruct the students to record
the example in the Readings into their Cash Payments Journal.

Remittance of Income Tax, U.I.C. and c,P.P.

4.

The amounts withheld for. income thx, U.I.C. and C.P.P.
from the employee's pay cheques plus the amount contributed
for U.I.C. and C.P.P. by the employer must be remitted by
the 15th of the month following Lhe payment of wages.

The amount remitted is. the total of the income tax
C.P.P. employee and U.I.C.
payable, U.I.C.
C.P.P. employer accounts payable.

A cheque made payable to the Receiver General of Canada
is issued and sent to the nearest bank or credit union along
with the proper remittance form. The payment is recorded in
the Cash Payments Journal as follows:
is

a-eAt /

G.J-47+4-en"

44411L'xAedi Artha itAZ4J

41,24.4ed

facl-

114-nal6.ifirra sertriiiiiiiimimmissimmintormg
holmium' maim maim 111111m

111111

13.

Read and discuss Section 5 of the Readings.

5.

.Summary

,---.Wages represent a large expense item in most businesses
,and -this reason. alone would justify the keeping of special
payroll records. Another 'important reason for keeping
special payroll records is that government regulations demand
that they be kept. In this lesson you learned how to record
the information from the indivirlual. pay sheets onto a
payroll register. You then learned to post the totals from
the payroll register to the proper accounts in the General
Ledger.
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For your own purposes and protection, you must keep
proper up-to-date payroll records. Payroll records must
be kept on file until written permission is received from
the Department of National Revenue, Taxation Branch, that
Jiey can be destroyed. Your payroll records must be kept
up-to-date (as required-by law) in order that the Taxation
Branch can inspect them whenever rley wish.

Inlicator
14,
.

Hand out Exercise FAB27-1, "The Payroll Register".
Instruct
the students to prepare and post a payroll register using the
information in the exercise.
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PAYROLL REGISTER
Pay Period Ending November _18/72

EMPLOYEE

TOTAL DE NET
-INCOME
EXEMPTfON TOTAL
C.P.P.
DUCTIONS PAY
U.I.C.
CATEGORY '3ARNINGS TAX

CHEQUE
NO.

J. Goodlad

1

85.00

12.9,S

-.76

1.32

15.03

69.97

114

T. Lapointe

1

125.00

24.05

1.12

2.04

27.21

97.79

115

L. Miller

6

98.00

9.65

-.88

1.56

12.09

85.91

116

M. Warren

8

112.00

10.30

1.01

1.81

13.12

98.88

117

420.00

56.95

3.77

6.73

67.45

352.55

TOTALS

PAYROLL REGISTER
Pay Period Ending November 25/72

WI'
EMPLOYEE

t

CATEGORY

J. Goodlad

-0

el

4

EARNINGS TAX

TAL DEU.I.C. C.P.P. DUCTIONS

NET
PAY

CHEQUE
NO.

85.00

12.95

-.76

1.32

15.03

69.97

125.

T. Lapointe

1

125.00

24.05

1.12

2.04

27.21

97.79

126

L. Miller

6

98.00

9.65

-.88

1.56

12.09

5.91

127

M. Warren

8

112.00

10.30

1.01

1.81

13.12

98.88

128

420.00

56.95

3.77

6.73:

67.45

352.55

TOTALS
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SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB27

RECORDING THE PAYROLL

EXERCISE FAB27-1

THE PAYROLL REGISTER

North Country Outfitters Ltd. had agreed to provide guides to
an exploration crew going into the north.
John Smith, the manager,
had made arrangements with the exploration company to provide three
guides and a cook for a period of eight weeks starting October 2,
1972. The men would be paid by North Country Outfitters Ltd. John
would pay
man at the end of the week when the crew returnedIto
the base camp.
The pay sheets for each of the four men are attached.
Also attached are the payroll registers for the weeks ending:
October 7
October 14
October 21
October 28
November 4
November 11.

Instructions
-1.

2.

Prepare the payroll register for the weeks ending November 18
and November 25.
Post the entries for the remittance of income tax deductions
and U.I.C.
C.P.P. contributions up to'and including the week
ending November 4.

1511
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3.

Post the Cash Payments Journal for all payments over the period
October 2 to November 25, 1972, (use only information given),
and make the Journal entries for the collection of income tax
deductions and U.I.E.
C.P.P. contributions during the weeks
ending November 18. and November 25.
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PAYROLL REGISTER
Pay Period Ending October 7/72

EMPLOYEE

TNCOMW
EXEMPTION TOTAL
UIC
CATEGORY EARNINGS TAX

CPP

TOTAL DEDUCTIONS

NET
PAY

"CHEQUE
'

NO.*.

J. Goodlad

1

85.00

12.95 -.76 1.32

15.03

69.97

43

T. Li.iointe

1

125.00

24.05 1.12 2.04

27.21

97.79

44

L. Miller

6

98.00

9.65 -.88 1.56

12.09

85.91

45

M. Warren

8

112.00

10.30 1.0.1 1.81

13.12

98.88

46

420.00

56.95 3.77 6.73

67.45

352.55

TOTALS

PAYROLL REGISTER
Pay Period Ending October 14/72

EMPLOYEE

fNCOMh
gXEMPTION TOTAL
UIC
CATEGORY EARNINGS TAX

CPP

TOTAL DEDUCTIONS.

NET
PAY

'CHEQUE
NO.

J. Goodlad

1

85.00

12.95 -.76 1.32

15.03

69.97

51

T. Lapointe

1

12E.00

24.05 1.12 2.04

27.21

97.79

52

..,-

L. Miller

6

98.00

9.65 -.88 1.56

12.09

85.91

53

M. Warren

8

112.00

10.30 1.01 1.81

13.12

98.88

54

420.00

56.95 3.77 6.73

67.45

352.55

TOTALS
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PAYROLL REGISTER
Pay Period Ending October 21/72

EXEMPTION TOTAL
INCOME
CATEGORY EARNINGS TAX
UIC

EMPLOYEE

J. Goodlad

1

T. Tapointe

CPP

TOTAL DE-

ET

DUCHONS

PAY

CHEQUE

85:00

12.95 -.76 1.32

15.03

69.97

61

125.00

24.05 1.12 2.04

27.21

97.79

62

-.88 1.56

12.09

85.91

63,

64

1

L. Miller

6

98.00

M. Warren

8

112.00

10.30 1.01 1.81

13.12

98.88

420.00

56.95 3.77 6.73

67.45

352,551

TOTALS

9.65

PAYROLL REGISTER
Pay Period Ending October 28/72

,,

EMPLOYEE

INCOME
EXEMPTION`TOTAL
CATEGORY EARNINGS TAX
UIC

CPP

TOTAL DEDUCTIONS

NET,

PAY'

CHEQUE
NO.

J. Goodlad

1

85.00

12.95 -.76 1.32

15.03

69.97

71

T. Lapointe

1

125.00

24.05 1.12 2.04

27.21

97.79

72

L. Miller

6

98.00

9.65 -.88 1.56

12.09

85.91

73

M. Warren

8

112.00

10.3D 1.01 1.81

13.12

98.88

74

420.00

56.95 3.77 6.73

67.45

352.55

1UTALS
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PAYROLL REGISTER
Pay Period Ending November 4/72

EXEMPTION TOTAL
INCOME'
CATEGORY EARNINGS TAX
UIC

EMPLOYEE
J. Goodlad

1

85,00

TOTAL DECPP DUCTIONS

12.95 -.76 1.32

NET
PAY

CHEQUE
NO.

15.03

69.97

91

24.05 1.12 2.04

27.21

97.79

92

-.88,1.56

12.09

85.91

93

4

T. Lapointe

1

125.00

L. Miller:

6

98.00

M. Warren

8

112.00

10.30 1.01 1.81

13.12

98.88

420.00

56.95 3.77 6.73

67.45

352.55

TOTALS'

9.65

94

PAYROLL REGISTER
Pay Period Ending November 11/72

EMPLOYEE

J. Goodlad

INCOME
EXEMPTION TOTAL
CATEGORY EARNINGS TAX
1

85.00

UIC

NET
PAY

TOTAL DECPP DUCTIONS

12.95 -.76 1.32

15.03

CHEQUE
NO.

69.97

103

1

T. Lapointe

1

125.00

24.05 1.12 2.04

27.21

97.79

104

L. Miller

6

98.00

9.65 -.88 1.56

12.09

85.91

105

-112.00 -10.30 1.01 1.81

13.12

98.85

106

56.95 3.77 6.73

67.45

352.55

0

M. Warren

TOTALS

8

420.00
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SUBJECT

PERSONNEL MANAGEMENT

LESSON PM17

LABOUR LEGISLATION

INSTRUCTOR'S GUIDE

OVERVIEW
As future managers, the students will need to be familiar with the
labour legislation for their province or territory. Specific information can be obtained by writing to the Department of Labour at the
addresses listed under Reference Material for Instructor.
It is suggested that each student be provided with any pamphlets
which are available. The lesson should probably be conducted from
these materials.
It will be necessary for the instructor to go through
the material to determine what he wants the students to learn.
There
will be more detail than it is possible to give in one lesson.

OBJECTIVE

The students will bo introduced to provincial labour legislation;
they will be aware of 14nere they cr.. get additional information when
starting their businesses.

REFERENCE MATERIAL ROR INSTRUCTOR
1.

Archer, Maurice. An Introduction to Canadian Business. Toronto:
McGraw-Hill Company of CaniM-Iimited, 1967. pp. 117 - 123.

2.

Provincial Labour Standards, Department of Labour, Ottawa.

3.

Labour legislation and regulations for the provinces:
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a.

Department. of Labour,- St. John's, Newfoundland.

b.

Labour Branch, Department of Labour, Industry and Commerce,
P.O. Box 2000, Charlottetown, Prince Edward Island.

c.

Department of Labour, P.O. Box 697, Halifax, NovaScotia.

d.

Department of Labour, Fredericton, New Brunswick.

e.

Ministere du Travail et de la Main d'Oeuvre, Quebec, Quebec.

f.

Ontario Department of Labour, Information Service, 400
University Avenue, Toronto 100, Ontario.

g.

Manitoba Department of Labour, 600 Norquay Building, Winnipeg,
Manitoba.

h.

Director, Labour Standards, Saskatchewan Department of Labour,
Regina; Saskatchewan.

i.

Board of Industrial Relations, Government of Alberta, Edmonton_
6, Alberta.

Department of Labour, Govelment of the Province of British
Columbia, Victoria, British Columbia.

RESOURCES REQUIRED
1.

2.

Booklets -and pamplets summarizing labour legislation and reguProvide enough copies for each student.
lation for the provinces.

Resource person from the Department of Labour to answer questions
(Optional)
.after students have covered lesson material.

METHODOLOGY
1.

Do not hand out Readings immediately.

OBJECTIVE:

BE INTRODUCED TO PROVINCIAL LABOUR LEGISTHE STUDENTS
LATION; THEY WILL BE AWARE OF WHERE THEY CAN GET ADDITIONAL
INFORMATION WHEN STARTING THEIR BUSINESSES.
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Stimulus
2.

Ask students:
a.

b.
c.
d.

e.

What is the minimum wage in the province?
Who sets the minimum wage?
What is minimum working age?
What are the limited working hours?
Is there legiglation which attempts to prevent discrimination
in hiring employees?

Discuss these questions to determine the students' level of knowledge an labour regulations.

Clarify Problem
3.

Pass out Readings, and read Purpose, Introduction and Section 1.

PURPOSE
Each province has laws which govern various aspects of employer-employee relations. In this lesson you will discus-s, labour
legislation in a general way, and the labour legislation of your
province more specifically.

INTRODUCTION

There are both provincial and federal laws governing labour.
Federal labour legislation affects only those employees under its
jurisdiction; employees who work in navigation, shipping, railways, canals, telegraphS, steamship lines, ferries, airports, air
transportation, radio stations and various other works or projects financed by the federal government.
The rest of the labour force. zones under provincial legisSince the businesses you will be invollied with will not
likely come under federal legislation, this lesson will deal only
with provincial legislation. You will want to consider specifically the legislation which concerns your province.
lation.

CONTENT
1.

Types of Legislation
The following are the most common types of labour
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legislation enacted by the provinces.
a.

b.
c.
d.
e.
f.
g.

h.
i.
j..

k.

minimum wage
minimum age
limited working hours
annual vacation with pay
fair employment practices'
equal pay
apprenticeship
workmen's compensation
public holidays
weekly rest day
labour relations.

Further detail on each of these subjects may be obtained
from brochures and pamphlets issued by the various provincial
departments of labour.

.

Provide Information
4.

Have students read each of the Sections 2 - 12. After each section,
which comments in a general way on labour legislation common to
most of Canada, have students study the specific legislation and
regulations as the students deal with them.
It may be better to
deal with a summary of labour legislation and regulations if one
is available rather than go through the detailed acts.

2.

Minimum Wage

All provinces have laws which set minimum wages for
work in the province. This is to prevent exploitation of
employees by unscrupulous employers.

3.

Minimum Age

Every province has a minimum age below which it is unlawful to hire a person. The age may depend on the type of
employment.

4..

Limited Working Hours

Most provinces set a maximum number of hours which can
be worked an a daily and weekly basis.
Some provinces specify
that extra pay must be provided when an employee voluntarily
works more hours.
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5.

Annual Vacation With Pay
Every province has legislation which makes paid vacations compulsory. The number of days may vary from province to province.

6.

Fair Employment Practices
This legislation, in most provinces, attempts to prevent discrimination by employers and trade unions against
new employees and members of various races, colours, nationalitiesor religions.

7.

Equal Pay
Many provinces prohibit differences in pay between men
and women doing the same job.

8.

Apprenticeship
Some provinces require that workers in certain trades
(plumbers, carpenters, etc.), go through a period of training
before being allowed to offer their services as qualified
craftsmen.

9.

Workmen's Compensation
This legislation provides fOr a fund financed by elm'
ployers to pay compensation to an employee injured or disabled on the job. There are provisions for medical and hospital expenses, cash payments for loss of wages, a life pension for permanent disability-and monthly pension, funeral
expenses and a lump sum for the widow if the employee dies
as a result of injuries an the job.

10.

Public Holidays
Some province provide for payment of salaries on certain
public holidays even if the employee does not work. If the
employee does work, he must receive overtime rates.

11.

Weekly Rest Day
Most provinces require at least one rest day a week.
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12.

Labour Relations

All provinces have legislation to protect the rights of
employees and employers. The legislation provides for bargaining in good faith and compulsory conciliation in case of
deadlock.

5.

Have the students discuss the implications of each section for the
small businessman. Emphasize the need for the businessman to be
aware of labour legislation.

6.

Students should be given the address from which they can obtain
copies of labour legislation and regulation for their province.

7.

Read Section 13 of the Readings.

13.

Summary

The above summary of labour legislation will give you an
idea of what this legislation involves. You will want to
contact your Provincial Department of Labour for the specific
legislation which applies to your province.
No one can remember all of the details of this legislation, so it is
worthwhile having an up-to-date copy of all labour legislation in your province when you start business.

8.

If you think it would be beneficial, ask a resource person from the
Department of Labour to net with students to answer questions.
The resource person can be invited to net with the group the
following week.

Indicator.
9.

Group discussion.
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SUBJECT

MANAGEMENT PROCESS

LESSON MP12

ON-THE-JOB TRAINING

INSTRUCTOR'S GUIDE

OVERVIEW

This lesscn is intended to give the students some practical, anthe-job experience for a period of cne week. It will require considerable pre-planning and work, both by the instructor and the students, to
arrange for co-operating businesses with which the students can spend
a week.

It is important that the co-operating businessmen will also consider a one month job experience for the students after the course ends.
Depending on circumstances, ale or the other may not be possible. However, merchants who understand that there is a. possibility that the
students will help for one month at the end of the course, may be mrinten.sted in providing the week's experience now, since the training
provided may return some help.

Students should realize that it is they who will gain the most from

this arrangement. It costs a businessman money to train someone to do
a job. It should be understood by the businessmen that the students

get no salary or wage, since the intention is that they remain on train-

ing allowance..

The students car be involved in helping select co-operating businessmen who are in the type of business that interests them. These may be in
the student's home comnunity or in the community where the school is lo-.
cated. It is important that trail ning be kept to a minimum.

-
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It is not intended that students be involved in the finances of the
business, unless the businessman himself wishes to involve the student in
this aspect. Many businessmen will hesitate to provide this information
and students should be aware of this.
It is'desirable for the instructor to keep in touch with the students
and co-operating businessmen during the on-the-job training. There is a
real public relations job to be done to encourage continued co-operation
with businessmen. The student may also require some help in adjusting to
the new situation.

The instructor may find it impossible to arrange on-the-job training
in his area; he can then substitute a few days of observation o business by
The businesses observed should also be contacted in advance. The
students.
students should receive the same preparation as to what to look for in the
business and what public relations are required in dealing with the businesses
observed.
Whether the instructor chooses observation or on-the-job training, he
should adjust the timing of this lesson to meet the particular needs of his
class.
Ideally, the training experience should be conducted between lesson
100 and lesson 110.

OBJECTIVE
To provide students with on-the-job training for a period of one week.

RESOURCES REQUIRED
1_

Flip chart.

METROLOGY
1.

Hand out the Guidelines, and read the Purpose and Introduction.

PURPOSE

The purpose of this lesson is to provide you with guidelines
for on-the-job training.
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INTRODUCTION

You have campieted'approximately two-thirds of the course
material. You have had an opportunity to work on two projects
which should have been learning experiences. This lesson will
prepare you for on-the-job training in a business where you can
observe how business is conducted for a period of one week.
This learning experience should be very valuable to you.
On
your return to the course at the end of the week you should be
in a good position to discuss your experiences and to apply some
of the learning to previous lessons as well as to future lessons.

Stimulus
2.

Ask the students:
"How important is experience 'in preparing for a
future in the business world?"

Clarify Problem
3.

Discuss.this question with the students, listing reasons for and
against acquiring experience prior to managing a business.

4.

Ask the students to list on a flip chart what they would expect to
look for if they were to spend some time working in a business.

Provide Information
5.

Read sections 1 and 2 of the Guidelines.

CONTENT
1.

Objective of the On -the -Job Experience

The objective of the on-the-job training experience is to
provide you with an opportunity to observe real businesses at
work, and be involved in the actual operation of the business,
doing the jobs assigned by the manager.
You will hopefully
have an opportunity to talk to the manager about his operation
and learn a good deal about bow he runs his business. This
will help you see practical aspects of the course material, as
well as determinellow you might handle particular %ituations.
Experience is valuable because it helps you avoid
;king
serious mistakes.

1529

MP12

2.

Pointers On Whut to Look For
There are many things
look for in a business. Each
manager has his own way of managing his business. Some
managers will fallow the methods outlined in the course very
clOsely, others will differ greatly. Make your own list of
things you want to learn.
The following are a few of the aspects you may wish to
observe:
Management Process
Personnel
Marketing
Office Procedures
Production
The notes made after each of the following arc only general
guides. You will want to make them more specific for your
interest and the business in which you will work.
a.

Management
planning, organizing and directing functions
serve
in the business.
(1)

Who does the plamiing, when is it done, how is it

(2)

Haw would you draw the organizational chart of the
business? Does it follow the principles you studied?
How is the business directed?
Does one person or do many persons direct the business?
What relationship exists between employees and bosses?

done?

(3)

(4)
(5)

b.

Personnel
(1)
(2)
(3)
(4)
(5)

c.

W

many employees are there?
How is the morale in the business?
How are employees recruited, selected, trained?
Is there good communication with employees?
How does the manager discipline employees?

Marketina
Observe selling techniquesoterchandise layout and display.
(1)

(2)

Does the business have a good market potential?
Is it providing the product or service needed by the
'customers?

(3)
(4)
(5)
(6)

How does the manager deal with wholesalers?
Does he have a good relationship with them?
Who does the purchasing for the business?
How does he 1-now what and when to purchase?
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(7)

(8)
(9)

(10)
(11)
(12)

Where does the business keep its stock?
Is it handy, dry, and clean?
If the!business needs to change prices, how does
it arrive at new prices?
Does the business use advertising?
Is the manager involved in community activities?
How are pee, public relations maintained?

d.

Office Procedure
OE-serve the business office procedures, do they appear
to facilitate the work?

e.

Production
If you go to a business which is involved in production,
observe techniques of quality control, plant layout and
work simplification, ease of handling materials, maintenance of equipment.

Compare the suggestions in the Guidelines to those suggested by the
students. Can the students now suggest others?
6.

Read Section 3 of the Guidelines.

3,

Your Public Relations
The businessman who takes you for on-the-job training is
doing you a favour providing you with an opportunity to get
some experience. Although you will be doing some work for
him, you are the one who. stands to gain..the most.
It is important to remember that you are on-the-job
training to observe and learn what the businessman is doing
It is annoying to
and NOT TO TELL HIM HOW TO DO HIS WORK.
a businessman to be told how to run his business. Remember
that you are representing your school and that tile impression
you leave with the businessman may be a lasting one. You
should try to sell your desire to learn-rather than what you
know.

it must be remembered that there are many ways to run a
business. Your course will help you learn quickly, but remember that the methods discussed in this course are not the only
ones.
Each student will have a different experience. When
you return to the class for an evaluation of your on-the-job
training, it will be valuable to compare your different experiences.
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7.

Discuss. It is important for the students to realize that their
ehaviour with the businessmen can affect the school's reputation
and the future success of other snail business management students
wishing tosco-operate with businessmen.

,-The students should show a keen desire to learn from the
businessmen, without attempting to show off what they know. Often
students learning course material in a new field tend to be dogmatic.
Many businessmen may not wish to have principles or .theories preached
to them. It is suggested the students_ discuss together this point
to determine what their expectations and those of the businessmen
might be. They will require a great deal of flexibility in adjusting
to the situation they will face.
8.

Read Section 4 of the Guidelines:

4.

Summary
The on-the-job training is an opportunity to observe
businessmen conducting their businesses and to learn from
this experience.
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SUBJECT

MARKETING

LESSON m1cia3

ANALYZING YOUR MARKET

INSTRUCTOR'S GUIDE

OVERVIEW
One of the more difficult tasks facing the students in planning their
businesses is the forecasting of sales. It is not a precise science,
yet it is an essential step in preparing projected financial statements
for a lending agency.
In this last lesson in the Marketing subject area it is important
to emphasize the fact that C1 the work which goes intk planning a
business may be of little use unless the prospective businessman is
sure there is a market. This lesson therefore deals with how to forecast sales and estimate market share.
The. instructor should show the need for forecasting of sales in
order to complete the projected statements dealt with in lesson FAB42,
"Projected Financial Statements".

Students should also realize that the forecasting procedures should
be used after the business has been in operation for a time to see if
it is gaining or losing ground as compared to the total market.

OBJhCTIVE
The students will know the procedures used to forecast sales and
determine the market share for a business.
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REFERENCE MATERIAL FOR INSTR.- DR
1.

Cornwell, Arthur. Sales Potential andlAarket Shares. Leaflet
#112, Small Marketers Aids. Washington: Small Figaess Administration, 1968.

2.

Anthony, L. Edward. "Apprai,Ang the Market for the Services You
Offer". Small Marketers Aids, Annual No. 2. Washington: Small
Business Administration, 1960.

RESOURCES REQUIRED
1.

Flip chart

2.

Resource person experienced in sales forecasting, market survey and
analysis. Such a person will likely be associated with a lending
institution.

METHDDOLOGY
1.

Hand out the Readings, and read the Purpose and Introduction.

PURPOSE

In this lesson you will again look at the important topic of
forecasting sales and estimating your share of the market.

INTRODUCTION

This is the last lesson of the Marketing subject area. You
have learned that marketing is all the processes that conce,:n the
flow of goods and services from the producer to the consumer.
In lesson MXT3, you studied the topic, Sizing Up a Market
Opportunity". Now that we have looked at the other lessons in
this subject, it is important to come back to this topic.

You may still be wondering, "Wirpshould I worry about how
big my market will be?" or "Why should I try to estimate how big
my sales will be?" Or you may think, "It's too hard to predict
things in advance. ,Once I've run my business for a. year or two,
I'll have a better idea of how much I can sell. I'll know what
my share of sales should be."
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It is indeed hard to forecast what your sales will be, but, if
you don't try, your business may not last for a year or two.
If you just start up a business hoping that you will sell
enough to make a profit, you may be disappointed.
The market may
be too small. You may have too few customers.

In order to be able to prepare the projections and estimated
revenue, expenses and profit which.a 'lending agency will want before a loan i3 granted, you will need to estimate a forecast of
sales.

So, you have to analyze your market before you start your
business. You have to estimate what your share of the market will
be. Also, when your business is running, you will, want to continue
to see if you are getting your share of the market.
You will have
to continue to forecast your sales.

OBJECT WE:

THE STUDENTS WILL KNOW THE PROCEDURES USED TO FORECAST SALES
AND DETERMINE MARKET SHARE FOR A BUSINESS.

Stimulus
2.

Ask:

"If you are planning to start your own business, 'how will you
know if there will be sufficient business (a large enough market)*
for your business to succeed?"
Have students brainstorm ideas and list them on a flip chart.

Clarify Problem
3.

Have students discuss each of the suggestions and explain how and
from where the information might be obtained.

Provide Information
4.

Read Sections 1 to 5 of the Readings, stopping to discuss and
clarify as. needed.
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CONTENT
1.

What Have You Learned So Far?
In lesson MKT3, "Sizing Up a Market Opportunity", you
discussed five steps you could use to size up the market opportunity for the business you may want to start. These five
steps were:
.

STEP 1.

Decidr, on the type of business

STEP 2.

Choose a location

STEP 3.

Forecast your salesl

STEP 4.

Estimate your costs

STEP 5.

Calculate your profits.

In this lesson you will take a close look at step 3.

Let's assume that you already have decided on the type
of business you want to start and the location where you will
start (or that you have already been running your business
for awhile).
How will you forecast your sales?

Howwill_you figure out what share of the market you
zhould get? These questlons should be decided before you
start your business and at certain times (once every year)
after your business is operating.

2.

The Meaning of Sales Forecast and Market Share
a.

Sales forecasting means estimating what your sales will
be in the future (week, month, year, etc.). Your sales.
are measured in dollars.

b.

Market share means the per cent of the total market that
you get. When you decide how much of the total market
you sell (or expect to sell), you are finding your market share. Market share is measured in per cent.
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Total actual or estimated market
in dollars (or total sales volume
of the same type of products in
your market area)
(the total pie)

Your actual sales or your forecasted sales in dollars
(your slice of
the pie)

Your actual or forecasted
market share

For example:

Market share % =

Sales

Total Market
Example:

$ 25,000

= 25% market share

$100, 000

3.

$ 30,000
$100,000

= 30% market share

$

6,000
$ 60,000

= 10% market share

$ 35,750
$ 35,750

= 100% market share

The Importance of Forecasting Sales and Finding Market Share
If you'know what your sales will be before you start a
business, you will know whethcr or not the business will be
profitable.
If you know what your share of market is, you will know
whether or not your business is progressing or falling behind.
Examples
a.

Bill Lunsford planned to start a retail business in his
home town. After some study, he figured his sales would
be $30,000.00 in the first year and would slowly climb
to about $50,000.00 per year after five years. These
sales forecasts were good enough for Bill to decide to go
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ahead and start the business. He figured he'd have
enough sales to make $3,000.00 or $4,000.00 profit each
year.
b.

John Bolt's small store was in trouble. After five years
of steady growth his sales had levelled off as shown in
the diagram below

40,000

30,000
Sales
20,000

10,000

1967

1968

1969

1970

1971

Years

John thought he was getting all the sales he could expect in this location. His family was bigger now and he felt
he had to increase his sales (and profits) each year so he
could feed and educate his kids.
However, John was wrong. His present location was a
good one. The population of the area had been increasing at
a rate of 10% per year lately and it looked like this rate
of increase would continue.

John's problem was that he wasn't getting his share of
the market. His business was-falling behind.
He didn't
realize that the sales potential of the market in his area
was increasing. He would have continued to get an increase
of sales each year if he had kept his share of the market.

4.

Steps in Estimating Your Sales (or Your Market Share)
Your job is to find out what size slice of the total

1538

If you have no competimarket pie you will be able to get.
tion, you may get 100% of the sales potential in your area.
The steps in estimating your market share are:
STEP 1.
STEP 2.
STEP 3.
a.

Describe your market area
Estimate total sales
Estimate your share of sales (market share)

Describe Your Market Area
This is the starting point in estimating your market
share. Market area means the area from which you draw
your business or the geographical area within which you
do business. It may be one province, one town, one community or a part of a community.
Step 1:

What things should you-consider in describing your market area?
(1)

Distance is one way of describing your market area.
You could calculate how long it would take a customer to walk or drive to your business. You would
then have to take into account where your competitors are located.
People will normally go to the place they can get
to the easiest. With this in mind, you can study
the area around your business and draw a rough
sketch of your market area.
For example, if you are business A and you have
three competitors B, C and D who sell the same type
of products as you do, your market area might look
like this:

Your market area

U

The broken line shows you the area from which you
expect to draw a big part of your business. You
could count the number of people or families in this
area. You will get some business from outside this
area but not too much, as the customers will be
cl)ser to your competitors B, C and D. The "x's"
are points on the road half way between your location and those of your competitors.
Distance is only one factor in describing your market area. Your business (A) might be able to attract customers who lived near the other busimisses
B, C and D with better quality products, better
prices, better service or better promotion.
So. you might get, say, 90% of the customers from,
inside the main market area shown in the diagram
and you might get 10% of the customers from outside
this main area.
(2)

Interviewing some people in the area around your
business is another way to find out what your market area looks like. You would be able to find out
where the people shop and how much they buy from
the other businesses. Then you could estimate hew
many customers you would have\fromeach part of the
market area.

You can describe your market area in terms of the number
of customers you can expect to get from elch area around
your business.
b.

Step 2: Estimate Total Sales
After you have a description of your market area, the
next job is to get figures on the total sales of your
This will be the
type of products in this market area.
total sales of all businesses of your type in the area.
You can get this information from:
(1)

Sales data. You may be able to find out how much
all the customers in your market area spent on the
type of products you sell. For example, you could
add up the sales for all your competitors. Maybe
you can get the total sales figures from some local government agency or business organization. If
you are purchasing an existing business, you may
have an easier job of forecasting sales but you
will still want to keep in mind a possible increase
or decrease in sales due to a change in management.
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For example, if you plan to start a grocery store
you might find that competitor B sells $40,000.00
worth of 7oceries a year, competitor C sells
$20,000.00 and competitor D sells $25,000.00. This
gives a toL-al grocery sale of $85,000.00 per year.
(2)

.

Population data. You might find out or estimate how
much each person or family spends on your type of
products. Then you could multiply this figure times
the number of people or families in the area.

For example, if there were 1,000 people (or 300 families) in the area served by business B, C and D,
and you estimated that the average family spends
$300.00 per year on your type of product, then the
total sales would be:

300 (families)x $300.00 = $90,000.00 per year
If you started up your business (A) then you would
have to share this $90,000.00 with businesses B, C
and D.
(3)

Income data. You might be able to find out (or estimate) what per cent of an average family's (or person's) income is spent on your type of product.
Let's assume it is 20%.

Now, if you know the total income of the area you
could'figure out what total sales would be.
For example, if total income in the area is
$400,000.00 per year:
Total sales = $400,000.00 x 200
= $ 80,000.00 per-year
You can estimate total sales for your type of products
by finding actual sales data or making an estimate based
on the population or income.
C.

Step 3:. Estimate Your Share of Sales (Market Share)
Once you know the total sales of your kind of goods, you
are ready to estimate what your share is.
(1)

If you are already running your business and know
how much you sold in the last time period, you can
calculate your market share like this:
Market share = your actual sales x 1000
actual total sales
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When you are running your business it will be important to keep an eye on your share of sales each
month or year.
This way you will know whether or not you are getting
your fair share of total sales.
(2)

However, if you are just starting your business you
don't knsw what your actual sales will be. Therefore, you have to estimate your market Share,
(a)

Base your estimate on the number of competitors.
For example, if there are three other businesses of the same type for you. to compete with you
might be able to get 1/4 or 25% of the total
sales.
(But probably not in the first year).
Remember some competitors may have a much larger percentage of the market than others.

If you knew total sales were($100,000.00 per
year you could expect 25% x $100,000.00 = $25,
000.00 sales per year. This would be your
sales forecast.
(b)

Base your estimate on information about yourmarket area. Look back to the sketch of your
market area in Step 1, above.
If your competitors were businesses B, C and D and their
total sales were $85,000.00 per year, and if
you found out that $20,000.00 of these sales
came from the area of the broken circle near
where you were-going to locate your business,
then you could calculate the size of your sales
as follows:

$65,000.00

A
$20,000.00'

Your market area
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Total sales of B, C and D = $85,000.00.per year.

Assume you get 90% of the business from your
main market area and 10% from outside the main
area.

Then, your share of sales
= 90% x $20,000.00
10% x $65,000.00
= $18,000.00
$6,500.00
= $24,500.00 per year

This $24,500.00 is your sales forecast for one
year. This gives you an average market share
of:

$24,500.00 = about 28.8% of the total market
$85,000.00

S.

Summary

To forecast your salcs and market share, you first have
to describe your market area and estimate the total sales for
your type of product in the market area. Then you can estimate what share you are likely to get from this total volume
of sales.

5.

Refer back to the suggestions of the students as to where help and
information might be obtained in forecasting sales. Discuss with
students the following sources of information and help:
a.

Lending agencies. These sometimes have specialized staff or
have access to information which is very helpful.

b.

Provincial government departments, such as Industry and
Commerce, etc.

c.

Federal government departments of Industry, Trade and Commerce;
Regional Economic Expansion; Indian Affairs and Northern
Development; etc.

d.

Local industrial commissions, Chambers of Commerce, Boards of
Trade.

e.

Wholesalels

L.

Management consultants.
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Lending agencies may suggest other sources of help. They are intefested in protecting their loans and will provide all the assistance they can in helping make sure there is a good sales potential.
6.

The lesson will be much more practical and useful if you can provide the students with actual situations in market analysis. Bring
in a resource person from a lending institution who is involved
in sales forecasting and market analysis.
Have a discussion of the
various approaches to be taken in forecasting sales.

Indicator
7.

Have students write up the steps and procedures they would follow
in analyzing the market for the-business.they intend to start or
for a hypothetical business:
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SUBJECT

PRODUCTION MANAGEMENT

LESSON PROD9

PLANNING AND SCHEDULING PRODUCTION

INSTRUCTOR' GUIDE

OVERVIEW
Some small manufacturers to l4 production schedules for granted
because bottlenecks are few and Ear between: Minor problems are
easily ironed'out, and orders are delivered to customers on time.

Other small manufacturers are not as fortunate. Scheduling in
theil plants is complicated by the nature of the process, the complexity of the products, and frequent changes in quantity requirements.
Scheduling production in a small plant is-easy to understand.
Often the scheduler can stand at one end of the plant and see each
machine through which the raw materials must go in order to make the
products. Even so, scheduling production effectively is often
easier said than done. Many things can, and frequently do, go wrong
during the time needed to turn raw materials into products,

In this lesson the student is shown many of the factors that must
be considered in the planning of a production process and the setting
up of a production schedule.
Some of the factors to be considered when planning production are:
1.
2.

3.
4.

demand for the product
fluctuation of demand
production for orders and production for inventory
routing.
Some of the factors to be considered when scheduling production are:
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1.

2.
3.
4.

5.

availability of raw material
availability of machinery
workers required.
dispatching
follow-up and corrective action.

After considering the factors involved in planning and scheduling
production, the student is made aware of the results of poor planning
and scheduling.
Some of these results are:
1.

2.
3.

4.

5.

customers having to wait for orders- to be filled
additional workers needed on a part-time basis to net demands
non-availability of materials or machines at some point in the
process
breakdown of machines because maintenance schedule not being followed
over or under-sized inventories because of failure to anticipate
fluctuations in the demand cycle.

In order that the student become aware of the practical implications
of poor planning and scheduling, the instructor should attempt to arrange
a tour of a local production operation. The students would then be able
to ask the manager questions about the necessity_p&planning and scheduling production.
They would also be able to gather information about
the areas covered by the previous Production Management lessons.

OBJECTIVE

The student will become familiar with and be able to discuss the
steps necessary for planning and controlling production.

REFERENCE MATERIAL FOR INSTRUCTOR
1.

Garrett, Leonard J. and Silver, Milton. Production Management Analysis. New York: Harcourt, Brace and World Inc., 1966, ch. 17.

2.

Owens, Richard N. Management of Industrial Enterprise. 6th ed.
Homewood, Illinois: Richard D. Irwin, Inc., 1969, chs. 28

RESOURCES REQUIRED
1.

Arranged tour of a local production operation

2.

Films: "Production Control Part I"
"Production Control Part II"

3.

Scheduling Checklist
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METHODOLOGY
1.

Hand out the Readings, and read the Purpose and Introduction.

PURPOSE

In this lesson you will look at two important stages that must
be considered in planning and scheduling production. These are:
1.

The. total amount of each product to be produced over a given
period of time (a month, three months, etc.); and

2.

The planning and controlling of the actual production process
as it progresses from day to day, .week to week and month to
month.

INTRODUCTION

An estimate or forecast of the total amount of each product is
necessary so that plans may be made f $'1Duying raw materials, hiring
and training workers, financing the p ogram, and making other general
plans.

Planning and scheduling of the actual production, process helps
to ensure that customer orders will be met on time, and that an
orderly build-up of inventory can take place.
It is at this stage
that such things as size, colour, number of units, and operations
at each work place or machine are determined.

The two major stages in the production process become particularly important when materials are purchased and sales are made outside of the local. trading area.

Stimulus
2.

"If you produce any kind of product or products, there are
Ask:
a number of important things you must know. Where do you start
planning your production?"

Clarify Problem
3.

List students' answers on the flip chart. Ask students to arrange
answers into the order in which the tasks would be performed.
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The instructor should.draw the students' attention to the fact that
two major factors the-producer must first find information on are:
a.
b.

the demand volume-for his product.
the demand stability of his product.

Only when these factors are known can plans be formulated successfully.
Discuss. the factors with the students.

Provide Information
4.

Read and discuss Section 1 of the Readings.

CONTENT
1.

Scheduling Production with Demand
Demand for the product is the first factor which must be
considered when scheduling production.
You will want to know whether or not the demand is suf.ficient to make it.worthwhile for you to produce the product.
Then you will want to know whether or not production. output
will remain stable from month to month, or if it will increase
or decrease with changes in the amount of sales.

Even if sales do fluctuate (increase and decrease) from
month to month, it may still be possible to stabilize production
output. This can be done by bililding up inventory of finished
products when saIeS decrease and taking products out of inventory
when sales increase. For example, consider,the following situation which indicates that production output can be stabilized,
even though sales fluctuate.
=
=

Monthly production
Total yearly production

10 canoes
120 canoes

Production
In Units

Sales
In Units

15

Inventory on Jan. 1.

January
February
March
April

May
Jtne

Inventory of
Finished Products

10
10
10
10
10
10
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6

19

8

21
24
23
21
16

7

11
12
15

.
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July
August
September
October
November
December

10
10
10
10
10
10

17
13
11

9

6
5

7

8

5

13

3

20

If production output can be stabilized, your business will
benefit in many ways. For example:
a.

You will not have to hire and train workers when demand
for your product increases and then lay them off when
demand decreases.

b.

Machines and equipment will be used to a greater :xtent -which means that you will be getting abetter reta on the
money you have invested.

c.

You will not have to keep as much of your finished product
in inventory (that is stored up to:meet sudden increases
in sales demand) if production is stable. This means less
storage space is required and less money will be tied up
in inventory.

d.

Perhaps the raw materials you use are perishable. This can
cause serious problems if sales demand fluctuates.

e.

Perhaps the finished product that you make is perishable.
This means that you must have steady markets or you will
have to produce only as you receive orders.
Producing only
when you receive orders means the customer will have to wait
.

longer.

For these reasons (and others you will be able to think of)
knowledge of the demand for your product is a very important
starting point in production planning and scheduling.

5.

Ask:
"After determining if your productions output can be stabilized
or if it is going to fluctuate, what are ',:he next steps you have to

take?"

Answer:

6.

The next step is planning the production process, then
scheduling the process.

Read and discuss Section 2 of the Readings.

1549

PROD9

2.

Steps in Planning and Scheduling the Actual Production Process
In managing almost any production activity, there are at
least three major steps that must be followed:
a.

Planning what will be done
This step of production control consists of two parts:

b.

(1)

Routing:
which means planning what operations or jobs
will be done.

(2)

Which means planning when an operation or
Scheduling:
job will be started and when it will be completed.

b.

Putting the plans into action by doing the work or assigning it to other people
This step of production control is usually referred to as
dispatching because it consists of issuing orders to persons
who are to do the work.

c.

Reviewing the work as it progresses to see if the job is
getting done or if IR lans have to be revised
The reviewing s eps o-pro us:tion control are called follow
up and corrective action.

We will discLss each of these steps in more detail in the
following sectionr.

7.

Write the following headings on the flip chart.
a.
b.
c.
d.
e.

Routing
Scheduling
Dispatching
Follow-up
Corrective action

In the discussion, have the students suggest same of the things
that they think would be done at each of the above steps. List
the answers on tiro flip chart under the appropriate heading.
8.

5 and 6 of the Readings. These sections should
Read Sections 3,
be compared to the answers listed by the students on flip chart.
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3.

Routing

Routing indicates the materials and the processes required
to make each item or to do each job until a finished product
has been manufactured. Some of the steps that may be included
are:
a.

Listing all parts that are needed to make the product;

b.

Listing the sequence or succession of steps that each
product must go through on its way to being completed;

c.

determining the materials necessary for each product and
their amounts;

d.

determining the jobs that must be done at each step of the
way and the equipment necessary to do each job;

e.

determining the amount of work that can be performed at
each machine or done by each worker in a certain length of
time. This will help determine whether the product will
be delayed at any point in the process because one job
takes longer than the others.

b

4.

Scheduling

Time is an important factor in the scheduling of work.
If you want to develop and maintain good relations with customers,
you must schedule the work to be done and then produce on schedule. For this reason, the following factors become important:

5.

a.

the dates when raw materials or purchased parts will be
available - a margin of safety. is usually advisable;

b.

the limber of workers required;

c.

extra shifts

d.

overtime - if necessary;

e.

machine repairs and maintenance;

f.

other similar work or considerations.

if necessary;

Dispatching
As soon as scheduling is completed, you must. then see that
work gets under way. The actual production of goods requires
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that a number of things be done. Eitnel you have to do them or
For example, if matyou have to assign than to someone else.
in the necessary
erials are not on hand, they must be ordered
quantities. When they arrive, materials must be checked to
ensure that you have received the quantity and quality desired.

Detailed instructions must be made up as to what work must
be dom at each machine or at each job in the production process.
You must be sure that workers know exactly what they are supposed
to do.

Workers must have tools and other equipment necessary, to
complete their jobs. Not only must you have the proper tools
on hand, but you must also have some system of control -- to
ensure that tools and equipment don't disappear or get lost.
Losses are costly, and the tools are not available for other
jobs when needcd.

As you can see, dispatching requires that you either do the
work yourself or you assign it to others to do. Since you will
not be able to do all the work yourself, you will have to hire
and train workers. While you will know what you want done, it
will be your workers who will be doing most of the actual jobs.
This can cause some problems.
6.

Follow-up and Corrective Action
You must follow the progress of work in process to ensure
that the schedule you set out is being followed. Many things
Included among these are:
can delay work in process.
a.

lack of materials

b.

machine breakdown

c.

lack of workers

d.

accident,

e.

failure of workers to meet certain standards

f.

machines that are in a poor state of repair resulting jin
poor quality work

g.

poor quality raw materials.

Workers play an important part in getting the job done. If
they are trained poorly, are careless and cause accidents, do not
care about the quality of their work, etc., you Will have problems
in meeting production goals.
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If you scheduled your production work properly, you will
know how long it should take to complete one unit or batch of
products. You Will then know if production is on schedule or
is falling behind schedule. If your schedule is not being met,
remember that this will:
a.

increase your costs -- because it is taking longer to
produce each product;

b.

make your customers wait fOr their orders.

Therefore, if you find that production is behind schedule,
you must take corrective action immediately. You must seek out
the cause of the delay and determine ways to correct the situation. Perhaps you will have to:
a.

try to get your raw materials from a more reliable source;

b.

purchase new machines or have the old ones completely
repaired;

c.

bring workers in from some other area if enough workers are
not available locally;

d.

emphasize safety in your plant to impress workers with the
necessity of avoiding accidents;

e.

revise your training program so that poor quality work
is eliminated;

f.

revise your production schedule -- perhaps you set it too
high.

The important thing to realize is that if production falls
behind schedule, corrective action must be taken to control
If you don't control costs,
costs and keep customers satisfied.
they will eat into your margin of profit until there is nothing
left. Without satisfied customers who are willing to purchase
from you again and again, you may as well plan on getting out of
production as soon as possible. At least this way you will avoid
losing more and more money as time goes on.

9.

Show the films, "Production Control Part I", and "Production Control
Part II". Remember to relate the films to manufacturing operations
in small businesses.
Film Content and How to Use
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a.

Talks about concern for quantity in modern plants.

b.

Today, management regulates (or controls) quantity through the
techniques of production control.

c.

Production control is defined as:
"the techniques of getting
the right amount of work done by the right machines operated
by the right men in the right amount of time."

d.

Production control is one phase of production planning.

e.

Production planning correlates men, machines and materials to
produce output.

f.

Production control analyzes sales orders and issues production
orders to co-ordinate production operations.

g.

Production control requires information about:
(1)
(2)
(3)

h.

sales

production capability
engineering requirements

Four main steps in production control are:
(1)
(2)
(3)
(4)

routing
scheduling
dispatching
follow-up (and corrective action)

Film explains what each of the above four points are and what
the important factors are in each.

Discuss and summarize the films, relating them to small production
operations which students would be familiar with and likely to
enter.
10.

Hand out thr: scheduling checklist and discuss.
be used to. evaluate the tour.

11.

Read Section 7 of the Readings.

7.

This checkliSt can

Summary
We have discussed a few of the factors that must be considered when planning and scheduling production.
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It is one thing to know what you want done, how you want it done
and the length of time it should take to do it. It is another thing
entirely to actually get it done according to plan.

One of the most important things in the operation of any type
of business is to plan what must be done and then actually do it
in the most efficient way possible. Many people have all kinds of
plans, but they never carry any of them out.
If you want to be a
successful businessman, you must be both a planner and a doer.

Indicator
12.

Conduct the pre-arranged tour of the production plant. Before going
on tour, the students should prepare themselves as to what to look
for or ask about. The information contained in all the Production
Management lessons should be used to prepare for this tour. After
the tour, the instructor should conduct a discussion to allow students
to express their observations on the production plant and its operations,.
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PRODUCTION MANAGEMENT

LESSON PROD9

PLANNING AND SCHEDULING PRODUCTION

PROD9

1

SCHEDULING CHECKLIST

An effective way to plan a production schedule and implement it is
to use a sequence checklist. In using this technique, you proceed from
one criterion to the next, hopefully in the order of relative importa:ce.
In this manner, you can review the total project before you do any actual
scheduling and thus save time and effort.
Initial questions should be designed so that they can be answered
easily, often with 'yes or 'no'; later questions are more difficult and
require more subjective judgment.
The sequence checklist that follows is divided into topics. No
priorities are assigned because they vary from one business to another.
Scheduling Goals
1.

W_Lil the schedule provide a minimum of disruption to jobs already
scheduled?

2.

Does the schedule provide flexibility in case changes have to be
made?

3.

Is there sufficient lead time within jobs and between jobs to
allow completion in a reasonable period of time?

4.

Is this schedule the best of several alternatives?

S.

Can the schedule be 'sold' to your production manager who will have
to live with it?
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Limitations
6.

Is the schedule based on past proven data or on a number of assumed
estimates?

7.

What kinds of unpredictable events could jeopardize the schedule?

8.

What provision has been made to meet unpredictable events?

9.

Is the schedule built heavily around internal production or does
it have a substantial dependence on outside contractors and
suppliers?

10.

What parts of the schedule are critical, such as'specialized labour
skills, unique machine. applications, and tooling?

Timing
11.

Is the time allocated to the schedule sufficient to provide
adequate results?

12.

Is machine work time scheduled to achieve the highest or, at least,
a high utilization of machines and operating personnel?

15.

Is the time of high-priced labour scheduled for maximum yield?

14.

Should the schedule provide 'slack' so that later-acquired business
can be worked into it?

15.

Does the schedule provide for overtime work which can be utilized
to provide supplemental production without excessive costs?

16.

Have the times allocated to the schedule been based on sound
standards or prior reliable experience?

17.

Does the schedule include a time improvement factor based on the
knowledge that work proficiency increases with more experience on
the same job?

18.

How ;much can the schedule be compressed?

Quantity
i9.

Does the schedule provide for increases or decreases in output
without undue penalties?
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20.

Have quantities been cost anal;rzed in terms of the break-even'
point and the possibility of additional blocks of production?

21.

What labour or machine processes are most restrictive on quantity
output?

22.

Can end production quantities be produced efficiently with existing
labour and machine capabilities?

Quality
23.

What over-all quality level gill the schedule provide?

24.

Have schedule modifications been studied as to their effect on
quality?

25.

Can acceptable quality be maintained when production is scheduled
upward or downward?

26.

Does the schedule take into account the impact of quality on sales
and profit?

Costs
27.

Have all costs been properly accounted for in the schedule?

28.

Which costs are most fixed and which are most variable at different
levelf, of output?

29.

Has an adequate amount of overhead been assigned to the schedule
at different levels of output?

30.

What elements of the schedule are most critical in terms of
controlling costs?

31.

Is it known, or can it bo estimated, how costs, are shifted when the
schedule is changed.?

Profit
32.

Is this the most profitable schedule?

33.

What changes or modifications in this schedule are most profitable?
Unprofitable?

34.

Has the schedule been analyzed for profitability from the breakeven point up to a maximum possible output?
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35.

Does the schedule consider both the long and short-run effects on
profit?

Trade Offs
36.

Is this schedule so devised that it can be replaced with one that
is more advantageous?

37.

If machine or labour portions are attractive to other possible
production, can the schedule be maintained with available alternate
methods?

38.

How vulnerable is this schedule to replacement by other production?

'39.

How does this schedule compare with the best and'worst of similar
production schedules over a past comparable period of time?

Competition
40.

Is this schedule consistent with known. proven techniques and methods?

41.

Can the schedule be modified easily to capitalize on competitive
strengths or weaknesses?

42.

Is this the most competitive schedule?

43.

Does the action of your competitors control your schedules?

44.

How can your scheduling avoid direct 'head on' competition with
other competitive manufacturers?

Checklist reproduced from the article,"Pointers on Scheduling Production"
by John B. Kline, in Management Aids, No. 207. Washington: Smn11
Business Administration, June, 1970:
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SUBJECT

FINANCE, A.-00UNTING, BOOKKEEPING

LESSON FAB28

THE SYNOPTIC JOURNAL

INSTRUCTOR'S GUIDE

OVERVIEW
The small businessman, because of the many jobs he is required to
do, is always looking for simplified metl:ods of performing the necessary
tasks. Because of its repetitious nature, bookkeeping 3.s one job that
many small businessmen leave to the last. Therefore there is a need
to present the small businessman with a simplified bookkeeping system.
In this lesson the student is shown one such system.
This system is
generally called a "one-book" system because all transactions can be
recorded into one multi-column journal.
A one-book system, which is basically several special journals'
combined into one book, must be designed to meet the needs of a specific
business. For the small businessmen, having all the pertinent journal
information entered into one book is a great advantage.
The one book
is called a Synoptic Journal.

OBJECTIVE
Given the necessary facts and figures, the student will set up and
use a Synoptic Journal.

RESOURCES REQUIRED
1.
2.

1 "The Synoptic Journal".
Exercise FAB28
Multi-column journal sheets.
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METHODOLOGY
1.

Hand out Readings.

2.

Read and discuss the Purpose and Introduction with the students.

PURPOSE

The purpose of this lesson.s to show you how to set up and
use a one-book system of bookkeeping.

INTRODUCTION

The books of original entry of a business should be adapted to
meet the needs of that business.
In a small business the books of
the business are generally done by one person only.
This person
records all payments, receipts, purchases and sales on credit,
and makes all opening, adjusting and correcting entries.
As only
one person is involved in doing the books, the special Journals
may be combined into one book called a Synoptic Journal.
By first understanding the make -up of the special Journals
involved in a bookkeeping system, the bookkeeper can design a
one-book system to meet the needs of the particular business.
In this lesson you will be shown a typical Synoptic Journal and
how transactions are recorded into it. You will then be shown
how the necessary General Ledger acccunts are posted from this
Synoptic Journal.

OBJECTIVE:

GIVEN THE NECESSARY FACTS AND FIGURES, THE STUDENT WILL
SET UP AND USE A SYNOPTIC JOURNAL.

Stimulus
3.

Ask the students what information should be contained in the
Synoptic Journal.

Clarify Problem
4.

Have one of the students list the students' answers on the flip
chart.
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Possible Answers:
1.
2.

3.

4.
5.
6.
7.
8.
9.

10.

Debit
Credit columns
Cash Debit
Credit
Bank Debit
Credit
Date
Description
Expenses -- itemized
Accounts Payable Debit
Credit
Accounts Receivable Debit
Credit
Other Receipts -- itemized
Other Payments
itemized

Provide Information
5;

Read Section 1 of the Readings.
Compare the list of column titles
with the list prepared by the students in point 4 above.

CONTENT
1.

The Synoptic Journal
When one person does all the recording of transactions
into the books of a business, all or several of the special
Journals can be combined into a single Journal having many
columns. A multi-column Journal that is used to combine all
or several special Journals is called a Synoptic Journal.
Most small, businesses use some form of Synoptic Journal.
The number of columns required in a Synoptic Journal
will depend upcA the requirements of a particular business.
It must be remembered that books are used to provide the
business with required information; therefore, it is
necessary to aCapt the design of the Synoptic Journal to
meet the needs of your particular business.

An example of a Synoptic Journal is shown in the attached
pages (at the end of the lesson).
Through the use of many
columns the information contained in the special Journals
is combined into one book.
a.

Explanation of the Columns
(1)

Date -- In this column, the date on which the transaction occurred is recorded.

(2)

Description -- This column identifies the transaction and the information source..
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(3)

Cheque Number -- If a cheque is drawn up, this
column will indicate-the cheque number.

(4)

Columns 1 to 16 -- These columns identify the
General Ledger accounts involved in the transactions.
The number of columns and the headings
used will depend upon the amount of detail required.
.Column 6, "Other Receipts", can be expanded to
include separate columns for such transactions as:
(a)
(b)
(c)
(d)

Receipts from the sale of assets
Loans
Investments
Grants
(e). Other receipts.

Column 13, "Other Expenses", could be expanded to
include separate columns for, expenses such as the
following:
(a)
(b)
(c)
(d)
(e)
(f)
(g)
(h)

Supplies
Rent
Telephone
Interest
Taxes
Business
Licences
Other Expenses
Power

As much detail as the businessman requires can be detailed into the Synoptic Journal. But beware of using too
many columns. If too many columns are used the Synoptic
Journal becomes difficult to handle,'and the necessary
In addition, the chance of
Journal paper very expensive.
error increases as the number of columns increases, and
checking the equality of the debits and credits becomes very
time-consuming.

6.

Hand out multi-column journal sheets.

7.

Read Section 2 of the Readings.
Instruct the students to set up
a Synoptic Journal, and record the examples used in the readings.
At all time stress that the Debit/Credit Rule of bookkeeping
must be fcllowed.

Students should realize that the columns of the Synoptic would be on
the same page in their books. They are shown here in two pages for
ease of printing. The second page is therefore a continuation of the
colums on the first page.
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2.

Reureding Transactions into a Synoptic Journal
Each transaction must be first analyzed into its debit
and credit parts. This is done in the same manner as it is ine
Eor every General Journal entry, but in the Synoptic Journal
only one line is used. Let us examine the transactions recorded in the attached Synoptic Journal.
June 5, 19
a.

A loan of $2,000.00 was deposited to the bank account of
The debit/credit. rule was fnllowee.
the business.
$2,000.00 was recorded in the debit column of the bank
(1) and $2,000.00 was recorded in the credit column of
the other receipts (6).

Debit bank
Credit other
receipts
b.

columh (6)

$

200.00
200.00

column (1)
column (2)

Equipment was bought from Wares Co. Cheque no. 2 for the
amount of $550.00 was written to pay for this equipment.
$
$

550.00
550.00

column (1)
column (15)

A truck was bought for $550.00 from J. Miles.
3 was issued in paymc4f.

Credit bank
Debit assets
e.

$2,000.00

$

Credit bank
Debit assets
d.

column (1)

A cheque was written to obtain $200.00 cash from the
bank account in order to have change in the till.
This
cheque was cheque no. 1 (since it was the first one
written).
Credit bank
Debit cash

c.

$2,000.00

$
$

550.00
550.00

Cheque no.

column (1)
column (15)

The owner of the business had invested $500.00 into the
business. He deposited this'amount to the bank

amount.
Debit bank
Credit other
receipts
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$

500.00

column (1)

$

500.00°

column (6)
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June 6, 19
a.

Purchased $1,200.00 worth of merchandise on account from
T. Roy Ltd.
Debit purchases
Cr-'4t accounts
payable

b.

column (8)

$1,200.00

column (10)

Issued cheque no. 4 of $150.00 to T. Lee for rent.

Credit bank
Debit other
Expenses
c.

$1,200.00

$

150.00.

column (1)

$

150.00

column(13)

Purchased $350.00 worth of merchandise from B. Bird.
Issued cheque no. 5.
Credit bank
Debit purchases

$

$

350.00
350.00

column (1)
column (8)

June 7, 19
a.

The information from the Daily Cash Sheet was recorded
into the Synoptic. (See lesson FAB20, "Handling and Recording Cash," for details of the Daily Cash Sheet.)
$14.75 in
Cash sales of $295.00 were made on June 7.
sales tax was also taken into the business.
Cash was paid out for purchases ($160.00) and freight
charges ($24.75).
As a result of the day's cash transactions, there had
been an increase in cash of $125.00.

Debit cash
Credit cash sales
Credit sales tax
Debit purchases
Debit freight
b.

$125.00
295.00
14.75
160.00
24.75

column
column
column
column
column

(2)
(3)
(5)
(8)
(9)

$150.00 worth of merchandise was sold on credit.
Credit credit
sales
Debit accounts
receivable
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$150.00

column (4)

$150.00

column (7)
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Daily Cash Sheet
June 7, 19
Receipts

Payments

$ 295.00
14.75

$ 309.75

Cash Sales
Sales Tax
Purchases
Freight Charges

$ 160.00
24.75

Total

$ 184.75

Total Receipts
Total Payments
Increase in Cash

$309.75
184.75
$125.00'

Recorded Daily Cash Sheet

June 8, 19
a.

Recorded Daily Cash Sheet

Daily Cash Sheet
June 8, 19

Receipts
$ 125.00
75.00

$ 200.00

Payments

Cash Sales
Received on account
Purchases
Supplies
Total

Total Receipts
Total Payments
Increase in Cash

Debit cash
Credit cash sales
Credit accounts
receivable
Debit purchases
Debit other
expenses
1567

$

15.00
10.00

$

25.00

$200.00
25.00
$175.00

$175.00
125.00

column (2)
column (3)

75.00
15.00

column (7)
column (8)

10.00

'column (13)
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b.

Paid $600.00 to T. Toy Ltd.. as partial payment of account.
Cheque no. 6 was issue d.
Credit bank
Debit accounts
payable

c.

$600.00

Column {1)

$600,00

columa (10)

Made a bank deposit of $300.00
Debit bank
Credit cash

$300.00
$300.00

column (1)
column (2)

June 9, 19
a.

Paid P. Mann wages for week.
amount of $57.57.

Issued cheque no. 7 for the

Information is obtained from the payroll register or if
there are very few employees, directly from the pay sheets.
P. Mann pay sheet information
Total Earnings
Deductions
Income tax $8.80

$68.00

C.P.P. 1.02.
U.I.C.
Total Deductions

.61

$10.43

Net Earnings

$57.57

The employer must contribute an equal amount for C.P.P. and
1.4 times for U.I.C.
This amounts to $1.87.
Income Tax and U.I.C.
C.P.P. deductions and contributions
are not sent in until after the end of June, therefore
represent an account payable.

Credit bank
Credit accounts
payable
Debit wages
Debit employer
U.I.C.-C.P.P.

$57.57

(1)

68.00

column (10)
column (11)..

1.87

column (12)

12.30
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b.

Recorded Daily Cash Sheet

Dal y Cos
June 9, 19

.,et

Receipts

$1,025.00
25.00
75.00

$1,125.00

Cash Sales
Sales Tax
Received on Account
Repairs

$ 225.00

Total

$ 225.00

Total Receipts
Total Payments
Increase in Cash

Debit cash
Credit cash sales
Credit sales tax
Credit accounts
receivable
Debit other
expenses
c.

column (2)
column (3)
column (5)

75.00

column (7)

225.00

column (13)

$

300.00

column (4)

$

300.00

column (7)

$

600.00

column (2)

$

600.00

column (14)

Owner took $600.00 from till.

Credit cash
Debit owner's
drawings
e.

900.00
1,025.00
25.00

Merchandise priced at $300.00 was sol d on credit.
Credit credit
sales
Debit accounts
receivable

d.

$

$1,125.00
225.00
$
900.00

A loan payment of $145.00 plus $7.43 interest was made.
Cheque no. 8 was issued for $152.43.
Credit bank
Debit other
expenses

$

152.43

column (1)

7.43

column (13)

145.00

column (16)

Debt other
payments

$
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All transactions have followed the rule that the debits must
equal the credits. In order to check the recordings each column
is totalled. The debit totals must equal the credit totals. If
they do, a double line is drawn under the totals. This is simply
taking a Trial Balance and the amounts and column numbers can be
listed on the Synoptic Journal,

8.

Read Section 3, of the Readings.

3.

Posting the Synoptic Journal
Certain of the columns of the Synoptic Journal should be
posted daily to the General Ledger. These are the blank
column (1) and the cash on hand column (2). Daily posting
will give you running totals of the amount of money available.
All other columns are posted at the end of the accounting
period. As is the case with special Journals, the accounts
receivable and accounts payable entries are recorded in the
subsidiary Ledgers and the totals of both these columns,
column (7) and column (10) are posted to the control accounts
in the General Ledger.
The "other receipts" column (6), the "other expenses"
column (13), and "other payments" column (16) must be studied
in order to identify the individual accounts to which the
entries are to be made. For example the accounts involved in
these columns in the attached pages are:
Other Receipts column (6)

Loan - Government
Net Worth

$2,000.00
500.00

Other Expenses column (13)

Rent

$

150.00
10.00
225.00
7.43

$

145.00

Supplies
Repairs
Interest

Other Payments column (16)
Loan Payment

9.

Read Section 4 of the Readings.
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,,Ic
Recording. Closing and Adjusting. Entries

All profit and loss accounts must be closed out or adjusted
at the end of each accounting period in order to determine the
increase or decrease in net worth as a result of the operations
during the period.
The procedure for closing out these accounts or adjusting
them is outlined in.lesson FAB11, "Recording Closing Entries",
and in lesson FAB24, "Making Adjustments".
The entries can be-recorded on the Synoptic Journal as
shown on the bottom left-hand corner of the attached fold-out.
The inventory was counted on June 9, and the cost price:of
$1,025.00 was determined.

10.

Read Section 5 of. the Readings.

5.

Discuss with the students.

Summary

Accounting methods developed for large corporations may
be cumbersome for many small enterprises. Especially since
labour and other costs of paper work have increased so greatly,
many small businessmen have sought and found simplified systems
which are adequate for their needs. Many of these operate on
the one-book principle, thus avoiding much duplication.
The one-book Synoptic Journal discussed and illustrated
in this lesson is but one of many types that may be used by a
small business. Each business will have different requirements and the businessman will have to adapt his records to the
needs of his business.
The Synoptic Journal is frequently used in small businesses because it contains all the information required to keep
adequate records and it can easily be posted by one person
without a great deal of effort.
As with any Journal, the Synoptic is used as a book of
original entry in order to post the General Ledger accounts of
a business.

Indicator
11.

Hand out Exercise FAB28-1.

Have students complete the assignment.
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estions
a.

(Exercise FAB28-1)

Bank Balance
Debit

November 6
6
6
8

9
9
10

10
10

Beginning balance
Withdrawal cheque #30
J.C. Williams Ltd.' cheque #31
W. Barum Ltd. cheque #32
C. Charles cheque #33
Deposit
W. Rae Ltd. cheque #34
Loan Payment
Deposit

Balance

b.

$

Credit

675.00.

175.00
125.00
200.00
180.25
731.00

450.00
175.00
115.00

$1,521.00
215.75

$1,305.25

Debit

Credit

Cash Balance

November 6
6
6
6
7
7
7

8

9
9
9

10
10
11

11

alginnin balance
Cheque from bank
Cash sales
T. Clems
Cash sales
W. Bales
Freight
Cash sales
Cash sales
Accounts recei,-able
Deposit
Cash sales
Deposit
Cash sales
Repairs

175.00
215.00
$

7.00

125.00
120.00
25.00
731.00

115.09
115.00
190.00
15.00

$1,195 00
325.00

Balance

1572

2.00

205.00
25.00

$

870.00

FAB28

c.

Accounts Payable
Debit

November 6

J.C. Williams Ltd.

7

W.W. Wholesale Ltd.

8

W. Barum Ltd.

9

Withholding accounts
U.I.C. - C.C.P. and
Income Tax

10

$775.00

Beginning balance

6

$125.00
200.00
200.00

W. Rae Ltd.

24.97
450,00
$775.00

Balance

d.

Credit

$999.25
224.97

Accounts Receivable
Debit

NoVember.6

Beginning balance

6

Credit sales

7

W. Bales

8

Credit sales

91

Collection

11

Credit sales

Credit

$106.00
94.00

$ 25.00
25.00
25.00

10.00
$235.00
185.00

Balance

.1573

$ 50.00

la

,

,z.se. - T.13,

.f.a913Ge.

_esTenenT

1,1L, ,

. ,-

a.

h

,:

,

.

.

CPSH

ON
HAND

'

GASH SALES c.K.DIrSteles SALES

PO
M

III

MI

1111

-

1111

L

.

II
Ed
Irin

m

r 74 co

da.9,_

,

MI NM

INEir

WPAr4iMilin,"

1

Ido

I

III

MRI..

1

PIRMIPERM

1

..

IMO

Ft

I MO II

ME MM WN El
111
IMI MIMI MO
i.
me

M
EVIR
El

ME

11110

m MN main
rim
M alleIN

III

IriMI

-7

.

1

to.

tv,4 v
-

TAx aneot *re iP
I

AccounTsReceivAble
-

WI!

i
III

1

'

c

Pm

t

5
1

41
-

T

.

q

.

.f

.

nvsn tor. y

III

MB

11111

ammumwmom
LE EMI
1101
El
M
11

9

MI
I 111

Hi i

III

1111

1
m
Immo Elm
_Ini
MOI=M

MICR1 MN

BM

mil

IIMIRM 11111.11111111

m

III

IIIIII

I

I

.

11111111110111

MB

1

1

-,

.

-,--

11

HI

IIIIII

Hi

1

111l1

IIIm

iir

TARI

.6
ErmI war
m
al
I
Il
&II
I
M
MOH
BIOME
ME

1

III

MI

NM
E

m
MI

M

.

SM MEN 111w
1
Isa
I IM MO'
m
1
111
9
III

m

M

111

1mgli

___,_i__,

IRM EINER
IN

-

ill

-

1
, 17

1111
11111

m im m
NM
mIlimi
mmimm.-- NEN1 =MBMUM 11111111 11111111MEIN MIMI 11111111011111
M N VIII
III mill mII1 MMIII
I 121Minin m111i MINERRIIIUMI
m mu
num pm___ni min
RO M
III III
In
ni m
oimonan
mu
MN
ME
Ilit 111 10 III
-tac.-cPP 0 110
M
111
111011
Inal
11
MU 111M
EMI,

-

,

.

S_S&Ie.5
ly_CAsh S hee T
Lit4 L

.:
,

ni inn
m ma m in m111u main sa11t --in
BMW
In
OM
MI 1111
RIM a, MI HI
III
MP
N IMII
111
Ill
MN
1111 MI
III E
Pi
III
11
Me
NM 11
1 IN
Iifil MI
Ng MI MU
10
NI
IN 01
MR an11 111
WM WPM' PRIIIIIMIII In
HU inn WPM IWO
MN ON
In
niMing
111B MIT?
IMO
ut n uni in

111101**MMVIE

MINN

1

MEI

.

-3,,,,,,,,,,

Dare, Mescr' T.00

tPlfiDtt)

ouirba

1

I

MIM MOM

11111111111111111111

11111
121111111111111111111

1

II

11111111111

NMI
mu mum,

I

111

111

I

IIH

IMMEENBLVIIMIL LEM

1111MMERIMINNIMIM

MIIMM111111111111111111111110

1111
innummIllii IlmolimmdMIIIIIIIIi
lliimmilmo....i. m.
IINN
111111111

PRINIM011111.

1811111111111 NI11101

OVIE11111111011nticeol
111,10MM1111111111111111111111
IRMIIMINIES INN 11111.11MM1111011111111111

MID PIMINF.,21111 =MINIM

MI

111111111PM 111111
lirawuraliall
HIM
IMMO
ecommiEntwonummustuummuiserum

11111.111011111111111111Mmi
TIMM 111111119M111p1

111111111111111SUI 011111M11

1111111111111011B111

11111111111=11111M1111111

1111111111111E

IIM

11
111

11111111M111111111111111

PIETIMIIIMINIMIRI

111E111 11111011111

mu
11111111MMIIINIAT1111011111111rmummommion
INFIN1111111111111111111111
MR raIllIMPIELINIIMIIIIII IIIIII1

111

PaVoinl MINN Mgr

min rowwwilmmilm INIII

mill=11111116lin
mrstimnoultiom

111,30111.111111111111.1111

1.11111.111111

r'1111 .1111r
.1111111M111

ValM71111,1111111111111114°

no Immo

"P"e."46fr:S

Ill. MINI 1111111

Cost+ 5K.5 CA9ri SA.05 ofotot lee* 0'15 PetbuitYIS

Ail

nto on) !Iwo,

51R111r!3 11111111111111r immenreal 1111111111B

own

m

EXERCISE. FAB28-1

1

INN

111

I

tion5CV

e0/4.45

L

, _

.

EN
sirmeM1111111111111

.

.

1

1

,_i__.

,

I

.

.6
1

.

III

,

.bo

i

'

rE.e

IT M

1

-

11
11

_ai
11

.

,

1

1

-14-1

ill

inummul

1

Ii

il

=IN II

il

111

Ht

il_.1

H-_:-

I

.

r:075

41

iii;i

"m
in

111

g,--.

-1)L

inllil MI6 11116.1M1msn
liil

11
1

III1111
III

111

1

ul,#40,rZ

(cont.)

i
III
11111E11B
IS
IN
:IN 91I.
imi HI
1
Blinir
Si
all III
lir

,c,JItile.b 'PROPeo,-5

IN
I1
I

FRIIII40)

EXERCISE FAB28-1

SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB28

THE SYNOPTIC JOURNAL

EXERCISE FAB28-1

THE SYNOPTIC JOURNAL

Below is .a seriesof transactions that occurred in the Middle
Rapids Trading and General Store during the week November 6
11, 19

DATE

TRANSACTION DESCRIPTION

Nov. 6

Withdrew $175.00 from the bank in order to have
funds on hand. This left a bank balance of
$500.00. Cheque number 30.

Nov. 6

Issued cheque number 31 to J,C. Williams Ltd.,
for $125.00 on account owing. Balance owing
nil. Accounts Payable balance was $775.00.

Nov. 6

Ma0e cash sales of $215.00

Nov. 6

Paid T. C.ems $2.00 out of the till for helping
to clean stock room.

Nov. 7

Received shipment from W. W. Wholesale Ltd.,
$200.00 payable December 1, 19

0/1579
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Nov. 7

Made credit sales of $94.00.
now valued at $200.00.

Nov. 7

Made Cash sales of $205.00.

Nov. 7

Collected $25.00 from W. Bales in payment of
his account receivable.

Nov. 7

Paid $7.00 cash freight charges.

Nov. 8

Made cash sales of $125.00

Nov. 8

-aedit sales $25.00

Nov. 8
.

Accounts Receivable

Issued cheque number 32 to W. Barum Ltd., for
the amount of $200.00 in payment of account
payable.

Nov. 9

Made cash sales $120.00.

Nov. 9

Issued cheque number 33 to C. Charles for the
amount of $180.25. Deductions were:
$ 2.70
C.P.P.
1.80.
U.I.C.
Income Tax
15.25

Nov. 9

Collected $25.00 on accounts receivable.

Nov. 9

Made cash deposit of $731.00

Nov. 10

Made cash sales $115.00

Nov. 10

Issued cheque number 34 to W. Rae Ltd., for the
amount of $450.00.
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Made loan payment of $175.00
$ 170.00 on principle
5.00 interest

Nov. 10

Automatic bank. debit.

Nov. 10

Made bank deposit of $115.00.

Nov. 11

Made cash sales $190.00.

Nov. 11

.

Nov: 11

Made credit sales $10.00.

Paid repair expense $15.00. Paid from till.

Instructions
1.

Set up a'Synoptic Journal and record into it the above
transactions.

2.

Answer the following questions:
a.

How much money is in the bank account of Middle Rapids
Trading and General Store as of November 11, 19 ?

b.

How much cash is in the till of the Middle Rapids Trading
and General Store at the vld of business on November 11,
19

?

c.

As of November 11, 19
Payable?

d.

As of November 11, 19
how much is owed to Middle Rapids
Trading and General Store from Accounts Receivable?

,

what amount is owed on Accounts

,
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'SUBJECT

LESSON FAB29

FINANCE, ACCOUNTING, BOOKKEEPING

DEPRECIATION

INSTRUCTOR'S GUIDE

OVERVIEW
Depreciation is an expense which is often overlooked by the small
business manager. Many managers see the cash outlay for a piece of
In boolckeeping, this is simply the
equipment or a building as the cost.
The
purchase of the asset; the cost is incurred as ).he asset is used.
asset usually loses value as it is used.
This :Loss in value is called
depreciation.
It is almost impossible to actually calculate the real loss in
value of an asset for each accounting period. -The figures used for depreciation are only approximations of the real loss in value. The calculation of these approximations is important in terms of both accounting
and income tax returns.
There are nunerous methods of calculating depreciation, three of
which will be covered in this lesson. The straight line method of
calculating depreciation simplest method, but due to income tax regulations, it is not used by most businessmen.
The constant percentage methods (reducing balance method) of calculating is the most common method used by businessmen.
It appro-Amates
It provides a
fairly closely the decrease in value of many assets.
larger amount of depreciation the first years and lesser amounts in later
years.
The third method is used by car dealers to determine the value of
It assunes a deIt is a rough guide to trade-in valus.
used cars.
preciation of 30% in the first year, approximately 21.4% in the second
year, 18.2% in the third year, 11.1% in the fourth year and so on. Different used car dealers use different percentages.

-/
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The instructor will find it easier to teach the depreciation concept if he provides the students with many practical examples.

OBJECTIVE
Given the necessary facts and figures, the students will calculate
the depreciation which can be deducted from the original book value.

RESOURCES REQUIRED
1.

Projectuals: FAB29-1, "Straight Line Depreciation"
29-2, "Constant Percentage Depreciation"
29-3, "Comparison Between Straight Line and
Constant Percentage Depreciation"
29-4, "Percentage of New Value Depreciation".

2.

Schedule of current capital allowance rates (from Master Tax Guide )

3.

Schedule of rates for depreciation (from Master Tax Guide):

4.

Canadian Master Tax Guide (section on capital allowances).

5.

Exercise FAB29-1, "Depreciation Problems"

METHODOLOGY
1.

-Hand out the Readings and read the Purpose and Introduction.

PURPOSE

in this lesson you will learn what depreciation means and
how you can calculate it.

INTRODUCTION

%hen you are in business it is important to have a knowledge
of depreciation. Knowing the effect of depreciation in business
can heip you make decisions which will add to the success of your
business.

1584
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GIVEN THE NECESSARY FACTS AND FIGURES, THE STUDENTS WILL
CALCULATE THE DEPRECIATICN WHICH CAN BE DEDUCTED FROM THE
ORIGINAL BOOK VALUE.

OBJECTIVE:

Stimulus
2.

Ask:

"What does depreciation mean?

How is it used?"

Clarify Problem
3.

Discuss the questions. Some of the group will have had experience
with depreciation and a short discussion should result.

Provide Information
4.

Read Sections 1, 2 and 3 of the Readings.

CONTENT
1.

What is Depreciation?
Depreciation means a decrease in value of an asset. For
example, the trade-in value of a used car is less than the
original price of that car.
This is partly true because you
have put miles on it and to some extent the car is worn out,.
However, even if you put that new car in the garage and did
not drive it a single mile, the trade-in value would be down,
because newer models, with style changes and improvements,
have come out in the reantine.
In other words, we say that depreciation is a decrease
in the value of a fixed asset becausp:
a.

b.

2.

it wears out
it is out of date, or out of style.

Depreciation in Business
In business, depreciation is an expense.
:42 you buy a
truck to haul gravel, it will be worn out after a few years
and you will have to replace it.
It is necessary to make an
allowance each year over the lifetime of the truck so that you
will have money to buy a new one.
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The government recognizes that depreciation is an expense, and the Department of National Revenue allows you to
deduct this expense when calculating your income tax. They
call it'Capital Cost Allowance instead of depreciation. In
other words, it is an allowance to enable you to recover the
capital cost of buying fixed assets
trucks, buildings,
equipment, etc. The Department of National Revenue lays down
strict rules on how depreciation must be calculated.

3.

Straight Line Depreciation
There are many ways of calculating depreciation.
In
this lesson we will discuss three methods that are important
in small buEdnoss, one of which is called strait line depreciation.
Straight line depreciation is calculated by dividing the
cost of the asset by the number of years you expect it to
This gives you the dollar amount of depreciation each
last.
year.

Suppose, for example, that you buy a piece of equipment
for $1,000.00 and you expect it to be worn out in five years:
$1,000.00 = $200 per year (which is
5 years
equivalent to a constant yearly rate of 20% of the purchase price).

depreciation

Your record of depreciation would look like this:

YEAR
0
1
2

3
4
5

DEPRECIATION
PER YEAR

ACCUMULATED
DEPRECIATION

BOOK
VALUE

$1,00.00
$200.00
200.00
200.00
200.00
200.00

$

.

200.00
400.00
600.00
800.00
1,000.00

800.00
600.00
400.60
200.00
-8-

Straight line depreciation is the easiest to calculate
but because of income tax regulations it is seldom used in
business. Only farmers and fishermen have the option of using
it.
In future this method will be less advantageous to them.

5.

Shaw Ftojectual FAB29-1, "Straight Line Depreciation ", and explain.
Review abwe Readings if necessary, giving additional examples.
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FAB29 -1

STRAIGHT LINE DEPRECIATION

SUBJECT

SERIAL NUMBER
11V1V11113)1111311.

.1.11.111.11.11104131.1:
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$
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6.

Read Section 4 of the Readings.

4.

,

Constant Percentage Depreciation

This is the method most in use today because of regulations set out by the Department of National Revenue (income
Capital cost is
tax).
They call it Capital Cost Allowance.
It is also
the original amount you paid for the asset.
called Market Value, or the value of the asset when you bought
it, whether new or used.
Once you use an asset and have deducted depreciation, the balance is called book value, which
Original Cost
Thus:
may or may not. be the market value.
Accumulated Depreciation
.(also Capital Cost or Market Value)
= Book Value.
Constant percentage depreciation is calculated on the
book value at the beginning of the year. Although the percentage remains the same, the book value declines each year
and therefore the dollar amount of depreciation declines each
year.

Depreciation = Book Value x Percentage Rate
Let us take the same example we used in straight line
depreciation and at the sane percentage rate (20%).
DEPRECIATION
PER YEAR

YEAR
0
1

ACCUMULATED
DEPRECIATION

0

0

$200.00
160.00
128.00
102.40
81.92

2

3

4
5

$200.00
360.00
488.00
590.40
672.32

BOOK
VALUE
$1,000.00
800.00
640.00
512.00
409.60
327.68

You will notice that under the constant percentage
method after five years you still have-a book value of
$327.68.

Let us suppose that after five years you want to replace
this asset:
a.

If the asset has no market value and you are unable to
sell it, the income tax people allow 'the whole $327.68
in depreciation and you can charge it to expense in that
year.
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b.

If you sell it for $200.00 you can depreciate the differ$327.68
$200.00 = $127.68.
(You can charge
$127.68 to expenses in that year.)

ence:

c.

If you sell it for $500.00, then you have to declare that
portion which had been depreciated before:
$500.00
$327.68 = $172.32 as income.

d.

If you manage to sell it for $1,200.00, then you count
that portion which had previously been allowed for depreciation:
$1,000.00
$327.68 = $672.32, as income
and the excess $1,200
$1,000.00 = $200.00 as capital
gain.

Recovering depreciation (above) is called Recapture of
Capital Allowance. Although recaptured capital allowance is
considered income, you may deduct it from the book value of
other assets in the same depreciation rate.
If you do not
have other assets in the same rate (or class) then you have
to declare it as income in your Profit and Loss Statement.

7.

Show Projectual FAB29-2, "Constant Percentage Depreciation" and
FAB29-3, "Comparison Between Straight Line and Constant Deprecia-

tion" Discuss.
8.

Read Section 5 of the Readings. Distribute the Schedule of Rates
for Depreciation and the Schdule of Current Capital Cost Allowance
Rates.
Discuss.

5.

Schedule of Depreciation Rates
To be fair to all businesses, the Department of National
Revenue has established a Schedule of Rates to be used. These
are contained In the Canadian Master Tax Guide.
Some of the
many items are listed below.
SCHEDULE OF CURRENT CAPITAL COST ALLOWANCE RATES
RATE %
1.

Asphalt surface, storage yard

2.

CLASS

4

1

Assets, tangible capital not
specifically listed

20

8

3.

Automobiles

30

10

4.

Automotive equipment

30

10
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COMPARISON BETWEEN STRAIGHT LINE AND CONSTANT PERCENTAGE DEPRECIATION

SERIAL. NUMBER

SUBJECT

a

31111031370111331.

.31v1d1.131301111031.

411"

00
0

oodteutt fteize-eetao.::-

O

I

0

.

0

Veticutee

1

IMMAL-r-Z-A---1.6511.111M
0

0

I

Sprai9/44efee

N
.

.

T MINCE UMPLATE

.TCCXINCC T;;P:ATE.

Lr!cNIFAxj

rm
Form Na 267

TECN1FAX FILIALE TRANSPARENCY MOUNT

71/1" x 10" MASK USE Via" x 11" FILM

1591

FAB29

RATE %
S.

Boats

6.

Breakwaters (a) wooden
(lb) other

7.

Buildings

(a) brick, stone,
cement, etc.
(b) frame, log,
stucco
galvanized or
corregated iron

CLASS

) 5

7

10
5

6

3

5

10

6

8.

Boilers heating use (sane rate
as buildings, class 3 or 6)

9.

Buses

30

10.

Canoes

15

7

11.

Cold storage plants, lockers, etc.

20

8

12.

Contractor's movable equipment

30

10

13.

Display fixtures (window)

20

8

14.

Distributing equipment for
distribution of gas

6

2

15.

Docks

5

3

16.

Electrical advertising signs

35

11

17.

Electrical generating equipment

6

2

18.

Electrical power plants

6

2

19.

Gas Plants

6

2

20.

Heating equipment (same rate as
building, class 3 or 6)

21.

Logging mechanical equipment

30

21

22.

Machinery and equipment not
specifically listed

20

8

23.

Neon Signs

35

11

24.

Outdoor advertising signs

35

11
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RATE %
25.

CLASS

Plumbing (same rate as
building, class 3 or 6)

Z6. -Portable construction
camp buildiags

30

10

50

22

27.,

Power operated movable equipment

28.

Power plants (electric)

6

2

29.

Refrigeration equipment

20

8

53.

Row boats

15

7

31.

Scows

15

7

32.

Sleighs

15

7

33.

Sprinkler Systenn (same rate
as building, class 3 or 6)

34..

Storage area

4

1

35.

Storage tanks, oil or water

36.

Tools (under $100.00)

37.

10

100

12

Tractors

30

10

38.

Trailers

30

10

39.

Trucks, automotive

30

10

40.

Wagons

30

10

41.

Water storage tanks

10

6

42.

Waterworks

6

2

{Carves

5

3

.43.

SCHEDULE OF RATES FOR DEPRECIATION
RATE %

CLASS

4

1
2
3
4

6
5

6
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RATE %

CLASS
5
6

10

7

15
20
25

10

8
9
10

11

30
35

12
16

100
40

17
18
22

8

60
50
100

23

You will notice that various items in the sane rate are
also in the sane class. Mhen calculating depreciation you
can put all items which you are using in your business and
which are in the sane class together and make one calculation
for each class.
For instance, trucks, trailers and portable construction
buildings are in Class 10, and all are calculated at 30%.
Therefore, you can post them into the same Ledger sheet and
make one calculation. Land is not depreciated.

9.

Read and discuss Section 6 of the Readings.

6.

Car Dealers'. Depreciation

There is a third method of calculating depreciation which
is useful to know. This is the method used by car and truck
dealers to find the value of trade-ins. The method they use
is Percentage of New Value.
Suppose that the new value of your car or truck was
$4,000.00.

Then:

New Value = $4,000.00
Year
Year
Year
Year

1
2
3
4

70%
55%
450
40%

of
of
of
of

N.V.
N.V.
N.V.
N.V.

=
=
=
=

Trade-in Value of $2,800.00
Trade-in Value of 2,200.00
Trade-in Value of 1,800.00
Trade-in Value of 1,500.00

in additional years the trade-in value continues to decline at 5% of N.V. or $200.00 per year.
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PERCENTAGE OF NEW VALUE DEPRECIATION
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10.

Show Projectual FAB29-4, "Percentage of New Value Depreciation"
aad discuss.

11.

Read Section 7 of the Readings.

7;

Summary

Depreciation means a decrease in value of an asset. It
is an expense in business, deductible under the Income Tax
Act.

Straight line depreciation is an old, simple method of
calculation but is no longer much in use.
It is good to know
this method because all other methods have been developed
from it.

Constant percentage depreciation is the most important
method today because of Income Tax regulations.
Percentage of new Value affects all of us. when we trade
in a used car or appliance.

Money is paid out when an asset is purchased. Depreciation is a way of getting it back over the service life ,of
the asset.

Indicator
12.

Hand out Exercise FAB29-1, "Depreciation Problems".
complete the problems.
a.

Have students

Solution to Problem 1
(1)

It would take $600

= 6 2/3 years to depreciate the

15%
motor..
(2)

b.

Depreciation per year would be $600 x 15% = $90 a year
and $600 x 15% x 2/3 = $60 for the last year.

Solution to Problem 2

35% of $4;000 = $1000
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c.

Solution to Problem 3

Class 6 = 10% rate of
depreciation
Year

Workshop

Dep.

Acc.
Dep.

0

1
2

$300
270

$300
570

Book
Value
$3,000
2,700

2,4:0

Class 10 = 30% rate of
depreciation
Portable Building A
Building B
Building C
Tractor A
B
Truck A
B
Law Bed Trailer
Total Class 10
'

1,000

0

,

800

0
0

1,200
8,000
12,000
5,500
4,500
2,000
35,000

0
0
0

0
0

Year

Dep.

Acc.
Dep.

10,500
7,350

10,500
17,850

0

1
2

Book
Value
35,000
24,500
17,150

Class 8 = 20% rate of
depreciation

Adding "lachin
Typewriter
Cash Register
Total Class 8

200
150
150
500

0
0
0

Acc.

Year
0
1
2

Dep.

Dep.

100

100
180

80

Total accumulated depreciation in two years =
$570 + $17,850 + $180 = $18,600.
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500
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NCTE:

Land is not depreciated. Inventory, as a current asset
and the house, as personal property, do not qualify
for capital cost allowance.
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LESSON FAB29

DEPRECIATION

EXERCISE FAB29

1

DEPRECIATION PROBLEMS

PROBLEM 1

Mike Mitchell is a fisherman who bought a new outboard motor for
According to the fishermen's depreciation table he can use
straight line depreciation at the rate of 15%.
$600.00.

1..

How many years would it take to depreciate the motor completely?

2.

that would the annual dollar amount of depreciation be?

PROBLEM 2

Terry Janes bought a car for $4,000 in April 1966'and traded it in
(Use the perMarch 1971. What would be the trade-in value of the car?
centage scale given in Section 6 of the Readings.)
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PROBLEM 3
The purchase
Tony .Klein bought out a construction contractor.
price included 10 acres of land which was the company headquarters.
On the land were two permanent buildings
a house, which was the contractor's res:Ldence and a large workshop. All othr buildings and
equipment were portable.
One portable building was used as a store
for sale of clothing, tobacco and sundries to construction crews.
Value of the assets purchased was as .follows:

Land 10 acres
House (frame 28 x 38)
Workshop (frame 40 x 40)
Portable Building A
Portable Building B
Portable Building C
Tractor A
Tractor B
Truck A
Truck B
Low Bed Trailer
Adding Machine
Typewriter
Cash Register
Store Inventory

2,000
11,000
3,000
1,000
800
1,200
8,000
12,000
5,500
4,500
2,000
200
150
150
1,200

What would be the accumulated depreciation (Capital Cost Allowance)
after two years?
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LESSEN FAB30

YEAR-END ADJUSTMENTS

INSTRUCTOR'S GUIDE

OVERVIEW
The student has learned the fundamentals of bookkeeping.
He has
had an opportunity to review the accounting cycle in progressive stages.
Prior to the preparation of financial statements for the third tire,
the student should be aware that some transactions are not recorded in
the usual fashion and must be adjusted at the end of a fiscal period to
reflect the true state of the business.

This lesson considers two types of adjustments which a business
must make to reflect an accurate picture of the business. They are adjustments for bad debts and for depreciation.
The students will realize that as credit sales were made the books
recorded the transaction as sales aad the amounts were recorded as accounts receivable.
If some of the accounts receivable are not collectable the.business has recorded receipts which it will not receive. The
books should write off any amounts it feels cannot be .collected.
This
does not mean that the businessman will not continue trying to collect
these accounts.
If they are later collected,'-they are then added to inCORE.

The students should realize that it could be quite misleading to
keep in the receivables large anounts of accounts receivable that are
not likely collectable.
It is best each year to adjust the books for
accounts receivable that are considered as bad debts.
In the last lesson, the students were introduced to depreciatiOn.
They saw that depreciation is the reduction in asset value due to its
use in the business.
The year-end adjustment is the method of reflecting
this loss in value in the business financial statements.
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The amount of depreciation used in the year-end adjustments is
normally the amount allowed by the Department of National Revenue. The
adjustment to the asset account (reduction in asset value) is charged
as depreciation against the current years income.
The instructor may have to provide additional explanations which
will help the student understand the nature of adjustments.
The lesson does not discuss other possible adjusting entries.
There are a number that businessmen may have to make to reflect the
accurate financial position of the business. The business may have
prepaid such items as wages, insurance, taxes, etc.
These are recorded
as expenses and yet are not really expenses for the current accounting
period.
On the other hand adjusting elAries may be required for expenses incurred and not yet paid.
Common examples of these are wages,
taxes, accrued interest and miscellaneous bills which have not been paid,
etc.

The student should be conscious that year-end adjusting entries have
as a purpose the preparation of financial statements which reflect the
true income and expenses for the year as well as an accurate picture of
the assets and liabilities of the business.

OBJECTIVE

The student will become familiar with making year-end adjustments
forbad debt; and depreciation.

RESOURCES REQUIRED
1.

Case FAB30-1, "Year-End Adjustments".

METHODOLOGY
1.

Hand out Readings and read the Purpose and Introduction.

PURPOSE

In this lesson you will learn how to make year-end adjustments forbad debts and depreciation.
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INTRODUCTION

At the end of the year, you, as a businessman, will be making
up your financial statements. This is the time for you to calculate non-cash expenses, such as depreciation and bad debts. You
mustinclvae them in your year-end statement. The calculation of
-these expenses will have to be made within certain guidelines laid
down by the Department of National Revenue.

OBJECTIVE:

THE SIUDEmrS WILL BECOME FAMILIAR WITH MAKING YEAR-END,
ADJUSTMENTS FOR BAD DEBTS AND DEPRECIATION.

Stimulus
2.

Distribute. Case FAB30-1, "Year -End Adjustments", and read with the
graup.

Clarify Problem
3.

Ask the question at the end of the case. Explain that the students
do not have the informatian'about the individual accounts that
Bill Brooks would have, but that they should make an analysis of
the summary of accounts receivable an the basis of the information
that is given.

Provide Information
4.

Read and discuss the Readings with the students 7:tep by step. Note
how bad debts came ?bout even though Bill Brooks was a careful
credit manager.

CONTENT
1.

Year-end Adjustmentfor Bad Eebts
If you are giving credit in your business, you will have
some losses. Even if you are a very good credit manager, you
will be fortunate if your losses are less than one per cent
Fortunately, the. Department of National Revof your sales.
enue tecognizeS such losses and allows you to deduct them as
a business expense.
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In Case FAB30-1, Bill Brooks had to make an honest
-assessment of his accounts receivable as they stood at the
year-end. He decided that the following accounts should be
written off as bad debts:
a.

Fred Barker .7- $8.11

Fred-had:not been in the district long when he lost his
Fred had no money with
anti-freeze on a very cold day.
him but promised to pay the next day. Bill took a chance
on this, but Fred left the district without paying... He
left no forwarding address.
b.

R.E. Cable -- $18.31
Bob Cable, who was a good customer, always paid cash for
his merchandise. One day he was short of money so Bill
let him have $18.31 worth of goods.on credit. After that
It looks like Bill has
Bob never came back to the store.
lost the account as well as a good customer.

c.

$14.42
S.T. Felt
Stan Felt came :In an his tractor anewarm fall day.
When the weather turned cold Bill sold, him a jacket on
credit. Later Stan said the jacket came apart at the
Bill told him
seams so he was not going,to pay for it.
to return the jacket so he could.put in a claim to the
Wholesaler, but Stan never brought it back to the store.

d.

Ted Grant
$84.40
Ted was a good worker and he always paid his bills. Ted
died suddenly leaving his wife and four small children
with very few assets. Ted had not paid his bill when he
died; however, his wife acknowledged the account and'
promised to pay when and if finances allowed. Bill decided to write off that account, even though it might be
collected at some future date.

The total accounts receivable to be written off
were:

Fred Barker
R.E. Cable
S.T. Felt
Ted Grant
Total

$

8.11
18.31
14.42
84.40

$125.24

Bill Brooks wrote off: the amount $125.24 an the accounts
receivable control card as.shown.

Bill also wrote Off the bad debts on the individual
accounts. For example; he wrote off $84.40 on Ted Grant's
account.
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Bill left the written-off accounts in the Ledger and
instructed his clerks to:
a.

Give no more credit to these people, under any circumstances.

b.

2.

Try to collect if they had the opportunity.

Year-end Adjustment for Depreciation
In lesson FAB29 you learned how to calculate depreciation
In this lesson you will learn how to make the year-end adjustment for depreciation.
Suppose that Bill Brook's store building was of frame
construction and worth $10,000.00 when he bought it three
years ago. At the same time he also bought scales for $200.00
an adding machine for $95.00, and a cash register for $150.00
Bill's year-end adjustments for depreciation on these items
are shown on the asset sheets.
The method used by Bill Brooks to show his expense for
bad debts and depreciation is shown on the Profit and Loss
Statement and Balance Sheet.

3.

Notes on Financial Statements
a.

The $2,100.02 listed in Summary of Accounts Receivable
appears on the Balance Sheet under current assets.. The
bad debts amount of $125.24 appears an the. Profit and
Loss Statement under expense.

b.

On the Balance Sheet, the original cost of buildings, and
equipment is set out under fixed assets. Accumulated
depreciation is deducted leaving a book value of
The current year's.
$7,290.00 and $227.84 respectively.
depreciation (of $810.00 +-$56.96 = $866.96) is charged
to expenses in the Profit and Loss Statement.

c.

If any accounts written off in previous years had been
collected this year, _the amount would be included in
other income. BetailS of bad debts and other income have
to be listed for income tax purposes.

d.

The owner's drawings are deducted from net profit and the
balance is added to the owner's equity (Balance Sheet).
If the owner draws more than the net profit, it decreases
his equity.
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4.

Summary

It is important for you, as a businessman, to take an
honest look at your accounts receivable at, the year-end, and
write off those that you are unlikely to collect.

W.A. Brooks
Profit and Loss Statement
For the year ending December 31, 1970

Sales

$80,092.67

Cost of Goods Sold
Inventory, Dec. 31, 1969
Merchandise Purchases
Freight
Cost of Goods Available
for Sale
Less: Inventory, Dec. 31, 1970
Cost of Goods Sold

$14,318.00
61,840.78
1,667.47
$77,826.25
13,587.00

64,239.25

Gross Profit

$15 ,85 3.42

Expenses

Bad Debts Written Off
Bank Charges
Depreciation Expense
Heat, Light, Power
Interest
Office & Store Supplies
Postage
Repair & Maintenance
Salaries
Tax & Licence
Total Expenses

125.24
20.49
866.96
955.62
455.70
172.75
59.40
179.33
3,918.40
985.22
7,739.11.

'Cloerating Profit

Plus: Other Income

$ 8,114.31
86.91

Net Profit to Balance Sheet

$ 8,201.22

1609

Total Assets

Total Fixed Assets

227.84

445.00
217.16

1,974.78
13,587.00

Equipment
Less: Acc. Dep.

*

7,290.00

-

Buildings
Less: Acc. Dep.

.

$ 2,100.02
125.24

$ 1,380.15
892.17

10,000.00
2,710.00

Fixed Assets

Total Current Assets

_amatory, Dec.31/70

Cash an Hand
Cash in Bank
Accounts Receivable
Less: Bad Debts

Current Assets

Assets

$25,351.94

7,517.84

$17,834.10

Total Liabilities F
Owner's Equity

Total Owner's Equity

At Dec. 31/70
$14,670.02
From P & L Statement
8,201.22
Less: Owner's Drawings

Owner's Equity

Total. Liabilities

Bank Loan

Lang-Term Liabilities

Trade Accounts Payable

Current Liabilities

Liabilities & CWner's Equity

W.A. Brooks
Balance Sheet
for the year ending December 31, 1970

22,971.24
6,000.00

5,627.80

2,852.90

$25,351.94

$16,971.24

8,480.70

FAB 30

Indicator
5.

Group discussion.

6.

Provide additional exercises, if necessary.

SUBJECT

FINANCE, ACCOUNTING BOOKKEEPING

LESSai FAB30

YEAR-END ADJUSTMENTS

CASE FAB30.

1

YEAR-END ADJUSTMENTS

Bill Brooks had finished taking his year-end inventory and was now
making up his financial statements. There were two adjustments he had
to make to the statements, one of which was writing off bal. debts.

Bill made up a sununary of accounts receivable, and from the list,
he tried to decide which accounts were collectable and which ones were
hopeless. When he hp_d honestly decided which accounts were bad, he prepnred to make the adjus:.nent.

The other adjustrent he had to make was calculating his depreciation and charging it to expense.
Question for Discussion
:1.

Which of Bill Brooks' accounts would you consider to be bad debts?

NAME

1. Adams F.G.

2. Arneson H.

SUMMARY OF ACCOUNTS RECEIVABLE DEC. 31/70
HATE OF
OVER
UNDER
TOT'AL
LAST ENTRY
60 DAYS
60 DAYS

Dec. 5/70
Dec /15/70

$

15 20
29 89

.15 20

29 89

3. Bailey N.F. July 10/70

134 10

134 10

4. Barker Fred Jan. 15/70

8. it

8 11

5. Barr J.J.

Nov. 15/70

210 14

gelk/1613

REMARKS

210 14

Sick - not working
Address unknown
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NAME

DATE OF
LAST ENTRY

UNDER
60 DAYS

OVER
60 DAYS

TOTAL

Bruce Ed

Oct. 1/69

$

$ 79 87

$

7. Cable R.E.

July 6/70

18 31

S. Church Tony Sept. 18/70

119 14

REMARKS

79 87 Unable to sel:
grail

18 31 Inactive
119 14 Promises to

pay
.9. Cowan S.T.

Oct. 4/70

10. DeMbisky A. Dec. 31/70

89 90

14 10

89 90 Doubtful

14 10

11. Eaton R.A.

May 10/70

19 80

19 80 Collectable

12. Elgie John

July 8/69

142 14

142 14 Can be gar.

13. Felt S.T.

Ap7

14 42

14 42 Refuses to

nished.
12/70

pay
118 18

118 18

Dec. 24/70

42 33

42 33

16. Friske S.F. Dec. 10/70

21 10

21 10

14. Fisher F.S. Nov. 30/70
15. Foraie N.

17. Gogal Nick

Oct. 8/70

95 10

95 10 Has been good

18. Grant Ted

Jan. 5/70

84 40

84 40 Deceased

19. Hardy S.A.

Dec. 15/70

114 80

114 80

20. Hoffers J.

Dec. 30/70

94 80

94 80

21. Jensen O.K. Dec. 15/70

210 10

210 10

Nov. 30/70

46 60

46 60

23. Little M.A. Dec. 1/70

75 41

75 41

in the past
not collectab: e

22. Jones Stu

24. Massey F.

June 15/70

25. Reid P.T.

Dec. 30/70

26. Sharpe T.E. Dec. 23/70
27. Webb E.E.

Dec. 18/70

55 60

ill
pay if possil le

55 60 Unemployed.

91 13

91 13

06

114 06

41 29

41 29

1.14

$1,239,13
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SUBJECT

'LESSON FAB31

FINANCE, ACCOUNTING, BOOKKEEPING

PREPARING FINANCIAL STATEMENTS

INSTRUCTOR'S GUIDE

OVERVIEW
The students have been previously introduced to financial statements
in lessons FAB9 and 10.
In this lesson they will learn more precisely
how to prepare a Profit and Loss Statement and a Balance Sheet.
It is very important that students know how to get the information
required for the preparation of these statements from a summary of the
daily records kept by the business.
It is of little use keeping a record of business transactions without summarizing the information into a Profit and Loss Statement and a
Balance Sheet. Meaningful analysis of the performance of the business
is only possible if these financial statements are prepared. Future
lessons will discuss the use and interpretation of the financial statements.

OBJECTIVE
The students will correctly prepare a set of financial statements.

RESOURCES REQUIRED
1.

Case FAB31-1, 'Mic Mac Market"
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METHODOLOGY
1.

Hand out the Readings; read and discuss the Purpose and Introduction with the students.

PURPOSE
In this lesson you will learn how to prepare detailed financial
statements from a set of business record.3 or books.

INTRODUCTION

At the end of each business day, you make entries into your
Over a period of time these entries will be only numbers in
your books unless-you prepare financial statements.
books.

Financial statements tell the story of how your business is
They answer the following questions:

doing.
1.

Did your business make or lose money over a certain period of
time?

2.
3.

4.

How much money does your business owe?
What is the value of assets owned by your business?
How much money have you invested in your business?

Only by knowing the answers to these and other questions can
you see if your business is a success.

THE STUDENTS WILL CORRECTLY PREPARE A SET OF FINANCIAL

OBJECTIVE:

STATNENTS
Stimulus

"What are financial statements, and what can they tell you?"

2.

Ask:

3.

Read and discuss. Section 1 of the aeadings with the students.

CONTENT
1.

Financial Statements
The financial statements you will be preparing in this

1616

FAB31

lesson are:
a.
b.

The Profit and Loss Statement
The Balance Sheet.

The Profit and Loss Statement tells you whether your business had made or lost money over a period of time. It can be
compared to a movie picture because the Profit and Loss Statement shows how things happen over a period of time.
A Balance Sheet tells you how much the business owns
(assets), how much the business owes (liabilities), and how
much you, the owner, have invested in.the business (owner's
worth).

Provide Information
4.

Read Sections 2 to 8 of the Readings.
Have the students prepare
a blank Profit and Loss Statement.
Refer tnem to the Readings to
clarify any problems they have in preparing the statement.

2.

The Profit and Loss Statement
a.

The main sections of the Profit and Loss Statement are:
(1)
(2)
(3)

b.

Sales
Cost of Goods Sold
Expenses.

The calculations for the Profit and Loss Statement are:
INC

3.

minus

COST OF GOODS SOLD

equals
minus

GROSS PROFIT
EXPENSES

equals

NET PROFIT

Income Section

The income section of the Profit and Loss Statement shows
all the money your business receiv-d and from where the money
came. You include both cash sales and credit sales in the
incame section of the Profit. and Loss Statement.
The entry
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for cash sales is found by totalling the cash sales column
in your books during the period for which you are preparing
the statement. The credit sales entry is found by totalling the credit sales column in your books for the same
period.
Example
TO-Eh Masterman totalled the cash sales and credit sales
columns in his books, and found that for the period ending
November 30, cash sales were $21,031.39 and credit sales
were $3,331.01. He had no other income during the year.
The income section of John Masterman's Profit a.td Loss
Statement would look like this:
Income

Cash Sales
Credit Sales

Total Income

$21,031.39
3,331.01
$24,362.40

If John Masterman.had.Teceived any other income from doing
business, he would have entered the amount of othc
income
under the heading other income. He would then have added
other income to cash sales and credit sales to get the
total income.

4.

Cost of Goods Sold Section
As the name implies, this section looks at how much
the goods you sold cost. When you talk about cost of goods',
you include any charges you had to pay jn order to get the
goods to your store.
For the Profit and Loss Statement you are only interested in how much the goods you actually sold during the
accounting period cost. During the accounting period you
sold goods you had on hand at the beginning of the period,
and goods you bought during the period. At the end of the
period you will still haAre an inventory of goods on hand.
This inventory will include goods you bought before and
during the accounting period. Therefore, in order to find
out how much the goods you sold cost, you must know how
much inventory you had at the ieginning of the period, and
how much it cost you to buy goods during the period, and
how much inventory you have on hand at the end of the period.
Inventory at the beginning of the period is found by
inspecting the inventory figures at the end of the last
period.
1618
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For example, if the inventory at the end of July 31 was
$3,000.00, the inventory for the period beginning August 1
would be $3,000.00. You can find the inventory at the beginning of the period by checking with your last Profit and Loss
Stat,-,ment.

Cost of goods purchased is found by totalling the purchases column and the freight column. Remember, cost of goods
This is
includes the purchase price plus the freight charges.
sometimes called laid-in cost.
The inventory at the end of the period is found by making
an inventory count. You count the number of items you have it
stock at the end of the period and calculate their total cost
value.

The calculations for the (=t of goods sold are as
follows:

COST OF GOODS SOLD

plus
plus

Inventory, beginning
Purchases during period
Freight charges for purchases

equals
minus

Cost of goods available for sale
Inventory, ending

equals

COST OF GOODS SOLD

Ex

le
figures John. Mastetman used for his .cost of goods sold
section were:
fie

Inventory, beginning
Purchases
Freight
Inventory, ending

$12,351.31
14,185.00
2,392.42
14,311.29

His cost of goods sold section looked like this:

Cost of Goods Sold
Inventory,'beginning
Purchases
Freight
Cost of Goods Available
for Sale
Less: Inventory, ending
Cost of Goods Sold
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$12,351.31
14,185.00
2.392.42

28,928.73
14 311.29
$14,617.44
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5.

Gross Profit
Gross profit is the amount of money made from the business operation after the goods sold have been paid for.
Gross profit is calculated by subtracting the cost of
goods sold from the total income received by the business
during the accounting period.
Exarp le

JOITI-FEsterman's gross profit is:

minus

Total Income
Cost of Goods Sold

$24,362.40
14,617.44

GROSS PROFIT

$ 9,744.96

Gross profit represents the money available to meet expenses, such as wages,:rent, repairs, etc. and the profit you
wish to earn.
John Masterman's books show a gross profit of $9,744.96.
He must use this to pay his expenses and earn a profit for
himself.

Many times gross profit is stated as gross margin.
margin is the percentage of gross profit to income.

Gross

GROSS MARGIN = GROSS PROFIT x 100
INCOME

John Masterman's gross margin is:

Gross Margin = $ 9,744.96
$24,362.40
Gross Margin = 40%

6.

Expenses

An expense is money paid out in order to make the busiExpenses tell you how much it costs to sell
ness operate.
your goods and run your business.
Some expenses are:
a.

Employee net pay

b.

,Employee deductions

c.

Employer C.P.P. and U.I.C.
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d.
e.
f.
g.
h.
i.

j.

k.
1.

m.
n.
o.

p.
q.

Supplies, postage, stationery
Light, heat, water
Interest
Bank charges
Rent
Repairs and Maintenance
Delivery and travel expenses
Telephone
Accounting and legal
Advertising
Taxes, licences, and.fees
Laundry and cleaning
Bad debt expense
Depreciation.

The amount of each of these expenses is found in your
Bad debt expense and depreciation are non-cash exbooks.
penses which are calculated at the end of each accounting
period.

7.

Net Profit
Net Profit = GrosS Profit

Expenses

Net profit is the amount of money your business makes
after paying for the goods it sold and the costs of selling
these goods. From the net profit you can buy new equipment,
pay off your loans, expand your business, and pay yourself.
Taxes are paid on net profit only.

Example
1977ToL. Masterman's expenses were $4,936.17, his net profit
would be:

minus

8.

Gross Profit
Expenses

$9,744.96
4 936.17

Net Profit

$4,808.79

Final Form.of Profit and Loss Statement
The Profit and Loss Statement appears on the following
page.
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A list of expenses is shown below:
a.

b.
c.
d.
e.

f.
g.

h.
i.

j.

169.20
231.61
931.43
57.63
1,800.00
501.33
157.31
87.66
100.00
900.00

Employer C.P.P.
Supplies, postage, stationery
Light, heat, water
Interest
Rent
Repairs and maintenance
Telephone
Other
Bad debt expense
Depreciation

$

Total Expenses

$4,936.17

John Mastennan's Store
Profit and Loss Statement
for period ending November 30, 19

Income

Cash Sales
Credit Sales
Total Income

$21,031.39
3,331.01
$24,362.40

Cost of Goods Sold
12,351.31
14,185.00
2,392.42

Inventory, beginning
Purchases
Freight
Cost of Goods Available for Sale
Less: Inventory, ending
Cost of Goods Sold

28,928.73
14,311.29
14,617.44
$ 9,744.96

Gross PI fit

4,936.17

Total Expense;

$ 4,808.79

Net Profit

5.

,...11

"Where does the businessman get information for the Profit
and Loss Statement?" Discuss.

Ask:
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Category

Source

Cash Sales
Credit Sales
Inventory, beginning
Purchases
Freight
Inventory, ending
Expenses

6.

Cash Sales Ledger
Credit Sales Ledger
Previous P & L Statement
Purchases Ledger
Freight Ledger
Present Inventory Sheets
Expense Ledger

Have the students list the major categories of a Balance Sheet,
and state how they decide what items go into these categories.

Category
Assets
a.
b.

things the business owns

Current Assets: Assets which will be used up within one year.
Fixed Assets: Assets needed to operate the business but
are not normally sold.

Liabilities
a.
b.

Current Liabilities: Liabilities payable within one year.
Long-Term Liabilities: Liabilities owed but not due within
the coming year,
Owner's Werth

7.

what the business owes

the amount of money the business owes to the
owner.

Read and discuss Sections 9 to 13 of the Readings with the students.

9.

The Balance Sheet

The second major financial statement is the Balance
The Balance Sheet tells you:

Sheet.
a.

b.
c.

10.

What the business owns
What the business owes
How ouch you have invested in the business.

Assets
Assets, which are usually listed first on a Balance
Sheet, are divided into two classes: current assets and fixed
assets.
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Everything the business owns is either a current asset or
a fixed asset. The way to put each asset of your business into one of these classes is to see how easy it is to change the
asset into cash.
a.

Current assets are those things a business owns that can
be changed into cash within, a year.
They also include
assets that will be used up within the next year.
Current assets are listed in order of liquidity (ease of
changing the assets into cash).
(1)

Cash on hand is money which is kept in the till.
is money owned by the business.

(2)

Cash in bank or credit union is money which the
business has in its account at a bank or credit
union.

(3)

Shares in credit union is the value of the shares
the business has in a credit union.

(4)

Accounts receivable is the money that credit customers owe the business. Also included here is money
owed the business from loans and from the sale of
assets.

It

Generally you divide the accounts receivable section
into two parts:
(a)
(b)

trade: credit customers
other: sale of assets, loans, etc.

(5)

Inventory (at cost) is the value of the inventory
of goods the business has for sale and the value of
the goods used to operate the busii,Iss. The inventory is valued at cost price because this is how
much it would cost to replace it.

(6)

Prepaid expenses are expenses that a business pays
in advance for services it will use sometime during
the next year. Because you have paid for these expenses, they are owned by your business and are
there for your business's use. You have traded one
asset for another; cash is paid out in order that
the business receives the service during the coming
year. An example of this is prepaid insurance policies.

b.

Fixed Assets
Fixed assets are land, buildings, and equipment..
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Normally these things are not sold, but they are needed
for the business to operate. These things are bought for
the service they give. For example, land is bought so
that you have some place on which to locate your buildings;
buildings are bought or built so that you have some place
in which to do business; and equipment is bought so that
you can sell to and provide service to customers.
When you account for fixed assets you must keep track of
depreciation. Remember, depreciation is an expense
charged for using an asset. Allowance is made for reduction in value of property through wear and tear. The
amount that is deducted is referred to as depreciation.
Therefore, you value these assets at their cost less accumulated depreciation. Valuing assets this way shows
the original cost of the asset and the estimated amount
of useful life left.
This is called Book Value.
kll
fixed assets except land are either depreciated or depleted. Fixed assets would appear on the Balance Sheet
as follows:
Information

Original cost of building
Accumulated Depreciation to date

$1,500.00
500.00

Appears on Balance Sheet
Building
Less: Accumulated Depreciation

$1,500.00
500.00
$1,000.00

11.

Liabilities

Liabilities are what you owe. They are separated into
two classes. One class is called current liabilities.
The
other class is called long-term liabilities.
a.

Current Liabilities
Like current assets, current liabilities have a time period of one year. These liabilities are the ones that
must be paid by the end of the next year.

Current liabilities are bank overdrafts and outstanding
cheques, bank loans, and accounts payable.
(1)

Bank overdraft and outstanding cheques - this is
the amount of money you owe a bank or credit union
if you have an overdraft. Outstanding cheques are
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cheques you have written but which have not yet been
charged against your account.
(2)

the amount of the loans that are due
Bank Loans
For example, if you had a
within the coming year.
loan with payment of $500.00 due in the coming year,
you would put the $500.00 into this part of the Balance Sheet.

(3)

there are many different types of
Accounts Payable
accounts payable which are listed in this part of
the Balance Sheet:
(a)

Trade Accounts Payable
the amount of money
you owe to your suppliers.

(b)

many times the date you
Wages Payable
up the Balance Sheet does not come on a
You owe your employees wages from
day.
date of the last pay day to the date of
Balance Sheet.

(c)

Employee U.I.C., C.P.P., and Income Tax Payable - the money you would have to deduct from
the employee's gross wages from the date of
the last pay day to the date of the Balance

make
pay
the
the

Sheet.
(d)

any other bills (you have not paid) for
Other
goods and/or services already received.
Liabilities

b.

Thrii-fifies
are what you owe but you do not need to
esese
pay then within the coming year.
(1)

12.

the amount of loans from banks,
Loans Payable
credit unions or from other services which are payable sometime after the coming year.

Net Worth (Owner's Worth)

This last part of the Balance Sheet shows how much you
or your partners or shareholders have invested in the business. There are three parts: balance beginning year, current
profit, and year's drawings.
To calculate this section you use the net worth ending
figure from last year's Balance Sheet as the balance beginning year for the new statement. You add to this the net
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profit, after taxes, calculated in this year's Profit and Loss
StataRent. Then you deduct the amount of money that you or
your partner have drawn out of the business during the year.
NET WORTH SECTION

plus
less

NET WORTH BEGINNING
NET PROFIT FROM PRESENT PERIOD
OWNER'S DRAWINGS

equals

NET WORTH, ENDING

Balance Sheet
as at

Assets
Current Assets

Cash on Hand
Cash in Bank/CTedit Union
Credit Union Shares
Accounts Receivable
Trade
Other
Inventory at Cost
Prepaid Expense
Total Current Assets

Fixed Assets
Land
Buildings
Less Accumulated Depreciation
Fixtures & Equipment
Less Accumulated Depreciation
Delivery Equipment
Less Accumulated. Depreciation

Total Fixed Assets

Total Assets
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Liabilities and Owner's Worth
Liabilities

Current Liabilities
Bank Overdraft/Outstanding cheques
Loans
Accounts Payable
Trade
Other
Total Current Liabilities

Long-Term Liabilities

Loans Payable: Bank/Credit Union
Loans Payable: Government
Other
Total Long-Term.Liabilities
Total Liabilities

Owner's Worth
Balance Beginning Year
Add Current Profit
Balance
Deduct Year's Drawings

Total Owner's Worth

Total Liabilities and Owner's Worth

13.

Summary
Financial information which is available in good form
and at the proper times is essential for effective management.
Management must at all times be aware of the financial conditions which confront the business, so that no actions are
jyAken which could result in losses to the business.
Financial analysis primarily involves two types of
statements: the Profit and Loss Statement and the Balance
Sheet.
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In this lesson, you saw how to prepare detailed financial
In later lessons you -..ill learn how to analyze
statements.
these statements, and use them to plan for the future activities of the business.

8.

"Where does the businessman get information for the Balance
Sheet?" Discuss.

Ask:

Categog

Source

Cash on Hand
Bank
Credit Union Shares
Accounts Receivable
Inventory
Land
Buildings
Fixtures F, Equipment
Delivery Equipment
Depreciation
Bank Overdraft
Outstanding Cheques
Accounts Payable
Loans Payable
Owner's Worth
Balance Beginning Year
Current Profit
Year's Drawings
.

Cash Ledger
Bank Ledger
Credit Union Ledger
Accounts Receivable Ledger
Inventory Sheets
Asset Car0
Asset Card
Asset Card
Asset Card
Asset Card
Bank Reconciliation
Bank Reconciliation
Accounts Payable Ledger
Loan Ledger
Last Balance Sheet
Profit and Loss Statement
Owner's Drawings Ledger

Indicator
9.

Mac Market". Have the students prepare
Hand out case FAB31-i,
the required statements using the information given in the case.
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Mic Mac Market
Profit and Loss Statement
For year ending. December 31, 1971

Income

Cash Sales
Credit Sales
Other
Total Income

$218,062.05

4,612.73
16.26
$52,691.04

Cost of Gu.,:s Sold

Inventory, beginning
Purchases
Freight
Cost of Goods Available
for Sale
Less: Inventory, ending
Cost cf Goods Sold

Gross Profit
Expenses*

Net Profit

*Expenses (listed next page)

-033,593.15
1,745.43

35,338.58
2,103.92

33,234.66
$19,456.38

10,235.19
$ 9,221.19

I-
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Expenses
$ 2,210.00

Bnployee Wages

Employee Income Tax

191.50

Bnployee C.P.P.

U.I.C.

63.18

Employer C.P.P.

U.I.C.

63.18

Postage, Supplies, Stationery

700.71

Light, Heat, Water

309.92

Rent

3,060.00

Repairs

406.75

Delivery

180.00

Telephone

206.41

Interest E Service Charges

95.54

Accounting, Legal

65.00

Taxes, Licences, Fees

295.00

Advertising

455.00

DJpreciation
Bad Debt
Total Expenses

1,500.00
433.00

$10,235.19,

Total Assets

Total Fixed Assets

Assets
Less: Accumulated
Depreciation

Fixed Assets

Total Current Assets

Cash
Bank
Accounts Receivable
Inventory, Dec 31/71

Current Assets

Assets

1,500.00

$15,000.00

$26,076.69

13,500.00

$12,576.69

$ 1,675.29
7,079.91
1,717.54
2,103.92

-0-

$9,221.19
5,970.00

Total Liabilities & Net Worth

Net Owner's Worth

Balance, beginning
Current Profit
Less: Year's Drawings

Owner's Worth

Total Liabilities

Loan

Long-Term Liabilities

Total Current Liabilities

Sales Tax
Accounts Payable

-Current Liabilities

Liabilities and Owner's Worth

Mic Mac Market
Balance Sheet
as of December 31, 1971

3,251.19

22,825.50

18,800.00

4,025.50

252.55
3,772.95

$26,076.69

$

SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB31

PREPARING FINANCIAL STATEMENTS

CASE FAB31 - 1

MIC MAC MARKET

On January 1, 1971, John LaRoche began operating the Mic Mac Market.
It is now January 3, 1972, and John wishes to know how well the business
has done. in its first year of operation.
John took inventory on December 31 and found that the total cost
value of his stock was $2,103.92. He then collected his Ledgers and his
Synoptic Journal and prepared to make a Profit and Loss Statement and a
Balance Sheet as of December 31, 1971.
First John closed off his Synoptic Journal for the month of December.
He made adjustments to bad debts expense for $433.00 and to! depreciation
expense for $1,500.00. He then posted the closed-off totals in the
Synoptic Journal to the proper Ledgers.
John prepared a Bank Reconciliation Statement from the bank statement to December 31, sent to him by his bank. John now had all the
information he needed.

INSTRUCTIONS

1.

Set up Ledger sheets for each account, and post the closed-off
totals from the Synoptic Journal to these Ledger sheets.

2.

Prepare a Profit and Loss Statement and a Balance Sheet for the
Mic Mac Market as of December 31, 1971. The balances in the Ledgers
on November 30, 1971;. the Bank Reconciliation Statement; and the
closed-off Synoptic Journal for the month of December, 1971, are
shown on the following pages.
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MIC MAC MARIT
BANK. RECONCILIATION STATEMENT

As of December 31, 19

Balance Statement December 31, 1971
Less:

$8,070.23

Outstanding Cheques
Cheque # 129

$627.35

Cheque # 134

107.97

Cheque # 135

255.00

Total Outstanding Cheques

990.32

Adjusted Bank Balance

$7,079.91

Balance Books December 31, 1971

$7,085.45

Less:

5.54

Service Charge

Adjusted Book Balance

$7,079.91
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Ledger Balances as of November 30, 1971

Debit Balance

Ledger Accounts

Cash
Bank
Cash Sales
Credit Sales
Sales Tax
Accounts Receivable
Loans
Interest
Accounts Payable
Assets
Purchases
Freight
Owner's Drawings
Employee Wages (net)
Employee Income Tax
Employee C.P.P. & U.I.C.
Employer C.P.P. & U.I.C.
Other Receipts
Postage, Supplies, Stationery
Light, Heat, Water
Rent
Repairs
Delivery, Travel
Telephone
Accounting, Legal

$

Credit Balance

306.57
9,012.50
$ 46,181.02
4,222.68
156.55
2,210.31
18,900.00

)

82.50

3,385.81
15,000.00
31,693.15
1,576.93
5,670.00
1,870.00
162.00
53.46
53.46
16,26

679.36
283.17
2,805.00
375.00
180.00
183.91
65.00
295.00
305.00

Taxes, Licences,' Fees

Advertising
Miscellaneous

-9--

TOTALS

$ 72,862.32
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$ 72,862.32
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SUBJECT

MANAGEMENT PROCESS

LESSON MP13

THE CONTROLLING FUNCTION.

INSTRUCTOR'S GUIDE

OVERVIEW
Students will now have a good idea of the planning, organizing and
directing functions of business. In this lesson students are introduced
to the controlling function. The lesson sets out the principles of
control rather than the actual mechanics of control. The medhanics of
control are contained in the lessons in the different subjects.
Since control is impossible without budgetS' or standards which have
been previously planned, this lesson is also an opportunity to review
the importance of planning.

The instructor may have to draw considerably on his own experience
to. illustrate the areas of control, which will not be studied in detail'
until future lessons. The students present knowledge of bookkeeping.
.should be sufficient to allow them to understand the nature of control.
If students can grasp the idea of control now, they should learn more
from future lessons.

OBJECTIVE
The students will outline the control techniques which could be
used by a business.
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REFERENCE MATERIAL FOR INSTRUCTOR
1.

Keith, Lymen A. and Gubellini, Carlo E. Introduction to Business
Enterprise, Toronto: McGraw-Hill Book tampany of Canada,' Ltd.,
17I1, ch.,

13. and 15.

2.

Longenecker, Justin G. Principles of Mana ement and Or:anizational
ar es
Behavior. Columbus,
10:
errs
b ishing
1935, Ch. 24-26.

3.

Sisk, Henry. ,Principles of Management. Cincinnati:
Publishing Company, 1969, ch. 21-23.

South-Western

.

4.

Terry, George R. Piinciples of Management. Homewood, Illinois:
Richard D. Irwin, rnc., 196k, ch. 22-26.

RESOURCES REQUIRED
1.

Flip chart.

METHODOLOGY
1.

Hand out the Readings; read and discuss the Purpose and Introduction.

PURPOSE

The purpose of this lesson is to examine the fourth management function, the controlling function. You will look at the
nature of controlling, why controlling is necessary and what the
principal areas of control are.

INTRODUCTION

In lesson MP7, "The Planning Function", we discussed the
manager's role in preparing plans for the business. These plans
affected all areas of the business: profit, sales production and
personnel.
In lesson MP11, "The Directing Function", we saw that the
manager is responsible for the carrying out of these plans through
employees of the business. The manager in a larger business had
to delegate to others some of his responsibility and authority.
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The controlling function requires the manager to check to see
if the business is attaining its objectives in sales, profit, costs
and many other areas. The manager must setup methods of comparing
the plans to the actual performance of the operation.
Even in a ver. small business, the manager will need to be in
control of the operation.
For instance, ifa loan were obtained"
to start the business, the lending'agency will be very interested
in
performance of the business.. A business which is doing
well has pod potential for the repayment of the loan..
A business which is not_performing well financially will
require some corrective action to improve its position. It is
important that the manager be able to determine how the business
is doing cumpared to the plans he had made.

OBJECTIVE:

THE STUDENTS WILL OUTLINE THE CONTROL TECHNIQUES WHICH COULD
BE USED BY A BUSINESS.

Stimulus
2.

Ask the students what is meant by controlling.
ways of controlling a business.

Ask them to list

Clarify Problem
3.

Discuss the controls :listed by the students.

4.

Read and discuss Sections 1 and 2 of the Readings.

CONTENT
1.

Nature of Controlling
Control is the task of seeing that the business actually
performs according to the plans set out. To control it is
necessary to know what.has happened in the business and how
the performance relates to the plans, so that corrective
action can be taken if necessary.
Suppose that the plans, projections and budgets made by
a business indicated that a'profit of $5000.00 was possible.
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Suppose however that the actual profit, as determined
through good bookkeeping methods, was only $1,000.00.
The difference in profit between the budgeted figure
and the actual figure is very important.
It says that something went wrong along the way, that the actual performance
did not meet the plans.
The controlling function attempts to find the cause of
any differehce between the plans and the actual performance.
Was it due to lower sales? Was the profit margin lower than
expected? Were there accounts receivable which could not be
collected?
The controlling functict involves comparing the actual
performance of a business with the plans, determining the
cause of any difference, and making the corrections necessary
to avoid a similar situation in the future.

2.

Why is Control Necessa?
Control is necessary to assure the manager that the
business. is moving ahead as intended. Without control the
manager would not know how the business is doing or where it
is headed. Without plans and control, the business can lead
in any direction which curcumstances send it. This perhaps
explains why so many businesses fail.
Control assumes there are plans or standards to which
the actual business operation is compared.
If there is some
difference the reason is checked out and the necessary changes
are made to correct the situation.
The most common types of control which managers use are
control of sales, production, personnel, purchases and
inventory, and profit.

5.

Ask the students how they would control the sales of a business.
Encourage them to draw on previous lessons to outline a method of
checking on sales.

6.

Read Section 3 of the Readings.
by the students.

3.

Compare with the ideas provided

Control of Sales

Sales are the source of revenue for many retail businessSome businesses feel that the only control needed is
"sell as much as possible". This idea says little about
es.
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whether the person in charge of sales should adopt new
techniques or ''new approaches.
It does not answer the
question: "IS the sales organization doing a good job?"
A poor sales organization may sell as much as possible and
still not be doing a good job.
It is important that every business have at the begining of each year a realistic plan or budget setting out the
expected sales for the year. This becomes the basis for
determining the expected revenue.
Some managers feel that it is very difficult to predict
,sales, because there are so many uncertain factOrs, especially
for anew business.
Control of sales assumes a projection of expected sales
for a certain period. The control is exercised when a comparison is made of the actual.sales to the figure which was set
as an.objective. If this is not reached, the goal may have
been set too high. However, a manager should not assume the
target was too high until an analysis of the marketing program
is made. A close look at the advertising, ptomotion, lay-out
and display used, and selling ability of sales people, should
be made to see if.thef.:e areas are as good as they might be.
The manager should also look at whether the business is
providing the right services or projects at the right prices.
This type of analysis can provide very useful information to explain why a business is net selling as well as might
be expected.-

7.

Follow the same procedure fcr Sections 4, 5, 6 and 7. Each time,
discuss with the students the methods which they would use in
controlling production, personnel, purchase and inventory and profit.
Compare the Readings to the students' ideas, and illustrate further
if necessary.

4.

Control of Production
When a business manufactures a product, the sale of this
product provides its revenue. The business will have to set
certain goals for its production in terms of quantity, quality
and cost.
Since there must be a certain volume of production to
meet the revenue expected, the control of production from the
point of view of quantity is important.
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And since
is possible to produce a large quantity but
a low quality product, control in the area of quality is also
necessary. A low quality product can be very expensive for a
business since it may bring a lower price and in some cases,
no price at all. The business may be left with the cost of
producing a product which cannot be sold or can only be sold
at a lower price.
Production costs must be carefully controlled to enable
the business to supply a product at the right price, one
which allows a reasonable profit.
Inefficiency of employees, wastage or spoilage of materials, poor product design, poor lay-out of plant, as well as
many other factors can affect the cost of production.

5.

Control of Personnel
In many businesses, labour is an important part of the
If labour costs climb too high, the business will
have difficulty making ends meet. The manager must be
conscious of controlling labour costs as well as controlling
employee 'morale through good human relations and controlling
employee efficiency through the proper selection, training
and discipline of the employees.
costs.

6.

Control of Purchases and Inventory
The manager must exercise close control so that the
purchaseS.and inventory of the business meet the needs of
customers
Otherwise, money may be tied up in inventory that
does not move rapidly and there may not be enough money for
items which are required by the customers.
Control is essential to avoid the problems of double
ordering, purchasing the wrong type of stock, or paying
prices which are not favourable.

7.

Control of Profit
Perhaps the controlling function is best known in the
profit area. A manag6r will plan a certain level of profit
for the year; he must check whether or not the business is
reaching this level. The check may be made once a month, or
two or three times a year to see if the business has made
its share of profit for a particular part of the year.
If
controlling procedures are done each month, the business
would be expected to produce this share of profit every month
unless the business is seasonal.
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In controlling profit, the manager must check both
revenue and costs. The revenue control is similar to the
control of sales which we looked at earlier in this lesson.
The control of costs means a detailed comparison of the actual
costs to the expected or projected costs. If some costs are
out of line, the manager must check the reasons for the
differences.
The basic method of control is the budget which will be
studied in lesson FAB39. The budget sets out the expected
revenue and expenses for a period. If the actual figures
differ very much, the manager must look into the reasons.

8.

Read Section 8.

8.

Summary

Control requires some work, but is a very valuable tool
in determining how well the busineSs is doing. Without
control, the manager will never know whether or not the
business is moving towards its objectives.

Indicator
9.

Have the students outline the controls necessary in the outfitting
camp discussed in the planning, organizing, and directing lessons.
The camp has food, lodging, and guide services as well as a store.
a.

Have the students list the areas which need control (public
relations, food quality, house-keeping, cleanliness, finances,
etc.).

b.

Then have them discuss how the manager would go about the job
of controlling to determine if the business reaches its
objectives. Students should consider each department, and
consider control of sales, personnel, purchases and inventory
and profit for each.
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SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB32

YEAR-END REPORTING

INSTRUCTOR'S GUIDE

OVERVIEW
At.the end of each year every employer is required to submit reports
dealing with income tax, C.P.P. and unemployment insurance contributions
to the federal government, and Workmen's Compensation to the.provincial'
government.
The instructor should obtain the necessary forms and instruction
booklets and study these' carefully prior to giving the lesson.
Sufficient copies should be available for students to read and study.
The instructor should contact the Workmen's Compensation Board in
the province or territory in which the course is being taught, as the
rates and forms differ from area to area.
1

Below is a list of addresses of the District Taxation Offices,
Department of National Revenue:
'

Taxation Data Centre
Ottawa, Ontario
P.O. Box 8456 KIG 3L7

St. John's, Newfoundland
165 Duckworth Street
Sir Humphrey Gilbert Building

Charlottetown, P.E.I.
Queen and Richmond Streets
Dominion Building

Halifax, Nova Scotia
1557 Hollis Street
Ralston Building

Sydney, Nova Scotia
Dorchester Street
Federal Building

Saint John, New Brunswick
Canterbury Street
New Post Office Building
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Quebec 2, Province of Quebec
165 Dorchester South

Sherbrooke, Quebec
50 Couture Street
Federal Building

Montreal 128, Quebec
305 Dorchester Blvd. West
National Revenue Building

Rouyn, Quebec
11 McQuaig Street East,
Income Tax and U.I.C. Bldg.

Ottawa, Ontario KLA'OL9
122 Bank Street
Jackson Building

Kingston, Ontario
385/387 Princess Street

Belleville, Ontario
11 Station Street
New Federal Building

Toronto 1, Ontario
36 Adelaide Street East
MacKenzie Building

Hamilton, Ontatio

Kitchener, Ontario
166 Frederick Street
National Revenue Building

150 Main Street Wes..

National Revenue Building
St. Catharines, Ontario
32-46 Church Street
Federal Building

London, Ontario
388 Dundas Street

Windsor, Ontario
1100 University Avenue, West

Sudbury, Ontario
19 Lisgar Street South
Federal Building

Thunder Bay, Ontario
201 North May Street
Revenue Building

Winnipeg 1, Manitoba
391 York Avenue,
Income Tax Building

Regina, Saskatchewan
1955 Smith Street
Income Tax Building

Saskatoon, Saskatchewan
306 - 20th Street East
London Building

Calgary, Alberta
2051- 8th Avenue South-East
Calgary Public Building,

Edinonion, Alberta

Penticton, British Columbia
251 Nanaimo Avenue West
'.Federal Building

Vancouver 5, British Columbia
1110 West Georgia Street

107th Street and 99th Avenue
Federal Public Building

Victoria, British Columbia
1005 Pandora Avenue
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OBJECTIVES
The students will-correctly complete:
1.

T4-Supplementary (Statement of Remuneration Paid)

2.

T4-T4A Summary (Return of Remuneration Paid)

3.

Workmen's Compensation Board Employer's Payroll Statement.

RESOURCES. REQUIRED

Each student -equires:
1.

2.

3.
4.
5,
6.
7.

8.
9.

T4-Supplementary (Statement of Remuneration Paid)
T4-T4A Summary (Return of Remuneration Paid)
Income Tax Deduction at Source Tables
Canada Pension Plan and Unemployment Insurance Tables
Employer's Unemployment Insurance Guide
Employer's Canada Pension Plan Guide
Workmen's Compensation Board Employer's Payroll Statement
Exercise FAB32-1, "Jonathan Smith"
Pay sheets.

METHODOLOGY1.

Hand out the Readings and read the Purpose and Introduction.

PURPOSE
In this lesson you will be introduced to the forms required
by the Taxation Department of the federal government and the
Workmen's Compensation Board of the provincial government.

INTRODUCTION

In earlier FAB lessons you saw that you are responsible for
making deductions during the year on behalf of your employees. At
the end of the year you have to give the employee a record of the
deductions you have made. This form is called a T4-Supplementary.
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You also have to send the Taxation Department a record oE all T4
slips you give out. This form :?.s called the T4-T4A Summary.
These records are sent to the federal government.
You are also responsible for registering your workmen with
the Workmen's Compensation Board. Each January. you will be sent
a form you must fill out and return to the provincial government.
This is called the employer's payroll statement.
Failure to complete these forms can result in fines, unless
your business is exempt from making deductions or paying compensation assessments.

OBJECTIVE 1:

THE STUDENTS WILL CORRECTLY COMPLET'E,A T4-SUPPLEMENTARY
(STATEMENT OF RadINERATION PAID)
.

Stimulus
2.

Ask:

"What is a T4 slip?"

Discuss.

(A T4 slip is a statement which shows each employee's gross
pay earned from the business for which he works.
It also shows
the total amount of deductions that the employer has taken off
that employee's pay cheques.)
Ask:

"Who makes out the T4 slip?"

(The employer makes out the T4 slip and gives it to the employee.)

Clarify Problem
3.

Hand out T4 slips to each student and review.
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Provide Information
Read Section, .1 of the Readings..

Discuss the material .to ensure
that the students understand the purpose of a T4 slip and that
they know how to fill one out correctly.
Give students copies of
Employer's Canada Pension Plan Guide and Employer's Unemployment
Insurance Guide. Review contents with students.

4.

CONTENT
1.

The T4-Supplementary (Statement of Remuneration Paid)

IP !Kaman maw TAXON*

Rimatimiroto paw
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nOLAAM ALD CUSS

nE.Dt IOrt 1,0

The T4-Supplementary is a record of the total earnings,
total deductions and net pay for each employee during the
calendar year (January 1 to DeCember 31).
There are four copies of each statement. The employee is
given copies.2 and 3, you keep copy 4 for your records, and
copy 1 is sent to the Department of National Revenue, Taxation
Branch.
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You use the employee's payroll record for the year to
fill out the T4-Supplementary.
Suppose that when you closed off the employee's payroll
record and totalled the gross pay, deductions and net pay for
the year you got the following totals:
Employee: .2 In Stoneman
Yellow Rock
Address:
830 101 300
Social Insurance Number:
Total Personal Exemptions: $1,500.00
Wage Per Month:
$200.00

Box
Box
Box
Box
Box
Box
Box
Box

A
B
C
D
E G
H
I.-

Province the employee is employed in
Employee'8 social insurance nualler
Employee's total (gross) earnings
Total C.P.P. deducted from the employee
Total Unemployment Insurance deducted
Total income tax deducted from employee
Employee's U.I. insurable earnings
Employee's U.I. premium rate in per cent

After filling in a T4-Supplementary for each employee,
you give the employee copies 2 and 3. These T4-slips are
used by the employees to file their own income tax returns.

Copy 1 is sent along with the T4-T Summary to the
nearest office of the Department of National Revenue,
Taxation Branch.
Copy 4 is kept for your own records.
Do not destroy
or throw away these copies. They should be filed away so
you can check them if required.

The information is put on the T4-Supplementary as
follows:
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Indicator
5.

Hand out Exercise FAB32-1. Have the students complete the instructichs, then pave them complete T4 slips for Jenny Wade and
Jake Smith.
Give students copies of Canada Pension Plan and Unemployment Insurance Tables and Income Tax Deductions at Source.
Income tax deductions may'vary from province to province.

NOTE:

Information that should be on T4 slips:

C.P.P.

Preen

Tax

Total
Earnin:s

Jenny Wade

27.00

18.96

99.60

2,100.00

Jake Smith

47.58

28.80

382.20

3,250.00

U.I.

OBJECTIVE 2:

Income

-1

THE STUDENTS WILL CORRECTLY COMPLETE A T4-T4A SHIMMY
(RETURN OF REMUNERATION PAID).

Stimulus
1.

Handout copies of T4-T4A Summary (Return of Remuneration Paid) to
the students.

Clarify Problem
2.

Explain to the students that every employer must complete form
T4-T4A after they have completed T4 slips for their employees.
Briefly explain that the purpose of form T4-T4A is to show the
total income tax, employee and employer C.P.P. and unemployment
insurance deductions that have been remitted to the Receiver General
during the year.

Provide Information
3.

Read and discuss Section 2 of the-Readings with the students.

2.

The T4-T4A Summary (Return of Remuneration Paid)
The T4-T4A Summary shows the total amounts you paid in
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wages and the total amounts deducted for C.P.P., U.I.C. and
income tax from all your employees. The amounts that appear
on the T4-T4A Summary (Return of Remuneration Paid) are just
the totals of the amounts you entered on the T4-Supplementary
statements you made out for each employee.
The T4-T4A Summary on the next page has been completed,
using the following information about Martin J. Smith and
John Stoneman (from T4-Supplementary statements)

14 T4A SOMMAIRE 1972

T4 .T4A SUMMARY 1972
DIVAITMINT OF NATIONAL MENU,. TAXATION

MINISTERS DU RIVINU NATIONAL. ILAPO7

.

DECLARATION DE LA RiniLINERA7ION PAYEE

RETURN OF REMUNERATION PAID
FOR THE TEAR ENDING MQAIefE 31. 1972

ft."Fmtd C991. 1 and 2 of Mk Summary, Copy 1 of rotated forme T4 Supplementary and Copies 1 and 2 of related forme T4A Ss pplementer:I te the Dithict
Taxation Office Mown allow. See Instnrctlene In the employee. and Trosteel Tot Guide.
Envoy., In Cop... 1 el 2 do whore. Swarm:am la Copt.. I dos Tornados TA Supplarnoraalro son... rot In Copim 1 et 2 d.. formultre T4A Supplhnontolgo
au bureau de district d'Iropdt indlgM siAPPROviL Voir los Instruction dons ht Guido crimp& do lymph:low et du fiduckdra

1

:ors,

POUR CANNRE SI TERINNANT 1.1 31 acimant 1972

C13A

:OPIE

LmPIOVER NO f(f.. lion

.

Employer name and number mu.r
correspond to shot shown on your

NUL AND ADDRESS Of HANOVER

Nu 0/WflOVIU. fur.. fa feermuf d.

NOM II ADRESSE/II rik(110CIU.

Tax Deduction
Canada Pension
Non
Unemployment Inturonce
Remittonce Return.
le nom et le numero de remp/oyeur

doiyent correspond, 6 ceux Be to
formirie de VerternenttDeductiont
d'impat
Regime de pensions du

DO
CODE

DU ID

0.3111C I TA.xIfON OrlICI
StAf AU Dl UISIrCI CrsfuOl

Canado

AMOUNTS MUST BE REPORTED IN CANADIAN FUNDS

Assurance-ch6rnage

INDIOUER LES MONT ANTS EN DEVISES CANADIENNES

T4 SUPPLEMENTARY TOTALS - 1972 - TOTAUX DES 74 SUPPLEMENTAIRE
(C) TOTAL 1A1N,NC.S 51101,1 DEDUCTIONS

G../NS 101Aux AVANT DIDUCTIONS

,n, 1..10MS PENSION CONlIfieutIONS
corisuoNs DI PENSION Wulf:NISI

CANADA MAN

IAMOVIIS' PENSION CONTRUNEIONS
CONSAnONS 01 PENSION fimINOY/S,

LLr4/ 0- $9 es

RiroMI Du CANADA

$

Ou15IC PLAN
REGIME DU OUNIIC

m===== ===ft
(F) REGISTERED PINDON WHO CONTRIOunONS
(G) T'L INCOME TAX DEDUCEID

$

4,03-.60

CONNViuTIONS CAISS/ INRIGiSIth Di PENSION

IMPOP (MILNE SI ON

,H, uNIMMOYminf INSURANCE INSURABLE EARNINGS
' GAINS ASSuRAILES ASSuRANCE CHOPAAGE
'

...LOVERS PENSION CONTRiBuTIONS
CANADA PLAN
CONSAP/ONS DI PENSION 11.0.(0Y11/1. REGIME DU CANADA

s 7'.1= 441)

$ 0401

HANOVIAS uPHPANONAINI INSURANCE PREMIUMS
COTISAHONS WASSuRANCECHOMAGE DE CEPALOYEuR.

T4A SUPPLEMENTARY TOTALS - TOTAUX DES T4A SUPPLEMENTAIRE
iCi

PENSION of
SuPtIANNUAIION

(D)

LUMP SUM rAvm/PEIS

(E)

PENSION OU
PENNON IN RETRAIN

pm/PANTS ,0*.illAMIS

COMMIS.IONS
COMPA'SONS

$

$

$

(F)

(G)
COLOR INCOME

AuTRIS INVIMUS

YU INCOME

MA °MOW
Ik.:51 WWII
SOON blA

$

I/ YOU HAVE NOT RIMMED PHI 'COAL AMOUNT DETER.

TOTAL

OMINED Al THE RIGHT..ICIALPECI SHOULD el
10RwARDED ynNi THIS MM.

.

SUMAC? LOYAL REMITTANCIS Pat ton
SOUSIRVIII US VIIISIMINTS IOYAUI POUR I72
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090111. II SOW! MIA ACC OPAPAGNI IA MUNI/
DiCIARATION

BALANCE
SOWE
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Total Earnings

CPP

UIC

Income Tax

Martin J. Smith
John Stoneman

$3,000.00
2,400.00

$43.30
32.40

$27.00 $328.20
21.60

183.00

Total

$5,400.00

$73.60

$48.60

$511.70

Note that you add your C.P.P. and unompicyment insurance
contributions as an employer to get the total contributions
figure.

If you had remitted all income tax and Canada Pension
Plan and unemployment insurance deductions up to December 31
you would not owe any balance. But if you had not remitted
any of the monthly deductions, you would owe that amount and
it would appear in the space called balance.

Ater completing the section of the T4-T4A Summary which
calls for dollar information complete the bottom part which
calls for:.
your social insurance number
unemployment insurance commission registration number
information on non-residents
where further informaeLan on the T4-T4A Return can be
obtained, if necessary
your siRnature.

a.
-b.

c.
d.

e.

Number of I4 and NIA sr
on Hoe Return where the address al employe. or payee Is shoe.. Peon
on the Ummd Soon.. of Am.rrco

lhereetpataed Imply .R: [Met the Seciol Inewroete Nom..
04 she oropelotor ee orloclOol von..

Nombre d. (oodles. 14 or 14A temp. dons es... d4clononon loroq. rodnosso o. rempk,I co do

Inspieroors non conotIOAIS M CO,P0,0,,OO, Inrrl.. 1. nonlOrts sfaseceenre

benefic000re oset dense romm. elain otos inos.Unto dArnadqvo.

Melale do propoIrkaire PI doe porincipo.

I
Poroon Item whom further .nlorrnoS.on may be obtannd repordlnathe Te.TeA

I

I

Pervonao powvoni fourok do plot amptes norookInonvonn . or/or d la &War.. TeT4A.

Name
No

Telephone No

FO.' RETURNS OF OVER 600 TA SOPS SEE PAGE

Of 'GUIDE

No de NNplwe
DECLARt.TIONS VISANT PLUS De 600 FEUIU173 TI: VOIR P. 8 DV GUIDE

CERTIFICATION

ATTESTATION

I HMS. CERTIFY the the raloonorron pl.. in the le TeA Relate - Term TeTiA Summary and related

II MUNI PAR. 11$ Pf 'SUMS au. Me rervorignomonrs

Nene Te SuppLomemoty and TeA Touppltnnentary

T4.44A Saelmalre a (ortee/os Ti Sepploimentalre et NSA Sepplemeneeine conn0000 - sent vrois,evaos

re tre,, cornot end corneshee on ever, reaped.

Date

dam la ddelaratioe T4T4A - &emote

et complets sou's logo Ion Toppacts.

Sognatere of agtherised person

SATARAA. don. Person ouretisM

--- PLEASE DO NOT WRITE IN THIS SPACE
ACTIN
LAST IO CURB

ODOR

.

Posleon Of (MK.
Tine Cu posts

S.V.P. NE EVEN INSCRIBE ICI

SAL

REJECT WAGER

INTERIM

DELETE

r3

3
,,,,,

6

by the PAroossn of Nahenal Seven. - Forreale cadorlete et pesosTAte pee le Mites.. do *0.0V notional

indicator
4.

Have the students complete form T4-T4A for Exercise FAB32-1.
formation that should be on the T4-T4A Summary:
CPP Employer
CPP Employee
Total CPP

$ 74.58
74.58
$149.16

UIC Employer
UIC Employee
Total UIC
1663

$66.86
47.76
$95.52

Income Tax

In-

$481.80
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OBJECTIVE 3:

THE STUDENTS WILL CORRECTLY CaMPLETE A WORKMENIS COMPENSATION BOARD EMPLOYER'S PAYROLL STATENENT.

Stimulus
1.

Ask: "If one of your employees is injured on the job and receives
Workmen's Compensation, who is actually paying the money your employee receives?" Discuss.

Clarify Problem
2.

Explain to the students that the Workmen's Compensation Board is a
provincial government program which covers workmen in the case of
accidents on the job. Employers are required to pay into this plan
each year. The amounts of the payments they make depends on:
a.

The number of employees they have

b.

The wages or salaries they pay their employees

c.

The number of accidents that occurred at their business, and
in all businesses of the same type.

An employer is assessed on the above three points in order to determine what he will pay on behalf of his employees.
The Workmen's
Compensation Board will calculate t1,1 actual amount the employer
must pay each year.

Provide Information
3.

Hand out copies of the Employer's Payroll Statement from the Workmen's Compensation Board.

4.

Read and discuss Sections 3 and 4 of the Readings with the
students.

3.

Employer's Payroll. Statement (Workmen's Compensation Board)

An Erployer's Payroll Statement form is sent to each employer who is registered with this hoard in January. It is
the responsibility of each employer to complete the form and
return copies to the board not later, than February 28 of the
same year. The employer must indicate on the form the actual
wages that he paid during the previous year and the approximate wages he will pay during the current year.
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The top sheet on these forms is merely an instruction sheet; it should be removed before completing the
rest of the form.
If you will look at the back of the
instruction sheet, you will find all the information
regarding the procedure to be followed in completing the
form. The form used here for illustration is the form
used in the Province of Saskatche;Jan.
Note:

THE WORKMEN'S COMPENSATION BOARD
1840 LORNE STREET. REGINA. SASK. S4P 2L8

TELEPHONE 527)1681

INSTRUCTION SHEET

361LIaihisie

:1.4.644111N

PLEASE QUOTE THE 11110VX FIRM
NUMBER WHEN WRMNG THE BOARD

AFTER READING INSTRUCTIONS CAREFULLY, REMOVE THIS SHEET
BEFORE COMPLETING ATTACHED EMPLOYER'S PAYROLL STATEMENT.
RATE

NO.

TYPE OF INDUSTRY
.

...

,

1972

1972

WAGE ESTIMATE

RATE

1972 ACTUAL WAGES

SEE ITEM 5 ON REVERSE

COMPLETE THIS
COLUMN ON THE
ATTACHED

"EMPLOYERS
PAYROLL
STATEMENT'

.-RATE )".
,_,....

-.

4M1-; ,:.

, ErwribtAT EopFtvigtGEs

COMPLETE THIS
COLUMN ON THE
ATTACHED

"EMPLOYERS
PAYROLL

STATEMENT'

SEE ITEMS 1, 2 & 3

SEE ITEMS 1 & 2

ON REVERSE.

ON REVERSE

THESE FIGURES ARE

IF ESTIMATE IS NOT GIVEN
THE BOARD WILL FIX THE
AMOUNT ON THE ASSUMPTION

ACCORDING TO OUR
s

1973

RECORDS AT THE TILE
AN eemertur.

The name of the employer, partners, directors, secretarytreasurers, etc., should be entered as indicated on the form.
LIST IHE NAMES or EMPLOYER, PAR I NIERS, LTIFIECTOFIS, SECRETARY-TREASURER OR EXECUTIVE OFFICERS OF A LIMITED
COMPANY.

(ALSO. ONLY IF COVERAGE IS OESIF.ED. LIST THE NAMES OF WIVES OR HUSBANDS OF EMPLOYER OR PARTNERS.)
IF PERSONA:. COVERAGE IS DESIRED, ENTER AMOUAT OF COVERAGE OPPOSITE THE NAME IN THE SPACE PROVIDED. IM N. $3600. MAX, $8.400.
PER ANNUM I. READ ITEM 2 AND 4 ON REVERSE OF INSTRUCTION SHEET. IF NEW ACCOUNT NO COVERAGE UNLESS INDICATED.
IF PERSONAL COVERAGE NOT
AMOUNT OF PERSONAL
FULL NAME
TITLE OR RELATIONSHIP
1973
COVERAGE FOR
DESIRED STATE BELOW.
....._.

.....

.

.

.

* PERSONAL COVERAGE PREVIOUSLY REQUESTED. IF NOT OTHERWISE STATED ABOVE. WILL CONTINUE FROM YEAR TO YEAR UNLESS
CANCELLED ANb PROTECTION TERMINATED BY THE EMPLOYER'S WRITTEN REQUEST OR BY THE BOARD FOR NON- PAYMENT OF THE

AsSESSUr. Ill.fl IMF

OR
FOR ANY OTHER VALID REASON. IF IIVIEE..VPIIMI ONE INDUSTRY REPORTED PERSONAL COVERAGE TOTAL
WILL BE ASSESSNO AT THE RATE FOR THE INDUSTRY WITH THE LARGEST PATROL/. UNLESS OTHERWISE FIXED BY THE BOARD.
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If an employer, partner,-director, etc., wants personal
coverage, he must indicate in this section the exact amount
of personal coverage wanted for the year.
Each employer, partner, executive officer, etc.-may apply for varying amounts of
personal coverage.
The next two sections on the form refer to contractors or
sub-contractors who were employed in the preceding year or may
be employed during the current year. These sections are primarily the concern of general contractors, road contractors,
etc., who employee various sub-contractors. The first section
should include the names, addresses, etc. of those subThe labour
contractors who are not registered with the board.
portion of these contracts must be added to the payroll of the
employer who engaged these sub-contractors because he is liable for an assessment on the labour portion of the contracts.
The next section should contain a list of the contractors or
sub-contractors who report directly to the board.
1.00111410.11)1T7 WIT

0tA0

,AIT . ran,. n a

Inv-D....TA.

rm. ray...-. -,.

--

. -KIND OF WORK

ADDRESS

FULL NAME

--

T.. ......

IN THIS REPORT. OF REQUIRED ADD LIST)
-----AMOUNT OF
1973
CONTRACT

1972

L LAION ONLY
LMLAsoot
NAT'L
LE LABOR & LOFT

1972

WNW& or

RAGES O.

LW* &OHIO.

%I'm

OA LAION PORTION

(IF REQUIRED ADD UST)
LABOR ONLY
AMOUNT OF CONTRACT
L
Lm- LABOR &MATERIAL
19.72

CONTRACTORS OR SU3 CONTRACTORS WHO SHOULD REPORT DIRECTLY TO THE BOARD.
KIND OF WORK

ADDRESS

FULL NAME

....

The bottom of the Employer's Payroll Statement provides
spaces for other information that is required, and for the
owner manager's signature.
/PAYROLLS KEPT AT

I HEREBY CERTIFY THAT THE INFORMATION GIVEN IN THIS STATEMENT OF WAGES
IS TRUE AND CORRECT.
DATED AT

PHONE
PLANT OR BRANCH COVERED BY THIS STATEMENT

THIS

KIND OF INDUSTRY COVERED (MAKE DESCRIPTION DEFINITE.
AS TO KIND OF MANUFACTURER, TRADE OR BUSINESS)

AD

DAY OF

SIGNATURE

Nom

19

ANY ACTINTRITtO REAR& -----IGNI1TO TITI &ORM 01 RCSINTIT&ISLE TO DETERMINE
WHETHER OR VOT AN ILAICIATIVIC orricck.'Aitp4orcn OR PARTNER 01IRI PIERONAI.
COVERAGE. ANTI 11 SO THE AMOUNT PER ANA0Abt,

POSITION

THIS AREA FOR BOARD 6i-S-,E ON.LY
ONE PAYT
YR.

RATA

COOK

ACTUAL

DATE FINAL RATE CODES

I

PERSONAL

RATE

AMOUNT
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When copies of the completed Employer's Payroll Statement are submitted to the board, it calculates the assessment
payable and prepares an Assessment Notice. The Assessment
Notice includes any adjustment necessary on the.previous
year's actual wage expenditure and the assessment required on
the current year's wage estimate. The Assessment Notice show
the total amount payable and indicates the due date.

4.

Summary

At the end of each year every employer is required to
submit reports dealing with income tax, Canada Pension Plan
and unemployment insurance deductions to the federal government, and Workmen's Compensation to the provincial government.
The federal reports include one copy of the T4Supplementary statements prepared for each employee plus the
T4-T4A Summary statement, which shows the total amounts paid
in wages and deducted for income tax, U.I.C. and C.P.P.
contributions.
.

The provincial report to the Workmen's Compensation
Board, called Employer's Payroll Statement, indicates the
actual wages to be paid during the previous year and the
approximate wages paid during the current year.

Indicator
5.

Have the students complete an Employer's Payroll Statement using
the information contained in Exercise FAB32-1.
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SUBJECT:
f.

LESSON FAB32

YEAR-END REPORTING

EXERCISE FAB32

1

JONATHAN SMITH

Jonathan Smith owns and operates Midway Gas and Cafe. This cafe
and service station is located on the highway just outside the community of Triple Hill Creek.
Jonathan's wife used to work at Midway Gas and Cafe, but after she
had her baby she couldn't help in the business anymore. Jenny Wade was
hired two years ago to work at the cafe in the place of Jonathan's wife
Because she is a good cook, people like to stop at NEdway Gas and Cafe
to eat.

Last year Jonathan hired his nephew, Jake Smith, to help him in
the service station. Jake had worked in garages before.
The following. is the payroll information Jonathan had as of
December 31.

1.

Jenny Wade (information from Form TD1):
a.
b.

Age: 21
Address: Triple Hill Creek, Saskatchewan

c.
d.

Single
Personal Exemption: $1,500.00
Social Insurance Number: 689
Wages:
$175.00 per month.

e.
f.

t(961'1
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2.

Jake Smith (information from Form TD1):
a.
b.
c.
d.
e.
f.

23
Age:
Address: Triple Hill Creek, Saskatchewan
Single
$1,500.00
Personal Exemption:
609
990
670
Social Insurance Number:
$125.00
every
two
weeks
Wages:

INSTRUCTIONS
1.

Complete pay sheets for Jenny Wade and Jake Smith, using the
necessary deduction tables.
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LESSON FAB33

PERSONAL INCOME TAX (OPTIONAL)

INSTRUCTOR'S GUIDE

OVERVIEW
This lesson may be considered optional. The circumstances in
the group will determine whether or not the lesson should be given.
Indian people earning income on reserves are exempt from income tax;
however, if the income is earned elsewhere, income tax is payable.

In this lesson the students are introduced to personal income
tax, the nature of tax-return forms and the uses to which tax proceeds
It is not the intention of this lesson to prepare the
are put.
students for filing their own income tax returns.
It will be necessary to obtain and to study the necessary
brochures and forms from the nearest branch of the Department of
National Revenue, Taxation Branch, well before presenting this lesson.
It should be noted that the Canada Pension Plan contributions and
the Unemployment Insurance premiums are both administered by the
Department of National Revenue, Taxation Branch, and must be accounted
for in completing the income tax form.

OBJECTIVE
The students will discuss the nature of personal income tax and
the forms used in completing the individual income tax return:
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REFERENCE MATERIAL Ell INSTRUCTOR
1.

2.

3.

"How the Tax D01).4 is Spent". Available from !reformation
Canada, Ott\aiT or any Information Canada bookstore.
\I
"Thirty-two Million Dollars a Day". Available from the Department of National Revenue, Taxation Branch, Ottawa.

Kit of forms, brochures, etc. for the individual income tax
return. Available-from the District Taxation Office.

RESOURCES REQUIRED
1.

Individual Income Tax return for each student.

2.

Exercise FAB33-1, "Personal Income Tax".

METHODOLOGY
1.

Hand out the Readings and read the Purpose and Introduction:

PURPOSE
In this lesson you will discuss what perSonal income tax
is and how it is paid.

INTRODUCTION
The majority of working people are required to pay personal
income tax.
This lesson discusses how personal income tax is
collected and what forms you must remit to the government in
connection with the payment of your income tax. The Readings
do not contain any of the forms you will be required to send
in for income tax purposes; the instructor will hand out forms
to you and give various examples of how to complete them.
File these handouts in your Readings for future reference.

OBJECTIVE:

THE STUDENTS WILL DISCUSS THE NATURE OF PERSONAL TAX AND
THE FORMS USED IN COMPLETING THE INDIVIDUAL INCOME TAX
RETURN.
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Stimulus
2.

"Who pays personal income tax?"

.Ask:

Clarify Problem
3.

Ask: "What uses are made of the income taxes collected?"
on the flip chart all uses they can think of.

List

After students have completed listing, compare with the list
below:
a.

Health and Welfare
(1)
(2)
(3)

b.

Income Maintenance
(1)
(2)
(3)
(4)
(5)
(6)

(7)
c.

Public Health
Medical Care
Hospital Care

Family and Youth Allowance
Family Assistance
Government contribution to Unemployment Insurance Fund
Social Assistance
Veteran Benefits
Indians and Eskimos
Housing and Urban Renewal.

Economic Development and Support
(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
(9)

(10)
(11)
(12)
(13)
(14)

Agriculture
Ficilries
Minerals
Water Resources
Energy
Secondary Industry
Training
Immigration
Labour Force
Tourism
Foreign Trade
Social Science Research
Physical Science Research
Regional Development

d.

Public Debt

e.

Defence
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f.

FisCal Transfer Payments
(1)

.Transfers of Revenue to Provinces

Transportation and Communication
Air Transport
Water Transport
Rail Transport
Road Transport
Post Office
Telecommunication
h.

Internal Overhead Expenses

i.

General Government Services

j.

Education Assistance

k.

Foreign Affairs

1.

Cultural and Recreation
(1)
(2)

m.

Cultural Institutions
National Parks

Films, Radio and. Television
(1)
(2)
(3)

Canadian Broadcasting Corporation
Canadian Radio and Television Commission
National Film Board

Refer to the booklet, "How Your Tax Dollar is Spent" for further
details and the amounts spent in each category.

Provide Information
4.

Read and discuss Sections 1; 2 and 3 of the Readings.

CONTENT
1.

Who Pays Income Tax?
a.

A resident of Canada is liable for payme tof income
tax on his taxable earnings from all soui,:es both
inside and outside Canada.
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b.

A non-resident who works or carries on business in
Canada during a year is also liable for tax on his
taxable income earned in Canada.

(That includes just about everybody in an earning capacity.)
NOTE:

2.

An exception to the above is a Treaty or Status
Indian earning money on Crown lands. He is not
required to pay income tax, Canada Pension Plan
contributions or unemployment insurance.

What is Included?

Excluded?

In adding up his income for a taxation year, an individual must include salary, wages, dividends, fees, annuities,
pension benefits, alimony receipts, maintenance payments,
unemployment insurance benefits, and other miscellaneous
income.

Deductions include travelling expenses if employees
have to travel to perform their work (railway workers,
for instance), union dues, alimony payments and contributions within limits to registered pension plans. Students
at secondary schools, colleges and universities, and other
certified educational institutions in Canada may deduct
tuition fees if those fees are more than $25.00 a year.
Students in full-time attendance at foreign universities
may also deduct tuition fees.

The following items do not have to be included in
reporting income: war service disability pensions paid by
Canada or by a wartime ally, social assistance benefits on
a means test basis, compensation for injury or death under
Wor'men's Compensation legislation of the provinces, and
Family and Youth allowances.
After listing his income, an individual calculates his
taxable income by deducting the following exemptions and
deductions:
For single status

$1,500,00

For married status

up to $2,850 (depending
on income of spouse)

For each dependent child if
under 16
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For each dependent child if
over 16 and under 21,
attending school or infirm.

.

.

.

Where taxpayer is 70 years
of age or more

$

550.00

$

650.00

Charitable donations

up to 20 per cent of
income

Medical Expenses

in excess of 3 per cent
of net income

(Medical expenses fbr which a person is entitled to
reimbursement from a public or private medical insurance
plan are not deductable.)
In place of claiming deductions for charitable donations and medical expenses for which receipts must be
submitted, an individual may claim a standard deduction'of
$100.00 without receipts.
The amount of tax an individual pays is determined by
a progressive schedule of rates which is applied to
taxable income, beginning at 17 per cent on the first
$500.00 of taxable income and increasing to 47 per cent on
taxable income in excess of $60,000.00.

Canadian Personal Income Tax in 1972

Taxable Income
$

500 or less

500
1,000
2,000
3,000
5,000
7,000
9,000
11,000
14,000
24,000
39,000
60,000

17%

85
175
365
565
985
1,445
1,945
2,485
3,415
6,915
12,765
21,795
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+
+
+
+
+
+
+
+
+
+
+
+

18%
19%
20%
21%
23%
25%
27%
31%
35%
39%
43%
47%

on
on
on
on
on
on
on
on
on
on
on
on

next
next
next
next
next
next
next
next
next
next
next
remainder

$.

.

500

1,000
1,000
2,000
2,000
2,000
2,000
3,000
10,000
13,000
21,000
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A provincial tax is payable in addition to this
federal tax.
Check the brochure for the rate applicable
in your province.

3.

Tax Forms
Prior to 1972 there were two types of income tax forms
for individuals, called the Ti Short and Ti General. In
1972, the Individual Income Tax return was introduced.
This is the form which must be completed before April 30th
of each year by'taxpayers who make more than the exempcions they are allowed or who are asked to do so by the
Department of National Revenue. It is not necessary to
wait until April 30th to file. If a refund is coming, the
sooner the return is filed, the sooner the refund cheque.
Early filing contributes to departmental efficiency and
economy, and generally is in everyone's best interest.
There are penalties for late filing.
Taxpayers who have filed the previous year will
receive personalized copies by mail early in the new
calendar year. Labels for the personalized forms are
printed by the computer and provide such information as
the taxpayer's name and address, his tax account number
and his social insurance number '(SIN). Personalized forms
are provided as a convenience to the taxpayer. They can be
processed faster and more economically.
If a taxpayer has moved during the previous year, he
may not receive his personalized forms at his new address.
He, along with a person filing for the first time, may
obtain blank copies at any Post Office or District
Taxation Office. When filing after moving to another
address, the taxpayer should note his new address on the
return.

5.

Hand out the Indilidual Income Tax Return forms. Examine forms
in detail with the students. Note that there are two parts to
the forms; one is the income tax form itself and the other is a
group of nine different schedules. Also note that there are two
copies of each form.
It may be less confusing if they are
detached from each other. Have students first look at Claim for
Personal Exemptions, Page 3, then go to page two for Summary of
Income and Deductions and then to page one. Use the booklets
and simple examples to help students understand the forms, and
to learn such aspects as personal exemptions, medical expenses,
charitable donations, etc. Also, show the students how to use
the Tables for calculation of the tax payable.
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6.

Read and discuss. Sections 4, 5 and 6 of the Readings.

4.

Tax Appeals

When differences arise, the Canadian tax system
provides easy and inexpensive means of appeal.
a.

If a taxpayer's return is changed on assessment, he
is provided with an explanation at the time he
receives his notice of assessment.
If he wishes to
inquire about the assessment he should contact his
District Taxation Office.

b.

If differences are not settled this way, taxpayers
haqe 90 days from the date of the assessment to file
a Notice of Objection. Then an appeals officer in
one of the 28 District Offices tries to reach a
settlement with the taxpayer.

c.

Objections that persist may then be taken to one of
the four Regional Tax Appeal Offices (Montreal,
Toronto, Vancouver and Ottawa).

d.

If the difficulty remains, the taxpayer may appeal to
the Income Tax* Appeal Board. The Board holds sittings in convenient places throughout the country.
There are no court costs, and the $15.00 filing fee is
returned if the appeal is successful.

e.

If the taxpayer does not agree with the decision of
the Tax Appeal Board, he has within 120 days from the
time of that decision to appeal to the Exchequer Court
of Canada.*

*The Federal Court Act and the Tax Review Board Act have
transformed the Exchequer Court of Canada and the Tax
Appeal Board to the Federal Court of Canada and the Tax
Review Board, respectively, but neither Act had been
proclaimed at the time of writing.
f.

Finally, the taxpayer under certain circumstances may
go to the highest court of the land--the_Supreme
Court of Canada--if he wishes to appeal an Exchequer
Court decision.

Records show that only about one-tenth of one per cent
of Canadian taxpayers go as far as the Supreme Court of
Canada. The Department's procedure of administrative' review
eliminate much of the need for formal appeals and litigation
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5.

Tax,Delinquency
The records show that the vast majority of Canadian
Taxpayers report their incomes accurately and pay their
taxes promptly.
But there are some delinquents whc try to avoid payment
of tax. The Department has. adequately trained staff to see
that they pay -- penalties included. And there are enforcement programs to search out those who do not file a return,
although they receive taxable income.

6.

Tax Evasion
A few taxpayers engage in such practices as forgery,
perjury, alteration of documents, falsification or
distortion of records and other devices.
To ensure a fair and firm enforcement of the laws, the
Department maintains a special investigation staff to deal
with evaders.
In the fiscal year ended March 31, 1970, this staff
completed 308 cases and recovered some $22,000,000.00 in
tax, interest, penalties and fines. Two mandatory jail
sentences were imposed.

There is no objection when a taxpayer, in seeking a
beneficial tax result, has merely selected a certain
course of action that is either provided for or not
specifically prohibited in the law, and has implemented
that decision in a real way. However, in such cases the
Department is alert to ensure that the boundaries of
legitimate tax planning are not exceeded.
The cases that are referred to the Department's Tax
Avoidance Division are restricted to those where the taxpayer may have circumvented the law, without giving rise
to a criminal offence, by the use of a scheme, arrangement
or device, often of a complex nature, the main or sole
purpose of which is co avoid, defer or reduce tax payable
under the law. The job of this division is to apply the
law to the facts as they are revealed as a result of
investigation, and to scrutinize closely any scheme whose
sole or main purpose appears to be tax avoidance.
The success of our self-assessment system depends to
a great extent upon the confidence taxpayers have that the
tax laws are being uniformly administered.
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If the taxpaying public feel that some people are getting
away with "smart schemes" to whittle down their tax bills,
there would be no end of trouble in trying to operate a
voluntary compliance system of tax collecting. After all,
if someone does not pay his fair share of taxes, others
have to pay more. Public confidence in the administration
of the tax system would be shaken if such practices became
the rule, rather than the exception. The Tax Avoidance
Division is uncovering many of these schemes and there is
already evidence that this activity is having a deterrent
effect.

Work through this exercise with the

7.

Introduce Exercise FAB33-1.
students.

8.

Read Section 7 of the Readings.

Summary

People who receive a salary or wage (above a certain
refer to the booklet, "Income Tax Deduction at
amount
Source") have income tax deducted by their employer from
each pay cheque (see Lesson FAB26, "Payroll Deductions").

At the end of every year.each person who earned income
is required to complete a Personal Income Tax Return to
show how, much income tax he or she has paid, how much
income tax they should be reimbursed because of overpayment,
or how much additional income tax they owe on the the money
earned. Because of changes in the Income Tax Act, it is
advisable to contact your nearest Department of National
Revenue, Taxation office in order to obtain up-to-dace
material, and to clear up any points of confusion.

9.

Discussion during lesson.
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LESSON FAB33

PERSONAL INCOME TAX

EXERCISE FAB33

1

Mi. Jack Mbrris is a mechanic. He is a bachelor, and lives at
South End. Jack was born on August 4, 1940. Last year he worked
for two employers, and received T4 Slips as follows:
Fast Car Service, South End
Social Insurance Number: 888 888 888
$2,075.00
Total Earnings:
Canada Pension Plan Deductions:
43.00
Income Tax Deducted:
433.32
LMN Garage, South End (Present Employer)
Social Insurance Number: 888 888 888
Total Earnings:
$7,100.00
84.60
Canada Pension Plan Deductions:
Income Tax Deducted:
1,516.88
Jack received bank interest amounting to $38.35.
to the United Appeal, and paid union dues of $60.00.

He donated $20.00

Jack's father died three years ago. Jack gives his mother,
Mrs. Jane Morris Jf South End, an allowance of $75.00 a month. Jack is
the only person contributing to his mother's support. Jane Morris was
born on September 21, 1908 and has an income of $1,000.00 a year.

INSTRUCTIONS
1.

Complete Jack's tax return.
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LESSON FAB34

BUSINESS INCOME TAX (OPTIONAL)

INSTRUCTOR'S GUIDE

OVERVIEW
This lesson may be considered optional. If it is conducted, it
should be done with the intention of acquainting the students with
the filing of business income tax rather than with the idea of making
them proficient in the preparation of income tax returns. The whole
field of filing business returns is complex; however, the students
should know enough to understand what the tax specia'ist is doing and
what he requires.
Starting in 1972, the same forms are-used for personal or individual income tax and for business returns (except for corporations
which use a T2 form). The business must file a number of additional

schedules to report business income, expenses, and capital cost
allowance.
The lesson provides for an explanation of the forms and the
working of an example. You will have to provide the students with
considerable additional information which you can obtain from the
booklets available from the Department of National Revenue.

OBJECTIVE
The students will discuss the requirements for the filing of
business income tax returns.
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REFERENCE MATERIAL FOR INSTRUCTORS
1.

Kit of forms, brochures, etc, from the District Taxation Office,
Department of National Revenue.

RESOURCES REQUIRED
1.

Individual Income Tax returns and Schedules for each student.

2.

Exercise FAB34-1, "Business Income Tax".

METHODOLOGY
1.

Hand out the Readings and read the Purpose and Introduction.

PURPOSE

In this lesson you will learn how to complete an income
tax return for a business.

INTRODUCTION
In the last lesson you learned how to complete the individual income tax return for a taxpayer who receives a salary or
wages.
In this lesson, the same forms are used for reporting
the income of a business which is owned by a sole proprietor
or by a partnership. A business which is a limited company
uses a different form, called a T2.

OBJECNE:

THE STUDENTS WILL DISCUSS THE REQUIREMENTS FOR THE FILING
OF BUSINESS INCOME TAX RETURNS.

Stimulus
2.

Ask: "What additional information is required to complete a
business tax return as compared to an individual tax return?"
Based on their knowledge of accounting, the students should be
able to identify business net income by means of a statement

of income and expenses and a schedule of depreciation.
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Clarify Problem
3.

Have students discuss how they would go about obtaining the
information necessary for filing a return.
The students should
readily see that their set of books will contain the information
required. Ask: 'That is allowed as an expense? Are drawings
by the owner an expense for the business?"

Provide Information
4.

Read Sections 1 to 4. Discuss with the students and review the
schedules.
The important thing for the students to realize is
that they must determine the net income figure for the business.

CONTENT
1.

Preparing for Filing Businoss Income Tax
Before you can complete the income tax for a business,
you must close off the books of the business. You must
know the income and expenses for the business for the year
and arrive at a net income figure for the business.
It is important to note that all the income of a
business is considered as the owner's if the business is a
sole proprietorship.
If it is a partnership, the income
and expenses for the whole business are reported and each
partner records on his return the percentage which belongs
to him.

2.

Preparing a Statement of Income and Expenses
The schedules which accompany the income tax return
contain a statement of income and expenses (Schedule 8)
which the businessman may use to report his income and
expenses.
If the business has prepared a Profit and Loss
Statement, this should be attached to the return rather
than Schedule S.
It is important that the Profit and Loss
Statement use the same depreciation (capital cost allowance) which the Department of National Revenue allows.

3.

Capital Cost Allowance
For income tax purposes, depreciation is called
capital cost allowance. The regulations allow a maximum
amount of depreciation for each item.
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The taxpayer may take the maximum amount allowed or a
lesser amount, as he wishes. It is suggested you read
carefully the section on capital cost allowance in the
Businesses use the
booklets you have as references.
reducing balance method called Part-XI. All assets of
the same type are added together in classes and the
capital cost allowance rate (depreciation rate) is
calculated on the total amount of the class. See Schedule
7 for the form to be filled out.
_

4.

Completing the Form
Following the completion of a Profit and Loss Statement (or Schedule 8), Schedule 7 (Capital Cost Allowance)
and Schedule 9 (Statement of Capital Disposition), the
bottom of. Schedule 8 'Adjustment to Income) should be
This section is intended to adjust the Profit
completed.
and Loss Statement ior income tax purposes.
The gross income and net income figures can then be
recorded in the proper place on page 4 of the individual
income tax return form.

The businessman must then calculate his Canada Pension
Plan contributions on his own earnings.
He should consult
the Canada Pension Plan guide for instructions it calculating the Canada Pension Plan premiums.
The businessman will remember that he must report on
a T4 and a T4-T4A Summary the deductions of any employees
This is a separate calculation from the.. one
he has had.
just mentioned for the businessman's self-employed earnings.
After the net income of the business and the employer's
Canada Pension Plan calculations have been made, the
balance of the return is completed in much the same way as
was discussed in the previous lesson.

5.

Following the explanation of the method of obtaining the net
income for tax purposes, have the students review the method of
completing the balance of the form.
Go through the form step by
step so that the students understand the procedure..

6.

Hand out Exercise FAB34-1 and a copy of an income tax return and
schedules. Have the students complete the return for Johnny Pin
Discuss..
operating Three Hills Outfitting.
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7.

Read Sections 5 and 6 of the Readings.

5.

Discuss.

Using a Tax Consultant
It is important that you know what.is involved in
completing the income tnr, return for your business. Many
businesses hire the services of a tax expert to complete
the income tax returns.
This could result in a money
saving in the long run since the filing of income tax is
a complex matter. All this lesson can do is acquaint you
with the forms.
If you wish to complete your own income
tax returns for the business you will want to read all
the related brochures put out by the Department of National
Revenue. A whole course would be necessary to provide all
the necessary information on completing income tax returns.

6:

Summary

You were introduced to business income tax filing so
that you would be familiar with the procedure involved.
In most cases, unless you are ready to do a lot of study
of new regulations, your best alternative will be to obtain
the services of a specialist.

Indicator
8.

Provide the students with another exercise using a financial
statement of a previous case and have the students use their own
individual deductions and exemptions.
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FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB34

BUSINESS INCOME TAX

EXERCISE FAB 34-1

Johnny Pin, the owner and operator of Three Hills Outfitters,
is getting ready to pay his income tax for the year. He has closed
off his books and prepared his financial statements.
Johnny is married and has three children;
Mary, 5 years old; and Samuel, 16 years old.

Jack, 2 years old;

Johnny's wife, Susanne, works as a cook and housekeeper in the
business. She receives no salary. Johnny employs guides and casual
help when necessary; he pays wages to these workers.
The financial statements for Three Hills Outfitters are attached.

INSTRUCTIONS
Complete Johnny Pin's tax return.
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Three Hills Outfitters
Profit and Loss Statement

for Period Ending December 31, 1970

Income
Tourists
Cabins
Boats
Motors
Confectionary
Fishing Equipment

$25,000.00
5,000.00,

1,200.00
600.00
3,500.00
6,000.00

Total Income

$41,300.00

Cost of Goods Sold
Inventory beginning

Confectionary
Fishing Equipment

400.00
200.00

600.00

2,500.00
4,000.00

6,500.00

Purchases

Confectionary
Fishing Equipment

Cost of Goods Available for Sale

$ 7,100.00

Inventory, ending

Less:

Confectionary
Fishing Equipment

300.00
500.00

Cost of Goods Sold

800.00

6,300.00

Gross Profit

$35,000.00

Expenses*

$28,700.33

NET PROFIT

$ 6,299.67
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* LIST OF EXPENSES

$10,700.00

Wages
Employer C.P.P. & U.T.C.
Supplies

340.20

10,311.60

Repairs and maintenance
Licences

1,391.35
105.00

Heat, Power

2,3:71.00

Depreciation

3,521.18
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THREE HILLS OUTFITTING
Balance Sheet

As of December 31, 1970

ASSETS
Current Assets

Cash on Hand
Cash in Bank
Accounts Receivable
Inventory, beginning
Confectionary
Fishing Equipment

$

235.23
3,910.00
9

300.00
500.00

800.00

Total Current Assets

$ 4,945.23

Fixed Assets

Land
Buildings
Less: Accumulated Depreciation

3,000.00
$14,000.00
2,760.00

Boats
Less: Accumulated Depreciation

$ 3,250.00

Equipment
Less: Accumulated Depreciation

$ 2,100.00

601.18

210.00

11,240.00

2,648.82

1,890.00

Total Fixed Assets

$23,724.05

Total Assets

$28,669.28
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LESSON FAB35

FINANCIAL MANAGEMENT

INSTRUCTOR'S GUIDE

OVERVIEW
The authors of How to Run a Business, state: "A large proportion of
bankruptcies are caused by insufficient capital. This may mean that the
proprietor's judgement in guaging his business requirements was faulty.
-It may mean that the business was overexpanded., having either accepted
too much credit or extended too much credit."

Financial management concerns itself with the problem of ensuring
sufficient available capital in order that the business may meet its debts
now and in the future. .Solving this problem brings the manager of the
small business face to face with the task of determining first what
financial sources are available froth within the business (now or in the
near future) and second, what outside sources are available (now or in the
near future), and how he can best avail himself of these sources in order
to ensure a profitable return from the business.
In order to determine what sources are available from within the
business, the manager must first analyze and interpret the records of the
business. The financial structure of the business must be clearly defined,
and the immediate needs for capital and the possible sources of capital
known. Only after identifying the financial structure of business as it
is at the present time, can the manager effectively plan for the future.

Assuming that the manager can clearly identify present needs and
present sources, he can then match current receipts with current outlays to
see what deficiencies of capital are present. Once he has done this, he can
approach various institutions and agencies for the required amounts of capital.
1

Department of Industry and Department of Manpower and II-migration.
How to Run.a Business. revised ed., 1968, p. .184.
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The financial management of a business does not stop with the meeting
of current requirements. The manager of a business must plan the business
activities over the long-run. A business must plan for expansion, for
acquiring new equipment when the present equipment wears out, for the repayment of long-term debts, and for the many other factors that may require
funds in the future. Too many managers, particularly those of small businesses, become so involved with the day-to-day problems of their business
that they tend to forget or even put off decisions about the future until
the future is suddenly the present. A manager cannot afford to operate
on a crisis-to-crisis basis, for sooner or later, he is going to face one
crisis too many and disaster in the form of bankruptcy could be the result.
In this lesson it is hoped that the student will see that, like all
other aspects of business, the financial structure of the business must
be planned.
In the Management Process lesson MP7, "The Planning Function",
the student was introduced to the many planning activities management must
be involved in.
In the following FAB lessmls, the student will learn
how to use many of the tools required for financial planning. These tools
range from the analysis and interpretation of financial statements and their
derived ratios to the preparation of plans for the future in the form of
Cash and Operating Budgets.

OBJECTIVE

The studeut.will be able to state why there is a need for financial
management and list some of the tools of financial management.

REFERENCES FOR THE INSTRUCTOR
1,

Brightly, Donald S. and the Prentice-Hall Editorial staff, Complete
Guide to Financial Management for Small and Medium-Sized Companies,
Englewood Cliffs, N. J.
Prentice-Hall Inc., 1971.
:

2.

Canadian Institute of Chartered Accountants, Management Aids for the
Smaller Com n , Toronto, Ontario: Canadian Institute of Chartered
Accountaats, 1 62.

3.

Small Business Administration, Managin for Profits, Washington, D.C.:
U. S. Government Printing Office, 19 8.

4.

Small Business Administration, Cash Planning in Small Manufacturing
Companies, Washington, D.C.: U. S. Government Printing Office, 1960.

METHODOLOGY
1.

Hand out the Readings and read the Purpose and Introduction.
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PURPOSE

In this lesson you will discuss the need for financial
management and some of the tools of financial management.

INTRODUCTION

The following are but a few of the questions you, as a manager
of a small business, must.be able to answer:
1.

Are you going to need additional funds in order to meet your
current liabilities?

2.

Do you have too much money invested in fixed assets?

3.

Should you try to decrease the amount of inventory that you carry?

4.

Are your operating expenses reasonable when compared to similar
businesses?

5.

What level of sales do you require to break even?

6.

From where did you obtain the funds for your business?

7.

Where are the funds of your business going?

In the following FAB lessons you will discuss where to filld
information and how to use this information to answer these questions.
The skills you need to develop in order to obtain the regi:ireld information and to use it effectively are the skills of financial management.

OBJECTIVE:

THE STUDENT WILL BE ABLE TO STATE WHY THERE IS A NEED FOR
FINANCIAL MANAGEMENT AND LIST SOME OF iHE TOOLS OF
FINANCIAL MANAGEMENT.

Stimulus
2.

Ask the students how they would go about answering the questions
listed in the Introduction.
If possible have the students clarify
their answers with exampls.
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Clarify the Problem
3.

Ask the students if they feel there is a need for management to
know the answers to the types of questions asked in the Introduction.
Discuss this with the students. Clarification of the need should
not be given by the Instructor immediately; this clarification is
contained in the first section of the Readings. It might prove
beneficial to list on the flip chart the students' answers to the
question asked in this point.

Provide Information
4.

Read section 1 of the Readings. Relate back to answers listed in
point 3 above and discuss with the students.

CONTENT
1.

Financial Management

Most small business managers are not highly skilled in the
area of financial management, but they must understand the tools
of financial management if they are going to be able to measure
the return on their investment.
The return on investment express
ed as a per cent is the net profit divided by the net worth
(difference between assets and liabilities).
This can be stated
briefly as Net Profit x 100. The manager not only has to know
Net Worth
1
the meaning of the items in his Balance Sheet. and Profit and Loss
Statement, but he must be able to interpret 'these records accurately.

Most businesses fail because of inability to pay bills when
they come due. This maybe caused by weaknesses in sales, lack
of working capital, or various other reasons. Using the tools
of financial management, either by himself or with the help of
outside professional help, the manager may be able to detect
problems before they lead to bankruptcy.

5.

Read Sections 2, 3, and 4 of the Readings. The tools mentioned in
the section will all hs studied in later lessons.
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2.

The Tools of Financial Management
Some of the tools (aids) you will be learning to use in
order to plan and control the finances of the business are:
a.
b.
c.
d.
e.

financial ratios
cash flow projections
cash forecasts
sources and application of funds
projected financial statements.

The effective use of these tools depends upon your ability
to analyze and interpret past financial data contained in your
records, and at the same time, lay out clear-cut plans for future
operations of the business.
3

The Goal of Financial Management
The main goal of financial management is to ensure that the
business has funds available to meet the short-term and long-term
commitments and plans of the business. This means that you, the
manager, must ensure that money is available, either from operations or credit arrangements, so that the business can meet its
day-to-day expenses as they became due. You will have to be sure
that money is available for expansion of the business, purchase
of new equipmmt, repayment of loans, purchases of additional
inventory, and other long-term needs. To ensure that funds are
available to meet both short-term and long-term needs, you will
need to arrange financing from suppliers, banks, credit.unions
or government agencies; and you will also have to set up arrangements whereby funds can be invested until they are needed.
The cry of, "If I only had a little more money
" is one
the manager faces everyday, and it is his responsibility to plan
and control so that the money is available when it is required.

4.

Summary

In the following FAB lessons you will be learning how to use
the tools of financial management. While it is true that good
records are essential in business, it is equally important that
you, the manager, know how to analyze and interpret these records
in order to meet the future financial needs of your business.
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Indicator
6.

Ask the students to write a short paragraph on what financial management is and why they feel it is important or not important.
Allow approximately 15 minutes for this.

7.

Ask for volunteers to read.the paragraphs they have just written
and follow this up with a discussion.

8.

Using the written paragraphs and the discussion, have the students
prepare as a group a brief paragraph on what financial management
is and a brief list of the tools a financial manager has available
for use. Allow approximately 20 minutes for this.
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LESSON FAB36

ANALYZING THE PROFIT AND LOSS STATEMENT

INSTRUCTOR'S GUIDE

OvERVIEW
In this lesson, the students are introduced to the Comparative
Statement, which is simply a Profit and Loss Statement covering two
or more accounting periods, They are also shown how to use the
information in the Profit and Loss Statement to determine how the
business is doing financially. Ratios are used for this purpose, and
comparisons are made from one year to another or between two similar
businesses.
The three financial ratios introduced in this lesson are: gross
profit ratio, expense ratio and net profit ratio.
The groSs profit ratio is important to any retail businessman.
It expresses, as a percentage, the proportion of the revenue of a
business which is left after paying for the goods purchased. If the
gross profit ratio of a business is 40%, then 60 cents out of every
dollar is used to pay fpr the goods sold, and 40 cents is available
for other expenses and profit. The lower the gross profit ratio, the
higher the cost of goods sold per dollar of sale, and the lower the
amount left for payment of other expenses and profit.
With the gross profit ratio, the businessman can determine the
reasons for the good (or pour) performance of his business, and can
pin point possible difficulties.
For instance, a business may have a
high gross profit ratio but have lower saes than one would expect.
That is, the 'sales that ale made show a high gross margin, but perhaps
due to high prices, not enough sales are made.

.

The expense ratio expresses the proportion of total expenses to
By comparing the expense ratio of his business to previous
years or to similar businesses, the manager can determine whether or'
sales.
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not he is keeping expenses under control. The manager can also analyze
specific expenses (such as labour costs, advertising, etc.) as a percentage of sales in order to determine which particular expense items
are too high.
The ratio of net profit to sales gives the business manager a
picture of the percentage of each dollar of revenue which is left after
the cost of goods sold and other expenses are-paid. The net profit
ratio expresses net profit as a percentage of sales.
Should this ratio
decrease while sales are increasing, or if thiS ratio is low when
compared to that of similar businesses, the manager will want to make
a detailed analysis of the cause of the low ratio.
During the lesson, the instructor may find it useful to supply the
students with actual finandial statements from business-firms. The
students could analyze these and suggest possible courses of action.

OBJECTIVE

The student will be able to prepare a Comparative Profit and Loss
Statement, and use it to analyze the gross profit ratio, the expense
ratio and the net profit ratio.

RESOURCES REQUIRED
1.

Exercise FAB36 -1 "lvlic Mac Market".

METHODOLOGY
1.

Hand out Radings,. and read Purpose and Introduction with the students.

PURPOSE

In this lesson you will learn what type of information about
your business can be found in your Profit and Loss Statement.

INTRODUCTION

Records are used to keep track of the daily receipts and
payouts of your business. At the end of each accounting period
you use these records to make up financial statements. These
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financial statements tell you what the business has done during
the accounting period and what its financial position presently
is.

The overall objective of managing a business is to manage
in such a way as to get a satisfactory return on the money
invested in the business, while maintaining a sound financial
position.
In order to see if you are meeting this objective, you
analyze your financial statements. One of the statements you
should analyze is your Profit and Loss Statement.

OBJECTIVE:

THE STUDENT WILL BE ABLE TO PREPARE A COMPARATIVE PROFIT AND
LOSS STATEMENT, AND USE IT TO ANALYZE THE GROSS PROFIT RATIO,
THE EXPENSE RATIO AND THE NET PROFIT RATIO.

Stimulus
2.

Ask the students how they can use the information in the Profit
and Loss Statement to analyze the operations of a business.
Discuss. Have one of the students list the answers on the flip
chart.

Clarify. Problem
3.

Read section 1 of the Readings with the students. Compare the
points listed on the flip chart with the material in the Readings.
DiScuss.

CONTENT'
1.

What Will the Profit and Loss Statement Tell You?
The Profit and Loss Statement will tell you' many things'
about your business.
First, it will tell you if you made or
lost money on the operations during the accounting period.
But more Importantly, it will give you directions as to where
to look if your actual profit diffcas greatly from your
planned profit.

The Profit and Loss Statement tells you the story of
what has been happening in your business during the past
accounting period. By carefully analyzing this statement and
comparing it to past Profit and Loss Statements, you may be
able to see mays.of improving your business.
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Provide Information
4.

Read section 2 of the Readings with the students.

2.

Getting Ready to Analyze the Profit and Loss Statements
In order to see how your business has been doing over
a number of accounting periods (months or years), you first
This is
prepare a Comparative Profit and Loss Statement.
simply a Profit and Loss Statement which shows the dollar
figures for the accounting periods you are comparing.
NOTE:

For example purposes, a Comparative Profit and Loss
Statement has been prepared. This statement is
shown below.

Jake Blackstone
Comparative Profit and Loss Statement
Three Years Ended December 31, 1970
e

1968
%

$

Income
Cash Sales
Credit Sales
Total Income

Cost of Goods Sold
Inventory, beginning
Purchases
Freight
Cost of Goods Available
for Sale

1970

1969
$

%

$

61,000.00
6,900.00
67,900.00

%

50,000.00
4,400.00
S4,400.00 100,0

58,000.00
5,600.00
63,600.00

20,900.00
33,300.00
2,300.00

23,860.00
37,440.00
3,560.00

26,700.00
42,180.00
3,980.00

56,500.00
23,860.00

60.1

72,860.00
25,330.00
47,530.00

70.0

100.'

100.0

Cost of Goods Sold

3,640.00

60.0

64,860.00
26,700.00
38,160.00

Gross Profit

21,760.00

40.0

25 440.00

40.1

20.370.00

30.0

Total Expenses

12,360.00

22.7

16,260.00

25.

12,190.00

18.0

9,400.00

17.3

9,180.00

8,180.00

12,0

Less:

Inventory,. ending

NET PROFIT
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Point out. the usage of percentages. Percentages are used to show
relations of Income to Sales, Cost of Goods to Sales, Gros-, Profit
to Sales, Total Expenses to Sales, and Net Profit to Sales. The
reason percentages are used is that dollar figures can give an unclear picture of trends over a period of time, but percentages will
show the trends much clearer because they are related to the same,
basic figure; that is, sales.

Ask.the students what ratios they think would be useful in
analyzing the business. List the answers on the flip chart.

6.

Read section 3 of the Readings with the students.
various ratios.

3.

Discuss the

Ratios and What They Can Tell You
Important tools you can use in analyzing your Profit
and Loss Statements are ratios.
Three ratios you will find
very helpful are:
Gross Profit Ratio (Gross Margin)
Expense Ratio
Net Profit Ratio
a:

Gross Profit Ratio (Gross Margin)
The gross profit ratio shows you what percentage of
your income is available to cover the business's expenses
and profits after paying for the goods sold. This is
usually referred to as the Gross Margin.
GROSS MARGIN = GROSS PROFIT x 100
SALES.

From Jake Blackstone's Comparative Profit and Loss
Statement:
1968

Gross Margin = $21,760.00 x 100
$54,400.00

Grass Margin =

40.0%

1970

Gross Margin = $20,370.00 x 100
$67,900.00
Gross Margin =

30.0%
1703

1969

$25,440.00 x 100
$63,600.00
40.0%
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Looking at Jake Blackstone's gross margins for the
three years you see that even though his income
increased there was a big drop in the amount of each
dollar of income he had available to cover expenses
and profit.
Some of the reasons for this decrease in gross margin could have been:
(1)

Higher prices for merchandise from his suppliers
He should check other suppliers to see if h: can
get a better cost price.

(2)

There could be an increase in spoilage and
shrinkage.
For example merchandise might be
spoiling or being damaged because of poor warehouse and stockroom facilities.
These spoiled
and damaged goods might have to be sold at a
lower than cost price or just thrown out. People
shoplifting goods off the shelves might be another
cause for a decrease in gross margin. Or goods
might have been taken by emplbyees or members of
the family and not marked down.

If your gross margin is below what you had planned or
if it starts to decline over a number of periods, you
had better start reviewing your policies in order to
find the trouble areas. A review of your pricing
practices might be called for in order to ensure
selling prices that will give you the required gross
margin.
b.

Expense Ratio
The expense ratio shows you how much it costs you to
make your sales.
The ratio shows you what portion of
each dollar of income you are spending in order to
produce that dollar of income.
EXPENSE RATIO = TOTAL EXPENSES x 100
SALES
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Jack Blackstone's Expense Ratio:

1968

Expense Ratio = $12,360.00 x 100
$54,400.00
Expense Ratio =

1969

$16,260.00 x 100
$63,600.00

22.7%

25.6%

1970

Expense Ratio = $12,190.00 x 100
$-157,900.00

Expense Ratio =
c

18.0%

Net Profit Ratio
The net profit ratio shows you the percentage of
income left after paying for the goods and the expenses
of the business. This net profit ratio is the percentage of income you can use to pay yourself, pay off loans,
purchase more or newer equipment or more buildings, or
renovate your present buildings.

NET PROFIT RATIO = NET PROFIT x 100
SALES
Jack Blackstone's net profit ratio:
1968

Net Profit Ratio = $ 9,400.00 x 100
$54,400.00
Net Profit Ratio =

17.3%

-

1970

Net Profit Ratio = $ 8,180.00 x 100
$67,900.00
Net Profit Ratio =

12.0%
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1969

$ 9,180.00 X-100
$63,600.0-0.-

14.4%
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You should note that even though the dollar amount
of income has gone up during the last three years:

.

$54,400.00 in 1968
$63,600.00 in 1969
$67,900.00 in 1970

the net profit has declincd both in dollars and in
percentage figures. This means that Jake Blackstone
has less money to pay himself and put back into the
business even though his dollar. sales have gone

uP

7.

Be sure that the students fully undelLand these ratios.
any parts that are not clear.

8.

Read section 4 of the Readings with the students.

Review

Summary

4.

When you analyze your Profit and Loss Statement don't be
blinded by dollar signs. Compare various Profit and Loss
Statements. to see what your business is actually doing. When
comparing statements convert dollars to percentages. These
ratio percentages will give you a clearer picture of what
your business is actually doing over a period of time.
One point to be aware of is that ratios for different
types of businesses can vary greatly. When doing an analysis,
be aware of the ratios that are common to your type of
-business.

Indicator
9.

Hand out Exercise FAB36-l. Have the students prepare a Comparative
Profit and Loss Statement for Mic Mac Market for the period 1970
1971.

10.

After preparing the Comparative Profit and. Loss Statement, have
the students calculate the ratios discussed in this lesson, and
prepare a short written report wherein they analyze the operation
of the Mic Mac Market for the years 1970 and 1971. If the students
wish, they may work in teams of two or three for this exercise.
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Mic Mac Market
Comparative Profit and Loss Statement

Two ears Ended December 31

1971

971-

1970
$

$

$ 48,062.05
4,612.73
16.26

$ 55,391.24
4,167.33
2,393.16

%

Income
Cash Sales
Credit Sales
Other Receipts

Total Income

52,691.04

100

61,951.73

100.0

Cost of Goods Sold
Inventory, beginning
Purchases
Freight

33,593.15
1,745.43

2,103.92
36,975.45
4 316 92

Cost of Goods Available
for Sale
Less: Inventory, ending

35,338.58
2,103.92

43,396.29
3,376.19

Cost of Goods Sold

33,234.66

63.1

40,020.10

64.6

$ 19,456.38

36.9

$ 21,931.63

35.4

10,235.19

19.4

9,116.29

14.7

9,221.19

17.5

4 12,815.34

20.7

Gross Profit

.

9

Total Expenses'.

Net Profit

$
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LESSON FAB36

ANALYZING THE PROFIT AND LOSS STATEMENT

EXERCISE FAB36

1

MIC MAC MARKET

INSTRUCTIONS
1.

Using the following Profit and Loss Statements prepare a Comparative PrOfit and Loss Statement for the Mic Mac Market.

2.

From the inforMation on the Comparative Profit and Loss Statement
you prepared, calculate the ratios that were discpssed in this
lesson, and prepare a short written analysis of the operations of
the Mic Mac Market for the years 1970 and 1971.
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Mic Mac Market
Profit and Loss Statement
for year ended December 31, 1970

Revenue

Cash Sales
Credit Sales
Other

$48,062.05
4,612.73
16.26

Total Revenue

$52,691.04

Cost of Goods Sold
Inventory, beginning
Purchases
Freight
Cost of Goods Available
for Sale
Inventory, ending
Less:
Cost of Goods Sold

$

0

33,593.15
1,745.43
35,338.58
2,103.92

33,234.66

Gross Profit

$19,456.38

Total Expenses

10 235 19

Net Profit

$ 9,221.19
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Mic Mac Market
Profit and Loss Statement
for year ended December 31, 1971

Revenue
$55,391.24
4,167.33
2,393.16

Cash Sales
Credit Sales
Other Receipts

$61,951.73

Total Revenue

Cost of Goods Sold
Inventory, beginning
Purchases
Freight
Cost of Goods Available
for Sale
Inventory, ending
Less:
Cost of Goods Sold

$.2,103.92
36,975.45
4,316.92

43,396.29
3,376.19
40,4)20.10

$21,931.63

Gross Profit

9,116.29

Total Expenses

$12,815.34

Net Profit
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LESSON FAB37

ANALYZING 1HE BALANCE SHEET

INSTRUCTOR'S GUIDE

OVERVIEW
In the previous lesson, the students learned how to use the Profit
and Loss Statement to determine whether a business was performing as expected, as it did in previous years or as other similar businesses are
performing.
In this lesson the students will be introduced to a further analysis
of the business in terms of the Balance Sheet.
It is possible to determine the financial position of the business by calculating ratios
based on the Balance Sheet.
The students will be introduced to a Comparative Balance Sheet which
has two or more accounting periods. This Comparative Balance Sheet provides useful information about the changes in the business but does not
always give the information needed regarding the financial position of
the business. The manager must be able to tell whether or not the position of the busiriesg as represented by the Balance Sheet is sound.
The Balance Sheet ratios provide a peens of delving into some of the
strengths and weaknesses of the business.

OBJECTIVE
The students will correctly prepare a Comparative Balance Sheet
and use it to analyze a business's financial position, through the
comparison of various ratios.
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RESOURCES REQUIRED
1.

Exercise FAB37-

"Mic Mac Market ".

METHODOLOGY
1.

Hand out Readings
students.

and read the Purpose and Introduction with the

PURPOSE

In this lesson you will learn how to calculate various Balance Sheet ratios in order to analyze the financial position of a
business.

INTRODUCTION

The Balance Sheet shows the state of your business at.any
It shows whether your management decisions were good
given time.
For this reason, it is very important that you understan
or bad.
how to calculate and use Balance Sheet ratios.

OBJECTIVE:

THE STUDENTS WILL CORRECTLY PREPARE A COMPARATIVE BALANCE
SHEET AND USE IT TD ANALYZE A BUSINESS'S FINANCIAL POSITION,
THRDUal THE COMPARISON OF VARIOUS RATIOS.

Stimulus
2.

Ask:

ness?"

"What information can a Balance Sheet tell you about a busiDiscuss.

Clarify Problem
3.

Read Section 1 of the Readings with the students.
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CONTENT
1.

The Purpose of Balance Sheet Analysis

The purpose of a Balance Sheet analysis is to assist you
to make the nest effective use of your resources.
The following' are a few of the questions you can answer
by doing a Balance Sheet analysis:
a.

b.
c.
d.

Do you have enough cash on hand and in bank?
Are your current liabilities large when compared to
current assets?
Do you have too many fixed assets?
Do you have enough capital invested in the business?

Individual Balance Sheet figures by themselves are little
more than just numbers, but the relationship between various
Balance Sheet figures show the results of your managerial
decisions over a number of accounting periods.
Not only does a Balance:Sheet analysis show the results
of your managerial decisions, but it is also very helpful to
people or firms who are approached by you for funds or invest-,
nents.

4.

Points for discussion of the Reading:
a..

The increase or decrease of Balance Sheet items from one
period to the next is more informative if it is stated in
terms of the percentage of increase or decrease, instead of
the change in number of dollars.
For example, suppose that
total assets increased by $10,000 between 1970 and 1971. This
is informative, but learning that the increase in total assets
was 10 per cent has more meaning.
For this reason a Comparative Balance Sheet should show the
asset, liability, and capital figures at the end of two or
more successive accounting periods. It should, in addition,
show the percentage change in each of the items. An owner
manager is interested in the amount of the item on the latest
sheet and the percentage change fram the last previous sheet.

b.

A Comparative Balance Sheet also shows the percentage distribution Of the total assets among the various individual
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assets, and the percentage distribution of the total liabilities and nct worth among the several items in those cateThe percentage figures for two or more dates enable
gories.
a businessman to analyze his statement more readily for purposes of determining the nature of changes in financial status.

Provide Information
5.

Read and discuss Sections 2, 3 and 4 of the Readings with the
Be prepared to provide additional examples if necessary.
students.

2.

The Comparative Balance Sheet
Like the Comparative Profit and Loss Statement, the Comparative Balance Sheet .displays the Balance Sheet figures for
a number of accounting periods.
Jake-Blackstonels Comparative Balance Sheet for the
years 1968, 1969, 1970 is shown on the following page,

3.

Looking At the items on the Balance Sheet
The dollar amount of the items entered on a Balance
The first step in analyzing
Sheet differs from year to year.
the Balance Sheet is to examine the more important items on
the Balance Sheet to find out which changes are normal and
Which changes might show financial weakness.
a.

Cash on Hand and Cash in the Bank.or Credit Union
Wide changes in cash balances from year to year night
need an explanation if the causes cannot be easily seen.
The cash position should be strong during periods of low
sales volume or at the end of a season.
The size of the cash balance is dependent upon:
(1)
(2)
(3)
(4)
(5)
(6)

your management decisions
whenyou are going to pay your payables
the terms you purchase merchandise under - cash or
credit
whether you purchase nr rent equipment, buildings,
land, etc.
your collection policy for accounts receivable
your personal withdrawal of cash from the bUsiness
for your own use.

1716

-4

I

67,900.00

Total Assets

9,600.00
24,600.00

2,400.00
3,600.00

'

62,200.00

21,900.00

8,400.00

4,500.00 10,500.00
12,000.00

12,000.00

3,000.00
12,000.00

3,000.00
15,000.00

15,000.00

3,000.00

43,300.00

3,690.00
40,300.00

26 ,700 .00

23,860 .00

4 ,190.00

500.00
8,910.00

1969

640.00
15 , 110 .00

Total Fixed Assets

Depreciation

Less: Accumulatcd

Equipment

Buildings
Less: Accumulated
Depreciation

Land

Fixed. Assets

Total Current Assets

Cash in Bank/Credit Union
Accounts Receivable
Inventory

Cash on Hand

Current Assets

1968

Jake Blackstone
Comparative Balance Sheet
For Three Years Ended December 31, 197.0

4,800.00

6,000.00
12,000.00

15,000.00

60,300.00

19 ,200..00

7,200.00

9,000.00

3,000.00

41,100.'30

210.00
7,190.00
8,370.00
25,330.00

19 70

Total Liabilities & Cwner's Worth.

New Owner's Worth

Deduct Owner's Drawing

Beginning Balance
Add: Current' Profit

Owner's Worth

Total Liabilities

Total Long-Term Liabilities

Long-Term Liabilities
Loans Payable Bank/Credit Union
Loans Payable Goverment
Other

Total Current Liabilities

Other

Current Liabilities
Bank Overdraft/Outstanding Cheques
Loans Payable
Accounts Payable
Trade

Liabilities.

Liabilities and Owner's Worth

67,900.00

5,000.00

4,300.00
9,400.00
13,700.00
8,700.00

62,900.00

45,580.00

5,000.00
40,000.00
580.00

.

62,200.00

4,980.00

5,000.00
9,180.00
14,180.00
9,200.00

57,220.00

38,910.00

3,910.00
35,000.00

18,310.00

11,500.00

10,000.00

17,320.00

6,090.00

720.00

169

1,230.00
6,090.00

1168

60,300.00

4,360.00

8,700.00

13,060:10'

4,980.00
8,180.00

55,940.00

38,090.00.

8,090.00
30,000.00

17,850.00

11,850.00

1,000.00
5,000.00
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b.

Receivables
Accounts receivable should ordinarily increase with an
increase in volume, but the collection period should remain about the same.
Increases in the length of collection period,particularly for large receivables when
volume is declining, may be a sign of slowness in collecting receivables, or may be due to the granting of
longer terms of sale to your customers.

An aging of receivables is very helpful in examining the
receivables an the Balance Sheet.
If an aging of receivables is not available, a Receivables Turnover or
Collection Period Analysis is very helpful.
Receivables Turnover = Annual Income
Accounts Receivable
Collection Period

360

Receivables Turnover
For example:
rents)

(From Jake Blackstone's Financinl State-

1968 Total Income:

$54,400.00 (from Profit and Loss)

Receivables Turnover = $54,400.00
3,690.00

=

14.7

Collection Period

=

24 days

1969 Total. Income:

=

360 days
14.7

$63,600.00 (From Profit and Loss)

Receivables Turnover = $63,600.00
4,190.00

=
=

Collection Period.

= 23.6 days

= 360 days

15.2

15.2

1970 Total Income: $67,900.00 (From Profit and Loss)
Receivables Turnover = $67,900.00

=

Collection Period

=

= 360 days

8.1

44 days

8.1

This analysis of the collection period fo- accounts receivable indicates that Jake Blackstone snould review
his credit Talky. The collection time for his accounts
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recej_7able in 1970 has:,almost doubled from the previous
two years. This could mean that he is not receiving
payhent from many of his customers. If this upward
trend in collection titre continues, he is likely to have
trouble Meeting his own bills, .(expenses, accounts payable, and loan payments) because of lack of cash coming
into the business. He will also soon have a large bad
debts expense.
c.

Inventories
There is a need for large inventories when sales volume
rises, but the Turnover Rate should remain about the

same.
With a decline in Sales volume, inventories should be
decreased in order that you have more cash available to
pay your current liabilities.
If inventories are not
decreased when sales volume declines, it may mean that
you are carrying too much merchandise or that the merchandise is obsolete. You should review your buying
policy.
The Turnover Rate of inventories is calculated as follows:
(1)

Determine the average inventory for the year
Average Inventory =
Beginning Inventory + Ending Inventory
2

(2)

Determine the Inventory Turnover Rate
Inventory Turnover Rate
Cost of Goods Sold
Average Inventory

(3)

Determine the Inventory Turnover Rate ',in days
Inventory Turnover in Days =
360

Inventory Turnover Rate
ENample:

(Using Jake Blackstone's Financial Statements)

196 8

(1). Average Inventory = $20,900.00 + $23,860.00
2

$44,760.00
2

$22,380.00
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(2)

Inventory Turnover Rate = $32,640.00

77;380.00
1.5
-(3)

inventory Turnover
in days

= 360 days

= 240 days

1.5

1969.

(1)

Average Inventory = $23,860.00 +.$26,700.00
2

$50,560.00
2

$25,286.00
(2)

Inventory Turnover Pate = $38,160.00
$25,280.00
= 1.5

(3)

Inventory Turnover:
in days

= 360 days = 240' days
1.5

19 70

(1)

Average Inventory = $26,700.00 + $25,330.00
2

$52, 030.00

$26,015.00
(2)

Inventory Turnover Rate = $47,530.00
$26,015.00
= 1.8

(3)

d.

Inventory Turnover
in Days

360 days

= 200 days

Fixed Assets
An increase in fixed assets should result in a larger
sales volume and higher net profits.
Increases in fixed
assets should not weaken your ability to meet current
liabilities.
Fixed asset increases should be financed
by money you do not need for current payments, that is,
by long term debt or by additional investment by owners.
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e.

Accounts Pa able
AF.ounts payya le usually increase as sales volume rises,
because you buy more merchandise so you can net the
increased demands of your customers. If you owe a great
deal ofmoney in the formo loans you should keep your
accounts payable small. :Abiisin.ess has only a limited
amount of cash available at any one time; therefore, the
repayment of debts and the meeting of expenses must be
carefully watched.
If accounts payable remain large as volume declines, it
may be an indication of slowness in paying accounts payThis could cause problems with your suppliers.
able.

4.

Ratios

a.

Current.Ratio
Current Ratio

= Current Pssets
Current Liabilities

The importance of this
call the definition of
are those assets which
in the ordinary course

ratio becoMes clear when you recurrent assets. Current assets
are, or will become, available
of business to pay your current

debts.

The greater the current ratio, the
tion for short-t2rm creditors such
lending agencies. A minimum ratio
sidered safe depending on the type

greater:the protecas suppliers and
of 2/1 is usually con:7
of current assets in-'

volved.

Jake Blackstone's Current Ratio:

b.

1968

1969

19 70

$43,300.00
17,320.00

$40,300.00
18,310.00

ITA0.00

2.5/1

2.2/1

$41,100.00

2.3/1

Ligvid or Quick Ratio
.).he current ratio has one very serious drawback in that
it assumes all current assets can be converted to cash
with the same degree of ease.
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Current assets should be divided. into two types:
(1)

Liquid Assets

Cash or assets that can be, converted into cash with

out any sales effort. This would be:
- Cash on hand
Cash in Bank or Credit Union

- Shares in the Credit Union
- Bonds, Stocks
Accounts receivable

Current Assets which Require Sales Effort:

(2)

- Inventories

- Prepaid expenses

Calculations of liquid or quick ratio:
Quick Ratio =
Current Assets

(Inventories 4 Prepaid Expenses)

Current Liabilities

A ratio of 1/1 is considered a good risk by short-term
creditors.
Jake BlackFtone's quick ratios:
196 8

1969

$23,860.00
$43,300.00
$17,320.00

$40,300.00
$26,700.00
$18,310.00

=

.

$19,440.00
17,320.00

=

1.1/1

=

$13,600.00
-$18.,310.00

0.7/1

1L970

$41,000.00 .- $25 , 330 .00
$17,850 .00

= $15,770.'00
$17,850 .00

= 0.8/1

This ratio is sometimes called the acid test ratio.
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c.

Fixed Assets to Owner's Worth Ratio
This ratio indicates how much creditors, such as suppliers, banks and lending agencies, have financed the
business.
It shows how: dependent.
business is on
outsiders for financial help.
Jake Blackstone's fixed assets to owner's worth ratio:

196 8

1969

19 70

$24,600.00
$ 5,000.00

$21,900.00
$ 4,980.00

$19,200.00
$ 4,360.00

= 4.9/1

= 4.4/1

= 4.4/1

This analysis shows that Jake Blackstone is very dependent upon outsiders for financing his bu5iness.
By
studying the owner's worth section you can see that his
withdrawals are very large when compared to the profits
being made.
In fact in 1970 he withdrew more than he
made. Jake should review his personal spending because
he is withdrawing too much money from the business, and
he is putting the business in an unsound position.
d.

Net Profit to Net Worth Ratio
This ratio shows the return on the owner's investment.
Together with the net profit to total assets ratio, it
shows how effeCtively you are using your resources.
Jake Blackstone's net profit to net worth ratio:

e.

196 8

1969

19 70

$ 9,400.040

$ 5,000.00

$ 9,200.00
$ 4,980.00

$ 8,700.00
$ 4,360.00

= 1.9/1

= 1.8/1

= 1.711

Net Profit to Total Assets Ratio
This ratio is sometimes called the return on investment.
It shows you how effective your management decisions
are in using the resources (assets) you have available.

FAB37

1968

1969

19 70

$ 9,400.00
$67,900.00

$ 9,180.00
$62,200.00

$ 8.180.00
$60,300.00

= .138/1

= .163/1

= .136/1

as a %:

13.8

16.30

13.6%

6.

Discuss the usage of ratios. Do students feel ratios are useful
in 'nalyzing the business, or are they just more work?

7.

Red and discuss Section 5 of the Readings.

5.

-Summary

Analysis of your financial statements is one of the most
important jobs you will have to do when you manage a business.

Analysis of the statements will show you the effect of
your management policies.
The analysis will also reveal the
policies' weak spots before they cause you severe trouble.

Indicator
8.

Hand out Exercise FAB37-1, "Mic Mac Market" and have the students
complete. it.
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Mic Mac Market
Comparative Balance Sheet
As of December 31, 1972

19 71

Change

19 72

Assets
Current Assets
Cash
Bank
Accounts Receivable
Inventory
Total Current Assets

1,675.29
7,079.91
1,717.57
2,103.92
12,576.69

213.75
11,406.98
3,453.90
3,376.19
18,450.82

(1,461.54)

Fixed Assets
Assets
Iess: Accumulated Depreciation

13,500.00

12,000.00

(1,500.00)

Total Assets

26,076.69

30,450.82

4,374.13

Current Liabilities
Sales Tax
Accounts Payable

252.55
3,772.95

3;484.29

Total Current Liabilities

4,025.50

3,284.29

Lang Term Liabilities
Loan

18,800.00

17,600.00

(1,200.00)

Total Liabilities

22,825.50

20,884.29

(1,941.21

4,327.07
1,736.33
1,272.27
5,874.13

Liabilities & Owner's Worth

0-

(

252.55)
488.66

(

741.21)

Owner's Worth
Balance We:ginning
Current Profit
Less: Year's Drawing

9,221.19
5,970.00

3,251.19
12,815.34
6,500.00

3,251.19
3,594.15
530.00

Net Owner's Worth

3,251.19

9,566.53

6,315.34

Total Liabilities & OKuer's Worth 26 ,076 .69

30,450.82

4,374.13

-0-
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Ratios

19 71
1.

Receivables
TUrnover

52,691.04

19 72

= 30.6

1,717.57
= 11.4 days

61,951.73

= 17.8

3,453.90

360

3.

Average
Inventory

$1,051.96

4.

Inventory
Turnover Rate

31.5

14.7

5.

Current Ratio

3.1/1

5.6/1

6.

Liquid (Quick)
Ratio

2.6/1

4.6/1

Fixed Assets
Net Worth

4.1/1

1.3/1

Net Profit
Net Worth

2.6/1

1.3/1

Net Profit
Total Assets

0.35/1

0.42/1

7.

8.

9.

30.6

360

= 20.2 days

Collection
Period

2.

17.8

1727

$2,740.05

SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB37

ANALYZING THE BALANCE SHEET

EXERCISE FAB37

1

MIC MAC MARKET

INSTRUCTIONS
1.

Using the information contained in the attached Balance Sheets,
prepare a Comparative Balance Sheet for the Mic Mac Market.

2.

After completing the Comparative Balance Sheet do an analysis of
the financial position of the business using the ratios talked
about in this lesson. Write a short report giving your own views
on the financial management of the Mic Mac Market.
In doing this exercise you may work in groups of 2 to 3 people,
or you may work alone.
NOTE:

Use the Profit and Loss Statement from Exercise FAB36-1.
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$13,500.00
$26,076.69

Total Assets

1,500.00

Total Fixed Assets

Assets
Less Accumulated
Depreciation

$15,000.00

$12,576.69

Total Current Assets

Fixed Assets

$ 1,675.29
7,079.91
1,717.57
2,103.92

Cash
Bank
Accounts Receivable
Inventory

Current Asseiz

ASSETS

Total Liabilities and
Owner's Worth

Net Owner's Worth

Balance Beginning
Current Profit
Less Year's Drawings

Owner's Worth

Total Liabilities

Loan

Long Term Liabilities

-A-

$9,221.19
5,970.00

$26,076.69

3,251.19

$22,825.50

18,800.00

$ 4,025.50

Total Current Liabilities

252.55
3,772.95
$

Sales Tax
Accounts Payable

Current Liabilities

LIABILITIES AND OWNER'S WORTH

As of December 31, 1971

Balance Sheet

Mic-Mac Market

,

Total Assets

Total Fixed Assets

Assets
Less Accumulated
Depreciation

Fixed Assets

3,000.00

$15,000.00

Total Current Assets

Cash
.Bank
Accounts Receivable
Inventory

Current Assets

ASSETS

213.75
11,406.98
3,435:90
3,376.19

$30,450.82

12,000.00

$18,450.82

$

Total Liabilities and
Owner's Worth

Less Owner's Drawings

Beginning Balance
Current Profit

Owner's Worth

Total Liabilities

Bank Loan

$16,066.53
6,500.00

$ 3,251.19
12,815.34

$30,450.82

$ 9,566.53

$20,884.29

17,600.00

$ 3.284.29

Total Current Liabilities'

Long Term Liabilities

$ 3,284.29

Accounts Payable

Current Liabilities

LIABILITIES AND OWNER'S WORTH

As of December 31, 1972

Balance Sheet

Mic Mac Market

SUBJECT

BUSINESS LAW

LESSON BL8

SPECIAL CONTRACTS: GENERAL BUSINESS INSURANCE

INSTRUCTOR'S GUIDE

OVERVIEW
This lesson will irl-roduce the student to the topic of business
The insurance field is too vast and complex to be able to
insurance.
deal with it in any detail. Students should realize that insurance is
available for various risks (many more than are mentioned in the lesson)
and that they should make use of a competent insurance agent in determining their insurance needs.

The students
work can go up in
an employee could
be very costly to

should realize that a whole lifetime of savings and
smoke in a few hours or that neglect an the part of
cause property damage or personal injury which could
the business if it is not protected by insurance.

They should also realize that they cannot insure against every risk
since it will be much too costly.
It is important to select insurance
to cover those risks which could be disastrous for the business. Afire
destroying the business premises would be a major disaster but perhaps
the loss of a $300 truck would be a loss which the :business could absorb.
However, if that same truck is involved in an accident causing
personal injury or property damage, and the driver is found negligent,
the loss to the business could be substantial. The businessman will
have to decide which risk lie can stand and which risk could mean finaaa business is destroyed by fire, and money was borrowed
cial ruin.
I
to purchase the business, the prospective businessman must see that he
is still responsible-for that debt even though the business premises
may no lovger exist.
The students will likely be able to gain a great deal of knowledge
from a resource person in the insurance field.

115/./
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OBJECTIVE

The students will be aware of the major types of insurance available and of the services which an insurance agent can render.

REFERENCE MATERIAL FOR INSTRUCTOR
1.

Greene, Mark R. Insurance and Risk Management for Small Businesses.
Small Business Management Series No. 30, Washington: Small
Business Administration, 1970.

RESOURCES REQUIRED
1.

Flip chart.

2.

Sample insurance contracts supplied by students, instructor or
a resource person to illustrate fire, auto, liability and fidelity
insurance.

3.

An insurance.agent or other person knowledgeable in the insurance
field.

METHODOLOGY
1.

Hand out the Readings; read and discuss.the Purpose ar.i. Introduction.

PURPOSE
This lesson will introduce you to business insurance under
which you are protected against financial losses caused by fire,
theft, car accidents, liability, etc. connected with your business.

INTRODUCTION-

As a businessman you have an investment to protect. You protect this investment by good business methods and by carrying
business insurance' to protect you against the risk of financial
disaster.
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A sound insurance protection plan is just as important to
the success of your business as good financing, accounting. mark
tng,
lanagerent, or any other busineF5 fuuctL.,,
Good in,urance management does not j'st happen, it requires organization and planning. All your work can be lost in a few minutes if your insurance program does not provide the coverage or
protection you require for your particular circumstances. There
are five steps that you should take to ensure that your business
is properly protected:
1.

think of the different types of loss you could possibly
suffer;

2.

take those steps that will give you the best coverage for
the least cost;

3.

carefully plan how you will manage your insurance program;

4.

take insurance only for those losses which could put you out
of business or cause a very serious setback;

S.

get professional advice.

A lesson in business insurance can do no more than introduce
the subject of business insurance, so you will need to rely on the
professional advice of the insurance agent you choose.

OBJECTIVE:

THE STUDENTS WILL BE AWARE OF 1HE MAJOR TYPES OF INSURANCE
AVAILABLE AND OF THE SERVICES WHICH AN INSURANCE AGENT CAN
RENDER.

Stimulus
2.

Ask students to list an the flip chart all the different risks of
losses which a business faces.

Clarify Problem
3.

Ask :tudeats to indicate which risks could be covered by insurance.
This will give the instructor an idea of the extent of the students
knowledge about insurance.

Some of the types of insurance which the students may m
include:
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a.

b.
c.
d.

e.
f.

g.

h.
i.

j.

k.
1.

m..

n.
o.
p.
q.
r.

fire insurance: building, inventory, fixtures and equipment
automotive collision insurance (all types of vehicles)
automotive liability insurance
general liability insurance
fidelity insurance
burglary and robbery insurance
accident insurance
boiler insurance
performance bond
plate glass insurance
livestock insurance
various valuables floater
valuable papers and records floater
grain and fodder floater
transportation (transit) insurance
business interruption insurance
life insurance
health and sickness insurance.

This is only a partial list of insurance protection available.
Compare this list to the one given by.the students.
Only a few. of the more common forms of insurance are discussed
briefly in this lesson. Students can ask the resource person
questions concerning the other types of insurance.
4.

List on a flip chart the following words and ask the students to
give definitions of them:
insurance policy
insurer
insured
premium
beneficiary
deductible
rider
endorsement
insurance agent
insurance broker
insurance adjuster.

5.

Read Sections 1 and.2 of the Readings. Discuss each definition
and compare it to the students original definition. Make sure
students understand the meaning of the terms.

CONTENT
1.

The Basis of Insurance
Insurance is a co-operative or group method of pooling
1736
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by which man, rcople pay a certain' small sum (premium) to
protect them elves against a potential large loss. Since
only a small number of losses actually occur compared to the
number of businessac insured, the total of the premiums collected goes to pay the losses which C.1.0 occur, as well as the
administration costs of supplying the service.

2.

Son

Definitions

When discussing insurance There are a number of words
and terms with which you should be familiar.
'These include:
a.

Insurance Policy
written evidace of the terms of an
'insurance contract.

b.

Thr.:.Insurer

C.

The Insured
the person or business-firm that purchases
the insurance protection.

d.

The Premium
the prig paid by the .insured for the insurance coverage specified in'the insurance contract.

e.

the person or persons named by the insured
Beneficiary
to receive any claim covered by the insurance policy.

f.

Deductible - a clause which eliminates the initial amounts of loss from th. insurance policy. That L., the
first $50, $100, $200, $500 or $1,000, etc. loss is not
The incovered (protected) by-the insurance company.
surance.eompany pays you for any losses you suffer over
the deductible amount. A deductible clause gives the
insured a greater incentive to take care of the insured
property and, by eliminating a large number of small
claims, makes the insurance much dheaper.

the insurance company that provides the
insurance protection.

g.

A Rider
extra protection that is not provided in the
standard insurance policy.
The terms of this extra protection are written out on a sheet of paper called a
rider and attached to the insurance contract.

h.

Endorsement - the addition of new terns to an insurance
policy already in effect.
Suppose an insurance contract
was purchased some tine in the past and the insured person or business firm that purchased the insurance protection wants to Change the terms. of the contract (perhaps he purchased more property 07 expanded his building).
If the insurance company agrees to change the terms, a
piece of paper containing the new terns, known as an
endorsement. is attached to the insurance contract.
(his
eliminates the need for completely' rewriting the contract.
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i.

An Insurance Agent- acts for the insurer (the insurance company) to arrange contracts with persons seeking
insurance protection. He often provides a service to
clients or customers as well by giving them valuable
advice about their insurance needs.

j.

An Insurance Broker - generally acts for the insured
(the person or busines3 firm buying insurance protection).
Large companies often retain the services of an
insurance broker. He is well-informed about all types
of insurance and can recommend the best type of insurance coverage at the lowest cost.

k.

An Insurance Adjuster
ating) property. losses.

an expert in appraising (evaluAn adjuster gene:',.ally settles

claims for insurance companies in exchange for a fee.

Provide Information
6.

Nam students discuss their experiences with fire insurance.
Have
they had fires? Was there insurance? How did they obtain their
insurance? Were there problem in settlement? If students have
had no experience with fire insurance, the instructor can talk
about his own experiences even though these may be related to a
residence.
The students should discuss the seriousness of a loss
which a business would suffer if a fire occurred.

7.

Read Section 3, a of the Readings.

3.

Soirfasof
a.

Insurance

Fire Insurance
Definition
This is a contract between the insured and the insurer
by which a premium is paid to cover buildings, fixtures
equipment, stock (inventory). This contract gives the
insured person or bUsiness financial protection in case
the insured's possessions are destroyed iv fire.
Principles of Fire Lisurance

There are three essent=Frinciples of fire insurance:
(1)

Principle of indemnity, which means that a person
buying insurance does not recover more than the
actual loss suffered. This means that at no time
should a person carrying insurance lake a, profit

1738

BL8

due to the fire.
If a person carries more insurance than the property is worth, the insurance company Will only pay the appraised value of the property insured;

(2) :Insurable interest, which means that a person may
only carry insurance oft property in which he has
a financial or legal interest. In other words, a
person may only insure property if the loss of the
property would result in a loss to the insured person;
(3)

Good faith, which requires that both parties to the
insurance contract deal in good faith. This mans
that the insurer is willing to pay a loss if one
occurs and the insured gives true answers to information requested by the insurer.

Points to Consider it Buying Fire Insurance
(1)

Be sure of the type of protection provided by the
-insurance policy. All standard fire insurance policies will state those losses, called exclusions,
which are not covered by the policy. Examples of
exclusions are losses or damage due to war invasion,
losses due to radioactive material, losses of
money, books of accounts, etc. Most companies will
sell extended coverage 'to cover additional losses
not covered under the standard insurance policy'.
Examples of losses covered under an extended coverage.are losses due to windstorm, hail, explosion,
riot, smoke damage, etc.

(2)

If a- person gives false information about the property insured the contract is void, or of no value
and the insurance company would not pay.

(3)

If there is a substantial change in the risk that
is involved in the insured property and the insurance company is not notified, the insurance contrac
is void. lor example, if a building
insured as
a grocery store and later is converted to a dry
cleaning plant, the risk is greatly changed and the
insurance company has to be notified of the change.

(4)

When a building is, no longer occupied, it is necessary to notify the insurance company, otherwise
the insurance policy is void.
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8.

(5)

When a person purchases a property which is already covered by insurance, it is necessary to
either cancel the existing insurance policy and
take out a new one or make arrangements with the
insurance' company to transfer the insurance policy
to the new owner, otherwise the new owner is not
covered by the existing policy.

(6)

Some insurance policies may stipulate as a condition that the property must be repaired, or rebuilt.
In such a case the total insurance proceeds
are only payable when th, repair or rebuilding is
complete. This is referred to as a 'rebuilding
clause'.

DiScuss Cie three principles of fire insurance.
Show students
copies of fire insurance policids. They should note that the
policy contains:
.

-

a.

name of the insured

b.

name of the insurer

c.

the perils insured against the subject matter of the insurance (building, contents, etc.)

d:

a clear description of the location of the property

e.-: the maximum liability insured by the insurer
f.

the duration of the contract

g.

the date of commencement and the date of termination of the
contract, the day and hour

h.

the statutory conditions; and

i.

the signature of the insurer's official to the contract.

9.

Ask students to discuss their experiences with automobile insurance.
Ask them to list the two main types of coverages contained in thft
typical automobile policy.
Thy should recognize the coverage for
collision, upset, etc.
and tae coverage for, third party liability
(injury or property daMage).

10.

Read Sction 3, b of the Readings.
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b.

Automobile Insurance

Defini'ion
Automobile insurance is a contract between the insured
and the insurer by which a premium is paid to'cover damages to other property or injury tb people. It is
important to remember that a person owning an automobile
may not only be responsible for damages to property and
injury to other people when he is driving, but he may
also be responsible for the negligence of another person who is operating the automobile on his behalf.
This
is the situation when an employee uses a business car
or truck. The insurance policy protects the owner of
the automobile against losses which may result if he is
sued for damages.
Points to Consider in Purchasing Automobile Insurance
(1)

All insurance policies provide for a deduCtible
which means that the insured person pays for the
initial amount of any accident or loss. This deductible may be $25, $50, $100 or more. The higher
the deductible, the less the insurance premium,
since the insurance company only pays for damages
over and above the deductible amount.

(2)

It is important for the purchaser of automobile
insurance to see how much protection his policy provides in-case of injury to other people or damages
to property other than the insured car.
Insurance
covering damages to other people's property or injury to other people is called 'third party liability insurance'. This type of insurance is not
expensive and could prevent a substantial loss to
the owner of an automobile in case of an accident.

(3)

There are different types of coverages available in
automobile insurance: collision or damage to the
vehicle and liability insurance. A person purchasing automobile insurance should check to see
whether the insurance purchased is really the insurance desired. Each of these two types of insurance can be purchased separately.

11.

Discuss Readings and show students a sample automobile insurance
policy. Ask them to point out the main parts of the policy.

12.

Read Sections 3, c, d and e of the Readings.
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c.

Fidelity Insurance

Definition
Fidelity insurance or a fidelity bond is a guarantee by
an insurance company to an employer to pay him for the
financial loss caused by a dishonest employee. Some
companies (and some government departments) will insist
that the employees be bonded. This is an insurance contract by which the insurance company agrees to protect
the businessman and the public against the dishonest act
of an employee who handles money or other valuables.
Under a fidelity bond an insurance company would pay
losses to the insured person and would attempt to recover the loss from the employee.
.

Burglary and Robbery Insurance

Definition
Burglary insurance protects the insured against losses
due to break and entry onto the business premises. Usually visible marks of forced entry are required to
qualify as burglary. Robbery is customarily known as
'hold up', which'is the taking of property by threatening someone with violence.
There are many forms of burglary and robbery insurance
and the businessman will want to check the type of insurance most suitable to his business.
e.

Liability Insurance

Definition
Liability insurance i an insurance contract between
the insured and the
surer by which the insured is protected against the lo es which might occur if he were
held responsible for
ury to a person or damage to the
property of others. Th law imposes a duty upon all
people to avoid causing i ury or property damage. However, it sometimes happens
due to neglect, a person
is injured or property is damages
The business responsible may be sued for this neg
For example, a
t.
customer may fall on a broken step o slippery floor or
may trip over merchandise or may fall and get injured on
ice in front of the business premises. Liability insurance protects the insured from a law s t resulting from
.

injuries.

Under a liability insurance
licy, the
pany agrees to investigate ann negotiate
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the people making claims against the business. The insurance company will also defend the insured in case he
is sued and they will pay on his behalf any damages
the insured is obliged to pay, up to the limit of the
insurance policy. Normally this type of insurance is
not very expensive, yet protects the insured against
very large losses which could occur.
The types of iusurances described above are only a few
of the many types of insurance available to the business.
A businessman considering insurance will want to obtain more
information from a qualified insurance agent.

13.

Read Sections 4, 5, 6 and 7 of the Readings.

4.

Discuss each section.

Insurance Costs

You can spend too much as well as too little on insurance coverage. Before you purchase insurance you should
consider the following points. They could help you save
money.
a.

.Decide which types of loss to insure against and how
much the loss from each could be.

b.

Decide which type of risk could result in the largest
loss and purchase coverage for it first.

c.

Most insurance contracts have a deductible clause. The
higher the deductible amount, the lower the insurance
premium. You should use as high a deductible as you can
afford.

d.

e.

5.

.Try to get as. many kinds of insurance protection as you
can in one insurance policy. These are referred to as
package policies. Not only is protection and service
better, but premiums are often lower than if you purchase several individual policies.

Review'your insurance program from time to time to make
sure that your protection is adequate and that your premiums are as low as possible.

Good Insurance Management
To obtain the best coverage at the lowest cost, you must
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,

manage your insurance program (much as you would manage your
business) and try to reduce risks.
This may be done by:
a.

Selecting only one insurance agent to handle your insurance program. You will usually get better service
than if yoU purchase insurance from several agents.

b.

If an employee or partner is responsible for your insurance program, make sure he fully understands what to
do.
Check from time to time to see that the job is
being done properly.

c.

Do everything you can to prevent losses and to keep those
that do occur as low as possible.

d.

Make sure your insurance agent has all the necessary information about your business and the possible losses
that could occur. He cannot recommend the best coverage
if you withhold information.

e.

Good management of your insurance program will help you
to avoid underinsuring or overinsuring.
Some people
don't buy a certain type of coverage because they think
the risk of loss is small. Generally, if the risk is
small the premium will also be small.

f.

Keep complete records of your insurance policies,
premiums paid, losses, and losses recovered. In this
way you will keep yourself informed and will be better
able to review your insurance program and keep costs to
a minimum.

g.

You should also keep adequate records of your business
property showing original acquisition costs, length of
time property has been owned, amounts spent for improvements and repairs, and appraised values of such property.
NOTE:

6.

You should have your property appraised by an
independent appraiser from time to time.
This
will assist you in determining whether your protection is adequate.
rnaddition, you will be
better able to prove what your actual losses are
if any should occur.

Professional Advice
Business insurance is a complex subject.
For this reason you should obtain the advice of an expert in the insurance field. A professionally qualified insurance agent or
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broker can often save you far more than his services cost.

7.

Summary

Insurance is a method of purchasing protection against
a possible loss due to fire, theft, accident, property damage, etc. Not only does insurance shift the risk of loss
from the person purchasing the protection, it also spreads
the risk among a number of parties who have agreed to take a
share in the risk by purchasing similar protection.
Some small businessmen look on insurance as if it were
a sort of tax. They recognize that it is necessary but consider it a burdensome expense that should be kept to a minimum.
In actual fact, you can use insurance to get many positive advantages. Used correctly, insurance can contribute
a great deal to your success by reducing the uncertainties
Insurance should be carried only
under which you operate.
on risks which could be a severe setback to the business.
If you don't think you can afford the yearly insurance
premium,'you certainly won't be able to afford the loss if it
Occurs.

14.

Invite resource person to discuss insurance with students.

Indicator
15.

Discussion during lesson and with resource person.
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SUBJECT

BUSINESS LAW

LESSON BL9

OWNERSHIP AND TRANSFER OF REAL ESTATE

INSTRUCTOR'S GUIDE

OVERVIEW
Most students will know very little about the topic of land ownership and the transfer of land.
Since it is impossible to go into all
the details, the topic may be somewhat difficult for them to grasp.
It is suggested that the instructor read the reference material
so that he can provide examples for the students. In addition, a trip
to a Land Titles office or Land Registry office can be organized to
take place following lesson BL11, "Mortgages". This trip should provide students with more information about the system of land registration.
A resource person can also be used to give more details and
to answer the students' questions.)

OBJECTIVE
The student will be aware of the method of land registration, how
land ownership is acquired, and the methods of land transfer.

REFERENCE MATERIAL FOR INSTRUCTOR
1.

Anger, William H. and Anger, H.D. Summary of Canadian Commercial
Law. Toronto: Sir Isaac Pitman (Canada) Ltd. 1962, pp. 30- 340.

2.

Chapman, F.A.R. Fundamentals of Canadian Law. Toronto: McGrawHill Company of Canada Ltd., 1965, pp. 300
313.
'
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RESOURCES REQUIRED
Optional

1.

a resource person to discuss land registration.

METHODOLOGY
1.

,

Hand out the Readings; read and discuss the Purpose and Introduction.

PURPOSE
In this lesson you will discuss the forms of ownership and
methods of transfer of real estate (land and buildings).

INTRODUCTION

Regardless of the type of business you operate, you will
likely be involved with land and buildings. Your involvement
may be by way of ownership. of land.and buildings or with renting o
leasing of land and buildings. This lesson will deal in the own-.
ership of real estate and the next lesson will deal with leases.
Study of forms of ownership of land and buildings is import-..
ant since most businesses have a considerable amount of money invested in land and buildings.

You will want to get the professional help of a lawyer before
you undertake to buy or sell real estate.
However a good knowledge of the way real estate is handled will make it easier to work
with the lawyer.

OBJECTIVE:

THE STUDENT WILL BE AWARE OF THE METHOD OF LAND REGISTRATION,
H001 LAND OWNERSHIP IS ACQUIRED, AND THE METHODS OF LAND
TRANSFER.

Stimulus
2..

Ask the students: "What is real estate?"
from one person to another?"
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Clarify Problem
3.

Ask the students who have had experience.in the ownership of land
to share their experiences.

Provide Information
4.

Read Sections 1 and2 of the Readings.

CONTENT
1.

Definition of Real Estate
Real estate consists of land, buildings and water
whether on or under land. Real estate is also called real
property to'distinguish it from personal property which can
be moved away. Real estate or real property is land and
buildings attached to the land.

2.

Types of Interest (Ownership or Other Means of Holding Land)
in Land
The two main types of interest in land are "tenancy in
fee simple" and "life estate".
a.

Tenancy in fee simple
Tenancy Erifee simple is the name givm to the full
It is the highest type of ownership
ownership of land:
possible.

Technically the Crown (the province) is the only one who
can have outright ownership of land, and when it is necessary for the benefit of the public, it may exercise
its higher right by expropriation of land owned in fee
simple.
b:

Life estate
A life estate in land is quite common in order to avoid
death taxes.' The person having this type of interest
has the same rights as a person who owns land in fee
simplealthough he does not really own the land. An example of a life estate would be real estate left by a
man so that it will be used by his wife until her death,
In this case
and then it will be owned by his children.
the real estate can be used by the wife for the rest of
her life without paying rent. At her death the land is
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transferred to the children directly from the estate of
their father.

5.

Discuss Sections 1 and 2.

The students should see that tenancy in fee
le is the full
ownership, of land even though the word tenancy is used.
The
terminology is a historic one, but it refle ts the fact that the
Crown can expropriate; thus, a higher own- ship is possible.
Students should also see that in a
estate you do not have
title to the land, but 0 1..
joy the use of the land as if
you owned it. Native students will realize that they may not own
reserve land in the tenancy in fee simple way.
Their use of the
land resembles the life estate, although there are differences.
6.

Read Sections 3, 4 and 5.

3.

Ownership of Real Estate by More Than One Person
It is possible for more than one person to own a parcel
of real estate. Two or more people can own the same piece
of land by being either "joint tenants" or "tenants in'common".
a.

Joint Tenants
Joint tenancy is the name given to ownership of real
estate by two or more persons where each person has an
undivided share of the real estate. Upon the death of
one of the owners, it passes to the survivor.. This type
of ownership is common between husband and wife.
In
this case each of the owners has the same interest in
An advantage of this type of ownership is
the land.
that on the death of one owner, the other immediately
becomes owner of the deceased's share without any legal

formalitieA
b.

Tenants in Common
In ownership by tenants in common, two or more people
can own the same piece of land, but they need not have
the same share as in the case of joint tenants.
It is
possible for one person to have a one-quarter and the
other a three-quarter share. Or it is possible to have
three owners that own ten per cent, twenty per cent,
and seventy per cent respectively. Any combination of
interests desired can be arranged.
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Another important difference in tenancy in common is
that the ownership does not go to the survivor as in the
case of joint tenancy.
In tenancy in common, ownership
at death goes to whomever the owner designed in his will.
This is the more common type of ownership for people
operating a business in which the real estate is owned
by two or more people.

4.

Land Registration
In Canada every parcel of land is registered in land
registration offices in the different provinces.
The office
keeps track of the owner of the land and whether there is
money owing against the land (a mortgage).
There are two systems for registration of land. One is
called the "old system" and is used in Nova Scotia, New
Brunswick, Prince Edward Island, parts of Ontario, and part
of Manitoba.
The "new system" or "torrens system" of land registration is
used in British Columbia, Alberta, Saskatchewan, parts of
Manitoba and parts of Ontario.
The two system have different ways of recordit..g the
land and of recording money which is awed against the land.
In B1,13, "Nbrtgages", you will see some of these differences,

5.

Buildings an Land
The buildings on land are part of the real estate. A
person owning land has a right to build on it providing the
building =forms to the restrictions of the municipality.
There are many restrictions and rules which must be observed
in building on land, eEpe,:ially in towns and cities.
It is
important to be well-inforthed about the restrictions, rules,
and regulations since it can be very costly to overlook them.
Usually all buildings that are an foundations or otherwise attached to the soil are considered permanent improvements of the property and are a part of that real estate.
Other buildings which are movable or are an skids are not
considered a part of the land.

7.

Discuss each section, asking the students for examples to illustrate their understanding of the content.
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Examples
a.

Joint Tenancy: A husband and wife own a general store in
joint tenancy. This means that each owns an undivided share
of the business.
If the husband dies, the business automatically is owned by the survivor, the wife.

b.

Tenancy in Common:
Two men own a farm ih tenancy in common,
One man has a 30% share of it while the, other has a 70% share.
It is possible for either man to sell his share to someone
else. Either man may leave his share of the land to whomever
he wishes at his death. The survivor does not receive the
other person's share unless it is willed to him.

Tenancy in common is the usual method of joint land ownership
Joint tenancy is more common between husbetween partners.
band and wife.
8.

Students may wish to examine more closely the land registration
system which is used in their province. A resource person can
be, invited to discuss this system more fully.

9.

Read Section 6 of the Readings.

6.

Methods of Obtaining Title (Ownership) to Land
The three most coTlmon methods of obtaining title or
ownership of land are:

by transfer of deed
- by inheritance
by possession.
a.

Transfer by Deed or "Transfer"
Armed or "transfer" is a document in which one person
transfers land to another. Under the "old system" the
deed is under seal.
Under the new system the "transfer"
is not under seal.

n
If more than one person is to own the land, the deed
or "transfer" may be made to a number of people.

The deed or transfer must describe the property in the
way it is recorded in the Land Titles office.
b.

Inheritance.

Ownership to land may be obtained through a person's
will.

1752

BL9

c.

Possession
nith---31-orace provides for acquiring ownership by
possession. The period of possession varies in each
province.
(1)
(2)
(3)

Ontario, Manitoba, Alberta, Saskatchewan: 10 years
Northwest Territories and Yukon: 12 years
British Columbia, New Brunswick, Nova Scotia,
Prince Edward Island and Newfoundland: 20 years.

For possession to give title, the possession must
visible, exclusive and continuous. When a person
the taxes, builds a fence, or builds an the land,
showing visible possession. However, no title by
ession may be obtained from the crown.

10.

be
pays
he is
poss-

Discuss Section 6.

The students should recognize that if they purchase land for a
specified cash value, they will be acquiring land by deed or by
"transfer", even though they may not have paid the full purchase
price in cash. When a mortgage is placed against the land, the
land is transferred to the purchaser's name, but a charge is placed
against the land showing to whom the balance of the money is owed.
11,

Read Sections 7, 8, 9, and 10 of the Readings.

7.-- Sale of Real Estate
Since the sale of land is regulated by the law of contract, it must have all the elements of a contract. A contract for the sale of land must, however, be in writing to
be legal. A sale of land normally includes all permanent
buildings on the land unless it is otherwise stated.

The first terns of the contract are usually on a form
called an "offer and acceptance" or "offer to purchase" form.
It sets down the conditions of the contract. This is only
a preliminary agreement.
The forme agreement is prepared
by a lawyer.
Following the preparation of the offer and acceptance
form which sets out the term of the sale, the seller and the
buyer sign the document.
The usual procedure is to have someone search the Land Titles or Registry office for the true
ownership of the land thereby deternining any money owing
against the land. This ensures that the new purchaser is
not buying land which has encumbrances (debts, etc.) of which

he is Imam.
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The lawyer, in completing the transaction, will check
out the exact amount of money owing against the land.
In
addition, he will calculate any adjustments which are involved, such as determining the taxes payable for a portion
of the year.
Under the new system it is quite easy to search a
It can, however, be quite involved to search and ensure good title under the old system.
title.

8.

9ption to Purchase
An option to purchase is an agreement between a prospective buyer and seller which gives a prospective buyer a
chance to buy real estate for a specified price at a specified date.
The terms of the purchase are determined at the
time of the option. When the option is exercisedby the prospective buyer, the terms of the option are carried out in
a contract of sale.
The option to purchase permits a prospective purchaser
to iile up some land by putting down very lit7le money.
If
prospective buyer does not purchase the land, he loses
his ,deposit {his o;ytion). The prospective seller is then
free to sell the Land to someone eis'a.

9.

Agreement of Sale
This is a formal,contract by which land may be purchased
on an instalment basis with a lower down payment than if he
purchased it in some other way.
The seller of the land retains the title in his name
until the land is completely paid. The contract of the agreenent of sale sets aut all the conditions of the sale: the
down payment, instalment payments and interest rate. The
purchaser can use the land as if it were his own.
If the purchaser does not -make his pAyments, the seller
can sue for payment or take possession of the land.

10.

Summary

The topic of land ownership and transfers is a complex
one which requires professional expertise. This lesson can
only provide you with a general idea of the subject, which
will help you to work more effectively with the professional
people in this field.
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12.

In looking at the option to purchase, the students should realize
that the buyer pays a certain sum to have the privilege of being
able to purchase land at an assured price at a future date.

An example would be a person wanting to build a store in town. He
may see a piece of land with a store building which looks suitable
for his purpose. He may not hove the other details of his business planned to the point he feels confident of purchasing the
land and building. In this case, he may use the option to purFor a sum of perhaps $500.00 or $1,000.00 or more (dechase.
pending on the price of what he wishes to purchase) the seller may
agree not to sell the land and building to anyone else until after
the specified date in the option to purchase. The advantages for
the buyer are:
a.

He is assured that the land will not be sold to someone else
until the agreed date;

b.

He is assured that the price will not increase as he nears
the completion of his planning work.

A seller sometimes raises his price at the last minute once he sees
he has a buyer. 'Unless there is a specified price, the prospective
buyer could find himself without the land, or he may find himself
competing with someone else.
If he does not buy, the prospective buyer stands to lose his option
(the amount he has put down). Provided the option is not too
large, this can sometimes be worthwhile.
13.

Inform the students that the agreement of sale resembles purchases
The purchaser has the advantage of purchasing
an instalment.
with a low down-payment; the seller avoids some of the problems
of foreclosure when the purchaser does not make payments on a
mortgage.

Indicator
14.

General discussion of the students.
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SUBJECT

BUSINESS LAW

LESSON BLIO

LEASES

INSTRUCTOR'S GUIDE

OVERVIEW
In this lesson the student is introduced to the topic of leases.
It is important that the student understands that it is not absolutely
necessary to own property to start a business. He will want to
fully evaluate the advantages and disadvantages of both owning and
leasing property.

Leasing can be a convenient way to start a small business if the
property needed is available for lease. Once the business is operating
effectively, the businessman can consider building and owning his
premises.
In some cases, however, the starting businessman will find
he can obtain more credit if he owns the real estate.

OBJECTIVE
Students will be aware of the basic elements of a lease, and will
know the points to consider in negotiating a-lease.

REFERENCE MATERIAL FOR INSTRUCTOR
1.

Anger, W.H. and Anger, H.D. Summary of Canadian Commercial Law.
366.
Toronto: Sir Isaac Pitman (Canada) Ltd., 1962, pp. 341

2.

Chapman, F.A.R. Fundamentals of Canadian Law:Toronto: McGraw-

p.11 CovpanyoLThr.14 322.

(156/1757

BL10

RESOURCES REQUIRED
1.
2.

Flip chart.
Copies of a number of leases.

METHODOLOGY
1.

Do not hand out the Readings immediately.

OBJECTIVE:

STUDENTS WILL BE AWARE OF TH1 BASIC ELEMENTS OF A LEASE
AND WILL KNOW THE POINTS TO CONSIDER IN NEGOTIATING A LEASE.

Stimulus
2.

Ask the students:

"What is a lease?"

Clarify Problem
3.

Have the students contribute their experiences with leases, perhaps of houes or suites, to a group discussion.
Have them list on the flip chart and discuss all the factors to
consider in negotiating a lease.

Provide Information
4

Hand out the Readings; read and discuss the Purpose, Introduction
and Section 1.

PURPOSE

This lesson will deal with the nature of leases and the
points to consider in working out a rental contract.

INTRODUCTION

Many starting businessmen may find it impossible to buy land
and construct their own building(s). This means they will consider leasing land and buildings for their business' operations.
The businessman
In some cases this may be the best way to start.
is usually short of money to start up the business. If he can
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lease a building, he does not tie up.his money in land and
buildings.
This leaves more money available for the operation
of the business.
A starting businessman may not be sure of the best location
for a business:. Leasing prOperty permits him to determine whether
he has the right location before he invests a large amount of
money in real estate. Leasing also gives a person an opportunity
to get started sooner than would otherwise be possible, especially
if the businessman-hasthe worry and responsibility for the construction of buildings:
The leasing of land and buildings may give the starting
businessman more flexibility.
It is, however, difficult to generalize which is the best approach. There are advantages.to
building, and to owning your own land and building.
It is easier
to obtain credit if you have your own real estate, and payments
on the real estate are a form of forced saving since you are
building up your equity.
Since many starting businessmen will be considering leasing
as a way of obtaining the land and buildings needed to go into
business, this lesson will deal with some of the main points you
should consider in leasing.

CONTENT
1.

Definition of a Lease

A lease isa contract by which the owner of land and
buildings'aandlordd gives the use of his property to another
person (tenant) for a certain length of time and for a certain amount of money. The money paid for the lease is called
rent.
The lease must comply with all the requirements of a
contract.

5.

Read and discuss Sections 2,.3 and 4.

2.

A Lease Should Be In Writing
Since leases deal with land and buildings (interest in
land), a lease must be in writing if it is to be enforceable.
It is wise even for short leases to have the lease in writing
to avoid misunderstandings which often develop in verbal negotiations.
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3.

Points to Consider in Negotiating a Lease
Most leases for the rent of a house, an apartment or
other dwelling are made on a verbal basis. A. business lease
should however be carefully negotiated, prepared, and written.
The use of a lawyer will be required in preparing the lease,
but the following points will help you in working with the
Jawyer.
Length of Lease
The length of the lease may be for a fixed period, at
the end of which the tenant must leave. No notice is
required in this case. If the tenant leaves before the
end-of his lease he is responsible for the rent for the
remaining part of the fixed period.

a.

may be set for a_ minimum period of
The length of
six months, a year, or'any other predetermined length
oftime, then continue on a month -to- month, or year-toIn this case, a notice is required after
year basis.
The.length of notice required
the minimum period.
usually corresponds to the rent payment dates, for example a month's notice is required if rent is paid
every month.
b.

The Payment of Rent
The method of payment of rent should be clearly set out
Is part of the rent payable in crop
in the lease.
shares as is the case in some farm leases? Is it payable from the sale of such crops when they are sold, or
is the landlord's share of the crop delivered directly
to him? The lease should clearly set out how and where
the rent is payable to the landlord.

c.

Payment of Municipal Taxes
The base should indicate who pays the municipal taxes.
In some cases the landlord pays the taxes while in other
In some agreements,
cases the tenant pays the taxes.
there is a split in taxes and the tenant pays any increase in taxes.

d.

Subletting the Leased Property
Par-Ieases will permit a tenant to sublet or lease property (which .he is leasing) to someone else. The firsttenant remains responsible for the payment of the rent.
The person to whom the lease is sublet must observe the
conditions mentioned in the lease.

.

e.

Permanent Improvement to Leased Land and Buildings
The question of what happens to the improvements you make
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to leased property sl,ovld be considered when making the
lease; what happen:i ix a walk-in-cooler you add to a
building, what happens to special light fixtures or
built-in cupboards? Does the tenant have the right to
remove these at the end of the lease or do they remain
with tie. building?

The practice in this matter is that the tenant can remove his improvenents, provided he does so without damage to the building.
f.

4.

Re airs
7E-6-16arise should foresee who is responsible for repairs
to the leased property. When the repairs are to be
shared, the lease should list the repairs to be made by
the landlord and those to be made by the tenant.
If
repcirs are not mentioned the situation may arise where
no one legally is responsible for making any repairs.
(except those for which the tenant is responsible due
to his carelessness or misuse).

Summary
The lease is a contract which will bind both the landlord and the tenant.
It is important to carefully read the
contents of a written lease to ensure you understand all the
points. Many clauses in a lease' are automatic, and failure
to read them may lead to serious misunderstanding cf the
terms of the lease.

6.

Compare the points listed in the Readings to those listed by the
students at the beginning of the lesson.

7.

Distribute copies of various leases to the students. Ask the
group to divide into sub-groups of four or five, and to study the
leases.

Indicator
8.

Have the students assemble and discuss the leases.
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SUBJECT

BUSINESS LPW

LESSON BL11

MORTGAGES

INSTRUCTOR'S GUIDE

OVERVIEW
Mast students will require a knowledge of mortgages at some time
or other, either for business purposes ofor their own personal needs.
The lesson explains the nature of-mortgages, the difference in type of
mortgages due to the land registration system, the need for registration of mortgages and finally the mortgagee's remedies in case of default.

This lesson can only
The topic of mortgages is a technical one.
hope to give the students an awareness of what is involved in a mortgage
so they can more easily work with a lawyer.
The use of examples and illustrations would be of great help to
the students.

OBJECTIVE
The student will be able to explain the nature of a real estate
mortgage and why registration of anortgage is necessary.

REFERENCE MATERIAL FOR INSTRUCTOR
1.

2.

Anger, W.H. and Anger, H.D. Summa
Toronto: Sir Isaac Pitman

of Canadian Commercial Law.
a

t

pp.

23.

Chapman, F.A.R. Fundamentals of Canadian Law. Toronto: McGraw313.
Hill Company of Canada Ltd., 1965, pp. 509
.
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RESOURCES REQUIRED
1.
2..

Copies of mortgages on residential or business property.
Arrange trip to Land Registry office or Land Titles office.

METHODOLOGY
1.

Hand out the Readings; read and discizs the Purpose and Introduction.

PURPOSE

In this lesson you will study real estate mortgages.

INTRODUCTION

In lesson BL7, "Special Contracts: The Sale of Goods", you
learned' about chattel mortgages. You saw that if you borrow against your car, the person lending you the money would register
a. chattel mortgage to protect himself against the sale of the car
The chattel mortgage shows the payments to be
to someone else.
made, and provides for the -remedy the action taken by the lender)
which can be taken in case of non-payment.
You will recall that
the person who has the chattel mortgage can repossess the goods
against which he has loaned money. He can sell the goods, and can
sue for the balance of the price if it is not enough to pay off
the loan.
In this lesson you will study another type of.mortgage. This
is the real estate mortgage which is taken on lard and buildings.
The chattel mortgage can be taken on personal property, such as
household furniture, cars, trucks, boats, machinery and equipment
of all types, livestock, etc.

OBJECTIVE:

THE STUDENT WILL BE ABLE TO EXPLAIN THE NATURE OF A REAL
ESTATE MORTGAGE AND WHY REGISTRATION OF A. MORTGAGE IS NECESSARY.

Stimulus
2.

Ask students to define a real estate mortgage. List various definations given by students on the flip chart and discuss.
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Clarify Problem
3.

Ask students to list the different situations in which people use
Exanples of answers students may give:
a mortgage.
a.

purchase of a home;

b.

purchase of business location (land and building);

c.

to obtain a loan or credit on a property which is already
owned (a person who has paid in full for his property but who
later wants to mortgage it to secure a loan);

d.

mortgage on a residence which is fully paid to help secure a
loan for a business.

Provide Information
4.

Read Section 1 of the Readings.

CONTENT
1.

Mat is a Real Estate Mortgage?
A mortgage of real estate is a contract by which a person buying land and buildings can pledge the land and buildings as security for a loan. The loan may be used towards
the purchase of the land and the buildings, or it may be ',_sed
for some other purpose. The mortgage gives the person giving
the loan or credit security on the real estate.
It is also possible to have a clear title to real estate
property (land and buildings) and to mortgage the property to
obtain a loan. In this case the person owning ;the property
(mortgagor) mortgages his property to the person giving the
loan (mortgagee).

You will recall in lesson BL9, "Ownership and Transfer
of Real Estate", you were.introduced to two types of land registration systems: the 'old' system, and. the 'new' or
'Torrens' system.
Each of the two systems of land registration has a different way of recording mortgages against real estate. Under the old system, the mortgagor (person owning the real estate) virtually makes a transfer of the property to the person making the loan until the debt is_paid back. The mortgagor retains possession and has an equity of redemption,
.
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which sets out the terms on which the owner can redeem his
land.
Under the new or Torten system, the land is not
actually transferred from the mortgagor to the mortgage:;.
The Land Titles office records a 'charge' against the land,
thus irlicating that money is owing against the land.

5.

Have students look at a copy of a mortgage. Let students work in
small groups; suggest they review the mortgage. Invite questions.

6.

Read and discuss Section 2 of the Readings.

2.

Registration of Mortgage
A mortgage is a contract. A mortgage document is normally drawn up by a lawyer who knows all the ways to protect
the parties to -0.1
3:-.t:act (search of title, etc.).
The
mortgage document is binding on the mortgagor as soon as it
is signed.
But for the protection of the mortgagee (the person making the loan and taking the real estate as security);
the mortgage should be registered as soon as possible, at the
appropriate Land Registration office or Land Titles office
handling the real estate in which the mortgaged property is
located.

If the mortgaged property is not registered, the land
could be mortgaged a number of tines with the person first
registering the property having the priority. The date of
registration determines the priority of the registration.
It is possible to have more than one mortgage on property. Under the Torrens system, the registrar registers a
charge as each new mortgage is registered.
The first mortgage is the most secure since a second mortgage is only good
if there is money to pay out the first mortgage.

Under the old system, a second mortgage cannot have a
transfer since this is done for the first mortgage. The
second or subsequent mortgage is really only an equity in
the property.

7.

Read and discuss Sections 3 and 4 of the Readings.

3.

Repayment of the Mortgage
By means of the mortgaga, the mortgagor gives real estate
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as seurity for credit or a loan. By the mortgage contract,
the mortgagor undertakes to repay the Joan which he made.
He agraes to repay the loan along with interest at an agreedThe mortgage should indicate how the loan will be
upon rate.
repaid on a monthly, semi-annual, annual or lump sum basis.
The mortgagee who gives the loan can repossess the property if the money owed him is not paid. In addition to repossessing, the mortgagee can sue the mortgagor personally
for any difference between the value of the property and the
loan amount.

4.

Sale of Mortgaged Property
A. person who has mortgaged some prope,::.y can sell the
property at any tine. The person buying the mortgaged property takes the property subject to the mortgage. He may pay
the seller the equity which is due to him and he may take over
If this purchaser does
the mortgage payments for the balance.
not make his payments the mortgagee can go back to the oriThus the person selling
ginal mortgagor to get his payments.
mortgaged property can still be liable for payments on the
mortgage if the new purchaser does not make them.

8.

Ask students: "What can the mortgagee do if the mortgagor does not
pay his mortgage?" List answers on the flip chart and discuss.

9.

Read and discuss Sections 5, 6 and 7 of the Readings.

5.

Mortgagee's-Remedies on Default
If the mortgagor does not make his payments, the mortgagee who has money owing to him can take various legal
actions. Most of these are quite technical and would require
the assistance of a lawyer. There is only need to mention
some of the remedies (ways tc, settle the problem) .
a.

b.
c.

d.

e.
f.

He can sue the mortgagor for the amount which is not paid.
He can sue for possession of the ppoperty.
He can sue to get title to the property joreclosure).
He can sue for sale of the property by the court.
He can demand possession and take possession if the
mortgagor vacates.
He can collect the rents if the mortgagor has rented the
property to a tenant.
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6.

Discharge of Mortgage.

lihen the full debt or amount owing against a property
has been paid in f.3.11, the mortgagor is entitled to a clear
title to his property. This is referred to as A discharge
of mortgage. The discharge, in effect, does the reverse of
the mortgage. Under the old system of land registration, the
discharge transfers the property back to the mortgagor and
under the new or Torrens system, it removes the charge against
the title.

7.

Summary

The topic of mortgages is a very involved one and would
require a whole course to cover its different aspects.. Our
purpose here is merely to introduce you to the nature of a
real estate mortgage.
As we have seen in the lesson, the mortgage of real es.tate is a document by which a person who gives another person
credit or a loan receives some security for the loan.. The
registration of the mortgage by the mortgagee (person lending
the money) is necessary to prevent other people also getting
mortgages on the sane property.

Indicator
10.

Ask students to explain, in writing, their ideas of what a mortgage
is and why registration of a mortgage is necessary; ask them to
include examples of mortgages.

11.

Arrange a trip to a Land Registry office or. Land Titles office.
Students may wish to prepare a list of questions which they might.
ask, or they may simply list areas where clarification of the subject is necessary.

1768

SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON-FAB38

WORKING CAPITAL

INSTRUCTOR'S GUIDE

OVERVIEW
This lesson deals with the factors which increase or decrease the
working capital of a business. It is possible for a small business to
have quite adequate assets but to run short of working capital needed
to operate the business.
It is also quite possible'for a business to
start in a good working cvpital position and to gradually see this
working capital depleted..
A conga.= error of small business managers is the use of current
assets to purchase. fixed assets.
This decreases the amount of working
capital which the business has available. Fixed assets should be purchased by means of long or intermediate term loans, unless the business
has an unusually large amount of working capital which it does not use.

Another common error of small business managers is the withdrawal
of large amounts of cash or stock for personal use.
The working capital is depleted if more is withdrawn than the business earns in profit.
A situation which does not reduce working capital but does render
it of little use is that in which money is tied up in accounts receivable.
If these acxunts are not paid regularly, the money is not available for payment of current liabilities. In this situation, a small
business may show a reasonable working capital but have little actual
limey available for payment of bills.

OBJECTIVE
The students will prepare and analyze a Statement of Source and
Application of Funds.
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RESOURCES REQUIRED
1.

Case FAB38-1, "J.H. Johnson".

2.

Exercise FAB38-1, "Mic Mac Market".

METHODOLOGY
1.

Hand out Readings; read and discus.; the Purpose and Introduction
with the students.

PURPOSE
:[n this lesson you will learn the meaning of "working capital", and you will study the flow of cash through the analysis
of a Statement of Source and Application of Funds.

INTRODUCTION

In business it is important to know your cash position at all
It is embarrassing to have statements for merchandise come
due and not have the cash to pay for them.
This could also result
in a cancellation of your credit privileges. A business needs a
steady supply of working capital and you, the owner, need to know
where the money comes from and where it is going.
times.

.

OBJECTIVE:

THE STUDENTS WILL PREPARE AND ANALYZE A STATEMENT OF SOURCE
AND APPLICATION OF FUNDS.

Stimulus
2.

Hand out and read Case FAB38-1, "J.H. Johnson".
questions at the end of the case.

Discuss the

Clarify Problem
3.

Read Section 1 to the end of the example with the students.
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CONTENT

1.

Working Capital

What is working capital?
Working capital is the maney needed to keep Ulf, business
going; that is, to purchase merchandise, keep the Saalves
full, sell goods, collect from customers, pay for the merchandise, etc.

Working Capital = Current Assets
a.

Current Liabilities

Example
Current Assets

Cash an Hand
Cash in Bank
Accounts Receivable
Inventory
Total Current Assets

$

500.00
1,000.00
5,000.00
10,000.00
$16,500.00

Current Liabilities

Accounts. Payable
Short-Term Loan
Taxes Payable
Total Current Liabilities

6,000.00
500.00
100.00

6,600.00

Working Capital

$ 9,900.00

Provide Information
4._

Using the information in johnsan's Balance Sheet, have the students
calculate Johnson's working capital.
Solution:

Current Assets

Cash on Hand
Cash in Bank

Accomts Receivable
Inventory
Total Current Assets

$

853.72
208.22
2,499.61
14,009.00

$17,570.55
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Current Liabilities

Taxes Payable
aistomer Deposits
Traact Accounts Payable
Total Current Liabilities

99.22
184.29
2,861.53

$14,425.51

Working Capital
5.

.

$ 3,145.04

Discuss the amount of working capital a business needs.
tine with Section 1 of the Readings.

Then con-

Generally speaking, the right amount of working capital
for a business to have is the amount needed to keep your
business operating smoothly. This amount varies from busiToo little
ness to business and from season to
working capital means inability to pay bills, embarrassment,
and lost sales, while too much means money is not being used
to your advantage.

Ways businessmen can calculate and control the flow of
needed cash are:
a.

Separate your personal cash from your business cash.

b.

sales
Keep records. Know where your money comes from
cash received on account, loans, sale of fixed assets.
Know where your cash is. going
to pay for goods, expenses, loans, owner's drawings.

c.

Calculate your cash receipts and expenditures month by
In this way you build up records which show seamonth.
sonal needs.

6.

Discuss with the students how you can find out where your funds
came from and where they went. Read Section 2 of the Readings.

2.

Source and Application cf Funds

This is a year-end statement which shows the manager
where the funds came from, where the funds went and what
caanges.took place in working capital.
Working capital is affected by changes in:
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Fixed Assets
Long Term Liabilities
Equity

a.

b.
c.

Examples
(1)

Sale of fixed assets increases working capital.
Purchase of fixed assets decreases working capital.

(2)

Payments of long-term loans decrease working capital.

(3)

Putting profits into equity increases working capital.

Owner withdrawals from equity decrease working
capital.
(4). Depreciation, which does not require an outlay of
cash, increases working capital.
NOTE:

Below-We provide' an example of a Statement of Source
and Application of Funds.,

NAME OF BUSINESS
STATEMENT OF SOURCE AND APPLICATION OF FUNDS
FOR YEAR ENDING

SOURCES OF FUNDS
FROM CURRENT OPERATIONS

NET PROFIT
PLUS: DEPRECIATION
SALE OF FIXED ASSETS
LOANS

TOTAL
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APPLICATION OF FUNDS
PURCHASE OF FIXED ASSETS
'LAND

BUILDINGS
EQUIPMENT

LOAN REPAYMENTS

METTRAW1NGS
TOTAL

NET CHANGE IN WORKING CAPITAL
TOTAL SOURCES

MINUS: TOTAL APPLICATION
INCREASE (DECREASE)

CHANGES IN WORKING CAPITAL

BALANCE SHEET

BEGINNING ENDING

CHANGE IN WORKING
CAPITAL

CASH
ACCOUNTS RECEIVABLE
INVENTORIES
CURRENT ASSETS
CURRENT LIABILITIES

WORKING CAPITAL

7.

Read and discuss Section 3 of the Readings with the students.

3.

Summary
The working capital of a business is defined as the excess of current.assets over current
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Current Assets

MINUS

Current Liabilities

EQUALS

Working Capital

This figure has always been considered important by
creditors as an easily interpreted measure of the short-run
solvency of a business
the ability of the business to
finance current operations and to net current liabilities
as they fall due.
The businebsman can use the working capital analysis
to see what his needs for financing are for the coming year.
He can then make arrangements for financing well in advance
of his needs.

Indicator
8.

Hand out Exercise FAB38-1, "Mic Mac Market". Have the students
prepare a Statement of Source and Application of Funds. After the
students have prepared the Statement, haVe them prepare a short
written analysis of what they would recommend in the way of shortterm financing.
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Mic Mac Market
Statement of Source and Application of Funds
For year ending December 31, 19 72

Source of Funds from Current Operations

Net Profit for Year
Plus: Depreciation

$12,815.34
1,500.00

Total from Sources

$14,315.34

Application of Funds
Loan Repayments
Owners Drawings

$ 1,200.00
6,500.00

Total Applications

7,700.00

Increase (Decrease)
in Working Capital

$ 6,615.34

Changes in Working Capital

Balance Sheet
Jan. 1, 1972 Dec. 31, 1972
Cash
Bank
Accounts Receivable
Inventory

Total Current Assets
Current Liabilities
Working Capital

$ 1,675.29
7,079.91
1,843.93
2,103.92

12,703.05
(4,151.86)
$ 8,551.19

1776

$

213.75
11,406.98
3,453.90
3,376.19

18,450.82
(3,284.29)
$15,166.53

Working Capital
Increase (Decrease)
$(1,461.54)
4,327.07

1,609.97
1,272.27
5,747.77
867.57
$ 6,615.34

SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB38

WORKING CAPITAL

CASE FAB38 - 1

J. H. JOHNSON

J.H. Johnson, a local outfitter, started business on January 15,
He was interested in finding out how much money he made in his
1970.
first'year, so on December 31, 1971 he prepared a Profit and Loss Statement and a Balance Sheet (the Balance Sheet is on the next page). With
these two statements, he knew he could find out what the financial position of his business was for the year.
By knowing where the money had come from and where it had been
spent, Johnson would be able to see the ability of his operation to
pay its bills. He also would be able to plan his operations for next
year, convert his current assets to money, and make the money on hand
work for him.
In order to acquire the needed information, he made up
a Source and Application of Funds Statement.

questions for Discussion
1.

What does source and application of funds mean?

2.

What is working capital?
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$37,491.30

Total Assets

4,804.10

14,516.65

$17,570.55

$19,920.00

420.90

1,600.00
4,225.00

$16,116.65

600.00

853.72
208.22
2,499.61
14,009.00

Total Fixed Assets

Fixtures
Less: Accumulated
Depreciation

Land
Store Building
Less: Accumulated
Depreciation

Fixed Assets

Cash on Hand
Cash in Bank
Accounts Receivable
Inventory
Total Current Assets

Current Assets

Assets

$17,655.12

$37,491.30

Total Liabilities & Cwner's1Worth

$21,315.12
3,660.00

4,378.07

16,937.05

Less: Owner's Drawings
Net Owner's Worth

Beginning Balance
Net Income From
Operations

Owner's Worth

16,601.14
Loan
$16,691.14
Total Long-Tenn Liabilities
$19,836.18
Total Liabilities

Long -Term Liabilities

$
99.22
Taxes Payable
Customer Deposits
184.29
Trade Accounts Payable
2,861.53
$ 3,145.04
Total Current Liabilities

Current Liabilities

Liabilities and Net Worth

J. H. Johnson
Balance Sheet
as of December 31, 1971

SUBJECT

LINANCE

LESSON FAB38

WORKING CAPITAL

ACCOUNTING, BOOKKEEPING

EXERCISE FAB38

1

MIC MAC MARKET

Instructions

Prepare a Statement of Source and Application. of Funds for Mic
Mac Market dated December 31, 1972 using the following Profit and Loss
Statement and Balance Sheet. You will also need the Balance Sheet for
1971 as given. in Exercise FAB37-1.

Mic Mac Market
Profit and Loss Statement
For year ending December 31, 1972
Income

Cash Sales
Credit Sales
Other Receipts

$55,391.24
4,167.33
2,393.16

$61,951.73

Cost of Goods Sold
Inventory,beginning
Purchases
Freight
Cost of Goods Available for Sale
Less: Inventory, ending
Cost of Goods Sold

$ 2,103.92
36,975.45
4,316.92
43,396.29
3 376 19

40,020.10

Gross Profit

$21,931.63

Total Expenses (following page)

9 116 29

Net Profit

$12,815.34
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Expenses

Employee Net Wages
Employee Income Tax

Depreciation

$2,210.00
191.50
63.18
63.18
309.41
201.16
3,060.41
316.34
98.25
192.16
90.00
45.00
295.00
139.16
10.95
331.00
1,500.00

Total Expenses

$9,116.29

Emplvee CPP-UIC
Emplo,.3r CPP-UIC

Supplies, Postage, Stationery
Light, Heat, Water
Rent
Repairs
Delivery
Telephone
Interest
Accounting, Legal
Taxes, Licences, Fees
Advertising
Bank. Service Charge
Bad Eebt's

$12,000.00
$30,450.82

TOTAL ASSETS

3,000.00

$15,000.00

Total Fixed Assets

Assets
Less:Accumulated
Depreciation

Fixed Assets

$18,450.82

Total Current Assets

213.75
11,406.98
3,453.90
3,376.19

$

Cash on Hand
Cash in Bank
Accounts Receivable
Inventory

Current Assets

ASSETS

$ 9,566.53
$30,450.82

TOTAL LIABILITIES AND OWNER'S WORTH

6,500.00

$16,066.53

$ 3,251.19
12,815.34

$20,884.29

17,600.00

3,284.29

$ 3,284.29

NET OWNER'S WORTH

Less:Owner's Drawings

Beginning Balance
Current Profit

Owner's Worth

TOTAL LIABILITIES

Bank Loan

Long Term Liabilities

Total Current Liabilities

Accounts Payable

Current Liabilities

LIABILITIES AND OWNER'S WORTH

Mic Mac Market
Balance Sheet
As of December 31, 1972

SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB39

PLANNING AND BUDGETING

INSTRUCTOR'S GUIDE

OVERVIEW
Planning must be applied to all phases of business operations -production, sales, personnel, finance, and so on. The success or
failure of a new business hangs in balance during the first year or
two of business operations. During this critical period, the quality.
of management will determine the. outcome.
Planning is one of the
management functions which cannot be neglected, even though the small
businessman may only have a limited amount of time available for
planning.
In this lesson the student will examine the financial management
planning tool called budgeting. You will see what budgeting is and
how it is used to plan and direct the financial actions of a business.
The instructor should illustrate with many examples the points
made in the lesson to help students see the practical usefulness of
budgeting.

OBJECTIVE

The students will relate the functions of planning and controlling
to the use of budgets in business.

METHODOLOGY
1.

Hand out the Readings and read the.Purpose and Intraffuction.
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PURPOSE

In this lesson you will look at the financial side of planning.

INTRODUCTION
In the Management Process lesson MP7, "The Planning Function",
planning was eafined as the laying out, preferably on paper, of
a future course of action.
Planning was then broken down into
the four following areas:
1.
2.
3.

4.

Planning
Planning
Planning
Planning

for
for
for
for

sales
profit
personnel
production

When you are involved in planning the activities of your business, you must decide who is going to perform them, and how they
are going to be performed. Youmust always be aware of the financial side of planning; that is, howlmuch-money you can expect
to take in from the activities and.hawilluch you must spend in or
der to perform the activities.
The financial side _of the planIn this lesson
ning function is usually referred to as a budget.
you will examine some of the characteristics and uses of budgets
in business.

OBJECTIVE:

THE STUDF"I'S WILL RELATE THE FUNCTIONS OF PLANNING AND CONTROLLING TO THE USE OF BUDGETS IN BUSINESS.

Stimulus
2.

Ask the students to explain in their own words what budgeting is.

Clarify Problem
3.

Have one of the students list on the flip chart the suggestions
of the group.
Then have the students develop the definitions
on which they all agree.
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Provide Information
4.

Read and discuss Section 1 of the Readings.

CONTENT
1.

The Use of Budgeting
You have seen that plann.mg is one of the most important functions of management. Mud. of the financial planning
of business is based an budgets, A budget may be defined as
a financial plan showing expected income and outlays for a
given period of time.

5.

Read and discuss Section 2 of the Readings.
Relate the content in
this section to the students' definition of budgeting.

2.

Purposes of Budgets
A. well-prepared budget helps management in many ways.
Its main purpose is to serve as a guide in planning financial
operations. A second purpose is to establish limits on expenditures. Although budgets are only estimates they should
be used to set limits within which the financial operations
of the business should operate.
If you spend too much Honey
for certain activities you should attempt to cut expenses in
another area.

Another important purpose of a carefully-prepared
is to encourage you to make an analysis of all present
ations.
On the basis of this analysis, you can decide
activities can be cut back and which can be maintained
expanded.
Budgets are used for control purposes.

budget
operwhich
or

6.

Ask the students if budgets can be prepared for the various activities of a business.
List the types of budgets that they suggest
an the flip chart.

7.

Read and discuss Section 3 of the Readings.
Relate the content c
this section to the list prepared by the students.
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3.

Types of Budgets

The first budget to be prepared is the sales budget.
This is an estimate of the total expected sales during the
budgeting period. The methods for estimating (forecasting)
sales are discussed in Marketing lesson NKT32 "Sizing Up a
Market Opportunity" and Marketing 13 "Analysing your Market".
Another approach to the preparation of .the sales budget
is to begin with a line graph of sales for recent periods.
This is projected for the budgeting period.

When forecasting sales for an up-coming period you must
attempt to anticipate any factor or new development that
might increase or decrease future sales as compared with past
performance.
In this sane manner (comparing past performance with
developments) budgets are prepared for production operations, raw materials
and supplies, sales expenses, labour, additional assets and
any utility ;.hat requires an important expenditure.

expected operations and accounting for new

Line Graph of Sales
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8.

Ask the students how one prepares a budget.
on the flip chart.

List steps suggested

9.

Read and discuss Section 4 of the Readings.
in point
pant 8 above.

Relate to the list

4.

Steps in Budgeting
The first step in budgeting is to make plans for the
period ahead. Using the records of past performance as the
starting point, you must study all the important phases of
the business.
Then you prepare estimates for the budgeting
period.
The second phase is the planning and maintenance of
records of expenditures during the budgetary period. These
records must be accurate, up-to-date and relatively easy to
interpret.
Records of this sort enable you to nmke comparisons from time to time to see how actual expenses are falling
into line with the estimates that you have prepared.
The third step is to study any actual differences between original estimates and actual expenditures. In some
cases, you might decide to alter the budget
for instance,
when you have unusual capital costs, such as replacing equipment, enlarging a building or making some other modification
that has not been planned. However, in most cases, you
should take steps to bring expenditures into line with the
original estimates.

10.

Read and discuss Section 5 and 6 of the Readings.

5.

Budgetary Control
Management uses budgets for control purposes. When they
-are well prepared and realistically based on past performance, they serve to reveal weaknesses in the business, en-.
able one to rake comparisons that show trends, and help to
maintain balance between the various activities of the business.
Budgetary control helps shape over-all plans, set performance standards, and co-ordinate activities in order to
net the goals of the business. Budgetary control is achieved
through the use of forms which show at a glance both the
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budget estimates and up-to-date records based on actual pershould be any discrepancies in the budIf the
formance.
getary plan, they can be spotted immediately and necessary
action can be taken to either correct the activities causing
the differences or to make adjustments for the differences
to other activities.
In later lessons you will be shown how to prepare two of
the major budgets of any business -- the cash budget and
the operating budget.

6.

Summary
Budgeting is an important tool for every small business.
It ensures that you make careful plans before you act and
that you use foresight as well as hindsight.

Budgets give you a yardstick by which you can check
They co-ordinate
_results against expectations and estimates.
all the activities of the business and help you gain the most
effective use of your resources with minimum costs.

Indicator
11.

Ask the students if budgeting is important in the planning and controlling functions of management. Make sure that students use examples wherever possible in order to clarify their answers.

1788

SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB40

THE CASH BUDGET

INSTRUCTOR'S GUIDE

OVERVIEW
The amount of cash that a business needs often troubles managers
of small businesses. And rightly so, because cash is the fuel necessary
for operating the business.
The amount of cash necessary for financial health and growth depends
on the type of business and on the individual owner.
This lesson suggests
some of the ways managers can find out whether or not they have an adequate cash supply.
Only by careful analysis of the business can this be determined.
To ensure an adequate cash supply, the manager must keep records on which
to base meaningful forecasts and reasonable budgets.
Only then can he
control and conserve cash so that it will.be available at the right
time, and so that he will know whether or not hie will need to borrow
funds.

The Cash Budget must be prepared with great care, as it predicts
the inflow and utflow of cash. By preparing a cash budget, the student
can foresee many of the cash needs of a business before they arise, and
If
can determine sources of funds that can be used to meet these needs.
sources of funds are not availalle from inside the business, he can arrange for funds from outside agencies.

OBJECTIVE
The students will be able to prepare a 'Cash Budget.
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RESOURCES REQUIRED
1.

Case FAB40-1, "Preparing a Cash Budget".

REFERENCE /4.160ETJAL FOR INSTRUCTOR
1.

Broom, Halsey N. and Longenecker, Justin G. Small Business Management. 2nd ed., Cincinnati, Ohio: South-Western Publishing
Company, 1966, pp. 379
410.

2.

Canadian Institute of Chartered Accountants. Management Aid for
the Smaller Company. Toronto: The Canadian Institute of
Chartered Accountants, 1962..

3.

Sisk, Hairy L. Principles of Management. Cincinnati, Ohio: SouthWestern Publish ng
,
19
, pp. 594 ,- 620.

4.

"Cash Planning in Small Manufacturing Companies". Small Business
Research Series No. 1, Washington, D.C.: Small Business Administration

METHODOLOGY
1.

Do not hand out Readings immediately.

OBJECTIVE:

THE STUDENTS WILL BE ABLE TO PREPARE A CASH BUDGET.

Stimulus
2.

Ask the students to list on the flip chart the ways. in which cash
is used in a business.
a.

b.
c.
d.

purchase of fixed assets
purchase of inventory
payment of expenses
payment Jf liabilities.

The students will likely give specific examples in each of these
broad categories.
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3.

Ask the students to list on another flip chart the sources from
which a business obtains cash to meet the payments listed
previously.
a.

b.
c.

sales
collection of accounts receivable
loans.

Again, the students will likely give specific examples of the
types of resources.

Clarify Problem
4.

Ask the students how a businessman can match expenditures with
receipts in order to make sure he is going to have cash available
when.it is required. Discuss this question with the students.
List their suggestions on the flip chart.

Provide Information
S.

Hand out the Readings

and read the Purpose and Introduction.

PURPOSE
In this lesson you will learn how to prepare a simple Cash
Budget.

INTRODUCTION
If you, as a small business manager, neglect the task of
financial planning, your business will run into difficulty; you
will find yourself short of cash and unable to pay your bills.
Cash management is essential if a business is to operate successfully. You must have money to meet ALL your commitments -including withdrawals. Your cash position at any given time is
a good indicator of your business's ability to grow. Even though
other assets may be in good condition, they are no substitutes
for cash. You cannot pay off debts with accounts receivable,
iaventory, new orders, nor with any capital asset. Many small
business managers overlook the fact that in times of prosperity
and expansion, they have to watch their cash more carefully than
ever. Many put off studying their cash needs because they think
it will be difficult and costly. Effective cash management,
however, is often neither difficult nor costly.
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6.

7.

Ask the students to describe in their own words what a budget is.
a.

A budget may be thought of as a statement of business goals
expressed primarily in monetary terms.

b.

A budget is 4 plan showing the receipts expected during a
given period and the expenditures required during that same
period.

Read and discuss Section 1 of the Readings with the students,
stressing the necessity for the manager to clearly distinguish
between the two types of cash.

1.

Two Types of Cash
Watching, planning, managing, and consuming cash can be
both simple and direct. To begin, you need to clearly understand the differences between capital cash and workiAlg cash.
Capital cash is represented by the funds spent for
buildings, fixtures, machinery, equipment, and tools; that is
items that become fixed assets on your Balance Sheet. So-,rces
of capital cash are investment, earned and retained profit:.
from operations, and reserves set aside for depreciation,

Working cash is represented by the funds spent for
materials, labour, and overhead; that is, all expense items
occurring in the operation of the business. The principal
source of working cash is income produced by the business.
Many small business managers fail to recognize the differences between capital cash and working cash. They do not
understand the role that each kind plays in a business. As
a result, they make mistakes in cash management.
For example, failure to distinguish between capital
cash and working cash -- and the requirements for each
may lead the small business manager to invest in equipment
or other fixed assets with the result that cash might have
to be-borrowed to pay current liabilities as they become due.
The point is that cash should be conserved.
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8.

Read Section 2 of the Readings. Refer back to lesson FAB38, "Working
Capital", in which the student learned how to prepare a Source and
Application of Funds Statement. This statement shows what funds
were used for, whereas the Cash Budget shows what funds will be used
for.

2.

Cash Flow
Working cash is that portion of your business's working
capital that is in the form of cash. During the normal course
of operations, cash "flows". That is, cash is used to purchase
merchandise, services, etc.; the purchases are converted into
receivables; and the receivables are paid off by the receipt
of cash.
This is the complete cash-to-cash cycle:

Merchandise
Labour
enses

Sales

Cash

Accounts
Receivable

Each business has its awn time sequence for working cash
to flaw from costs to salt
i back to cash.
For good cash
manage,ent, you have to kn.
approximately the timing and amounts
of cash you need at any given time to support any given volume of
business.
You need only a few simple calculations to work out the
pattern of your own cash cycle. Begin by classifying each of
your major Yncome and out-going items. For example, how long
does it take to collect your money from credit sales? Check
the number of days from the date a product was sold, to the date
the payment was made. Using a similar approach, the flow of
cash may be timed in practical terms for other items.
The cash cycle of any business is clear-cut evidence of
how that business is operated. Analysis
by tracing the
flow and timing of cash, in through sales and out through
purchases and expenses--will reveal the pattern of how the
business uses its cash.
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9.

Read Sections 3 and 4 of the Readings.

S.

The Cash Budget
The Cash Budget is simply a plan for cash receipts
and expenditures during a given period. It is one of
the most valuable financial tools at your disposal. By
figuring out your cash needs and cash resources ahead of
time, you place yourself In a better position to:

4.

a.

Take advantage of money-saving opportunities such
as quantity discounts, cash discounts and so on;

b.

Finance your seasonal business needs;

c.

Develop a sound borrowing program;

d.

Develop a workable program of debt repayment;

e.

Provide fundS for expansion;

f.

Plan for the investment of surplus cash.

Preparing a Cash Budget
The length of the period to be covered by the
Cash Budget depends on the nature of your business,
how ample your supply of cash is, and how regularly cash
flaws into and out of your business. The form shown
on the next page is for a simple monthly cash budget.
The groundwork for preparing a cash budget
consists of estimating all cash receipts and cash
payments expected during the budget period. Budgets
must be carefully planned for cash sales, collection of
accounts receivable, and other expected cash income.
The same kind of planning must be done for each type of
payment that makes up the expected cash expenditures.
If the expected cash receipts total more than the
expected cash payments, the difference is added to the
expected cash balance at the end of the period.
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CASH BUDGET
FOR THREE MONTHS ENDING

Month 1
m dge.:.

Actual

EXPEUED CASH RECEIPTS

2.

Cash Sales
Collections on Accounts Receivable

3.

Other Income

4.

Total Cash Receipts

1.

EXPECTED CASH PAYMENTS
Raw Materials
5.
(or Merchandise)
6.

Payroll
Accounts Pi5-7a-le

7.

Payments

8.

Assets

9.

Other Expanses

10.

Other Payments

11.

Total Cash Pa

ents
Balance
at.Beginning.of Month
Cash Increase or
Decrease (#4-#11)
Expected Cash Balance
at End of Month (#12

Expecte Cos
12.
13.
14.

4 #13)
15.
16.

17.

Desired Cash Balance
Short-term Loans
Needed (#15-#14) if
#15 is larger)
Cash Available for
Short-term Investment (#14-#15 if
#14 is larger)
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These budgets are based on experience and on the goals
you have set for your business. You must also decide on the
size of the cash balance that you need to maintain. This too,
is based on experience. You might, for instance, decide that
a desirable level is reached when cash is equivalent to the
sales of a certain number of days.
If the cash balance at
the end of the budgeted period is less than this amount, some
short-term borrowing or changes in plans may be necessary.
By bringing this to your attention, the cash bLdget gives
you time to consider fully all the possible courses of action.
If, on the other hand the cash balance is larger than you need,
the excess can be invested in marketable securities.

10.

Using the following example, illustrate how the Cash Budget is
prepared.
Last Year's
Figures

a.

6,100.00
6,000.00
7,000.00

800.00
500.00
1,000.00

6,527.00
6,420.00
7,770.00

+25%
+25%
+24%

200.00
125.00
250.00

1,000.00
625.00
1,250.00

Other Receipts
Sale of Old
Equipment in
September

d.

427.00
420.00
700.00

Collections on
Accounts
Receivable

July
August
September
c.

Estimated
Figures

Cash Sales

July
August
September
b.

Estimated
Changes

500.00

Cash Purchases

July
August
September

500.00
500.00
600.00
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e.

Payments on
Accounts
Payable
July
August
September

f.

300.00
250.00
350.00

'0.00
3,850.00

500.00
500.00
500.00

500.00
500.00
500.00

200.00
200.00

200.00
200.00
200.00

200..00

Purchase of
New Equipment
July
August
September

i.

,0.00

2

Loan Payment
July
August
September

h.

+10%
+10%
+10%

Payroll

July
August
September
g.

3,000.00
2,500.00
3,500.00

500.00
750.00
250.00

Operating
Expenses

July
August
September

2,300.00
2,000.00
2,600.00

+10%
+10%
+10%

230.00
200.00
260.00

2,530.00
2,200.00
2,860.00

Additional Information
Cash Balance at beginning of July Budget period was $200.00.
Credit Sales averaged $1,000.00 a month.

Cash Budget
For Three Month Period Ending September 30, 19 --

July

.August

September

Total

Expected Cash Receipts
1.
2.

3.
4.

Cash Sales
Collections on
Accounts Receivable

Other Receipts
Total Cash Receipts

$6,527.00

$6,420.00

$7,700.00

$20,647.00

$1,000.00

$

625.00

$1,250.00

$ 2,875.00

$7,527.00

500.0 0
$
$7,045.00 -$9 450.00
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Expected Cash Payments
$

10.

Cash Purchases
Cash PayMents on
Accounts Payable
Payroll
Loan Payment
Purchase of New
Equipment
Operating Expenses

11.

Total Cash Payments

12.

Balance of Cash at
Beginning of Month
Increase (Decrease)
Cash (#4 minus #11)

5.

6.
7.
8.

9.

13.

14.

11.

500.00

$

500.00

$

600.00

$ 1,600.00

$3,300.00
$
500.00
$
200.00

$2,750.00
$
500.00
$
200.00

$3,850.00
$
500.00
$
200.00

$ 9,900.00
$ 1,500.00
$
600.00

$

500.00
$2,530.00

$,

750.00
$2,200.00

$

250.00
$2,860.00

$ 1,500.00
$ 7,590.00

$7,530.00

$6,900.00

$8,260.00

$22,690.00

Cash Balance at End
of Month (#12 plus #13)$

200.00

$

197.00

$

(3.00) $

145.00

$1490.00

$ 1e332.00

$1,532.00

$ 1,532.00

197.00

$342.00

342.00

$

200.00

Using the information in point 10 and the following information,
prepare Profit and Loss Statements for the three months in order
to illustrate that a Net Profit does not necessarily mean an
increase in cash.
Additional Information:
a.

b.

c.
d.

Credit Sales estimated at 25% of Cash Sales.
Inventory estimated at beginning of month:
$6,700.00
July
$6,900.00
August
$7,500.00
September
Inventory estimated on hand September 30 at $4,000.00.
Credit Purchases:
$2,950.00
July
$3,850.00
August
$4,200.00
September
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Profit and Loss Statement
For Three Month Period Ended September 30, 19
Jul,

August

S

.

temb r

Income

Cash Sales
Credit Sales
Other Revenue
Total Income

$6,572.00 $6,420.00

$20,647.00
5,161.00
500.00
$

,025.00

$7,700.00
$1,925.00
500.00
07125.00

$6,900.00
$4,350.00

$7,500.00
$4,800.00

$ 6,700.00
$12,600.00

$1,631.00

$1,605.00

58.00

Inventory, Beginning
Purchases

$6,700.00
$3,450.00

Cost of Goods Available
for Sale
Less:Inventory,Ending
Cost of Goods Sold

$10,150.00 $11,250.00 $12,300.00 $19,300.00
$ 6,900.00 $ 7,500.00 $ 4,000.00 $ 4,000.00
3,250.00 $ 3,750.00 $ 8,300.00 $15,300.00

Gross Profit

$ 4,908.00 $ 4,275.00 $ 1,825.00 $11,007.00

%8

4,

%26,308.65

Cost of Goods Sold

Expenses
500.00 $
500.00 $
500.00 $ 1,500.00
$ 2,530.00;$ 2,200.00 $ 2,860.00 $ 7,590.00
$ 3,030.DO $ 2,700.00 $ 3,360.00
9,090.00

Payroll
Operating
Total Expenses

$

Net Profit (Loss)

$ 1,878.00 .$ 1,575.00 $(1,535.00$ 1,917.00

Indicate to the students that the Profit and Loss Statement shows
Net Profits being made in July and August. The Cash Budget, however,
shows a decrease in cash in July and an increase in cash in August.
Thus, a Net Profit does not necessarily mean that the cash balance
will increase. The Profit and Loss Statement also shows a Net Loss
in September, while the Cash Budget shows an increase in the cash
balance. Discuss this with the students.
12.

Read and discuss Section 5 of the Readings with the students-

5.

Summary

The management of cash is just as important as the management of sales, production, or merchandising. Many businesses
The techniques
have failed because of mismanagement of cash.
described in this lesson -- cash flow and Cash Budget -serve many purposes. They help you to keep last-minute
decisions and surprises at a minium; tp set standards of
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performance for various activities of your business and to
anticipate financial needs and the effects of policy changes.
The Cash Budget and cash flow are valuable aids to use in
discussions with prospective lenders. They help you answer
such questions as these:
a.

b.
c.

d.
e.
f.
g.

Will I need additional money?
When will I need it?
How long will I need it?
How much do I need?
Where can I get it?
How much will it cost?
If I borrow it, how can I repay it?

Indicator
13.

Hand out case FAB40-1, "Preparing a Cash Budget". Read the case
and have the students prepare a Cash Budget using the information
provided in the case.

Murdock Tents Ltd.
Cash Budget
for January, February, March, and April 19_.

January

February

March

Total

April

Expected Cash Receipts
1.
2.

3.

Collections on
Accounts Receivable
Other Receipts
Total Cash Receipts

10,000.00
10,000.00

27,000.00 23,800.00 22,200.00 73,000.00
10,000.00
27,000.00 23,800.00 22,200.00 83,000.00

Expected Cash Payments
1,200.00

5.

Material Purchases
Payments on

4,000.00

6.

Accounts Payal)le
(8 oz. Ducking)
Labour Costs:

Plant
Cutting
Hauling_
Finishing
Total Labour Costs

2,560.00
4,000.00
750.00
1,320.00
8,630.00

4.

1800

1,200.00

1,200.00

400.00

4,000.t50

16,800.00 13,600.00,12,000.00146,400.00
2,688.00

2,944.00

1,386.00
4,074.00

1,518.00
4,462.00

2,432.00 10,624.00
4,000.00
750.00
1,254.001 5,478.00
1

3,686.0020,852.00
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January

7.

April

Total

Other Expenses:
Travel
Advertising
Heat,light,
power
Repairs
Other
Total Other Expenses

550.00
450.00
450.00
1,450.00

550.00
450.00
450.00
1,450.00

550.00
450.00
450.00
1,450.00

550.00
450.00
450.00
1,450.00

2,200.00
1,800.00
1,800.00
5,800.00

200.00
480.00

200 00
300.00

200.00
300.00

400.00
500.00

1,000.00
1,580.00

180.00
50.00
600.00
1,510.00

180.00
50.00
325.00
1,055.00

150.00
50.00
125.00
825.00

150.00
75.00
325.00
1,450.00

660.00
225.00
1,375.00_,
4,840.0(f

1,300.00

1,300.00

1,300.00

4,900.00

-

9.

Loan Payments

10.

Total Cash Payments:

11.

Increase (Decrease
Cash (#3 minus #1.0)

66,790.00)

1,121.00

12.

Cash Beginning

11,000.00

4,210.00

13.

Cash Ending
(#12 plus #11)

14.

March

Wages:

J. Fisher
H. Day
M. Taylor
Total Wages
8.

February

16,790.00

4,210.00

25,879.00 j2,837.00 2,0,286.00 85,792.00

963.00

1,914.00 (2,792,00)

5,331.00 .6,294.00 11,000.00

5,331.00 .6 294.00

8,208.00

8,208.00

Read and discuss the questions at the end of the case.
Answers to these questions:
a.

Questions #1, 2 and 3

January

Februa

March

5,331.00

ril

Total

6,294.00 11,000.00

Cash Beginning

11,000.00

Cash Receipts

10,000.00

27,000.00 23,800.00 '2,200.00 83,000.00

Cash Payments

16,790.00

25,879.00 22,837.00

0 286.00 85,000,00

6,294.00

8,208.00 8,208.00

Cash Ending

4,210.00

1801

4,210.00

5,Z3I.00

b.

Question #4
Any business should have a carefully worked out cash budget
to anticipate the financial strains which the operations
will place on the business. It will point out areas which
call for careful attention in order not to strain the borrowing capacity of the business.

c.

Question #5

These forecasts are on the basis of producing 600 tents a
month, but it should be noted that all months Jo not have the
same number of working days. The difference in working days
might lead to slack time which can be used to increase
production in one month in order to meet the demands of the
next.
Work stoppages for labour problems, material delivery problems
or production problems have not been built into the estimate.
If one of the above problems occurred, it could move costs
much higher than anticipated.
d.

Question #6
It is not too practical to forecast further because Murdock
Tents Ltd. is not sure what production and sales volume they
will be facing, nor the price at which they will be selling
tents.
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FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB40

1HE CASH BUDGET

CASE FAB40 -1

PREPARING A CASH BUDGET

Murdock Tents Ltd. had been in operation about three months when
it received an order for 2,000 tents Which would be marketed by a large
store under its own brand name. The order was received on January 15,
and it was to be completely filled by April 15.
Special payment arrangements were made with Murdock Tents Ltd. in
order to help finance the production of the tents.
The large store
agreed to advance $10,000.00 by January 1, with all following payments
to be made within 30 days of delivery to its central warehouse. These
arrangements were agreed to because of the price at which Murdock agreed
to sell the tents.
One condition of this arrangement was that the large store would
receive a detailed report of all the money in the business at the
present time, all the possessions which the business owned, and all
expenditures and receipts which the business would have until the
final shipment was filled in April.
Jacob Fisher, the manager of Murdock Tents Ltd., began.to prepare
a cash budget for the period January to April. He wasn't too sure
where to get all the information, but he knew that, the records-to-date
would be very useful. Production figures and costs would be available
from Hap Day who was in charge of the actual production, and Manny
Taylor, the salesman, could give an accurate estimate of the sales
expenses. Jacob could find out what money had already been spent and
how much more would have to be spent on purchases. Between the three,
men, they could draw up an estimate of incidental expenses.
.
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An approximation of expected receipts would be easy to estimate as
this would be the value of the shipments of the finished tents, delayed
30 days.
The major expenditures to date had been for fixed assets and, from
January 15 to May, the major expenditures would be for materials and
for wages and salaries. By estimating the use of materials in the plant,
Jacob knew that he could estimate the timing of the expenditures for
materials. Because Hap knew his production schedule, h would not find
it difficult to estimate expenditures for wages and salaries.
Jacob's first task was to determine how much had already been
To make sure he used accurate figures, he obtained this information'directly from his books. The expenditures' to date were:
spent.

$1,500.00
500.00
$
$1,200.00
$
500.00
300.00 $

lathe

.

band saw
renovation of shop
dip tank, saws, presses, etc.
miscellaneous expenditures.

The money for these expenditures had been provided by a $15,000.00
loan received from the govenunent in December. After payment of the
above expenses, a bank balance of $11,000.00 was on hand on January 1.
On January 15 the initial payment of $10,000.00.from the large store
was deposited to the bank account of MUrdock Tents Ltd. Further receipts
would'be received each month following the shipment of tents to the large
Hap Day's production schedule called for the manufacture of 600
store.
tents per month. There were both large and small tents to be manufactured;
the large tents were to be produced first and would be sold at $45.00 a
tent, the small tents would sell at $37.00 a tent.
The order from the large store called for 800 large tents and
1,200 small tents, with shipments to start in January. Working on this
basis, and knowing both the price to be receivei for each type of tent,
and the month production, Jacob calculated his receipts.
1.

ESTIMATED RECEIPTS
January:
February:

Payment for 600 large tents shipped in January
600 X $45.00 = $27,000.00

March:

Payment for 200 large tents and 400 small tents
shipped in February
200 X $45.00 = $ 9,000.00
400 X $37.00 = 14,800,00
$23,'800.00

FAB40

April:

2.

Payment for 600 small tents shipped in March
600 X $37.00 = $22,200.00

ESTIMATED EXPENDITURES
After estimating the receipts that could be expected, Jacob
had to estimate the probable expenditures that would have to be
met. The major expenditures would be for materials, wages and
saiaries.
a.

Material
A large tent used 70 yards of 8 -ounce ducking, while .a small
tent required 50 yards of 8-ounce ducking. They presently
had 10,000 yards of 8-ounce ducking on hand. It was decided
that a minimum inventory of 10,000 yards would be carried at
all times. The present inventory had arrived December 28 and
payment was to be made in January. All additional orders would
be paid in the month following receipt of the shipment.
The following amount of material would be required for production scheduled for January, February, March and April:
January
February

March
April

600 X
200 X
400.X
600 X
200 X

70
70
50
50
50

yards
yards
yards
yards
yards

=
=
=
=
=

42,000
14,000
20,000
30,000
10,000

yards
yards
yards
yards
yards

Eight ounce ducking could be purchased at 40 cents a yard.
Additional material such as ropes, cords, fasteners, etc.,
could be purchased at a cost of $2.00 a tent. They could be
ordered as required, and would be paid upon receipt.
b.

Labour
Eight people would be involved in the job of sewing and
assembling the tents. They would be paid $2.00 an hour for
an eighthour day. The working days per month are:
January
February
March
April

20
21
23
19

working
working
working
working

days
days
days
days

The outside jobs of cutting tent pegs and poles would require
eight men working 20 days in January. They would be paid
$2.50 an hour for a 10 hour day.
.
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Two men would be required to 174111 the logs to the plant site.
They would work 15 working days, and would be paid $2.50 an
hour for a 10 hour day. This, too, would be done'in January.
It would take three men working on the lathes and the band
saw to turn out the poles ar.3 pegs. These men also would be
responsible for sanding and other finishing operations. They
would be paid $2.75 an hour for an eight hour day, and would
work the same schedulo as the people doing the sewing and
assembling.

Hap Day and Manny Taylor, who are in charge of the plant and
the outside work, would be paid a monthly salary of $450.00
each.. Jacob Fisher, the manager, would receive $550.00 per
month.
c.

Other Expenses
Other expenses expected during the period would be:
.

January

February

March

April

Travel

200.00

200.00

200.00

400.00

Advertising

480.00

300.00

300.00

500.00

Heat, Light, Power

180.00

180.00

150.00

150.00

50.00

50.00

50.00

75.00

600.00

325.00

125.00

325.00

1,510.00

1,055.00

825.00

1,450.00

Repairs

Other
Totals
d.

Government Loan
Beginning in February, Murdock Tents Ltd. would make monthly
payments of $1,300.00 to repay the $15,000.00 government loan.

e.

Short-Term Investments
Murdock Tents Ltd. decided that they should have a minimum
cash balance of $2,000.00 to meet unexpected expenditures.
Any cash over this amount would be put into short-term
investments.

INSTRUCTIONS

Using the information contained in the case,-prepare a cash budget
for Murdock Tents Ltd. for the period January to April.
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Questions for Discussion
1.

How much money will Murdock Tents Ltd. have on the first of
February? How much money will they receive during January? How
much money will they spend during January? 'How much money will they
have at the end of January?

2.

Remembering that the cash balance at the end of January is the
opening cash balance at the first of February, answer the questions
in #1 for the months of February, March and April.

3.

What were the total amounts of money paid out and received during
the first four months of the year

4.

Will this cash budget be of any use to Murdock Tents Ltd.? .How?

5.

How accurate is the projection of cash requirements? What could
go wrong in the.four month period that would make the estimates

inaccurate-6.

Is it possible to cr ry the projections on for the remaining eight
months of the year? Why or why not?
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LESSON FAB41

THE OPERATING BUDGET

INSTRUCTOR'S GUIDE

OVERVIEW
The prospective manager must be very conscious of his responsibility
in planning and control. The future of the business depends on a
manager's ability in these areas. No amount of hard work in a manual
sense can replace these responsibilities.
This lesson and future lessons dealing with projected financial
statements discuss the operating budget as a tool of financial planning
and control. The student may find the lesson content abstract unless
the instructor applies the'idz2s to concrete examples and illustrations
with which tilr student is familiar.
If the students have prospective
businesses in mind, it will be ideal for them to prepare a budget for
those businesses.
If they do not have prospective businesses of their
own to work on, the instructor can provide hypothetical cases or have
the students prepare a budget for sane business which is required on their
reserve or in their community.

OBJECTIVE
Given the necessary ihr.ormation, the students will be able to
prepare an operating budget for a small business.

REFERENCE MATERIAL FOR INSTRUCTOR
1.

Broom, H. N. and Longenecker, J.G. Small Business Management.
2nd ed. Cincinnati: Smith-Western Publishing Company,
1966, ch. 16.
.
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RESOURCES REQUIRED
1.

Case FAB41.

OBJECTIVE:

GIVEN THE NECESSARY INFORMATION, THE STUDENTS WILL BE ABLE
TO PREPARE AN OPERATING BUDGET FOR A SMALL BUSINESS.

METHODOLOGY
1.

Hand out Readings.

2.

Read Purpose and Introduction and discuss.

PURPOSE

This lesson will examine the operating budget for a business.
The operating budget is the overall financial plan for the
business for a certain period of time.

INTRODUCTION
At the beginning of the course, considerable emphas'is was
placedon planning a-business. You studied planning as related
to sales, profit, personnel and production.

In lesson FAB39, Planning and Budgeting, you reviewed plannin
as related to budgeting in general.. You saw that budgeting
involves recording the business financial plan.on paper so as to
prepare for a future course of action.
In lesson FAB40, you learned that the cash budget is the plan
which explores the cash needs of the business. It attempts to
foresee the sources and.amounts of expenditure or cash outlays
which the business will need for payment of expenses, purchase of
merchandise, purchase of equipment, drawings of the owner-manager,
and payment of debts
It then foresees the source of these cash
requirements: merchandise sales, accounts receivable, sale of
assets and the posSibility of loans if required.
The cash budget says nothing about the profitability of a
business.
It merely foresees whether the business will have
sufficient cash when it requires it.
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The operating budget goes further than this. It plans ahead
to determine whether the business will-be profitable or not.

3.

Ask students to list the items that they would expect to go into
an operating budget.

4.

Ask what is needed in planning a business which is not in the cash
budget. How does a cash budget differ from an operating budget.

5.

Read Sections 1 and 2.

CONTENT

1.

What is an Operating Budget?
The operating budget is the financial plan of a business
concern which projects the business' profitability.

An operating budget for a retail business involves the
calculation of expected:
a.

b.
c.
d.

sales
the cost of sales
expected gross profit
the amount of expenses anticipated to finally arrive at
the level of profit expected.

An operating budget is really the calculation or estimation
of a Profit and Loss Statement projecting the future of the
business.
The budget for a manufacturing concern is somewhat more
complex.
It requires the following budgets:
a sales budget,
a material budget, labour budget, manufacturing overhead
budget and a management overhead budget. These budgets are
then all gathered together into a comprehensive or master
budget which reflects the financial plan for the year.
2.

Cash Budget and Operating Budget compared.
A business must foresee more elan its Eial needs. It must
plan its financial future to determine whether a profit can
be made. It is quite possible for a business to obtain the
cash it requires through new loans but if the business is not
making money, it will eventually go broke.. On the other hand,
there is a need for cash budgets since a business can be
making money and be profitable and yet find itself without the
necessary cash to pay its bills.
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This can easily happen if the working capital or current
assets are used for financing long term debt or if too much
money is left in accounts receivable which cannot b' collected.
.

Thf- operating budget plans the course of action which is
desired.
It is essential to plan ahead for a profitable
business. It is also important in c-ntrol of business
:expenses and overall performance. At the end of the month
or at the end of a year, the business can be analyzed to
determine if in fact the budget or financial plans have been
realized.

If the actual business operation is less favorable'than the
budget had foreseen, the manager will want to study the
reasons for this poor showing. The budget can also help
identify where a business is going wrong.
It is a sort of
roadmap which can guide the business.

6.

DiscUss Readings and compare to ideas given in points 3 and 4
above.

7.

Read Section 3.

3.

How to Prepare an Operating Budget.
The pteparation of an operating budget involves cloSe examination of all expected revenue and expenses for the business.
It reseOng's a profit and loss statement inform and appearance.
It differs'in that the profit and loss statement is a
statement of the actual financial operation of the business
for a-period of time while the budget is a forecast or
estivate of the anticipated business operations for a certain
period-3T time. The budget is a projection of the business
operation into the future. In later lessons you will study
projected financial statements which are budgets which cover
one or more accounting periods. The projected statements or
budgets are essential documents to support the application
for a loan. The lending agency uses the budget or projected
financial statement as a basis in granting the loan and
determining a business' loan repayment capability.

The information fora budget can be obtained from historical
data (past records of the business) if the business has been
in operation for some time. If the budget is for a new
business, the information required for the budget may be
obtained from a number of sources. A study of analysis of
the market potential is a starting point to establish the
volume of sales.
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Lending agencies, government personnel, similar businesses,
chartered accountants, consultants are other sources of
information for a budget.
The first part of the budget should be a dollar sales forecast.
This is based on the market analysis of the needs of the area.
Closely tied to the sales forecast is a merchandise forecast
which outlines the type, quantity, quality and price of
merchandise or inventory required as well as the time when it
is required.
This plan of sales and merchandise will give the business its
It also provides the gross
sales volume and cost of sales.
profit which is possible.

The budget must then estimate all the expenses involved in
operating the business. This will include cash expenses as
well as non-cash expenses such as bad debt expense and
depreciation. The purchase of equipment is a necessary part
of planning but is not part of the operating budget except
for the depreciation expense on this equipment. The cash
budget however does consider the cash required for the purchase
of equipment.
Considerable work is necessary to estimate the level of
It is important not to forget some
estimated expenses.
category of expenses. A review of the expenses of a similar
business will be useful in assuring yourself of not forgetting
any major item.

.

Using various illustrations such as a service station, laundromat,
a general store, a pool hall, a commercial fishing Operation, etc.,
have the students explain what would be involved in budgeting for
each. Have students work in snail groups. Each group should take
a different business. Have them identify and list each item of
revenue and expense which would be involved in an operating budget
and have them determine how they could obtain the information.
Have them also_ co: ider methods which might be used as a check on
the accuracy of ther original source.
When the work:is completed have someone from each group list the
expense and revenue items on a flip chart. Have them present
their source and cross check for these items. Then encourage the
other groups to add to the work presented.

9.

Ask the students of what use the budget will be.
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Try to get them to explore the planning aspect involved in the
budget.
The budget then serves as a guide and a method of control.
10.

Read Section 4 and discuss.

4.

Use of the Budget

TEfirst use ofthe buOget is to determine whether a business
is likely to be profitable or not before actually starting the
business. Many businesses would not have the problems they
have if proper budgets had been prepared. Businessmen who
feel they cannot afford the time for a budget should think
whether they can afford not to foresee the future profitabilit
of the business.

In addition to helping plan the financial aspect of the
business, the budget is an important tool of control.
Once a
plan for the business is made out on paper, the businessman
can use this plan to compare the actual operation to the plan.
If there is a difference (variance) the businessman will want
to investigate the reason and correct the problem or change
the budget if the difference is due to changes in economic
conditions.
If there is a downturn in econoaic conditions,
the business.may have to cut back in expenses or services.
If there is an upturn in the economy, the budget should be
changed to reflect this and so make a new budget to capitalize
on the greater profits possible.
While the buiget is a plan of a future course of action, there
It must be adjusted
must still to flexibility in its use.
The revised budget will then be
to changing circumstances.
the new guide.
.1

11.

Read Section 5 and discuss.

1
5.

Budgeting Time Span
A budget can be made for any time periods devised. However,
it is acollaftn practice to make a budget for a year basing it
on a budget for each month. The business can use the budget
throughout the year as a guide. The budget should reflect
seasonal changes which are expected. It thus provides a
guide for stock or inventory requirements and staff needs.
Budgets or projected statements as they are also called can
be made for two, three or five years. These longer budgets
are usually used by lending agencies who wish to calculate
the business' repayment ability.
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12.

Read Section 6 and compare items to those suggested by students in
point 8 above.

6.

Budget Illustration
Below you have a budget prepared by an operator of a service
station on a reserve.
The figures given here are those of the
yearly budget.

Jake's Service Station
Budget for the year 1973
Revenue

Planned

Gas-Sales (90,000 gals)
$48,000.00
Tune-ups and minor repairs 2,800.00
Oil and grease etc.
3,570.00
Towing
450.00
Total revenue
Cost of Sales
Inventory at beginning
Gas purchase
Grease and oil
Accessories

Less inventory at
end of year

Actual

$54,820.00 (100%)

$ 6,000.00
40,000.00
1,975.00
1,575.00
$49,550.00

8,000.00

Cost of Sales

$41,550.00 (75%)

Gross Profit

$13,270.00 (25%)

Expenses

Helper's salary
Heating
Gas for truck
Electricity
Repairs and maintenance
Insurance
Telephones
Services
Miscellaneous
Depreciation
Interest

$ 3,080.00
480.00
385.00
300.00
200.00
265.00
180.00
50.00
400.00
1,500.00
2 100 00
$8,940,00 (1 7%)

NET PROFIT

Pcnb.-00 (8%)
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13.

Read Section 7.

7.

Summary
There is no easy solution to preparing a budget. It requires
a lot of work to obtain the best estimates possible. 'However,
without the budget (financial plan) the businessman operates
his business without a clearly spelled out financial target in
mind. The manager would not know until the year end or until
he is in financial trouble whether the business is profitable
or not nor whether it is doing as well as expected since he
does not have a plan to guide him or a basis to compare to.
The manager of a business will certainly agree that it is
better to make mistakes on paper than to have them actually
Budgeting helps the manager look at different possihappen.
bilities or alternatives which might make the business
If the businessman tries out these different
profitable.
alternatives before he puts them down on paper, he may find he
has made serious mistakes which he had not foreseen.
It should also be remembered that the planning aspect involVed
in a budget is only part of the use of the budget.
The other
part is to compare the actual results to the budget; to
analyze the results of the operation as compared to the
budget. Each new budget is easier and provides more
information for the job of management.

Indicator
14.

Hand out Case FAB41-1. Have student in small groups prepare an
operating statement for Masterman's General Store for 1973 using
the information provided in the case.

After students have calculated the budget, have each group present
their budget and give the,reasons for their results. Budgets may
differ depending on assumptions made. Point out that budgets are
normally rounded out so as not to work with cents.
Note: The write off of $2000.00 bad debt expense is charged
against the allowance for bad debt and is not an expense for 1973.
An estimate of bad debt expense in 1973 may be made in proportion
to the reduction in charge sales,or even less if greater care is
taken in selecting credit customers.
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Case. Solution

Mhsterman's General Store
Budget Oct. 1, 1972 - Sept. 30, 1973.

Sales

Cash sales
Charge sales
Total sales

Planned

Actual

$50,000.00
15,000.00

$65,000.00

Cost of Goods Sold
Inventory beginning.
Merchandise Purchases
Freight
Inventory ending
Cost of Goods Sold

$14,009.00
39,541.00
5,200.00
12,000.00
46,750.00 (75%)

Gross Margin

18,250.00 (25%)

Expenses

Advertising
Barge operation
Bank charges
Bad Debt Expense
Depreciation
Heat, light & power
Fire Insurance
Barge
Interest on loan
Office & store supplies
Repairs & maintenance
Wages - clerk
General labour
levies
Taxes
Telegrams & postage
Travelling
Staff benefits
Rent on warehouse
Miscellaneous
Total expenses
Operating profit or less
Other income
Net Operating Profit
Gain on Sale of fur
NET INCOME

120.00
600.00
35.00
900.00
2,143.00
800.00
238.00
30.00
130.00
330.00
460.00
2,365.00
400.00
10.00
75.00
170.00
140.00
70.00
75.00
$ §,0g1.00

$

9,091.00
$ 8,159.00
2,000.00
$11,1.59.00

2,500.00
$13,659.00

SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB41

THE OPERATING BUDGET

CASE FAB41

1

MASTERMAN'S OPERATING BUDGET

John Masterman just completed a thorough analysis of his store's
operations over the past two years. He now thought he hal. a much better "feel" for the financial side of his business. John w,Is not too
pleased with the store's profits over the past two years.
John spent long hours at the store in order to do the bookkeeping,
make collections on accounts receivable, bargain with his suppliers
for better credit tels, deal with salesmen, handle customers, check
inventories and do the many other jobs that had to be done.
John enjoyed being his own boss
were some jobs he didn't enjoy doing
profit picture forced him to develop
profit. Since he couldh't work more
Cne
a scheme for better management.
through the use of budgets.

and meeting people. However, there
that had to be done. John's poor
a plan that would produce more
hours himself, he had to develop

method of UTroving management was

John decided. to prepare an 'operating budget for next year (1973).
On the following pages are the financial statements prepared for the
past two yearS' operations.
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Niasternan's General Store
Comparative Profit and Loss Statement
for the two years ended September 30, 1972,

1971

1972

Sales
(1)

(2)
(3)

Cash
Charge
Total Sales

39,051.87
14,394.37
53,446.24

49,851.50
24,309.11

100.0

TueuT

100.0

80.3

14,009.00
59,627.50
5,835.64
79,472.14
16,318.00
63,154.14

85.2

19.7

11,006.47

14.8

Cost of Goods Sold
(4)
(5)
(6)

Beginning
Inventory
Merchandise Purchases
Freight

(7)
(8)

Ending
Inventory
CoSt of Goods Sold

9,533.00
43,049.10
4,336.05
56,918.15
14,009.00
42,909.15

(9)

GROSS MARGINJ3 minus 8)

10,537.09

Expenses
(16)
(11)
(12)
(13)
(14)
(15)
(16)
(17)
(18)
(19)
(20)
(21)
(22)
(23)
(24)
(25)
(26)
(27)
(28)
(29)
(30)

Advertising
Barge Operation
Bank Charges
Bad Debt Expense
Depreciation Expense
Heat, light, p.-,wer
Fire
Insurance:

Barge
Interest on Overdue
Accounts Payable
Interest on Loan
Office & Store Supplies
Repairs & Maintenance
Wages:
Clerk
General Labour
Taxes and Licences

Telegram and Postage
Travelling
Staff Benefits
Rent on Wardhouse
Miscellaneous
Total Expenses

26.47
42.04
22.09
1,410.25
2,895.00
773.28
238.07

618.40
35.97
1,484.15'
2,597.00
821.78
238.07
30.00

30.00

299.02
130.25
548.66
487.00
2,150.00
275.12
10.00
59.91
173.65
137.07
70.00
130.00

-,907.88
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130.25
177.17
274.87
2,150.00
672.00
10.00
80.03
166.76
137.07
70.00
41.17
9,734.69
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629.21
1,841.84

0.6

1,271.78
1,621.32

0.3

2,471.05
2,207.33

4.1

2,893.10
2 501 16

3.5

(34)

Operating Profit/Loss
(9 minus 30)
Other Income
Net Operating Profit
(31 plus 32)
Gain an Sale of Fur

(35)

Net Income (33 plus 34)

4,678.38

8.1

5,394.26

6.9

(31)
(32)
(33)

Masterman's General Store
Comparative Balance Sheet
for the two years ended September 30, 1972.

19 71

19 72

$

Assets
Current Assets

Cash an hand
Bank account
Accounts Receivable:

208.22
13,184.08
4,516.91
(8,203.38)
14,009.00

297.48
127.12
14,433.29
3,312.57
(9,687.53)
16,318.00

1 190 00

1,190.00

25,758.55

25,990.93

18,057.90
(1,805.00)
5,450.30
(1,090.00)

18,057.90
(3,420.00)
5,450.30
(1,962.00)

Total Fixed Assets

20 613.20

18 126.20

TOTAL ASSETS

46,371.75

44 117 13

853.72.

Customers
Government
Allowance for Bad Debts
Inventory, September 30
Furs on Hand, September 30
Drums

Total Current Assets

Fixed Assets
Buildings
Accumulated Eepreciatian
Equipment and Fixtures
Accumulated Depreciation
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Liabilities and Net Worth
Liabilities

Current Liabilities
50.26
48.96
11 145.82

50.26
48.96
10,376.15

11,245.04

10,475.37

6,841.14
9,850.00

6,157.14
8,900.00

Total Long-Term Liabilities

17 691.14

15,057.14

Total Liabilities

28,936.18

25,562.51

2,500.00
15,000.00
4 678 38

2,435.57
15,000.00
5,394.26

22,178.38
4,742.81

22,829.83
4,295.21

Present Net Worth

17 435.57

18,534.62

Total Liabilities and Net Worth

46,371.75

44,117.13

Income Tax Payable
Unemployment Insurance Payable
Trade Accounts Payable

Total Current Liabilities

Long-Term Liabilities
Loan - Bank
Government
Loan

Net Worth
September 30
Net Worth
Government
Grant
Current Profit

Drawings

J. Masterman

Nhsterman's General Store
Statement of Fur Operations
for the two years ended September 30, 1972.

Fur Sales
Less: Cost of Fur Sold

Gain m Sale of Fur (carried to
Statement of Operations
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1977

1972

,374.90
,167.57

9,675.34
7,174.18

207.33

2.501.16
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-Masterman's General Store
Schedule of Other Income
for the two years ended September 30, 1972.

19 71

$

Barge Rentals
Total Other Income (carried to
Statement of Operations)

19 72

$

1.841.84

1,621.32

1,841.84

1,621.32

Adrational Information:

John expects that his cash sales will remain at the same level for
the year 1973. He estimated $50,000.00 from cash sales.
John is disturbed about the amount of accounts receivable he wrote
off:as bad debts the past two years. He was .not strict with credit, and
he has made little effort to collect outstanding amounts.
John is
going to try to limit his credit sales to approximately 30% of cash
sales.
During the past two years his charge sales were approximately
50% of cash sales.
With the new credit policy John estimates that his accounts receivable will be $20,000.00. This will be made up of $15,000.00 customer accounts receivable and $5,000.00 government accounts receivable.
He thinks that he will have to write off almost $2,000.00 of the 1972
accounts receivable as bad debt expense.
John hopes to cut his inventory on hand to about $12,000.00 by
September-30 next year. He won't need as large an inventory because
of the cut back in charge sales.
By buying in bulk and using other suppliers John thinks he will be.
able to buy his merchandise at better prices. This, in addition to a
change in pricing policy should give a gross margin of 25%. John estimates the expenses as follows:

Advertising
Barge operation
Bank charges
Heat, light, power
Insurance, same as last two years
Insurance an loan
Office and Store supplies
Repairs and Maintenance
Wages: Clerk (10% increase)
General Labour
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$120.00
600.00
35.00
800.00
130.25
330.00
460.00

400.00
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Taxes and Licences
Telegrams and Postage
Travelling
Staff Benefits
Rent on Warehouse
Miscellaneous

10.00
75.00
170.00
140.00
70,00
75.00

Depreciation

Rate of
Depreciation

Book Value At Beginning of Period
Buildings:

Accumulated
Depreciation

.$ 1,805.00
1,615.00

$ 1,805.00
3,420.00

$ 1,090.00
872.00

1,090.00
1,962.00

10%

$18,057.90
16,152.90
.

Depreciation
Expense

.

Equipment & Fixtures

20%

$.5,450.30
4,360.30

Loan Payments

Principal
°win:

Principal
Pa -nt

Interest
Pa -nt

Payment
. Total

Bank:

1971: $6,841.14
6,157.14

$ 684.00
684.00

$

950.00
-950.00

$

52.10
52.10

$

78.15
78.15

$1,028.15
1,028.15

736.10

736,10

Government:

1971: $9,850.00
8,900.00:

1972:

John estimates that his accounts payable will be approximately
20% of total sales. He expects to receive about $2,000.00 net from
barge operations and $2,500.00 net from the sale of furs.
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INSTRUCTIONS
1.

Using the information in the above case, prepare an Operating
Budget for Masterman's General Store for the budget period
September 30, 1972 to September 30, 1973.

SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB42

PROJECTED FINANCIAL STATEMENTS

INSTRUCTOR'S GUIDE

OVERVIEW
Budgets are prepared so the businessman can determine where he is
going to spend money and earn money in the up-coming budget period.
The main reason for preparing budgets is to plan the most efficient
wPys to spend money to meet the goals of the business.
In order to de-tea-mine whether or not the plans as laid down in the budgets are going
to meet the goals of the business, the businessman must have some means
of measuring the overall results of his plans. The means most commonly
used in business is the preparation of projected financial statements.
These statew-nts the projected Balance Sheet and the projected Profit
and Loss Statement) will show the businessman the financial condition
and net income he can expect from up-coming operations if he adheres to
his plans as laid out in his budgets. He can then change his budgets
to better meet the business's stated objectives if necessary, and
after the budget period he can compare projected and actual statements
in order to determine variances and the reasons for these variances.
In this lesson the students are shown how to preps e a projected
Profit and Loss Statement. They analyze actual vcris projected figures
in order to determine reasons for any variances.
Students may encounter another type of Balance Sheet which is not mentioned in the
lesson.
It is the pro-forma Balance Sheet. This is a Balance Sheet
which shows a financial situation which does not exist but which is expected to exist if certain circumstances are met. A pro-forma is the
Balance Sheet which a businessman prepares prior to opening a business
The instructor should introduce the
to show what is likely to exist.
students to this terminology.

1827

FAB42

OBJECTIVE
The students will be able to prepare and analyze a projected Profit
and Loss Statement.

RESOURCES REQUIRED
1.

Case FAB42, "John Small".

Parts 1 and 2.

METHODOLOGY
1.

Hand out the Readings

and read the Purpose and Introduction.

PURPOSE
The purpose of this lesson is to show you how to prepare projected financial statements.

INTRODUCTION
If you keep within the limits,set by your budget,
what is
the financial condition of your business likely to be at the end
of the budget period? What activities during the budget period
caused the expected financial conditions?

These are questions that you, as manager, should be able to
answer.
In fact, you will have to answer them if you wish to
apply for loans or grants.

OBJECTIVE:

THE STUDENTS WILL BE ABLE TO PREPARE AND ANALYZE A PROJEUED
PROFIT AND.LOSS STATEMENT.

Stimulus
2.

Ask: "How are budgeted figures presented so that they will be of
use to the business?
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Clarify Problem
3.

Discuss this question, pointing out that it is possible to prepare
financial statements based upon'projected (budgeted) data.

Provide InfJrmation
4.

Read and discuss Sections 1 and 2 of the Readings.

CONTENT
1.

Projected Financial Statements

What two statements in business are commonly used to
show the financial condition of a business at some period in
time, and to show what activities occurred to cause that
condition?
If you said the Balance Sheet and the Profit and Loss
Statement you are correct. To date you have prepared these
two statements using the records of -what actually happened
in the business during a certain period; but it is possible
to prepare these statements to see the likely results of your
budgets. If these statements are prepared using information
about what you EXPECT to occur in the future, they are called
projected financial statements. They are a budget or a plan
of what you expect will happen in the business.

2.

Information for Projected Financial Statements

The information for the projected financial statements
comes from the budget schedule prepared for the upcoming accounting period. In order for you to see the results of your
budget on the over-all financial condition of the business,
the infoimation in your budget must be preser.(nd m. he Balance Sheet and the Profit and Loss Statement,
Both these statements are prepared in the same manner as
any Balance Sheet or Profit and Loss Statement except instead
of using information of what actually happened, you use information about w!lat you expect to happen.

5.

Ask the students who mikes use of projected financial statements
and how they are used. List the answers on the flip chart.
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6.

Read and discuss Section 3 of the Readings.
listed on the flip chart.

3.

Relate to the answers

Who Uses Projected Financial Statements?
Projected statements are very useful to the businessman
and to others who are interested in the financial activities
of the business, for example, potential creditors.
The projected statement= are useful to the businessman
because they show him the possible results if his budgets are
met. For example, he is able to see whether his required
gross margin is going to be maintained if he implements the
pricing policies he plans for the budget period. He is able
to. see if his expense ratio is going to change from the trends
to date if his budgeted expenses are met.
In other words the
businessman is able to analyze the business as to what might
occur and he can take corrective action before he has committed funds to the operation. The projected statements allow
the businessman to foresee possible outcomes and redraw his
plans in order to meet his objectives more efficiently.
The other person who uses projected financial statements
extensively is the potential lender or creditor.
When applying for loans, it is very common for the lending institution'
to request that you supply them with projected statements.
The lending institution uses these statements to determine
whether or not the funds they loan are going to be used in a
manner that will ensure they are repaid. Remember that lending institutions are interested in five things:
a.
b.
c.
d.
e.

How much money you need
How you are going to use it
Whether your business will make more money
Whether the lending institution will be repaid
And when will it be repaid.

All these things can be answered through the preparation
of projected statements.

7.

Read and disccis Section 4 of the Readings.

4.

Summary
The statement of financial condition (the Balance Sheet)
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and the income and expense statement (Profit and Loss Statement) are considered basic to an understanding of the financial operations of the business, because they reveal the reIn a sense, the Balance Sheet is a
sults of past activity.
Where are we?
summarization which answers the questions:
What are we worth? The Profit and Loss Statement reveals how
the present state was reached. It shows whether profits were
earned or losses incurred.
It is ci:3tomary in budget procedure to consolidate the
individual budgets in the form of budgeted statements of financial condition and net income (the projected Balance Sheet
and the projected Profit and Loss Statement). These statements represent a preview of where operations will wind up
with respect to assets, liabilities, equity, and profits if
the budgeted plan is followed. At the conclusion of the budgeting period the actual financial results may be analyzed.

Indicator
8.

Hand out part 1 of the Case FAB42. Have the students work through
the case as it is read. Remember the estimates may differ from
person to person.

9.

Hand out Case FAB42, part 2.
explain variances.

10.

Have the students do the case and

Instructor should draw the students' attention to the fact that the
Case FAB42 shows a gross profit of 52.3% which is abnormally high
and would not often be found in business.
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Blue Sky Store
Comparative Profit and Loss Statement
Year Ended December 31, 1970

Sales

_-

1968

1969

1970

65,000

75,000

85,000

100,000

.2,500
35,000

5,500
36;500

6,500
41,500

8,500
46,100

5,500

42,000
6,500

48,000
8,500

54,600
6,850

32,000
33,000

35,500
39,500

39,500
45,500

47,750
52,250

10,000
5,000
4,900
3,400
8,700

13,700
3,900
4,900
4,200
8,800

17,500
3,800
5,000
4,200
9,500

20,000
4,000
5,000
4,600
10,400

32,000

35,500

40,000

44,000

1,000

4,000

5,500

8,250

Projected 1971

Cost of Sales

Opening Inventory
Purchases

37,500'

Closing Inventory

Gross Profit

Expenses
Salaries & Wages
Occupancy
Selling
Delivery
Overhead

Net Operating Profit

1832

Withdrawals

Depreciation
Bad Debts
Other

Overhead:

Occupancy
Selling
Delivery

Operating Expenses:
Salaries

Estimated Disbursements
Mortgages, loans &
interest

Total

Receivable
Increase in Bank
Loan

Collection. Accounts

Estimated Receipts

Beginning

Cash Balance at

1,600
400
400
320

8,500

8,500

Feb

592

592

2nd

3,330
900

900

450
450
450

9,000
2,000
2,250
1,800

4,070

11,000
2,000
2,750
2,200

6,860

.

1,800

7,400

20,000
4,000
5,000
4,000

6,860

110,000

48,000

63,500

104,000
5,000

46,500

1,000

Full
Year

5,000

57,500

1,500

2,294

6,200
800
.1,550
1,240

32,000

32,000

1,000

fear

1st Half 2nd Half

Quarter Year

1,776

960

4,800
1,200
1,200

6,860

31,500

5,000

25,500

1,000

1st
Quarter

592

1,600
400
400
320

9,000

9,000

Mar

No Cash Expenditure
No Cash Expenditure

1,600
400
400
320

6,860

14,000

5,000

8,000

1,000

Jan

Blue Sky Store
Cash Budget
For Year 1971

00

Cash Balance at Close of Period

TOTAL

Purchases: Jan.
3,500
Feb.
3,500
Mar.
3,500
2nd Quarter 13,100
2nd Half
22,500

Accounts Payable Dec 31/70

Sub Total

Term Loan

Repayment of Sho....t

Cash Eudget continued

14,000

7

2,828

11,172

1,000

Jan

8,500

576

3,500

112

4,312

1,000

Feb

9,000

2,924
1,814

4,262

500

Mar

31,500

--

3,500
3,500
1,814

2,940

19,746

2,500

Quarter

.1st

2,400

29,600

1,686
12,880

15,034

2,500

Quarter

2nd

2,400

60,100

3,500
3,500
3,500
12,880

2,940

34,780

5,000

1st Half
Year

7,000

41,000

12,880

19,780

500

2nd Half
Year

7,900

102,100

3,500
3,500
3,500
13,100
21,000

2,940

54,560

5,500

Year

Full
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Blue Sky Store
Profit and Loss Statement
Six Months Ended June 30, 1971

Budget
($)

Actual
Budget

Over (Under)
Budget

Cs)

($)

Sales

54,500

55,000

Cost of Goods Sold
Opening Inventory
Purchases

8,500
26,000

8,500
23,600

2,400

Closing Inventory

34,400
9,000

32,100
7,500

2,400
1,500

25,500
29,000

24,600
30,400

900
(1,400)

ir,000
2,500
2,800
2,100

11,000
2,000
2,750
2,500

500
50
(400)

Depredation

1,000

Bad Debts
Other

(1,000)

4,500

1,000
1,000
4,070

24 320

(420)

Gross Profit

(500)

--

Expenses
Salaries
Occupancy
Selling
Delivery
Overhead:

23,900

Net Operating Profit

._...L

6,080

5,100

.....___
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Blue Sky StoreStatement of Receipts and 1,isbursements
For Six Months Ended June 30, 1971

Actual Favourable
Actual

Cash
Budget

($)

Cash Balance
at Beginning

($)

1,000

1,000

54,500

55,000

2,500

2,500

5,000

5,000

63,000

63,500

,r6,860

6,860

11,000
2,500
2,800

11,000
2,000
2,750

(Unfavourable)
To Budget
($)

Receipts
Co1Te ection in Sales

Accounts Receivable
Reduction
Increase in Bank
Loan

Disbursements
Mortgages, Loans &
Interest
Operating Expense:
Salaries
Occupancy
Selling
Delivery
Depreciation Truck
Other
Overhead
Depreciation
Bad Debts
Other
.

Repayment of Short
Term Loan
Withdrawals
Owner
Sub Total

No Cash Expenditures
2,100
2,200

(500)

--(500)

(500)
(50)

100

No Cash Expenditure.-;

No Cash Expenditures
4,070
4,500

(430)

5,000

5,000

---

600

900

300

35,360

34,780
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Statement of Receipts and Disbursements continued

Accounts Payable
Balance Dec 31/70
Purchases:
1st Quarter
2nd Quarter

2,940

2,940

2,940

10,500
13,100

10,500

10,500
122 880

(380)

25,940

26,320

380

50,300

60,100

(200)

1,700

2,400

(700)

26,540
Total

12,500

Cash at Close of Period
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1.

Variance of $500.00 in net sales. A variance of less than 1%. It
may be caused by specials not selling as well as expected. Perhaps
there is not enough-mark-up on the items sold, or the customers may
be buying the specials at a low mark-up and not buying regular items
at regular mark-up.
Solution:

2.

Variance of $900.00 in cost of goods sold. Purchases were $2,400.00
more than expected and the closing inventory was $1,500.00 more than
expected. This points out that the controls over inventory have to
be more effective. The increase in purchases may be due to price
increases, or a large purchase to take advantage of price.
Solution:

3.

This is likely due to mainten-

Management to decide on further maintenance for the
year; that is, not doing any more.
If necessary, and if
other controls are of no avail, the budget could be adjusted to show this unexpected cost.

It
Variance of $50.00 in selling. This is only a 2% variance.
could be due to in.reased advertising, increase in travel/entertainment.

Solution:

5.

Could be better controls over purchases or a reductio'i
of inventory. Perhaps the. attempt to provide specials
was not a good one in that gross profit was not enough
and it had a determined effect on purchases.

Variance of $500.00 on occupancy.
ance and repairs.
Solution:

4.

Could. b more advertising, more mark -up on the specials
or the regulars, fewer specials.

Watch closely and reduce these expenses during the last
half of the year.

Variance of ($400.00) in delivery. An under variance can be es
serious a problem as an over variance. Perhaps customers are not
happy with deliveries -- causing sales to drop. The information in
the Cash Budget showing $2,100.00 for cash expenditures in delivery
would indicate that the depreciation on the truck has not been recorded. The saving is therefore only $100.00.
Solution:

Find the real cause.
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6.

that
Variance of ($1,000.00) in bad debts. Not really a saving in
half
of
the
written off in the last
the :counts will likely be
year.

7.

lack
Variance of $430.00 in other overhead. Could be caused by a
Again,
it
may
be
an
of control over any of the included expenses.'
uncontrollable expense requiring budget adjustment.
Profit and Loss StateThe comments made about the variances in the
In
addition,
the owner has
ment will carry into the Cash Budget.
withdrawn $300.00 less than he. anticipated.
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SUBJECT

FINANCE, ACCOUNTING, 'bOOKKEEPING

LESSON FAB42

PROJECTED FINANCIAL STATH4ENTS

CASE FAB42

1

JOHN SMALL

John Small had been crerating Blue Sky Store for the past five
ss and he knew enoreasonablugh
Because John was interested in his
s
y
was
to make himself familiar with bookkeeping, hibusinebusiness
successful.
years.

John's knowledge about records was gained through experience and
by using an accountant to help him with his books. Over the-years, he
began to use records to control:

cash
accounts receivable
accounts payable
payroll
inventory .

Early in 1971, Mike Jack, John's accountant, approached him.
"John, I've brought our completed Profit and Loss Statement and Balance Sheet. We've been making these up for a few years now and your
records are in good shape.
I think it's time you began to plan a
.a little more and prepare a budget."
"A budget!

What fox?" was John's startled reply.

"Well," Mike replied, "Let's look at it. A budget is a plan.
Yoor objective is to make a profit, isn't it?"
"Yes."
"Well, the best way to reach your obj ective is to plan the route
you'll take. You'll plan all aspects of the business, like the location, the staff you'll need, etc. The financial plan is called a
budget."

(V6/
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"I've always believed in planning," said John, "but how will a
budget help me make a profit?"
"Besides the planning aspect, the budget can help you control the
operations. For example, the accounts receivable could be brought up
to date.
In your budget you could plan how this would be done. Then
during the year you can keep an eye on &em, and by comparing the
actual-with the budget you'll see if you are going to reach your objective."
"Would this also help cut down inventories?"
some enthusiasm."

John began to show

"We could put'that into the plan and it should help you."
"Well, it seems to make sense.

How do I go aboui: it?"

"I'll be back next week to talk about it.
Smith right now." was Mike's reply.

I'have to see Harry

When Mike returned he brought the Profit and Loss Statements for
1968, 1969 and 1970, and the Balance Sheet as at December 31, 1970.
John and Mike began work on the budget.
(The enclosed statement
and Work Sheet is the information Mike provided. Use the blank column
to work along with John and Mike).
Lta following are the questions and answers in John and Mike's conversation.
"What about your sales?

Do you intend expanding next year?"

"Well, in 1970 the gross was $85,000.00.
I can see an increase
here.
I intend to try to have more cash sales but at a lower markup
on some items.
I'd say about $100,000.00 but the per cent of gross

profit would be slightly less." was John's reply.
"Now, on cost of sales, we know your opening inventory is $8,500.00.
You said something about wanting to reduce it?"
"Yes, I think I could and should reduce my inventory to .-bout
$6,850.00."

"We know your opening and closing inventory. Now we can calculate
pirchases from that and what you said about gross profit. IL we say
v'xiut 52.3% for gross profit we'll have:

Amount taken from Inventory
Purthases
Total. (47.7% of Sales of $100,000.00)
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$ 1,650.00
46,100.00
$47,750.00
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Mike said, "The next section we have to deal with is expe nses.
What about the salaries and wages?"
"If I intend increasing sales, I'll need some more help.
I think
an increase of $2,500.00 would be enough if I had to hire one more person.
In maintenance and repair I can expect a small increase if there's
going to be more business in the store, maybe another $200.00 .11
"What about selling expenses?

Will they increase?" Mike asked.

"I think I'll maintain what I have. The increase in sales will
depend on specials rather than advertising."
"Delivery inclut:as truck maintenance, express and wrapping.
they increase?"

Will

"I'll really save here
I.:made a special deal on deliveiy -- a
year's contract at a saving of $200.00 over last year."

"Good, but we'll have to put something down for the depreciation
of the true( you bought last year."
"Oh yeah.
asked John.

That'll be 30% of $2,000.00.

That's $600.00 isn't it?"

"Yes, $600.00 is right. Now let's look atthe other expenses.
What's going to happen here?"

"The office supplies and postage may increase some -- let's say
$200.00. The new rates for telephone came to about an additional
$150.00 for the year.
I increased my insurance, and the premium went
up by $200.00. There'll be another $50.00 for unemployment insurance

and Canada Pension, etc."
"What else is in that section?" asked Mike.

"Well, there's taxes, and the council just set a new rate;"
"Yes, I figured another $200.00 for that. Then there's association
fees, subscriptions, donations, interest on loans, depreciation, bad
debts and miscellaneous."

"I don't think any of these will change, they always seem to stay
pretty much the same, except interest."
"You made up a schedule at the end of the year.

Mortgage
Truck Loan
Bank Loan

$5,500.00
$1,500.00

6%
6%
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$

330.00
90.00
580.00
1,000.00

Here it is:
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"It'll be about the same as last year.
to $100.00. We'd better allow for it.""That's that section.

Miscellaneous might go up

We end up with a fairly nice profit."

"Good.
That's the way I like it.' Is that all? Are we finished
already?" asked John.

What else should we be

"That just covers the profit and loss.
looking at?"

"You've pounded it into my head that there's no relation between
profit and loss and cash on hand, so I suppose it's something to do
with cash."
'Right You ar..!
We need a Cash Budget. This is going to be important because of the heavy cash payouts early in the year. First of
all, we have to know how much cash you're going to -ollect."

"I'm going to make a real effort to reduce over 30 day old acRight now there are 115% of those over 30 days. I have plans
of dropping that in steps, to 108% in February, 92% in March, /7% for
the end of June and about 54% at the end of the year.
Here I've made
a schedule of them."
counts.

January

Under 30 days old
Over 30 days old

March

February

$6,500.00
7,500.00

$6,500.00
7,000.00

$6,500.00
6,000.00

($115%)

($108%)

(92%)

2nd Quarter
$6,500.00
5,000.00

2nd Half
$6,500.00
3,500.00

(77%)

"Good, this along with your sales' will give us your cash collections.
Your sales are higher different parts of the year, aren't they?"

"Yes, about 55% are in the first half year
first three months. That's $24,000.00 for the
$8,000.00 per month, $31,000.00 in t.:-e second
in the last.,half. That means cash collections

January

March

February

2nd Quarter

2nd Half

4

$8,000.00

500.00
$8,000.00

$1,000.00 $ 1,000.00 $ 1,500.00
$8,000.00 $31,000.00 $45,000.00

$8,000.00

$8,500.00

$9,000.00 $32,000.00 $46,500.00

Accounts Receivable
Sales

and about 24% in the
first quarter or
quarter and $45,000.00
of:

"Any money available from the bank?"

.

It's based on 60% of acI'm still well within my credit.
"Yes.
acounts receivable and 50% of inventory. I borrowed $5,000.00 in
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January.
The total now is $6,500.00 including the amount outstanding
at the end of the year.
I have to pay it back in payments of $500.00
when I can.

"Let's see how this works out.
more."

You may not have to borrow any

The following is the information. John gave Mike on cash iisbursements:

Mortgage and Loans with Interest

due January 1

Salaries and Wages

varies - 20% of Sales

Occupancy

utilities, maintenance and repairs

$150.00 per raonth

January $250.00
February $250.00
March $250.00
2nd Quarter $350.00
2nd Half $1,100.00

Selling

varies

5% of Sales

Delivery

Depreciation ($600.00)
for year
No cash outlay
Balance varies 4% of Sales

Other disbursements

Depreciation ($2,000.00) for
year
No cash outlay
Bad Debts ($1,000.00) for year
No cash outlay
Balance varies 7.40 of Sales

Withdrawals.J. Small

$150.00/month when the business
has cash available

Based'on this information and the projected Profit and Loss
Statement, prepare a Cash Budget for 1972.
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Blue Sky Store
Comparative Profit and Loss Statement
Year Ended December 31, 1970

1968

1969

1970
$

Sales

Cost of Sales
Opening Inventory
Purchases

Closing Inventory

Gross Profit

65,000.00

75,000.00

85,000.00

2,500.00
35,000.00
37,500.00
5,300.00

5,500.00
36,500.00
42,000.00
6,500.00

TZTODITTIT

357571.70-

6,500.00
41,500.00
48,000.00
8,500.00
39,500.00

33,000.00

39,500.00

45,500.00

10,000.00
5,000.00
4,900.00
3,400.00
8,700.00
32,000.00

13,700.00
3,900.00
4,900.00
4,200.00
_8,800.00
35,500.00

17,500.00
3,800.00
5,000.00
4,200.00
9,500.00
40,000.00

1,000.00

4 000.00

5,500.00

Expenses
Salaries
Occupancy
Selling
Delivery
Overhead

Wages

Net Operating Profit
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Blue Sky Store
Balance Sheet
as at December 31, 1970

($)

($)

Assets
Current Assets

Cash
Accounts Receivable
Inventory

.

1,000.00
14,000.00
8 500 00

23,500.00

Fixed Assets
Building
Equipment (Fixtures & Truck)

12,000.00

5000.00
17,000.6D
6,000.00

less: Accumulated Depreciation
Total Assets

11,000.00
34,500.00

Liabilities & Owner's Worth
Current Liabilities
Accounts Payable
Bank Loan
Payments due in one year.
Interest Payable

2,240.00
1,500.00
6,000.00
860.00

11,300.00

5,500.00
1,500.00
2 , 500 00

9,500.00

Long-Term Liabilities
Mortgages and Loans
Loan for new truck

Ikan, Mrs M. Kennedy
Total Liabilities

20,800.00

Owner's gorth
Capital at beginning of year
Add: Profit for year
Less:

9,400.00
5,500.00
14,900.00
1,200.00

Owner's withdrawals

Total Liabilities & Owner's Worth

13,700.00
34,500.00
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January

First

February. March Quarter

$ 3,500.00
3,500.00
3,500.00
13,100.00
22,500.00

Cash Balance at close of period

Total

Sec. Half

Match
Sec. Quarter

Purchases - January
February

Accounts Payable Dec. 31/70

Sub Total

Repayment of short-term
bank loans

Withdrawals
John Small

(continued)

Cash Budget
For the year 1971

Second

First

Second

Quarter Half Year Half Year

Full
Year

CID

00

1-1

Bad Debts Wite Off
Other

Mortgages, loans & interest
Operating Expenses
Salaries & Wages
Occupancy
Selling
Delivery:
Depreciation on truck
Other
Overhead:
Depreciation

Estimated disbursements

Total

Collections on accounts
receivable
Increase in bank loan

Estimated receipts

Cash balance at beginning,

January

February

Second
First

Second

Full

March Quarter Quarter Half Year Half Year Year

First

Cash Budget
For the Year 1971

SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB42

PROJECTED FINANCIAL STATEMENTS

CASE FAB42

2

JOHN SMALL .PART 2

In July of 1971, John prepared a statement for the first six
Attached is a copy of what actually happened duringmonths
t
period.
of of operation.

Compare the budgeted figures with the actual figures and determine
the amount of variance.
Discuss the variances, suggesting how these could occur, what can
be done to correct the situation, and what effect they might have on
the plan for the rest of the year.

A'S
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Blue Sky Store
Profit and Loss Statement
Six Months. Ended June 30, 1971

Actual

Budget

Over( Under)

Budget
Sales

$54,500,00

Cost of Sales

Opening Inventory
Purchases

8,500.00
26,000.00

Closing Inventory

$34,500.00
9,000.00
$25,500.00

Gross Profit

29,000.00

Expenses
Salaries and Wages

11,000.00

Occupancy

2,500.00

Selling

2,800.00

Delivery

2,100.00'

Overhead
Depreciation
Bad Debts (Written Off)
Other overhead

1,000.00
4 L500 00
$23,900.00

Net Operating Profit

$ 5,100.00
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Blue Sky Store
Statement bf Receipts and Disbursements
For Six Months Ended June 30, 1971

Cash
Actual
$

Cash Balance at Beginning of Period

1,000.00

Receipts:

Collection of Sales
Accounts Receivable Reduction
Increase in Bank Loan

54,500.00
5,000.00

63,000.00
Disbursements:

Mortgages, Loans & Interest
Operating Expenses
Salaries & Wages
Occupancy
Selling
Delivery
Depreciation on Truck
Other
Overhead
Depreciation
Bad Debts Written Off
Other
Withdrawals
Owner
Income Tax
Repayment of Short-Term Loans

6,860.00

11,000.00
2,500.00
2,800.00

No Cash
2,100.00

No Cash
No Cash
4,500.00
600.00
900.00
5,000.00

Accounts Payable:
Balance December 31, 1970 2,940.00
Purchases 1st Quarter
10,500.00
2nd Quarter
13,100.00

2,940.00
10,500.00
12,500.00

26,540.00

25,940.00

TOTAL

62,200.00

Cash at Close of Period

800.00
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Budget

Actual Favourable
(Unfavnurable)
to Budget
($)

SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSON FAB43

FINANCING THE BUSINESS,

INSTRUCTOR'S GUIDE

OVERVIEW
In lesson FAB12, "Sources of Funds for Starting a Business", various sources of financing were discussed, and various institutions that
a potential buSinessman could approadh in order to obtain starting funds
were outlined. The students were shown the requirements and regulations
under which various institutions operate. This lesson is a brief review
of the sources outlined in FAB12.
The students look at ways of using
sources of finance to start a business, the information which is required on a typical credit application.

OBJECTIVE

The students will discuss the details of various sources of financing that are available to help start a business, and will state the
information which must be included on an application for a loan or grant.

RESOURCES REQUIRED
1.

See resources suggested for Lesson FAB12.

2.

Contact banks and credit unions for information regarding financing
of business:
short term and longterm.
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3.

Resource persons if available, such as a bank or credit union manager, or a government representative.

4.

Application forms from various lending agencies, such as the banks
or the departments of Indian Affairs and Northern Development, and
of Regional Economic Expansion.

METHODOLOGY
1.

Hand out the Readings and read the Purpose and Introduction.

PURPOSE

Ea this lesson you will discuss the various sources of financing you might use if you need funds to operate your business
and the various kinds of security that might be requested for the
financing.

After discussing the sources of financing and the kinds of
security required, you will be Shown how to prepare a Credit Application.

MITRODUCTION
if you have saved enough money, or if you are able to rent .or
lease buildings and equipment so that your cash outlay is small,
you might be able to finance a small business yourself. There is
more personal freedom when you can finance your own business; however, there are situations when it is necessary to borrow money.
There are a number of places that lend people money, and it is important that you know something about each of them so that you can
choose the one that best meets aur particular needs.

Many businesses clo not succeed in obtaining all their required
funds in the form of equity capital. Since many people are unwilling to share control and future profits with partners or shareholders, they must borrow additional funds.

It is useful to think of the Canadian Business Credit Market
as being made up oftwo divisions; one concerned with medium and
long-term credit of more than one year, and the other with,shortterm credit of one year or less.
These two' divisions differ in
credit appraisal methods and standards. When lending on a medium
or long-term basis, credit institutions tend to place greater emphasis on the earning power of your business, and your ability to
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In lending on a short-term basis, greater relirepay the debt.
ance is placed on the Balance Sheet of your business in order to
determine whether liquidation of current assets would produce
sufficient finds to repay the debt.
Ihhen yod apply for a business loan or a business grant, you
will be required to fill out a credit application.
The more you
can. tell the lending agency about your operations or expected operations, the better they -Lai judge whether or not to give you the
loan or grant.
Remember, many .tithes you will not be able to appear in person
before the per.;on or persons who will make the final decision on
whether you s=ec the loan or not.
Therefore, it is very important
that your crEdit application contains the answers to questions they
might ask.

OBJECTIVE:

THE STUDENTS WILL DISCUSS THE DETAILS OF VARIOUS SOURCES OF
FINANCING THAT. ARE AVAILABLE TOHELP START A BUSINESS, AND
WILL STATE THE INFORMATION WHICH MUST BE INCLUDED ON AN
APPLICATION FOR A LOAN OR GRANT.

Stimulus
2.

"How. many of you know how
mou.c.ly you are going to need
to start a business, and whem you are going to borrow that limey?"

Ask:

Clarify Problem
3.

Ask the students to think of all the different sources of money that
are available to start a business. Ask one of. the students to list
these sources on the flip chart.

Provide Information
4.

Read Sections 1 to 9 of the Readings. After covering each of the..
credit sources listed, allow some time for questions and discussion.
Refer to FAB12 Readings for more detail on each source.
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CCNIENT

1.

Short-Term Loan Capital

The current or 'working' assets of your business should
be considered in terms of:
a.
b.

normal or usual requirenents
peak or seasonal requireirents.

The normal asset requirenents of a business should be
financed by capital from relatively permanent sources such as

your own investment or long-term b orrowing.

As a minimum,

the amount available from these sources should be sufficient
to maintain your operations until you can establish credit
arrangements or generate snoun sales receipts. Howevr
working asset requirements vary a great deal during the year,
depending on the seasonal pattern of the business, price
changes, etc. Since the need for large amounts of cash is
temporary, it should be financed on u short-term basis. It
is called short-term because the time between getting the loan
and repayment of the loan is generally less than a year.
The short-term credit needs of your business may be satisfied by one of the following:
a.
b.
c.
d.

2.

a commercial bank or credit union

the mercantile or 'trade' creditor

a factoring company
non-banking agencies such as sales finance, commercial
finance and small loan companies.

Comercial Banks and Credit Inions

The amount of credit available from a hank is related to

the size of the 'cushion of risk capital' invested in the business by you, the owner. If a bank is to risk its finds by
providing a loan, it insists that you must risk your funds in
adequate proportion. As a general rule, in order to borrow
working capital from a bank you must provide a proportionate
an not of risk capital. The bank's decision to extend credit
is closely related to this rule.
A bank is interested in:
a.
b.

c.

how mu^h money you need

hod you are going to use it

whether your business will make more money
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d.

whether the bank will be repaid
when it will be repaid.

In order to answer these questions and increase the
Chances of getting the loan, you can use the budget you prepared for your business. If you can approach the institution
you wish to borrow money from with a well-prepared budget
showing how much you need, when you need the money and how
you plan to repay it, you improve your chances of getting
the money you need.
it is a function of chartered banks to mak,?, loans to
borrowers who can use the money profitably it legitimate enterprises, with reasonable prospects of repayment under normal conditions.
Bank loans are granted for working capital
purposes, and provision is made for repayment cf the loan
from the ordinary operations of your business, Usually you
provide security for bank loans unless your financial position is really strong and your business is well encAlgh established to warrant unsecured credit.

Under the terms of the Bank Act, banks may provide loans
to manufacturers, wholesalers, shippers, dealers, ,,tockraisers, farmers, fishermen, etc. Below are some forms of
collateral which may be accepted as security.
a.

b.
c.
d.

3.

items which are manufactured, purchased, raised or grown
equipment used in manufacturing or processing
drilling rights
assignments of accounts receivable.

Trade Credit
Practically all small businesses make regular use of the
mercantile credit extended by suppliers; that is the value of
the goods received is 'borrowed' by the business until the
invoice is paid, except in cases where cash is paid 'with order' or 'on delivery'. Such amounts are borrowed solely on
the security of the normal terms of payment in the particular
trade and on your business's reputation. Usually your creditor neither requires nor expects any security for the amount
you owe him. However, most of your suppliers will check your
credit rating before your order is accepted. If you meet your
credit obligations regularly, you should have no trouble getting financing through mercantile credit.
Credit extended by suppliers is very important to the beginning businessman.
the small firm's
In fact, trade credit
most widely used source of short-term funds.
The fact that
trade credit is used to finance inventories indicates that it
is usually short-term financing, that is, for 30, 60 or 90 days.
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The most common type or form of trade credit is the openbook account.. If the small businessman secures open-book
credit, he simply places his order via the telephone or
through the use of a purchase order, and once the order has
seen approved, the supplier ships the goods and enters the
small businessman's debt an his boobs. When the goods and
the invoice are received by the small busines,:Aaa, he enters
the amount shown on his Accounts Payable 1,.;dger,

The amount of trade credit that will be available to the
small businessman will depend on his type of business and the
supplier's confidence in the arm. It is a fact, however,
that suppliers tend to p1
greater confidence in a new business, and extend credi`. more freely than comaercial banks.
This is probably 0:11.).:: to the suppliers' interest in developing

new customers. tankers also are usually much more complete
in their an21-sis of the financial conditions of any new
customers.
Although a supplier Loually checks the general
credit rating of the purchaser, he extends credit without requiivag detailed financial statements. The supplier also
-vends to be somewhat less exacting than a banker or other
lender in requiring rigid adherenCe to credit terms.

In considering the use of trade credit, you should pay
strict attention to the costs involved. The most. critical
cost involved is failure to take an offered cash discount.
If a cash discount is missed, trade credit is probably
The
the most expensive form of credit that you will use.
following example will illustrate the cost of trade credit.
Assume that credit tarns are 2/10, net 30.
In such a cz.Je if
you fail to pay by the 10th day, you must pay the full ,:mount
by the 30th day.
Thus bussing a discount means that you are
going to use the supplier's funds for an additional 20 days
and also lose a discount of 2 per cent of the face value of
the invoice.
In other words, you are paying 2 per cent to
use the supplier's finds for an extra 20 days. In terms of
an annual cost, there are 18, 20 -day periods in a year, hence
the annual interest cost of trade credit in this case is 18
times 2 per cent, or approximately 36 per cent. (The cost of
trade credit is converted to an annual rate basis.)
It is
clear from this example that you should take advantage of any
trade discounts you are offered.
Pay your accounts payable
within the discount period.

4.

Factoring Companies

Factoring companies are businesses which specialize in
buying the accounts receivable of their clients.
The client
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relies on the factor's advice as to what trade credit he
should extend to. his customer and transfers the account receivable to the factor.
The factor, therefore, assumes the
full credit risk and absorbs all credit losses and collection
expenses in connection with the receivables he has purchased.
This type of financing is not usually used by a small
businessman, but if you are aware of its presence you might
be able at some time to make use of it as a form of shortterm financing.
Factoring companies discount the receivables and also
charge a commission for collecting the receivables.
The comission is the factor's pay for assuming full credit risks
on the receivables purchased, as well as for undertaking the
collection work and absorbing all the expenses connected with
the collection.

5.

Sales Finance Companies

Finance companies are best known for their role in the
retail or consumer credit field, but many of them offer services to the businessman in the area of purchasing and financing for machinery and equipment. The sales finance companies only require that the equipment they finance be revenue producing, and that an assessment of the credit risk indicates your ability to pay for the equipment out of the revenue generated by its use.

6.

Commercial Finance Companies
Commercial financing .is similar to sales financing.
Commercial financing companies will normally lend money secured by assignment of accounts or notes receivable in, much
They will
the same way as banks and small loan companies do.
also make loans secured by warehouse receipts.
Like factors,
commercial financing companies usually limit their loans to
manufacturer's or wholesaler's receivables. However, they
differ from factors in that they do not buy receivables, and
they do not assume any credit risk. Usually they. do not provide collection service or management advice.

7.

The Small Businesses Loans Act
The Small Businesses Loans Act was brought iato force by
This
proclamation and became effective on January 19, 1961.
legislation permits loans to be made by the chartered banks
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under a federal government guarantee to assist small business
enterprises engaged in manufacturing, wholesale trade, retail
trade and most service businesses in the improvement and
modernization of equipment and premises.

A small business enterprise, as defined by the Act, is
one whose estimated gross annual revenue for the fiscal year
in which the application for a loan was made did not exceed
$250,000.00. The maximum loan is $25,000.00 or an amount
equal to the principal outstanding for any other loans of
that business. The bank may, after taking into account the
amount borrowed and other important facts, allow up to ten
years for the repayment of the loan.
By talking with your banker, you will be able to find
out if you can obtain funds under this Act.

8'.

Indian Loan Fund

The Indian Loan Fund will make money available to treaty
Indians for the purpose of establishing businesses in
manufacturing, farming, retailing and tourism. Large loans
are availablelif the business is well planned and has
potential. -FOr further information contact your local
Indian Affairs office.
Advantages Over Other Leading Institutions

9.

a.

The Indian Loan Fund will provide money to start your
business when other credit sources cannot, or are not
available to you.

b.

The interest rates charged are lower than common sources
of credit.

c.

The repayment period can be up to a maximum of 20 years.

The Industrial Development Bank
Industrial Development Bank, a subsidiary of the Bank of
Canada, was established by the federal government in.1944.
Its purpose is to provide medium and long-term loans to
industrial enterprises who cannot obtain loans on reasonable
terms and conditions elsewhere. Regional offices are
located in each province.

Most types of businesses (manufacturing, wholesale or
retail trade, tourism, construction, professional services,
and transportation) are eligible for Industrial Development
Bank loans. The business may be a new one or an existing one;
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however, particular attention is paid to small business. The
loans are normally for a period of 7 to 10 years but can be
repaid at any tine.
The usual purposes of Industrial Development Bank loans
are to finance the purchase of fixed assets such as land,
buildings, machinery, and equipment, and to finance the establishment of new businesses.
Advantage.

Not as much security is required to obtain a loan from the
Industrial Development Bank compared to most lending institutions.

Disadvantage
trial evelopnent Bank seldom extends their terms beyond
10 years.

5.

Read and discuss Section 10 of the Readings.

10.

Using Sources of Finance tb Start Your Business
a.

Planning for Loans
Careful planning is essential. This starts with an,
understanding of me's current situation. That is, you
should evaluate your own resources
your property,
The
savings, ambition, management ability and so on.
long range credit needs of both your business and the
family must always be kept in mind.

b.

Bud Let in R

tuageting is a very useful tool in, planning for a loan
to start your business, A budget is simply a projec,tion
of the expected receipts, expenses and net income when
you start a business. Such budgets require total costs
and income estimates.
c.

Determining the Size of Loan That Can be Carried
very-hard to determine tae size of loan that can
be safely carried
mainly because it depends on many
factors which vary according to the individual's circumstances.

Iris

Repayment capacity is the most important factor to keep
in mind. You can estimate your repayment capacity by
looking at the projected estimates (budget) of your
yearly receipts, expenses, net income and living expenses.
For example:
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Estimated receipts
less expenses
Net income
Less living expenses
Replacement allowance
Debt paynent capacity
(yearly paynent)

$26,00Q.00
19,400,00
$ 6 ,600 ,00

$3,600.00
1,500.00

5,100.00
$ 1,500.00

Given an interest rate of 7% and a desired repayment
period of 10 years, how large a loan can you borrow?
To determine the factor to use, you refer to the table
below.
(1)

Find the interest rate on the left hand side of
the table (in example, 7%).

(2)

Find the desired repayment period expressed in years
along the top of the table (in example, 10 years).

(3)

Look down the year column until you are at the number opposite the interest rate you are working with.
This will be the factor to use (in example, 7.02).

4%
5%

$4.45

7%

4.33
4.21
4.10

8%

4.00

6%

$8.11
7.72
7.36
7.02
6.71

$11.12
10 . 38

9.7
9
8

Debit limit = $1,500.00 x 7.02 = $10,502.00
You can borrow a loan for $10,502.00.
Use Table 1 aid the foregoing sample budget to calculate
the following:
Situation 1
veiMn interest rate of 5% and a desired repayment
period of 25 years, how large a loan cm you borrow?
Situation 2
Given an interest rate 01 6% and a desired repayment period of 30 years how 1a7 ge a loan can. you borrow?
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Repayment Period (years)

Interest
Rate
40
5%
6%
7%
8%

5

$4.45
4.33
4.21
4.10
4.00

10

15

20

25

30

35

40

$8.11
7.72
7.36
7.02
6.71

$11.12
10.38
9.71
9.11
8.56

$13.59
12.46
11.47
10.59
9.82

$15.62
14.09
12.78
11.65
10.67

$17.29
15.37
13.76
12.41
11.33

$18.66
16.37
14.50
12.95
11.65

$19.80
17.16
15.05
13.33
11.92

Table 1

Debt Limits per $1 annual Payment

This table can he used to determine how large.an
amortized (amortize means extinguish a debt, usually by
a sinking fund)
loan can be taken out. However, it is
necessary to know the amount of the annual payment as
well as the interest rate and the desired length of tilt::
repayment period. All that is needed is to find the

right interest rate, the repayment period (years) and
multiply the corresponding figure by the number of
dollars of each yearly payment.
In general, the greater the amount of income that is
available for repayment and the longer the time period
allowed for paying back the loan, the larger is the size
of the loan that can be carried safely. Other factors
which must also be considered include:
(1)
(2)
(3)
(4)
(5)

the profitability of the business
your age and health
the amount of capital already owned
the general outlook for the future (sales forecasts)
the amount of credit a lending agency is willing to
loan.

d.

Length of the Repayment Period (tera.,1
The kind of loan and repayment capacity should determine
the length of the repayment period. If repayment
capacity is very good, a loan can be paid back quickly
and interest charges saved. However, it is not always
advahtageous to repay a loan as quickly as possible.

Long-term loans, such as land and buildings, normally
are paid for over a fairly long period (15-20 years).
Shorter-term L.ans require less time, and should be paid
for before the purpose of the loan no longer exists. Fo
example, machinery must be paid for before it wears out.
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In general, the repayment period should be related to
the expected lifetime of Whatever the loan is borrowed
for.
It could also corresuond to the time required to
earn enough income to pay forahe loan, providing this
is consistent with your business's long -term credit needs.

6.

Hand out pamphlets and other information on financing to students.
Discuss this material with the students. Bring the resource people (if available) to discuss the details of various sources of
financing.
The instructor should point out that when the students are ready to
go into business, they will be able to get up-to-date information
and assistance in getting a loan from the sources of credit they
investigate.

7.

Ask the students:
"How does one get and maintain a good credit
rating?" Ask the students to think of answers to the above question
and have one of the students list the suggested *answers on the flip
chart.

8.

Read and discuss Section 11 of the Readings.

11.

Establishing and Maintaining A Good Credit Policy
When 'shopping' for short-term financing, the businessman
should explore all possible sources. The use of an Operating
Budget will give you time to find the best source for financing, it will tell you how much you are going to need, and it
will tell you how you are going to repay the financing. You
help yourself and your creditors by being prepared.
a.

Personal Reputation
The most important asset you have is your personal repuIf you have a reputation as a man of your
tation.
word , suppliers and banks will be interested in doing
business with you.
If you have a reputation for not
paying your debts, then your chances of establishing a
good credit rating are low. Not even a stack of good
looking financial statements will impress your suppliers
or the bank managers.

b.

Ability to Pay
Not only must you have a good personal reputation, but
you must also convince your creditor that you know what
you are doing, and that you are running a good business.
Suppliers and banks want to do business with you, but
they also want to be assured that you will be able to
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repay them.
If you are in a poor financial position and
.need credit, it help to know why you are in that position and how you can get out of it. Again the importance of planning and preparing budgets will help you.
The budgets will show you why you are in that financial
position, how much money you need, and how you are going
to repay your creditor.
By showing on paper an ability
to repay a creditor, you increase your chances of getting credit.

"What information would be needed by a lending agency from
anyone applying for a loan?" List answers on the flip chart.

9.

Ask:

10.

Read Section 12 of the Readings.
listed in point 9.

12.

Relate Readings to the answers

Applying for a than or. Grant

Every organization that lends money has its OMR application forms. The forms usually ask the same kind of questions although the wording may be different.
If you understand why the questions are asked, it will be easier for you
to provide the correct and/or useful answer.
You may be applying for operating capital or long -term
The institution you apcapital for purchasing fixed assets.
proach to get the loan will depend an who you are, where you
are and for what you want the loan. Earlier in the course
you discussed where you could borrow money, for what purpose
and the special funds available. Each of these 'institutions
will haVe application forms they require you to complete.
They might also require you to submit a written proposal containing projected financial statements showing how you will
use the money and how you will be able to repay the loan.

In the case of a grant you will not have to repay the
motley, but you will still be required to complete an appliYou will also likely be asked to eve the incation form.
stitution a written proposal showing how the grant will help
your business aad community.
The following are the type of questions you might be
asked on an application form:
a.
b.

Occupation
Education
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c.
d.

e.
f.

g.

h.
i.
j.

k.
1.
m.

n.
o.
p.
q.
r.

s.
t.
u.

v.

w.
x.
y.

dependents
Marital Status
age
Source and amount of income
Employment record for the past five years
Life '.assurance policy plan, pension plan
Savings
Personal living expenses per month
paynents
amounts
age
List of debts
Where banking is done
.encumbrances
List of assets
References
Type of ownership
Any government grants
Co-maker
guarantor
Amount of loan required
For what will loan be used
Mien will money from the loan be used
Source of funds for repayment
Security available
Real estate particulars (description, location, name in
which title appears, year purchased, encumbrances, purdue date, taxes)
chase price, fire insurance, mortgage
when
amount
Repayment plan
The past performaace" of the business
Future expectations of the business
Location of the business.

When you borrow money you are using someone else's savThe institution lending the money wants to
ings or earnings.
make sure you can and will repay the money. Your personal record and the record of the business will have a lot to do with
the final decision on your application. The way you are able
to answer a loan manager's questions is as important in getting your loan approved as having good security. A budget
and good records will be a great help to you when you apply
If you are just starting a business
for the loan or grant.
and therefore do not have any past records, the operating bud:get and projected financial statements will be extremely important.

11.

Read and discuss Section 13 of the Readings.

13.

Assessment of Loan. Application
In order for you to see what is involved in a loan appl:.cation, an example of a summary of a loan application is presented below. A Statement of Projected Cash Flow and a
Schedule of Loan Repayment are also included.
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Summary of Loan Application

Applicant
Joseph Walker
Purpose

He wants to purchase anew school bus and new car to transport
children from Middle Narrows to School in Mabou.
Amount of Loan
New 48 passenger bus

$ 8,196.00
4,006.00
$12,202.00

New sean
Evaluation of Bus Operation

The projected statement of cash flow was prepared from the
following information:
a.

Revenue

rcgitt amount for the 1972

1973 year with a 6% increase
projected for each of- the years 19 73 and 1974.
b.

Gas

6 miles per gallon or $.09 per mile.
Sedan - 12 miles per gallon-or $.045 per mile.

11-17-Cs

c.

Interest
7 1/4% on a declining balance for a loan in the amount of
$12,202.00 repayable over a thirty-six month period with ten
monthly instalments per year, coinciding with the school term.

d.

Normal Maintenance
gaiii&TEU65TET3F$.21 per mile projected evenly over the three
year period.

e.

Wages
drivers
rivers at a cost of $100.00 per week.

The net cash available after loan, repayments should be sufficient
to maintain the applicant's hcnsehold.
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Evaluation of the Applicant
Mari.:al Status

married

Depenients

4

Experimce

Unemployed for several months and received
welfare assistance. Lacks business experience.

Potential

Professional guidance is available through
Provincial and Federal agencies. The cash
flow from the operation should provide sufficient income to maintain the applicant's
household.

Coaciusian

Based on the foregoing information and the Statement of Projected Cash Flow, it is recommended that the loan application be
considered, subject to:
a.

Satisfactory assessment of applicant's ability to manage his
operation successfully, supplemented with professional advice
as required;

b.

Maintenance of adequate accounting records to provide monthly
information to the lending agency;

c.

Mortgage security on vehicles being acquired and any additional
security considered necessary.

Joseph Walker
_Schedule of Loan Repayment

Loan Principal
Interest Rate
Term

$12,202.00
7 1/4%
36 months commencing September 1, 1972

1972

Principal Repayment
Interest

1973

$3,777.00
753.00

1870

$4,059.00
471.00

1974
$4,366.00
168.00

TOTAL
$12,202.00
,1,392.00

.
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Schedule of Repayment (10 monthly payments)
Interest
$

1972

87.46
84.82
82.16
79.48
76.78
74.06
71.31
68.55
65.77
62.97

$ 753.36

365.59
368.23
370.89
373.57
376.27
378.99
381.74
384.50
387.28
390.08

$3,777.14

392.90
395,74
398.60
401.48
404.39

$

Principal

453.05
453.05
453.05
453.05
453.05
453.05
453.05
453.05
453.05
453.05

$11,836.41
11,468.18
11,097.29
10,723.72
10,347.45
9,968.46
9,586.72
9,202.22
8,814.94
8,424.86

$4,530.00

407.31
410.36
413.22
416.21
419.22

$ 471.17

$4,059.33

$4,530.50

30.80
27.74
24.66
21.57

5.73
2.50

422.25
425.31
428.39
431.48
434.60
437.75
440.91
444.10
447.32
453.42

$ 167.84

$4,365.53

$4,530.50

1,392.37

12 202.00

13,594.37

1973

$

NOTE:

$

Payment

453.05
453.05
453.05
453.05
453.05
453.05
453.05
453.05
453.05
453.05

$

1974

60.15
57.31
54.45
51.57
48.66
45.74
42.79
39.83
36.84
33.83

Principal

18.45
15.30
12.14
8.95

$

$

$

453.05
453.05
453.05
453.05
453.05
453.05
453.05
453.05
453.05
453.05

$ 3,031.96
7,636.22
7,237.62
6,836.14
6,431.75
6,024.44
5,614.18
5,200.96
4,784.75
4,365.53

$ 3,943.28
3,517.97
3,089.58
2,658.10
2,223.50
1,785.75
1,344.84
900.00
453.42

NIL

The follaeing statements refer to Joe Walker's State7
ment of Projected Cash Flow and the Schedule of Loan
Repayments.
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$ 5,659.00

$ 4,218.00

Cash flow available for Personal Use

4,843.00

$10,025.00
4,366.00

$ 8,902.00
4,059.00
$ 7,995.00
3,777.00

Cash flow before repayment of loan
Loan repayment

$

$ 5,465.00
$ 5,718.00

535.00
168.00
662.00
150.00
100.00

$ E_799.00

535.00
471.00
662.00
150.00
50.00

$14,620.00

$13,794.00

535.00
753.00
511.00
150.00

$15,490.00

1,530.P

3,850.00

7,010.00

$ 3,200.00
10,670.00
1,620.00

$ 3,020.00
10.070.00

1974

$ 2,850.00
9,500.00
1,444.00

1973

3,850.00

3,390/,',0

3,200.00

420.00

1972

3,850.00

Repairs
Wages & Employee Benefits

Interest
Licences & Insurance
Normal Maintenance

Gas

Expenses

Middle Narrows School
Middle Narrows High School
Mabou Technical

Rewnte

Yearly
Mileage

Bus Operation

Joseph Walker
Statement of Projected Cash Flow
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Indicator
12.

Group discussion.

Read Section 14 of the Readings to summarize this lesson.

14.

Summary

Remember, when you are applying for a loan and/or grant,
you are aSking.to use someone's money. The lending agency
will want to know the following information about you and
your business..
.a.

b.
c.

d.

e.

How much money you need
How you are going to use it
Whether your business will make more money
Whether the lending agency will be repaid
When and how it will be repaid.

In your proposal and application, you MUST answer these
and other questions about you and your business. RemeMber
that often people making the decision on whether to give you
the loan know only what you tell them on your application.
The more complete information and plans you can tell these
people, the better your application will be received.
Short -term financing is the use of loans and/or credit
to get your business over a tight cash position. It will be
repaid within one year. There are many sources of short-term
financing.
Some you looked at in this lesson are:
a.

b.
C.
d.
e.
f.

Banks and credit unions
Suppliers -- mercantile crndit
Sales finance companies
Factoring companies
Commercial loan companies
Small Business Loans Act.

ocher sources are becoming available to small businessFederal government departments such as Northern Lvelopment and Indian Affairs are a possible source of short-term
financing.
Some provincial governments are developing loan
programs to help the small businessman obtain short-term finmen.

ancing.
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It really does not matter whom you approach for shortterm financing, they will ant to know the following:
a.

b.
c.

d.
e.

How much money you need
How you are going to use it
Whether your business will make more money
Whether they will be repaid
When they will be repaid.

SUBJECT

MANAGEMENT PROCESS

LESSON MP14

THE MANAGEMENT FUNCTIONS REVIEWED
ti

INSTRUCTOR'S GUIDE

OVERVIEW
The students have studied the four functions of management. This
lesson is intended as a review of the four functions so that the students
see the functions in perspective and how they relate to one another.

OBJECTIVE
The students will gain a better perspective of the management
functions by means of a review of previous lessons.

RESOURCES REQUIRED
1.

2.

Lessons MP7, NP9, NP11, and MP13.
Flip chart.

METHODOLOGY
1.

Hand out the Readings and read the Purpose and Introduction.

PURPOSE

This lesson will review the four management function.
1
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INTRODUCTION

You have learned the four management functions as well as a

great deal in the different subjects of the course which will permit you to do a better job of managenent. In this lesson you

will review each of the four management functions.
011/01..ma.

OBJECTIVE:

2.

TIE STUDENT'S WILL GAIN .A BETTER PERSPECTIVE OF THE MANAGEMENT FUNCTICN BY MEANS OF A REVIEW OF PREVIOUS LESSONS.

Read Sections 1 to S. Before reading each section, have the students discuss the function involved in order to determine what
they remember. Then read the section along with a review of the
previous lesson and discuss it. The instructor will be able to
provide many practical examples to make the lesson more useful.

COMMIT

1.

Planning

Planning is the function of setting objectives, goals
or standards for the business. These objectives may be financial (in terms of budgets) or they may be standards of work

performance of employees; there can also be goals which the

business must net in terms of size, sales, services, etc.

(Refer back to lesson MP7, "The Planning Function ", and
review the Readings.)
2.

Organizing

You will realize the need of organization in a business.

Any business which has one or more employees will need some
form of organizing. It can be quite simple with a few em-

ployees but should contain more detail as more people are involved. Each person will need to know his responsibilities
or duties, his authority and haw he countnicates within the
organization .
(Read lesson MP9, "The Organizing Ftncticm.", as a review

of the organizing material.)
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3.

The Directing Function
It has been mentioned that to many people the directing
function is really what management means. A person in management directs people so that they help reach the business's
objectives.
Since these people are individuals with their
own needs, there are often problems which develop. The manager's job can be a difficult one since he is concerned with
the employee but he must at the same time reach the organization's objectives.
This means he will need to know how to
lead, motivate and communicate so that problems are avoided.
The manager will have to know when and how to discipline.
(Review lesson MP11, "The Directing Function", to refresh your memory of the material in this lesson.)

4.

The Controlling Function
The last function studied was the controlling function.
This function is the necessity of checking the performance of
the business against its plans, goals and objectives.
If the
manager does not make this check, it will not know how well
it is accomplishing its plans.
(Refer to lesson MP13, "The Controlling Function", for
a review of this function.)

5

Summary

Although the lessons were studied with planning first
and controlling last, these functions are on -going in any
business. Controlling leads to new plans and new plans require control to determine whether they are reached. Directing and organizing are also on-going functions whichonever
cease as long as the business is in operation.

Indicator
3.

Have the students review their two practical projects and analyze
them from the management point of view. What management functions
did they perform? Which ones did they not perform? Why? Would
it now be easier to conduct a project? Have the students analyze
in depth the management functions performed and determine how well
they were performed.
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Have the students list on the flip chart all the problems
they have had in relation to the management functions in the projects and then discuss how these problems might be avoided in a
future project.
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SUBJECT

PERSONAL FINANCE

LESSON PF6

PERSONAL INSURANCE

INSTRUCTOR'S GUIDE

OVERVIEW
Fire, theft, illness, injury or death can strike anyone at any
tine.
In addition to personal grief and sadness, there is usually considerable financial loss as well.
If any of these things happen to the

owner-manager of a business, he may be forced to sell some or all of
his business assets to net expenses.
To protect themselves, individuals and families can purchase
certain types of personal insurance. The type and amount of insurance
will be determined by individual need and ability to pay insurance
premiums.
Whether a person owns his business or not, there are certain types
of .personal insurance that he cannot afford to be _without.
One example is fire insurance and another is personal liability insurance.
The material is introduced by discussing insurance in general;
what it is and how it works. The discussion then covers personal insurance; what it is and the difference between personal and business
insurance.
The lesson points out that personal insurance is of particular impprtance to the agner-manager of a small business. This stems from the
fact that the small businessman usually cannot afford serious or evma
moderate financial losses. He simply must protect himself with insurance coverage. Finally, the lesson points out the types of insurance
that the businessman should consider.
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The insurance field is complex and involved.
All the lesson can
do is create an awareness of the nature of insurance.
The reference
for this lesson is based on business insurance. Personal and business
insurance are generally the same type of insurance but for different
purposes.
Greater detail about different types of insurance is provided in the lesson on business insurance.

OBJECTIVES
1.

The students will know what insurance and personal insurance are,
and how insurance coverage works.

2.

The students will know the difference between business and personal insurance, and the importance of personal insurance to a
businessman.
The students will know some of the types of personal insurance
that are available, and the kind of protection each type provides.

REFERENCE MATERIAL FOR INSTRUCTOR
1.

Haw to Run a Business. Ottawa: Information Canada, 1968, ch. 9.

RESOURCES REQUIRED
1.

2.
3.

4.

Flip chart
Projectual PF6-1, "Types of Personal and Financial Loss"
Case PF6-1, "Miller's Misfortunes"
Filmstrip, "Patterns for Protection"

METHODOLOGY
1.

Hand out case PF6-1, "Miller's Misfortunes"; read the case and
discuss the questions given.

2.

Hand out the Readings and read the Purpose and Introduction.

PURPOSE

In this lesson you will discuss some types of personal loss
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you may suffer due to fire, theft, illness, injury or death.
will also discuss:
1.

2.
3.

4.

You

The meaning of insurance
How insurance coverage works
The main reasar for purchasing personal insurance
Some types of personal insurance that are available.

INTRODUCTION
Some questions which you should consider include:
1.

What would happen if your hare and everything in it were
destroyed by fire?

2.

What would happen if serious injury or it ness prevented you
from working for a certain length of tine?

3.

What would happen if someone sued you for a very large
anoint of money?

In addition to the sadness and grief that you and your family
would suffer from these or similar losses, there would be serious
financial problems as well; however insurance is available to
protect you against such losses. As owner-manager of your cm
business you should be fully aware of the protection that personsl insurance can give you, your family, and your business
assets.

OBJECTIVE 1:

THE STUDENTS WILL KNOW WI-IAT INSURANCE AND PERSO/iAL

IN-

SURANCE ARE, AND HOW INSURANCE COVERAGE WORKS.

Stimulus
3.

'Mat do the terms insurance and personal insurance mean to
you?" Encourage discussion. Have one of the students Est answers
on the flip chart.

Ask:

Clarify., Problem
4.

"How does insurance coverage work?" You may have to clarify
the above question by asking: "Mien you buy insurance coverage,
what do you have to do and what does the insurance company promise
to do?" Encourage discussion. Have one of the students list
answers on the flip chart.
Ask:
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"How do you feel about insurance? is it a good thing? My?
Why not?" Have one of the students list the advantages and disEncourage students to
advantages of insurance on the flip chart.
relate any experiences they may have had when purchasing insurance, and any experiences they may have had in making a claim to
the insurance company.

Ask:

Pro Vide Information
5.

Read Sections 1, 2 and 3 of the Readings and discuss. Compare
each section of the Readings with the answers on the flip chart.

CONTENT
1.

Mat is Insurance?
Insurance is financial protection against certain types
of loss.

When you purchase an insurance policy of any kind you
agree to make payments to the insurance company at certain
tines of the year. In exchange for these payments the insurance company promises to pay you a certain amount of money
if you suffer a loss which' is covered by the policy.
The payments you make to the insurance company are
called insurance premiums.

2.

How Does Insurance Coverage Work?
Everyone who buys insurance coverage pays a premium to
the insurance company.

Many people buy insurance coverage, but only a very few
of them suffer Losses and claim payment from the insurance
For example, the number of people who purchase fire
company.
insurance on their hqmes is quite large. But very few of
This means that each person (or famthem have fire losses
However, the
ily) pays a low insurance premium each year.
total amount paid into the insurance company is large enough
to offset (or cover) the serious losses suffered by a few
)reading the risk.
people (or families). This is known as
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3.

What is Personal Insurance?
Personal insurance is insurance which provides a person or family with financial protection against certain types
loss by fire or theft,
of personal losses, for example:
loss of lire, or loss of job through injury.
Personal insuraaoe coverage provides a money payment to
compensate (repay) the person or family for the financial
loss that takes place.

Indicator
5.

Students answers to questions and discussion of Reading material
will indiCate whether this objective has been achieved.

OBJECTIVE 2:

THE STUDENTS WILL KNOW THE DIFFERENCE BETWEEN BUSINESS
AND PERSONAL INSURANCE, AND THE IMPORTANCE O1 PERSONAL
INSURANCE TO A BUSINESSMAN.

Stimulus
1.

"What is the difference.' between business and personal insurance? Discuss, encouraging students to give examples. List
answers on the flip chart:.
Ask:

Clarify Problem
Z.

Show projectual PF6 -1, "Types of Personal and Financial Loss".
"If any of these things happened to you, what effect would
Ask:

it have on you and your family? Mat would happen to your business?" Encourage discussion.

Provide Information
3.

Read Sections 4 and 5 of the Readings. Discuss as necessary.
Compare Reading material with answers on flip chart.

4.

Personal Insurance and Business Insurance

same.

Personal insurance and business insurance are not the
For example, you should have fire and theft insurance
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PF6 -1

TYPES OF PERSONAL AND FINANCIAL LOSS

SUBJECT
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on your business (on the building,_ stock and fixtures).. In
addition, you should have fire and theft insurance. on your
home and personal possessions (furniture, clothing, kitchen
utensils, etc.)

Any insurance you carry an your business is a business
expense the same as wages, electricity, heating, etc:
These
expenses are some of the ones that you use to calculate the
profit and loss of yotia. business.
Fire insurance on. your
home and personal possessions is personal insurance.
It cannot be used to calculate the profit or-loss of your business.

5.

Personal Insurance is Valuable to You as Owner-Manager of
Your Own Business
Certain types of personal insurance are valuable to'
almost everyo-e.
For example:
a.

Fire insurance protects you against financial loss
whether you own your own home or rent an apartment.

b.

Personal.liability insurance is important in case you
injure someone with your car.
If you do cause injury
to someone they could sue you.
If they sue you and win,
the insurance company will pay the money for youiii.
you have personal liability insurance.

c.

If you die leaving a wife and children, life insurance
will provide the money that your faMily will need when
you are no longer there to earn an income.

When you own your own business, personal insurance is
just as important
perhaps even more important. You may
ask:
'Thy?" The reasons are that when you start your on
business you:
a.

Will likely invest most or all of your own savings in
your business.

b.

May borrow money from friends or relatives to invest in
your business.

c.

May borrow money from a government agency, credit union
or bank to invest in your business.
Now suppose that:

a.

You are injured or become ill and.couldn't work for one
or two years.
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b.

You accidently injure someone with your car and they sue
and win.
you for $20,000 damages

c.

Your house and all your personal possessions are destroyed by fire.

If any of these things happen and you do not have personal insurance, you may have to sell some or all of your
business assets:
a.

to have enough money to live on while you cannot work,

b.

to pay the $20,000 damages to the person who sued you,
OT

c.

to get the money you need to build another house (or
rent an apartment), buy clothing, dishes, furniture and
other things you need.

If this happens, you could lose some or all of the money
In addition, you would have
you invested in the business.
a hard time repaying the loans you obtained. Perhaps you
would not be able to repay them at all. You could lose everything you worked and saved to build.

As you can see,-personal insurance protects you and
your family from serious financial loss. In addition, personal insurance helps to protect your business assets.

Indicator
4.

Students' answers to questions and discussion of Reading material
should indicate whether this objective has been achieved. Review
if necessary.

OBJECTIVE 3:

THE STUDENTS WILL KNOW SOME OF THE TYPES OF PERSONAL INSURANCE THAT ARE AVAILABLE AND THE KIND OF PROTECTION
EACH TYPE PROVIDES.

Stimulus
1.

Ask: "Do you feel you will need any personal insurance if you
start your own business? If so, what kind of protection (inHave one student list the differsurance) would you want? %by?"
ent types of insurance suggested on the flip chart. Also list
any reasons given why insurance would not be purchased.
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Clarify Problem
2.

Discuss the answers given. Point out that buying insurance is a
personal decision that each persot must make for himself.

Provide Information
3.

Read and discuss SeCtions 6 and 7 of the Readings.

6.

What Type of Personal Insurance, Do iou Need?

If you plan to start and operate your own business, you
may want to consider some of the following types of persanal
insurance.
a.

Life Insurance
The basic purpose of life insurance is to provide the
money that your family will need if you should die at
an early age. Some types of life insurance provide for
income after retirement age.
However, the particular type of. life insurance that you
may want depends on your needs. You can work this out
with a trustworthy insurance agent.

b.

Fire Insurance
If you are like most businessmen, you will probably
carry some fire insurance on your business. In addition
you should seriously consider fire insurance on your
hone and personal possessions (such as clothing, furniture, etc.) or just on your personal possessions if you
live in an apartment. If you do not have insurance you
might lose everything and you will have to replaceothis
loss yourself.

c.

Sickness and Accidaat Insurance
surance (which covers hospital
tion to Y-4 care
and medical expenses), you can buy Sickness and Accident
Insurance. This type of insurance provides a certain
level of income if you are ill or injured and cannot work
for a certain length of tine. You usually have 'to wait
for a certain length of time (depending on the type of
policy) before insurance payments start. Payments continue for a certain number of months or years then stop.
Payments for disability under a sickness and accident
insurance policy may last, provided disability
only a few years under some policies up to age 65
The difference in length of
under other policies.
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benefit will greatly increase the cost.
Sickness and accident insurance can be valuable to you
and your employees.
d.

Theft Insurance
To protect home or apartment against loss by theft you
can buy theft insurance.
Theft insurance is usually
purchased as part of what is called a "Homeowners Policy".
There are many different kinds of these policies.
You should talk to an insurance agent to see which policy is best for you.

e.

Car Insurance
You should have at least one hundred thousand dollars
($100,000.00) worth of personal liability and property
damage insurance on your car.
If you hurt somebody or
somebody's property you can be sued. You should talk
to an insurance agent before deciding on the best car
insurance policy for you.
NOTE:

7.

In Saskatchewan and Manitoba, a certain amount of
car insurance is included with the purchase of
your licence plates. This insurance covers the
cost of replacing or repairing your car if it is
destroyed or damaged as well as limited passenger
insurance and personal liability.
(In other proviaces insurance is purchased separately).

Summary

The various types of personal insurance that we have
discussed are designed to protect you and your family frum
various types of personal losses.
In addition, insurance
can help protect your business assets.
You may or may not want to purchase insurance. Maether
you do or not is your decision and will depend an whether you
feel you need such insurance. The question you need to ask
yourself is, "Could I afford the kinds of personal loss that
we have discussed in this lesson?" You must decide on the
right answer.

It is quite possible that someone does not have enough
On the other hand it is also possible to have too
much insurance so that the payment of premiums is too great.
insurance.
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A person can hzve so much insurance he is "insurance poor".
Generally insurance should only be carried for losses
which would be a severe financial loss.

4.

Show filmstrip, "Patterns of Protection".

Discuss.

Indicator
S.

Students' reasons why they would or would not buy insurance plus
discussion of the reading material will serve as an indicator.
Review if necessary.
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SUEJECT

PERSONAL FINANCE

LESSON PF6

PERSONAL INSURANCE

CASE PF6

1

MILTER'S MISFORTUNES

Mr. Miller, who nad a wife and 4 children., ran a retail store in
a nearby town. He had borrowed a lot of money to get the store going.
In fact, he had mortgaged his horn.; and other belongings to help pay
for the store building and inventory. Mr. Miller still owed. a lot of
money to the bank and to suppliers.

Late one night Mr. Miller was driving hone from a party. He was
tired and a little drunk. When he drove into his driveway he wns
going too fast and smashed the car into the side of his house. The
car caught fire and burned the house down. Mr. Miller had a broken leg
but managed to crawl out of the car. He had a badly burned face. His
wife and kids escaped from the burning house but there was no time to
save aay of the furniture.
The house and car both burned to the ground.

Mr. Miller was taken to the hospital and would have to spend at
least six weeks in bed.
Mr. Miller had no insurance on his life, house, furniture, car,
and he had no accident insurance. He alivays said he couldn't afford to
buy insurance.

Question. for Discussion
1.

that will happen to Mr. Miller's business? His family?

2.

Mat kinds of insurance should Mr. Miller have had.

Why?

SUBJECT

PERSONAL FINANCE

LESSON PF7

YOUR WTLL AND ESTATE

INSTRUCTOR'S GUIDE

OVERVIEW
A large percentage of people die each year without leaving a will.
Many people hesitate to make a will because they feel they do not nave
anything to leave or because they think they are too young to die.
However, many of these people do die, and do have assets in their estates.
Even if the value of the estate is small, much trouble, expense and inconvenience can be saved if there is a will.

Many native people do not see the need for a will because they
know that the Department of Indian Affairs will take care of settling
their estates.
If there is no will, the Department will not take into
consideration any special factors. If a native person wishes his estate settled in a particular way, he must make a will, especially if a
family business is part of the estate. It is only by means of a will
that a person can be assured that his possessiOns will be distributed
after his death as he intended them to be.

OBJECTIVES
1.

The students will know how their estate will be distributed if they
die without leaving a will.

2.

The students will learn about making a will, who to see about
making a will, the types of wills and the cost involved.

3.

The students will learn that they can change the terms of their
wills whenever they wish. :They will also learn about some things
which their wills'should contain.

PF7

REFERENCE MATERIAL FOR INSTRUCTOR
1.

Anger, W.H. and Anger, H.D. Summary of Canadian Commercial Law.
Toronto: Sir Isaac Pitman (Canada) Ltd., 1962, pp 443 - 454.

2.

Chapman, F.A.R. Fundamentals of Canadian Law. Toronto: McGrawHill Company of Canada Ltd., 1965, pp. 325
335.

RESOURCES REQUIRED
1.

Case PF7-1, "December Disaster"
Flip chart

3.

Copies (one for each student) of the wills used for Treaty Indians,
and distributed by the Department of Indian Affairs. If available,
completed samples of a will.

4.

Resource person to relate some experiences of estates, point out
features of wills, and answer questions.

MERIODOLOGY
1.

Hand out the Readings and read the Purpose and Introduction. Keep .
discussion to a minima so as not to destroy the effect of the
case.

PURPOSE

In this lesson you will examine the subject of your estate
and how your estate will be distributed if you don't have a will.
You will discuss various aspects of-making a will.

INTRODUCTION

Whether you have few or any possessions, you will likely
have some definite ideas about who should receive your possessions
after y u die. The only way you can be assured that your possessions will go to the people you want them to go to is by making
a will. Without a will you lose all control over the way your
possessions (estate) will be distributed.
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An individual or a company that is experienced in making out
wills (lawyer, trust company, etc.) can make out your will for
you. You are then sure that the wording will be correct and that
the distribution of your estate will go according to your wishes.
A will assures you that your estate will be distributed as
you want it to be. Because a will does not take effect until
after your death, you do not lose any control over your estate
while you are alive.
In addition, you can change your will any
time you wish simply by making out a new one and revoking all
previous wills.
Thus, you have both the protection that a will
gives your family and hr.,irs as well as the freedom to change it
as your circumstances charge.

OBJECTIVE 1:

THE STUDENTS WILL KNOW HOW THEIR ESTATE WILL BE DISTRIBUTED IF THEY DIE WITHOUT LEAVING A WILL.

Stimulus
2.

Pass out and read case PF7-I, "December Disaster". The purpose
of this case is to determine the extent of the student's awareness
of the procedures involved in settling an estate when an individual
intestate
dies
(without leaving a will).

Clarify Problem
3.

Ask the following questions when the case has been read.
of the students list the answers on the flip chart.
a.

Have one

Who will look after the children now that they have lost their
parents?
Encourage the students to discuss this question freely. The
main point to be considered here is the fact that the courts
will determine who shall be guardian because there was no
will naming a guardian.
The guardian named may or may not
be the grandparents (Norman's mother and father).

b.

What will happen to the farm (land, buildings, equipment,
livestock, etc.)?

After the students fully discuss this question, point out (if
they have not already done so) that the court will decide
how the farm and other assets are to be disposed.
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c.

Who will receive the estate?
distributed and to whom?

That is,.how will the estate be

The entire estate will likely go to the children; but since
they are not of legal age, the money will be held in trust
for them until they are of legal age. The guardian, with the
consent of the courvs (or administrator) will be allowed to
draw from these trust funds to cover expenses in looking
after the children.
d.

What do you think Norman and Doreen should have done (while
they were still alive) to prevent the delay, confusion, uncertainty, expense and hardship to the children?
They should have BOTH made wills. A guardian or guardians
should have been named and instructions should have been included specifying how and in what form the estate was to be
distributed in the event of their untimely death.

4.

The instructor should feel free to discuss any other aspects of
the case in which the students show interest. However, it should
be apparent that the.confusion, uncertainty and hardship to the
children could have been reduced somewhat if Norman and Doreen
had made out wills.

Provide Information
5.

Read Sections 1 and 2 of the Readings.

Discuss as necessary.

CONTENT
1.

Your Estate
All the property yo,! own is part of your estate.
could include such things as:

This

a.

personal property: car, furniture, books, clothing, etc.

b.

real estate: any larl, buildings, stock, etc., that you
own.

c.

cash: any cash that you have in bank accounts and elsewhere.
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2.

What -Happens if You Die Without Leaving a Will?

If you die 'intestate' (without leaving a will), you
will have no control over the distribution of your estate
after your death. Your estate will be distributed to your
heirs by an administrator (named by the courts) according to
the regulations of the Intestate Succession Act. Each province has an Act of this type.
In one province according to this Act, if you die
leaving an estate with a net value of less than $20,000, the
entire estate goes to your widow. If the estate is larger
than this amount, your widow receives $20,000 and the remainder is divided as follows:
a.

if one child, half of the remainder of the estate to
your widow and half to your child.

b.

if more than one child, a third of the remainder of the
estate to your widow and two thirds divided equally
among your children.
Some other regulations to note are:

a.

if either your son or daughter is dead but has children
living, the children receive their parents share.

b.

if you have no children, your widow gets the entire estate.

c.

d.

if you haid?, no widow or descendents (children or grandchildren) your estate goes to your nearest kin in the
following order:
(1)

pErents

(2)

brothers and sisters (or if they are dead, to their
children)

(3)

grandparents

(4)

aunts and uncles

(5)

cousins

if you have no heirs at all, then your estate goes to
the Crown (to the government of the province).

Check the legislation in your province to see how it
differs from the points made above.

1897

PF7

Indicator
6.

The discussion of the case questions will serve as an indicator.

7.

Ask:

"What would happen to your children and estate if you were
involved in a fatal accident?" Discuss.

OBJECTIVE 2:

THE STUDENTS WILL LEARN ABOUT MAKING A WILL, WHO TO SEE
ABOUT MAKING A WILL, THE TYPES OF WILLS AND THE COST INVOLVED.

Stimulus
1.

"What is a will?"
Ask:
discuss.

Write suggestions on the flip chart and

Clarify Problem
2.

"If you make out a will leaving your estate to someone or
more than just one person, when does that person or those people
receive your estate?"
Ask:

The purpose here is to determine if any of the students feel reluctant to make out a will on the incorrect assumption that they
may lose some control over their possessions immediately.
3.

Ask:

"Who can make out a will?"

The students may not be aware of age restrictions and the requirement that the person be mentally competent in order to make out a
legal will. Furthermore, someone may think that a wife cannot or
need not make out a will, which is incorrect.
4.

"Who is the maker of a will?"
following example:
Ask:

Clarify this question by the

Suppose you go to a lawyer or someone else
who is wcperienced in drawing up wills.
You tell him what you want in your will and
he draws up your will. Who is the maker of
the will?
The purpose here is to correct any mistaken impression caused by
such commonly used statements as "my lawyer made out my will for
me." In fact, your lawyer draws up your will but you are the
'maker' because you sign the will.
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Provide Information
5.

Sections 3, 4, 5 and 6 of the Readings. Compare answers on
the Clip chart with the information given in the Readings. Clarify as necessary.
Rea(

3.

Making a Will

A will is a legal document that describes in detail how
a person wants his estate distributed after his death.
If you die 'testate' (leaving a will), ;cur estate will
be distributed by an executor (named by you) according to
the instructions that you put in your will.
ThereA will does not take effect until after you die.
fore, you do not lose control of your property when you make
out a will.

Any mentally competent person (man or woman) who has
attained the age of majority can make a will. The age of majority will vary in the different provinces from 18 to 21
years. A. married person or a person in the armLd forces can
make a will regardless of age.
The maker of a will is the person who signs it. If you
have someone else (a lawyer, for example) fill out your will,
you are still the maker of your will because you sign it.

4.

Who to See About Making a Will

The wording of your will is very important because a
will is a legal document requiring the use of correct legpl
terms, and because if anything written in your will is not
clear, you won't be there to explain what you actually meant.
Therefore, you should have a qualified person (lawyer
or someone experienced in making wills) draw up your will for
Homemade wills can cause unnecessary delay, uncertainty
you.
and expense.

5.

Types of Wills
a.

Solemn Will
'This is the ordinary or usual form of a will. This type
of will is made out according to your instructions by
someone who is qualified and experienced in making out
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wills, and it is witnessed by two people.
This means that your estate will be distributed the way
you want it to be distributed, proper legal wording will
be used, and there will be no dispute over the fact that
you ( the maker ) actually signed your own will because
two people will have watched (witnessed) you do so.
You can choose any two persons you want to act as witnesses when you sign your will. However, it is important to note that any person (or the husband or wife of
a person) who is named in your will to receive any part
of your estate cannot also be a witness.
b.

Holograph Will
If you make out a will entirely in your own handwriting,
and sign it yourself, witnesses are not needed. This
type of will is certainly much better than no will at
all, but it should be used'as a temporary measure only.
It should be used only until you can make out a Solemn
The reason is that the wording you use in making
Will.
out your Holograph Will may cause uncertainty, delay
and unnecessary expense in settling ;Tsar estate.

In Saskatchewan, Alberta, Manitoba, Quebec, New Brunswick
and Newfoundland Holograph Wills are legal. In the rest
of the provinces they are not legal and are therefore of
no value.

6.

Cost of'Will

A solemn or ordinary will is likely to cost from $10.00
to $50.00 depending on who makes it out for you and the work
involved in making the will. Most wills are nearer the lower
cost rather than the higher. Hbwever, the cost is very small
compared to the delay, uncertainty and expense involved if
you don't :Lave a will or if you leave a Holograph will that
is not pre., rly worded.

Indicator
6.

Group discussion. Review any parts of the lesson that are giving
trouble up to this point, if necessary.
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OBJECTIVE 3:

STUDENTS WILL LEARN THAT THEY CAN CHANGE THE TERMS OF
THEIR WILLS WHENEVER THEY WISH. THEY WILL ALSO LEARN
ABOUT SOME THINGS WHICH THEIR WILLS SHOULD CONTAIN.

Stimulus

"If you make out a will and want to change it at a later
date, do you have to check with anyone or get anyone's permission?
If so, why?
If not,.why not?" Discuss.

1.

Ask:

2.

Ask:

"Suppose you make out a will when you are 23 years old. Four
years later you get married, buy furniture, etc. Would you need
to change your will nor not? Why?" Discuss.

Clarify Problem
"Is there any reason why you should change your will from
time to tine? Why or why not?" Discuss.

3.

Ask:

4.

Ask:

5.

Have one of the students write "Things My Will Should Include" at
the top of the flip chart. Start the discussion by suggesting,
for example, that the date must appear on the will. Ask for
other things they think should be included or done when making out
a will. Discuss.

"If you do decide to change your will, what happens to the
previous will you made out? Could there by any confusion over
which will contains your true wishes?"

Provide Information
6.

Read Sections 7, 8 and 9 of the Readings. Relate material back to
the questions by comparing with suggestions on the flip chart,
Discuss.

7.

Changing the Terms of Your Will

You do not have to ask
your will. You are free to
simply make out a new one.
your old will (although you
wills contain the following

me".

anyone
change
You do
can if
clause

for permission to change
it anytime you wish. You
not even have to. destroy
you wi3h) because all
(or one similar to it):

"I hereby revoke all former wills at any time made by
This statement means that any will or wills that you
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made out previously are no longer any good.
longer legal.

They are no

Some other things that may cause a will (or parts of it)
not to be legal are:
a.

marriage

b.

the death of anyone you named in your will to receive,
all or part of your estate

c.

if you dispose of any of the property that you left to
someone in your will.

If any of these things happen you should make out a new will.
You should review your will at least every three to five
years, or sooner if circumstances change.

8.

What Should Your Will Include?

A will is a personal document and it is impossible to
state exactly what should be included in a will. There are,
however, certain things that every will should include.
These are:
a.

your name, address and your occupation.

b.

the date

c.

a statement indicating that this is your last will and
revoking any previous wills

d.

the name of an executor to carry out the instructions
in your will

e.

the name of a guardian for your small children. This
is necessary if you are the only parent living or in
the case of 'common disaster' (if both you and your
wife /husband are killed in the same accident)

f.

a provision for payment of debts

g.

an indication of any special gifts and who is to receive them

h.

a provision for the disposal of the residue of your
estate

i.

the names of the two witnesses who signed your will
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9.

Summary
Every adult should make a will, no matter how small his
estate might be. The only way you can be assured that your
possessions will go to the people you want them to go to is
by making a will that is clear and legal.
You should review your will every few years and change
it as your circumstances change.

7.

Arrange for a resource person if available to answer the students'
questions.

Indicator
8.

Group discussion.
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SUBJECT

PERSONAL FYNANCE

LESSON PF7

YOUR WILL AND ESTATE

CASE PF7

1

DECEMBER DISASTER

Norman Jay has been farming for about 20 years. Norman and his
wife Doreen have been married for 16 years and have three children
aged 14, 12, and 6 years.
When Norman started farming he bought three quarters of land from
his father.
It was agreed that whenever his father stopped farming,
Norman would buy the other three quarters of land as well. Norman had
bought four quarters of land from a neighbour who had retired. He
still awed $15,000.00 on the purchase of this ,land.
Norman had 43 head of cattle, 33 pigs and some ducks, geese and
chickens. He had a full line of machinery, including a combine,
tractors, cultivators, swather, etc. The Jay's owned a car, half-ton
truck and a three -ton truck.
Norman's mother and father lived just across the road. Norman
had no brothers or sisters. Doreen's father had djed about six yeals
ago after a lengthy illness. Her mother had recently remarried and
lived in the city. Doreen had one brother and one sister.
Norman had purchased a life insurance polio; ten years ago. The
proceeds of the policy were to go to Doreen if anything happened to him.
The manager of the local tank had recently asked Norman if his
will was up to date. He was rather shocked to learn that neither Norman
nor Doreen had a will. The manager's last remark on the subject had
been, "Well you know, Norman, a will never killed anyone."
Early in December Norman and Doreen made a trip to the city. Returning hone that evening they hit a slippery stretch of highway about
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26 miles from home. The car went out of control and crashed into an
oncoming transport truck.

Norman and Doreen both died in the accident.

Questions for Discussion
1.

Who will look after the children now that they have lost their
parents?

2.

What will happen to the farm (land, buildings, equipment, livestock, etc.)?

3.

Who will receive the estate?
and to whom?

4.

What do you think Norman and Doreen should have done (while they
were still alive) to prevent the delay, confusion, uncertainty,
expense and hardship to the children?

How will the estate be distributed
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SUBJECT

BUSINESS LAW

LESSON BL12

INSOLVENCY AND BANKRUPTCY

INSTRUCTOR'S GUIDE

OVERVIEW
Every businessman should accept the possibility that he may at some
time become insolvent or even bankrupt. Ideally, anyone faced with serious
financial problems should never let them reach the point of insolvency
or bankruptcy; he should take corrective action long before he is faced
with either of these possible results. However, businessmen are just as
capable of making mistakes, committing errors in judgment and overlooking
warning signs as anyone else. Disregarding problems or hoping they will
somehow solve themselves has given many businessmen the opportunity to
see just how the Bankruptcy Act works.

In addition to the workings of the Bankruptcy Act, someofthe common causes of bankruptcy are examined in this lesson.
Students will
likely recognize that, in this course, they have been discussing and
learning how to do many of the things that bankrupt businessmen failed
to do.

Although no businessman goes into business with the expectation
cf failing, the statistics containing information about business starts,
,how that a great many businesses do fail each year. Since the problem
won't go away, the only alternative is to examine it closely and discuss
its characteristics.
ot
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OBJECTIVE

The students will examine some of the common cases of business
failure and will becono familiar with the procedures involved in inL.
solvency or bankruptcy.

RESOURCES REQUIRED
1.

The Readings from lesson MP5, "Success and Failure in Business".

REFERENCE MATERIAL FOR INSTRUCTOR
1.

Anger, W.H. and Anger, H.D. Summary of Canadian Commercial Law.
Toronto: Sir Isaac Pitman (Canada) Ltd., 1962, pp. 428
442.

2.

How To Run a Business. Ottawa: Information Canada, 1968, pp.
183 - 190.

METHODOLOGY
1.

Hand out the Readings; read and discuss the Purpose and Introduction with the group.

PURPOSE

Throughout this course you have learned about and discussed
those things you should do to start your own business. You have
also discussed those things you can do which will/help you to
operate your business successfully. However, to be realistic,
it is also necessary to recognize that business firms fail.
In this lesson we discuss the procedures taat should be followed if you are faced with insolvency and/or bankruptcy.

INTRODUCTION
Every businessman must face the possibility that he may be
unable to net his financial obligations. Faced with this situation, it may bP unwise or indeed impossible for him to carry on.
This lesson tries to answer the question, "'Cat does he do then?"
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The discussion of business failure in this lesson will concentrate
mainly on small business situations. The procedures for bringing a
but generally
limited company or a co-operative to an end are similar
much more complicated.
A review of lesson MPS, "SuccesS and. Failure in Business", is a
good starting point for a discussion of the material that follows.

OBJECTIVE:

THE STUDENTS WILL EXAMINE SOME OF THE COMMON CAUSES OF BUSINESS
FAILURE AND WILL BECOME FAMILIAR WITH THE PROCEDURES INVOLVED
IN INSOLVENCY OR BANKRUPTCY.

Stimulus
2.

Ask:
"What does it mean if we say a person or a businessman is
insolvent?"

Try to discourage anyone
from looking up the meaning in the Readings; the objective is to see
if any of the students already know the meaning.

DiScuss this briefly wi;'..h the students.

"hat does it mean when we say that a person or a businessman
is bankrupt?"

Ask:

Discuss this briefly with the students.

Tell the students that these are some of the terms that are used
to describe situations that can result if a business fails.

Clarify Problem
3.

Read Section 1 of=the Readings.

Discuss each definition.

CONTENT:
1.

Some Definitions

The procedures relating to insolvency and bankruptcy are
very technical in nature and Must be handled by lawyers and
licensed trustees in bankruptcy. However, in order to understand any discussion about insolvency and bankruptcy there are
certain terms with which you should be familiar. These include:
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a.

Insolvency
This term refers to the situation of a person or businessman who, although notbankrupt, has liabilities of at
least $1,000; and:
(1)

who is for any reason unable to meet his debts as
they fall due; or

(2)

who has ceased paying his debts as they fall due; or

(3)

whose liabilities exceed the realizable value of his
assets (that is, if his assets were sold there would
not be enough money to pay off his liabilities).

Bankruptcy
Bankruptcy refers to the situation of a businessman who
has either voluntarily turned his assets over to a trustee
for the benefit of his creditors or who has had his
assets seized by a receiving order.made against him (under the Bankruptcy Act) by his creditors.
NOTE:

c.

Whereas the term INSOLVENCY describes a financial
condition, BANKRUPTCY describes a legal condition.
That is, a person may be insolvent without yet
having become bankrupt.

Superintendent of Bankruptcy
This is a person who is appointed by the federal government to see that the provisions of the Bankruptcy Act
are carried out.
He keeps a record of all the bankruptcy
proceedings in Canada. He has the power to check and
see if all insolvent estates are being administered or
handled properly..

d.

Bankruptcy District
The Bankruptcy Act makes each province a bankruptcy district.

e.

1991111STPPYRivision
Eathbihkiiioitcy district may be divided into two or more
bankruptcy divisions depending on the size of the province.

f.

Licensed Trustee
a person who is appointed by the courts to handle
the affairs of a bankrupt debtor. If the creditors do
not agree with the appointment, they-may, with the approval of the courts, appoint a trustee themselves.

g.

Bankruptcy Inspectors
The Bankruptcy Act requires that the creditors appoint
inspectors (not to exceed five in number) to advise the
licensed trustee and to review and approve his accounts.
This regulation helps to ensure that the whole matter is
handled properly at each step along the way.
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4.

Tell the students that there are a number of reasons why a business
may come to an end. Insolvency and bankruptcy are two reasons that
were mentioned in Section 1 of the Readings.
There are at least
two other reasons mentioned in Section 2 of the Readings.

5.

Read Section 2 of the Readings with the group.

2.

Discuss

Some. Reasons Why Businesses Cease to Exist

Businesses come (or are brought) to an end for various
These reasons may include:

reasons.
a.
b.

c.
d.

The death of the owner
Voluntary dissolution (the owner simply decides he doesn't
want to continue his business anymore.
Insolvency
Bankruptcy.

We will be discussing insolvency and bankruptcy at some
depth in this lesson.

6.

State:
"As you can see insolvency and bankruptcy are two of the
reasons given for business failure. What types of things do you
think cause businesses to go bankrupt? That is, what leads to or
causes bankruptcy?"

List answers on the flip chart.
understand what each means.
7.

Discuss to ensure students

Read Section 3 of the Readings. Compare the answer& on the flip
chart with those given in the Readings. Discuss as necessary.

3.

Causes of Insolvency and Bankruptcy

ment.
a.

Bankruptcy is almost always caused by poor business manageSome of the major causes include:
Insufficient Capital
This means that tETOwner-manager's judgment in estimating
his business requirements was faulty.
It could mean that
the business was over-extended, hB'ring accepted or extend
too much credit.
.

.

Be sure that you have enough capital for your business,
and further, that you have a surplus which is adequate to
meet anergencies or your own errors in judgment.
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b.

Excessive Owner Drawings
Some owner-managers draw too much money out of the business
for their own use. What this means is that they are using
up the working capital that would normally be available
for operating the business.

If you start your own business you may be well advised to
leave most of the profits in the business until it becomes
well established and financially sound. Accepting a moderate
salary for the first few years could be the difference
between success and failure.
c.

Failure to Keep Adequate Books and Records
Failure to set up and maintain proper accounting records
means that you will never know the exact state of your
If you are never exactly sure what the financial
business.
condition of your business is, you will not be in a position
to recognize problems as they develop. As a result, you
may du nothing about these problems until it is too late.

d.

Pricing Goods Incorrectly
As you saw in lesson MKT8, "Setting Prices", pricing your
goods or services is very important to your success or failure as a busines&dan. For example, if the margin you add
to the cost price of your goods is too small you can gradually go broke even though your sales volume is high.

e.

Dish-mest Employees
Dishonesty among employees'often plays a major part in the
decline and eventual failure of a business firm. This does
not mean that employees are basically dishonest. However,
if you never correct employees when they handle stock and
money incorrectly, you are almost inviting them to do whatever they want with your.MOney and stock. Temptation of
this type sometimes enus up in dishonest actions. Not only
does the business suffer but the employee's reputation suffers
when he or she is eventually caught.

f.

Lack of Experience and Training
In lesson MP4, 'What is Management", you discussed some of
the many things that a manager must do in order to operate
his business successfully. Unless you can get expert advice
whenever you need it (remember the fees are usually high),
you will need experience and training to help you make the
best decisions for your particular situation. It is difficult
to say how much experience, what type (or types) of experience
or how much training is necessary.
However, there are certain
basic things that everyone who is planning to go into business
should know.
Throughout this course you have been discussing
such things.
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g.

Illness of the Owner-Manager
If the owner-manager becomes ill for any length of time
and he is not covered by insurance, the business can go
bankrupt.

h.

Poor Business Location
Too small a market or too much competition can break any
Poor geographic and community factors can also
business.
be sources of bankruptcy.

i.

8.

Rents Which are Too High for the Volume of Business
If all the profits are being spent for too high a rent,
the business will have insufficient funds for business
requirements (to pay its bills, to build up the business,
or to provide for emergencies).

The discussion to this point has covered:
a.
b.

c.

some of the important definitions relating to insolvency and
bankruptcy;
some reasons why businesses cease to exist:
some of the more common causes of business failure.

For the remainder of the lesson, attention is focused on the procedures involved in insolvency and/or bankruptcy.
"What should a person or a businessman do if he is insolvent
or is faced with serious fina:.-ial difficulty?" Discuss this with
the students. If necessary, list answers on the flip chart.

Ask:

Provide Information
9.

Read and discuss Section 4 of the Readings with the students.

4.

An Insolvent Debtor
If you find your business is operating at a loss,. that
you have very little capital left, that you are unable to meet
your debts as they come due, and that your liabilities are $1,000
or more, do not wait until you have nothing left and are forced
into bankruptcy by your creditors. Consult a chartered accountant,
Have
or better still, one of the licensed bankruptcy trustees.
a trustee examine your business and recommend the best course of
Even if you are in financial difficulty, you may be
action.
able to make some arrangements with your creditors to avoid
bankruptcy. For example, your creditors may agree to smaller
payments or even the suspension of payments for a short time.
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10.

The licensed trustee must approve any such arrangements you may
make with your creditors because of the regulations of the
Bankruptcy Act.

"The following section of the Reacings covers the alternatives
that are available to you if you should become insolvent. Let's
read this material now and discuss the procedures involved." Read
Section 5 of the Readings.
State:

5.

Procedures tc Follow if You Become Insolvent

If your business has become insolvent, there are two alternatives open to you:
a.

You may, without becoming bankrupt, Zile a proposal (including a statement of your financial condition) with a licensed
trustee in which you offer to setlle your debts with your
creditors on certain terms.
The trustee then calls a mocqing of your creditors.so that
they can consider the proposal and either accept it or reject
If both the creditors and the courts approve the propoit..
sal, it is binding on all creditors.
NOTE:

b.

Creditors and the courts will approve a proposal only
if the business has prospects of being a success.

You may assign all your property to a licensed trustee for
the benefit of your creditors -- thus becoming bankrupt.
In order to make an'assignment you must meet certain conditions (outlined when INSOLVENCY was defined in Section 1
of these Readings.)

You may not get a chance to decide which one of the above
alternatives you will act on. That is, your creditors may have
acted (by petitioning the court to have you declared bankrupt)
before you have had a chance to decide what you are going to do.
If you are insolvent, a creditor or a group of creditors
whose claim or claims against you amount to $1,000 or more, may
petition the court for a receiving order, provided that you have
lived in or carried on business in Canada and have committed an
act of bankruptcy within the six (6) month period prior to the
filing of the petition.
An act of bankruptcy includes:
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a.

A debtor's inability to pay his debts as they become due.

b.

Anything that the debtor does which indicates that he,intends
to cheat his creditors of the money he owes them by removing
his assets from their usual location or by attempting to
secretly dispose of them.

c.

Any attempt by the debtor to sell his assets without telling
the prospective buyer that he is insolvent.

If your creditors petition the court to have you declared
bankrupt, the court holds a hearing at which arguments for and
against the petition may be presented. The court then decides
whither or not to have you declared bankrupt.
If the decision
is to have you declared bankrupt, a trustee is appointed to take
immediate possession of all your property.

11.

State:
"Anyone who becomes bankrupt (whether voluntarily or by court
order) Lis certain duties that he must perform according to the regulations of the Bankruptcy Act. Do you have any idea what these
duties might be?" (It is not too likely that many, if any, of the
Students will be familiar with these duties.) If none are, continue
and read Section 6 of the Readings. Discuss.

6.

Duties of a Bankrupt Debtor
If you are declared bankrupt, there are certain duties that
you must perform. These include:
a.

Submitting yourself for examination by the courts and the
licensed trustee in bankruptcy.

b.

Attending the first meeting that is heldwith'your creditors

c.

Fully disclosing all of your assets.

d.

Assisting the trustee in every possible way in the administration of your estate.

Failure to perform these duties as required can result in
you being charged under the regulations of the Bankruptcy Act.

12.

"If you are judged`bankrupt by the courts, what happens to
your property?" Discuss answers provided.

Ask:

"What are the rest of the steps that take place after a person
Ask:
or businessman is declared bankrupt." List answers on Lle flip chart.
Discuss.
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13.

Compare the list on the flip chart
Read Section 7 of the Readings.
with the information provided in the Readings.

7.

Bankruptcy
Once you have been judged bankrupt by the court, control
over all your property passes to a licensed trustee in bankruptcy.
HE immediately takes an inventory of all your property. He
thm calls a meeting of your creditors.' At this meeting your

crditors:
a.

Decide whether they will accept the trustee that was
appointed by the courts or elect another;

b.

Examine your financial condition and state of affairs;

c.

Make any suggestions to the trustee that they consider are
neCessary;.and

d.

Appoint inspectors.
NOTE:

The inspectors have certain dutieS.
(1)
(2)

(3)

These are:

to give directions to the trustee.
to ensure that all the property has been
accounted for; and
to ensure that expenses and fees charged
by the trustee are just and reasonable.

Once your assets have beets. old the trustee must prepare
a statement in which he outlines how he intends to distribute
the money. That is, how much each creditor, will receive. This
statement must be approved by the inspectors, by the Superintendent of Bankruptcy and by the courts. The creditors are then
advised of the settlement (called a dividend) they will receive,
when the settlement will take place and.the trustee's intention
to later apply for his discharge as a trustee -- which he does
in due course.

14. _Ask:

'What is meant'when a bankrupt debtor receives a "discharge"?"

Discuss this question and then read_Section 8 of the Readings
with the students.
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Discharge of a Bankrupt Debtor

8.

Once the affairs of the bankrupt debtor have been brought
to a conclusion, he may apply to the courts for a complete discharge from all past debts if he meets certain condition's. These
conditions are made known to the bankrupt debtor. during the
If the court is satisfied that all
bankruptcy proceedings.
matters have been handled properly and all conditions met, it
will grant the debtor a complete discharge. He is relieved of
all past debts.

15.

Read Section 9 of Readings.

Summary

The present Bankruptcy Act came into force in April, 1950
and applies to the whole of Canada. The Bankruptcy Act performs
three important things:'
-a.

b.

c:

It sets.out uniform practices that are used throughout the
country (the Bankruptcy Act is a federal law, so it is
applied the same way in all provinces).
It provides for the equitable distribution of the debtor's
assets among all creditors.
It provides for the release of an honest but unfortunate
debtor from his obligations and so permits him to resume
business activities afresh.

This lesson has presented some general information relating
to,insolvency and bankruptcy.. It was not intended that each
.-step of the-proceedings would be explained beCause this would all
be done by court anc: the licensed trustee in bankruptcy. The
material presented hey waslhowever, intended to giVe,you an
understanding of how t-!se procedures are carried out.
.

Indicator
16.

This is mainly an information-giving lesson and the students' discussion
of the material covered. willdetermine whether the objective has been
achieved. Review any difficult sections of the lesson, if necessary.
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SUBJECT

LESSON BL13

INDIAN ACT

INSTRUCTOR'S GUIDE

OVERVIEW
The instructor should consider this lesson an optional one. A
study of the Indian Act should perhaps not be a part of a Small Business
Management course. One may, however, reason that the small business
manager will be very marl involved in his community and a knowledge of
the act will be very valuable to him.

The instructor should consider conducting this lesson where he
feels it will add to the stLdent's ability to pJay a more productive role
in his community.
Since the Indian Act is quite involved, and since interpretation
is often difficult, it is suggested that the instructor arrange for a
resource person from the Department of Indian Affairs to explain the
Act. There are no Readings for this lesson.

OBJECTIVE
The students will gain an understanding of the Indian Act.

REFERENCE MATERIAL FOR INSTRUCTOR
1.

The Indian Act obtainable from Information Canada.

Z.

"Discussion Notes an the Indian Act", Obtainable from the Department of Indian Affairs.
.,
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RESOURCES REQUIRED
1.

Resource person from the Department of Indian Affairs to explain
the Indian Act.

METHODOLOGY

Stimulus
1.

"What are the main clauses of the Indian Act?"
the flip chart.

Ask:

List on

Clarify Problem
2.

Ask students to list on the flip chart the questions regarding the
Indian Act which they would like answered. The lesson should be
stopped here until the resource person is available. The instructor should continue with the next lesson.

Provide Information
3.

If the resource person is in accord, suggest that the session be
divided into two parts:
a.

b.

an explanation of the Indian Act
students' questions.

The flip chart sheets outlining questions can help start the
question period.

Indicator
4.

Ask the students if the lesson on the Indian Act was. worthwhile.
Ask what they learned that may be of use to the businessman.
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LESSON OP7

OFFICE PROCEDURES

HOW CAN OFFICE PROCEDURES HELP YOUR BUSINESS?

INSTRUCTOR'S GUIDE

OVERVIEW
This lesson reviews the other lessons in the Office Procedures
area and also serves to indicate how Office Procedures fit into the
Management Process lessons.

OBJECTIVE
The student will be able to state the tasks and the purpose of
setting up definite of Tice procedures in any business.

RESOURCES REQUIRED
1.

Flip chart

METHODOLOGY
1.

Hand out the Readings.

2.

Read the Purpose and Introduction.

PURPOSE
In this lesson you will discuss the various ways that office
procedures can help your business.
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INTRODUCTION

In the business office, information about past activities,
correspondence about the present and plans for future activities are stored:
Records of costs, leases, contracts, payments,
receipts, etc. are entered and recorded in the business office.
This is
The office is the memory centre for the business.
where facts and figures about the business are put into meaningful
The
form -- reports, ledgers, journals, statements, letters, etc.
success of a business 'is highly dependent upon the data available
to make decisions; if decisions are to be intelligent they must be
')aced on accurate, up-to-date information. By setting up proper
office procedures in your business you can provide yourself with
this information.

OBJECTIVE:

THE STUDENT WILL BE ABLE TO STATE THE TASKS AND THE PURPOSE
OF SETTING UP DEFINITE OFFICE PROCEDURES IN ANY BUSINESS.

Stimulus
3.

Ask the students to briefly outline the areas looked at in the
previous Office Procedures lessons. List these on a flip chart.

4.

Ask if these areas help in the operation of a business.

Clarify Problem
5.

Discuss whether or not'office procedures do, in fact, hqlp the
',uccessful operation of.a business.

6.

Ask what they think the office management function is.
answers on the flip chart.

List their

Provide Information
7.

Read Section 1 of the Readings..

CONTENT
1.

The Office Management Function
Office work may be thought of as information handling.
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The information may be on paper or it may come in other ways,
such as by telephone or through meetings. Almost every individual engages in some type of office work.
Planning office work is preparation for action.
Organizing office work is helping people to work toward a common
goal.
Controlling office work is regulating action to the
planning that has been done. When you are setting up your
office procedures you will be involved in the planning, organizing and controlling functions.

8.

Ask, "What are the management functions learned in the Management
Process lessons?" List their answers on the flip chart.

D.

Read Sections 2, 3, and 4 of the Readings.

Planning

2.

.

Planning is preparation for action.
It is the process
of determining and specifying what is necessary in order to
reach an objective. Questions that should be answered by
you when deciding on your office procedures are:
a.
b.
c.
d.
e.
f.

What should be done?
How should it be thine?

How long will it take?
Where should it be ddne?
Who should do it?
Why should it be done?
Unplanned work wastes time, money, materials, and ef-

fort.

3.

Organizing
If a group of people are to work together most.effectively toward a common objective, planned organization is'essential.
With good organization necessary functions are determined and carried out using the proper procedures and physical
facilities.
By organizing office work you will Make sure that all
necessary jobs of the office are carried out in the proper
manner.

4.

Controlling_

Controlling is the function of regulating action in
1923
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It involves
relation to the planning that has been done.
setting up Checks or standards, comparing actual results with
these standards, and making needed corrections.

10.

Ask if the functions of office management tie in with the definitions given in the Management Process lessons.

11.

Read4Section 5 of the Readings.

5.

Summary

The office procedures of any business, large or small,
must be planned, organized and controlled. In planning you
must decide what is to-be done,-and how it is to be. done.
You must also plan what machines you might need to speed up
the flow and accuracy of information through your office.
You must also plan what office supplies are going tf, be reNext you must organize and control office procedures
quired.
so that your plans will be carried out.

Indicator
12.

Instruct the students to list the functions of office management
and state under each function what jobs. would be done.

ft
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SUBJECT

PRODUCTION MANAGEMENT

LESSON PROD10

IS PRODUCTION MANAGEMENT NECESSARY?

INSTRUCTOR'S GUIDE

OVERVIEW
The purpose of this lesson is to relate the content of the
Production Management lessons to the management process functions.
It is also intended to serve as a review of the Production Management
lessons. The instructor should review the lessons before presenting
this lesson; he must be familiar with the content of each lesson in
order to readily point out the relationship of each lesson to the
.functions of management.
-

The functions of management are:
and controlling.

planning, organizing, directing

The content of the Production Management lessons might be related
to the fUnction5 of management as follows:
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MANAGEMENT

LESSON
NUMBER
PROD1

PROD2

LESSON TITLE
Introduction to
Production Manage
ment

What Product
Should You Produc

LESSON CONTENT

.

.

1.
2.

3.
4.
5.*

6.
7.
8.
9.

10
11

PROD3

Plant Location

1.

2.

PROD4

Plant Layout and
Work Simplification

1.
2.
3.

4.

PRODS

Obtaining and
Maintaining
Equipment

1.
2.

3:
4.
5.

6.

PROD6

Quality Control

i.

What is a Product?
What is Production Management

PLAN

ORGANIZE

INCT TON

DIRECT CONTROL

x
x

Deciding on a Product
Facilities and Organization
Requirement
Sales Potential
Costs
Sales Promotion and-Growth
Money requirements
Labour Requirements
Supply Sources
Transportation
Acceptance by Community
Legal Requirements
Choice of Location
Making the Final Decision

Some Definitions
Making Plant Layout
Why Good Plant Layout is
Important
How Can You Simplify the
Work in Your Plant

EquipMent
General Purpose Equipment
Special Purpose Equipment
Cost of Equipment
Maintenance of Equipment
Why Preventative Maintenance
Important?
Why is Corrective Mainten-'
ance Important?
Steps in Quality Control
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x

x

x
x
x

x

x
x
x
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PROD7

Production Costs

1.
2.

3.
4.
5.

6.
7.

PRODS

Break-even
Analysis

1.
2.
3.
4.

Pi OD9

Costs of Production
What is Included in Overhead
Costs
What Things Affect Production
Costs
Fixed Costs
Variable Costs
Total Production Costs
Increased Volune Decreases
Per Unit Cost

What is Break-even Analysis
The Break-even Point
The Break-even Chart
Using Break-even Analysis

x

x

x

x

x
x
x
x

x
x
x
x

x

x

x

x
x

x

x

x

x

x

x
x

x
x

x
x

Planning &
Scheduling.

Production

1.
2.

3.
4.
5.

6.

Scheduling Production with
Demand
Steps in Planning and
Scheduling the Actual
Production Process
Routing
Scheduling
Dispatching
Follow-up and Corrective
Action.

x
x

x

x

x
x

OBJECTIVE
Given a list of production management tasks and jobs, the
student will be able to state into which area of management
the various production management tasks and jobs fall.

REFERENCE MATERIAL FOR INS1RUCTOR
It is suggested that the instructor review the lessons in the
Management Process subject area and also review those reference
readings referred to in each Production Management lesson.
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RESOURCES REQUIRED
1..

Exercise PROD10-1, 'Checklist of Production Management Tasks, Jobs
and Decisions."

MFTHODOLOGY
1.

Hand out the Readings

and read the Purpose and Introduction.

FORPOSE

This lesson shows how production managetent is related
to the management process functions.

INTRODUCTION

The functions of management are
directing and controlling.

planning, organizing,

Does the management of a production operation, big or
small, have to perform these functions?
Can the manager of a production plant operate "by guess
or by golly" or must he also use good management?

OBJECTIVE:

GIVEN A LIST OF PRODUCTION MANAGEMENT TACKS AND JOBS,
THE STUDENT WILL BE ABLE TO STATE INTO WHIM AREA OF
MANAGEMENT FUNCTION THE VARIOUS PRODUCTION MANAGEMENT
TASKS AND JOBS FALL.

Stimulus
2.

Ask the students if they feel that a production manager has any
need to know the functions of management.

Clarify Problem
3.

Discuss the answers to the above question and have the students
clarify their answers.
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Provide Information.
4.

Read and discuss Sr3ction 1

of

the Readings.

CONTENT
1.

Production and Management Functions
The objectives of production management are:
a.

b.
c.

d.

to
to
to
to

increase production
decrease costs
improve production methods
improve product quality.

These objectives must be net within the overall
business goal of offering customers the right product
at the right time. The question is, how is the production manager going to successfully net these objectives working with the resources he has available to him?
The answer is that he must apply the four management functions of planning, organizing, directing and
controlling to his production operation.

S.

Read Sections 2, 3, 4 and 5 of the Readings.
Section thoroughly.

2.

Discuss each

Planning.

Planning is the first step to be taken in production*
management. You must decide what product you are going
to produce, how you are going to produce the product, and
haw much you should produce.
You should carefully. write down your plans so you can
be sure you have investigated all the important areas.
..

Is there a demand for the product you wish to
produce?

b.

What resources do you need to produce the product?
(1)
(2)
(3)
(4)

raw materials?
labour?.

management?
land and capital?
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c.

Haw are you going to produce the product:
(1)

(2)
(3)
(4)

d.

How much is it going to cost to produce the product?
(1)
(2)
(3)

e.

What processes dr you use?
Haw doyou schedule production?
What machinery, buildings and equipment do
you need?
Where are you going to produce the product?

material?
labour?
overhead?

How much do you have to produe?

(Break-even

analysis)

f.. Can you expand your operations?
(1)
.(2)

(3)

What is
What is
Can you
present

the demand volume and stability?
your planned schedule?
increase production volume using
facilities and equipment?

Once you have obtained the answers to these questions
'Ai detailed form, you are ready to go on to organizing
your business.

3.

Organizing
-

In organizing the productiOn plans, you have to
make many decisions.
a.

Who is 'going to manage?

b.

Who is going to do what job?

c.

Who are you going to get your materials from ar : how
are you going to pay for them?

d.

How are you going to lay out your plant?

e.

When should you produce and in what quantities?

f.

How are you going to sell the product?

g.

Where are you going to get money from?

These are just a few of the organizing tasks you
will have to arrange.
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4.

Directing
The directing function is the jol- or implementing
(putting into action) the plans you have made. You must
direct the operations so that they result in meeting the
goals of your business. You must perform the day to day
administration of your plant in order to fulfil the plans
you started with. This could involve the servicing of
equipment, checking the quality of materials, checking
the quality of the product, disciplining employees,
accounting for the costs of operation and the many other
jobs of managing.

5

Controlling
In order to see how your operation is measuring up
against your planning, you must set up ccatrols. These
controls could be the checking of the quality of the product
against the standards demanded; the checking of actual
sales against estimated sales; the checking of production
costs and volume against planned costs and volume.
If your actual operations do not measure up to your
plans, you must see what the differences are and what
caused them, and then change your production methods or
plans in order to operate better. Controls will allow
you to see if your operation is proving to be successful
or not and allow you to take steps to correct problems.

6.

Using the chart presented in the Overview to this lesson, review
the lessons of the Production Management subject. area. Discuss
the relationship between each lesson and the lessons of the
Management Process subject area.

Indicator
7.

Hand out Exercise PROD10-1, "Checklist of Production Management
Tasks, Jobs and Decisions", and have the students complete it.
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8.

Discuss the exercise.

9.

Read Section 6 of the Readings

6.

Svmmary
It appears that production management is necessary
for the successful operation of a small production plant.
Th:.: many tasks and jobs that have to be done must be
Performed When required and should be planned, organized'
and controlled.
-

Running a small production plant successfully is not
easy even if it looks so at first glance. The manager
must not only plan, organize, direct and control present
operations, but he must always be thinking about and
developing plens for the future successful operations of
his businevi.

1932

SUBJECT

PRODUCTION MANAGEMENT

LESSON PROD10

IS PRODUCTION MANAGEMENT NECESSARY?

EXERCISE PROD10
1
CHECKLIST OF PRODUCTION MANAGEMENT TASKS, JOBS AND DECISIONS

INSTRUCTIONS

After reading each task, job or decison on the checklist below,
put a checkmark (.3 in the column of the management function or
functions you feel the task, job or decision is part of or should be
part of.
The first two items on the checklist are completed for you as an
example.

MANAGEMENT FUNCTION

PRODUCTION TASKS, JOBS
AND DECISIONS

PLAN
1.
2.

3.

4.
5.
6.
7

8

9

10
11
12

type of product to produce
change of selling price
quantity-of product to
produce
add more labour
purchase a new machine
change layout
carry less inventory
buy more raw material
discipline a machine
operator
increase production
volume
decrease overhead
change quality standards
1933
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DIRECT

CONTROL
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PLAN
13.
14.
15.
16.
17.
18.
19.
20.

increase share of market
lease a new machine
hire part-time help
set up a materials control
system
decrease selling price
give additional health
benefits to your staff
produce another product
add new products to your
rroduct line

21. s:..11 to wholesalers and

large retailers only
22. change the work flow
pattern
23. revise maintenance schedule
24. allow overtime
25. expand plant facilities
26. quit producing one product
27. replace equipment with
labour
28. make parts rather than
buy them
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SUBJECT

FINANCE, ACCOUNTING, BOOKKEEPING

LESSCN 'FAB44

FINANCE, ACCOUNTING, BOOKKEEPING AND THE
MANAGEMENT PROCESS

INSTRUCTOR'S GUIDE

OVERVIEW

This lesson serves as a review of the Finance, Accounting and Book-.
keeping subject area. The studentf; are asked to review the lessons in
this area as they relate to the management process functions of planning,
organizing, directing and controlling. Bookkeeping, financial management, and accounting are not isolated tasks, but must be used as part of
the total concept of business. In fact, the only reason for performing
the tasks of bookkeeping, accounting and financial management is to
allow the businessman to plan and control the financial operations of
the business. How well he performs these functions is generally shown
in terms of money gained or lost.

OBJECTIVE
The students will state how the tasks of financial management, accounting and bookkeeping fit into the functions of the management process.

RESOURCES REQUIRED
1.

Previous FAB lessons.

METHODOLOGY
1.

Hand out the Readings and read the Purpose and Introduction.
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PURPOSE

The purpose of this lesson is to examine the Finance, Accounting, Bookkeeping subject area and its relationship with the
Management Process functions.

INTRODUCTION

The principal functions of management are: planning, organizing, directing and controlling. All the tasks that must be
performed in the operation of a business are a result of these
functions. You have to plan where you are going to locate your
business, what products you are going to sell, whether you are
going to produce or buy the products for resale, what price you
are going to charge, how many employees you are going to hire,
how you are going to pay these employees, what jobs they are going
to perform, and so on.

You have to organize the legal form of business you are going
to set up and the areas of each employee's responsibility. -You'
have to direct the employees as to what to produce, how to produce
it, where to product it, where products are to be bought from,
what size orders are to be ordered, how orders are to be passed
down the organization. You then have to control the operations to
see that the activities are performed as planned, the products produced are meeting your quality control standards, the employees
The list could go on
are performing the tasks assigned to them.
to include every task of running a business.
The question you should now ask yourself is: "How does the
dollar side 'of business fit into the management process functions?"

OBJECTIVE:

THE STUDENTS WILL STATE HOW THE TASKS OF MANUAL MANAGEMENT, ACCOUNTING, AND BOOKKEEPING FIT INTO THE FUNCTIONS OF
THE MANAGEMENT PROCESS.

Stimulus
1.

Ask if the lessons studied im the FAB subject area can be shown to
fit into the management process functions.
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Clarify Problem
3.

Using an index of the FAB lessons (see FAB1, "Introduction to Finance, Accounting, Bookkeeping"), have the students put the
headings planning, organizing, directing, controlling on the flip
chart, then attempt to place each FAB lesson into the category
that best explains its function.
Discuss the students' reasons for the placements they chose.
cuss the content of the lessons, if necessary.

Dis-

Provide Information
4.

Read Sections 1, 2, 3 and 4 of the Reading.3. Discuss the breakdown
by comparing the Readings to the students list.

CONTaqT
1.

Recording Dollar Information

The businessman relies on his records to provide him
with accurate tnfarmation for making decisions. Lack of accurate data is ane of the principal causes of business failure.
The recording and the using of accurate data has been
the basis of the Finance, Accounting, Bookkeeping subject
area.

The records of the activitie3 of a business contain the
history of the dollar side of the business. The Cash Payments
Journal shows who you paid money to, what it was paid for, an
when it was paid.
The Cash Receipts Journal shows who you received money from, what it was received for, and when it was
received.
The Sales Journal shows how much you purchased on
account, who you purchased it from:; and when you purchased it.
The Accounts Payable Subsidiary Ledger shows who you owe none
to and haw much money you owe to each creditor. The Accounts
Receivable Subsidiary Ledger shows who owes you money, and
haw mch each debtor awes you.
The lessons that dealt with the preparation of the books
of a business were:
FAB4
5

6

11
13
14

Starting the Bookkeeping System
Racording Business Transactions
Recording Revenues and Expenses
Recording Closing Entries
Bookkeeping Reviewed
Recording Your Purch,as
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FAB16
17
19
20.

21
22

24
26

27
28
29

2.

Recording Credit Sales
Recording Cash Receipts
Recording Cash Payments
Handling and Recording Cash
Banking
The General Journal
Adjustments for Inventory
Payroll Deductions
Recording the Payroll
The Synoptic Journal
Depreciation

Planning the Dollar Side of the Business

The questions of where and when you will get the money

mimed to operate your business, and exactly how you are
going to repay this money must be decided by every businessman.
During the course you have discussed these questions
and salm of their solutions.
You learned that you will have
to perform this planning function in order to chart the cours
of your business, and to support any applications for loans
Or grants.
FAB12
15
35

38
39
40

41
42

43

3.

Sources of Funds For Starting a Business
Should you Sell an Credit?
Financial Management
Working Capital
Planning and Budgeting
The Cash Budget
I)
The Operating Budget
Projected Financial Statements
Financing the Business

Controlling the Dollar Side of the Business
As important as planning is the function of controlling
business activities in order to carry out the plans. Control
of the dollars of a business is essential in order that funds
are ayrgable when necessary and are used to carry out the
plans. You mpst regularly analyze your records to see if you
have net the plans laid out.
In the course, you learned many
of the tools that are used to control a business in order to
spot difficulties before thry cause problems.
FAB7
8
9

10

25

Taking The Trial Balance
Preparing the Work Sheet
Elementary Profit and Loss Statement
Elementary Balance Sheet
Financial Statements
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FAB31
35
36
37
38
39

40
41
42
43

4.

'Preparing Financial Statements
Financial Management
Analyzing the Profit & Loss Statement
Analyzing the Balance Sheet
Working Capital
Planning and Budgeting
The Cash Budget
The Op-rating Budget
Projected Financial Statements
Financing the Business

Summary

Just as in the management area of business, the dollar
side of business must be planned, organized, directed, and
controlled.
One of your major responsibilities as a manager
will be to see that funds are being :,pent properly. How are
you going to carry out this responsibility?

Indicator

5.

The indicator for this lesson is the discussion.
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LESSON !1P15

BUSINESS AND THE COMMUNITY

INSTRUCTOR'S GUIDE

OVERVIEW
It is important that the students see the impact of a positive relationship between the business and the community.
This being one of
the last lessons of the course; it is now vital that the students see
how they can promote their businesses to produce the goodwill desired.
Public relations is often seen as something spacial.
It is even
regarded at times as "shady" technique, by which people can be influenced to believe something which does not exist in reality.

The student should realize that good public relations will have
an impact an the public which can be of mutual benefit. By providing
accurate information, the businessman can avoid rumours and attitudes
which am detrimental to the business. By a conscious effort, he can
produce impressions in the public mind about his business which will
bring goodwill, rather than ill will.

OBJECTIVE

The student will be aware of the importance of public relations in
promoting the business in the community.

REFERENCE MATERIAL FOR INSTRUCTOR
1.

Broom, M.N. and Longenecker, J.G. Small Business Nbmagement.
Cincinnati, Chio: South-Western publishing Ca., 196o, ch. 2.

/6/(41941
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RESOURCES REQUIRED
1.
2.

Film, "People At Dipper" (18 minutes)
Film, "Indian Dialogue" (28 minutes).

METHODOLOGY
1.

Hand out the Readings; read and discuss the Purpose and Introduction.

PURPOSE
This lesson will examine the relationship between the buF.i.ness and the community.

'INTRODUCTION

You have seen that every business has objectives and also
satisfies needs. the of the objectives of a business is to make
a profit. A business also satisfies needs, or contributes to individuals (employees, customers, owners, managers) in the form of
wages, services and profits.
In return the business receives from
the suppliers, the community and the government. Therefore, every
business gives and receives.
In this lesson we will examine more closely the relationship
of the community and business. If business is not aware of its
relationship with the community, it can lose a powerful force for
the advancenent of the business as well as for the community..
In the. old, days, 'a business could be run without too much concern for other persons. Now people are more aware of our social

responsibility and we find people challenging or boycotting a business if it does not contribute sufficiently to the community.
In this lesion, in addition to considering business objectives
and their relationship to the community, you will look at the
place of public relations in a small business.

OBJECTIVE:

THE STUDENT WILL BE AWARE OF IHE IMPORTANCE OF PUBLIC
RELATIONS IN PROMOTING THE BUSINESS IN THE COMMUNITY.
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Stimulus'
2.

Ask the students:

"What is public relations?"

Clarify Problem
3.

List the various definitions on the flip chart and discuss.

Provide Information
4.

Read Sections 1 and 2 of the Readings.

CONTENT
'1.

Service Objectives of Business
Society allows business to be conducted in its communitThis is because society expects business to render the
community a contribution by providing useful goods and services.
If the business does not render this contribution, the business
cannot expect to survive in the long run. The business must keep
this contribution in mind or it will undoubtedly fail.
ies.

2.

Profit Objective
Profit must be a goal of every business.
Profit is a
reward to the businessman for his management, work and risk.
The level of profit will depend on the business and the circumstances, but an unrealistic profit will not be accepted by the
community. Deciding the correct amount, however, is difficult
to assess.

It is obvious that a business operating at a loss cannot
survive long; once working capital becomes depleted, the
business cannot provide the services it should.
A businessman who lets his social responsibilities change
his organization from a profit-oriented organization to a
charity- oriented organization will not be in business long.
A business which has a
have a social responsibility
can personally contribute to
of Commerce, Board of Trade,
projects, etc.

1943

long-run profit motive can still
to the community. The businessman
the community through the Chamber
charitable organizations, community
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In addition to his voluntary contributions, the businessman
has a moral and social responsibility to his community. Through
fair business practices, proper pollution controls, honest
advertising, as wellas research to rake better products and
give better service, the businessman can help to make the
community a better place to live.

5.

Discuss the different business objectives contained in Sections
1 and 2 as well as those in previous lessons. Are these realistic
for most small businesses? The'students may feel that the profit
motive is not realistic in a native business where sharing is a
custom. They should realize that unless there is a profit, it is
unlikely that the business will exist very long as a service to
the community.

6.

Ask the students:
"How does the small businessman go about relating to the public? Whom does he approach?" List ideas on the
flip chart and discuss.

7.

Read Sections 3 and 4 of the Readings.

3.

Public Relations

Often the community misunderstands the contributions
Public relations help promote
which a business makes to it
understanding between the business organization and the various groups
people forming the community. The promotion
of this understanding is the responsibility of the manager.
.

Public relatiOns must not whitewash the business or
conceal poor products and poor service. Consistency between
what the business does and what the public is told is essential.

In order to cultivate good public relations, the manager
should inform the general public of the contribution the
In addition, having good public relations is
business makes.
a way to "sell" the company's objectives, practices, and products to the public.
Improved communication can avoid a lot
of misunderstanding, for example, a businessman who cannot
give credit must be able to explain to his customers why
credit is impossible, rather than just saying "No credit".
The manager should explain that he must have cash to purchase
goods to place on his shelves and that lack of money in the
business means poor service to the community. This type of
explanation is not easy, since a person in need of groceries,
for example, sees his neids as more immediate and iportant
than the future of the business. However, the businessman
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E,ren if the customer
must be polite, courteous and firm.
becomes angry, the businessman must not lose his temper.
gay.
Relations with the public take place every.

A

better understanding of the business can be given- to the
public in a number of ways: by everyday polite and friendly
service, by promoting good morale for and providing good
leadership to employees, by community work, by favourable
news releases, good advertising and contact with suppliers
and government personnel.

Public relations permit the community to know the busiA business may.be ethical and have good products or
services, but without good public relations, Ale community
or individuals in it'may misunderstand what the business is
doing as well as the contribution it is making.
ness.

4.

Public Relations in Action
Good public relations are'easier to maintain if the
businessman recognizes that different segments exist in his
Since the business has different relationships
.community.
with different groups, and each group has its own interests,
the businessman must appeal to each on a separate basis.

'

Employee Relations
Employees are an important group for theAoublic relations of a business. The businessman 'must obtain his
employees' goodwill to have good.public relations.
Since employees have relatives and friends, the employees'
attitudes and feelingS toward the business will almost
automatically be transmitted to other segments of the
community.

If the employees feel satisfied with the business this,
can have a positive effect on the community's feelings'tceward the business. OA the.other-hand,if the employees are
discontented, they will complain about the business.
Many people regard the employees' attitudes highly
because the employees have a close look at the
business.
Customer Relations
Customers are probably the most important people with
whom good public relations should be practised. A
customer who is well satisfied is the best advertisement,
as he is sure to tell and influence other present or
potential customers. A dissatisfied customer has the
reverse effect.
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With customers, public relations can be handled in the
course of everyday business.
In a retail or service
business, the customer forms his impressions largely
through his pertonal experiences. The way the customer
is served has.d.bearing on how he will see the business;
Servicewhich.is friendly, courteous, speedy and
accurate will provide good feelings towards the business,
whereas poor service can prove costly to the business.
Proper training and supervision of employees is therefore needed to provide the service the customer should
have.
c.

:'llpplier Relations

The business deals with
numbei of suppliers.
Good relations are improved by courteous handling of sales lepresentatives and prompt payment of accounts
Good supplier relations can pay off in good guidance of
materials which are most likely to move. In addition,
they are helpful when liberal terms of purchase are
desired and when quick delivery or other special treatment
is necessary.
d.

Community Relations
The business will enjoy a certain degree of local prestige
or ill will depending on how the business appears to the
community. A business with prestige is more likely to
attract tood workers and customers. Advertising and promotion, as well as business contacts in the community,
are ways of making the business better-known and
appreciated.

e.

Competitor Relations
There is even a possibility for competitors to work together to help the community as well as help the businesses.
Competitors do not have to be at each other's throats.
There is no need for price wars, etc. Very often both the
businesses and the community lose by these tactics.

8.

Have the students discuss the Readings, and compare the ideas given
to their initiai.idea of public relations. Ask them if it makes
sense 'to consider the different publics (employees, customers, etc.).
Stress of importance of public relations in small communities.

9.

Read Section 5 of the Readings.
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5.

Summary
Public relations is the effort the businessman makes to
have a good understanding with the various people with which
the business usually comes into contact as w911 as the public
at large. The businessman must consistently be conscious of
the impact of his actions on his community.

Indicator
10.

Have the students discuss the ways in which they might be involved
with public relations in their prospective businesses.
Students should discuss special problems they may :.counter, either
because they will be working in native communities, or because
they are of Indian ancestry themselves.
"Is the native person likely to encounter special problems
or conflicts in going into business? In his own community? In a
white community? Can the native person go into business and still
retain his culture?" It 13 hoped that native people will see business as a means of gaining economic power to favour their cultural
fulfilment.
Ask:

"If there are special problems, what public relations would
1e effective to promote the business and minimize undesirable
effects in the native community?
In the white community?"
Ask:

11.

Draw the students' attention to the fact that native people have
not traditionally been involved in business. Ask: "Will your
communities tend to favour a white businessman? -Why or why not?"
Answers to this question may provide a. clue to strengths on which
the native students will want to capitalize, or will perhaps show
them weaknesses of which they will N,ant to be aware in order to
make a special public relations effort.

12

Show the films, "People at Dipper" and "Indian Dialogue". The
films should encourage discussi n of the way of life of native
people.
How do the students see themselves?
Living the old way?
Living the 'modern Indian way' in which they are involved in
business and still retain their culture?
Discussion of this topic is important prior to leaving the course,
since the native community will be one of the publics with which
the native businessman will be dealing.
"Do you believe that the "modern native" is the person of
Indian ancestry who has learned to cope with the business world
and non-native way of life, while at the same time retaining his
own culture and pride in his ancestry?"

Ask:
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LESSON MP16

THE BUSINESSMAN AND BUSINESS ETHICS

INSTRUCTOR'S GUIDE

OVERVIEW
This lesson should give the student an idea of business ethics..
When the student goes out into the business world, he will be faced
not only with management decisions in a business sense but also with
money decisions of a personal nature ih which he will have to decide
what course is right or wrong.

In most cases, there will be no one to tell him what to do. He
will have to rely on his own sense of responsibility and his ethical
principles to guide him in his decisions.

It is suggested that the instructor involve the students in
discussing the problem of ethics which will face them in the business
world.

OBJECTIVE
The student will have an awareness of the ethical problems facing
the small businessman.

REFERENCE MATERIAL FOR INSTRUCTOR
1.

Broom, H.N. andLongenecker, J.G. Small Business Management.
Cincinnati, Ohio: S'uth- Western Publishing Company, 19667
pp. 26-30.

(01949

2.

Sisk, Henry L. Principles of Management. Cincinnati, Ohio:
South Western Publishing Company, 1969, pp. 58-73.

3.

Terry, George R. Principles of Management.
Richard 0. Irwin Inc.,
pp.
)

Homewood, Illinois:

RESOURCES REQUIRED
1.

Two flip charts.

METHODOLOGY
1.

Hand out Readings; read and discuss the Purpose and Introduction.

PURPOSE
This lesson considers the businessman's position in dealing
with mattel.s of right and wrong in business.

Everyone must decide in the course of life between what he
considers right and what he considers wrong: The businessman is
no exception. He is faced daily with decisions which involve
right or wrong.
The businessman finds pressures on him to. cut corners to
make a little extra profit. What are the consequences for the
people who deal with such a business?

OBJECTIVE:

THE STUDENT WILL HAVE AN AWARENESS OF THE ETHICAL PROBLEMS
FACING THE SMALL BUSINESSMAN.

Stimulus
2.

Ask the students:

"Is it possible to be honest in business?"

Clarify the Problem
3.

You will likely receive both positive and negative responses to
the question. Have the students list on thy. flip chart their
reasons for considering it possible or impossible to be honest.
1950.
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Discuss. Ask the students: "What are the most common types of
dishonesties you have seen in small business?" List and discuss.

Provide Information
4.

Read and discuss sections 1, 2 and 3 of the Readings.

CONTENT
1.

Nature of Ethics

Ethics deals with personal conduct in respect
to right and wrong. Ethics or a code of ethics is a guideline which an indiv5.dual can adopt to guide him in determining if he is doing the right thing.
In business there are many decisions which must be made
regarding right and wrong. How do you treat employees,
customers, suppliers, creditors, etc? Is the law the
minimum code of ethics? Is being caught the guideline to
be used?

To some people anything that is not against the law appears
right. To others it is all right to do something as long
as there is no danger of being caught. This seems a very
unsatisfactory method of determining what is right or wrong.
2.

Selecting a Personal Code of Ethics
Certain industries and professions like doctors, lawyers
and accountants have a code of ethics which the profession
draws up for its members. The profession attempts to police
its members so that the profession is highly regarded.
The small businessman will need a personal code of ethics
to guide him and to police his actions. He can set up a
complex code which sets guidelines to follow in different
circumstances, but this is impractical.
Probably the easiest and best ethical princ:nle is the
golden rule, "Do unto others as you would' Are them do unto
you." The golden rule as an ethical principle considers
everyone as a human being with likes and dislikes, strengths
and weaknesses, with different talents and emotional reactions.
The golden role suggests that all human beings be treated
with respect and fairness in all dealings as one would wish
to be treated personally.

1951

3.

Practical Problems in Establishing Guidelines
The application of the golden rule is often difficult.
Since you know that many people deal unfairly or dishonestly,
you rationalize that it is acceptable for you 'to behave in
a similar manner. It is quite common in business to use
deceptive advertising, tricky statements, exaggerated claims,,
misleading comparisons, etc. There is, however, a growing
awareness in business of a social responsibility, and many
businessmen are searching for a more ethical way to do
business.

You often feel justified for various other reasons. Same
people say that they are honest in the big things but commit
small dishonesties. There is a tendency to engage in small
violations which take advantage of others to enhance
immediate business success.
This can lead eventually to
complete moral irresponsibility.
It is difficult to conceal article unethical business
It is almost impossible to hide insincerity
practices.
or lack of integrity from employees. In a short while, the
public will be aware of your tactics.

"Does it seem realistic to follow the golden rule in business?"

5.

Ask:

6.

Read and discuss sections 4 and 5 of the Readings.

4.

Guidelines For Success

The following guidelines can be useful in determining
what you as a manager should 3o in your business.

S.

a.

Deal honourably with tnose from whom you buy as well
as those to whom you sell. Try to gi-t-e your customers
complete satisfaction.

b.

Be honest with yourself, for your greatest asset is
your character and money cannot purchase it.

Summary
Being honest in business is not always easy but if you
follow the golden rule you.will not lose sight of your goal.
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deal honourably
If you are honest with yourself and if you
with you, you
would
have
others
deal
with others as you
will favour the goodwill which is essential for success.

Indicator
7.

they foresee in operating a
Ask the students what special problems
business in an ethical way
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LESSON MP17

REVIEW OF THE COURSE

INSTRUCTOR'S GUIDE

OVERVIEW
The students have now completed the course; for most, it will have
been an experience in a totally mw area. The course attempted to show
the close relationships among various aspects of business management.
Since the subject area was new, some students may have had some difficulty in integrating all aspects.
The review should be an opportunity to go over the content of each
subject area, and to see how each fits into the management process.

OBJECTIVES
1.

The students will assess their readiness for going into business
by completing a checklist.

2.

The students will review the course content.

METHODOLOGY
1.

Do not hand out the Readings immediately.
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OBJECTIVE 1:

THE STUDENTS WILL ASSESS THEIR READINESS FOR GOING INTO
BUSINESS BY COMPLETING A CHECKLIST.

Stimulus
2.

"Are you now ready to go into business for yourself or to
manage a. business for someone else?" Discuss.
Ask:

Clarify Problem
3.

Mention:
"We have learned many things during the course. Does
taking the course, prepare a person to go into business?" Discuss.
Have students list on the flip chart the things they want to check
before going into business. Discuss.

Provide Information
4.

Hand out the Readings; read and discuss the Purpose and Introduction.

PURPOSE

In this lesson you will review the Small Business Management
course, and you will complete a checklist of questions to carefully consider before going into business.

INTRODUCTION
People' sometimes go into business without being fully aware
of what is involved.
Sometimes they are lucky and succeed. Nbre
often, they fail because they do not consider one or more of the
things needed for business success.

The checklist below is designed to help you decide if you
have considered the many things involved in going into business
for yourself.
If you think carefully about these things now you
.may prevent mistakes and avoid losing money at a later time.
No checklist can be perfect. Consider each question as it
applies to your situation. Make an effort to answer each question
honestly. 'Before you omit a question be sure that it does net
apply to your particular situation.
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The checklist should help you in your review. It may draw
attention to points you heciaverlooked in taking the course.
If you have overlooked soM,..=; aspects, discuss these with the group

and the instructor to determine what can be done.

5.

Have each student complete the checklist, then discuss each question
with the students add compare it to the list the students have on
Ask:
the flip chart.
"Were many aspects missed or forgotten?"
Discuss.

CONTENT

1.

Checklist for Going Into Business (Questions to Consider)

YES
ARE YCU THE TYPE?
1.

Have you rated your personal traits
such as leadership, organizing ability, perseverence, and physical energy?

2.

Have you had some friends rate you
on them?

3.

Have you considered getting a partner or helper whose strong points
will offset your weak points?

WHAT ARE YOUR CHANCES FOR SUCCESS
4.

Have you had any actual business
experience?_

5.

Do you have special technical skills,
(such as those needed by a plumber,
electrician, mechanic; or radio re=
pairman) that will be required in
your type of business?

6.

Have you obtained soma basic managetexv. experience working for someone
else?
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7.

Have you looked at the recent trend
of business conditions (good or
bad)?

8.

Have you lqoked at how good things
are in the line of business you
are planning?

9.

Have you analyzed business conditions in the city and neighbourhood
where you want to locate?

10.

Have you determined what size business you plan to establish (dollar
sales per year)?

11.

Have you built up a detailed set of
figures on how much capital you will
need to launch the business?

12.

Have you figured how much time you
will need until the business income
equals the expenses (that is, until
you make a profit)?

13.

Have you planned what net profit you
believe you should make? 1st year?
2nd year? etc.?

14.

Can you make more money running your
own business than you could working
for somebody else?

HOW MUCH CAPITAL WILL YOU NEED?
15.

Have you worked out what income from
sales or services you can reasonably
expect in the first 6 months? The
first year? The second year?

16.

Do you know what net profit you can
expect on these sales volumes?

37.

Have you decided how much your business will be able to afford to pay
.you?
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18.

Have you compared this income with
what you could make working for
someone else?

19.

Are you willing to risk uncertain
or irregular income for the next
year? IWo years?

20.

Have you counted up how much actual
money you have to invest in your
business?

21.

Do you have other assets which you
could sell or on which you could
borrow?

22.

Have you some other source from
which you could borrow money?

23.

Have you talked to a banker?
Government agencies?

24.

Are they favourably impressed
with your plans?

25.

Do you have a financial reserve
for unexpected needs?

26.

Does your total capital from all
resources cover your best estimates of the capital you will need?

SHOULD YOU SHARE OWNERSHIP WITH OrHERS?
27.

Do you lack needed technical or
management skills which can be
supplied by one or more partners?

28.

lb you need the financial assistance of one or more partners?

29.

Have you checked the features of
each form of organization (individual proprietorship, partnership, co-operative) to see which
will best fit your situation?

:t
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WHERE SHOULD YOU LOCATE?
30.

Do you know how much space you
will need?

31.

Do you know what type of building
you will need?

32.

Do you kaaw of any special features
you require in lighting, heating,
ventilating, air conditioning, or
parking facilities?

33.

Have you listed the tools and equipment you need room for?

34.

If the proposed location does not
meet all your requirements, is
there a good reason why you should
not wait and continue hunting for
a more ideal location?

35.

Have you checked the population and
income figures in the area you wish
to locate?

SHOULD YOU BUY A GOING BUSINESS?
36.

Have you considered the advantages
and disadvantages of buying a
going business?

37.

Have you compared what it would
take to equip and stock a new business with the price asked for the
business you are considering?

38.

Have you learned why the present
owner wants to sell?

S3.

Have you checked the owner's
claims about the business?

40.

Have you checked with this business's suppliers to get their
ideas an how good the business is?

41.

Do the suppliers think well of
the proposition?
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42.

Is the stock of merchandise
(inventory) a good buy?
(Would a large proportion of it
have to be disposed of at a loss?:
Is any of:it out of date, Unsalable, or not usable?)
Are the physical facilities
(building and equipment) old or
in poor condition?

44.

45.

Are you sure the accounts receivable are worth the asking price?
(Will they be collectable?)

Does this business you want to buy
'have a good image?

46.

Are you prepared to assun the liabilities, and are the creditors
agreeable?

47.

Has your lawyer thecked.to see if
the title is good and if there is
any lien against the assets?

48.

Are there any back taxes to pay?

49.

Have the sales been temporarily increased by conditions which are not
likely to continue? (For example,
sale of fixed assets)

ARE YOU QUALIFIED TO SUPERVISE BUYING AND SELLING?
50.

Have you estimated your total
stock (inventory) requirements?

51.

Do you know in. what quantities custoters buy your product or service?

52.

Do you know how often customers buy
your product or Service?

53.

Have you made a sales analysis to
determine What major lines to carry?

54.

Have you decided what quality you
will require in your goods?
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55.

Have you decided what quality
you will require in your goods?

56.

Have you investigated whether it
will be cheaper to buy large
quantities infrequently or in small
quantities frequently?

.57.

Have you weighed price differentials for large orders against
capital and space tied up?

58.

Have you decided what merchandise
to buy direct from manufacturers?

59.

Will you make your account more
valuable to your suppliers by concen.trating yoUr buying with a few
of them?

60.

Have you worked out control plans
to ensure stocking the right
quantities?

HOW WILL YOU PRICE YOUR PRODUCTS AND SERVICES?
61.

Have you determined what prices
you will have to charge to cover
your costs and make a profit?

62.

Do these prices compare favourably with prices of competitors?

WHAT SELLING METHODS WILL YOU USE?
63.

Have you studied the sales promotional methods used by competitors?

64.

Have you outlined your own sales
promotion program?

65 Have you studied why customers
buy your product (for example,
service, price, quality, distinctive styling, other)?
66.

Will you have sales clerks?
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67.

Will you advertise in the newspapers?

68.

Will you do direct mail advertising?

69.

Will you give out free samples?

70.

Will you use radio and television
advertising?

HOW WILL YOU MANAGE PERSONNEL?
71.

Will you be able to hire satisfactory employees, locally, to
supply skills you lack?

72.

Do you know what skills are
necessary?

73.

Have you checked the prevailing
wage scales?

74.

Have you a. clear -cut idea of

what you plan to pay?
75.

Have you considered hiring someone now employed by a competitor?

76.

Have you checked an the advantages
and disadvantages of hiring a
relative?

77.

Have you planned your training
procedures?

WHAT RECORDS WILL YOU KEEP?
HaVe you a suitable bookkeeping
system ready to operate?
79.

Have you planned an inventory
control system?

80.

Have you found out standard operating ratios for your type of
business to use as guides?
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81.

Have you provided for additional
records as necessary?

82.

Have you a system to use in
keeping a check an costs?

83.

Do you need any special forms?

84.

Have you made arrangements for
having your recordkeeping done?

WHAT LAWS WILL AFFECT YOU?
SS.

Have you investigated what, if
airy, licences you will need to
do business?'

86.

Have you checked the health
regulations?

87.

Are your operations subject to
certain hours of business?

88.

Have you seen your lawyer for
advice on how -:c1 net your legal
responsibilities?

WHAT OTHER PROBLEMS WILL YOU FACE?
89.

Have you worked out a system for
handling your tax requirements?

90.

Have you arranged for adequate insurance coverage? (for yourself?
for your business assets?)

91.

Have you worked out away of
getting along with your partner
or employees?

92.

Does your family (if any) agree
that your planned business venture is souLd.?

93.

Do you have enough capital to
carry accounts receivable?
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94.

Will you sell for credit?

95.

Have you worked out a definite
returned-goods policy?

96.

Have you considered other management policies which must be
established?

97.

Have you planned how you will
organize and assign the work?

98.

Have you made a work plan for
yourself?

WILL YOU KEEP UP TO DATE?
99.

Have you a plan for keeping up
with new developments in your
line of business?

100. Have you figured out who you
will go to when you need help
in solving business problems?

Indicator
6.

Student discussion.

OBJECTIVE 2:

THE STUDENTS WILL REVIEW THE COURSE.

METHODOLOGY
The first part of the review should be conducted by subject area.
A c.:mplete review of the subject areas of Finance, Accounting, Bookkc!ping, Marketiag and Personnel Management is suggested as a first
approach.
This review will give the student
is involved in each subject area. For
review the accounting process from the
of the financial statements. The sane
ject areas.
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The second part of the mview should, for the last tine, attempt
to tie together and integrate all the subject areas into the management process. BusinesS Management should be shown as an on-going
process which involves all the subject areas to achieve the objectives
of the business.
The end of the course should not be an end to learning about
business management, but the beginning of a lifetime of learning. The
course will facilitate learning by experience; it has provided an introduction to many topics which the students can study in greater depth
through reading, discussions and specialized business management courses.
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SUBJECT

MANAGEMENT PROCESS

LESSON MP18

EVALUATION

INSTRUCTOR' S GUIDE

OVERVIEW
This last lesson may be one of the most important from your point
During the course you will have made an attempt to get feedof view.
This lesson will facilitate more specific and
back from the students.
detailed feedback, allowing you to determine what the students think
of the course.
During this lesson you should be open to all suggestions made by
You will have to guard against a defensive attitude if
students are critical of certain aspects of the course. You will have
to analyze the evaluation made by the students and decide whether or
In
not the students were right in their evaluation of the course.
final analySis it is you who mustconduct the course; you may have to
dthings
which. the students dislike. but which you consider essential
a
to their preparation for business and for life.
the students.

This evaluation session may be conducted by an administrator, if
it seems appropriate. The instructor should feel free to develop his
awn methods for conducting this lesson.

OBJECTIVE
To obtain feedback from the students which will provi.de the instructor with a basis for evaluating the course and his instructional
techniques.
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METHODOLOGY
1.

Hand out the Readings and read the Purpose and Introduction.
cuss the importance of this evaluation for future students.

Dis-

PURPOSE

The purpose of this lesson is to look at the content of the
course and the methods of learning used to see what you think of
them and provide useful suggestions which could be used with
other students.

INTRODUCTICN

Tie approach used in `hi.; course is quite different from
what. you would find in other courses
An attempt has been made
to make the course practical and useful in preparing you for a
career in business management.
In order to follow the intention of the course, the instructor needs feedback of the students' impressions of the course. This last lesson is to spend
a few hours'analyzing the course to see its good points, its
weaknesses, how it migbt be improved for other students.

For this type o1 evaluation to work, it is absolutely necessary that evolyone ire honest and open in his remarks.
This
is your greatest contribution to future students.

2.

Divide the students into small groups of four or five. Provide
each group with sheets of flip chart paper and marking pencils.
Have each group elect a recording secretary and a group discussion
leader who will see that all group members have a chance to participate.

3.

Read Section 1 of the Readings.

CONTENT
1.

Evaluating the Small Business Management Course
You will be nrovided with a number of sheets of flip
chart paper. Head one sheet with "Things We Disliked or
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Weaknesses of the Course".
Oa another sheet write "Things
We Liked or Good Points of the Course".

The discussion leader should see that each person in
the group has an opportunity to have his say.' Start with the
Use the following list
things you disliked about the course.
as a guide of things to consider. Add any others you wish.
Have the secretary list in as short a form as possible all
the ideas is the group. Use as may sheets of paper as you
need.
a.

Course content
(1)
(2)
(3)

(4)

(5)
(6)
(7)
(8)

b.

Management Process
Finance, Accounting, Bookkeeping
Marketing
Personnel Management
Office Procedures
Business Law
Business Communications
Production Management

Training methods
discussions
readings
(3)
projectuals
(4')
films
(5)
resource people and visitors
(6)
projects
(7)
tours
exercises
(8)
(9)
role playing
(10) cases
(1)

(2)

c.

Length of course

d.

Upgrading and other courses prior to Small Business
Management course.

e.

Learning atmosphere

f.

Group particip4tion

g.

Public speaking

h.

On-the-job training

i.

Evaluation
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j.

Discipline

k.

Special problems such as:
(1)
(2)
(3)

()

housing
allowance
counselling
recreation

1.

School facilities

m.

Student selection

n.

Other

Now use the other flip chart sheet "Things We Lil
or
Good Points of the Course". Again, the group discussion
leader should encourage the group members to list on the
flip chart all their ideas. Use the same categories above
to guide you, and add any topics you wish.

4.

Check with the students to make sure that the instructions are clear.
The intent is a brainstorming or listing in as brief a form as
possible on the flip chart sheets of all the things they disliked
and liked about the course.
The students can 'Ise the topics listed
in the Readings as a guide.

5.

When the students have completed their listing or the flip chart
sheets, ask each group to put their flip chart sheets an the wall
with marking tape.
Then have students reconvene into the larger
group. You may wish tables to be removed to give a closer group
atmosphere.
Go over the points on each flip chart. As each point is read _ut,
ask the students to explain more fully their point of view. Ask
others to comment and discuss, and to make suggestions as to how
any difficulties might be corrected.

6.

Involve the students in discussion of the following topics:
a.

What could be added to the course to make it more useful?

b.

What changes should be considered?

c.

What was the n3st important things learned?

d.

Was the c,tent of the course too difficult, too easy, just
right?
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e.

Did you gain self-confidence, better communication skills,
problem-solving skills, etc. during the course?

Summary and .Conclusion

You may wish to discuss some aspects of the students' life after
the course has ended, such as getting established in job or in business, the ups and downs of business life, and the drag7down attitude
which students may encounter.
This last point may need some explanation.
In many small communities there is a stiong pressure for everyone to conform to the
sane life styles. Anyone who dares be different may have to fight
strong social pressures. This problem often faces a Native person who
sets up business in his home community.

Former students have found thi, attitude difficult to deal with.
However, if the students are aware that this pressure may be directed
towards them, there is less danger of thentabandoning their goals.
It is important that the students returning to their communities
be conscious of their roles as renberS of those communities. They
should not try to set themselves apart because they have had training,
but should work with their neijibours so they can, over an extended
period of time help the communities in various ways to develop and attain the goals for which they are striving.
The drag-down attitude is especially hard on those who core into
a community with a hope for quick reform.
The students must remember
that most people in their communities will not have had the opportunities
they have had.
They must progress slowly in any attempted development.
It is important that the students not let themselves be discouraged
and that they continue to work toward their personal goals and toward
a better community life.
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