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IT IS ESTIMATED THAT BY 1955 EVERY MAN, WOMAN
AND CHILD IN YOUR CITY WILL SPEND $9 A YEAR FOR
RADIO-TV SERVICE. WILL YOUR BUSINESS BE GEARED TO
GET YQUR SHARE?
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A BANK BALANCE IS FINE BUT...

Do you know that a bank balance may not be a particular indication
of success? Without basic accounting records you cannot tell how much money
you’ve made, what the future may hold for you, or whether or not you are
already well on the road to failure.

Accounting records for your business can be simple. They require little
time to keep you well posted on the condition of your business. One reason
why so many businesses fail is because they make little or no use of account-
ing controls. ‘Studies of small business bankrupts show that almost one-
third kept no records. Seventy-five per cent of the failures kept inadequate
records.

One out of three business firms go out of business within their first year

according to the United States Department of Commerce. Inadequate or
badly kept records are an important cause.
In one check of 30 bankrupt retailers, only
two had ever attempted to prepare statements
of profit and loss or balance sheets. Three
kept no records whatsoever. Others had note
books in which they recorded only purchases
and sales. Most of those who failed, although
on the road to ruin for many months, were
not aware of their ultimate failure until it
arrived.

Think of it! A man begs, borrows and
saves to go into Business, works his head off,
and then fails because he doesn’t appreciate .
the absolute necessity of good accounting
practices. The United States Department of AT o
Commerce says that the lack of adequate rec- 3
ords is a cause of business failure second only
to a lack of sufficient working capital. How
about you? Is the success of your business en-
dangered because you haven’t “had time” to
keep records?

Those of you who are in TV areas don’t
have to be told you’re in on the ground floor
of a boom industry. But the question is: Are
you set for what’s to come? It has been esti-
mated that by 1955 every man, woman, and  ONE OUT OF THREE BUSINESSES FAIL!



child in the country will be spending $9 a year for radio and TV service. What
other industry can match this growth? In 1939, 70 cents a year for radio
service; 1950, an annual per capita expenditure of $4 for radio and TV service;
1955, $9. No doubt about it, you're in a business that’s growing faster than
any other in the country. Your job is to get a share of it.

But getting your share is not going to be as easy as it was in the beginning
when TV first hit your town. You remember what happened? Aerials sprouted
like weeds in a cabbage patch. For weeks you were so rushed you hated to
answer the phone because it might be another customer. Busy around the
clock, installing and servicing. No question about price. It was as easy to
make a dollar as it was to plug in a new set.

KEEP CLOSE TABS ON YOUR MONEY

Many dealers we know were so busy taking in money they had almost
no time to keep close tabs on it. Their bank accounts grew along with their
business. They bought more test equipment, added a truck, and put on a
couple of men to help them carry the load. Maybe they even moved to a better
store. Their sales were up every month and what did it particularly matter
(or so it seemed to them) whether or not they knew down to the last dollar
what service and installation were really costing them.

It wasn’t that they didn’t want to know.
They just never could find—or make—time
enough to set up their books to. keep account
of the money as it rolled in. After they had
paid the men off at the end of the week there
was always enough both for them and the bills.
What more does a man have to know about his
business, they asked?

The answer to that is plenty, Plenty, if
he wants to build for himself a solid spot in an
industry that has only begun to grow. It was
simple enough to jump on the television band
wagon. For a while it was like a circus. But in
city after city the circus has left town, and in
its wake, sharp competition is already begin-
ning to weed out the weak sisters, many of
whom fail because they have no records to
guide them in running their business. As a
BUSINESS IS BUILT ON KNOW-HOW business man, you invested money in radio

and television servicing for one reason only:
to make money. But you are not interested
only in earning a legitimate return on your
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investment. Mostly you want to build some-
thing from which you can draw higher wages
and greater profits. This you can do if you look
after the management of your business with
the same diligence and care with which you
insist your customers’ sets be repaired. One
sure way to good management is to get the best
accounting tools you can find. They will tell
you what you need to know about your business
when you need to know it.

GO TO YOUR RECORDS FOR ANSWERS

Hcw about your books? Could you go to them right now and find out:
How much of your business you really own?
What do you owe to suppliers?
How much should be accumulated for taxes?
How much profit you made last month, last year?
Is your business growing, standing still, losing money?
Should you expand at this time, or wait six months?

No man can say he is managing his business properly unless he can turn
to his books on any given day of the week and get specific answers to each of
these questions. Consider the matter of expansion. Hundreds of businesses
large and small go overboard on this one. How do you know whether or not
you should branch out if you don’t have comparative financial and operating
records of your business from month to month and year to year. Could you
turn to your books the way Jack S—— did, when the time came for him to
make a decision?

Jack was as good a TV technician as ever came down the pike. But right
from the start he knew he would need more than just technical know-how
to build the kind of business he was aiming at. Even at first when he was so
busy with service and installation that he hardly had time to think, he had a
pretty good idea the gold rush wouldn’t last forever. He knew demand would
catch up with supply (as it usually does). And he also knew when that day
came he’d have to have some fairly detailed business records to help him find
out where he should go.

Jack went to an accountant and had him set up a simple but adequate
bookkeeping system that both he and his wife could handle. It didn’t take
them more than a couple of hours a week to keep the thing right up to snuff.
After a few months Jack became so expert at keeping his books he could draw
his own monthly profit and loss statement without help. This was a lot of fun,
particularly working out the profits down to the last penny.

IS YOUR BUSINESS HEALTHY?



WHAT YOU SHOULD KNOW

Early this year Jack was offered an attractive location next to a super-
market in a sleek, new shopping center. Should he take it? The temptation
was strong. The rental was $375 a month, a cool $225 over his present rent.
I't looked like a swell spot for retail sales, a part of the business he had a hanker-
ing to get into. He thought it over. Discussed it with his wife. Both of them
agreed it would be smart to go back and look over their records to find out
how business had been. They got out their yearly profit and loss statements.
A comparison of gross sales figures showed this:

1946 - - - - - $ 8,542

1947 - - - - - 15,231 (Jack and a helper)

1948 - - - - - 23,008 (Jack and two helpers)

1949 - - - - . 26,743 (Jack, a benchman and two on the truck)
1950 - - - - - 28,675 (Same as "49)

1951 - - - - - 27,282 (No change)

A look at their figures for the first three months of 1952 showed Jack and his
wife that business was slipping behind what it was a year ago.

Should they gamble on the new and higher costs? Their records showed
Jack and his wife that the gold rush was unmistakably over and that, unless
they had a pretty solid plan for substantially increasing sales, the higher
costs of the new store would more than eat up their margin of profit. Also, a
look at their cost-of-sales figures red-flagged what they already knew: The
cost of doing business had been creeping up month after month. At the same
time costs were rising, competition was making it increasingly difficult to
get a fair price for service. Altogether it looked like a bad gamble to Jack
and his wife, just as it would to any business man with adequate records
to guide him. Jack said “No” to the temptation, thereby saving himself some

1946 1947 1948 1949 1950 1951

$28,657

$26,743

$23,008

$15,231
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HIS WIFE HELPED HIM WITH THE BOOKS

of the headaches many of his competitors now have.

No one has figured out how many over-expansion headaches there are
among TV service dealers. But it’s a safe bet there are many dealers who
wish they hadn’t bitten off more than they could chew. Before they made
the move a look at their records and a reading of the signs would have saved
them losses that are now piling up.

WATCH INCOME FROM CONTRACTS

Other dealers have found it difficult, if not impossible, to complete serv-
ice contracts because, when they accepted them, they failed to make the
proper entries in their books. If they sold a year’s service for $50 and did
not put that money in a special fund—pro rating 1/12 of it each month to
current income—then more likely than not they found themselves in finan-
cial hot water before the contract expired. This is the history of many
TV-service failures. Dealers in city after city sold year-long service contracts
and then found themselves running out of money while the customers were
still quite rightly calling for service. Instead of tightening up their whole
operation as they should have, many servicemen, after writing a few hun-
dred contracts, expanded like a government financed industry. This showed
admirable enthusiasm. But it could hardly be called a demonstration of
sound business judgement based on a careful analysis of their business rec-
ords.

How about records for the control of your inventory? This is a particu-
larly important problem for the larger dealers employing crews of men to
handle their service. Recently, in one of the large metropolitan cities, one



of the really big fellows folded. And what
was his trouble? Failure to install a system of
inventory control that would have disclosed
the fact that his men were stealing parts right
out from under his nose. When the loss was
finally discovered it was too late. More than
$150,000 was looted from the business, a loss
great enough to throw the firm into bankruptcy,
which of course it did.

Or take another case on the brighter
side of the picture. Johnson, with three serv-
icemen, enlarged his area of coverage in order
to expand his business. Naturally it cost more
to send these men farther away from home
base. These extra costs were absorbed—but
not by the customers. The extra service trips
into outlying sections of the city looked prof-

DISTANT SERVICE COSTS MORE itable when sold or billed at the usual rates

with the usual margin. A careful analysis of
the figures, however, showed that they were not profitable—they were los-
ing money. Johnson thereupon set up his books so that he could make a
proper charge for service to the more distant customers. These charges
didn’t add much to any single order but, taken all together, they made a
lot of difference to Johnson, turning a losing proposition into a profitable
one.

DO YOU KNOW YOUR COSTS?

A good set of business records, then, is a pretty handy and valuable
thing to have around. In fact it’s impossible to over-estimate their importance.
Not only will your books tell you what your true costs are, enable you to
detect fraud, and help you guard against making disastrous decisions, but
they are the continuing source of other vital information without which you
cannot properly manage your business.

What about collections? Every call can’t be C.0.D. Charges are bound
to creep in. Do you have a customer account book that enables you to keep
right on top of the charges that drift past their due date? Or are you permitting
debts to ride along and then, when you get around to collecting them, you find
they are uncollectible? If this is your story, then your sales books are in serious
need of an overhaul to prevent such leaks.



How about records showing the operating costs of your truck or trucks?
Do you really know what they cost you to operate, say, in cents per mile?
If you have such a figure, it should include the idle time of your men while
they wait for a truck to be repaired. One contractor, after studying his high
costs of truck maintenance, sold his three trucks and found he could save
money by paying his men six cents a mile for the use of their cars on the
job. His men’s cars, he has found, are almost never laid up in the garage
for repairs. (They take good care of their own property.) Trucks can eat
up your profits. It might be wise to keep careful maintenance records and
get rid of your transportation when its cost of operation gets out of hand.

Or take another aspect of your business. Do you have a record of each
call you or your men make on a given customer? Does it show name, ad-
dress, type of set, date of each service call, repairs made and their cost? If
you haven’t set up such a record for your contract accounts, the chances
are you are losing money on some of them. Such records could tell you, for
instance, whether or not it is profitable to handle contract service on, say,
manufacturer’s brand X. Through faulty construction and materials, these
gets may require more service to keep them operating than you can afford
to provide at your regular contract price. This is something you should know
for certain. Losses come out of your pocket, not the customer’s.

WHAT ABOUT FLOATING A LOAN?

Suppose you hit the slow months without adequate working capital
to tide you over. You hate to discharge one or two of your men in order to
cut your expenses and stop the drain on your bank account. You’ll need
these men when business picks up. The thought pops into your head that
you’ll tap the bank for a loan. But unless you can go to the bank with profit
and loss statements that show a history of the company and reflect favor-
ably on your management of it, you might just as well save yourself the trip.
It will be the very unusual banker who will even consider your application

LOSSES COME OUT OF YOUR POCKET
NOT THE CUSTOMERS
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unless you can show him just how your company expects to be in a position
to pay him back. Words won’t be enough. The banker will want a balance
sheet.

GOOD ACCOUNTING LEADS TO SUCCESS

Consider that sore point: Taxes. Are your records set up for good tax
management? Have you considered for income tax purposes whether you
should incorporate, enter into a partnership with your wife or relative, or op-

erate a sole proprietorship? Under certain circumstances there are tax advan-
tages beneficial to each type of the above ownerships. It might pay you to

investigate and make changes in your business accordingly. Again there can be
tax economy for you in knowing how and when to report your deductions. Some
expenses can be controlled and incurred in the year in which they will give you
the greatest deductions. On the other hand, you may find it advantageous to
spend money this year for such expenses as repairs, advertising, redecoration,

‘etc. Or perhaps you can delay them until next year, if that will give you greater

tax benefit.

But in any event, you'll never know the answers to these and other similar
questions unless your records are well kept. Every transaction must be care-
fully entered in your books and verifiable to any tax agent who may wish to
examine your records. If you don’t profit from good tax management you
have no one to blame but yourself.

In all this discussion of the necessity for keeping detailed records of your
business, we have purposely saved the most compelling reason for the last:
Uncle Sam, for income tax purposes, demands that you do so. The laws of



the land also say that you shall pay Social Security and other federal, state and
city taxes. This you cannot do, without detailed records of your payroll, sales,
purchases, expenses, etc.

But even if you were not required by law to keep records, you should be
more than eager to do so. As a tool of your business, they are as important as
the test equipment in your shop.

These, then, are some of the problems you should be aware of in the man-
agement of your business. The necessity for good accounting practices cannot
be overemphasized. Good accounting can be the difference between success
and failure. Many failures are needless when faults can be so easily corrected
by the use of sound bookkeeping procedures.

As a manufacturer of electronic equipment, our success and that of our
distributors depends on yours. Thus, it is our hope in the preparation of this
manual on management problems that your use of it will help you put your
business in the best possible position to take advantage of the expanding market
that is ahead for all of us.

THIS IS ONLY THE BEGINNING

This chapter is only the beginning in a series of discussions about
the management problems you face from day to day. Subsequent
chapters will be placed in your hands from time to time. They will show
you, among other things, the very records you need in order to run your
business efficiently.

Bookkeeping forms, designed for radio and television servicing,
will be made available to you. It will be a system so simple that either
you or your wife can use it, yet complete enough for your basic needs.
Still another chapter will tell you how to evaluate and interpret this in-

formation enabling you to have at your finger tips the data you require —

for the proper guidance of your business. Another section will discuss
expansion—how and when to expand your service, pointing out what
you should know before undertaking any expenditure of capital for
growth purposes.
In short, this management service, prepared by the Tube Depart-

ment of the General Electric Company, will:

Help you take the guess work out of your business

Help you make the right decision at the right time

Help you keep track of your costs

Help you make money now out of your business.
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What one dealer learned —

Many now know
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for use with

Part 1 of the G-E Accounting Course for

TV=Radio Service Dealers

JOB TICKET (ETR-632)

A three-part form consisting of (1) customer’s
claim check, (2} customers bill and receipt, and
(3) dealer’s permanent record printed on

heavy paper. Sheets are separated by carbon paper,
and perforated. Punched with 2 holes for filing

AUTHORIZED DEALIR

in a special 2-post hinder where desirable. CLAM CHECK cenenat @ BECTRIE
7 071 ES
Dealer’s copy may he separated from the stub y it T
y . g + this check Tor
and filed permanently in a standard 5" x 8" file hox. e indicated above

Overall size of the job ticket is 37 x 834",
34 inch of which is the stub.

BINDER FOR JOB TICKETS (ETR-631)

A 51" x 914" binder especially designed for

filing dealer’s copy of the job ticket, where it is
desirable to file numerically (by job number)
rather than alphabetically. Also useful for holding
job tickets given to servicemen at the start

of the day. Has stiff covers, metal hinges, and is
imprinted as indicated in the illustration.

Has 2-inch capacity, which is sufficient space for 100
forms. Expansion posts may he obtained

to double this capacity.



PAYMENTS
DATE [JOB NUMBER NAME ADDRESS BABUE DATE AMOUNT
4 //4/53 ol \ne etere Hara 135 %AM_’.;, P i3 5108 ‘
2
3
4 =
5
6
e ot ot WW\/WJV’W’ ;m
ACCOUNTING FORMS g
Special 11” x 17”7 forms for recording cash receipts (—)
(ETR-047). cash disbursements (1KTR-648). §
and accounts receivable (ETR-649). Tinted \‘_ﬂ.
lo prevent glare, and complete with necessary tab TAB PAGES
pages to separate the various forms used in ;?,
the journal. Column headings are 2
printed on all forms. For 25 each of cash -
disbursements and cash receipt forms, 10 accounts ;
receivable forms. and three tab pages. rl';

order ETR-686.

BINDER FOR ACCOUNTING FORMS (ETR-671)

A “lifetime” 2-post binder with stiff covers
and metal hinges for holding all the accounting
forms in the journal. Imprinted as indicated

in the illustration.

Ask your G-E Electronic Tube Distributor how you can

obtain these forms and binders at special discounts.
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“Quickest way I know of to go broke in the radio-
television service business is not to keep records,” says
Morris Sackman, co-partner in money-making, six-
year-old Town Television, Flushing, N. Y. And, not
intending to go broke, Mr. Sackman keeps just about
as complete a set of service records as we have seen.
On any given day of the week he can check them
for accurate cost information, break down his income
into dollars produced from the sale of labor and those
earned from the sale of parts, turn to his files for a
history of every repair job his men have done, total
his sales to find out if he's making or losing money.

But the records at Town Television were not always
as well-ordered as they are today. In the beginning,
Mr. Sackman had to learn about record-keeping the
hard way, by trial and error.

Six years ago, when he and his partner opened shop,
there was no one to warn them of the traps they could
fall into, of the mistakes they would make. No one
told them what to do about the seemingly endless
stream of customers who complained that “you fixed
my set just last week (more likely, it was last month),
charged me $14.25, and it’s still fuzzy.”

It took many hundreds of such complaints,and count-
less wasted man-hours, before Mr. Sackman tumbled
to the fact that what he needed was a bill-of-sale de-
signed so that it indicated to the customer when neces-
sary that, even though Town had repaired the set,
additional work and other service (such as special
parts) might still be required before the customer
could expect it to be in A-1 working order. Now, Mr.
Sackman is well supplied with such a form and says
it has reduced service complaints to a fraction of what
they were. (More about this form later.)

A carefully designed bill-of-sale is only one of the
many detailed records Mr. Sackman keeps so that he
can tell at all times in what direction his business s
headed. Without such records, he says, he would find
it impossibe to operate.

Surveys of radio-television service dealers indicate
that the most successful keep the most adequate rec-
ords. The business is too intricate to trust its progress
even to the best of memories. In reality, the small
retailer who sells goods over the counter has few
record-keeping problems, compared with the owner
of a radio-TV repair shop. The latter has service men
to keep profitahly employed, estimates to make, trucks
or cars to he maintained, parts to be sold, sets to be
picked up and delivered, and customers to contend
with who are about as foggy on the subject of TV cir-
cuits and repairs as they are on trigger mechanisms
for an atomic bomb. .

Keeping track of many of these details requires a
set of bookkeeping and accounting forms designed
especially for your business. Today, thanks to the
record-keeping trials and errors of service people all
over the country, the bugs have been worked out of
the basic forms and it is now possible to make avail-
able to you a bookkeeping system that is simple but
which combines the best thought and practices of
many dealers. Part of this system will be described to
vou in this second section of the General Electric
Business Practices Manual.

However, it is impossible to overemphasize the fact
that no matter how simple a bookkeeping system is,

it will not operate unless you have a sincere desire to
make it work. It will only prove effective if you com-
plete the various steps required for its successful oper-
ation. But, if you do make a reasonable effort, the time
you spend on it will reward you not only in dollars
saved, but also in the solid satisfaction you will get
from knowing that your business is well managed and
working efficiently.

The bookkeeping system described here has been
designed for the dealer who employs from three to
five persons. It assumes that he has been in business
for some time, has one ot more trucks or cars, derives
the lion’s share of his income from the sale of parts
and service, and has a benchman or else does his own
shop repairs.

In this chapter you will be shown:

1. How to estimate the amount of weekly income
your business needs in order to make for you a reason-
able profit.

2. A set of job tickets that will permit you to keep
a complete customer file on each job and cut customer
complaints to a minimum.

3. How to record your cash disbursements.

4. How to record your cash receipts.

On the disbursement forms you will be able to re-
cord every dollar you spend to maintain your business.
They will tell you what expenses are getting out of
line, where you’ll have to tighten up.

On the cash receipt forms you will record and show
income received from labor, the sale of parts and in-
stallations. Sales will be divided into cash and charge.
These forms will enable you at any time to put your
finger on your sources of income and to find out if any
weaknesses are showing up.

The cash receipte and cash disbursements forms
illustrated in this chapter, are the most important
forms you will need. Proper use of them will help you
to keep a close check on income and to control your
expenditures. Once you have begun to do this, you can
really say you have a firm grip on the management of
your business. Subsequent chapters will give you the
additional forms necessary to complete this account-
ing system.

But do not think you have to await the completion
of the series before you put to work the record-keeping
procedures described in this chapter. If your present
hookkeeping system is not all it should be—a simple
device that can tell you whether you are making or
losing money—plan immediately to use this system.
You will find it easier to adopt it step-by-step, just as it
hecomes available, rather than to save all the chapters
until the final oné is in your hands. Of immediate
importance to you is a tight control over your cash
receipts and cash disbursements. From what you will
learn in this chapter, you can begin to exercise such
control immediately.

Think of this system as a continuation of, and (we
hope) improvement on, your present record-keeping
practices. A word of caution, however, in switching
over to the new system. Do not destroy your old rec-
ords! You will need to refer back to them from time
to time for necessary information. Also, remember
that your records are the only valid source you have
for the certification of tax claims,



Estimating your expenses

Perhaps you have been in business for some time
and have only a hazy notion of how much money
you must take in each week or month in order to
pay all your bills, including taxes, to draw from
the business the weekly sum you consider neces-
sary for you and your family to live on, and to ac-
cumulate capital. For instance, has it occured to
you that unless there is something left over at
the end of the year—after you have paid all bills
and taken your weekly draw—your business actu-
ally may be losing money? You opened up your
shop after investing a certain amount of money
in fixed assets (test equipment, and trucks or
cars). These, as you know, depreciate in value
each year and eventually must e replaced. Un-
less there is sufficient money in the bank to cover
the cost of new equipment when the old has worn
out, you have not been meeting all your expenses,
one of which is depreciation. In reality, in order
to meet other expenses, you have been using the
money you should have been putting aside for
new equipment.

This is an extremely short-sighted policy and
can lead to failure. Your fixed assets, plus your
technical “know how,” are the most important
elements you have in the business. One without
the other is worthless. Destroy your assets and
you are no longer the owner of a radio-television
service business.

The point to remember is that you must plan
to take in sufficient income not only to cover
expenses but also to cover losses in value caused
by depreciation and obsolescence of equipment.

So—if you are not quite sure just how much
money you must take in to meet all expenses, or
if you find that income does not quite equal
outgo, you should estimate your expenses in or-
der to determine how much you must gross
weekly or monthly. In this way you will learn if
you are charging enough for your services.

Now, estimating expenses to determine what
charges you must make for service i¢ not a diffi-
cult task. Mostly, it is a matter of judgment. In
Table I we have worked out for you a sample
operating budget based on a survey of a number
of dealers in a large metropolitan center. If you
are a newcomer to radio-TV service, you may not
be able to estimate accurately within several dol-
lars how much your expense in each category

will be. For this reason, at frcquent intervals—
say, wcelily—you should compare actual expendi-
turcs with your estimate. Such weekly review
will put you on your guard against the loss of
considerable sums of money. Neglcct this safe-
guard, and you can run in the red for some time
before you actually know where your money is
going.

Frequent review of operating expenditures,
comparcd with your budget allowance, will re-
veal expenses you have either failed to estimate
or have underestimated. Such practice will allow
you to revise and improve your estimate so that
you can ultimately make the correct and profit-
able charge for your services.

Costs of certain items will vary from section to
section of the country, but such differences in costs
will not affect the make-up of your budget. For
instance you may be able to get a first-rate serv-
ice man in your area for considerably less than
$90 a week. But, even if you do, this will mean
only that you will probably charge less for serv-
ice than is customary in other areas where wages
are higher.

To estimate expenses as we have done in Table
1, simply list all the expenses you must meet by
the week, month, or year in order to run your
business. Some of your expenses (for instance,
insurance and taxes) are usually payable by the
year. To determine the weekly cost of these items,
divide by 52. With some other expenses (rent,
heat, telephone, and electricity, the normal bill-
ing period is one month. In this case divide the
monthly bill by 4% to obtain weekly costs.

After you have made a list of your costs, check
them against the items in Table I to make sure
you have included all factors. Allowance for
truck depreciation is based on an original cost
of $1000 for a second-hand truck, depreciated
over a five-year period at the rate of $200.00 a
year. For tax purposes, the Internal Revenue De-
partment considers the life of certain trucks to
be about six to eight years. Test equipment which
we assume cost you about $1000 (you can, if you
wish, spend considerably more than this) is de-
preciable as follows: 16 per cent each year for the
first five years; 4 per cent each year for the next
five years.



TABLE 1

Estimating Your Expense

Divisor
to
determine
Expenses, excluding Estimated estimated Estimated
cost of materials cost for weekly weekly
and parts used Period period expenditure expenditure

Rent and heat Year $1320.00 52 $ 25.39
Electricity Month 15.00 4% 3.47
Telephone Month 15.00 4% 3.47
Auto and truck expense:

Gas and oil Week 5.00 1 5.00

Tires and repairs Year 100.00 52 1.92

Mileage allowance for employee’s cars Week 10.00 1 10.00

Insurance, autos, and trucks Year 208.00 52 4.00

Depreciation, autos, and trucks (5 years) Year 200.00 52 3.85

Other auto and truck expense Year 100.00 52 1.92
Property and business insurance Year 100.00 52 1.92
Taxes other than income, payroll, Year 100.00 52 1.92

and sales taxes
Stationery, printing and office supplies Year 150.00 52 2.88
Depreciation, shop equipment (10 years) Year 50.00 52 .96
Depreciation Test Equipment Year 160.00 52 3.08
Depreciation, furniture and fixtures Year 50.00 52 .96
Advertising Week 10.00 1 10.00
Other exepenses Year 200.00 52 3.85
Payroll, serviceman No. 1 Week 70.00 1 70.00
Payroll, serviceman No. 2 Week 90.00 1 90.00
Salaries, clerical Week 35.00 1 35.00
Wages of owner Week 150.00 1 150.00
Unemployment Insurance Tax —

Employer’s contribution Week 5.85 1 5.85
Federal Old Age Benefits Tax —

Employer’s contribution Week 2.93 1 2.93
Total Expenditures to be recovered

in excess of materials and parts $438.37

Here is how the schedule of depreciation shown in Table I was

Here is how the contributions to the Unemployment Insurance

computed: Tax and the Federal Old Age Benefits Tax shown in Table I were
computed:
F.O.A.B.
Item Original | Estimated | Annual Depreciation Weekly | Unemployment tax at
Cost | Life (years) | Per Cent | Dollars Class of Salary Salary | Tax at 3 per cent| 1.5 per cent

Autos & Trucks | $1000 5 20 200 Serviceman No. 1 $70 $2.10 $1.05
Shop Equipment Serviceman No. 2 90 2.70 1.35
(other than test) 500 10 10 50 Clerical 35 1.05 .53
Test Equipment 1000 Owner 150 none none

Tst 5 yrs. 16 160

2nd 5 years 4 40
Furniture and N —— .

Fixtures 500 10 10 50 Total $345 $5.85 $2.93




You will note that we have made no provision
for F.O.A.B. and Unemployment taxes on the
owner’s salary. This is because both of these taxes
are computed on earnings. While you may draw
$150 a week from the business, your yearly earn-
ings may well be in excess of this depending on
your profits. How you will compute your taxes, as
owner, is discussed in another section of this
chapter under payroll taxes. Because federal
taxes are such a knotty problem, and because
state tax laws differ widely, it is advised that you
consult the Social Security and Unemployment
Insurance Boards nearest you for information as
to the requirements for your business.

Now add up the figvres in your weekly column
and total the amount. This figure, then, is the
amount of money, including your draw, you must
gross weekly to cover all expenses. It is called the
break-even point. You will note that the illus-
trated budget is set up for the salaries of two
service men, one office employee, and the own-
er’s weekly drawing account. Chances are you
may do your own bench work, in which case the
salaries of your service people will be about $70
a week. Benchmen, being more experienced than
the average service man, command a higher wage.

In looking over your expense budget you will
see that considerably more than half of its costs
is absorbed by payroll. The other expense items,
you will note, are pretty much fixed. Even if you

closed for a month, or dismissed all your employ-
ees, you would find it exceedingly difficult to
reduce these other expenses. Their weekly,
monthly, and yearly recurrence, once you are in
business, are as inevitable as the change of the
seasons. In a slack period, you can get some relief
by cutting your work force. But this is short-
sighted policy. When things get busy again, you’ll
need your service men.

Realization of this fact, then, places on you,
the owner, the task of devising ways and means
of making sufficient income month in and month
out to meet your estimated expenses plus a rea-
sonable profit.

We cannot in this section on Business Practices
tell you how to do this. The sections on Market-
ing, Merchandising, and Advertising suggest ways
to increase your sales. In any event, if you are to
continue in business your average weekly income
over a period of a year or more must equal ex-
penses unless you are able to raise additional
working capital to meet your losses.

Once you have determined your break-even
point, you can begin to figure out how much you
must charge for service and parts. Obviously the
sky is not the limit. Competition sees to that. The
point is that you must work out a charge for serv-
ice and parts that will permit you not only to
cover expenses but also to earn a certain amount
of profit, to which you as owner are entitled.




F iguring your income

How much you should charge depends on several
factors: competition, wage rates in your area,
your fixed expenses, how much you wish to
take out of the business weekly, how much
yearly in profits. Within the framework of com-
petitive pricing and wage rates established in
your city or area, over which you have little or
no control, you will have to work out your pric-
ing problem. Now it is obvious that if you decide
to draw from the business $75 a week instead of
$150 you will be able to bill out your men’s time
at a lower rate. Likewise, if your store rent is
8500 a year instead of $1,320 the difference be-
comes an important factor in estimating what you
should charge.

If competition prevents you from charging
for service the amount you need to cover your
costs and to earn a reasonable profit, two courses
of action are open to you:

1. Increase your sales volume.

2. Reduce your costs.
In pricing service time, cost factors are so vari-

able that it is impossible to tell you the exact
hourly charge you must make for service time.

Once you have determined your break-even point,
it is not enough that your income just equal this
amount. You must plan your business so that in-
come exceeds bare expenses, including your draw.
Almost every business has its slack periods, and
radio-TV servicing is no exception. Expenses in
off-periods should be met out of profits. Hence
you must strive for a weekly rate of income in
excess of your break-even point. Unless you do
this you will find yourself dipping into capital to
tide you over the slack months.

One sound rule to follow in figuring expenses
and income is to estimate high on expenses and
low on income. The best-laid plans for develop-
ing business don’t always work out. Hence over-
shoot the mark on expenses and underestimate
your income.

It is more than likely that you will derive
almost all your income from the sale of labor and
parts. In our estimate of expenditures (Table I)
the cost of parts sold has been deliberately ex-

For instance: in a large metropolitan area, park-
ing presents a serious problem. As a result it has
been found that in large cities service men are
able to make no more than half the calls per day
completed by men of a suburban dealer. As a
result, the price per service call in the city must
necessarily be higher than it is in the country.

Yet, within a given marketing area, the city
and its suburbs, costs from dealer to dealer will
vary little if any. Hence the hourly rate which
the city dealer determines his men must earn
will practically be the same as that of his sub-
urban competitor. Thus: a city dealer may charge
$5 per service call. His men average six calls a
day for a gross of $30 per man. A suburban dealer
may charge $3 per service call, but his men aver-
age 10 calls a day, grossing $30. In each case, how-
ever, the dealer is charging $3.75 an hour per
8-hour day.

We have worked out a pricing procedure based
on the experiences of many dealers in a large
metropolitan area. This procedure, we think, can
easily be fitted to your needs once you have deter-
mined your own variables as set forth in the two
preceding paragraphs.

cluded as an expense item. Parts will be sold at
list price enabling you to recover inventory costs
plus a profit. This profit is considered a contribu-

tion to the recovery of expenditures listed in
Table I.

Mark-up on the sale of parts averages from 40
to 50 per cent of list price. It has been found in
one of the large metropolitan areas that profit on
the sale of parts can be expected to account for
approximately 15 to 20 per cent of your gross
income. From this estimate we can develop the
following:

1. Weekly labor billings required to recover

operating expenses plus owners profit. (Table

II.)

2. Minimum hourly billing rate for a given
number of service men. What you must charge

for their time. (Table III.)

3. Number of calls required when the follow-
ing facts are known:



a. Number of service men working.
b. Standard rate at which service calls can
be billed in your community (Table IV.).
4. How much in parts you will have to sell so
that from their sale you can earn 15 to 20 per cent
of your income (Table V.).

HOW MUCH INCOME FROM SERVICE?

The answer to the question of how much income
you must derive from labor time alone is arrived
at by adding total expenses to expected owner’s
profit, and deducting from these your estimated
profit from the sale of parts. This is illustrated in
Table 11, below.

Thus it is evident that the owner’s time, plus
that of his men, must bring into the business at
least $422.62 a week, a sum equal to operating
expenses plus owner’s profit less estimated profits
on the sale of parts. The next problem is to deter-
minte what hourly rate your billable labor must
earn. In Table I you noted that the owner em-
ployed two service men. Naturally you as the
owner will employ your time profitably. For our
purposes, we will assume that 50 per cent of your
time in the shop can be devoted to income-
producing activity. We are now ready to find out
the rate at which each productive labor hour
must be billed.

MINIMUM HOURLY RATES

Here is the way to calculate the minimum hourly

rates you and your men must earn. In the ex-
ample given below in Table III we have delib-
erately estimated your time at 40 hours a week,
even though you will probably work many hours
in excess of that figure. All billable time you are
able to write up over the necessary 20 hours will
be very profitable. But for illustrative purposes,
we have carefully avoided distorting the income
account by requiring you to be profitably em-
ployed every minute of the 50 to 60 hours a week
you are in the shop. We have limited your income-
producing time to 20 hours. In some areas, serv-
ice men work 48 hours a week. If this is the case
in your city, adjust your calculations to make
allowance for this fact.

Working out the minimum hourly rate you and
your men must earn to cover expenses plus profit
($4.60 per hour in Table III) should be very in-
structive to you as owner of a radio-TV service
shop. When you have computed your hourly rate,
you will immediately see that you have no such
thing as “free time” to give away. Every hour your
men are on the job, less that 10-percent idle-
factor about which you must never tell your men,
must be accounted for in billable time. If you can
reduce this idle-time factor, even by only a few
hours a week, it will mean greater profits.

By now it should be evident that you cannot
afford to cut prices below whatever figure you

TABLE 1
Weekly Labor Billings Needed to Recover Expenses Plus Profit
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Total operating expenses (See Table ). .. ... i $438.37
Add profit desired by OWNer . ... ... ...l 50.00
$488.37
Deduct estimated profit on sale of parts at the rate of 15 per cent of operating expenditures
(015 X $A38.37) &ttt ittt 65.75
Net AMount of INCOME. ... v ittt et ittt iiiaan i $422.62
TABLE 111
Minimum Hourly Rate for Billing Labor
(A) (B) (A) X (B)
Number of Weekly hrs. Billable
employees to be hrs.
Estimated billable time billed
SEIVICE MEN .+ v ottt e iie et i aa it aaaaeeeanns 2 40 80
Owner, 50 per cent of whose time is billable. . ............... 1 20 20
Total billable hours . .. ... .o 100
Deduct idle, or nonchargeable, time of service men
estimated at rate of 10 percent. ... ...... ... it 8
Net billable hours ... ... ..o 92
Labor billing needed to recover expenses plus owner’s
profit (Table ). ... ... ..o $422.62
Minimum billing rate per hour ($422.62 divided by 92)......... 4,60
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need to recover the necessary, minimum hourly
rate; nor can you afford to make a practice of
doing favors for your customers, like calling back
this week at no charge to adjust a set you repaired
last week. Every hour you and your men are on
the job is valuable time which must be profit-
ably employed. If you don’t look at labor time in
as cold a light as this, the chances are you will
run into trouble before very long, just as many
of the price cutters do.

In each TV city in the country, when things get
tough competitively, some dealers get the notion
they’re going to set the town on fire with, say, a
$3 service call. They figure they’re smarter than
their competitors and will have no trouble at all
getting the lion’s share of the $5 business. Now
maybe they could do this—if they were all gen-
iuses. But, the occurrence of genius is about like
a $3 bill-very rare indeed. No one has deter-
mined yet how you can sell a $5 commodity for
$3 and do it for very long; unless, of course, your
rich great aunt is financing the deal. And there’s
always a chance that even she will run out of
money.

The only thing the $3 geniuses usually set on
fire is their own working capital, which they pro-
ceed to burn up in short order. It is well to re-
member that customers, normally, are suspicious
of some one who sells a product or service for less
than the accepted rate. They suspect the deal is
not quite on the up-and-up. And because of their
hesitancy in patronizing the suspected ones, the
latter have as much trouble in selling service for
$3 as their competitors do for $5. As a result, the
$3 boys fail to increase their business materially.
And, unless they can just about double their nor-

mal 8 to 12 service calls a day, they will lose
money pretty rapidly. Then one of two things
usually happens: either they go broke, or wake
up to the facts of business life just in time to keep
themselves from bankruptcy.

Moral: Figure out what it costs you to do busi-
ness and stick to it.

HOW MANY SERVICE CALLS PER DAY?
Once you have determined the minimum hourly
rate you and your men must earn to cover ex-
penses plus profit, it is then necessary to find out
how many service calls, billed at the competitive
rate for your city, will be necessary for your men
to make each week. Number of service calls is
arrived at as follows in table IV below:

In order to recover a $4.60 minimum hourly
billing rate, it is necessary for each of the two
service men to average eight $5 calls per day.
Quite obviously if you are located in a congested
city area where parking is a problem, it will not
be possible for your men to make 8 calls a day. In
this event, and, if you are faced with a competi-
tive $5 service rate, you will have to take at least
one of the three following steps or a combination
of all three to make up for the fewer number of
service calls.

1. Decrease amount of nonchargeable time.
2. Add another service man.
3. Cut operating expenses.

If you take Step 2 you will have to recalculate
your minimum hourly rate and at the same time
develop a sufficient amount of additional busi-
ness to keep the third man profitably employed.

TABLE IV

Labor billing required to recover operating operating expenditures and owner’s profit. (Table 11). .. .$422.62

Deduct: Estimated billings for time of owner-benchman

Owner’s time on service (Table Hl) ........... ... ... ... .. .. ... ..., 20 HOURS

Minimum hourly rate for billing labor (Table Ill). ........ ... ... ... ... . ... i, $4.60

Minimum billing for owner’s time as benchman (20 hrs. X $4.53). .............cccviiviivn it 92.00

Labor billing required from service calls . ....... .. ... ... ... oo 330.62
Standard rate per service call ... ... e e 5.00
Number of service calls required to bill $321.05 weekly (330.62 divided by $5).................... 66*
Weekly number of calls for each service man (66 divided by 2)................................ 33
Number of service calls required from each service man per day, assuming a five-day week, less

allowance of nonchargeable time (10 per cent of 5 days equals ¥4 day, netting 4% days

each week for billable time) is computed by dividing 33 (number of weekly service calls

required) by 4 a. . o e e e et 8*

*Rounded Off



You will recall that, as pointed out earlier in this section, in one of the large metropolitan areas
many dealers calculate that their profit from the sale of parts is equal to approximately 15 per cent
of their operating expenditures. Using this figure, you can determine how many dollars worth of parts
you must sell each week in order to earn the necessary parts income needed to help defray 15 per
cent of your operating expenditures. This you do as shown in Table V.

TABLE V
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Dollar value of Parts required to Contribute
15 Per Cent of Operating Expenditures

Estimated profit contribution from sale of parts (Table 1l)............. ... .. .. it $65.75
Minimum gross profit rate from sale of parts. .............. . i 40 per cent

Gross dollar value of parts per week required to contribute $65.75 where minimum profit is 40
per cent of selling price. (Profit contribution, $65.75 divided by gross profit margin on sale of

PAarts, 40 PEI CENE). . ...ttt ittt e e $164.37
PROOF
Sale of parts required. ... ... ... e $164.37
Gross profit margin on sale of parts. .............. i 40 per cent
Profit (0.40 X $164.37) . . .. ittt e e s $65.75 o

Many dealers have found that they can
legitimately increase parts sales by having tk
men spend a little more time on each job
ticularly in the home. In such cases, the
man inspects each set rather carefully, a
doing, more likely than not, discovers parts
are still working but are in ragged condit
bit of explanation about the rather p
rate at which some TV parts wear ou
quently induce the customer to replace
The selling pitch here is that replacem
will be less costly than later on, and
course, result in considerably better 1
Using such techniques, many dealers are
lift their income contribution from the sa
parts considerably above the 15 per cexn



The job ticket

Part of the base of the pyramid for this account-
ing system is firmly anchored in your sales forms
or job tickets. When you sell service time and
parts, you want your job tickets handy for a per-
manent record of the transaction.

A job ticket is many things to many dealers.
Some have elaborate forms they have developed
themselves. Others buy equally elaborate forms.
Still others use simplified job tickets. The point
is that there is no single job ticket adaptable to
the requirements of each and every radio-TV
service dealer across the country. The best of
them, however, are designed to record the follow-
ing information and to perform the following
functions:

1. Provide the customer with a claim check for
work to be repaired in the shop.

2. Provide the customer with a record of work
accomplished in the form of an unpaid or
receipted bill.

3. Provide dealer with a detailed, permanent
record of each job: pertinent customer informa-
tion (name, address, date, make and madel of set,
customer complaint, etc.) and a record of work
done (divided into the sale of parts and labor
time).

4. Provide dealer with space for indicating to
the customer, when necessary, that even though
he has repaired the set, it is still in need of addi-

tional work. Some dealers have found this to be
one of the most important features of a job ticket.
In eflect, it lets the customer know that the dealer
feels there is still more work to be done on the
set before it is in A-1 working condition, thus
forestalling a great percentage of customer com-
plaints against the quality of the repair work.
This feature has saved dealers many dollars nor-
mally wasted in needless callbacks,

In Fig. I on page 10, you will find a three-part
carbon job ticket that meets these primary re-
quirements. The first page of the form is the cus-
tomer’s claim check; the second, customer’s
receipt; the third, dealer’s permanent record
printed on a light Bristol board. The over-all
size of the form is 5 x 83 inches, 3; of an inch of
which is the pasting stub. When a transaction is
completed, the dealer copy is filed alphabetically
in a standard 5 x 8 card file.

When a service call comes in, pertinent infor-
mation is secured from the customer and filled in
at the top of the form and the job is assigned a
number. The three-part form can then be placed
in a rack containing six sections, one for each day
of the week. Dealers in a large city will want to
make a further ticket grouping according to geo-
graphic areas. Naturally it is time-consuming to
have service men chasing from one end of the
city to the other. If possible, start your men out
each morning to work a specific area of the city.
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Each morning the service men are given a set
of job tickets, after the dealer has logged into a
special notebook customer name, job number
and the initials of the service man. Such a pre-
caution is worth the time it takes. If the repair
can be made in the home, the customer claim
check is destroyed, the work completed, the set
then checked for general performance and the
Additional-Repairs-Required section of the form
filled out. If the set is in geod working order, it
will be so stated on the form. However, if certain
small defects mar perfect reception, the service
man will indicate this fact in the space allowed
and will also point it out to the customer. The
customer is thereby informed that he can expect
further trouble from his set, unless certain faulty
parts are replaced or further adjustments are
made. This check will take an experienced serv-
ice man no more than a few minutes to make,
and should result in additional business.

When the job is completed the proper charges
are made on the customer receipt form, and the
customer’s signature obtained. If payment is
made, the bill is marked paid and given to
the customer. If payment is not made, the same
procedure is followed, but the bill, of course, is
not marked paid.

If the set is brought into the shop, the claim
check is given to the customer. For purposes of
shop identification the job number can be written
in chalk on the inside of the set. When the job
is finished, the set is delivered, connected, its
over-all performance is checked and the job tick-
ets are filled out as before. If the bill is unpaid,
it is filed back in the shop in an accounts receiv-
able file for follow up. When it is paid, it is filed
alphabetically after certain information has been
posted from it to the cash receipts journal. How
you post to your cash receipts journal will be
described later in this chapter.
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Another of your most important basic records is
your checkbook. How you keep it has a direct
bearing on the success of your business. If you
cannot keep it with absolute accuracy, it’s doubt-
ful that you should be in business for yourself.

If you haven’t already done so, it would be
wise to secure from your bank a checkbook with
your firm name printed on it, like that shown in
Fig. I1. The small charge for it is more than com-
pensated for by the prestige and appearance of
permanence offered by checks with an imprinted
name.

Every stub in your checkbook should show the
date, name of the individual, or firm to whom the
check is issued, the purpose and the amount.
Never fail to record these facts. You will need
them when the time comes to post these transac-
tions in your cash dishursements ledger. Bring

Fig.IL

your cash balance forward on the stub as you
write each check, show the deduction and add in
any deposit, indicating the date of the deposit
next to the amount. Then for each page add the
deposits and deduct the total amount of the
checks. The balance of your account should be
shown in the margin provided.

Be sure to number each check, and never use
one unless it is from your checkbook and the stub
is properly filled out. If it is necessary to transact
business away from your shop, take a check or
two from the book and fill out the stub the min-
ute you return. If these checks become soiled or
otherwise unusable, destroy them and mark the
stubs void. Never write a post-dated check and
never write a check if your balance cannot cover
it. It will take you a long time to overcome the
shadow cast by one bad check.




The Cash Receipts

and

Sales Journal

The cash receipts and sales journal, and the
cash disbursements journal, along with the job
ticket and the checkbook, are the forms which
complete the base of our accounting pyramid.
Proper use of all four will launch your business
on the road to sound management through the
use of good accounting practices.

Let’s assume it is the end of your business day,
June 4, 1953. This is the day you have decided
to begin to use these accounting forms.

First thing to do is to get out your checkbook
and enter on the next unused stub the date and
your correct cash balance as of the current day.
Next when your two service men have returned
to the shop and have given you the cash they have
collected and their job tickets, you immediately
proceed to total the job tickets after first check-
ing the calls made against the record of them
which you logged in the morning. The money is
then counted and checked against the job tick-
ets. If it balances against paid job-ticket totals,
all’s well. If not, the discrepancy must be found.
For your own and your servicemen’s protection,
you can, if you wish, give them a receipt for the
money turned in.

In analyzing the invoices Serviceman No. 1
turned in you find the following:

Total business per job tickets. ...$65.60
Less account receivable from
Mrs. Helen Smith............ 9.08
Cash collected ................ $56.52
Serviceman No. 2’s invoices showed:
Total business per job tickets. .. .$67.81
(all cash)

You further analyze Serviceman No. 1’s in-
voices, breaking his sales down into labor and
parts. You find that parts plus the three percent
sales tax charged account for $20.60 of his total;

labor from service, $45. Sales slips from No. 2°

show $27 for materials and parts, $.81 sales tax,
$15 for labor charges, installation, and $25 labor
charges from service.

Today you sold $4.25 worth of tubes over the
counter upon which 13 cents sales tax was col-
lected. Your men collected and turned over to
you, in addition to money earned from their serv-
ice calls, $40.45 from customers whose sets had
been repaired in the shop and delivered on this
day. In effect, you, as benchman or owner took in
$40.45: $15 is the price of materials and parts
used in repairs, 45 cents sales tax and $25 was for
bhillable time earned by repairing sets.

With your days receipts broken down in this
way, you are now ready to make the first entries
in your Cash Receipts and Sales Journal. This
journal is made up of several identical pages,
one of which you will find in Fig. I11. These forms
are bound in a single loose-leaf binder containing
all the other forms used in the journal.

When you have secured the necessary forms,
open to the sales journal and let’s proceed to
enter the day’s sales transactions. You will note
that under the columns Received From, each
day’s transactions are entered according to the
name of the serviceman. For illustrative purposes
we will use Serviceman No. 1, Serviceman No. 2,
and owner, and OQver The Counter...

Serviceman No. 1 did $65.60 worth of business,

13
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$9.08 of which was uncollected. On the left hand column when you have completed the day’s en-
side of the page is the total column Total Cash & tries as has been done in Fig. III. You should also
Receivables. Enter there the total of his day’s add the totals across to make certain that they
business, $65.60. In the next two columns enter balance with the Total Cash and Receivable and
the appropriate amounts: $56.52 under Cash; the Total Receipts columns. You then have a run-
$9.08 under Accounts Receivable. The purpose ning account of each day’s sales according to
of these entries is to give you a quick summary their several categories.
of each man’s sales day by day. At the end of the month, total all daily figures.
Now let’s shift to the right-hand columns of the These figures will eventually build up into a
sales journal. There you will see at the top of month-by-month record of your sales. After you
the page the broad heading Analyses of Cash have completed 12 months of such entries you
Receipts and Sales, and under that several self- will find it very helpful and revealing to go back
explanatory column headings. In the Total each month and check the current month’s sales
Receipts column under the analyses section, against comparable figures a year ago. These fig-
again enter the total sales of Serviceman No. 1. ures are a valuable indicator of the growth or
His parts sales, you recall, accounted for $20 with failure of your business.
3 per cent sales tax added. Enter these in the On June 5, the day after you made the above
appropriate column. The $45 received from labor entries, Mrs. Helen Smith stopped into your store
charges will also be entered. Total Receipts for and paid her $9.08 charge. On this day you also
Serviceman No. 1 should now equal Total Cash sold $12 worth of parts over the counter to which
and Receivables. the 3 percent sales tax was added. These entries
When you have completed making all entries you will make as shown in Fig. II1. The accounts
to account for the sales of Serviceman No. 1, fol- receivable payment is entered under Miscellane-
low the same routine for Serviceman No. 2, and ous Details column where you note the customer’s
for yourself, as Owner. The figure, of course, will name and job number. These you get from Mrs.
be taken from your analysis of each man’s sales. Helen Smith’s sales invoice which was turned in
After you have made all entries, total each col- by Serviceman No. 1 on the preceding day and
umn, as has been done in the sample form, Fig. which you put away in your accounts receivable
III. Thus, day by day, you have an accurate ac- file. (The Miscellaneous Details column is used
count and analysis of each day’s business. You to record those entries for which no columnar
will also want to total or “foot” each separate provision has been made in the Analyses of Cash
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Fig. IV
Receipts and Sales, Fig. 111. At the end of each betically in your permanent customer file. If only
month, account numbers, as determined from a partial payment has been made, it is returned to
chart of accounts, which will be given you in the the accounts receivable file. The purpose of keep-
next chapter, will be used for the purpose of sum- ing a pernanent customer file is, of course, to give
marizing and posting the specific accounts to the you ready access to a blow-by-blow description of
General Ledger.) each repair job.

At the time you filed the unpaid invoice, you While the bulk of your income is derived from
also made a record of it in your Accounts Receiv- the sale of service and parts, from time to time
able Register (Fig. 1V), enterting the unpaid it is very likely that a customer will ask you to
invoice in the manner shown there. This Accounts recommend a TV set to replace his old model.
Receivable Register is maintained only for the The customer, James Jones, is pleased with your
purpose of giving you a double check on unpaid recommendation and asks you to get and install
invoices. They may become lost or get mislaid. the set for him. Servicemen No. 1 and No. 2 are
But when you have a separate record of them in sent out to make the installation. When they have
your register you are safe from probable loss completed the installation, you bill the customer
through inability on your part to present a bill. in the usual way on one of your job tickets. On

S When an account receivable is paid, in this case June 5 he pays you in full with a check for
the $9.08, you make the entry as shown in Fig. IV $282.50.
under Payments. As you can see by checking the sample entry

When your men turn in unpaid job tickets, file for June 5, Fig. I11, there is no particular trick
them in a standard 5 x 8 inch file with dividers to recording this transaction in your journal. The
for each day of the month. Such a file will enable analysis of this sale shows that, of its $282.50
you to maintain a close check on your accounts total, $25 was accounted for in parts, $25 as in-
receivable. stallation charges, and $225 as the billing price

When a payment is received, the customer card of the set to the customer. The sales tax on the
is removed from the accounts receivable file and set and parts must be added to the selling price
the date, the amount collected, and the unpaid and is entered in the Sales Tax column. If your
balance, if any, is marked on the back of the community does not collect a sales tax, you will,

ticket. If the account is fully paid, it is filed alpha- of course, not be troubled by such an entry. 15
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In the meantime, continue daily postings to
your cash receipts and sales journal, following
the routine outlined above. And, at the end of
each month total the columns. In time, your dili-
gence in carrying out this task will be more than
amply rewarded with a set of sales figures that
will be an accurate and revealing history of your
business. In a subsequent chapter you will be
shown how to post these monthly sales totals to
your general ledger.

Our explanation of this and related transac-

tions involving the sale of a piece of major equip-
ment is, perhaps, over-simplified. However, in a
subsequent chapter in this series the problem
will be fully explored. There you will be shown
accounting procedures concerning the sale of ma-
jor items of equipment when they are drawn
from inventory and when a trade-in must be
accepted with the sale.
Keeping the cash disbursements journal is no
more complicated a chore than posting to the
sales journal. The cash disbursements journal
{Fig. V), you will note, is divided between debits
and credits. The point to remember is that total
credits must equal total debits. On the right-hand
side of the page you will see, under debits, a
Miscellaneous column. In that you will post all
expense items, such as rent, insurance, and tele-
phone, that normally do not recur weekly. You
will note that no allowance has been made for a
specific listing in the cash disbursements journal
of company or personal names in whose favor
you draw a check. Such a listing is not neces-
sary because posting is done from checkbook
stubs where you had previously recorded this
information.

Except for withdrawals from petty cash for
minor expenses, it would be wise to make it a
rule never to make any payment from your busi-
ness except by check.

Let’s assume that June 6 is pay day in your
shop. Serviceman No. 1 draws a gross pay of $60
a week. The usual deductions are as follows:
1Y percent, or $.90, withheld for Social Security
Tax; and $9.60 for federal income taxes. These
amounts you have determined from Government
Withholding Tables. The total deducted, then,
from Serviceman No. 1’s check is $10.50, making
a net payment of $49.50. In his favor you draw
check No. 101. In the cash disbursements journal
you record this transaction as follows:

The date and check number are entered in the
extreme left-hand columns of the journal. Then
under Credits you record the amount of the check
and, under Deductions From Payroll, the Social
Security and Federal Income Tax deductions.
Add this column across and post the amount to
Total Credits. On the debit side of the journal
post 860 to Gross Payroll and the same amount
to Total Debits in the extreme right-hand col-
umn. The procedure you will follow in entering
Serviceman No. 2’s check (No. 102) and also your
weekly draw (No. 103) will be the same as you
followed for Serviceman No. 1. You, of course,
will have to determine the amount of the with-
holding taxes in each case. If you are familiar
with the routine of computing these taxes, skip
the next several paragraphs and pick up the story
on page 18 with the paragraph that begins: “On
the same day,” etc.
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As an employer, you are required by law to
withhold certain amounts from the wages of your
employees to cover Federal taxes on their earn-
ings. As owner of your own business your profits
are subject to similar taxes but not to the with-
holding provisions of the laws. These taxes, as
you probably know by now, are the Federal In-
come Tax and The Federal Insurance Contribu-
tions Tax. The latter is popularly known as the
Social Security or Old Age Insurance Tax.

If you have been in business for some time you
have undoubtedly secured the necessary tax
forms and instructions for filing from the Collec-
tor of Internal Revenue. But if you have not done
80, you will certainly want to get a supply of the
following forms:

Form No. Form Title

W4 Employee’s Withholding
Exemption Certificate

w2 Withholding Statement

941 Employers’Quarterly Federal Tax
Returns

W3 Reconciliation of Quarterly
Returns

Circular E Employer’s Tax Guide containing
Wage Bracket Withholding
Tables and instructions for
filing the above forms,

The Employee’s Withholding Exemption Cer-
tificate is used whenever you hire a new em-
ployee. On this form are recorded the employee’s
full name, address, social security number, and
the number of exemptions claimed by the em-
ployee for Federal in¢ome tax withholdings.

The Wage Bracket Withholding Tables are
used each pay day to tell you how much you must
withhold for income taxes to cover your earnings
and employee wages. The amount withheld is
based upon the number of exemptions claimed,
the employee’s total earnings, and the length of
the pay period. The tables and instructions for
their use are included in the booklet Employer’s
Tax Guide which may be obtained from the Col-
lector of Internal Revenue for your district.

Until the end of 1953 you will be required to
withhold 1% per cent of each paycheck to cover
the Federal Insurance Contributions Tax (Social
Security). You as an employer must contribute
an additional 1% per cent of your employees’
earnings. (See Table I.) Beginning with 1954
schedule of payments will be gradually increased
as follows:

1954 to 1959 inclusive. .. .. 2 per cent
1960 to 1964 inclusive. . ... 214 per cent
1965 to 1969 inclusive. .. .. 3 per cent

1970 and after 31% per cent

17




Computing this tax is simple. Merely withhold
1Y%, per cent of the employee’s pay. Thus, if he
earns $60 a week, the tax will amount to 90 cents.
The Federal Insurance Contributions Tax is with-
held on only the first $3600 paid to an employee
in any one calendar year.

The government requires that you file Form
941, Employer’s Quarterly Federal Tax Return
and that you pay the withholding taxes quarterly,
unless the amounts you withhold for your Income
and Social Security taxes in any one month ex-
ceed $100. In the event that they do they should
be deposited in a commercial bank authorized to
receive such deposits for the Federal Reserve
Bank in your district within 15 days after the
close of the month in which they were collected.
Your own banker can advise you what banks in
your community are authorized depositors.

As an owner of your own business you will com-
pute your Social Security Taxes in a slightly dif-
ferent way from the procedure followed with
your employees. You will not file Social Security
Taxes unless your net earnings total at least $400
in your taxable year, and you will not be required
to pay these taxes on any earnings in excess of
$3600 a year. Suppose you draw only $40 a week
from your business in wages, but at the end of the
vear find that your earnings from the business
are in excess of this figure. You will then be re-
quired to pay an additional tax on these earnings.
The amount of these taxable earnings is simply

Other Expenses

18

On the same day, June 6, you also pay your
weekly garage bill of $6.27, and issue in payment
of it check No. 104. The bill is for gas, oil, and
changing a tire. Under Credits, record the check
number, its amount in the next column, and
again, the amount in the Total Credits column.
On the debit side of the page, enter the check in
the Auto and Truck Expense column, and again
under Total Debits.

You also wrote a $2 check in payment of a
classified ad you had taken in your local paper.

the difference between the total of your yearly
wages, say, $2,080 and $3,600, or $1,520. You then
will be expected to pay additional Social Security
Taxes on $1,520.

The rate at which you will compute this tax for
yourself as a self-employed person is as follows:
1951 to 1953 inclusive..... 2Y4 per cent
1954 to 1959 inclusive..... 3 percent
1960 to 1964 inclusive. .. .. 334 per cent
1965 to 1969 inclusive. .. ... 41% per cent
1970 and after............ 4% per cent

Until your business shows a profit, your draw-
ings as owner are not subject to withholding taxes
for either Social Security or Federal Income
Taxes. For tax purposes it is assumed that your
drawings are made out of capital invested in the
business in anticipation of profits. However, when
your business does make a profit for the year you
must pay the taxes when due. Naturally you ex-
pect to make a profit and for that reason it is wise
to withhold taxes from your own earnings in the
same manner followed with your employees. We
have assumed that check #103 (Fig. V) repre-
sents your drawings. You will note that amounts
have been withheld for both Social Security and
Income Taxes. The Social Security tax has been
computed at 2)4 per cent of gross earnings in-
stead of at 1% per cent as it was for your employ-
ees. Taxes withheld on your drawings will not
be included in your Employer’s Quarterly Tax
Return.

This is your check No. 105. Follow the same
procedure outlined for recording the garage bill
entry, but on the credit side of the page you post

the amount to Advertising Expense.

Check No. 106 is payment of your account with
City Electronics, your distributor. Normally, you
will buy from your distributor many small parts
that you will not carry in inventory and which,
for accounting purposes, are considered a busi-
ness expense. In determining the parts and mate-
rials you should treat as expense items and those



which should be carried as inventory, you might
adopt some arbitrary figure of, say, $2.50. All
parts costing less than this amount you will con-
sider as expense items, all costing more will be
charged to inventory.

If you follow this simple rule in recording the
payment of check No. 106 for $38 you will, after
completing the credit side of the page, post $16
to Parts & Materials, Expense, and the balance,
or 822, to Parts & Materials, Inventory. The In-
ventory column, then, becomes a continuing rec-
ord of your purchases in that account.

Check numbers 107 through 110 are for ex-
penses that normally do not recur every week. As
a result, separate columns in the cash dishurse-
ments journal are not set aside for them. Instead,
while their entry on the credit side of the journal
is just the same as for every other entry, on the

Summing it up

Do not worry if the monthly totals of your cash
receipts and cash disbursements journals don’t
get posted to the general ledger for some time.
These totals won’t spoil for want of posting. In
fact, you could manage your business very nicely
for quite a few months with no more accounting
procedure than we have covered in this section.
Your management problems are more than half
licked when you know: (1) your weekly ex-
penses, and hence how much income you’ll need
to break even; (2) the sources of your income;
and (3) how your income is being spent, particu-
larly in relation to a carefully worked out operat-
ing budget.

With the accounting tools we have given you
up to now you can’t determine down to the last
penny how much money you’re making or losing.
At the moment, however, that is not too impor-
tant. Frequent analyses of your cash receipts and

debit side they are recorded under Miscellaneous.
There in the columns left open for Details, you
write in the kind of expense. Thus for illustrative
purposes we have rent, insarance, telephone, and
petty cash. In making each entry, record the total
amount in the Amounts column under Miscel-
laneous, and again in the Total Debits column.

As in the case of keeping the cash receipts and
sales journal, you will continue to post all cash
dishursements as they occur, and total the col-
umns at the end of the month. In the next chapter
we will tell you how to post these monthly tcials
lo your general ledger.

Before you pay a bill you should make certain
you have received the merchandise or service for
which you are making payment. Immediately
upon paying the bill, mark the check number on
the paid bill and file it numerically.

sales journal, and your cash disbursements jour-
nal in comparison with your expense estimate,
will pretty soon let you know whether or not you
are on the right track. And that’s the important
thing.

In the next chapter of this Business Practices
Manual, prepared by the Tube Department of
the General Electric Company, you will be
shown:

What the general ledger is and how to use it.

How to summarize sales and cash receipts and
post them to the general ledge.

How to summarize cash disbursements and
post them to the general ledger.

Methods for controlling inventory.

Records for controlling furniture and equip-
ment depreciation.

A system for managing your petty cash.
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GENERAL LEDGER BINDER — ETR-688

A leather-covered binder to match the
Journal binder offered in Part 1 of this
accounting system. Has stiff covers and metal
hinges, and is imprinted as shown in the
GENERAL s illustration. Holds more than a year’s supply
LEDGER . of ledger sheets.

EETS AND TAB PAGES — ETR-689
LEDGER SHEETS S 68 TAB PAGES

11" x 11" sheets for recording all entries in
the General Ledger. Tinted to prevent glare,
and complete with tab pages labeled assets,
liabilities, income, and expenses. Available

in packages of 50 sheets, approximately

a year’s supply.
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How much profit did you make last month?

How much profit did you earn last year?

Are your earnings enough to keep you in business?

These are critical questions. No one can claim
he is managing his business properly unless he
can turn to his books at any time and come up
with the right answers.

A good set of business records gives you the
answers to these vital questions. Your books
should tell you how much you made from your
TV-radio service operations, how much it cost
you to make that income, and what the differ-
enee—the profit—is. Properly used, your lhooks
suggest ways of stepping up receipts, of cutting
expenses, or of locating and plugging up an un-
suspected leakage of your funds. They help you
provide against emergencies requiring an outlay
that, without some planning, would amount to a
raid upon the cash you have on hand.

Part I of this G-E accounting system discussed
such daily, primary business records as the cash
receipts and sales journal, the cash disburse-
ments journal, and the accounts receivable reg-
ister. Along with these, we considered such auxil-
iary records as job tickets and checkbook stubs.

All these you will find useful in the operation
of your TV.radio service business. The two jour-

nals keep track of the money coming in as sales
receipts and the money going out as business
expenses. Your accounts receivable register rec-
ords what is owed you. Your job tickets give you
the operating details helpful in your relation-
ships with your customers. Your checkbook stubs
keep tabs on what has been happening to your
bank account.

Yet all these records tell you only bits and
pieces of the story of your business operations.
The whole story has yet to be set down in such
a way that all these details fall into their proper
places where you can see them in significant
focus. Keeping watch over daily details is like
seeing the forest from the inside, where all you
see is the trees. We need a different perspective
to view the forest as a whole.

The useful, consccutive history of your busi-
ness operations, including all the relationships
betwcen income and outlay, between the money
you have sunk into the business and the profits
you are earning from day to day, requires still
another accounting form.
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Going back, for a moment, to the cash disburse-
ments journal, you will note that you have jotted
down the sums spent in conducting your business

wrote checks to pay off what you owed your auto
and truck repair firm, to the advertising depart-
ment of your local newspaper, and to your dis-

—the amounts paid out to your servicemen in
wages, your rent, your phone bill, and numerous
other items of payment made by you to others,
whether large or small. Just where this money
came from and what it was spent for are both
recorded in Fig. I, which shows a page from this
important journal.

The ruled columns with their headings enable
you to arrange the details of a business outlay so
that the item is broken down into its component
elements. Thus, glancing at Fig. I, we see that
the very first item—a check you numbered 101—
was issued by you to one of your servicemen as
wages for his work. You are required by law to
make certain deductions from payroll checks
and to keep records of such deductions. These
appear in the columns headed “Social Security”
and “Income Tax.”

June 6 was pay day at your TV-.radio service
establishment. It was also the day on which you

tributor for parts and materials delivered. That
day you also paid your rent, your fire insurance
premium, and your telephone bill.

The illustrated disbursements page reveals an-
other essential step in keeping your accounts.
When you reached the last line on the page, or
the last line on which you made an entry for the
month of June, you added the columns down and
placed a total at the foot of each column. These
totals you underscored with double lines.

This process of totaling did not end there. Mov-
ing across the bottom line of the page, you added
all the totals on the credit side and again all the
totals on the debit side. Then you checked to see
that the sums of these totals agreed. At this point,
when you had performed these additions and
compared the two final totals, you were ready
for the further step which is the subject of this
chapter.
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Fig. Il shows your cash receipts and sales also
analyzed and totaled. But this time you are on
the receiving cnd, and the items set down tell you
how much cash and how much credit business
you transacted on each day of the month and
finally during the month as a whole. Your cash
receipts and sales journal tells you what part of
your earnings came ovcr the counter in your shop
and what sums your scrviccman earned for you
off the shop’s premises. The amounts recorded
are scparated into receipts for materials and
parts, and payments for labor, either installa-
tions or service repair calls.

The cash receipts and sales journal also shows
you what amounts of accounts receivable you col-
lected. But to learn who owes you how much you

must turn either to your unpaid job tickets or to
your accounts receivable register, This latter
business record is maintained only as a safeguard
or hedge, in the event that an unpaid job ticket
becomes lost, strayed or stolen.

The important fact this chapter secks to drive
home at this point is that all the records we have
been dealing with contain only daily transac-
tions. Each day’s recordings are added to the
other days’, and accumulated totals are thus ob-
tained. This process continues until the end of
the accounting month. At dhat time, the totals
for the month are determined—and then tran-
scribed in another important record called the
General Ledger.



The general ledger

Now, the vital record, the General Ledger—the
subject of this chapter—is the hasic bookkeeping
record. 1t is the general depository of all the im-
portant facts about your husiness. The journals
chronicle day-to-day transactions. They provide
information about voluminous daily transactions,
the resulis of which must be sunmnmarized or to-
taled in order to he measured. The General
Ledger records only monthly totals taken from
the journals.

Monthly totals are accumulated in the General
Ledger until the end of the accounting year. At
the year’s end, income and expense accounts are
summarized, and the profit or loss for the year
is determined. When therc is a profit for the year,
it is added to the owner’s capital. A loss is de-
ducted from the owner’s capital.

Once a profit or, as the case may be, a loss, has
been related to the owner's capital, a new ac-
counting vear commences. The whole process
starts over again—the daily cntries in the cash
receipts and sales journal, the cash dishurse-
ments journal, and the accounts receivable reg-
ister; the determination of monthly totals; the
transcribing — always called posting — of the
monthly totals to the General Ledger, and finally,

at the end of a second accounting year, the com-
putation of profit or loss with its addition to or
subtraction from owner’s capital.

The summarized monthly entries and the an-
nual pulling together of all this information in
a profit or loss statement have this important
result: You are able to analyze the earning capa-
city of your TV-radio service operation. Once a
profit or loss has been determined, the General
Ledger is the place to go to find out what your
business owns, to whom it owes money, and what
cquity or share you have as operator-proprietor
in what your husiness owns. The General Ledger’s
simple arithmetic shows:

I. What assets your business owns

2. What vou owe to others

3. The difference hetween what you have and

what you owe.

Of course, when you owe more money than you
have in cash and the value of other asscts, you
are in trouble.

The general ledger is usually a loose-leaf hook
made up of pages designed like the one shown in
Fig. 111 1t is a necessary accounting device when-
ever day-hy-day business is or tends to hecome
the least bit complex. A husiness such as yours
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has botl cash and eredit customers. It operates
both on and off the business premises. It hires
servicemen. It requires automotive transporta-
tion, bringing with it such incidental needs as
velticular insurance and repair. Keeping truck
of such a variety of business activity calls for the
use of a General Ledger.

In the ledger, a separate leaf is given to each
account. The information from the journals, as
posted to the ledger, is divided into five general
categories. One category includes the amounts
vou own—your cash on hand, your bank balance,
the amounts owed vou by customers or others,
vour inventory of materials and parts, and the
cost of your furnishings, fixtures and test equip-
ment. Such items are called assets.

Other general ledger accounts belong in the
category of liabilities. These represent money you
owe to your bank for sums horrowed, to distribu-
tors for stock delivered, 1o your employees in
wages, and to the local, federal and state govern-
ments in taxes,

Besides assets and liabilities,the General Ledger
accounts record your income from sales of mate-
rials and parts and from services rendered to your
customers. They also include the expenses in-
curred in conducting vour business and first re-
corded in your cash dishursements journal.

Thus what you own and what you owe, what
vou get and what vou spend, are sifted down into
General Ledger aceounts where this information
is summarized and balanced.




Chart of ledger accounts

A list of the accounts in the General Ledger
and a system of numbering such accounts makes
up what is called a chart of ledger accounts.

General Ledger accounts fall into the cate-
gories previously mentioned — assets, liabilities,
income, and expenses. (A fifth category, Net

Worth, is the difference between assets and liabili-

ties and will be taken up Ilater). Subdivisions
under the first four of these categories vary con-
siderably in number for each type of husiness

100-110 Current Assets
101 Cash in Bank
102 Petty Cash
103 Accounts Receivable—Customers
104 Other Receivables
107 Inventory—Parts and Materials
108 Deposits
111-120 Fixed Assets
111 Automotive Equipment
112 Accumulated Depreciation—Automotive
Equipment
113 Shop Equipment

114 Accumulated Depreciation—Shop Equipment

115 Test Equipment

116 Accumulated Depreciation—Test Equipment

117 Furniture and Fixtures

118 Accumulated Depreciation—Furniture and

Fixtures

121-150 Other Assets
121 Prepaid Insurance
122 Deposits

151-170 Liabilities
151 Notes Payable-—Banks
152 Notes Payable—Others
153 Accounts Payable
154 Accrued Payroll

155 Federal Insurance Contributions Tax Payable

(Social Security)
156 Unemployment Tax Payable—State
157 Unemployment Tax Payable—Federal
158 Federal Income Taxes Withheld from
Employees

and even among businesses of the same general
type.

Before preparing your General Ledger, you
must decide what types of accounts can hest
record the financial operations of your TV-radio
service business. The aecounts should provide
the information that will guide you in making
decisions about the management of your own
shop. Our survey of TV-radio service operations
leads us to believe the following list of accounts
ean do the jobh:

160 Sales Taxes Collected
171-180 Net Worth
171 Owner’s Capital

1180 Owner’s Drawings Against Current Year’s

Income
201-220 Income Accounts
201 Sales of Materials and Parts
202 Labor Charges—Installations
203 Labor Charges—Service Calls
210 Labor Charges—Other
220 Other Income
221-300 Expenses
221 Gross Payrolls
222 Rent and Heat
223 Electricity
224 Telephone
225 Depreciation—Automotive Equipment
226 Insurance—Automotive Equipment
227 Other Auto and Truck Expenses
228 F.0.A.B. Tax—Employer’s Contribution

229 Unemployment Insurance Tax—Employer's

Contribution -
230 Other Taxes—Employer’s Contribution
231 Advertising
232 Property and Business Insurance
233 Non-Inventoried Parts and Materials
234 Stationery, Printing and Office Supplies
235 Depreciation—Shop Equipment
236 Depreciation—Test Equipment
237 Depreciation—Furniture and Fixtures
300 Other Expenses
400 Cost of Goods Sold

L X W
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You will note that each account in this list has
been assigned a number. The number may be
used in the journals as a substitute for the account
title wherever space is not sufficient to accommo-
date the account name in full. These numbers
have been assigned more or less arbitrarily with-
in the groups. Within the groups, some numbers
have been left open, so that accounts can be added
to fit the needs of any individual service organi-
zation.

In setting up a system of business records for
your TV-radio service business, you should give
careful study to the kinds of information within
the four general categories which,in your opinion
or rather in accordance with your own business
experience, would constitute accounts active
cnough to affect any of these categories.

A chart of accounts for a particular service
operation usually is based on what the proprietor
knows about his own arca, the people who patron-
ize him, the amount of capital he owns or bor-
rows, his requirements in employees and motor
equipment, the number and kinds of taxes par-
ticular to his location, and the volume of business
conducted in his own shop.

While most service shops extend credit to cus-

You’re not in training to hecome a bookkeeper
so there’s little purpose to be served in wrestling
with so complicated a subject as debits and cred-
its, with their whys and wherefores. That subject
has thrown many a would-he bookkeeper. In this
chapter, we will merely point out to you what to
do and how to do it.

Looking back at Fig. 111, you will see that every
ledger account is divided into a debit, or charges,
and a credit column. In the general ledger, the
debit column is always on the left and the credit
column on the right. You have seen this arrange-
ment previously in the cash rececipts and sales
journal.

By this time you have grasped the important
accountancy fact that every bookkeeping trans-
action involves one or more debit entries and one
or more credit entries. The total of the debit
entrics must equal the total of the credit entries,

Accountants and hookkeepers talk a profes-
sional jargon when they spcak of debiting and
crediting an account. What they mean is placing
an entry to an account, respectively, in the left
or right column of the ledger leaf. The simplest

tomers, it is conceivable that a particular shop
would have little or no use for such an asset ac-
count as “Other Receivables.” An expense ac-
count might be included to cover expenditures
for either regular or occasional advertising. Yet
a business that doesn’t advertise frequently might
find it more convenient to charge an occasional
ad to the account, “Other Expenses” rather than
set up a permanent but little-used ledger account.
There should be an account for each continu-
ously recurring income and expense item. Unu-
sual, seldom-recurring items of income and
expense will normally be recorded through “Mis-
cellaneous Income” and “Other Expenses”
accounts.

Your chart of accounts should be available for
ready reference until you or your bookkeeper
has memorized the account titles and numbers.

It is obvious that the number of accounts helps
determine the size of your General Ledger. What
is more important is that the chart serves as an
index to your ledger accounts. In addition, index
tabs on the right margin of the proper pages
direct you promptly to those parts of the ledger
to which you have reason to refer. Frequently in
the course of business, a quick reference to a par-
ticular ledger account is desirable or necessary.

way to remember when to debit or credit is to
analyze the effect of an entry on a business’s cash.
What happens to cash may be summarized in
this way:
When cash is received, the cash account is
debited, that is to say, increased, and the
amount received goes into the debt columnn of
the ledger leaf;
When cash is spent, the cash account is cred-
ited, that is to say, reduced, and the amount
spent goes into the credit column of the ledger
leaf.
Since debits must equal credits, and the cash
account is debited for a receipt we must credit
the account indicating where the cash came
from.

Correspondingly, any account showing what
cash was spent for must be debited, and the cash
account credited.

In your cash receipts and sales journal, in-
creases to cash were placed in the column with
the heading “Debits.” In your cash disbursements
journal, the amount of a check drawn, that is, a
reduction of cash, was entered as a credit.



Except for the entries in the “Miscellaneous”
column of your cash receipts and sales journal,
the column captions in your daily records are
clear indications of which accounts in the General
Ledger are to be debited or credited. To debit or
credit entries in the ledger which have their ori-
gin in the miscellaneous column, you refer to
your chart of accounts. To illustrate how this is
done, let’s look at a specific transaction recorded
in Fig. II.

On June 5, you sold a television set to James
Jones for $225 and added to his bill certain addi-
tional charges for installation and parts. To re-
cord your receipts, you debited the cash column
of your cash receipts and sales journal for the
amount of $282.50. Since debit and credit entries
for each transaction must be equal, you credited
the following columns in the journal:

Labor Charges—Installations.. $25.00
Sales—Material and Parts. ... 25.00
Miscellaneous ............. 225.00
Sales Tax Collected (3 per cent

of the billing price of the TV

set and of the materials and

parts) . ..., 7.50

$282.50

In recording the sales price of the TV set, you
entered the $225 in the miscellaneous column
because no column is set aside for such sales in
the journal. For the same reason, you entered the
$9.08 collection from Mrs. Helen Smith in the
miscellaneous column. At the end of the account-
ing month, you faced the problem of determining
in just which ledger accounts these miscellaneous
eniries belong.

There is no account for the sale of TV sets
within the income category of your chart of ac-
counts. Such an account was not included on the
assumption that your business is primarily a
service operation and that you do not ordinarily
stock such merchandise. Your occasional sales of
TV sets are then only a miscellaneous source of
income, and the ledger leaf to be credited with
$225 is that labeled “Other Income.”

Such an entry, however, requires identification,
and so the notation “Sale 1 Mod. TV set” has
been set down in the details column of the cash
rcceeipts and sales journal. The account number
of “Other Income,” 220, is written beside the
item in the place provided. The $9.08 collected
from Mrs. Smith is identified by the account num-
ber 103 for “Accounts Receivable — Customers”

and rcquires no further notation.

The above procedure applies to every entry in
the miscellaneous column of the cash receipts
and sales journal. When account numbers and,
where required, short descriptions of the trans-
action have been supplied, you are ready to con-
tinue posting to the General Ledger.

Fig. IV, on pages 9 and 10, shows you the
correet way to post the information previously
recorded in your cash receipts and cash disburse-
ments journals, using the ledger leaf which you
can obtain from the G-E tube distributor who
made this course available to you. Because it pro-
vides a special column for the account balance,
this is called the balance-form ledger leaf. This
leaf has one date column serving for all entries.
When you begin to post on a previously unused
leaf, you write the year date in the column head-
ing. When the year date changes, you indicate
the new year on the same line but above the
month and day of the first entry for the new year.

The form of the ledger leaf allows you to write
the month name only once for all the entries in
a single month. This month date is written at
the time of the first entry during the month. You
may abbreviate the month or employ the nu-
meral system of designating month and day
separated by a slant-bar as has been done in Fig.
1V. The day of the month employed in the ledger
is always the day on which the entry was posted.

Special notations covering either debit or
credit entries may be made in the single descrip-
tion space. You will find, however, that except
for explanations of extraordinary transactions,
the description space is seldom used. When de-
tails concerning entries are required, you can
refer to notations in the book of original entry.

The sources of items in General Ledger ac-
counts are indicated in the column with the
heading “Post. Ref.” In Fig. IV you see such
posting references as “CD” for cash disburse-
ments journal and “CR” for cash receipts and
sales journal. The number suffixed to these ini-
tials is that of the page in these journals. General
Ledgers usually show another type of notation.
When balances are carried over from one leaf to
a fresh one, “Balance” is written in the descrip--
tion column on a line with this entry. Such an
entry is dated with the date it was carried over.
When you carry over a balance from an earlier
leaf, the posting reference column is left blank.

In writing the balance of an account in the
column provided for that purpose, you must



label the balance as a debit or credit. The abbre-
viations “Dr” and “Cr.” have a narrow column
provided for their insertion.

You will find that a definite, uniform posting
routine, employed from the very beginning, tends
to eliminate errors. Post each complete entry
from the daily records before proceeding to the
next entry. Enter the debit amount of the entry
first and then the credit amount. As each item
is posted to the ledger, place a check mark under
the total in the book of original entry and write
the account number either below the total or on

ASSETS

a line with it when a column has been provided.

To compute new balances for debit balance
accounts at the end of each month, you add all
the new debit amounts to any previous debit
balance and subtract the sum of all new credit
amounts. To obtain a balance of all credit bal-
ance accounts, you find the sum of all new credit
amounts, add it to the previous credit balance
and subtract the sum of all new debit amounts.

The total of the debit balances in the ledger
should equal the total of the credit balances. The
test of this equality is made by what is called a
trial balance.
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The trial balance

A trial balance is merely a list of the accounts
in the ledger which have balances. Fig. IV shows
that account number 103, Accounts Receivable,
has no balance since the item in the charges col-
umn cancels out the item in the credit column.
Such an account is not employed in striking a
trial balance. You will notice that all the other
accounts posted have balances. These must be
listed in your trial balance.

A trial balance is drawn up on a form contain-
ing two identification columns and two money
columns. The money columns have the usual
debit and credit headings. The first column on
the left contains the account numbers. Next to it
is a column for the names of the accounts. Trial

balances are prepared once a month, after the
current month transactions have been posted to
the general ledger.

Since trial balances thay be drawn up at any
time, they need not be retained as part of a busi-
ness’s records. They are prepared primarily for
the convenience of the person keeping the ledger
accounts—you or your bookeeper, as the case may
be. When a trial balance is drawn up properly,
it proves that the debit and credit sides of each
account and all the accounts collectively have
been correctly posted and balanced in the ledger.

A trial balance, based on the data in Fig. IV,
would appear as follows:

TRIAL BALANCE

Acct.
No. Account Name Debits Credits
100 Cash in Bank 123 86
102 Petty Cash 25 00
107 Inventory—Parts and Materials 937 64
121 Prepaid Insurance 81 07
155 Social Security 22 48
158 Income Taxes 186 00
160 Sales Taxes Collected 22 09
201 Sales—Materials and Parts 736 21
202 Labor Charges—Installations 165 00
203 Labor Charges—Service 1223 95
210 Labor Charges—Other 75 00
220 Other Income 225 00
221 Gross Payrolls 1200 00
222 Rent and Heat 90 00
224 Telephone 14 25
227 Other Auto and Truck Expenses 26 80
231 Adpvertising 19 60
233 Non-Inventoried Parts and Materials—Expense 137 51

2655 73 2655 73

11



Thus far we have been concerned with keeping
the necessary records of your TV-radio business
transactions. Up to this point, this chapter has
discussed only cash transactions and employed
the trial balance to prove that entries in your
ledger from your cash journals balanced. Look-
ing at the trial balance, it might appear to you
that everything is rosy when everything cancels
out.

Before profit or loss can be ascertained, the
following information must be reflected in your
trial balance:

Dépreciation on automobiles and trucks, shop
equipment, test equipment, and furniture and
fixtures;

The amount of insurance prepaid that has ex-
pired during the month;

The cost of materials and parts used during
the month;

Expenses incurred but not paid for during
the month;

The cost of parts and materials charged to
expense when they are purchased but not yet
used up.

Without registering such information in the
trial balance, profit and loss cannot be deter-
mined. In later chapters, we will discuss these
problems in detail.

At this point, however, you are in a position
to make some inferences as to how your business
is going. Such inferences in the early stages of
your business operations may be almost as valu-
able as a complete profit and loss statement, espe-
cially as such inferences answer such important
questions as:

Am I doing the volume of business necessary
for me to break even?

Is my cash balance holding up so that I can
meet my obligations during the period re-
quired to make my business profitable?

In Part I of this accounting system, we esti-
mated the volume of business necessary to break
even. Since our estimate still appears reasonable,
we can compare our first month’s sales volume
for each income category and obtain a fairly
good idea of how you are doing.

Comparing amounts spent, as reflected in the
cash disbursements journal, with our estimates
of expenses in Table I, Part I, there is nothing
to indicate a serious underestimate of your ex-
penses. In fact, some items of expense appear to
have been budgeted too high. With this knowl-
edge, we must next compare actual sales volume
with the estimate in the table. The following
comparisons may be made:

IN RESPECT TO LABOR

Labor Billings for the Month
Installations
Service
Other

Total

$ 165.00
1223.95
75.00
$1463.95

Labor Billings Needed to Recover Expenses plus Profit

Each Week—From Table |l, Part |
Each month (4% times $422.62)
Labor Billing Too Low

$422.62
1831.35
367.40

IN RESPECT TO MATERIALS AND PARTS

Gross Dollar Value of Parts Sales Required
Each Week—From Table V, Part |
Each Month (4Ys times $164.37)

Billings for Materials and Parts

Billings for Materials and Parts Over Budget

12

$164.37
$ 712,27
736.21
13.94



Thus, since vour sales of labor are the primary
source of your income. you can rcadily see that
vou arc not selling enough time. You must ex-
tend your sales effort in that direction. If you
can bring up vour labor billings to your original
cstimate. the increase should be reflected in
greater profits.

You have been selling somewhat more mate-
rials and parts than you originally anticipated.

In the early stages of vour business, watch your
cash balance. More businesses fail in the begin-
ning from a lack of cash than for any other single
reason. Whether cash is coming in faster than
it is going out may be determined by changes in
vour cash bhalance from day to day. or by com-
paring vour cash reeeipts with the “Checks Is-
sucd” column in the cash journals. In making

this comparizon, however, vou should always
reduce cash balances by the amount of unpaid
bills on hand.

Had we multiplied our sample transactions
and extended them over a whole vear, this chap-
ter could conclude with an exposition of closing
the ledger accounts. But to close the ledger
accounts, you would have to know something
about another accountancy instrument called the
Journal which could be confused with the daily
journals referred to in this chapter and in Part I.
We wish to avoid this confusion. The journal,
non-cash accounts, the cost of goods sold, inven-

tory records, depreciation, prepaid insurance,
the work sheet, more about the trial balance, the
profit and loss statement and the balance sheet
will make up the subject matter of the next
chapter.
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“What better proof is there
that I'm operating at a profit? i

asks the owner of a small business.

“My books show more cash

coming in than going out.”

Yet, at the year’s end this businessman may be
sitting on the edge of his seat, pawing gloomily
through his records, for a true picture of profit
or loss, not knowing exactly what to lock for. If
his records are limited to cash books, his search
is fruitless. He cannot expect to get a true picture
of profit and loss from his cash books if his busi-
ness uses many fixed assets and requires a sub-
stantial inventory.

As proprietor of a TV-radio service business,
you could face this paradox. You, teo, ean run
into financial trouble by operating your estab-
lishment on the assumption that all your ex-
penses have been met by the cash outlays noted
in your cash dishursements journal. But all that
you need to know about the expenses of your
business cannot Le found in that record, impor-
tant though it is.

You cannot compute your financial condition
unless your arithmetic includes a dollar-and-
cents measurement of the depreciation on the
properties you use in the course of servicing your
customers. During a business month, for instance,
your delivery truck became a month older and

was a month longer in use. Disregarding actual
breakdown or accidental damage, that truck has
been subject to a month’s wear and tear, short-
ening its period of usefulness. Such wear and tear
costs your business money. To measure accurately
the success of your business, this cost must be
reflected in your bookkeeping system.

Non-Cash Costs

Depreciation is one type of expense described
in this chapter of your G-E Business Practices
Manual. In addition, other important areas of
cost, such as insurance and the cost of goods sold,
are discussed, and several new bookkeeping forms
are introduced. Finally, you will be shown how to
develop financial statements from which you can
tell what your business has accomplished and
how it stands financially.

Keeping business records is not a simple mat-
ter of keeping tabs on cash operations. Partial
records often fail to reveal all the pitfalls inher-
ent in business operations. While an excess of
recorded cash receipts over disbursements may



indicate profitable operations, it does not do
so always. Likewise, more disbursements than
receipts do not invariably signify a loss.

It is not necessarily a fact that you are teetering
on the brink of bankruptcy when your cash out-
lays exceed your cash received. It is even possible
that you are operating at a profit. You may have
spent substantial sums for parts and materials
which are still included in your inventories. You
may have prepaid insurance or taxes for a year
in advance. The value of such expenditures does
not fade away as soon as you issue your check.
This value must be considered when you com-
pute your profit. It must be recorded and brought
into your calculations by accounting methods.

Factors you must consider to obtain an accu-
rate picture of your operations include:

1. The amount your furniture, fixtures, auto-
motive and other equipment has depreci-
ated during the month.

2. The amount of expense you have incurred
but not paid during the month.

3. Any amounts that have been paid, but for
which the goods and services have not been
entirely consumed, and therefore still
retain part of their value.

4. The cost of material and parts used during
the month.

Once the foregoing amounts have been deter-
mined, your records are adjusted for such
amounts, and financial statements can be pre-
pared. The financial statements of primary inter-
esy to you are:

1. The balance sheet, which shows the finan-
cial condition of a business at a given time,
such as at the close of business on December
31,1953.

2. The profit and loss statement, which shows
what profit or loss has heen realized be-
tween two dates, say June 1 and June 30,
1953.

You will find such statements important in
managing your business. You will require them
in preparing your income tax returns. But as a
wise businessman you will not wait for the ap-
proach of the Ides of March to prod you into com-
posing them. You will prepare them frequently
and regularly. The end of each business month
is the time to check on what is happening to your
investment. Without effective controls, much
money can dribble away in a longer period, and
in a year your whole investment could be lost.

We cannot too strongly emphasize that staying
abreast of what is going on in your TV.radio
service business allows you to take timely correc-
tive action in accordance with sound business
management principles.

The General Journal

In earlier chapters you were shown how to re-
cord, classify, and summarize cash transactions.
Cash transactions were given preference for a
definite reason. We considered the keeping of
tight control over cash transactions immediately
important to the businessman setting up or chang-
ing over to the accounting system described in
this manual.

Now, you must combine recording your cash
transactions with non-cash entries in order to ob-
tain a true analysis of your profit or loss. The cash
receipts and sales journal and the cash disburse-
ments journal enable you to record every cash

transaction of your business, such activities con-
stituting probably 95 per cent of your operations.
The remaining 5 per cent requires the use of
another journal called the General Journal.
The format of the General Journal may be
seen in Fig. I, and the use of the General Journal
is discussed throughout this chapter. As it ap-
pears in the illustration, the General Journal
provides columns for the date an entry is
made, for a description of the entry, and for
the account numbers and the amounts to be deb-
ited or credited. The “Detail” column permits a
breakdown of several amounts charged to the



RECORD OF JOURNAL ENTRIES MONTH OF ﬂ""‘-‘/ 19 853 no. [
DAY DESCRIPTION e DERIL v CHARGES Y CREDITS v
n
(1) }
/°/ /loloj |0 o
7/ l2fotol0q
1%/@.& 0s
‘ =4 Litty %0
MW e 3 W /7717 lstalolo o
C“ec&'}’;@ryw /11 /dololo o
;{Q B i /3 Jdoloo
g RS~ 44 ° )
/07 /ldddoe
/7/ 510100 o
i
= L s /1€l 67
8y | v 235 /7
7 s a 436 /333
" N4 237 7
VP . X 2 €7
’" " k. /74 A/7
- " -.‘fui‘ //C 33 { |
~ = L /17 47 ’E
. : 1 L3 (43
: grgmm”w—u yAYi 67
o MM
| ﬁm& . /953
ﬂ Ez 7
d " (4] v
A Do 4y T R 114 - “tAn

FIG. |

same account number when such itemizing is
desirable. In general, the form provides a means
for explaining non-cash transactions and record-
ing them in a chronological and orderly fashion.

Fig. I shows a general journal leaf on which
have been entered assets assumed to have been
on hand on June 4, 1953, the day your TV-radio

service business opened its doors to the public
and commenced using the new bookkeeping sys-
tem. Usually, assets comprising the original in-
vestment of a business are recorded by general
journal entry, whereas cash journals reflect cash
transactions frem the time the business launches
operations. Besides the assets on hand on the first




day of business, the General Journal records all
subsequent non-cash transactions. Each entry is
referenced to a general ledger account by a num-
ber from the charts of accounts. (The General
Ledger and the Chart of Accounts were described
in Part II of this accounting system.)

Journal Debit Entries

The costs of various items of equipment, such
as furniture and fixtures, shop equipment, test
equipment, and automotive equipment, have
been itemized in the debit column with the cap-
tion “Charges.” The values of other assets—de-
posits, for instance—also appear as debits. Such
entries were made in accordance with the now
familiar rule: When an increase to an asset ac-
count is to be recorded, the amount is placed in
the debit column.

When such entries are made on the day the
shop begins operations, the required information
usually is readily available. Bank books and
statements, deposit receipts and suppliers’ in-
voices provide the necessary information. When,
however, you have been in business for some
time, the development of this information may
be more difficult. A check book, the deprecia-
tion schedules and inventory lists supporting last
year’s income tax returns, and some sort of list-
ing of the sums owed you by customers and others
would be sufficient data for establishing these
required facts:

1. The amount of cash in the bank on the day
you switched over to the new bookkeeping
system.

2. The amounts owed you by customers and
others at that time.

3. The costs of your furniture and fixtures,
test equipment and other physical assets.

If you had been in business so long that your
equipment invoice slips were long ago discarded,
the cost figures in your previous year’s income
tax returns could serve. As a last resort, you
might have to estimate costs of your equipment
from current market prices.

Original Assets

Returning to the supposition that you opened
your business on June 4, 1953, then we may fur-

ther assume that on that date you were able to
develop the following list of assets:

Description of Asset

Cash in the Bank............ ... ... ... $1000
Deposits:
2 months’ prepaid rent. ... ... ... ... 180
Security deposit with public utility. . ...... 20
Fixed Assets:
Furniture and fixtures. ................. 500
Automotive equipment ................ 1000
Shop equipment ..................... 500
Test equipment ............. ... ...t 1000
Parts and Materials. ............. ... ... 1000
$5200

The purchase of physical assets is not reflected
in your cash disbursements journal, as only trans-
actions on or after June 4 are entered there. The
amounts listed, representing your investment, are
the assets with which you went into business and,
as such, are the basis of general journal entry (1).
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Note that in the general journal entry, asset
accounts are debited while owner’s capital (in-
vestment) is credited. This. too, is in compliance
with the rule: To increase asset accounts, debit
the accounts; to increase owner’s capital ac-
counts, credit the accounts. General journal en-
tries are subsequently posted to the general
ledger, just as entries in the cash journals are
posted in that general depository of the facts of
a business. Notice in the general journal entry
the explanation—a most significant part of every
such entry.




Depreciation

Financial statements are incomplete without
computations for depreciation on business prop-
erties. As we proceed you will note that deprecia-
tion affects only your assets, your liabilities being
of less perishable stuff. For instance, when you
owe a man a fiver, it remains a fixed amount un-
less interest is involved. Age and use attack only
the value of what you own.

To put it another way, we might say that all of
your fixed assets, such as furniture and fixtures,
shop equipment, test equipment, and autos and
trucks, are ultimately destined for the scrap
heap. With the exception of the land, the prop-
erties that constitute your operating establish-
ment gradually diminish in money value, due to
use, obsolescence, or the passage of time. The
amount of the decrease, translated into dollars
and cents, is treated in accounting as a continu-
ous expense of the business.

Even in our discussion of cash transactions, we
underscored the necessity of bringing all business
expenses under surveillance.

Anyone who has owned a car has had experi-
ence with the measurement of depreciation in
dollars and cents over a period of time. He knows
that the auto bought in February has a lower
market value in May, in June, at the end of the

year and after several years. Second-hand deal-
ers have schedules that assign progressively sink-
ing values to the products of each car manufac-
turer from the date of purchase until the car goes
to the junk heap.

In keeping accounts of your TV-radio service
business you should set up a similar schedule. It
is called the Equipment and Depreciation Rec-
ord, a sample of which is shown as Fig, II.

In Part I of this G-E accounting system, a pre-
liminary budget furnished estimates for the
depreciation of the physical assets of your TV-
radio service business. Depreciation is important
not only as a deduction from your income tax
liability, but also and especially as an expense
affecting your profits and investment until your
assets are disposed of by sale or junking. Your
bookkeeping must show in detail the original
cost and the progressively declining values of
every physical property.

Equipment and Depreciation

Record

Large companies control depreciation through
equipment ledgers which record purchase prices,
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maintenance history, and depreciation for each
piece of equipment they use. A service operation
such as yours does not require an elaborate equip-
ment ledger. What it does need is a simple record
providing an inventory of your equipment and a
chronicle of the depreciation changes in your
equipment.

Fig. II shows one type of equipment and depre-
ciation record which you will find useful in your
TV-radio operations. Such a record provides
space for listing each piece of equipment which
you acquire and the month-to-month deprecia-
tion on it.

Entries in the Equipment and Depreciation
Record are classified. A glance at Fig. II reveals
that a single leaf or a single group of leaves,
whichever is required to accommodate similar
entries, is devoted to recording the facts about
each type of equipment, such an automotive
cquipment, shop equipment, test equipment, fur-
niture and fixtures. Qur sample leaf lists automo-
tive equipment only.

The “Description” column in Fig. II identifies
an item by type, serial number, age, and other
details. Spaces allow entering the date of pur-
chase, the supplier’s name, and the cost, as well
as the following:

1. The rate of depreciation, a percentage fig-
ure such as the 20 percent in the budget
tables on P. 3 of Part I for the depreciation
of autos and trucks.

2. Dollars of depreciation which have been
taken in previous years.

Total depreciation to be taken during the
current business year (This is the monthly
depreciation—computed later—multiplied
by the number of months the asset is used
during the year).

The amount of depreciation to be taken
each month the equipment is in use (De-
preciation should be entered starting with
the month after the equipment is acquired).

Total amount of depreciation accumulated
through the end of the current year (After
the first year, this should equal the total of
“Depreciation Prior Years” plus “Depre-
ciation to be Taken This Year”).

6. The remaining asset value, which is the cost
of the asset less the “New Depreciation
Reserve.”

Computing Depreciation

The importance of depreciation is not lessened
by the fact that all methods of computing it ar-
rive at an estimated figure. It is an estimated
figure because the amount of depreciation is a
product of three factors: cost, residual or scrap
value, and length of life. Of these, only cost is an
exact amount. It is not possible to determine pre-
cisely how long any asset will retain its useful-
ness, or just what it will be worth as scrap. But
it is not in the realm of guesswork that equip-
ment has some scrap value. To this value a rea-
sonable figure may be given, and the life of an
item may be estimated in a similar way.

For the entry in Fig. II, showing the progres-
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sive depreciation taken on the second-hand, half-
ton Chevrolet panel truck, your computations
would consist of the following steps:

1. The amount of depreciation to be accumu-
lated over the life of the asset is determined
thus:

Costiof arset. «.uivsaimeensn vt $1000
Less estimated scrap value to be re-
covered when the asset is disposed of
(This value is assumed as zero here
in the interest of simplifying com-
putation) ....................... 0
Depreciation to be accumulated. .. $1000

2. The amount of depreciation to be taken
each year is determined thus:
Total depreciation to be accumulated $1000

Estimated life of equipment. . ... .. 5 years

Depreciation to be taken each year

($1000 =~ 5) ¢ vvvvvennnnnnnnn... $ 200

3. Rate of depreciation is determined thus:
$200 - 1000............c0unn.n.. 20%

4. The amount of depreciation to be taken
each month is determined thus:

200 == L2iiissvm i smiiominamsisioss $16.666

In Fig. 11, $16.67 has been written in for the
month of June, the month the truck was put into
use. The column with the heading “Depreciation
to be Taken This Year” contains the figure
$116.69, which is the sum of amounts that will be
recorded month by month under the appropri-
ate column heads during the rest of the year.
Total depreciation for all pieces of equipment in
each class are totaled each month and ultimately
find their way through the general journal to the
general ledger. In this way, the accumulated de-
preciation for each class of asset is brought up
to date at the end of each month,

Making Entries in Record

Generally, you have more than one piece of
equipment recorded on an equipment and depre-
ciation record leaf. Because the mechanics of
recording each item are the same, Fig. II shows
only one entry. In preparing the equipment and
depreciation record, bear in mind the following
points:

1. Details of every piece of furniture and
equipment recorded in your cash disburse-
ments journal must be recorded in the
equipment and depreciation record. Thus,
amounts entered in the cost column of the
equipment and depreciation record for
each class of equipment for each month
should total the same as the total debits
for that class in the cash dishursements
journal.

2. One sheet, or set of sheets, is devoted to
each class of equipment. (Fig. II, for in-
stance,records only automnotive equipment. )

3. A sufficient number of blank lines should
divide each entry from the next so that
each year’s depreciation may be recorded
over the life of the item. (It is good prac-
tice to leave three more blank lines than
the number of years over which the asset
is to be depreciated.)

4. The depreciation to be recorded for a class
of equipment in any month is the sum of
the entries for each piece of equipment in
that month’s column.

5. Follow a consistent policy in taking the
first month’s depreciation. For example,
begin entering depreciation on a piece of
equipment in the month following its
acquisition.

You should remember that when you add
down the cost columns of a sheet pertaining to
one class of equipment, the total should equal
the debit balance for the class of asset as it is
recorded in the general ledger account. Likewise,
at the end of each year, when the new deprecia-
tion reserve column of a sheet for a single class
of equipment is added down, the total should
equal the credit balance in the accumulated de-
preciation account for the class of asset.

Supporting Journal Entry

Monthly depreciation totals for furniture and
fixtures and every other class of equipment are
entered in your records by use of the general
journal. Amounts entered and totaled in the
equipment and depreciation record are the de-
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tails supporting the journal entry. Thus, if depre-
ciation columns for June 1953 totaled as follows:

CLASS OF TOTAL
EQUIPMENT DEPRECIATION
Avutomotive equipment .......... $16.67
Shop equipment ............... 4.17
Test equipment ................ 13.33
Furniture and fixtures........... 4.17

the journal entry (2) in Fig. I would be
prepared.

Those items labeled “Depreciation—Autonio-
tive Equipment,” “Depreciation — Shop Equip-
ment,” etc. in journal entry (2) are, as you can
check by reference to the chart of accounts, ex-
pense accounts. As such, increases to them are
debits. Offsetting credit entries are made to ac-
cumulated depreciation, which in effect reduce
the value at which assets are recorded. We do
not credit the asset accounts themselves for accu-
mulated depreciation because we want the cost
values of equipment items in a form constantly
available for insurance and tax evaluation. Cost
values could be obscured in the simpler proce-
dure of deducting depreciation directly from the
equipment accounts.
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Because it is an important point, we want to
restate that depreciation as an expense of your
business must be charged to expense accounts.
As depreciation reduces the value of assets, the
accumulated depreciation could be credited to
asset accounts. So that asset accounts will always
show a debit balance, we credit accounts entitled
“Accumulated Depreciation,” which are in effect
reductions of the asset value. Posting of the
journal entry to the general ledger is explained
further on in this chapter.

Prepaid Insurance

The apportioning of cost, which we described
in connection with accountancy procedure for
the depreciation of assets, applies also to keep-
ing insurance accounts. A business establishment
having several kinds of insurance usually keeps
an Insurance Record, in which the cost of insur-
ance premiums is allotted over the months of a
year in a format similar to that of the equipment
and depreciation record. Just as the latter record
is the basis of monthly entries in the general

journal, the insurance record contains details
which are periodically summarized and posted
in the general journal.

As there are many forms of business insurance,
an insurance broker should be consulted as to
what types a TV-radio service operation requires.
Whatever the types, the accounting for premium
costs remains the same.

Usually, insurance premiums are prepaid.
When you pay a fire or automobile insurance




FIG. 1l

premium, you put down your money in advance
for a one-, two-, three-, or five-year policy. Were
the premiums for such a policy charged to ex-
penses in the month in which they were paid,
your insurance expenses for that month would
be overstated. The customary procedure is to
charge a general ledger account called “Prepaid
Insurance.” In the chart of accounts, such an ae-
count has been assigned the number 121, which
is in the category of Other Assets.

Just as depreciation is charged to automotive
equipment each month, prepaid insurance is re-
duced each month for the expired portion of the
premium. The lnsuranee Record, a sample leaf
of which appears as Fig. IlI, gives the details of
the gradual expiration of premiums. Note the
similarity between Fig. II and Fig. IIIL

The Insurance Record provides space for re-
cording pertinent details of your insurance poli-
cies, including premiums paid and charged to
prepaid insurance in the general ledger.

Original Premium Entry

Since the purchase of insurance is a cash trans-
action, accountaney procedure for recording in-
surance begins with the debiting of the amount
of the premium in the cash disbursements jour-
nal, this initial entry showing the amount of your
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check. The cost of the premium, and every sub-
sequent debit to prepaid insurance in the cash
disbursements journal, must have correspond-
ing entries in the insurance record, where the
details of each policy appear as in the sample
leaf. These details are developed from the in-
surance invoices and include the following:

1. Policy number

2. Company issuing the policy
3. Agent

4. Amount of coverage

5. Duration or term of eoverage
6. Premium

From the above data are computed the
amounts appearing in the columns captioned
“Prorate This Year” and “Monthly Charges to
Expense.” In the “Prorate This Year” columa,
you record the amount of the premium that will
expire during the whole or the remaining part
of the current year. In the “Monthly Charges to
Expense” columns, you record the portion of
premium cost that expires each month.

For the first policy recorded, Fig. I1I shows the
yearly premium cost to be $22. But only seven
months—July through December—of the policy’s
duration fall in the current year, so that 7/12 of
the premium cost, or $12.81, is chargeable to this
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year’s expenses. “Monthly Charges” are devel-
oped by dividing the premium cost by the num-
ber of months the policy will run. When the
“Monthly Charges” amount is multiplied by the
number of months the policy will run in the
current year, the product should agree with the
“Prorate This Year” amount—give or take a few
cents. The premium rate, for which a column has
also been provided, is the yearly cost per $1000
of insurance coverage.

Monthly Summary

Details of the second policy are worked out in
the same way.

The amount of premiums expired each month
is summarized for each account to be charged,
such as account numbers 226, Insurance—Auto-
motive Equipment; or 232, Property and Busi-
ness Insurance. The totals are the basis for entry
(3) in the general journal debiting account
numbers 226 and 232. You will note that account
number 121, Prepaid Insurance, has been cred-
ited with an amount equal to the sum of the
amounts debited to accounts 226 and 232.

At the year’s end, when the insurance record
column captioned “Unexpired End of Year” is
totaled, the sum should agree with the balance
in the prepaid insurance account in the general
ledger. The amount entered for each policy in the

“Unexpired End of Year” column is as follows:

At the end of the year
in which the policy
was purchased.

At the end of the sec-
ond and subsequent
years.

The difference between
the premium and the
total amounts charged
off to insurance expense
accounts.

The difference between
the unexpired premiums
at the end of the previ-
ousyear and the amounts
charged off to insurance
expense in the second or
subsequent year.

We will see further on in the present chapter
how insurance as well as depreciation and origi-

nal investment postings are made to the general

ledger.
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Cost of Goods Sold

Parts and materials are major costs of a TV-
radio service business, such items being con-
stantly in demand for the servicing of customers.
Adequate control of the use of parts and mate-
rials is absolutely essential to successful opera-
tion. For such control, including the determina-
tion of what parts and materials are being con-
sumed in your operations, your records must be
set up to deal with the following facts:

1. The quantity and costs of parts and mate-
rials purchased.

2. The quantity and cost of materials and
parts used.

3. The quantity and cost of parts and mate-
rials remaining in inventory.

The cost of parts and materials, like insurance
cost, enters into an accounting system via the
cash disbursements journal, where two columns
accommodate two kinds of entries: parts and
materials immediately charged to expense, and
parts and materials—inventory.

The extent to which each column is used de-
pends upon the degree of control that you, as
owner and manager, feel is necessary. You may
feel that maintaining inventory records on parts
and materials costing less than 10 cents each (or
some other arbitrary figure) involves more book-
keeping than is worth while. You can charge the
cost of such parts and materials to “Parts and
Materials—Expense.” The amounts of checks pay-
ing for parts and materials costing 10 cents or
more would then be debited to “Parts and Mate-
rials—Inventory,” for which you would have to
keep detailed stock records. You yourself must

decide the degree of control you want over this
aspect of your operations, keeping in mind that
the tighter it is, the more you reduce the proba-
bility of losses.

Stock Record

For each part that you decide to maintain
inventory controls on, you must set up a Stock
Record, another subsidiary bookkeeping form,
similar to the sample shown in Fig. IV. Prepared
for each part and item of material, the Stock
Record records the following data:

1. The sheet number, which at the beginning
is always Number 1. When this sheet is
filled with entries for a particular part,
sheet Number 2 for the same part is pre-
pared.

2. The unit by which the article is priced out
(the smallest quantity that can be used in
servicing a customer).

3. The name of the item (part or material).

4. Location, i.e., where stored in your estab-
lishment.

5. The maximum and minimum quantities
you feel necessary for the efficient opera-
tion of your TV-radio service business.

6. Cost per unit.

7. Selling price per unit. When this changes,
the old price is lined out and the new one
entered just above it.

{The C.L. and L.C.L. rates—carload and less-

than-carload rates—for which the form provides

STOCK RECORD

SHEET
NO UNIT ARTICLE §
C L. RATE MAXIMUM COST SELLING !
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1
RECEIVED USED OR ISSUED Il
DATE FROM WHOM QUANTITY AMOUNT o DATE ner. QUANTITY AMOUNT e roay || Quawriry AMOUNT
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FIG.
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spaces, apply to your TV-radio service operation
only when you buy parts and materials in large
quantities. )

Once stock record forms have been set up for
each part, amounts debited to “Parts and Mate-
rials — Inventory” column in the cash disburse-
ments journal must have corresponding entries
in the “Received” section of the stock record, the
latter data including:

1. Date received.

2. Identification of the supplier. (Either
through abbreviation of his name or some
symbol.)

3. The quantity received.

4. Cost per unit, the amount paid divided by

the quantity received.

Such information is taken directly from the
supplier’s invoice. Thus, for every part debited
to “Parts and Materials—Inventory” in the cash
disbursements journal, you must enter the re-
quired information on the stock record for that
part. This should be done daily, each invoice
showing the date when the posting was made.

Controlling the use of parts and materials
requires a storeroom procedure limiting the re-
moval of parts and materials to those for which
both a signed requisition has been received and
a customer is paying. Whenever a service-man
requires an item, his signed requisition form,
such as is shown as Fig. V, should provide this
information:

1. Date.

2. Department requesting parts, when this is
pertinent.

3. Quantity of each part requisitioned.

4. Name of the part or parts requisitioned.

Completed requisitions should be filed safely by
the storekeeper until he can charge the with-
drawn parts and materials to cost and enter this
cost on stock record sheets.

Storeroom Requisitions

The storekeeper assigns a serial number to the
requisition, Number 1 for the first one each day,
8o that 25 requisitions received on that day are
numbered 1 through 25. This numbering facili-
tates location of the requisition at any time
through the date and serial number. He refers to
the stock record sheets which show the unit cost
for the part, and writes the unit cost on the requi-
sition, opposite the name of the part requisi-
tioned. After multiplying the quantity by the
cost for each part, the storekeeper places the
product in the “Amount” column of the store-
room requisition. Then, under the “Used or
Issued” caption on the stock record, the store-
keeper enters the following information for each
part or material requisitioned:

1. Date

2. Requisition serial number
3. Quantity requisitioned
4

. The dollar amount as it appears on the
requisition.

On the storeroom requisition, the storekeeper
checks off the amount as the information for
each part is entered in the stock record. This
done, he initials the storeroom requisition in the
“Entered in Stock Ledger” space. When store-
room requisitions for a day have been entered in
the stock record, the requisitions are sorted nu-
merically and the total cost of parts requisi-
tioned is determined. This may be done by run-
ning an adding machine tape of “Amounts” ap-
pearing on stockroom requisitions, or by totaling
“Amounts” on each requisition, listing the requi-
sition number and total amount for each requi-
sition, and adding up the totals. The adding ma-
chine tapes or totaled lists are then marked to
indicate withdrawal dates, stapled together nu-
merically for each day, and filed by date. At the
month’s end, a general journal entry reduces the
parts and materials—inventory account by the
cost of parts issued. Procedure for this step is as
follows:

12



1. Adding machine tapes or lists are assem-

bled.

2. Total cost is determined for each day and
the total cost for the month.

3. A general journal entry of the monthly cost
total is prepared to reduce “Materials and
Parts—Inventory” for the month.

Assuming the monthly total cost is $375, the
entry in the general journal would appear like
journal entry (4).
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Unrecorded Liabilities

When parts and materials have been delivered
to your TV-radio service shop near the end of the
month and the supplier’s invoice has not been
presented, your hookkeeping system has another
problem to deal with, one which has been only
passingly referred to in our previous chapters.

~

\'

\
\ R
Y 8}

N ) i

o XU |

At the time you balanced your books, you had
incurred an expense for these parts and mate-
rials. 1t is an expense, however, not recorded
either as a liability from the supplier’s invoice,
nor has it been entered in the cash disbursements
journal when a check was issued. With respect to
your bookkeeping at the time you balanced your
accounts, no record was made to reflect the deliv-
ery or the liability. What you owe the supplier
is an unrecorded liability.

You could incur expenses in a similar way if
the end of the month fell in the middle of your
payroll period, or if numerous small bills for
electricity, telephone, and other services received
arrived after the month’s end. In the first in-
stance, you would have an unrecorded liability
to your employces for a half week’s salary; in
the other, the bills would not ordinarily be
charged to expense until you had issued your
checks in payment. Both types of liability were
incurred at or near the end of the month for
which you are balancing your accounts. To the
extent that your records fail to reflect such ex-
penses or liabilities, your accounts are incorrect.
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Booking Unrecorded Liabilities

To correct your books, you must make a gen-
eral journal entry charging the expense accounts
and crediting accounts payable. This procedure
is what an accountant calls “booking unrecorded
liabilities.” The procedure is not complicated ; in
fact, it is somewhat similar to that for paying
bills through the cash disbursements journal, but
with the notable difference that you credit ac-
counts payable instead of cash, i.e., checks issued.

To determine the amount of unrecorded liabili-
ties, you should review all invoices, both those
you have paid since the end of the month and
those on hand but unpaid. Invoices for goods and
services received before the previous month’s end

should be listed on a columnar work sheet like byas T_“'E:A“g:“igzﬂ _':“‘: i‘;;
that shown as Fig. VI. Accounts to which the @%&,ﬁ« i 300
invoices were charged when they were paid after 4“5:‘;5,!“2}““! 3 13
the end of the month, or to which they will be Mﬁm
charged when paid, should be indicated so that Dtudutr o~ fokay)

the total amount chargeable to each account can
be determined. When such amounts have been
determined, they are recorded by a general jour-
nal entry.

A general journal entry like entry (5) should
record the invoices in a summarized form. This
journal entry, of course, will later be posted in
the general ledger. For purposes of illustration,
however, it is shown in this chapter as it has been
posted to the work sheet, Fig. VII, (Pages 15 &
16), which will be discussed later.
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Reversing Entry
for Unrecorded Liabilities

All invoices, as they are paid, are charged to
accounts through the cash disbursements jour-
nal. Every invoice listed on the work sheet (Fig.
VII) will have been paid since the end of the
month or will be paid ultimately through the
cash disbursements journal. Thus, all invoices
will have been entered twice—first as an entry in
the general journal and again in the cash dis-
bursements journal as checks are issued. This
double entry imposes on you the necessity of
making an entry every month which will reverse
the previous month’s entry for unrecorded lia-
bilities.

In general journal entry (5) asset and expense
accounts are debited and accounts payable ac-
counts are credited. The procedure for reversing
is as simple as this. Next month, just before set-
ting up your unrecorded liabilities, turn that
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GENERAL JOURNAL ENTRY NO. 6

journal entry around by crediting asset and ex-
pense accounts and debiting accounts payable,
just as they appear in general journal entry (6).
This is an exact reversal, the effect of which is to
remove the duplication of entry just mentioned.

Posting Journal Entries

All the general journal entries we have made
must be entered in the general ledger. Dates, a
brief description of the purpose of the entry,
reference to the general journal page number,
and the dollar amount debited or credited are
entered to the general ledger as explained in Part
II of this G-E accounting system.

So that you may have an overall picture of your
accounts, you should prepare a trial balance work
sheet each month similar to the one shown as Fig.
VII. Enter in this sheet’s “Trial Balance Before
Adjustments” column your general ledger bal-
ances after posting entries from your cash receipts
and sales and cash disbursements journals. In Fig.
VII, the balances recorded are those that ap-
peared in the trial balance on page 11 of Part II.

In the *“Adjustments” columns, debits and

credits are posted from the general journal en-
tries we have made in this chapter. These having
been made, debit and credit adjustment columns
are added down. Total debits must equal total
credits. When this isn’t so, an error has been made

which must be located.
When debit amounts added together are greater

than the sum of credit amounts, as is the case with
account 107, “Materials and Parts—Inventory,” a
net debit results. When credit totals exceed debit
totals, a net credit results.

Amounts entered in the debit and credit sec-
tions of the two columns, “Trial Balance Before
Adjustments” and “Adjustments,” must be com-
bined by c<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>