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Preface

This is a modest attempt to catalogue a few of the impor-
tant techniques that are necessary for the smooth func-
tioning of a complex business organisation, viz., the retailing
unit. Whether the retailing units are managed by private
retailers largely motivated by profit consideration or through
the agency of the cooperatives with the objective of pro-
tecting the consumers from exploitation, these techniques
are essential pre-requisites to the successful running of the

retail shop.

An earlier pubhcation, “Sale—A Profile : An Intro-
duction to Sales Management in Retailing”, has received an
enthusiastic response among the public. Encouraged by
the readers who form the bulk of administrators, coopera-
tive leaders, executives, field workers, etc., in regard to the
usefulness of the publication, an attempt has been made to
bring out in this pubhcation some of the important Business
Management Techniques pertaining to Retailing within the
reach of all concerned. From the point of view of retail



management, the two publications play complementary
role.

Efforts were made to incorporate a few models largely
drawn from the Asian laboratory to enable the readers
understand and appreciate, as a means to implementing the
techniques in the field of retailing in general and the con-
sumer cooperatives in particular.

The authors are aware of the limitations, but if this
little publication can stimulate all concerned towards the
practising of the business techniques with a faith that they
arc capable of serving the social ends, the labour put in
would have achieved its aim.

New Delhi, India, R. Arvidsson
March 31, 1972 S. Dandapani
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Chapter |

INTRODUCTION

1.01 In a democratic set-up, the Constitution written or
munwritten, provides for checks and balances to operate
ultimately for the achievement of the objectives. While
the fundamental rights with the accompanying freedom of
expression encourage a free market economy, State has res-
ponsibility towards checking any unrestricted profits or
profiteering. The imposition of taxes on such business
houses for use of a general social purpose is a case in point.

1.02 The manufacturers—with their capacity to go in for
mass production by the engagement of labour and intro-
duction of inputs and innovations—are by their very nature
small in number and are, therefore, in a position to organise
themselves quite effectively. In the process, they tend to
have a rationalised approach and regulate the productive
activity with an eye on consumption. Expressions like this;
“You do not produce more than the market can absorb”
are meant to keep the demand at a higher level than the
supply with a view to securing the optimum prices and con-
sequently windfall profits. Weber would call this a ration-
alised economic ethic in the context of rising capitalism.



1.03 In a situation like this, combined with aggressive
advertising and publicity through mass media, it will be
difficult to say how free a free market economy is. The
mere imposition of taxes may not provide an answer to turn
a market into a really free market, particularly from the
point of view of the consumers.

1.04 It is in this context that the consumer cooperatives
as the protectors of the consumers assume importance.
The cooperatives form a sector and whether organised by the
members themselves or stimulated by the Government
initiative, the cooperatives have a role to play not only in
protecting the interests of the consumer members but also
as an effective means to exercising a healthy influence in the
market to make it a little more free than it otherwise could

be.

1.05 In several countries, the monetary value of the retail
trade is approximately a little more than a third of the
gross national product (GNP). Even in developing coun-
tries where traditional occupations with a rural background
continue in a big way the share of the retail trade on the
GNP is not any less. With gradual modernisation and
mechanisation, the chances are that the volume of the retail
trade will be ever-increasing. The Governments and the
responsible public opinion cannot be indifferent for all time
in regard to the retail trade and allowing it to have an
unrestricted and unregulated growth resulting in wasteful
efforts and avoidable expenditure. It is in this context
that rationalisation of the retail trade assumes special signi-

ficance.

1.06 Yet another problem which most developing coun-
tries face is the large-scale unemployment and under-
employment. So long as the glut in labour continues®
meaningful rationalisation of the retail trade may be diffi-
cult to achieve. At the same time, the harmful effect of the
unregulated retail trade is colossal. With far numerous
retail units in number, with no reliable documentation and
compilation of data, with no census of retailing, most coun-
tries in the region are groping in the dark in understanding



correctly the consumption pattern nor are they able to pro-
ject reasonably accurately about the future consumer be-
haviour. Lack of precision in these issues comes in the way
of an adequate planning in regard to cropping/production
pattern.

1.06.02 The laissez faire approach in regard to cropping/
manufacturing has no co-ordinated effort with a view to
meeting the consumption or the consumer behaviour. The
meagre resources of the country are frittered away for want
of a regulated cropping/manufacturing pattern to meet the
legitimate aspirations of the people. Unless this is attempt-
ed at the national level, it will be difficult to hold the prices
purely either as a result of the imposition of taxes or by
other monetary/fiscal policies.

1.07 Once the consumer cooperatives obtain a sizeable
membership of the families, secure a minimum share of
5 per cent in the retail trade as a v/hole, the organisation
assumes importance. The consumer movement gains
strength for undertaking large-scale operations, carrying a
price war and forecasting the consumer behaviour so that
cropping/manufacturing agencies could be advised to meet
the demand. If a single organisation—a network of con-
sumer cooperatives—carries 5 per cent of the retail trade,
the remaining 95 per cent of the private retailers will have
no option but to get alerted, organise themselves and begin
to apply pressures and counter-pressures in the market. If
the consumers have gained confidence about the ability and
strength of the consumer movement they will strengthen the
hands of the cooperatives to stand the market pressures
which, in the ultimate analysis, will lead to a freer market
than what it is today.

1.0? A member of the consumer cooperative does not join
the movement merely because it is a cooperative and a
people’s organisation, but because he expects services and
facilities. His continued loyalty to the movement is directly
related to the continued services he obtains from the move-
ment. In this context, the cooperative ideology is useful
only to the extent of collecting members and their share



capital; but their connection with the movement remains
nominal unless a strong relationship is built through conti-
nued offer of goods and services. This can be achieved
only by the apphcation of business techniques in retailing.
Price line is the life-line and cooperatives are capable of
being one of the means to hold it provided retailing techni-
ques and social techniques are applied effectively in a big
way each playing a complimentary role for the greatest good
of the largest in the community.

1.09 The managers and other executives charged with the
responsibility for day-to-day management of the consumer
cooperatives in the developing countries in general and in
the South-East Asian Region in particular do not have the
knowledge essential for the application of the business tech-
niques so necessary for ensuring successful performance.
Unless the ““man” is given the necessary too's and adequately
motivated towards the end in view, it will not be possible
to create the needed awareness—much less to achieve the
objectives. A man-centred approach for implementing the
business techniques is the sine qua non to achieve maximum
benefit out of the few techniques catalogued here.



Chapter Il

INCOME & EXPENDITURE IN RETAILING

2.01 As in any business activity, the variation between
income and expenditure contributes to profit or loss in
retailing affecting vitally the growth. Unless care is exer-
cised in bringing these two elements under control, the retail
unit will find itself in a difficult situation ultimately leading
to its total extinction.

2.02 The failure of a retail business is not as sudden as is
often made out to be—unless it faces a natural calamity
say fire—for which insurance comes to help. Deterioration
in business efficiency sets in at several stages in a very imper-
ceptible manner and multiply themselves inwardly causing
a cancerous growth to eat away the financial structure of the
concern.

2.03 A basic pre-requisite to undertaking a business acti-
vity such as retaihng is an awareness based on knowledge
and know-how of the weak and strong points pertaining to
retailing; their potential strength in making or marring
the business structure.

2.04 Income and expenditure in retailing contribute to the



basic raw material on which would depend the quality of
construction of a business house. This aspect is discussed
briefly as a condition precedent to the understanding of busi-
ness switch.

2.04.01 Income and expenditure are not just events that
take place in a mechanical manner in a retail business.

2.05 They are not only forecast and planned well in ad-
vance, but they have also the inherent capacity to influence
each other by their own inter-actional and inter-stimulational
process. As much as the income has the potentiality to
influence the expenditure, the expenditure in its turn influ-
ences the income. Unless they are applied in appropriate
“matching” doses, they will affect the productivity and
profitability adversely. Some of the basic qualities of the
income/expenditure behaviour in the totality of the function-
ing of a retail outlet are discussed briefly in this chapter.

2.06 In a retail unit income is derived from the following:

(fl) sale of goods,
(b) sale of empties,
(c) sale of space for purposes of advertisement.

2.06.02 In all the cases, income out of the sale of goods
is the biggest. Increase in sale is the most effective way to
increase the income” and the needed selling techniques
should be applied to achieve this.

2.06.03 As the income/sale is derived as a mixture of sale
of different goods carrying different levels of profitability,
an income/sale analysis should be undertaken at least once
a month to understand the sale mixture and profitability.”
Since 20% of the items give 80% of the sale, special atten-
tion in ensuring a correct mixture in correct quantities will
play an important role in determining the profitability.

1. This has been dealt with in greater detail in “Sale—A Profile: An Intro-
duction to Sales Management in Retailing” by R. Arvidsson and S. Danda-

pani, ICA, 1972.
2. See Chapter I1X, X and XI.
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Such an analysis is also necessary from the point of view
of purchasing—which is a subject in itself.

2.06.04 With the fluctuation in the sales depending upon
seasonal sales, sale mixtures get changed in turn affecting
the income structure. Further, even in cases where the sale
volume remains, the income structure may undergo a change
in view ofthe changes in sale mixture which should be
watched carefully to ensure profitability. Sales forecasts
have an important role to play in this in as much as they
anticipate sale mixture in a particular pattern and any
deviation could be checked up. In all these cases where the
sale mixtures get altered and as a result income structure
follows, it will be necessary to adapt the cost structure to
keep pace with the changes failing which the shop may lose
heavily. The easiest method to cut down costs is to increase
sales. This fact is not much stressed upon nor adequately
reaUsed in most societies of the developing countries.

2.07 Cost Analysis

2.07.01 The society’s Manager and Board decide upon the
size of shop premises, the number of employees, the invest-
ment and its pattern. In the decision making process, to
a great extent the employees are involved and do contribute
towards lower costs. The size of the turnover is in most
cases the deciding factor as to whether the costs will be
small or large. The size of the turnover often depends on
how the employees work and behave. An examination of
the various costs from the view-point of “how the employees
influence the size of the costs” is worthwhile.

2.07.02 Costs can be divided into two main groups:

(fl) Variable Costs, which vary in quantum as well as in
percentage in proportion to the sales and the society’s
activities. These costs are, among others, stock
costs, wage costs (of direct staff) and purchasing
costs (the wholesale price paid for the goods),

(*>) Fixed Costs such as : rent costs, fitting costs, certain
running costs including the cost of supervising staff
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etc. These costs can be fixed in money value as
well as in percentage based on turnover.

Costs to be Known in Money Value and Percent

2.07.03 The size of a cost should be known both in money
value and in percentage of the sales figure. When the cost
is stated in value one knows the actual size. If one wishes
to make comparisons with other costs or previous results,
it is necessary to consider the size of the cost in proportioa
to the sales figure. This relative figure is obtained most
easily by calculating the size of the cost inpercent of the sale
figure. Here is an example of how this calculation is done.
Let us suppose that a customer purchases goods worth 50
(sales figure). If 10 units of money are needed to meet the
costs this would work to 20 % of the sales value, as we will
see :

100 X 10 _
50

Cost of Goods

2.08 This item of costs includes the cost of goods. The
cost of goods includes purchase of goods together with pack-
ing, insurance and carriage (transport including handling)
to the seUing unit. These costs are the highest costs for the
society and therefore are dealt with separately.

Rent Costs

2.09 Rent costs should be correctly assessed. If the build-
ing is owned, the rent costs should be determined by taking
the depreciation interest on capital and the cost of main-
tenance. The percentage figures should be worked out in
relation to sale turnover month to month and also year to
year for purposes of comparisons.

2.09.02 It may be difficult to cut down the rent costs but its
percentage composition in the turnover could be suitably

regulated.
2.09.03 If sale is 100,000 per month and the rent costs
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.are 2,000, the percentage cost of rent is 2. If the sales are
increased to 150,000 the rent cost decreases to 1.1/3%.

2.09.04 As the rent costs always form the “fixed costs”
the best way to reduce it is through a higher turnover, as in
the example cited above.

2.10 Fitting Costs

2.10.01 In the sales premises there must be such things as
shelves, stands, scales and cash registers. These aids in sell-
ing are called fittings and the costs for such are known as
fitting costs.

2.10.02 Fitting costs comprise of interest on the capital
for the purchase of fittings and depreciation. Depreciation
is the reduction of value which arises due to wear and tear on
fittings, or their becoming obsolete.

2.10.03 In order that work shall be effective and functional
efficiency is maintained one must have aids. This affects
the work capacity indirectly because it is stimulating to work
when the means of assistance function as they should.
Generally, shops should be equipped with good fittings.
How they function depends largely upon how the employees
use them.

2.10.04 Even if fittings are properly used, they soon be-
come out of date and must be replaced. Every year a cer-
tain sum of money is set aside for fittings, under deprecia-
tion. One usually reckons on a depreciation period of five
j'ears. In most countries depreciation of equipments is
allowed by law for purposes of income-tax. In a growing
economy, retailing techniques are fast improving so as to
be in keeping with this trend, the shop should aim at replac-
ing the fittings once in five years for which adequate provi-
sions should be made by way of depreciation.”

2.10.05 The equipment is usually depreciated fully within
1 Even if the equipment lasts more than five years, depreciation calculated

at 20% would help build “hidden reserve” and would contribute to the financial
'.-strength of the Society, (see para 2.25.03).
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five years. Equipments which only can be in use for one or
two years, are allowed to be depreciated to value of zero by
the society even in the first year of the use. In case of such
equipment where the value has been recovered through depre-
ciation they need not be listed among the assets in the balance
sheet.

2.10.06 As the cost for depreciation is nearly constant, its
percentage share of the turnover is dependent upon the size
of sales. That is, one can by increased sales influence the
fitting costs, as already explained for rent costs.

Stock Costs

2.11 If one has deposited money in a bank, one receives
interest on it. If one wishes to borrow money one must
pay interest instead. In order to buy goods for the acti-
vity, one must either borrow money and pay interest oa
that, or use own money on which one then does not receive
interest. One must, therefore, calculate stock interest on.
the money used for purchase of goods. This interest is
called “stock costs”.

2.11.02 One sometimes uses the expression “dead capital”.
This means that the capital accumulates no interest or
other form of dividend, but is as large when one withdraws
it as when one invested it. No-one is interested in using
money in this way without a good reason, as one must pay
interest on borrowed money or can invest one’s own money
so that interest is accumulated. On such “dead capital”"
one always calculates interest and considers this as a cost.

2.11.03 It is desirable to get back the capital used by the
society to buy goods as soon as possible. As long as the
goods are in the shop but are unsold, this capital is “dead”.
The employees decide to a great extent how much money
isbound in the stock. How the goods are placed in the shop
or store-room and which sales promotion measures are taken
by the staff are examples of factors which decide the size
o f the stock and thus the size of the stock costs.

2.11.04 To have too large a stock causes large costs. There
is more work with the goods—higher wage costs, large
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store room—"higher rent costs—higher leakage etc.

2.12. Rate of Turnover of Stock (Speed of Stock)

2.12.01 Rate of turnover of stock is a term which often
arises in connection with stock costs. The rate of turnover
of stock is a measure of how the stock is suited to the sales.

2.12.02 In the Stock Control Report the society can see
every month how large the stock is in the shop. By divid-
ing the year’s sales by the average value of the stock one
can find the rate of turnover of stock.

Year’s sale_turnover
------------ T------Q——&-:rate of turnover of stock
stocks

verage value o
2.12.03 The rate of turnover will vary in size dependent
upon the types of goods sold, for example, turnover of food-
stuffs is greater than of household equipment.

2.12.04 The “Speed of Stock” is one way to compare the
use of stock with other periods, shops and societies. Average
“Speed of Stock” in India: food 30times; non-food 12 times,

2.13 Wage Costs

2.13.02 In order that the shop can function and sales take
place, there must be staff. The employees receive wages
which are accounted for under the heading wage costs.

2.13.03 Wages are the largest fixed costs item for the sup-
ply of goods through the retail trade. The reason for this
is that supplying goods demands a lot of manual labour. The
self-service system has to a great extent reduced the staff re-
quirements, but shop work is still not mechanized nor even
streamlined compared with, for example, an industry.

2.13.04 Because wage costs are high, special interest
must be devoted to them. In order to limit their size one
can take several measures. One of these is to plan the staff
requirement in relation to the turnover.

2.13.05 The size of wage costs is decided partly by the
number of employees, their qualifications, service and expe-
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rience. If the employees are well-trained or are other-
wise well-qualified, the number of employees can be restrict-
ed. Good shop assistants and good collaboration among
them ensures a high degree of efiectivity and efficiency
resulting in low wage costs.®

Sale Per Employee

2.13.05 The influence of the wage costs on the price of
goods is dependent upon the size of the turnover. The
more the shop sells with the same number of employees,
the lower are the total wage costs. One should, therefore,
endeavour to obtain as high a turnover per employee as pos-
sible. This also affects the wages of the employees in socie-
ties where incentive pay is applied, which gives wages accor-
ding to performance. Better performance—"higher incentive
pay. The aim should be a low cost and a high wage approach.

2.13.06 In order to measure the performance of the em-
ployees, one calculates the sales per employee and day.
One starts with the activity during one month and divide
the turnover by the number of working days in the month
and by the number of employees. The product is the ave-
rage sale per employee.

o' hlyalyurnover - A

No. of Min days

Monthly Sale Turnover

2.13.07 One can compare the sales per employee per day
with previous results in one’s own shop, and with results
from other shops. If these comparisons are unfavourable,
this is a sign to investigate the efficiency of the staff.®

2.13.08 In comparing sales per employee with results of
other shops, many factors must be taken into account, e.g..

1. The reader is advised to refer to “A Study of Personnel Management
in Selected Coop. Super Markets in India’ by R. Arvidsson & K. K. Taimni,
ICA, 1971.

2. For a more detailed analysis see Chapter XII1—Inter-Firm Compari-
sions.
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assortment, type of shop and size of turnover. Where goods
which demand more showing and care than others are sold,
the sales per employee are lower. If self-service system
is used in a shop, the performance there must be striking
in comparison with so-called manual service. One obtains
a higher sales per employee, when the turnover in the shop is
large.

2.13.09 Many duties, e.g. cleaning, window dressing and
advertising are the same, independent of the size of the turn-
over.

Budgeting

2.14 In orderto get as high a sale per employee as possible
and therefore low wage costs, one tries to calculate in advan-
ce the size of the turnover and staff requirement. The
budget is based on previous experience, and decisions
are made after careful calculations to changes estimated to
occur within a given period. An endeavour is made to
establish what is likely to happen. Sales and personnel
budgets are of invaluable help. One knows in advance
which days in the month and which period of the day sales
are highest, and the number of employees can be adjusted
to the sales load. To have flexible adjustment of the staff
requirement in relation to the turnover part-time staff is
used more and more at peak sales hours.

Work Organisation®

2.15 The way in which the work in the shop is planned
and organised is also a decisive factor in the size of the
wage costs. There are many tasks, e.g., ordering, delivery
checking, pricing, filling of shelves, care of goods and clean-
ing, account etc. In order that the tasks shall be properly
carried out, knowledge of the work, and a careful work orga-
nisation are required. Work organisation gives a just
division of the tasks. Each employee knows which tasks
he or she is responsible for and when they shall be done,®

1. See Chapter XVII—Accountability
2. The reader is advised to refer to “Sale—A Profile: An Introduction to
Sales Management in Retailing” by R. Arvidsson, S. Dandapani, ICA, 1972.
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2.16. Other Running Expenses

2.16.01 In connection with work in the shop costs arise
for electricity, telephone, etc. A joint name for these costs
is other running expenses.

2.16.02 Under the heading “other running costs” one
accounts for costs which occur in connection with the daily
work in the shop, e.g., telephone expenses, electricity and
protective clothing. Taken separately, these costs are not
large, but together they do have an influence on total costs.

2.16.03 The alpha and omega of all shop work is working
systematically. By having a routine for the various tasks,
one learns to carry them out more rapidly and with better
results. At the same time running costs are also affected.
Let’s take a few examples.

2.16.04 The telephone is an excellent aid, which we would
find difficult to be without. However, it can be misused,
if one has not learnt to use it properly.

2.16.05 If, for example, one has not thought out the order-
ing of goods thoroughly, when the order is given, it can easily
happen that delays occur in connection with the order, or
that one must telephone for additional items.

2.16.06 By using sufficient lighting when necessary, sales
are stimulated, but at the same time one can contribute to
lower electricity bills by turning out the light in rooms where
no activity is going on, e.g. in the godown etc. The best
way of counteracting running costs is to work systematically
and to use one's judgement.

2.17 Leakage Costs

2.17.01 Leakage costs differ from other costs because one
receives nothing for the money consumed in the form of leak-
age. It just disappears.

2.17.02 Leakage costs do, however, vary quite considerably
within the same type of shop, where actually there should
not be any large differences.  One can best understand the
reasons for leakage by following the goods in one’s mind
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from their arrival at the shop to the time they are sold, and
by trying to analyse the reasons why there is sometimes
“leakage” on the way."

2.17.03 The importance of leakage costs as regards the
price of goods can be illustrated with an example. If
the turnover in a shop is 1 million per annum and the leakage
is 1% of the turnover, these seemingly unnecessary costs will
amount to 10000~ If the leakage cost is brought down to
1/2%, leakage costs diminish by 5,000.

2.18 Joint Ccsts in Societies Operating Several Shops

2.18.01 Joint costs consist mainly of office costs, wages
to office workers in the society’s administration and income
tax for the society. One cannot, as an employee in a shop
influence these costs. On the other hand one can contribute
to a good usage of advertising costs, which are part of the
joint costs. How the advertising costs are justified by the
turnover depends partly on how the staff use the advertising
material available. Even the costs for staff training can be
influenced through employees who show and transform to
their jobs what they have learnt at the Cooperative College
and through staff management.

2.19 The Importance of Low Costs

2.19.01 A consumer cooperative society carries on an
economic activity, where the aim is to promote the econo-
mic interests of the members. These economic interests are
expressed in the members’ v,ish to buy high quality goods at
the lowest possible price. If this aim is to be realized, the
cost of goods supplied to the society must be as low as possi-
ble. It is by low costs and high turnover the society shovi’s
its efficiency and achieves its objectives.

1. Chapter VII1—Inventory.

2. If this amount is utihsed in business, it may expand the volume by 15
times viz. 1,50,000 resulting in an additional contribution of 7,500 as against
the loss through leakages of 10,000, the store gains 7,500 more resulting in a
net gain of 17,500.
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2.19.02 It is necessary for interested employees and the
management to strive after maximum efficiency in their work.
High efficiency means low costs, which in turn, means low
prices and therefore success for the cooperative society and
its employees.1

2.20 Profitability—Income and Expenses

2.20.01 The problem of profitability has two sides. It is
the society’s business to sell goods and services, which
gives rise to income. That is one aspect. The other one is
concerned with expenses.

2.20.02 The society must first acquire resources in order
to supply goods and services. It is partly a question of large
real estate investments (shops stores) and partly a matter
of current expenses to pay for day-to-day operations.

2.20.03 Profitability must be planned. This involves long-
term planning, followed by detailed planning covering shorter
periods. We shall return to this under the heading “Budget-
ing”.

2.20.04 Accounting provides us with the possibility of
following profitability and its development.

Income;

Income is received for goods delivered
and services carried out.

Expenses:

Expenses are incurred in the acquiring
of production resources and goods.

221 The Time Factor: Payment — Provision of Goodsj
Services

2.21.02 Having defined the terms income and expenses,

1. See Study of Personnel Management in Selected Cooperative Super-
markets in India by R. Arvidsson and K. K. Taimni, ICA, 1971.
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it is desirable to go on to the concepts in and outgoing pay-
ments and receipt and costs.

2.21.03 Both incoming and outgoing payments reflect the
actual time of payment. Receipts and costs describe the
economic consequences of goods and services, supplied and
delivered, in the course of a given period.

2.21.04 Where costs are concerned, one speaks of the time
of utilisation.

Receipts:”

Income, within a certain period, in respect of goods/
services suppliedjundertaken, the value of which is in-
cluded in the results for the period, is termed receipts
(=income traceable to the period).

Costs:

The value of production resources, utilised in the course
of a given period, and which should influence the results
for the period, are termed the period’s costs. The
value of production resources, which have still not been
utihsedbythe end of the period, does not represent a
cost for this period, but rather an asset to be used in the
future and hence to be entered on the balance-sheetas an
asset. This value is eventually treated as a cost, but only
in the next or subsequent periods.

2.22 Why Does one Use Different Terms To Distinguish
Different Point in Time!

2.22.01 What happens if one uses a shorter period of
operations?
At the beginning investment (long-term) is made in :
a. premises
b. equipment
c. vehicles.

1 In accounting practices receipts/payments may correspond to the en-
tries in the books (cash book, journal etc.), whereas income/expenditure
corresponds to the actual amount earned/spent, taking into consideration
the stocks on one side and payments to be made/realised etc. on the other.
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2.22.02 Inthe course ofthe operation, investmentis made in:
a. buying/purchasing (large quantities)
b. rent per quarter/year
c. miscellaneous expenses for longer periods

2.23 OQutgoing Payments

2.23.01 For all these items cannot be entered as a cost
(appearing in results) immediately after such payments are
made, since this would not give a true picture of the opera-
tion’sresults. Large expenses would give rise to large defi-
ciencies, which would later produce large surpluses (after
some years).

2.23.02 It would be impossible to assess the results achie-
ved in such circumstances.

2.23.03 So, the concept of periodicity is introduced.

2.24 Periodicity

2.24.02 Periodicity for Expenses: Expenses incurred in
respect of a resource used in production (goods, equipment,
wages) are divided as a cost over the periods in which the re-
source helps to produce income.

2.24.03 Periodicity for Income: Income in respect of sales
(production) achieved v/ithin a certain period, the value of
which is to be included in the results for the period, is termed
income (= income traceable to the period, without regard to
when incoming payments were received).

2.25 Depreciation

2.25.01 Investment in, for example, store equipment means
that services are stored, which have to be paid for in advance.

2.25.02 If the equipment was rented, outgoing payments
would be more closely connected with the time of utilisation.

2.25.03 The purchase of equipment for 700,000 cannot,
therefore, be regarded as a cost for the year in question, but
should be spread out over a longer period.
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2.25.04 The store’s customers pay for wear and tear of
the equipment (in the form ofthe price of goods) with a given
annual sum. In the result calculation®, depreciation is
treated as a cost. (Depreciation can also be calculated deg-
ressively or progressively).

Periodicity for Expenses

Expenses for a resource used in production are divided
up as a cost depreciation over the periods in which the
resource helps to produce income.

The Results

2.25.04 The result of activity is calculated in terms of peri-
ods. It would be impossible to carry out the result calcula-
tion without deciding on a given length for the period, unless
it was intended to produce a result calculation covering the

1. Depreciation is calculated on t'le basis of the well-known principle of
Time and Use. However, higher rates of depreciation are often provided
to build hidden reserve, (~ce para 2.10.05).

2. ChapterX.
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entire “life’ of the society, right from the start up to its
liquidation. When defining the terms receipts and costs,
it is emphasised that the calculation covers a certain period
—the current result period.

Splitting up Accounting Operations

2.25.06 The following illustration covers the principles,
which may be applied

Gatherinj ini‘oraiatio:i Study and Analysis Action
of Informatio:!

Office Responsibility Management Responsibi- Management Responsibi-
lity (e g. dept, manager) lity (manager of tbe unit
N'.B. All managers affec-  in question)
ted at different levels (Often  after discussion

study and analyse the witb a  superior viz.
same material. Board of Management.

2.25.07 Taking action demands knowleds of th® economic

situation so that the effect of changes in one factor on other
factor! can be estimated.

RESULTS

Economic It is necessary to be aware in advance of wliat a given
action is going to lead to in the way of changed results.

Non-Economic In addition there are always otiter, non-economic
factors to be taken into consideration when deciding
on what action to take {e.g. psychological factors).

2.25.08 The first step, let us assume a general knowledge of
economics, is to learn the techniques used in our accounting,
or pjrhaps niDre correciy, accounting methodology.

2.25.09 The Contributory Method® is to be wused in
budgeting and result calculations. Instead of the other me-
thod mostly used which one can call the complete allocation
method.-

1. C.):itrib".itory msihod is expliinjd in Chapter HI & IX eac>- ite;n/com-
m Jiity group contributing to joint costs/overheads.

2. AUociitlo.i m?thod is an allocation of percentage to each ite.n/commo-
dity group for mark up based on experience to meet all the costs—joint costs
including overheads.
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2.26 Cost Classification and Cost Centre Allocation

Break-down of Costs

Cost Classification— What Type of Costs the Organisation
Have ?

2.26.02 When resources are acquired, expenses occur for
example — for goods, wages and transport. The organisa-
tion’s total expenses for the procurement of resources and
costs for their utilisation can be sorted according to descrip-
tion at the time of acquisition. Information about total
wages, total transport costs, etc., is used. This means that
the break-down by cost-type follows the commercial
description (appearing on the procurement voucher).

2.26.03. This break-down is useful in many ways. For
example, it is possible to compare last month’s wage costs
with the corresponding month a year earlier.® Increases
can lead to action—for instance an attempt to influence
the personnel structure so that wage cost will not be so
large in the future.

2.27 The Cost Centre— What does the Department Cost!

2.27.01 Finally, it is also necessary to know how large the
costs are in each department. If total costs have increased it is
necessary to ascertain within which departments utilisation
of resources has occurred, so that the increase can be localis-
ed. Otherwise, it is impossible to state where in the organi-
sation counter-action against cost increases is needed. Every
department manager must be aware of his department’s costs
and be able to compare them with the previous month, or
the previous year or what they were previously estimated to
be (in the budget). An organisation’scosts must, therefore,
be broken-down by department, or — to use the custo-
mary term — by cost centre meaning thereby the centre
where the cost occurs.

1. These comparisons—Temporal and Inter-firm—are important mana-
gerial tools and are dealt with in Chapter XII.



N0

Josl Oge
s OBTOO

Otgmo§
cogv

Example of Two Costs with Different Cost Carriers

osincio}

o B3

25



26

Cost Carrier— What do the Goods Costl

2.11.02 Itis not enough to divide up costs by departments.
There must be an allowance for covering costs in the prices
charged for the goods one sell. In production the product
is regarded as the cost carrier. There is no reason to regard
the distributive trade as being any different, but one is unable
to divide the costs so exactly from an accounting point of
view, due to the large product range. So one has to use
the departments as cost-carriers in our accounts.

2.27.03 We return to the price of goods and cost cover-
age under the heading ‘‘Calculation.”

Cost Classification

Costs are sorted according to their commercial descrip-
tion at the time of acquisition of resources—e.g. wages,
interest and rents.

Cost Centre

The department or a section within the society for which
costs are incurred.

Cost Carrier

The object of cost calculation; generally speaking the
products the organisation sells.

2.27.04 In accordance with what has been said previously,
costs are allocated to various parts of the organisation (de-
partments, stores, shops). It is not possible to undertake
this allocation for all the types of costs listed above, when it
is a question of allocating to the departments in a store.

2.27.05 To be more precise, allocation is possible, but it
is difficult to judge a correct allocation.

2.27.06 How can (a) rent and (b) advertising costs be di-
vided between the various departments in a store?
2.28 Contributory Method

2.28.01 Since it is impossible to allocate costs on a correct
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basis for all cost carriers, the use ofpartial cost allocation
is justified. Partial cost allocation means that the contri-
butory method is used and that cost centres contribute to the
coverage of joint costs.

2.28.02 Contributory Method is Considered to Offer the
Following Advantages: ,

simplified accounting techniques

easy to understand

a more correct assessment of achievements

easy to assess what action needs to be taken through the use
of key/critical values.

a0 oop

2.28.03 Are There Any Disadvantages!

—departmental managers are not given the same insight
into all kinds of costs as compared with earlier me-
thods.

2.28.04 If joint costs are planned in advance (covering
contribution requirements) by building the joint costs and
their coverage into the result budget, it is possible to retain
control over the complete coverage of costs in the long term,
even though partial cost allocation is being employed.

Direct Cost

2.28.05 The direct cost for a given operation is a cost which
occurs or ceases with the commencement/cessation of the
operation. Direct costs for each cost centre (department)
mcan be determined exactly.

Variable Direct Costs

2.28.06 A variable direct cost disappears immediately
operations cease. It varies in direct proportion with the
volume of activity of that item or group of items.
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Value

Variable direct costs are directly
proportionate with sales.

Direct Fixed costs

2.28.07 Direct fixed costs are carried by the department
(activity), but are not immediately affected by variation in
the level of activity.

2.28.08 Direct fixed costs are also called capacity costs.
The size of such costs determines the unit’s capacity.

2.28.09 Fixed costs appear normally in the form of step-
like or "jumping”fixed costs, but they can also be absolutely

fixed.
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3ost
Volume
Fixed costs normally change intermittently (in jumps)
in their relation to sales volume
2.28.10
Joint Costs

Joint costs are the opposite of direct costs, i.e. joint
costs cannot be traced to any given part of the operation
(dept), but must be regarded as attributable to the orga-
nisation as a whole. (Compare with the argument in the
complete allocation method, where a standardised, theo-
retical allocation of costs is used).

2.28.11 Thus joint costs do not alfect variations in activity
within a department.
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2.28.12 VARIABLE DIRECT COST+DIRECT FIXED
COST=TOTAL COST FOR DEPARTMENT.

Direct Cost+loint Cost = Total cost for the store

680 000

Variable Cost + Fixed Cost « Total Cost

2.29 Costs and income analysis should be undertaken re-
gularly to understand the manner they influence each other
affecting ultimately the profitability of the store. In deve-
loping countries, in general, these analysis are not under-
taken with the result even the necessary awareness has not
come about much less to correct trends.



Chapter 1

RESULT-ORIENTED PRICE
DETERMINATION

3.01 Price fixation is an important technique and when
applied correctly and carefully, helps in stimulating sales
(productivity) and profitability within a predictable range.
This is necessary not only for the success of the store, but also
for ensuring customer satisfaction.

3.02 Some of the essential factors governing the pricing
policy are:

(a) The selling rates shaiild be acceptable to the consumer;

(b) AIll costs should be covered adequately; and

(c) The store should earn profits for distribution of dividend to members
and for ploughing back in the business to ensure proper growth.

3.03 The elements involved in determining the retail price
of a given commodity are;

(a) The cost price

(b) The risks involved in handling the article

(c) The competition

(d) The sales system (counter-service, self-service, home delivery, etc.)
(e) The rate of stocks/sales turnover
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(f) Ths nature of articles (staple, supplementary, etc.)

(g9) The quality of goods

(h) Thelocation of the store

(i) The quantum of surplus to be earned

(J) Tli« quality of service

(k) The levels of living and development in the area.
3.04 The price has to be fixed somewhere between the total
costs and the ruling market rates so that it may take care of
the essential factors listed earlier. At the same time, the con-
sequences of price fixing will have to be kept under careful
watch to ensure profitability on one side and bearing losses
(before it becomes too late) on the other. For this a result-
oriented approach to price fixing is a must which is not mere-
ly an exercise in arithmetics, but is a forecast capable of
standing the test of the times and lend itself to a rigorous
evaluation at the end of each period. The “process” here
is as important as the “progress” each playing a complemen-
tary role in achieving the ultimate objective, viz., protection
of consumer interest through business prosperity.®

3.05 The systematic manner in which the “result-oriented”
price deteiTnination is arrived at is worked out in the model
example below;

Result-Oriented Price Fixing Method

Calculation sheet for a child's ready-made garment viz., a
shirt {cotton)

2.05.02 Basic Information

Normal sales volume ; 600 units
Purchase price : 5. 50 per unit
Transport cost : 30

Direct operational cost

(Cost of staff handling
the goods) : 4% (on cost of incoming goods)

Risk ; 10% (on cost of outgoing goods)®

1. For psychological and salcs-oriented approach to price fixing, the reader
is referred to Chapters VI & XVI of “Sale—A Profile : An Introduction
to Sales Management in Retailing ” by R. Arvidsson & S. Dandapani,
ICA, 1972.

2. Risk is meant to cover price fluctuations, unforeseen contingencies
provisions for business expansion, growth of the store, etc.
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Addition for sales tax and patronage’
dividend 10%

3.05.03 Step-by-step Calculation

Total Per
Cost Unit
Invoiced cost at 5.50 each 3,300 5.50
Transport 30 5
Cost of incoming goods 3,330 5.55
Direct operational cost at 4% 133 22
Direct cost of goods to be sold 3,463 5-77
Risk2 at 10% 346 58
Sale price (sales tax and patronage divi-
dend excluded) 3,809 6.35
Addition 10"o for sales-tax 7% and pa-
tronage dividend 3% 381 64
Gross sale price 4,190 6.99
Markup 860 (26%) 1.44
Margin 860 (20.5%) 1-44

3.05.04 It is important to note that the calculation is done
step by step and not by adding the percentage to cover the
costs etc. The calculation is not undertaken step by step
for convenience sake but to arrive at the correct costs. For
example, in the above calculations, the cost price being
3,330, the percentage cost of operation, risk and taxes being
24, would work out to 4,129 (3,330+799) as against 4,190
resulting in a substantial difference of 61 units of money.

3.05.05 There is a tendency to use expressions like “mark
up” and “margin” in price fixing and often one for the other
without fully realising the significance of the two different
terms. While the “mark up” is on the “cost” of purchase,
the margin is calculated on the sales. The difference is subs-
tantial and should be understood clearly.

3.05.06 Assume that 8.00 is the maximum price that can

1. This ismade up of a built-up patronage dividend of 3% and a sales-tax
of 7%, totalling 10%.
2. Risk is meant to cover price fluctuations, unforeseen contingencies, pre-

mium for business expansion, growth of the store, etc.
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be charged due to competition. Does it pay to sell the
product in question ?

3.05.07 Calculation Per IteinlUnit

(MinimuTi price)
Cost of product

Transport 0 05
Sales patronage dividend 0. 56
Direct cost 6-11

3.05.08 The part of the price that exceeds the direct costs
represents a contribution to the coverage of joint costs
(overheads not included in the above calculations).

3.05.09 Overheads are calculated on the basis of average
overheads for the product group. Ifthe productin question
is not sold, the product group’s costs still remain.

3.05.10 Thus in the short-term, sale of this product would
affect results positively, since it would contribute to the
covering of part of the existing joint costs.

3.05.11 Contributory Costing

Selling price 8.00
Direct cost —6.11
Contribution 1,89

Total contribution 600 x 1.89 1,134

3.06 Assume that the product has been sold for some time
but that, now the possibility of a special sales drive is being
considered.® Can it pay to sell the product for one time-
period, if the volume of sales then rises to 1,800 units as
against 600 envisaged in the earlier calculations.

3.06.02 It may be necessary to reckon that transport costs
will also increase to say 60" and that an additional amount

1. For greater details, the reader may refer to Chapters XIV and XXI of
“Sale; a Profile—”An Introduction to Sales Management in Retailing.”
by R. Arvidsson.and S. Dandapani. ICA. 1972.

2. In the smallest consignment, the unit cost of transport was assumed
as 0.05 {see para 3.05.07), whereas here a lump-sum of 60 is provided which
is much less than the earlier rate. The advantages of moving a larger volume
is reflected by lower costs.
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might be required for wages, in order to cover the handling
and selling of the increased volume.

3.06.03 Contributory Calculation {"Sales-drive Period™)

Sales 7x 1,800 12,600
Direct costs :

Costs of goods 5.50x1,800 9,900
Transport 60
W agesM 33+50 183
10,143

Sales tax and provision for dividend at 10 per cent on
sales 1,014
Total 11,157
Contribution (sale—costs) 1,443

3.06.03 Does it pay to use a sales-drive under these condi-
tions? The total contribution may be compared with normal
selling conditions— 1,134.

Thus an increased contribution of 1,443—1,134=309 is
achieved.

Contribution per item is 1.86 under normal conditions.
What is the contribution per item in the sales-drive period?
Contribution 1,443
No. of units sold MOO ~
3.06.04 The contribution per item is lower under sales-
drive period than under normal conditions. When assessing
the alternatives, as in the above example, attention must be
paid to the sales volume. In other words, it is volume
that provides the total increased contribution. Thus,
where conditions are favourable, as in the example, a dimi-
nished mark up (lower contribution per unit) gives such a
large increase in volume that the economic result improves
(increased contribution).
3.06.05 Incidentally, the large volume of sale effected brings

additional customers to the shop who are tempted to buy
other items as well. The customer gets a cheaper price,

1. Additional costs for wages, as the wages will not increase in proportion
to the increase in sales.
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the shop earns more profits simultaneously building an
image of the store with substantial effect all round.

Contribution

3.07 The final end-product of costing is a “contribution”.
This is obtained by subtracting the direct costs from the
selling price. Information about the net surplus is provided
by a comparison of the contribution with the joint costs on
overheads although it is not possible to do this in the case
ofan individual product, such as the one used in the example
above. Here, we can do no more than note that a positive
contribution occurs, which helps to cover the overheads.

3.07.02 “Contribution” is an amount produced by a product
after meeting all its costs leaving behind enough for cover-
ing the joint costs/overheads. Allocation of costs in respect
of each item may be a time consuming process and may
not always be possible. Nevertheless non-contribution by
an article may drain the resources. The quantum of con-
tribution or non-contributions by an article assumes impor-
tance in a situation where result-oriented price determina-
tion takes place.

3.07.03 For example, where a shop distributes controlled
commodities, the mark-up is hardly 3 per cent. Never-
theless, if the volume of trade handled is substantial, the
meagre mark-up supports the joint costs (overheads) subs-
tantially as will be seen below:

Total sale per month 200,000
Controlled commodities 150,000
Non-controlled commodities 50,000
The margin on controlled commodities at 3 per cent, 4,500.00
or
Transport cost 80.00
Handling cost 70-00
Direct staff cost 2,450.00 2,600.00
Contribution 1,900.00

Margin in percentage 30%
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Mark-up in. percentage 3.1%

Th; margin in non-controlled commodities at 6 %, or 3,000.00
Transport cost 40.00
Handling cost 20.00
60.00

Direct staff cost 2,000.00 2,000.00
2,060.00

Contribution 940.00

Margin in percentage 6%

Marlc-up in percentage 6.4%

3.07.04 It is usually argued that controlled commodities do
not provide adequate margin which is substantially true.
Nevertheless, in the example cited above, not only the con-
trolled commodities have met these costs but have also
contributed to the extent of 1,900 in meeting the joint costs/
overheads. On the other hand, the large profit earning non-
controlled commodities have brought a contribution of
940 only to the society.

3.08 These calculations assume added significance in an
area where most costs are fixed costs—as in the case of
most developing countries. The amount of contribution
given by an item or commodity group towards meeting the
fixed costs is important and not the gross margin or mark
up in per cent. These margins and mark-ups are the rough
ways of expressing a position but certainly not precise terms
for profits and profitability.

3.08.02 In the case of rationed goods—even if they do not
bring contribution for meeting the fixed costs, the sale of
the same will be worthwhile both from the service point of
view as also to serve as a magnet in attracting customers to
the shop who may be tempted to buy other non-controlled
commodities that bring adequate contribution to the society.

3.08.03 What is important in a result-oriented price deter-
mination is not mark-up and margins, buta volume approach
which will ensure adequate contribution towardsjoint costs/
overheads in the overall position. Even in the case of a
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commodity group which does not provide adequate contri-
bution, if it has the capacity to serve as a magnet and im-
prove the overall contribution, it should be preferred to
sale at reduced mark-up or margin.

3.09 A result-oriented price determination helps to fore-
cast the “contribution” to cover joint costs/overheads and
profitability for growth. It provides a basis for “evalua-
tion”, functions as a check-list for sales forecasting and
budgeting and introduces a financial discipline at all stages.
Its greatest contribution is the “preparation” and “aware-
ness” leading to motivation at all levels. While it may be
essentially a managerial tool, its potentialities to stimulate
sale and growth are considerable. If this aspect is neglect-
ed, the business will suffer with consequences of liquidation.



Chapter IV

CAPITAL : SOURCE AND USE

401 The need for capital for undertaking a business is
obvious. This can be raised from various sources depend-
ing upon the needs on one hand and the confidence and faith
it has created all round on the other. An important factor
that comes up for consideration while raising the capital
from various sources is its cost and the ability of the busi-
ness concern to bear it. It will also be necessary, while
securing capital from various sources the chances of any
indirect influences operating or are likely to operate in the
business possibilities.

4.02 The sources of capital, their cost, application of sti-
mulators together v/ ith scope for indirect influences are indi-
cated in a tabular form.
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4.03 The owned capital constituting the share capital, the
built-in reserves and the business surplus—is a measure of
strength and enables the management to take bold decisions.
Once the owned capital reaches a level, say a third of the
total assets, the concernis in a position to consider the
possibility of investment in fixed assets as a pre-requisite
to the expansion of business and building of an image.
Till such time the organisation develops a third of the
assets through owned capital, the concern has to weigh
carefully the alternatives as to whether the amount should
be floated in the business as part of the current assets with
a view to helping the generation of greater capital for a
future when more courageous decisions for putting up
buildings etc., can be taken or the amount should be utilised
for investment in fixed assets.”

4.03.02 Some of the stimulators that should be applied in
building up the owned capital are indicated above. They
should not only be applied carefully but also there should be
a continuous watch in regard to the needs on one hand and
the costs and other influences on the other and a review
should be made at least once a year for a modified approach
in the policy as may be warranted by circumstances.

4.04 Capital resources being meagre, a continuous effort
to optimise their use is necessary. ldling resources are no
resources and they are often a liability. The various pur-
poses for which the capital is put to use, the relative advan-
tages and earning potential® are indicated in a tabular form
below.

HOW TO USE THE CAPITAL

Purpose Earnin? Potential Advantage
(i) Buildings
(a)Rent or Rentability Rent (a) Image building

1. In dsveloping countries where governments usually grant concessions
and facilities the available capital should not be invested in fixed assets till
such time as the shop generates its own capital adequately.

2. These are approximate and should be calculated on local knowledge

and experiences.
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(h) Market Rcni Business Stren.gtli—Business

(c) Economic Rent

(ii) Equipnwnt Turnover Convenience
(a) Cost of investment Investment on fittings Basic need for busi-
(6) Resale replacement including interest at ness.
value borrowing rate from
(<) Safety period to period.

(d) Security
(e) Productive Efficiency

(iii) Stocks Turnover = Stock turnover Profitability*
Stock value

(a) Demand (on selling price)

(b) Velocity of If stock turnoveris 12 times,
Goods the capital invested in stocks

(c) Profit ranges turns 12 times. If tlie contri-

(d) Norms bution gross profit for meet-

(c) Staff salary paid ing the joint costs and over-
on stocks heads is 8%, it produces 12x8

(/) Investments, rale -~95 additional units of money
of interest on se-  for every 100 invested in stocks.
curity

) Loan to mem-
bers

(/)) Charities,
publicity &

public relations

4.05 With the use of the available data in regard to cost
and their earning potential the capital requirements will have
to be estimated to match the needs. This is not only an
exercise to be gone into carefully at the time of organising
a retail unit but also at least once every year taking into
consideration all changed factors. How much capital is
needed? This would depend upon ;

(a) The number of members

(*) Items to be stocked For each items
separate details de-
(c) Method of sales—cash/credit pending upon the

1. This would depend upon product mix, sales mix, price and the volume
of sale discussed elsewhere in this book.
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local situations arc

(rf) Plan for buiWings to be worked out
and quantified.

(e) Equipment

(/) Staff and Training

(,?) Publicity and public relations
(h) Schemes for productive activities

Easy Capital

4.06 In some of the developing countries, the governments
encourage the consumer cooperatives by several concessions
and facilities including financial assistance by way of share
capital and loan capital at low rate of interest. While such
assistance is laudable, often securing capital in an easy
manner works as a disincentive for making special effort and
obtaining finances from other sources which are so neces-
sary in the case of a retail shop. Self-generation of capital
is preceded by enormous effort, image building, etc. all of
which are the end results of hard work and self-confidence
on the part of the societies.

Pooling of Finances

4.07 A simple method by which the needed capital is rais-
ed is by pooling the finances of a number of units. A
number of consumer cooperatives in a given area may join
together and evolve a system of pooling the available financ-
es through their own banking or a Central Cooperative
Bank. The meagre finances held by different societies—
when combined—become substantial. By a rationalised
system of payments coordinated with the application of
cash control, cash remittance and cash inflow-outflow, the
quantum of combined capital available at any given time is
easily determined and put to maximum use meeting the
needs of all the participating societies. This has several
advantages as under:

(fl) Pooling of finances can come about only wten the participating
societies in an area come together.

(6) Establishes cooperation among cooperatives, not only for pooling of
finances but also for pooling the know-how and experiences.
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(c) Adds strength to the movement, builds favourable image before the
suppliers, etc.

(rf) A step tov~ards amalgamation at a later date.

((? Introduces financial discipline through expertise and experience.

(/) Helps generation of confidence through strength on the one hand,
and awareness on the other.

4.07.02 Pooling of finances among cooperatives is done
effectively in some countries with advantages accruing to the
Movement.

4.08 The figures as indicated in the balance sheets of two
primary consumer cooperative societies—one from Iran and
the other from India together with the percentage composi-
tion for the years 1969 and 1970, and comments for sources
and use of capital are given below;

Percentage Composition oj the Source oj Capital (Liability) oj two
Societies—one from Iran and the other from India

1969 1970
ITEMS
Iran India Iran India
% % % %
Share Capital 10.5 29.3 9.3 31.3
Reserve Fund 28.7 52.2 35.5 50.6
Loans & Deposits 2.5 2.9 1.2 3.1
Sundry Creditors 40.6 4.3 37.0 4.1
Miscellaneous 17.7 55 17,0 3.3
Profits _ 5.8 _ 7.6
Total 100.0 100.0 100.0 100.0

4.08.02 The share capital of the society in Iran has not
grown; whereas the reserve fund has increased considerably
in 1970. Large part of the assets is through sundry creditors
(credit suppliers). The society has reached a self-generating
stage and can expand business, undertake investments in
fixed assets etc.

4.08.03 The society in India has been increasing the share
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capital in 1970 compared with the previous year. But its
reserves have not only not grown, but have diminished.
W ithout investment in fixed assets (see statement of liability
attached) the reduction of reserves indicates losses. This
calls for quick remedial action. With more than 80 per
cent of the assets falling under “own capital”, the society is
eminently in a position to expand business in a big way.

4.08.04 The society has an obvious policy not to obtain
supplies on credit which in the given circumstances can be a
source of capital to the extent of 5 to 8 times the owned

capital.

4.09 The manner in which the capital was put to use is
indicated below :

Percentage Compilation ojthe Use oi Capital {Assets) of Two Societies
{one jrom Iran and the other jroni India)

1969 1970
ITEMS
Iran India Iran India
% % % %

Cash & Bank 39.2 8.9 41.0 8.9
Stock on hand 41.4 46.7 38.0 39.2
Sundry Debtors 11.6 19.6 14.3 28.1
Furniture & Fittings 3.0 4.6 2.0 4.1
Buildings 4.4 — 4.2 —
Investments including deposits 0-4 13.0 0.5 13.2
Miscellaneous 7.2 6.5
Total 100.0 100.0 1000 100.0

4.09.02 The society in Iran has been maintaining a cash/
Bank balance to the extent of more than 40 per cent of the
assets. Cost of keeping such large liquid capital besides the
loss involved in business potential and the cnsequent gross
profit is colossal. Scope exists for improvement inr-this
regard.

4.09.03 Pending investments in fixed assets the society has
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the potential to diversify the stock by increasing the stock
holding.

4.09.04 The society in India on the other hand has been
keeping about 8 to 9 per cent of Cash/Bank balances. The
value of stock on hand has come down from 46.7 per cent to
39.2 per cent. Capital to the extent of 28 per cent has been
blocked by credit sales. Investments and deposits account
for 13.2 per cent, and it will be necessary to work out the
relative advantages and disadvantages from the point of
view of business, service to members and profitability of
these investments and action taken.

4.09.05 In societies where very small part of the capital is
invested in fixed assets, it is desirable that a large part of
it is deployed in stocks as a means to expanding the busi-
ness.i

4.10 The cooperatives in the Region do not undertake care-
ful examination with particular reference to costs and needs
in regard to capital requirement and often available capital
is allowed to idle or invested in unproductive or low produc-
tive enterprises. These aspects require a monthly review
and such a review should be placed before the Committee
of Management, discussed freely and resolutions recorded
for further line of action.

1. The Railway Cooperative Workshop JieJd at Scaldah (India) in the year
1969 suggested that 90 per cent of tile assets be deployed in stocks, 5 per cent
in Cash/Bank Balances and 5 per cent in the rest. This is difficult to achieve,
butworth trying.



CHAPTNR V

CASH INFLOW-OUTFLOW

5.01 la a consumer cooperative society, cash'bank balances
form a substantial part of the working capital. Cash/
Bank balances are necessary for the day-to-day business.
At the same time, they are the most unproductive part of
the precious working capital of the store. It is necessary to
understand the size of the unproductive capital, its cost to
the store and its potentialities when applied to business.

5.02 The size of the cash/bank balances is determiiied
in a cooperative store by one or the other following methods:

A A Guess Work : To mest all possible expenditure.

B. An Experience Fad: Manager decides an amount in his opinion
comfortable to work with.

C. Weightoj To allow cash and bank balances to in-

Accumidation : crease sufficiently so as to feel the weight

of the accumulatioii for alternate invest-
ment.

D. Conventional : To maintain a percentage of the assets of

the society which, in tile opinion of the
Board of Management, is safe to work
with.
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E. Play Saje : To maintain large cash/banlc balances so
as to feel save at all limes.

5.03 In the case of a functioning store, the size of the
cash/bank balances can be worked out by a simple method
of totalling cash/bank balances at the end of each day for all
the 30 days and dividing the same by 30" This would give
the average holdings of cash/bank balances for a month.
Similarly, the figures can be arrived at for a year or any
given period.

5.03.02 Example : |

Date Balances at the Close oj the D:iy
Cash Bank Total

1 2,000 16,000 18,000

2 1,800 15,200 17,000
30 1,500 20,500 22,000

45,000 4,05,000 4,50,000

4,50,000

Average per day : — =15,000

5.03.03 The average cash/bank balances in the above
quoted example is Rs. 15,000.

5.04 The cost of maintaining a cash/bank balance is deter-
mined by the source from which the money has been found.
In the case of a society where the money has been found as
a result of share capital, the dividend payable at the end
of the year will be the rate at which the cost should be worked
out. In the case of societies where a substantial portion of
the working capital has come from borrowings, the rate of
interest at which the amount has been borrowed will be the
criterion for computing the cost:

1. It will be more appropriateto divide this by the number of working days.
—usually 25. However, full month is adopted in these calculations.
If the actual number of working days is adopted, the position in the exam-
ples will be much less favourable.
2. The cash-inflow-out-flow chart (on page 55) indicates the cash/bank
balances in a few societies in India during the year 196f.
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5.04.02 Example : 11

Society’s working capital Rs. 1,00,000
Average cash/bank balances Rs. 15,000
If the entire amount is made of

(a) share capital at the dividend rate of 6%  Rs. 900

(A) borrowing from the Bank at 12% interest Rs. 1,800
(c) partly by share capital (50% at the rate ofRs. 450
6% dividend'")
and partly by borrowing (50% at 12%
interest) ! Rs. 900

Rs. 1,350

5.04.03 It has cost the store Rs. 1,350 every year for main-
taming a cash/bank balance of Rs. 15,000/-. In other
words, every unit of money maintained in cash/bank balance
costs the society 9 paise or 9/100 in a year. This is a fact
which should be understood and appreciated at all levels.

5.05 Let us examine the business potentialities of the cash/
bank balances maintained in the society :

Example 111

Working capital R?. 1,00,000
Monthly sale Rs. 1,00,000
Annual sale Rs. 12,00,000
Capita! turn-round in a year 12 times
Gross profit earned 8%

Average cash/bank balances everyday Rs. 15,000

5.05.02 If cash/bank balances are utilised in business, the
amount that would have gone into the business will be :

Average cash! X No. oftimes capital
bank balance turned during the year
= 15,000 X 12= 1,80,000

5.05.03 If used in business, it would have earned a gross
profit of ; Sales x 8% =

1,80,000 X8
100

l. The idling cash/bank balance of 15,000 would have brought an addi-
tional 14,400 had it been applied in the business in one year.
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5.05.04 Every 100 units of money utilised in business (in
which the capital turns 12 times and earns a gross profit of 8
per cent) would have earned 96 additional units of money
in a year as gross profit making it 196(1004-96=196) at
the end of the year. Any addition of gross profit without
a proportional increase in the other costs would contribute
a large part to net profit—not only increasing the profits
but also profitability of the society.”)

5.06.01 In respect of large societies such as the “whole-
sales” etc., the cash and bank balances for a few States
(as a whole) in India were worked out. They are:

cash & Bank balances

NAME OF STATE as a percentage of assets
Kerala 13.0
Maharashtra 11.4
Madras 17.2
Mysore 5.4
Andhra Pradesh 21.6
Punjab 5.2

5.06.02 In a study- of 16 best Wholesale/Central Con-
sumers’ Cooperative Societies in eight States of India cash-
bank balances were as under:

1963-64 1967-68
Cash/balances as a percentage
of Assets 16.2 8.3

5.07.01 The ability to optimise the use of cash/bank balances
has a tendency to go with the size of the society and the
level of expertise obtained.

5.07.02 (See Example IV on Page No. 55 for diagram and
details).

1. These assumptions are made on the basis that tlie societies liave been
running short of capital for business while precious working capital has been
idling by way of cash/bank balances.

2. Figures worked out by the Vaikunth Mehta National Institute of
Cooperative Management—Seminar for the Joint Registrars of Cooperatives
held in February 1970.
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5.08.01 Larger the society, greater are the chances to put
the idling capital (Cash/Bank Balances) to productive use.
Similarly, over a period of time a society acquires knowledge
partly by “trial and error” methods and partly by compell-
ing circumstances such as diversification of trade due to
lifting of rationing etc.

5.08.02 (See Example V on Page No. 58 for diagram
and details).

5.08.03 Over a period of 6 years, the society has maintained
Cash/Bank balances at a cost of Rs. 7.818. During the
same period, the society has lost an additional business
of the value of 1.22 millions which would have brought an
extra gross profit of Rs. 72,396. The cry for capital has not
discovered the unproductive Cash/Bank Balances in its own
hands.

5.08.04 Nevertheless, Cash/Bank balances as a percentage
of the assets have been progressively coming down partly
due to experience and partly to compulsions dictated by
circumstances in the above example.

5.09.01 (See Example VI on Page 64 for diagram and
details).

5.09.02 The society has incurred a cost of Rs. 14,328
for maintaining the Cash/Bank balances in the last 6 years.
While doing a sale of Rs. 11.15 millions, the loss of busi-
ness potential during the same period as a result of idling
Cash/Bank balances has been Rs. 1.43 millions or roughly
13% of the total turnover. Th.e loss of gross profit has
been Rs. 66,361 or 12.8% ofthe total gross profit. A large
part of this additional gross profit would have turned into
net profit contributing to the needed growth and prosperity
of the store. This has been lost.

5.10.01 When Cash/Bank balances are reduced to the
minimum, there is the danger of the society’s cheques being
dishonoured by the Bank. To avoid this contingency, some
societies enter into an agreement with the nearest Central
Cooperative Bank for a “Cash-credit” accommodation for
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certain specified amount. Cheque issued in excess of the
society's balances but within the Umit of “Cash-credit”
accommodation are passed by the Bank and interest charged
for the number of days such over-drafts have been drawn.
This turns out to be an economical as well as efficient work-
able arrangement.

5.10.02 (See Example VII on page No. 65 for diagram
and details).

5.10.03 This society has a “Cash credit” accommodation
to the extent of Rs. 1,20,000 which explains the position for
the figures in example VII.

5.11.01 Once an awareness in regard to the cost, size and
business potentialities of the unproductive use of Cash'
Bank balances sets in a society, efforts w'ould begin to opti-
mise the resources for greater productivity and profitability.
Simultaneously there will be “Jess cry for capital™ by putting
it to greater use than at present.

5.11.02 The consumer cooperatives in general and those
located in the developing countries in particular often
experience considerable difficulty for securing the needed
capital for expansion of the business. Nevertheless, very
valua.ble capital idles by way of cash and bank balances
largely due to lack of awareness on one hand and account-
ing efficiency on the other. Between the desire for "slow
£nd safe” working with idling resources leading to dimini-
shing business on one hand and efficient working with
quick and careful documentation combined by prompt
decision leading to increased business and prolitabilily, the
society has to do considerable tight-rope walking which
results in handsome returns.

5.11.03 The societies in the developing countries have
to make special efforts to reduce the bank/cash balances
to the nearest minimum to optimise the use of the reserv-
es of capital. In doing so, they should explore the possi-
bility of obtaining cash/credit accommodation from the
nearest central cooperative or other banks with a view to
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tiding over difficult situation arising out of tightening of
the cash bank balances.

5.11.04 The societies may also rationalise the payment
systems so that the days on which payments are not required
to be made, the amounts could earn interest or used in busi-
ness. Similarly, on non-working days (holidays), it will be
wise to leave the cash/bank balances nil’ (if not nil, as low
as possible) to ensure its optimum use in business. Inci-
dentally, this also ensures safety of the cash held by the
society.



Chapter VI

CASH CONTROL

6.01 Of the different types of control to be exercised cash
mcontrol is one and important. It is desirable to reduce the
number of persons who are required to handle cash to ensure
an effective control. This would, however, depend upon the
selling system followed in a society.

6.02 The need for an effective control over cash is obvious.
50ome of the reasons are :

(a) Safeguarding the interest of the members. Their
jointly owned property will be kept under the vigi-
lance of the established control system.

{b) Protecting employees (and the Board as well) against
unjustified suspicions and criticisms.

(c) Maintaining a pressure upon the Board, Manager
and staff to take good care of the property and to
plan the work efficiently.

{d) Assessing the efficiency of Board, Manager and staff,

(e) Assisting the Board and the Manager in following
the development of the Society and knowing the
financial position.
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6.03 There are thref aspects of Cash Control

{a) The cash itself, which has been received by the staff
of the shop in exchange of goods, must be subject to
a control, so organized that it should be possible to
account for all money received.

(b) Cash received is in exchange of goods given out.
Consequently the cash control forms an important
part of the Stock Control.

(c) Members of a Consumer Cooperative are entitled
to a dividend out of the surplus of the Society, in
proportion to their individual purchases. Keeping
a control of the individual member’s total purchase
is most conveniently arranged through the Cash
Control system, which thus gets another function.

The Receipts

6.04 The foundation for a good Cash Control system is
the receipts. The receipts may be written by hand or pro-
duced by the most modern cash register. The members
should be aware of the importance of getting a receipt and
checking the same. This is necessary for the security of the
system. The management should undertake schemes to
educate members to always ask for a receipt and to check
that receipt.

6.04.02 A receipt should be issued for each transaction of
giving out goods to a customer member in exchange of
money.?

1. In the case of societies that sell perishables, issue of a receipt on each
occasion for each transaction may not be possible or may be time-consuming
or may even come in the way of efficiency or customer satisfaction. For exam-
ple, in the sale of lettuce, each bundle may cost 0.10 for which issue of receipts
and the accompanying Accountal may even be more costly than the sale value
itself.

In such cases, the checks over the sale may be examined through stocks, a
cumulative receipt is issued at the end of a shift or day—each transaction
being done on *“cash and carry basis”. In such a situation, |the stock on
hand and cash on hand should tally with the total stock entrusted for sale at
any given point of time.
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CASH CON TROL
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6.04.03 The receipts should be printed in duplicate or
triplicate depending upon the need with a serial number on
each receipt, printed on them. The receipt should indicate
the total amount paid in the transaction for which the re*
ceipt was issued. It should also give details of the transac-
tions, such as name of goods bought, number of units, etc.
This is useful for stock control purposes, though it may not
be needed for cash control.

The Money

6.05 It goes without saying that money should be safely
kept in e.g., a cash box, placed so that it is beyond the reach
of unauthorised and undesirable people. Where several sales
assistants do the sales transactions the control system is
weakened if they all use the same cash box, under some sort
of collective responsibility. They should either have a cash
box of their own (cash registers are often constructed on
that principle) or there should be one appointed cashier,
in charge of and responsible for the cash.

6.05.02 The sales assistants serve the customers and issue
receipts, but the payment is made to the cashier, who marks
or stamps the receipts, which are not valid without that
mark or stamp. In this case the sales assistants should be
responsible, not for the cash paid by the customer/member
but for the act of payment as such. He must make sure
that the goods are paid for, before he allowed the buyer to
take them away from the shop. Normally, in a small shop,
he can easily do so just by looking at the buyer paying the
cashier, but sometimes it might be necessary to introduce the
rule that goods should be finally given to the buyer only
on condition that he produces a duly marked or rubber
stamped receipt.

The Cash Control System in Function

6.06 (i) At the opening of the day’s business the sales assis-
tants or the cashier should have a certain fixed
amount in the cash box to be used as change
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(coins of different values and some bank notes form-
ing the cash imprest).

Throughout the day receipts should be issued,
showing the total amount of money received in
each transaction (and possibly details of the trans-
action). A duphcate of each receipt, with a serial
number printed on it, should remain in the receipt
book. Money received should be kept in the cash
box.

It may happen that a receipt is wrongly written by
mistake, or that another receipt has to be issued for
one reason or another. In such a case—which
should be avoided as far as possible—fhe original
of the cancelled receipt must be retained by the
cashier and kept in the cash box. It should be
signed by the one issuing the receipt and by the cus-
tomer or another witness.

At the closing of the day’s business the following
should take place —

(@) MONEY in the cash box should be counted
and the fixed amount kept as change should be
deducted from the total and kept aside.

(b) RECEIPTS issued during the day should be
totalled from the duplicate (Cancelled receipts,
as described, should be deducted from the
total.) Date and signature of the “totaller”
should be recorded on the copy of the last
issued receipt thus clearly marking where each
day’s business starts and ends in the receipt
book.

(¢) In a DAILY SALES JOURNAL should be
entered the total amount of money actually
received and the total receipts issued. In an
ideal situation, which should be aimed at in a
cooperative shop the two amounts entered
should agree with each other and there should
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6.07

be no difference. It might happen, however,
that there is less money in the cash box than
the total of the receipts, and there might also
be more money. (Such differences should be
noted in the Daily Sales Journal, and subsequ-
ently debited or credited to a special Ledger
account).

(v) The control from the side of the members (Trea-
surer/Internal Auditor) is now fairly simple. The
one carrying out the cash control function should:

(c)

{b)
/

(©

{d)

check that no duplicate receipt has been le-
moved from the receipt book (by checking the
serial numbers);

check the totalling of each day's receipts and
the entries in the Daily Sales Journal;

total Money Received and Receipts Issued in
the Daily Sales Journal, since the last time of
carrying out the cash control;

ask the one responsible for cash to produce
money, and/or paying-in slips issued by a
Bank or other verifications of authorised dis-
posal of money, corresponding to the total of
Money Received. Verifications in respect of
money paid out on behalf of the Society may
be included.

The controller should, however,

—check that the fixed amount for change is not in-
cluded in the money produced, but he should check
that amount separately.

—mark, e.g. with his initials or a stamp, the verifica-

tions and paying-in slips mentioned above, so that
they cannot be used a second time.

—if other cash, than that in the fixed amount in change,

was left with the cashier at the time of cash con-
trolling, the amount should be added to the total of
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Money Received before he asks the cashier to produce
money and/or other verifications. He must, conse-
quently, keep a record of such amounts and that
should preferably be done in a Cash Control Book,
which should not be left in the Society but be kept
by the controller.

Cash Registers

6.08 Where cash registers are used, the register takes
care of the totalling of Receipts Issued; but, rest of the
system as such may remain unchanged. It is only a mecha-
nisation of a certain part of the system. Important in this
case is, that the cashier should not have access to the special
key used for adjusting the computer in the register. That
key should remain with the controller, who usually resets
the computer to zero at each time of performing the control.
A double control measure is the so-called control tape,
found inside the register, which in principle corresponds to
the duplicates in the receipt book.

Discrepancies in the Cash Control

6.09 As mentioned, it might happen that the total of re-
ceipts issued and the money actually received do not agree
with each other. Even if the Cash Controller is primarily
concerned with Money Received, he must keep an eye on
the discrepancies between the two columns in the Daily
Sales Journal. In principle such differences should not be
allowed, and should they occur, they must be kept within a
very narrow limit. Surplus of money should be regarded
as equally wrong as deficits.

6.09.02 Ways of avoiding discrepancies are: among others,

(a) Training of cashiers and sales assistants
(N} Checking the performance of cashiers
(f) Standard routines to be formally laid down and used in ;
(?) receiving money from the buyer
(li) taking change out of the cash box
(ii0 giving change to the buyer
(d) Keeping a sufficient and well composed amount of money for change,
thus avoiding comphcated transactions and calculations in order to
sort out a payment.
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(e) Using a clear and distinct handwriting. Much attention should be
put on this point, and those issuing receipts should be well-trained
if necessary again and again in using figures wfich can easily be
distinguished from each other.

6.10 Centralising the cash collection function in a few
hands may contribute to efficiency and control; but it may
be a source of irritation to the customers as a result of
forming long queues. It may also function as a retailer
from the sales point of view. Depending upon the local
situation, a compromise may be necessary.

6.11 In regal'd to cash deficits, particularly in developing
countries, it may be necessary to recover the same from
those responsible till such time such deficits assume insigni-
ficant position of course after satisfying the local payment
of wages Act, etc.

6.12 In regard to the remittance of cash (sale proceeds)
often the practice has been to collect the same from the sales-
man at the end of the day and keep in safe custody with the
Manager/Secretary/Treasurer for remittance to Bank on the
next day. This practice should be changed. A more appro-
priate method will be to assess the sale proceeds by 14
hours and remit the same to Bank before its closure. This
will help (a) security of cash (b) income by way of interest
(where allowed) (c) larger amount available for manage-
ment for enlarged business for earning much greater profit-
abihty.i

1. See Chapter V. Cash Inflow Outflow for a more detailed analysis.



Chapter VII

BUDGETING*

7.00 Planningfor Profits

7.01 In order to achieve results that correspond with
expectations, economic activities must be planned. Expec-
tatioiis arc also influenced, through planning, so that they
becomc more realistic.

7.02 The Budget ; The budget is the organisation’s eco-
nomic plan-of-action. It is an appraisal of the organisa-
tion's economic development and expresses the coordinated
cxpcctatioiis of top management and the various depart-
ments.

7.02.02 Thus the budget forecasts the organisation's future
development and also expresses economic goals in the light
of knowledge of market conditions and of previous experi-
ence.

1 Part of this chapter contains some pojtions of a paper presented at the
Tenth Iniernational Cooperative Seminar organised b> the Swedish Coopera-
tive Centre in Stockholm in October, 1970.
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7.02.03 The whole budget concept represents a plan covering
a relatively short period—for example, one year. The
organisation's budget is broken down into partial budgets
for various areas of responsibihty (departments).

7.03 The Budget Period—The Accoiinliag Period

7.03.01 Budget control—that is to say, the comparison
between budgeted values and actual vahics—requires access
to factual data.

7.03.02 Real information about detailed costs, for example,
often means that accounting must be carried out for a com-
plete accounting period—one year.

7.03.03 Profit/result calculations are made for shorter
sub-periods (months) so as to provide the means for the
satisfactory control and steering of activity in the course
of the year. Thus the budgets should also be divided into
sub-periods in the same way.

7.03.04 The annual profit/result budget is arrived at by
assembling the monthly profit/result budgets, which are
built up independently.

7.03.05 This task is carried out within the local coopera-
tive society, broken down by stores. A budget for the
whole local society is assembled so as to provide an overall
picture of the year’s activity.

7.03.06 If this system is to fanctioa satisfactorily as an
instrument of control, a reporting system must be developed.
Continual control and frequent periodic reporting inust be
carried out, covering the various aspects of business acti-
vity, sales and incoming goods, for example.

7.04 The Budget is Expressed in Economic Terms

7.04.01 A budget can be regarded as a calculation covering
a period in the future. It is quite natural, therefore, that
the budget is expressed in economic terms—calculation
implies an economic evaluation of results and consequences.
The ability of the local society toi pay, its liquidity, must be
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planned and this is achieved by a statement of incoming
and outgoing payments in monetary terms—in other words
Hquidity budgeting.

7.04.02 Economic planning within the budget framework
may, however, be achieved in other terms—sometimes to
advantage. It may, for example, be appropriated to indi-
cate the number of man-hours per day, week and month
when carrying out detailed planning within that context of
the payroll budget. This is in fact included in shop/store
planning.

7.05 What Should the Budget Express ?

6.05.01 It would be possible to produce an ideal budget,
which assumed ideal conditions from the point of view of
profitability. This would constitute a real goal to be striven
for.

7.05.02 An alternative method is to base the budget on a
forecast of what can normally be expected for the period in
question. The budget would then express expectations.
A realistically forecasted budget is to be preferred from a
practical point of view and it also provides better possibi-
lities for real control and analysis of the various situations
that may arise.

7.05.03 An essential requirement for the use of the budget
as a working tool is that it should be undertaken as realisti-
cally as possible. In this connection it is also to be empha-
sised that store/departmental managers must be well-inform-
ed about profit/result requirements and about structural
changes affecting retail outlets, changes in consumer purchas-
ing power, price policy and the cost situation.

7.06 Budgeting Concept

7.06.01 The budgeting concept includes not only the actual
drawing up of the budget but also the entire process which
the budget gives rise to. The process can be divided into
the following three stages:
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BUDGETING
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—Drawing up tte budget—the preparation of a (complete) budget for the
current future period
—Carrying out the budget—the execution of the activities planned in the
budget, in the budget period
—Budget control—comparison of budgeted and actual results for the bud-
get period.

7.07 Preparation of the budget involves planning business
activity for the budget period. The final stage here is the
drawing up of budgets included in the local societies budget
system. This stage in the process will be explained here.

7.07.02 For example, control in one budget period affects
the drawing up of the budget in the next period.

7.07.03 Despite these inter-relationships, it is useful to
employ breakdown into stages. Above all they provide a
basis for a description of the budgeting operation and orga-
nisation and permit discussion of the affects of budgeting.

The Budget System

7.08 Budgeting is thus a process in time—the process
of which use of a budget gives rise to. This process must
be organised and steered by means of rules.

7.08.02 The most important of these are contained in the
budget system. The budget system indicates the total bud-
gets which are to be combined and the various sub-budgets
which are needed for the construction of total budgets. The
budget system shows which consequences have to be consi-
dered, what information has to be collected and what
relationships exist between the various entries. The budget
system steers and regulates the method used for drawing
up the budget.

THE BUDGET SYSTEM
Sub-budgets and total budgets and th-e relationships

between them. The budget system includes result/
profit budgeting and iinancial budgeting.

7.09 The Operation and Organisation of Budgeting

7.09.01 The accounts department processes data from the
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previous budget year and analyse it so as to provide top
management and the Board with a sound basis for formula-
tion of the society’s objectives for the coming budget period
and for determining pre-requisites for the budget.

7.09.02 Directives for the undertaking of the budget work
can now be issued by the accounts department (budget de-
partment). These instructions are then sent, together with
basic data for the budget work, to departmental and store
managers with budget responsibility.

7.09.03 These managers are responsible for drawing up
the budget. We shall return to this presently. A budget
meeting is normally arranged in connection with presentation
of these budget instructions.

7.09.04 This provides an opportunity for discussion of the
coming work and of assumptions for the operations which
are to be budgeted.

7.09.05 When the various departments’ budgets are com-
plete, they are put together and analysed by the accounts
department.

7.09.06 Next, management must decide whether the opera-
tions and activities envisaged in the budget are going to
lead to a satisfactory result and are desirable for the society.

7.09.07 If management approves the budget, it can then be
passed to the Board for confirmation. If there is disagree-
ment, about certain points, new discussions must be taken
up with the departments concerned and in some cases spe-
cial instructions may be issued. This means that the budget
work has gone back a couple of steps and some of the
operations already described must be repeated in order to
complete the budget.

7.10 The work involved in budgeting can be split into-

(a) Budgetary planning, and
(b) Budgetary control.
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Budgetary Planning

7.11 Budgetary Planning means—

(a) the collection and preparation of forecasts and all
relevant supporting data concerning the economical
environment in which the society is operating;

{b) collection of all available information about the
society’s past activities, its economic structure and
its present capacity and resources;

(c) breaking down the society’s present and future
goals and policies into economic terms;

{d) from the information collected as above, working
out sub-budgets (long-term and short-term) for the
society’s various activities, and from the sub-budget
preparing on consolidated budget for the entire
society.

7.11.02 The budget proceeds to determine the financial
(economic) conclusion of the society’s future plans and also
the expected economic results that would follow out of the
chosen alternatives of actions.

7.11.03 The budgetary planning can be split into two parts
—short-term and long-term.

7.11.04 Short-term budgets are more detailed. They
cover incomes, sales, production, procurement, gross profits,
labour costs and other expenditure, net surplus, stock value,
cashflow and capital investments,® etc. The short-term
budgets are usually for a period of one month and concern
the various lines of society’s activities. The annual budgets
are prepared on the basis of these monthly budgets.

7.11.05 The long-term budget cover the overall long-term
decisions such as bigger investments, and are usually for a
period of 5to 10 years.

1. Forlong-term investment budget the reader is referred to Chapter I11—
Feasibility Study in “Sale—A Profile: An Introduction to Sales Manage-
ment in Retailing” by R. Arvidsson and S. Dandapani. ICA 1972.
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7.11.06 The first and the most important of the budgets to
be prepared is usually the Sales Budget which is again split up
into sub-budgets for the various products (sections). From
the sales budget, production, purchase and costs budget are
prepared. From these basic budgets, the requirements of
capital for investments in machinery and equipment etc. are
estimated. The net surplus together with some other neces-
sary lines of the society’s economic activities must also be
budgeted.

7.11.07 Budgetary planning” is, thus, a control device en-
suring that all possible steps have been taken to try to
avoid any situation or factor which might interfere with the
society’s future activities and which could not have been
discovered if the budget had not been drawn up and prepared,
in a systematic way.

7.12 Steering Coordination and Control

7.12.02 The budget, as has been stated already, is a tool
for steering the organisation towards the economic goals
which have been established. The budget expresses expec-
tations for the period in question.

7.12.03 Achievement of the goal, through the budget, in-
volves steering activity. By means of continuous control
of actual results, steering impulses are fed in, month by
month, in the course of the execution of the budget.

7.12.04 It has already become clear, in the course of dis-
cussions of the budgeting operation and its organisation,
that budgeting means coordination. There is coordination
of the various departments’ decisions regarding planned
activity and the utilisation of common resources. Coordi-
nation of resources and planned activity is essential.

7.12.05 The solutions to the various sub-problems involved
in planning are dependent on each other. The various deci-
sions influence each other.

1. Budget planning includes the provisions of a cash-inflow-out-fiow.
Budget determining objectivity, the “Source and Use” of capital with an eye
on Productivity and Profitability.
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Steering influences and behaviour of the managers
concerned within the organisation.

The Budget has a Steering Effect both on planning
and on the execution of plans.

Coordination of common resources and of depart-
mental measures within the total activity.

7.12.06 What are the various budgets that may be of inte-
rest to a cooperative society?

7.12.07 The sales budget shows turnover, as calculated,
day by day, week by week, month by month and finally
summarised for the whole budget period (the complete

year).
7.12.08 The purchasing budget shows the value of pur-
chases needed to achieve anticipated sales. The purchasing
budget is dealt with under the heading “ Storage/stock econo-
mics.”

7.12.09 The payroll budget indicates calculated perspnnel
costs in accordance with staffing plans, which must, of
course, be tailored to fit sales volume, the standard of
service that has been decided upon and any other deci-
sions affecting service.

7.12.10 The advertising budget shows the planned costs
for the various competitive tools that can loosely be describ-
ed as advertising e.g. press advertising, window-dressing,
supplies, posters, miscellaneous advertising and wages.

7.12.11 The result/profit budget shows anticipated results
where the value of the above budgets and remaining bud-
geted traceable/direct costs and receipts are added.

7.12.12 Other forms of activity also need to be planned.
The society has costs for personnel training and recruitment,
for example, which need to be budgeted and included in the

result budget.

7.12.13 Payments and receipts which do not influence re-
sults for the period under consideration must also be plan-
ned. Cash reserves are planned in the liquidity budget.
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All resources of income and payments must be taken into
account here.

7.12.14 Do sales have any connection with the liquidity
situation?

7.12.15 The budgets dealt with above are all short-term.
Tlie society also makes use of long-term planning to form
objectives and steer development. Plans for extended
future activity lead to investment. Thus investment bud-
gets™ must also be prepared so as to be able to assess the
measures which have been planned and, when they are due
to be carried out, to deal with them in the short-term bud-
gets.

7.13 Result Budgeting— Departmental Store
Description of the Situation

7.13.01 When commencing budget work, it is important
to be clear about which factors are going to affect business
activity in the budget period so that the various requirements
can be taken into account and the necessary assessments
made.

7.13.02 Factors Involved in a Description of the Situation

—anticipated inflation

—anticipated chinges in the level of consumption

—Ilocal population changes/movements

—the local competitive situation

—"market objectives

—competitive methods: price policy, product range, advertising
—personnel changes

—rationalisation of departmentai/store working routines and equipment
—changes in opening hours

—number of working days in coming periods

—public holidays

7.13.03 The various factors listed above are mostly of the
type where change occurs continuously. It is necessary.

See Chapter Il1, Feasibility Study in “Sales-A Profile: An Introduction
to Sales management in Retailing” by R. Arvidsson and S. Dandapani, ICA

1972
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therefore, to understand past development and to anticipate
future changes.

7.13.04 As can be seen, itis a question of both internal and
external factors. Many of them are hard to assess.

7.14 Anyalsis of Internal Factors

7.14.01 Various kinds of reports are produced in account-
ing work.

7.14.02 Information which is of value in planning work can
be gathered by means of analysis of available sources.

7.14.03 What does the development of the turnover look
like? Can any trend be spotted? What can be expected
in the future?

7.15 What does the sales combination look like? Is there
any reason to try and influence the product-mix? Can
certain changes in the product-range alter (my) economic
assumptions?

7.16 Decision with Economic Consequences

7.16.01 Where budgeting is concerned, the essential thing
is to arrive at alternatives which can be decided on and put
into effect.

7.16.02 Decisions are concerned partly with how the
development of costs, within the society (store etc.) is to be
steered and partly with which competitive tools are to be
used.

7.16.03 Examples of competitive tools are: the product
range, pricing, the sales method and advertising.

7.16.04 As far as the product range is concerned, it can be
stated that this is of decisive importance when considering
what volume of costs can be covered, since various product
groups have different mark-ups.

7.16.05 A greatly simpHfied example follows which illus-
trates the effect various sales mixtures have on the economic
result.
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7.16.06 In the example, the total departmental share of
sales has been used to illustrate the problem. Obviously
it would be equally important to explore the sales mixture
within each department. But since so many product
groups are involved, it would make an example of this type
far too complicated.

7.17 The Effect ofthe Product—M ix on the Store's Average
Margin {Mark-up)

Margia % Share of Turnover Margin
Sales % (in thousand)  (in thousand)

Dept. 10 30 30 300 90
. 21 40 25 250 100
23 38 15 150 57
. 28 35 30 300 105
Store Total 35.2 100 1,000 352
Dept. 10 30 40 400 120
21 40 20 200 80

23 38 15 150 57

28 35 25 250 87.5

Store Total 34.5 100 1,000 344.5
Dept. 10 30 50 500 150
.2 40 15 150 60
. 23 38 15 150 57
28 35 20 200 70
Store Total 33.7 100 1,000 337

7.17.02 Regard the example as a model only. When used
for a department with all these different product groups it
supplies impulses which tend to influence sales. The object
must be to plan changes which improve the economic posi-
tion, through good knowledge of the sales structure.

7.18 Pricing is the competitive tool which leads most quick-
ly to reprisals/counter moves. It is the tool which compe-
titors can copy most easily.
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Price cut or increaseJ If present coverage is
variable dire;t cost 14% 16% 18% 20% 22% 24%
turnover must increase by & %)

2 16,7 14,3 12,5 11,1 10,0 9,1
4 40,0 33,3 28,6 25,0 222 20,0
6 750  '60,0 50,0 42,9 375 334
8 133,3  100,0 £0,0 66,7 57,1 50,0
10 2500 166,7 1250  100,0 833 714
15 - 15000 500,0 3C00 2143 1657
20 — — — — 1000,0 5000

7.19 Sales Budget

7.19.01 Assuming that the sales forecasts are in accordance
with the policies and market conditions, the Sales Budget is
the most important and at the same time the most difficult
to forecast.™

7.19.02 The sales budget provides the basic information
for the working out of financial budgets and production
budgets.

7.20 Production Budget® (Assuming that the production is
interlinked with sales estimates).

7.20.01 Production budget is based on the sales budget
and the manager in charge of production has to express the
sales budget into machine hours, man hours, storage capa-
city, etc.

7.20.02 While preparing the production budget, the Mana-
ger may sometimes discover that some of the products and
their volumes are not feasible (inconvenient) from the point
of view of production as the production capacity (machinery)
cannot be fully and profitably utilised. Such a situation
must be discussed with the management, and the outcome
of such a discussion may be—

1. For details, the reader is advised to refer to Cliaptcr XVII of “Sale—
A Profile: Ac Introduction to Sales Management in Retailing.” byR. Arvid-
sson & S. Dandapani, ICA, 1972.

2. Production budget is relevant to a situation where production activity
is undertaken by the organisation as a ineans to retailing.
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(a) that the sales budget will have to be revised and
adjusted according to the machine capacity;

(b) that money may have to be invested in buying new
machines;

(r) that some parts of the goods may have to be bought
from some other societies in a semi-processed condi-
tions;

(cf) that production will have to be stepped up by intro-
ducing shift hours;

(e) that the product mix may have to be changed; and

(/) that the present production of one particular arti-
cle may have to be altogether stopped and this arti-
cle bought from some other source.

7.20.03 To be able to make these budgets and also to ensure
that the total resources are utilised in the most economical
way, a great deal of detailed calculations have to be made
with regard to production mixture, utilisation of machinery,
material cost, labour cost, time schedule, etc. For these
very detailed budgets and analysis of the Break-Even System
(BES) is very useful.®

Purchase Budget

7.21. (Assuming that purchases are interlinked with pro-
duction and sales).

7.21.01 The cost of storing goods is often very heavy as the

interest on borrowed capita! for purchase of goods stored is
very high (8-10 per cent), w'hich means that in the first case,
a stock turnover of two times, costs 4-5 per cent of the
stock value by way of interest. This is to be compared with
the very low margin of profit (7-12 per cent) in retail business.
Apart from this, there are many risks involved in storing of
goods such as damage caused to some parts of the goods,
and effect on demand caused by change of fashion, or intro-
duction of new articles in the market. This indicates

1. See Chapter X—Break Even Analysis.
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the imperative need for a tool which can control the pur-
chase and to see that the goods are purchased in right quan-
tity, dehvered at right time and at right price.

7.21.02 Purchase budgets have to be worked out on the ba-
sis of the production and sales budgets which furnish in-
formation regarding raw materials, components to be pur-
chased, so that the Purchase Manager can decide when,
where and in what quantity to buy these goods. The credit
period allowed and the amount falling due for payment will
also have to be taken into consideration as this provides
the basic data for the finance budgets.

Expenditure Budget

7.22 (Assuming that the expenses involved are in Hne with
the estimated sales and production).

7.22.01 Expenditure budget covers cost of labour, cost of
material, stationery, interest, rent, depreciation, overheads,
etc. It is to be recommended that these costs are met
according to their behaviour with volume (fixed and variable
costs) as this makes it possible to utilize the break-even
system. A basic question for the management is the struc-
ture of the costs of the society as this affects the outcome of
the result.1

7.22.02 As can be seen in the following chart, the combi-
nation of the fixed costs and variable costs affect the posi-
tion of the break-even point and the society’s power of
resistance (Alt. 1). A higher fixed cost results in a higher
break-even point, and a lower power of resistance, but a
Tiigher profit on the profitable part of sales: (Alt. 2) while a
lower fixed cost results in a lower break-even point and a
higher power of resistance, but a lower profit on the profit-
able part of the sales. For example, if a society wants to
decide whether it should have higher manual production
than mechanical production, or vice versa, the above men-
tioned formula will be of importance.

7.22.03 The expenditure budget also provides the basic
information for preparing financial budget.

1. See Chapter 1I; Income-Expenditurc.
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Financial Budget

7.23 (Assuming that necessary money is available at the
right time to meet the expenses and investment.)

7.23.01 Money is needed to start a business and some
fixed amount is required for investing in assets suh as inven-
tory, cash, equipment, building, etc. But to keep the business
going, additional capital is required to support additional
sales.

7.23.02 A society should be supported by fixed and variable
capital to the same extent as the business consumes fixed
and variable expenses.

7.23.03 The most carefully prepared plans are sometimes
incapable of fulfilment if adequate funds are not available
at the right time. Therefore, preparation of costs budget
is of paramount importance for short-term budgets and
especially for long terms as the aims of all societies are
planned and cautious expansion is impossible without funds,,.
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7.23.04 The basis for the financial budgets is the sales
and income budgets, expenditure budgets, purchase budgets
and also the long-term budgets for the development of the
society.

7.23.05 The net surplus should be estimated from the bud-
gets concerning the business volume and expenditure. This
budget also forms part of the finance budget, as out of sur-
plus, as much as possible should be kept in reserve funds to
create owned capital for future investments and expan-
sion of the societies business activities. It is necessary
to stress the need for creating a surplus within the coopera-
tive society in order to create its own funds which is one
of the important ways to establish an independent coopera-
tive movement.

7.24 Budgetsfor Research and Development of the Society's
methods and products and budgets for training of staff
and members

7.24.01 These budgets are in reality an investment for the
future development of the society, although they could be
treated as annual expenses.

7.25 Budgetary Control

7.25.01 Budgetary control is the activity of using the bud-
gets as a management’s tool for —

(a) guiding the management in economic decisions;

{b) assessing and evaluating the progress made towards
realising the budgeted goals and standards so that
corrective action could promptly be taken to the
extent possible when performance falls below bud-
geted levels.

(c) judging the implications for other departments and
activities whenever any department or any activity
deviates or departs from its budgeted course.

{d) acquiring increased knowledge and judgment for
improving the qualities of budgetary planning in
future.
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7.25.02 The idea behind budgetary control is that the
Manager should use the budget as a guide for taking various
decisions. When he is guided by budgets, he can—

(/) compare the results achieved with the planned targets through
regular statements or ccntrcl reports in respect of each departrnent
or line.

07) calculate how the results of a particular action are keeping pace
with the budget, and the deviation, if any, from the budget.
(Hi) analyse the reasons for the deviation from the budget.

(a) perhaps the budget has been too optimistic or too pessimistic.

(W perhaps some events have taken place in the social and econo-
mic environments in which the society is oprating and in which
circumstances, it was impossible to make any forecasts, e.g.,
too heavy monsoons, export restrictions, etc.

() perhaps the Management and the staff have not applied the re-
quired skills, time and ideas to achieve the budgeted targets.

7.25.03 A useful “rule of thumb” for budgetary control
reports is that they should be made available for managers
in evaluating and improving their performance, not later
than the first half of the next control period. This makes it
possible for the Managers to improve their performances in
the period immediately following the period last reported
on.

O'y) as a result of the analysis of these budgetary control statements:

(a) action can be initiated to bring the achieved targets during the
period immediately following through r.ecessarv changes in the
pricing, production, assortment, personnel and customer policies.

(b) steps can be taken to adopt the budgets to changed market
conditions.

7.25.04 If there are sizeable deviations in the budgets,
future budgets will have to be adjusted so that they are
up-to-date. It is very risky, from the point of view of the
management to make use of the budgets which are not
adjusted to the changed conditions, as guides for future
decisions.

7.26 The attached budgetary control statements have been
prepared in accordance with what has been suggested ear-
lier. These statements indicate, among others—
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(a) Sales have increased by 200= 20 per cent. As

(b)

mentioned before, sales Wdget is the most impor-
tant budget, but also the most difficult one to fore-
cast. (This increase in sales could be of a tempo-
rary nature due to some “special offer” which one
did not know anything about when preparing the
budget, and/or the competitors’ sales policy has
become ineffective. It could also be due to changes
in the market e.g. more people moving into the area,
or competitors closing down their business).

that direct labour costs have increased by 80 per
cent. It means that with an increase of 20 per cent
in sales, there has been a corresponding increase
of 80 per cent in labour costs. It indicates that the
maximum capacity (optimum) for sales has already
been reached and any increase in sales will probably
be not economical as the profits earned due to in-
crease in sales are offset by increase in direct labour
costs. The existing sales in this very case have not
been profitable due to too high an increase in labour
costs. Ifthe increased sales are not of a temporary
nature, some action will have to be taken to improve
the society’s capacity through imesting in addition-
al equipment.

7.26.02 These figures can also indicate reorganisation of
the department, changes in sales policies, personnel policy
and customer policy, etc.

(@)

{b)

that direct material costs have increased in line with
the increase in sales. This shov/s that the sales
mixture (product mix) so far as the gross surplus
is concerned, is the same for the additional sales of
200.

the net surplus has decreased from 50 to 20 which
is 40 per cent. This indicates that the net surplus
has not declined even though there has been addi-
tional, sales, on account of the increased labour
costs.
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(¢) The Break-Even Point has climbed from 750 to
1070 due to increased direct labour costs which means
that the profitable part of the sales has decreased.

{d) The Margin of Safety has decreased from 25 per
centto 11 per cent due to climbed break-even point
which means that the society’s power of resistance
has decreased by 14 per cent.

7.26.03 These changes in this budget will probably affect
the future budgets also. This means that necessary changes
have to be carried out in the present budgets in order to
prevent mistakes in future decisions.

{a) Necessary changes in the society’s policies have to
be taken for the period immediately following in
order to correct and adapt the society’s economic
structure.

{b) Necessary changes have to be made in the budgets
in order to bring the already worked out budgets
in line with the changed situations.

7.26.04 These budgetary control statementsindicate that

it isjust not enough to know about the development of sales
(income), but it is also essential to know the expenses. In
fact, this society would have sold itself into bankruptcy
if the budgetary plans and budgetary controls had not been
properly worked out. But still the budgetary control state-
ments only tell the management what changes have taken
place in the planned economic structure in comparison
with the actual economic structure.

7.26.05 The analysis exaplains the reasons for the devia-
tions. Then the managements have to take necessary deci-
sions regarding the adoption of the presenttargets, poU-
cies and budgets to the changed situation.
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BUDGETARY COOTROL STATEMENT

Budget data Achieved data Deviation
Amount Amount Amount
Sales 1,000 JOO 1,200 100 + 200 + 20
Variable costs
Direct labour 100 10 180 15 + 80 + 80
Direct material 700 70 840 70 -140 20
Fixed Costs 100 10 ICO 8 - -
Overheads 50 5 60 5 + 10 +20
Net Surplus 50 5 20 20 40
Contribution Ratio 20 15 —5
Break-even Point 750 — 1,070 _ + 320 _
Margin of safety — 25 — 1 — —14
,chieved sales: K=.i;i00
1200 Achieved
s|Li|rp2IOus .
1100 Achieved BiP : Hs.l10/C tu(a IS'i.;O)D=iI%
Planned sales: Rs.l1007"
riann
ul sur:;l

1,0 9: boo'l-0 '200
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7.27 Budgeting in Controlling and Evaluating the Staff

7.27.01 In a society which is operating on a big scale, the
management must delegate powers and responsibility to the
staff working in the society. The duties and responsibi-
lities attached to the position are usually stated in his or her
job-description, but a budget is also needed as a comple-
ment to this job-description so that the individual will know
what the management expects of him/her.

7.27.02 This method of utihsing the budget as a comple-
ment to the job-description will enable the management
delegate powers, responsibility and authority, and to con-
trol that these powers are not misused. This will also help
the management to evaluate the performance of the staff
members which is very important for the future so far as
work organisation, job analysis, recruitment and promotion
procedures are conceriaed.”

7.27.03 From the point of view of the individual staffmem-
bers also, the use of budget for stating targets, economic
frames and controlling his or her performance is of great
importance and in fact will stimulate him to put in better
performance, because he would feel more involved in the
society’s business and also the importance of his role in the
business of the society.

7.27.04 The members of the staff would like to know what
the Management expects from the staff, and the best way of
expressing these expectations is in the form of economic
results. So far, the absence of these things has been a real
bottleneck in many societies and the maximum utilisation
of the staff has not been achieved.

7.28 Budgeting if properly applied, can be a very valuable
and effective tool in the hands of those who are in charge iof
the business. It is however not without dangers. Much
skill and intelligence has to be exercised both in the prepa-
ration and implementation of the plans to attain the goals
Jet in the budgets.

1. See “A Study of Personnel Management in Selected Cooperative
Super Markets in India.” R. Arvidsson and K. K. Taimni, ICA, 1971.
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7.28.02 The budget is only a framework and must not be
allowed to hinder, by undue rigidity, the development of
the society. New opportunities must be grasped and the
budget must not be used as an excuse for rejecting them.

7.28.03 Effective planning and control is a continuous
process, and should be exerted with the same force when the
sales are up as when the sales are down. The management
probably work harder to prevent a 5 per cent loss than they
do to generate a 25 per cent surplus, and unfortunately, in
some societies when business and surplus are good, the
management slackens its control.

7.28.04 The use of management tools by the Cooperative
Movement is of vital importance as the societies activities
are dynamic, and conditions both inside and outside are
constantly undergoing change which calls for dynamic
decision making and skilful performance by all the members
of the staff engaged in the society’s b usiness.

7.29 To satisfy the statutory formality, some kind of a
budget is made by most consumer cooperatives in the Region.
But they are neither prepared with the care and attention
they deserve, nor are they followed. In reality, the budget
preparation is not given any attention much less to use it
as a management tool. Budget has a close connection with
the sale forecast, and sales promotion activity and is meant
to stimulate grovMth. Consumer Movement in the Asian
Region with the exception of Japan, is yet to use the budget
as a management tool.



Chapter VIII

INVENTORY

8.01 Introduction

8.01.01 An important function of a society is securing
goods and considerable time, attention and energy are re-
quired to be devoted on this.

8.01.02 Purchasing is a specialised activity and as a rule
should be left to experienced salaried managerial staff—the
Board Members should only lay down the broad policies for
guidance.

8.01.03 Customers get annoyed if there is no continuity
in supplies and often shift their patronage to other shops.
A customer lost is lost for ever and should be prevented.

8.01.04 The right quality of assortment in the right quan-
tity at the right price from the right source at the right time
should be the important guiding principles in the purchase
of goods.

8.01.05 The society must decide what it wants to sell.

It must have an assortment policy and purchase all those
articles which are covered under such a policy.
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8.01.06 Since the assortment changes from time to time
and place to place, and depends solely on the customer’s
demand, purchases must have direct relation to the chang-
es.

8.01.07 New articles enter into the market in large numbers
and within tlie framework of the assortment policy, they
should be analysed giving a large consideration to consumer
preferences.

8.01.08 The customers get annoyed when they do not get
all the requirements from the shop regularly and therefore
sufficient quantity of goods should be stocked. At the same
time the risk of over-stocking should be borne in mind.

8.01.09 Careful planning and knowledge of customers
future demand is necessary to strike a balance between the
two. The success of the management depends on its skill
to anticipate the likely sales in a given future period—a
week or a fortnight, and then make its purchases to meet
this demand for this period with marginal adjustments.®

8.01.10 Bulk procurement for longer periods should gene-
rally be left to the Federal Bodies.

8.01.11 The purchase price should be such that the selling
price may be acceptable to the customers. At the same time
it should leave enough margin to meet the over-heads and
create a little surplus.

8.01.12 Right price® does not necessarily mean the lowest
price but the price which will help in selling the goods
at acceptable rates to the consumer.

8.01.13 It will be helpful if at the time of purchasing
the ruling retail rates of the article and other likely costs
incurrable on it are taken into consideration. Such a back-
v,'ard calculation from selling rate help the management in
finding out the right purchase price.

1. See Chapter IV Capital—Source and U3 and Chapter VII Budgeting,
2. See Chapter 11l Result-Oriented Price Determination,
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8.01.14 Locating the right source for making the necessary
purchases is important;
—for purchase of agricultural commodities, tile Apex Federations and
local cooperative marketing societies;

—-for purchase of branded articles, the manufacturers or their principal
stockists should be approached;

—for purchase of cloth. Apex Federations and wherever necessary mills
or their principal stockists will be the source. Competition in such big
items is severe and rates should be competitive.

8.01.15 In case of other articles attempts to approach the
producer/manufacturer/supplier should invariably be made.

8.01.16 A minimum stock of each article should be fixed
based on the demand and the time required for its replenish-
ment i.e., the time required for processing the order, the
time taken by the supplier in executing the order, time
taken by the transport agencies and the time taken in deli-
vering the goods to the sale point.

8.01.17 Whento buy?

—when the stock approaches the minimum level, the godown keeper
should take necessary steps to re-order;

—when a special new item is demanded;
—during the harvest season in case of agricultural commodity when the
rates are lower.
8.01.18 Remember: when the goods are ordered the sales
are already decided as one cannot sell more than what he
has in the stock.

8.01.19 Who shall buy?

The paid executive

(0 the purchase manager

(;7) the department manager

(Hi) the sales supervisor/salesman

8.01.20 Where a committee of elected representatives is
entrusted with the task of purchase, the paid staff including
the manager and salesmen should be closely associated with
the purchasing.

8.01.21 Purchase is a technical field and a layman cannot
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do justice especially when quality, changing fashion and
prices are concerned.

8.01.22 Buyer must know
—who are the cuitcmers of th.j shop?
—'the demand at a given time/season

—the normal! sales
—~the quality and the price range demanded by the customers.

—the sourcc of supplies.
8.01.23 In order to avoid last minute rush it is important
to plan the purchases well ahead of time and there should be
a system of regular communication between the sales staff
and the buying organisation in the society.

8.02 Stock Control

8.02.01 The Board and the manager of a consumer co-
operative Society are responsible to handle the property
of the Society i.e., property not belonging to them, but to
the members. Any dishonesty or carelessness will have
disastrous consequences. The stock-in-trade is, as a rule,
the biggest item among the assets of the society. It is also
an asset which fluctuates in value, often from day-to-day.
A careless investment treatment and, sometimes dishonesty,
might easily cause losses to the society. Money is compa-
ratively easy to control, not to mention buildings and equip-
ment.

8.02.02 The purpose of stock control, among other things,
is:
(/) to reduce the costs involved in handling the stock.
(ii) to dete::t the shortages regularly and quickly.
(/;m) to make it possible to calculate stock turnover ard stocking-days.
(iV) to Work out operational results of the shop/departrrxnt.

(v) to safeguard the employees against unfair judgements so far as dis-
honesty and carelessness are concerncd.

8.02.03 Control of stock requires a special system, and
at present the following two systems are-in operation:

(a) Value Control system
(b) Unit Control system
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8.02.04 (a) Value Control System

The basic principle of Value Control System is simple.
It works just as an accovmt in a ledger—what comes in is
debited,—what goes out is credited. In a shop however,
there is one value on the goods when it comes in i.e., the
buying price (the price paid to the wholesaler) and another
value when it goes out i.e., the selling price (the price charged
to the customers). Obviously, the only way of achieving
an exact control of the stock, is to use either of the two
different values, and the m.ost convenient one is the gross
vahie (selling price).

AH account.'ng in rcspect of stock control should be
done in teinikK of gross value—selling price resulting in a
grjss Vjhic control system (GVC).

Gross Vciluc Control System

8.02.05 The GVC System is already prevailing in a number
of societies for stock accounting in the shops as w'ell as go-
downs. Under the system, the account of stock is kept in
terms of money value. By debiting or crediting all transac-
tions affecting the stock in a specially kept Stock Control
Report, one can at any given time know, what the c\act
value of the stock should be. Normally, the balance of that
report should be calculated at the end ofeach month and the
balance as per the report should be checked against the
actual value of the stock by means of physical stock-taking.

8.02.06 The “In-transactions” to be debited in the Stock
Control Report are normally:

Stock at the beginning of each month

Deliveries Everything that has been delivered to
the shop should be debited at sell-
ing prices irrespective of whether it
has been paid for or not.

Price increases Sometimes the price has to be increas-



ed on some goods, which are already
in stock and which are already
debited at the original price. In such
a case the total amount of increase
(number of units multiplied with the
difference between the old and the
new price) must be debited in the
Stock Control Report.

8.02.07 The “Outgoing-transactions” to be credited in the
Stock Control Report normally are :

Sales

Return of goods

Price reductions”

Damaged goods

Goods used in the

shop

This is the biggest item on the credit

side and even if the goods have been
sold on credit (which should be an
exception in a cooperative shop)
such goods must also be included in
the total sales together with the
amount of cash sales.

Goods returned to the supplier for

one reason or the other must like-
wise be credited, if already debited
in the Stock Control.

Same reasons and procedure as in the
case of price increases, though it is
now a matter of crediting.

Goods in stock might be damaged or
go bad or become unsaleable
for some reason or the other,
and it has to be throv/n away. The
Manager may ciedit such losses in
the Stock Control Report, but the
management should take special
interest to keep this under control.

A broom for sweeping the floor, a

piece of soap for the washing room,

1., Usually the price reductions arc preceded by a procedure laid down by

the society.
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a bucket used as a container—all
such things taken out of the stock
for use in the shop reduce the value
of the stock and must consequently
he credited debiting the contingencies
account of the shop.

8.02.08 For each of the above mentioned transactions,
separate proformas and ledgers could be maintained.

8.02.09 The advantages of the Gross Value Control System
are :

(i) An economic system The Stock Control Report can
be done away with completely from the shops, which
can result in considerable savings to the shop, and
reduce the operational costs i.e. lesser number of
employees, reduced administrative costs, better utili-
sation of the space in the shop.

(ii) A modern system : The system is in line with the
modern trends in the distributive trade all over the
world and provides useful information required for
managerial decisions such as :

{a) the rate of stock-turnover can be easily calculat-
ed,

{b) viability of a branch can be ascertained and
investment in money value in particular branch
can be restricted to a pre-determined limit easily
etc.

8.02.10 The system also provides the basic information
required for budgetary planning and budgetary control.
The system gives the value of the stock in a shop at selling
price, without which measurement of profit, cost-profit ratio
and other useful information, may not be easily calculated.

8.02.11 The system is easy to work with, simple to under-
stand and sound enough to control the stock.

8.02.12 Another point in favour of this system is that
frequent physical stock verification becomes easy.
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8.02.13 (h) Unit Control System

The Unit Control System is an elementary system, under
which stock registers with one folio given to each individual
article in the shop, are maintained. Alternatively, index
cards could also be used instead of register. Stock received
from the suppliers is entered into one column and the sales
effected every day are entered progressively in the second
column. The difference of column one and two gives the
stock-in-shop on any day. The system looks simple, but
the difficulty arises only when the sales effected during the
cource of the day have to be classified article-wise, to com-
plete the stock registers. Also when the number of articles
increases to 500 to 1000 or 20GO articles, one can under-
stand that it is an extremely heavy system to put into opera-
tion, as it amounts to lot of labour. In many stores where
this system is in operation although the investments and
labour, etc. are very heavy, is not working properly. It is
time consuming, laborious and costly. It hinders the expan-
sion of the society. Of course, if every item is given a code
number and computer is used in the stock control, this system
could be of immense importance not only in stock control
but also in matters pertaining to purchasing, checking of
slow-sellers etc. Such a system is being tested in Sweden

at present.

8.02.14 However, the present Unit Control System could
sometimes be combined with the Gross Value Control System
for some particular items w'hich are rather expensive and
difficult for the Manager to check in the assortment. The
Unit Control System could be implemented for these items in
addition to the Gross Value Control System.

8.02.15 Most of the difficulties are common to both the
systems and therefore, as will be seen from above, the Gross
Value Control System could be adopted in all the consumer
cooperative societies to cover the stock accounting in the
shops as well as godowns.

8.G2.16 Discipline and routine for controlling the stock have
to be maintained in the society, otherwise there are possibili-
ties for the salesman :
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(if)

(iii)
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to replace some of the articles and in some of the
stores following the Value Control System of stock
accounting instances are quoted where fast-moving
items have been removed with slow-moving items by
the sales staff, because they knew that no item-wise
record was maintained and as long as the value of
retail in\ entory tallied with the register, its action
cannot be detected.

to have possibilities to sell goods to customers with-
out issuing cash memo or receipts and in that case
there is every possibility of using this money for
buying goods from a wholesale market and replacing
it with the part of the stock sold during the day.
The margin can in that case be pocketed by the sales-
men.

overcharging the customers by the sales staff. It is
rather easy for the salesmen to change the price tag
of various articles etc, so that the customer may pay
a higher price for the articles.

8.02.17 It will he observed from the above that it is extreme-
ly important to have a proper supervision on the stock and
the employees in the shop. The following measures to en-
sure proper supervision are necessary :

(i) Appointment of the supervising staff with the duties

(ii)

not only to supervise and control the general working
of the shop, tot also to advise on display arrange-
ments, sales promotion activities, to look to the hy-
gienic conditions, to ensure proper stock levels and
regular indenting and to act as contact-man between
the managem.ent and the employees in the shop and
stimulate them to become good salesmen.

Branch Advisory Committee : The participation of
the members and consequently their involvement
within the affairs of the stores isimportant. Crea-
tion of Branch Advisory Committee in each shop in
Sweden has resulted in the improvement and work-
ing of the branches and has reduced the temptation



of mischief among sales staff. There are also cer-
tain other advantages of such Committees, as the
members feel more involved in the management of
the society.

(iii) Surprise checks : Surprise checks of the branches
are necessary. The checks could he of two types.
In the first case, physical stock verification may he
conducted in the shop without conveying a prior
intimation to the Shop Manager. Calculation of
the value of the stock and subsequently tallying it
with the control registers, will reveal discrepancies,
if any. Another alternative is that the unit control
is maintained in the Head Office in strict confidence
in respect of few articles for very short periods and
balance shown in this register may be constantly
compared with the actual stocks in the shop.

Both the systems, supplemented by an element
of surprise and confidence are likely to keep the
sales staff careful and warned at all the times.

(/v) Responsibility : The objective of stock control is to
see that business is run on sound lines.. Basically,
there are two systems for the fixation of responsibi-
lity, open before the management of the store; (a)
the Shop Manager should be responsible for the
stock, and (b) all the employees working in the shop
individually or jointly responsible for the stock.

8.02.18 Out of these alternatives, the one mentioned at
(i) above is probably the most suitable in a retail shop.
However, the Shop Manager should not be responsible for
the shortages as a whole, but he should be responsible for
achieving the targets indicated in the budget, such as sales,
gross surplus and net-surplus and in that budget, the short-
ages should be treated as an expense in the same way as rent,
interest and salaries.

8.02.19 Of course, it is extremely important that shortages
are reduced to the minimum, as this is the only cost out of
which the society is not going to gain anything. To be able



to have the Branch Manager responsible as mentioned above,
some major concessions have to be allowed and given to
him

{a) He shou!d be allowed genuine shortages upto some amount or per-
centage of sales.

(b) Ho should be involved in the selection and termination of the staff
working under him.

(c) He should be treated as a master of the shop with all employees ans-
werable to him.

(r/) Hi shoj'ld alwAys be given a reasonable and fair chance to explain
his position in case some major shortages or other problems occurs
in the shop.

(e) He niu5t have the right to check the stock-in-trade in the shop in a
minner suitable for him.

8.02.20 None of these concessions are major concessions,
but when put together, they have a tremendous contribution
towards making the Branch Manager sufficiently powerful
and strong for the purpose.

8.02.21 As regards alternative (/?) mentioned above, there
are some practical difficulties in holding all the employees
individually or jointly responsible. For example,

—What will hip;>C:T if one of the salesmen goes on leave or is taken ill?

—Who is going to be responsible and is he equally responsible in case
shortage takes place in his absence?

—Is a man with individual responsibility ready to take somebody from
some other so:tion of the shop or department to help him during peak
hours?

—~Nshe ready to leave his section for which he is responsible to help another
salesman in another section during peak hours?

—Can self-service or self-selection be implemented which means that the
departments/sections are opened for everybody in the shop? If so,
how to separate and distribute daily sales among the various dcpart-
mints/sections.

8.02.22 To overcome difficulties and to streainline the work-
ing of the shop, it is extremely important that the senior
man on the spot (the Shop Manager or the Department
Manager) be made responsible for the stock-in-trade. This
will help in adopting new methods of retail distribution
such as selling goods through Super Markets and Self-
Service Shops.
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8.03 Control of Empties

8.03.01. As arule empties (gunny bags, tins, wooden crates,
bottles, etc.) are not separately charged in suppliers’ invoic-
es; the cost of empties is included in the price of the mer-
chandise; consequently there is no credit to earn in returning
empties to the suppliers. There is a local market for most
categories of empties. Since the inconic from empties is
usually substantial, in proportion to the gross margin obtain-
able from the merchandise itself, it isimportant that empties
are kept under systematic control. In retailing of sugar the
profit is said to be the gunny bag.

8.03.02 The physical operations involving control on emp-
ties vary in different countries. Apart from geographical
differences, the handling of empties may vary from store to
store, depending, for instance, on the range of goods procur-
ed in bulk and cleaned, sorted and prepa.cked before issue
for retailing through branches or primaries. Instructions
on control of empties in consumer stores may, therefore,
have a somewhat limited application; the guidelines des-
cribed here are, however, believed to be fairly generally
valid.

8.03.03 There are tv/o points of control to be considered,
bulk goods (loose goods) are received, usually by a central
godown, for cleaning, sorting and prepacking; this is the
case for salt, pulses, spices and a fev/ other lines; the control
on the empties, nearly always jute bags, must be kept solely
on the processing and packing point, because the empties
are received on and disposed off from this point only.

8.03.04 The other control is for empties covering goods
received and issued by a central godown or received direct
at the retailing unit; this is the case for sugar, flour, rice,
wheat and other similar basic food items weighed out to the
consumer from the original bags. It would, of course, make
retailing easier and more controllable even if such goods
were prepacked, preferably by the manufacturer or supplier,
but habits and regulations prevent, for the time being, such
rationalisation of operations.
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5.03.05 It has been observed that the control kept on empti-
es in the stores is usually a quantity—a unit-control; record
is kept by the godown office of the number of bags, tins,
boxes etc. issued to each branch, and the stock register of
empties is again used when empties are returned from the
branches. The godown has quite a considerable job of keep-
ing accounts for empties, the results are not in all cases
worth the efforts and the time spent on this kind of control
accounting.

8.03.06 For the empties involved in the direct retailing
mentioned above the control should be exercised, not on
the quantity but on the value™ just as is the case for the
control on the merchandise proper under the so called double
compartment system (the value control system). It is sim-
pler and easier, and consequently more accurate, to con-
trol empties on value instead of on quantities.

8.03.07 The clerical procedure for the control starts when
the Stores Officer, or the employee deputed to perform the
goods receiving operation, writes the Invoice Apron to cover
the invoice for the lot supplied either to the receiving floor
in the godown or to the branch shop. As already said, the
empties are not separately billed in the suppliers’ invoices
and the value of the gunny bags, tins etc. is, therefore, only
of concern with regard to the writing of the sales prices in the
Invoice Apron; the Stores Officer must be instructed to give
the particulars of the pricing for the merchandise itself and
then he must add below the grand total ofthe invoice amount
for the goods, the specification of empties and fill in the
three columns: Number, Unit Sale Price and Total Sale
Price, so that the godown can be charged with the total
“sale price” of the empties in its liability account.

8.03.08 The “sale price” quoted in the Invoice Apron is,
of course, not the price which the empties will fetch when
ultimately sold after use; this price will be known only on
the day of sale; the price used in the Invoice Apron and,
later, in the indents and the form for return of empties

1. The value of empties may be fixed by the management.
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covering the supply of empties to the branches and return
of them from the branches to the godown, is a control
price only; this price must, for each individual type of
empties be fixed at a somewhat higher rate than the market
price; on the other hand the control prices must not be too
far above the market level; if they are fixed at say 10—15%
above the market, the system of value control on empties
stands a chance of working well. This means that if aa
atta bag usually fetches a price of Re. 1.00 in the market,
the godown and the branches may be charged Rs. 1.20 for
each atta bag.

8.03.09 No control on empties, be it a unit or be it a value
system, will work without the maintenance of good discipline
in the physical handling operations; effective supervision
on the part of godown office is essential; the salesmen must
know that they will not get away with any form of abuse,
for instance by substituting tattered and low-quality bags
for good ones when they return empties; the ultimate sale
of empties must be centralized with the godown as the sole
sales point; under no circumstances should a branch be
authorised to dispose empties in the market; there must be
a fixed and firm routine for the return of empties; the dates,
preferably weekly dates for the returning of empties must
be prefixed for each branch. The challans devised for such
returns must be filled in and used for checking, receiving,
authorisation of credits to liability accounts and posting.

8.03.10 The principle of the control is that the godown
and the branches are debited with the empties at a “control
price”, when the branches return empties to the godown they
are credited with the empties at the same control price;
the adjustment for the difference between the control price
and the market realised when the empties have been sold
concerns the godown liability account only; when the go-
down office has sold empties it fills in a special sales memo
giving the name of the buyer and all the details, this sale
memo is handled in the ordinary manner for sales by the
office, except that the buyer’s signature is obtained on the
vouchers. In addition to the sales documentation the go-
down office must then claim a credit adjustment in its liabi-
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liability account by using the order and Voucher Price
Variations or Liability Adjustments, in which the items
may appear as follows :

Value
Type of Merchandise Units Price originally
determined
Sugar bags 140 2 _ 280,00
Atta bags 247 1,20 296,40
Small tins 62 2,40 148,80
725,20
Type of Merchandise Value at which sold Adjustment
Units PriceValue — Up Down
Sugar bags 140 1,70 238,— 42,—
Atta bags 247 1,00 247, — 49,40
Small tins 62 2,00 124,— 24,80
609,— 116,20

8.03.11 For the present no standards exist for the ratios
of empties income for the various individual and groups of
commodit'es for which the income from this source is essen-
tial to the operations economy, hut in time such standards
will be worked out;in the meantime the management must
ensure that the control on empties is effective physically
as well as clerically.

8.03.12 The routine for empties immediately before and
during stock-taking-quarterly as well as the verification at
the end of the year—should be as follows: the day before
the stock-taking the branches should return all empties to
the godown, where they are sorted out and credit authori-
sation passed so that the branch liability accounts can be
credited before the balance is struck for the verification, the
items of empties left in the branches should he as few as
possible, the empties are then counted and listed on a sepa-
rate inventory sheet, the price used is the “control price”,
and on this basis the shortages are found, this means that the
shortage is charged against the salesman at price higher than
the market price.
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8.04 Stock-Taking

8.04.01 Physical verification of the stock means that all
the stock is counted, weighed and measured and all the items
are entered into a list, and the unit retail price is noted
against each item, so that the retail value of the stock can
be computed and added up. Some of the important purpos-
es of stock-taking are;

(/) To determine the actual value of the stock on hand,
so that the balance-shest and the profit and loss

account may be prepared.

(») To ascertain the shortage in terms of money or
quantity units.

(Hi) To familiarise the Manager and the sales staff with
just what is in stock so as to enable them to give
better service to the customers so far as assortment
and quality of goods are concerned and to clear
out slow sellers and damaged goods.

(/'v) To rationalise the assortment and stock in hand so
as to be in line with the demand and sales turnover.

Frequency

8.04.02 The frequency of stock taking should, in the
beginning of the stores operation, be monthly and after
some time, when the problems in handling the stock and the
reasonable amount in shortage is determined, the physical
stock verification could be done quarterly. As a rule, stock
taking should at least be done every six months in all the
shops. While tallying the stock-in-trade with the stock-
control register, if the shortage is abo\'e normal, the reasons
for the shortage have to be analysed and measures taken
to reduce it to normal. If the shortage is higher than nor-
mal, stock-taking should be done each month until normal
standards are achieved and faults detested.

Planning for Stock-Taking
8.04.03 Planning of proper stock-taking is of extreme
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importance. All the stock taking should take place after
business hours, and the shop should not remain closed for
the sake of stock-taking only.

8.04.04 In a consumer society in India, a cloth shop was
closed for one week for stock-taking resulting in the pro-
bable loss of confidence in the society on the part of the
consumer and loss of sales in favour of private traders.
After careful planning, the time for stock-taking in the
same shop was reduced to 15 hours and after additional 5
hours, the copies of the stock-taking lists were added and
stock-in-hand tallied with the register, resulting in conti-
nuity of sales without any disturbance.

8.04.05 The staff shall prepare for stock taking by:

—checking that all goods are price-marked,

—measuring goods sold by length or weight,

—counting certaia loose items such as buttons, thread, scrcws, etc.

—agoing through stored seasonal goods,

—stating tare weights on barrels, crates, etc.

—sorting out damaged and unsaleable goods,

—seeing to price adjustment of goods which are difficult to sell (slow-
sellers),

—cleaning of drawers, shelves and premises.

8.04.06 A stock-taking supervisor’s work and responsibi-
lity.
The district or general assembly elects the required

number of stock-taking supervisors—atleast one per shop/
department. The stock-taking supervisor’s duties are :

—to ensure that stock-taking is done carefully and in
accordance with existing stock-taking instructions.

—to make random control during the actual stock-
taking.

—to check the numbering and distribution of stock-
taking lists.

—to ensure that the stock-lists are signed and taken care
of in a proper way after stock-taking.
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8.04.07

In connection with the stock-taking, the following

shall bs noted:

{a)

{b)

(©

(d)

Each stock-taking team shall consist of two persons,
of whom one shall not he an employee in the shop/
department.

Stock-taking work shall be divided and allocat-
ed to stock-taking teams. Each team shall include
an employee with price and merchandise knowledge
and one elected representative employed member
with writing and stock-taking experience.

Writing of stock-lists shall be done by the person
not employed in the shop/department (the writer).

The shop employee shall “call” type of goods,
quantity and price. The writer makes an entry on
the stock-list. Information concerning goods shall
be unambiguous, so that misunderstandings and
mistakes cannot arise during later checking and
calculation.

Caller and writer check each other.

The caller shall make sure that the writer has
understood correctly by the writer repeating type of
goods, quantity and price. The writer in his turn
shall make a control judgement by attentively follow-
ing the caller’s work and with random tests checking
stated numbers and prices.

To each stock-taking team allocate one area of
shop for which they are to be responsible.

To eliminate the risk of double stock-taking or
missing some part of the stock, each team is entrust-
ed stock-taking responsibility for a Hmited area
of the shop/department. The most suitable way is
for the stock-taking supervisor, with advice from the
shop/department manager, to make such a division
and thereafter to check that the stock-taking is done
properly. Note is made on the stock-list as to in
which area listed goods are stored.
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{e) Entries in lists are made immediately.

u(/)

(9)

Entries in lists are made immediately in the
order in which the goods are placed within the rele-
vant stock-taking area. |If preparatory stock-taking
has been done on some items, by counting or measur-
ing, note of quantity or measure should be beside
the item concerned. In such cases, both the caller
and the writer should make sure that the preparatory
stock-taking is correct by making an assessment of
the quantity.

No part of the description—item, quantity, price
per piece/weight etc. and for dry goods merchandise
group, year of purchase, is to be omitted.

The full name of the item, quantity and price
be written clearly. At the time of stock-taking,
the merchandise group and year of purchase shall
also be written on the lists. All necessary informa-
tion must be filled and nothing be left out.
Where an item is priced per dozen, the quantity is
given in dozen, e.g. 15/12 doz. If the price is per
piece, write number of pieces, if per Kkilo, state quan-
tity in kilos, e.g., 0.5 kg. Always make sure that the
decimal point is in the right place. Note that the
standard stock-list has a separate column for deci-
mals.

Entries on stock-Hsts shall be made with an
indelible pencil or approved ball-point pen.

Eraser is not permissible, no missing of hnes.

Corrections are made by drawing a neat line
through the incorrect information, and signature.

Damaged or unsaleable goods are written off, or
included at a reduced price, and a note is also made
accordingly in the Stock Control Report.

The preparations for stock-taking shall include
sorting out and adjustment of price on goods which
are damaged, unsaleable or difficult to sell. Such
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Qi)

)

{1)

(k)

goods shall be entered on the stock-list at a price
not higher than it is possible to obtain for them
i.e. price which means that the goods can be sold. If
during stock-taking, it is established that in spite of
the sorting done in the preparatory work, there are
still goods which should be reduced in price, consi-
deration should be shown to this in the \aluatioa
of stock at the closing-of-accounts.

Goods which have been used in the shop/
department should naturally not be included in the
stock.

Debts payable to the shop for goods received are
written on a separate sheet.

If the shop has debts receivable which are not
entered in the books at the time of stock-taking,
these shall be written on a separate sheet in the stock-
list, which is handed over to the supervisor with,
the other lists. On this sheet shall be written the
name and address of the purchase concerned, and
the date of supplying the goods. Debts receivable
shall be entered in the books at the office and shall
under no circumstances be included in the stock.

Each completed list shall be signed by the stock-
taking team.

Each completed list is signed by the stock-tak-
ing team, which thereby verifies that item, quantity
and price are checked and correctly entered on the
list. The copies shall then be detached and the
original given to the supervisor.

Uncompleted lists are signed on the line following
the last entry.

The stock-taking team shall also verify the accu-
racy of these lists, and this is done by signing oa
the line following the last entry. Unused pages are
cancelled by crossing out.

The stock-taking supervisor’s vi'ork is done conti-
nuously during stock-taking.
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By continuous random investigations the super-
visor shall during stock-taking make certain that
commodities, quantities and prices stated on the lists
are correct.

(/) Carbon copies are detached after completed stock-
taking.

All lists dealt out are collected by the super-
visor on completion of stock-taking. The copies of
the lists used are detached from the originals.

(in) The original list is taken care of by the supervisor.

The original lists shall be taken care of by the
supervisor and handed over the person responsible
for the control calculation (Office, Board member or
auditor).

(«) The original lists must on no account be allowed tO
remain in the shop/department after completed
stock-taking.

On completion of the work, the original lists
must be taken from the shop/department by the
supervisor and must on no account be left behind.
The same rule applies when stock-taking continues
for several days.

(o) Don’t forget to list unopened cartons and goods
being delivered.

Remember also to list goods which have arrived
in the shop during stock-taking but have not been
unpacked. Goods on their way to the shop are
listed on a separate stock-list with reference to the
invoice and delivery note.

8.04.08 Cash shall be checked at the time of stock-taking.

In connection with stock-taking the shop’s/department’s
cash account shall be closed. A cash inspector (specially
appointed/elected representative) or an auditor checks the
account, receipts and cash. Even the daily change deposit
is counted.
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8.04.09 Calculation and collecting of stocklists.

The original lists shall be calculated by the society’s
auditors. Board members, or office staflf. The copies are
calculated or checked by the shop/department manager
concerned.

8.04.10 In societies where the society leader is also
responsible for the shop accounts, the original lists shall be
taken and calculated by the stock-taking supervisor or by
the society's auditors. Together with the stock-taking super-
visor or the auditors the society's leader compares the copies
calculated by himself with the original.

8.04.11 The corrections made shall be properly noted and
confirmed.

8.04.12 In societies where the society’s leader is not directly
responsible for accounting for a shop, and calculation of
lists is done in the office, the auditors shall make sure that
the calculation of the stock-lists and the, comparison has
been done in a satisfactory manner.

8.04.13 On a special summary sheet, a list is made of all
shops, stock-lists, whereby a summary of th'Swhole society’s
stock is obtained. The auditors shall check that all lists
have been correctly transferred to the summary and with
their signatures confirm that the information has been scru-
tinised and was found to be correct.

8.05 How to Reduce the Leakages!

8.05.01 Leakages take place in different ways. Leakage
starts at the point when the goods arrive in the shop on the
following occasions:

(i) Receiving the goods,
(if) Checking the invoice,
(iii) Complaints,
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Receiving the Goods
8.05.02 There are four possibilities of leakage:

(a) the goods received are not carefully checked.

(@& Some commodities may be damaged, but this is not
observed.

(c) It is observed that some commodities are damaged,
but no complaint is made.

(d) Some commodities are damaged by careless handl-
ing.

Leakage can be avoided by :

(@) An area of the store room is cleared some time be-
fore the order is delivered. All arriving packages are placed
there and must not be removed until they have been care-
fully checked against the invoice or delivery note. Thus a
commodity must not be directly placed together with com-
modities of the same kind which are already in the store
room or on display in the shop. However, this may some-
times mean extra shop work. Wage costs are saved, if the
driver carries the goods directly to pioint B, where it usually
is stored, instead of to point A, where it is first checked
and then moved by a shop assistant to B. A satisfactory
control can often be carried out at B by writing the price
or drawing a red line or some other sign on every parcel.

It is preferable to have the delivered goods checked
department by department by the shop assistant who is in
charge of the respective department.

(b) The shop assistant who is receiving the goods is
also responsible for checking that they are in good condi-
tion. For instance, a refrigerator with a dent or a box of
biscuits, which is damaged, should not be accepted—
complaints should be made immediately.

(c) and (d) Damages of goods arising when unloading
and handling them can be avoided if a sufficient number
«0f shop assistants are used. However, should anything be
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damaged in spite of this, the shop manager must be told at
once.

Checking the Invoice

8.05.03 Leakage can be caused by :

(@) The wrong goods are invoiced,

{b) The wrong price is invoiced,

(c) Goods used in the shop are not charged,
(d) Miscalculations.

Of course, it would be an advantage if all invoices
were controlled from each of the above mentioned points
of view. On the other hand, this would take a lot of time.
Therefore, one had better concentrate the checking upon the
larger amounts. If these and the total amount of the in-
voice are in order, a few minor amounts are checked at.

Complaints

8.05.04 AIl complaints should be made immediately..
Specially, if one wants to complain about perishables, such
as fruit and vegetables, this should be done at once, so the
supplier can come and see the consignment, if he wants.
Complaints about goods delivered by a cooperative ware-
house, should be written on a note and posted by return
of mail. A copy of it should be kept in the shop. For
goods delivered by outside firms, contact should be esta-
blished with the buyer.

Storing

8.05.05 The problems between the reception and the sell-
ing of the goods are discussed below. They are divided,
into eight sub-headings :

. Price marking,
Price ciianges,
Storing the goods,
. Refilling the goods,
Display of goods.

R W e
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6. Returning goods,
7. Empties,
8. Pilferage.

Trice Marking

8.05.06 Wrong prices can be marked, if the shop assistant
mdoes not remember the right price and is only guessing.
It may also be that the price is not clearly marked and read
as something else.

8.05.07 The following steps in this connection are neces-
sary.

A. AIll items in the shop should be price-marked.
Exceptions: common commodities, such as milk, beer, etc.
For these, special price list is kept at every check-out.

B. Price marking should be done on the sales area, not
in the store room.

C. The price marked on the parcel when it was received
should be used. If no price is marked, the price book
should be consulted. If a difference is stated between the
prices on the price list and on the goods already on display
or on goods just received, the correct price must be found
out (by asking the shop-manager, the buyer, or the shop-
inspector). Then, all prices are checked so only one price
is applied for the same item in the shop. (Exception ;
price reductions on damaged goods.)

D. Commodities on consignment are marked in a differ-
ent colour, e.g. by red labels.

E. |If there is no special space reserved for the price,
the commodity is marked according to the “post stamp
rule”, i.e. in the right upper corner.

From time to time, the shop-manager and his first assis-
tant should check the prices and see if they are properly
marked. Specially new commodities and commodities
subject to frequent price changes should be controlled.
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Price Changes

8.05.08 Price changes which are noted in the price book
but not on the goods and price changes which are not even
marked in the price book are common reasons for losses.

It is advisable that one shop assistant should be respon-
sible for the marking of all price changes. Some societies
follow the practice that all goods, the prices of which have
been changed, should be counted immediately and the
inventory should be written in a special book, so the differ-
ence can be credited or debited.

Storing

8.05.09 If too much of an article is ordered, the risk
for losses is increased. This is not only true for perishables,
but also for all commodities. Therefore, it is important
that the calculated value of the stock is checked every
month. Even if this figure remains about the same, it may
be that there is too much of certain commodities and too
little of others. Therefore, the manager ought to have a
look at the stock room from time to time. Specially, he
should control that there are no goods hidden in a corner,
goods in the stock room must move.

The shop manager ought to tell new employees how
different items should be stored or at least check their know-
ledge in this field. From time to time, he could also remind
senior employees of it—in any case, as soon as there is a

reason for it.

The various ways of storing goods is not dealt with in
this connection as it would lead too much into detail.

Refilling

8.05.10 It is imortant that the FIFO practice is followed
(FIFO-first in first out). Therefore, newly arrived goods
should always be placed farthest back and farthest down as
w'ell in the store room as in the shop. It can be checked by
the date code that this practice is followed.
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Display”

8.05.11 Locating the goods is a complicated problem which
cannot be treated here in a detail. It ought to be discussed
on the spot and the shop inspector should be asked for ad-
vice.

However, from the point of view of leakage, it is impor-
tant that the whole shop can be easily surveyed, so pilferers
feel themselves observed. Items, which from statistics are
known for being attractive, ought to be placed in the neigh-
bourhood of service departments or check-outs, so they are
under observation. Check-outs should be placed in a way
that customers do not pass any more open displays after
having checked out.

Returns

8.05.12 Itis imortant that the goods, which have to be
returned for some reason, are sent in due time, that this is
done correctly, and that the credit transaction is checked.

8.05.13 It is suggested that returns are made once a week.
All forms are filled in the day before. The number of
invoice, the number of the item (or a description) and the
purchasing price must be marked on the return note. A
copy is kept by the shop, signed by the driver who is taking
back the goods.

8.05.14 Broken bottles, damaged cakes, etc. should be ex-
changed under the control of a shop assistant.

Empties

8.05.15 Empties can cause losses, if they are not properly
checked against the notifications when received or returned.
All empties should be returned once a week—just as other
returns. Empties should be handled just as carefully
as the merchandise. (See empties).

1. See “Sale—A Profile; An Introduction to Sales Management in
Retailing” by R. Arvidsson and S. Dandapani, ICA, 1972.
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Sales

8.05.16 There are several types of sales in the retail trade,
such as cash sales, credit sales and account sales. Usually
cash sales cause less leakage than other methods, partly
because no paper work isrequired. Fortunately, cash sales
dominate the cooperative trade though there are certain
types of cooperative credit.

8.05.17 The following questions will be discussed in this
connection :

(i) Customer complaints,

(i) Accidents caused by customers,
(iii) Consumption in the shop,

(iv) Lack of change,

(v) Errors at the check-out

(i) Customer Complaints

Commodities which are lefunded or exchanged without
being registered cause leakage. So do unjustified complaints
which are accepted.

It is suggested that all complaints should be handled
after the same principles. Therefore, they ought always to
be taken care of by the same person, the shop manager or the
first assistant (a department head in a department store).
He must check that the goods were bought in his shop.
When an article is taken back on account of a defect in
manufacture, he must make arrangements to have it returned
to the manufacturer, so the loss does not fall to the shop’s
share. If he is in doubt, whether a complaint should be
accepted or not, he may pass the question to his superior
or to the manufacturer. (However, minor questions should
be settled immediately in favour of the customer).

If a customer complains against the change received,
this should be settled iminediately, if it isa minor amount.
Ifitisalarge sum, the customer is asked to come back after

the daily cash inventory, when it can be definitely stated if
an error has occurred.
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(i) Accidents caused by customers

It is advisable to look over displays, trolleys etc. from
time to time, so customers do not pull down anything,
nor get hurt by sharp edges etc.

(iii) Consumption in the shop

Consumption in the shop should be forbidden, as the
customer often forgets to pay for it at the check-out. But, if
a child accompanying its mother eats an ice cream stick or
some other sweet in the shop, the packaging should be put
into the trolley and then be paid for at the check-out.

(iv) Lack of change

It may happen that a customer pays with a currency note
which cannot be changed in the shop due to lack of change.
In this case the customer must be given a smaller credit.
These amounts can then easily be forgotten, especially if a
note is made only on a small slip of paper, which can dis-
appear.

(v) Errors at the check-out

There are two possibilities of making mistakes at the
check-out:

{a) Registering the wrong amount;
{b) Returning a wrong amount of change.

(a) In order to reduce the number of erroneous record-
ings the following rules should be observed :

—AIl prices should be clearly marked.
—'The cashiers should be thoroughly trained.

—The number of items registered must bo the same as
the number of items bought.

—If the wrong price is registered, the “total” bar is
pushed, the slip is taken out and signed by the custom-
er. A new registration is then made. The erroneous
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slip is kept in the drawer and accounted for at the next
cash audh.

(b) Bank notes handed to the cashier by the customer
should be laid in a certain place. First after having given
the customer the change, the cashier puts the note into the
cash drawer. In this way it is avoided that a customer
asserts to have paid with a 10-Rupee note when he actually
paid with a 5—Rupee note.

The check-out assistant should always count the change
in front of the customer, starting by ig-'?sting the total
amount e.g., 8.74 and then going on : — 9.00 —m10.
— 20. — 30. — 40. —50 . —.

The shop manager ought to control the check-out opera-
tion himself from time to time.

Perishables

8.05.18 In this chapter two important perishables are given
special attention. (In the Danish report even gasoline is
treated, as this is an important item in Danish rural shops.
In the same way typical items may be added in other coun-
tries).

8.05.19 Meat and Meat Products

{a) Ordering : iNo more than the ordered quantity can be
sold. In this respect ordering goods means also defining the
sales. On the other hand, an order that is too large neces-
sarily results in leakage. The right balance between sales
and oidering can perhaps be obtained if one can refer to
earlier ordered quantities and learn from them.

If meat and meat products aie delivered daily, the order
should be prepared the day before after having considered
the stock situation.

It is recommended to order pre-packaged products—Af
this is possible rather than to cut and pack in the shop.

{b) Receiving : First, the quantities delivered should be
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checked. Also the quantity should ba controlled. Packag-
es, which are date-stamped, must not bs older than one or
two days. Make complaints immadiately if the quality -s
doubtful.

(c) Storage mlt isimportant that meat and meat products
come under refrigeration as soon as possible. A tempera-
ture of zero to 2 ccntigrades and a relative humidity of 75
to 85 per cent are recommendable. The temperature men-
tioned above (0 to +2 centigrades) should be checked
three times a day (morning, noon and afternoon), in the
cooler as well as in the refrigerated cases. However, in the
case of fresh meat a temperature of —1 to -f-I centigrades
is preferred.

Weighing and Price-marking

8.05.20 The shop manager ought to inspect the weighing
and price-marking operation at least once a day. Scales
should be properly adjusted every day. The shop manager
should also check that an up-to-date price list is used, not an
old list or a delivery note. All packages should be date-
stamped (possibly by code), so old packages can be re-
moved in time.

Display

8.05.21 The amount to be displayed should be well adjust-
ed to the sales. If the stocks are too large, many packages
must be removed and trimmed as otherwise they would
cause both leakage and costs.

8.05.22 Goods must not be stacked too high, i.e, up to
or above the edge of the display case. If customers have
brought disorder into the case, the packages must be re-
arranged. The oldest packages should be sold first.

8.05.23 Discolouration

Discolouration of fresh and processed meats may be
caused by too strong or wrong lighting, by too high tem-
perature or by unsuitable packaging material. In order to
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find out what is wrong, the shop manager should consult
the shop inspector.

Hygiene

8.05.24 If hygiene is kept on a high level it is a good insur-
ance against kinds of infections and quahty losses different.

8.05.25 Fruit and Vegetables

(a) Ordering

Many fruits and vegetables have a short shelf life.
Therefore, it is absolutely necessary to order just the quantity
one is able to sell. This is an arduous undertaking.

(/) Defining the assortment m The smaller the shop, the
more limited should the assortment be. Products with very
low sales should be discussed with the shop inspector.

(W) Appointment oj a shop assistant who is in charge of
Jruits and vegetables : This assistant is responsible for order-
ing and maintenance of stocks at the required level.

(Hi) Order book mAn order book is necessary so that
sales can be checked and orders based on statistics.

(/'v) Making up the order »No order should be given at
random. The order should be written after having consult-
ed the actual stocks and sales statistics for the corresponding

time last year.

(v) Pre-packed products : Pre-packaged products should
be ordered, if available, as these often have a longer shelf
life than unpackaged products.

(b) Receiving

In addition to the normal control of quantity, price,
etc. the quality should be checked when the goods arrive at
the shop. For products with date-stamping it ought to be
checked that they are newly packed.
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Complaints should be made at once by telephone. When
the complaint is accepted this is marked on the delivery note
or on a special paper, which is filed, so it is remembered
when the invoice is checked later on. Spot tests are taken of
pre-packaged goods as to weight and price.

(c) Storage

As soon as the quantities have bsen checked, the goods
are moved into the cooler or a refrigerated case providing
a temperature of 6 to 8 centigrades and at least 80% relative
humidity. (In old shops the goods must perhaps be stored
in the basement on pallets.)

Accounting

8.05.26 There are several opportunities when leakage can
arise in connection with book-keeping operations. These are
here divided into 12 groups.

1. Credit Sales

2. Mischarges

3. Forgotten entries

4. Home delivery

5. Empties

6. Commodities used in the shop
7. Sales between societies

8. Discounts

9. Price changes

10. Standard account plan

11. The shop manager’s account
12. Inventory

(/) Credit Sales

Normally, only cash sales occur in a cooperative shop.
However, payment on account may occur in some cases,
for instance, from institutions and people who have paid in
advance. In these cases, the customers should have pass-
books used in the following way : (here rules may vary from
country to country)
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(a) The pass-book is taken care of by the shop.

(b) Telephone orders are written directly into the pass-
book.

(c) Every order is summed up and the total is entered
into the pass-book and signed by the customei.
The receiptis handed to the customer when the goods
are paid for.

(i) Mischarges

The reason for mischarges may be indistinct price-mark-
ing or lacking control.

(iii) Forgotton entries

Goods may be handed to customers without being regis-
tered. Goods on the backyard, such as concrete or gas
tubes, may only be handed out by the personnel. If many
goods are delivered in this way or directly from the store
room, delivery notes must ba used. As a rule, customers
should not be allowed to enter the store room. It is impor-
tant that delivery notes always are kept in the same place,
so the invoicing of these goods is not forgotten,

(iv) Home delivery

If there is home delivery of any importance, it must
be satisfactorily organised. The simplest way is to use a
“driver's book" in which all order totals are marked. As
soon as the driver is back from a trip, he should account for
the money and empties received.

(v) Empties

Making the customer pay a small amount (2d/10 oreTO
pf) for empties means a lot of paper work, as all containeis
must first be debited and then credited to the customer.
On the other hand, the shop should not cover losses caused
by customers who forget to return the empties or break
them. Many shop managers are of the opinion that tha
costs for charging and crediting are much greater than the
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losses when nothing is charged for empties. Generally
speaking, this is probably more true in the country than in
the towns. If nothing is charged for empties a poster
could be put up from time to time with the follow-
ing wording? “We have run out of empties. Please, re-
turn your empties to the shop.” Further, the drivers should
be told to ask for empties when delivering goods to the
households. An inventory should be made from time to
time, so the shop manager knows the size of the leakage.

(vi) Comiiwdities used in the shop

If, for instance, washing powder used for cleaning the
shop is not debited, a corresponding leakage will be observ-
ed later on. Therefore, the shop manager ought to have a
special book, in which consumption of this kind is marked.
In order to avoid too much book-keeping, one should put
aside a stock of detergent, bulbs, fluorescent tubes, etc., for
use in the shop.

(vii) Sales between societies

If one shop helps another with a commodity it has run
out of stock, this must be debited and credited. This
should be done in a special book as loose papers have an
ability to disappear. Settlements are made once a month.

(viii) Discounts

If goods are sold in large quantities, a discount is nor-
mally given. The shop must be credited with such discounts.
Therefore, the customer should sign a paper stating the dis-
count received. This paper is then sent to the accounts
department.

(ix) Price changes
See 8.05.08

(x) Standard account plan

If all costs are accounted for in the same way, it is possi-
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ble to compare the costs of different shops. Therefore, the
cooperative central organisations should standardise a num-
ber of accounts in their respective countries. This account
plan should be used by all retail societies, so national statis-
tics can be produced allowing each society to find out, if it
is operating with high or normal or low costs.

As an invoice can be debited to a wrong account, cons-
ciously or unconsciously, it is important that the figures are
checked by an auditor. As a rule, the central organisation
provides the auditing-service.

(xi) The shop-mamger"s account

As nobody in the shop has the authority to control the
shop-manager, it is important that this control is exercised'
by a representative for the society and the auditor. The
shop manager, should carefully specify every payment
made, especially those to himself.

(xii) Inventory

Every error, made at the inventory, means a correspond-
ing leakage. Consequently, the inventory must be made
very carefully.

A. Stock Taking

Each country has standard rules for how the stock tak-
ing should be carried out. The stock takers (and inspectors.)
should be informed of these rules before the inventory.
{see Stock Taking).

B. Assets and Liabilities

Assets and liabilities (other than stocks) must be listed the
same day the inventory is made. Therefore, invoices arriv-
ing after the inventory is finished must be carefully checked
and referred to the right period.
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The StajJ

8.05.27 Activities which may influence the le?-kage in this
connection are m

Buying

The shop manager’s private money
Representation

Sales to shop employess
Miscellaneous

Ok WD

(i) Buying

The shop manager is often allowed to do some local
buying. The shop manager should carefully note these
purchases, so he can check the receipts and avoid double
invoicing.

(i) The shop manager's private money

The shop manager must never mix h"s private money
with the cash belonging to his shop. If he is paying his
salary to himself from a day’s cash, he must really take out
the money in cash; it is not sufficient to write a notation.
If the shop manager’s private invoices are paid when the
shop manager is absent, the shop manager should refund
this money as soon as possible and in any case before the
next balancing of the cash-account.

(iii) Representation
If the shop manager is entitled to see visitors on cigars,
cigarettes, coffee, etc., such expenes should be charged on
the account for “consumption in the shop” and signed by
the shop inspector.
(iv) Sales to shop employees
Sales to shop employeas should be organised in detail.
{a) Purchases are only allowed during certain hours.

{b) Goods, which have been bought, are collected in a
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basket marked with the name of the employee. Each
basket has its place in the store room.

(c) The goods are registered by tho shop managci- or
the first assistant. The receipt is tap?d into the
pass-book, paid for in cash once a we;k or oncj a
month, and signed.

(c) The goods and the pass-book arc kept together in
the basket, so the shop manager can check that
nothing extra is put into the basket after the regis-
tration.

(v) Miscellaneous
Every new employee should be told .
—the rules for the staff’s buying in the shop,

—that when caught stealing, he/she will be given notice
to leave at once.

Piljerage

8.05.28 This is divided into two parts s
(a) Pilferage by customers
(b) Burglary

(a) Piljerage by Customers

The experience reveals that tliorc are people stealing in
all countries, irrespective of their standard of living, the
counter actions taken, etc. Consequently the first task is
to prevent pilferage and the second to catch the shop-liftors.

A. Preventing Piljerage

It is important that the customers use the trolleys or
baskets provided by the shop when collecting the goods—
not their own shopping bags, where commodities can be
hidden or forgotten. A poster saying ‘‘Please, use our
trolleys and baskets—not your own bag” should be put up
and the customers should always be asked to follow this

request.
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The shop should be easy to survey. Therefore, goods
should not be stocked too high on the shelves; posters hang-
ing from the ceiling should not prevent the free view from the
check-outs etc.

When new employees are engaged, they should be ins-
tructed how to watch the shop and what actions should be
takm against shoplifters. There should always be some
shop assistants v/orking on the sales floor, as this automati-
cally disturbs customers intending to steal. If a customer
is suspected, this should bs told to every shop assistant—
but very discreetly. This customer should be watched
when he is serving himself. When his/her goods ore
recorded at the check-out, the customer should be asked:
““Have you got anything more to pay for?” as he/she then
might understand that he/she has bsxT watchzd.

B. Catching the shop-lifter

Laws aie dififerent in different countries, so the following
procedure must be checked by a lawyer before applied:

As a rule it is not possible even for a policeman to state
that somebody has been steaUng in a self-service rhop before
he/she has passed through the check-out. A customer, who
is observed to put things into his/her pockets, might intend
to pay for it. Therefore, the suspected customer should be
carefully v/atched all the time he/she is in the shop. When
he/she has passed through the check-out without paying
for goods hidden in the pocket or elsewhere, a shop assis-
tant could say, for instance:'" ’Sorry having to bother you,
but would you, please, come with me to the shop office?”
If he/she r&fuses or runs away, it is allowed to seize him/
her. In this case the police must be called.

But, if the customer consents, the shop assistant should
go behind him to the shop office, so he can watch, that the
customer does not throw away anything. He also shall ask
the shop manager or another shop assistant to come along
as a witness.

The customer is then asked, if he has forgotten to pay
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for something. If he denies the shop manager says ; “I
am sorry, | have not the right to search you, so | have to
call the police. As a rule the shop lifter will then say ;
“Stop, Let’s talk about it. . .” If a confession is then made,
a note ofit is taken down. The shop lifter is asked if he has
stolen earlier, but no pressure is allowed, such as : '‘if you
do not tell us right now, we will call the police. .

The shop lifter has to give his/her name, address and
telephone number. If he/she is not known, these statements
must be che:;ked (wrong statements are very common in
such cases). The pilferer has then to sign the confes-
sion and should pay for what was stolen, but no more. The
statement is then sent to the head-office. If the thief does
not admit or apparently is a criminal, the police should be
called at once.

Pilfeting children are treated according to their age and
behaviour. One can call their parents and ask them to
fetch their child. Another possibility is to talk to the
child and make it understand what it has been doing.

Cases of pilferage should not be spoken about by the
staff in the shop nor should information be passed to the

press.

If a shop assistant is suspected for shop Ufting, this is
handled by the shop manager himself.

(h) If traces from burglary are observed in the shop;,
the police should be called. Nothing should be touched or
moved until the police has arrived, so no traces are destroy-

ed.



Chapter |X

BREAK-EVEN ANALYSIS

9.00

Introduction

9.01 The Break-Even System (BBS) is a philosophy as well
as a set of principles for economic analysis, planning and

control.

It is also a technique for a pragmatic approach to

productivity and profitability. The three principles of the
BES are as under :

(i)

(i)

(iii)

Scrutinising-! gives knowledge about the present
situation and also the best possibilities for develop-
ment of constructive ideas for the future.

Planning ; helps to work out changes in the proce-
dures and practices for developing the various busi-
ness policies in economic terms, and helps people
involved with concrete information concerning
targets and the best possible ways of coordinating
the society’s available resources.

Control: helps to compare the results “achieved
with the planned “targets” and to discover the mis-
takes committed in implementing the aimed policies
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and the failures in the “planning” and “scrutinizing
of the business.

9.02 The BES attempts economic analysis and computa-
tion of the results in a simple way rendering it easy to read
and understand. The BES gives some “key figures” each
of which brings out some characteristics of the business
results and the society's policies. Simple analysis and the
way of understanding these is what the management de-
mands, and the BES gives informative data through its
various statements and charts which are educative. They
help in decision makhig.

9.03 Fundamentals and Formulas of the BES

9.03.01 Variable expenditure could also be called “direct
costs” or “volume costs” because they are incurred directly
with the issue of an order and are not required if the order
is not produced, e.g. direct labour, materials and other
procurement costs, etc. The expenditure that goes vl/ith
the volume is variable expenditure.

9.03.02 Fixed expenditure could be called “capacity costs”
because they are incurred with the passage of time over a
certain period and also they represent the readiness of the
society to do business, for example, rent, depreciation,
salary etc. The expenditure, that is incurred without a direct
relationship w.'th the volume is fixe d expenditure.

9.03.03 Product Mix (Sales Mixture) mVariety and quan-
tities of products made and sold by the society during a
specific period. Pioduct mix in relation to volume is of
great importance for calculating contiibution and profit,
and to determine the optimum utilisation of resources for
adequate profitability.

9.03.04 Contribution is the amount of the difference between
the sales (income) and the variable expenditure.
Formula: SALES—VARIABLE EXPENDITURE
= CONTRIBUTION

9.03.05 Profit is the difference between revenue and costs
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and shall contribute to ovorheads and to the crcation of
surplus.

(/) Formula j (Sales—Variable Exp.)
—Contribution—Fixed Exp.=Profit.
(/) Formula : (Sales x Contribution ratio)—fixed Exp.
—Profit.

9.03.06 Contribiilioii Ralio is a measure of the rate of con-
tribution made by each sale out of which fixed expenses
must be paid fiist before there is any profit.

Formula: (/) Sales—Variable Costs x 100

Ratio

(/). Contribution Xloo--f\contnbution Ratio
Sales

9.03.06 Break-even Point can be defined as follows ?

(a) The level of sales at which profit is zero
{b) That amount of sales where contribution from the
sales amount—pay for the fixed expenses.
Formula mR i“expgiditure x
Contribution ratio

9.03.07 Margin oj Sujety is the percentage drop in sales
that can occur before a loss starts.
Formula : (/) Protk x 100 _
Contibution
(i) Sales—Break-even sales x 100
Sales
= Margin of Safety

9.04 Break-Even Statements

9.04.01 The basis for working out a break-even statement
is the classification of the expenditure in fixed and variable
costs. The sole determinant factor for deciding the fixed-
ness or variability of cost is its behaviour with volume.
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?r.OF!T IONE.
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One has to study the “cost key” and the “‘standard plan”
of account and pick out those expense accounts which are
clearly fixed over a period (machinery, depreciation, etc.)
and those which directly vary with volume (direct labour
and direct material, etc.). The remaining accounts could
then be studied in order to determine their fixedness or varia-

bility.

9.04.02 As can be seen, the Break-Eeven Statements are not
worked out according to the “methods of accounts” where
all the expenses are listed on the debit side and the income

and surplus on the credit side. The method of working
out break-even statements is a more informative one.

9.04.03 When working out break-even statement, one has
to start with the income, deduct the variable costs and the
results give the contribution. Deduct the fixed costs and the
result gives the profit or sometimes the analysed sections
contribution to the society’s overhead expenditure including

profits.

BREAK-EVEN STATEMENT

Items Amount Percentage
Sales, income, etc. 200 100

— Variable costs 160 80

= Contribution 40 20

— Fixed costs 30 15

= Net surplus 10 5
Contribution Ratio 20% —
Break-even Point 150 —

25%

Margin of safety

1. Sales-Varia_ble_Crsts_ji_100 = contribution ratio
0a;c3

20

2. Fixed fiKpenditurexlOO p 30 x
Contribution Ratio 200

3. SaLes-B.E”~Saks xIO ONMNAMAN nofSafety- (200=~2"0"25%
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9.05 Break-Even Charts

9.05.01 Break-even chart is a visual device which tells the
management what the profit structure is now and what it
could be in the future, if necessary action is taken. The
chart is thus the management’s most informative tool for
planning and control.

9.05.02 There are two lines in a break even chart—one
is the sales or the revenue line, and the other is the cost
line.  The two lines itersect at the break-even point. In
order to draw the revenue and cost lines, it is necessary to
have a scale of quantities in order to give values to these
lines. Profit and loss can be measured directly on the
chart for any level. 1Jelow the break-even point the revenue
or sales line is below the total cost line, and the position
indicates loss. Over the break-even point, the revenue
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or sales line is above the total cost line, and this position
indicates profit. Since profit or loss occur between cost and
revenue, the space between the cost and the revenue lines is
named the profit or loss zone.

9.06 Three Key Figures Showing the Management's Perform-
ance

9.06.01 Contribution ratio is a measure of the rate of contri-
bution by each sold unit out of which fixed expenses must be
paid first before there is any profit. Ifthe contribution ratio
is decreasing, it means that the relation between the society’s
income and variable expenses has grown worse. Generally,
this may depend on the following three reasons »

(a) lesser income per sold unit,
ib) increased variable costs per sold unit,

(c) changes in the product mix towards sales or produc-
tion of goods with lesser contribution ratio.

9.06.02 Break-even point shows, as mentioned before, (a)
the level of sales at which profit is zero; (b) the amount of
sales where contribution from sales is just paying the fixed

expenses.

9.06.03 A lower break-even point depending on lower
fixed costs protects the society more against losses when
sales drop. A higher break-even point depending on higher
fixed costs gives the society a higto rate of profit above the

break-even point.

9.06.04 If the break-even point is climbing, the range of
profitable sales is shrinking due to higher competitive prices,
increasing purchase cost and or cost of material, increasing
direct labour, decreasing sales, etc. It might also be due to
the fact that the fixed expenses have increased due to more
diversification of equipment, increasing costs of adminis-
tration, etc. (In many cases a rise in fixed costs is planned
in order to obtain a lower variable cost and hence a higher
contribution ratio e.g. modernisation of equipments and
thereby saving labour and material costs).
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9.06.05 To control the break-even sales, one has to control
the costs—fixed as well as variables.

9.07 Margin oj Sajety shows the percentage drop in sales
(income) which can occur before a loss starts. When the
margin of safety is negative, it shows the percentage increase
in sales (income) which is necessary to cover the fixed costs.
If the margin of safety is dropping, it means that the profit-
able part of the sales (income) has become relatively less and
that the society’s resistance capacity to avoid losses has be-
come poorer.

9.08 Managerial Tool jor Guidance and Control

'9.08.01 Changing conditions are characteristics of business
life. Any decision or action affects the profit structure in
some way. The BES gives the management a clear picture
of the changes occurring in the profit structure. By proper
planning of the input data, the management has a source
of continuous appraisal to spot out weaknesses and strong
points in any area of its profit structure. Thus, the manage-
ment is enabled to take corrective action in the present
instead of dealing with the facts and events of the past
history.

9.08.02 The use of a managerial tool can be spht up into
four parts :

(i) Scrutinising the previous activities;
07) Planning the future activities;
{Hi) Controlling the actual results and comparing the results achieved
with the worked out plans, and examining the deviations; and
(Iv) Analysing the reasons for the deviations.

9.08.03 The BES could be used as above as a managerial
tool in working out recommendations and implementing
changes and bringing the economical structure close to
what has been planned, or revise the plan to the changed
situation.

'9.08.04 Scrutinising the previous economical structure gives
a good picture of the society’s performance and also about
the various decisions taken by the management. This also
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provides good basis for future planning and decision
making.

9.09 Analysis G a Multi-purpose Society

9.09.01 The following is a scrutiny of a multi-purpose
society™ through the BBS covering two years’ economic
results.

9.09.02 The analysis indicates that the sales have increased
from 137,500 to 198,000 while the surplus has decreased
from (+) 2,500 to (—)3,500. (See Break-even statements
on Pages 158 and 159).

9.09.03 The contribution ratio has decreased from 16%

to 7.8% which means that the profitability on each sold
unit has become less due to the following :

(@) direct labour cost has increased (increased salaries,
overtime provision, incentive bonus, etc.);
(b) direct material cost has increased;

(c) increase in competition resulting in reduced prices
etc.;

{d) change in product mix (sales mixture).

9.09.04 The break-even point has climbed up from 120,000
to 247,000 which means that the society must double the
sales of the first year to cover the fixed expenses due to
decrease in the contribution ratio.

9.09.05 The Margin of Safety has decreased from 13% to
—24% which indicates that the society’s power of resistance
has grown worse, and that the sales must increase by 24%
before a profit starts. This is due to:

{a) decreasing contribution ratio;
{b) climbing break-even point.

This broad analysis indicates that the society’s economical
structure must be studied in more details.

1. Data collected from a society in the Philippines. Data sheet on page
J58 and 159.
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9.10 The sub-analysis of the Warehouses and Marketing
Departments indicates that the income has risen from 5,500
to 13,000 and the contribution to overheads has increased
from 4,000 to 2,500. {See break-even statements on pages
158 and 159).

9.10.02 The contribution ratio has incieased from 18%
to 19% due to the following m

() The costs of direct material has decreased in relation
to the income (e.g. gunny bags, sales promotion,
expenses, etc.)

(5) The direct labour costs has increased in relation to
the income (e.g. changes in the society’s sales policy).

(c) Changes in the mixture betweer vs™arehousing and
marketing.

9.10.03 The break-even point has gone down from 27,700
to 26,400 which indicates that the department must double
its income of year Il in order to be able to cover the pre-
sent fixed costs.

9.10.04 The margin of safety has improved from—400%
to—102% which indicates that the profitable part of the in-
come has increased but the income must still increase by
i02% to make it possible to cover the present fixed expenses
again due to ;

(a) improved contribution ratio;
(b) increased income.

9.11.01 The sub-analysis of the Mill Department indicates
that the income has doubled from 7,000 to 14,000 and that
the contribution to overheads has increased from—2,200
to 3,000. (See Break-even statements and break-even charts,
on pages 158 and 159).

9.11.02 Contribution ratio has increased from 40% to
57% which indicates that the relation between the society’s
incom_e and variable costs have improved with 18% due to :

(a) decreased direct labour costs in relation to income
(reoi ganisation, incentive pay, etc.)



151

{b) decreased direct material cost in relation to income
(paper bags instead of gunny bags, etc.)

(c) change in product mix.

9.11.03 The break-even point has decreased from 12,500
to 8,750 which indicates that if the department’s income
should decrease to 8,750 the fixed costs for the department
could be covered but nothing could be contributed towards
overheads and creation of surplus.

9.11.04 The margin of safety has improved from —79%
to 37.5% which indicates that the department’s power of
resistance has improved due to :

(a) increased contribution ratio;
(b) decreased bieak-even point.

9.12. The sub-analysis of the cooperative store indicates
that the sales have increased from 125,000 to 171,000 while
the contribution to overheads has decreased from 14,000
to 1,000.

9.12.02 The contribution ratio has decreased by 11.6%
from 14.5% to 2.9% which is a very bad situation, due to:

(a) increased expenses in relation to income for procure-
ment of goods;

(b) likely changes in the sale mixture.

9.12.03 The break-even point has gone up from 27,600 to
138,000 and the profitable part of the sales has been very
much lowered, due to decreased contribution ratio.

9.12.04 The margin of safety has decreased from 78% to
20% and this indicates that if the sales of the department
decrease by 20%, the fixtd costs of the department could
only be covered and nothing could be contributed to the
overheads. This is a worse position in the Consumer
Department and indicates that a still more detailed analysis
must be made, if possible. (See Break-even statements and
Break-even charts, appendix 1. P. 158)
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9.12.05 The'*detailed analysis of the Consumer Depart-
ment would show]:

(/) That the contribution ratio has changed within the
Palayi line from 19% to 1.2% depending on increas-
ed procuremfcnt costs.

(/) That the contribution ratio has changed within the
rice line and increased from 2.5% to 6% while at
the same time the sales have dropped from 33,000 to
8,000.

{in) That the sales of merchandise has increased from
2,500 to 37,000 while the contribution ratio has
remained constant at 8 %.

9.12.06 As a result of the above mentioned changes, the
Break-even point has climbed up for the merchandise line
and palay line while the Break-even Point has gone down
for the rice line.

9.12.07 The margin of safety has improved for the merchan-
dise and rice lines, while it has fallen heavily for the biggest

line which is palay.

9.12.1 This scrutinising of the multipurpose society indicates
that while the activities of the society has increased, the
economic structure has grown worse.

9.13.02 The most significant and positive development is
within the Mill Department and action should be taken to
keep up the economic trend of this part of the bus’ness.

9.13.03 Even the Warehousing and Marketing department
has slightly improved its profitability, but still this depart-
ment is running under loss and has not been able to con-
tr’bute to the overheads and to create a surplus. Action
must be taken to improve the economic structure of this
department.

9.13.04 As in the case of other departments, the Consumer
Department has also expanded its activities, but the expan-

]. “Palay” is Filipino word for “paddy”.
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sion has been very costly as the contribution to overheads
and the net surplus has decreased from 14,000 to 1,000 as a
result of increased procurement costs mainly in the palay
(paddy) line.

9.13.05 The pi'icing policy, purchasing policy and con-
sumer relation, etc. must be closely gone into and scrutinis-
ed and a determined attempt made to break the present
economic trend.

9.14 Planning the Juture activities is of great importance
as the society’s targets, policies and activities have to be
adapted to the constantly changing economic environments
in which the society is operating. The management has
therefore to take many important decisions which affect the-
society’s business over a short period and a long period as
well.  These decisiojis are the outcome of choices in between
various alternatives.

9.14.02 In order to choose the best alternative of action a
great amount of analytical and comparative studies have to
be undertaken and the results presented to the manage-
ment in such a way that they can use this information as a
guide for future decisions. The break-even system is a
very useful tool as the break-even statements and charts
give an informative and visual view of the various alter-
natives of action and what is likely to happen if one alter-
native is chosen as against the other. The break-even charts
also give information on how the planned targets are com-
pared to the break-even point and the chosen alternative’s
power of resistance.

9.15 Analysis oj reasonsfor deviations are of great impor-
tance as it helps to evaluate the management’s performance
during the period of analysis and also indicates if the worked
out plans have been too optimistic or too pessimistic. It can
also indicate some changes in the social environment in which
the soc’ety is operating.

The outcome of these analysis shall be used to work out
measures to —

(a) adjust the society’s performance during the coming
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periods and bring the achieved targets closer to the
planned targets, or

(b) adjust the worked out plans to the changed market
situations.

9.15.02 The method of making these analysis is to scrutinise
the budgetary control statements and chaits in the same
manner as have been done with the society’s economic re-
sults under the sub-heading, “scrutinising the previous acti-
vities".

Break-even point analysis is a very important tool in
controlling the society’s performance and also in securing
that the decisions taken by the management are based on
sound and reahstic analysis. The break-even point analysis
makes it possible for the management to compare the fixed
business volume with what must be readied iii order to
cover the fixed costs. It also indicates where and how
necessary changes will be effected in order to improve the
society's performance. The three “key figures”, (1) Contri-
bution Ratio, (2) Break-even Point, and (3) Margin of
S?fety, give some very important characteristics about the
profit structure and the management's performance.

9.16 For planning purposes™the break-even system could
be used for analysis and giving answers on the following
questions »

1. What additional sales must be made at the same profit to justify a price
cut?

2. How much will profits drop if these sales are not reached?

3. How must sales mixture change to compensate the drop in profits with-
out a rise in sales volume?

4. How to balance arise in prices with a drop in volume to realise more
profit?

5. What additional sales are required and/or how must product mix change
to be able to pay for operating a new Branch or a new Warehouse
plant, etc.?

6. Which is the most profitable product (department)?

7. What increase in labour productivity is required to offset a general

price cut?

1. See Chapter VII—Budgeting.
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8. How should one plan the volume and product mix to obtain the desired
return on the capital invested?

9. How do one determine the break-even capital required to support a
planned sales level?

10. Hovi'should one price the productsto maximisethe profitper equip-
ment hour, labour hour and warehouse space, etc. ?

11. At what quantity of sales product will it pay to switch over from one
method to another say counter-service to self-service or change of loca-
tion involving interest etc.?

9.17 Controlling the Actual Results and Comparing Them
With Worked Out Plans

9.17.01 How to use the break-even system as a control
device is dealt with in the Chapter on Result Calculation
and Evaluation, (p. 162)

9.17.02 The main idea isto work out Break-even statements
and Break-even charts indicating the differences in the
planned and achieved results.

9.18 These statements and charts can be prepared as follows:

BUDGETARY CONTROL STATEMENT

Items Budget data Achieved data Deviation
Amount o Amount % Amount 90
Sales 1,000 100 1,200 100  ~-200 -h20
Variable Costs
Direct labour 100 10 180 15 -f 80 4-80
Direct material 700 70 840 70  H140 + 20
Fixed Costs 100 10 100 8 — —
Overheads 50 5. 60 5 H 10 h20
Net Surplus 50 5 20 -30 —60
Contribution Ratio 20% 15%
Break-even Point 750 1,070 + 320
Margin of Safety 25% 11% -14%

9.19 Break-even Analysis is a managerial tool and pro-
vides reliable information to Management to initiate
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prompt remedial action before it becomes too late. In
the South-East Asian Region where a large number of
consumer cooperatives are located and many more are in
the process of being organised, the Break-Even Analysis
as a managerial tool is yet to make headway. Tn fact,
some of the managers do mention occasionally of their
efforts to break-even the sales without understanding the
implication of the term used.

9.19.02 Break-Even is simple to understand once the
method of calculation is understood. The basic documents
in a consumer cooperative usually provide the nesded data.
The only question is to compile and use them to the advan-
tage of the store. What is actually important is not the
terms such as Break-Even, etc., but the contribution each
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item/commodity group/department provides for meeting
the overheads and profit so necessary for growth. The level
of sale at which the contribution for overheads is fully
provided is break even, but that is the point at which the
profit is zero. Any further contribution ensures profit.
Proper appreciation of this position will create the needed
awareness to make efforts to achieve profitability.

9.19.03 Break-Even plays a vital role in the budgeting,
result calculations and also evaluation at any period. It
is closely linked with the other techniques discussed in the
book.
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Chapter X

RESULT CALCULATION
AND EVALUATION

10.01 In a complex business organisation such as the Con-
sumer Cooperative, it is of great importance for the Mana-
ger and the Managing Board to get a precise knowledge of
the economic position as often as possible and ceitainly
more than once a year. While a Result Calculation should
take place at least four times per year it] is advisable to
have it done once a month. ThefConsumer Societies in
some of the countries in the region undertake Result Calcu-
lation once a m.onth regularly and this has|paid them rich
dividends.

What is Result Calculation ?

10.02 With Result Calculation is meant, that the economic
result of a previous period say a month, a quarter, half
year or year is calculated for the society in monetary terms
and percentages.
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10.03 Why Result Calculation ?

—To follow and check the economic result and economic position for the
society/shop.

—To plan the future activities.

—To see where a step must be taken to improve the economic result ana
economic position.

—To stimulate the Manager and the staff in their work through check-
ing the calculated result against the budget or other societies/shops
for the same period and analyse the differences.

—To improve and make budget for a future period more realistic than
in the past.

—To ensure the optimum utilisation of resources to ensure higher produc-
tivity and profitability through customer service and satisfaction.

Who shall do the Result Calculation ?

10.04 It should be the responsibility of the Manager to do
the Result Calculation once a month, and place the same
before the Board for discussion in the monthly meetings.
In collaborat’on with the Board the Manager should decide
about measures to be taken to impi'ove the results in the next
period by better performance.

10.05 How to Make a Result Calculation ?

(0 Start with the turnover for the period. This is
found from the Sales: Report.

(/} Deduct the “cost of goods” sold jor the period}
This can be found from the “STOCK BOOK”.

The “cost of goods” includes the wholesale pr'ce
(the purchase price) of the goods and the costs for
the transportation of the same to the shop together
with any handling cost.

1. Cost of goods sold should be worked out from the stock book.
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(Hi) What remains is called gross surplusjvswcgm or con-
tribution and shall cover the fixed and variable
costs and the net surplus.

Gross Surplus=Trade Margin— Contribution

(iv) Deduct from the gross surplus the different fixed
costs and variable costs. These costs aie found in
the accounting books.

The different costs which shall be deducted are:
rent costs, wage costs, sitock cost & (leakage costs)
fitting costs, other running expenses and joint costs.

(v) When these various cost? have been deducted from
the gross surplus, the rest is called net surplus.

(v/) The net surplus shall give.

Allocations to the reserve fund, according to the bye-laws.
Interest on the members’ share capital.

Patronage bonus to the members.

{vii) The turnover, cost of goods, gross surplus, fixed
and variable costs and at last the net surplus, shall
be accum.ulatcd month by month, so one always can
get a hold of the economic result from the beginning
of the business year as well as from the last period.

Result Analysis

10.C6 After each period, the Result Calculation shall be
compared with the budget for the same period. The differ-
ences shall be analysed and discusssed among the staff at the
staff meetings and among the board members at the
Board Meetings. The result for the period can be com-
pared with that of other societies/shops or with a previous
period and discussed as above. A very simple analysis of
the result of three shops is given below —



10.07 Result Calculation
Shop number

Amount
1. Turnover 100,000
2. /. Cost of Goods 80,000

3. —Gross Surplus/ 20,000
Contribution

a0 oo

—

/
.
.
/
/

. Wages costs 6,000
Rent costs 3,000
Stock costs 300

. Fitting costs 700

. other running 1,000
expenses.

/. Joint costs 2,000

g. ./. Leakage costs 1,000

5. —Net surplus 6,000

10.08

Comments

05  Amount
100 110,000
80 90,000
20 20,000
6 8,000

3 5,000
0.3 300
0.7 700
1 1,500
3,000

1 1,000

6 500

%

100
82

18

7.3
4.5
0.2
0.6
1.4

2.7
0.9

0.4

3
Amount

90,000
70,000

20,000

7,000
2,000
300
700
900

1,100
1,000

7,000

165

%

100
78

22

7.7
2.2
0.4
0.8

1.2
1.1

7.6

1. The turnover varies between the thres shops and it

depends on ;

—the business area
—the sales policy
—the composition

—the sales promotion activities etc.

2—3. The variations between the thres shops in “cost
of goods” and gross surplus can depand on

—the piice level

—the composing of assortment

—the price deductions etc.

Shop number two has perhaps a higher turnover of sta-
ples than the others.
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4. (&) The variation in wage costs can depend on :

—the sales premises

—"sales per employee

—the skill of the staff

—the selling system

—the sales policy

—the work organisation

—nMhe Manager’s qualifications as personnel leader
etc.

Shop number three is perhaps a small manual service
shop with a very limited assortment of staples and a good
assortment in non-food.

{b) The variation in rent costs can depend on:

—store location
—the age of the premises etc.

Perhaps shop number two is a new shop which has not
yet reached the right sales volume.

4. (c) The value of the fittings is the same for the shops.
If one should analyse the effciency of the shop according
to the value of fittings, shop number two would be the best
one.

As one can see, the stock costs and fitting costs are the
same in amount but not in percent.

{d) Shop number two has 0.4% higher “other running
expenses” than the otheis. It can be that the staff in shop
number two, use the telephone and the lights etc., more than
the others and that they might in these cases be less careful
than their colleagues in the other shops.

{e) The leakage costs are the same inamount but different
in percent in the shops.

5. Shop number two has only 500 in net surplus and that
is not enough to cover the need foi patronage dividends,
interest on members’ share capital and making reserves,
etc.
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10.09 One could suppose that shop number two is a new
one, which has not yet reached its proper sales volume and
therefore uses a low price and a lot of sales promotion acti-
vities to reach the volume. As it is a new shop, and it has
not yet reached the sales volume, the sales area is too large
and so is also the lent costs. The wage costs are too high,
but that depends on the sales volume and also perhaps on
the work organisation.

10.09.02 If shop number two is an old shop within a busi-
ness area which is not expanding, the future of that shop
is less favourable and one can assume that it has to be closed
down.

10.09.03 The two other shops give a good net surplus.
But as one can ses, it is not only the turnover and gross
surplus which decide the net surplus, it is also the fixed and
variable costs.

10.10 From the available figures of a primary consumer
cooperative society in India (Gujarat State) result calcula-
tion and evaluation was undertaken for a period of 6 years
from 1964-65 to 1969-70. The statements are attached.

10.10.02 Though these calculations and evaluations are
made on a year to year basis, it is necessary that the societies
should undertake this exercise every month regularly for
comparison with the previous month as also the correspond-
ing month of last year. In addition, the figures should also
be compared with the figures estimated in the budget to ask
meaningful questions as. to “Why” and “How”.

10.11 See page 170.

Comments to Statistics 1964-65.

10.12 21.3% of the sale refers to controlled commodities,
which has a margin of 3.8%, a stock turnover of 94 times
and contributes 6,303 or covers 13.5% of the society’s joint
costs/overhead and net profit.

10.12.02 The sale of groceries section covers 73.8% of
total sales which has a margin of 5.9%, a stock turnover
of 23 times but contributes 40,978 or cover 88% of the
society’s joint costs/overheads and net surplus.
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10.12.03 The toilet section covers 4.9% of the sales but
contributes orly 1.7% towards the costs resulting in that
this section cannot even meet its own direct costs (staff
costs) and is thus subsidised by other sections.

10.12.04 The common costs and overheads amount to
38,590 leaving a net surplus of 8,233 or 0.7% of the sales
turnover. In addition to the net surplus from the retail
business, the society earned 22,297 as interest on fixed depo-
sits and as bonus. The contribution ratio (gross surplus)
amounted to 5.3% making the Society’s break-even sales to
982,000 (the society has to sell for that amount before being
able to fully meet the joint costs/overheads). The margin
of safety is 14 % thus the sale can decline by that percentage
before a loss occurs.

10.12.05 The stock turnover is 24 times, the net profit per
employes is 430 and the net profit per sq. ft. is 14.

10.12.06 The operation of the society for the year is satis-
factory but the following steps should be taken-:
(0 The opsration results of the Toilet Section should be improved
through;
(a) increasing the contribution ratio (gross profit), and
(b) by reducing the staff costs.

(;7) The net profit will not be sufficient to secure patronage dividend
and a proper growth of the institution.

(/1) Efforts should be made to increase the sales volume.

10.13 See page 172.

Comments to Statistics 1965-66

10.14 The sale of controlled commodities has increased by
90% while the margin has decreased by 100% from 3.8%
in 1964-1965 to 1.9% for the year. The staff costs have
decreased in percentage from 1.2% to 0.8%. The above
have resulted in that the contiibution from the contioiled
commodity section has decreased by approximately 1,100
or 1.5% of sales in spite of a sales increase of 90%. The
controlled goods sales of total sales has also increased by
11.6%.
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10.14.02 The sale of groceries has declined by approxi-
mately 80,000 and at the sam& time the margin has declined
from 5.9 % to 2.7 % or by more than 100%. Thisis a very
serious development. The grocery section has only
contributed 13,670 towards the joint costs and overheads
compared to 40,978 in 1964-1965. The stock turnover has
also decreased from 23 times to 14 times.

10.14.03 The sales of the toilet section have increased by
approximately 10% and the margin has increased from 1.7%
to 12% while the staff costs have remained constant at 2.6 %.
The stock turnover is also maintained at 7 times. The
performance of the toilet department is satisfactory and
very much improved and it is contributing 5,697 towards the

joint costs and overheads compared to a negative result of
458 previous year.

10.14.04 A new department has started during the year (the
textile department) and its sales, maigin and contribution
towaids joint costs and net surplus is very satisfactory.
It contributes 32,857 towards the joint costs and over-
heads.

10.14.05 The sale of the society for the year has increased
by approximately 300,000 mostly due to heavy increase
in the controlled commodity section and the new textile
section. However, the margin has declined by 0.3% in
spite of the very good margin in the textile section. This
decline is due to the heavy decline in the margin on the con-
trolled commodity and grocery section.

10.14.06 The joint costs have increased due to the addi-
tion of an administrative employee and payment of a rebate
amounting to 18,428 at the same time the canteen account

has increased by approximately 100%from9,210to 17,977
for the year.

10.14.07 The above has resulted ir that the society's retail
business is running in a loss by 15,541 but due to Bonus and
interest on fixed deposits amounting to 33,118, the society
is showing a profit.
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10.14.08 The stock turnover has decreased from 24 times
to 12 times only which is a very serious development. The
Break-Even-Sales have increased to 1,760,000 resulting in
that the margin of safety is minus 23% resulting in that
sales must increase by 23 % before a profit occurs. The net
profit per employee andsq. ft. selling area is negative.

10.14.09 The sales for the year have had a proper growth
and it is encouraging to note the progress of the textile sec-
tion and the toilet section while the controlled commodities
has had a less favourable growth and the development of
the groceries department has been a disappointment.

(A) Improve gross profit of controlled commodities”

(B) Increase sales in groceries and improve gross profit

(C) Decrease joint costs and particularly watch the costs of the Canteen.
(D) An Advice for making a satisfactory profit during next fiscal year.

1. The reduction in the percentage of gross profit in t-he sale of controlled
commodities compared with the previous year indicates large scale losses,
pilferages etc. which have to be investigated and action taken.
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10.15. Seepage 175.
Comments to Statistics—1966-67

10.16 The sales of the controlled commodities have been
slightly decreased while the margin has increased from 1.9%
to 2.8%. The department contributes 8,144 compared to
5,177 previous year towards the joint costs and overheads.
However, the stock turnover has decreased from 92 tim.es to
73 times. The operation of the department is satisfactory
but the sales should be increased.

10.16.02 The grocery departm.ent has increased its sales by
approximately 250,000 or approximately 25% while the
margin has declined from 2.7% to 1.7%. This results in
that the grocery section only contributes 6,632 towards the
joint costs and net surplus compared to 13,670 previous year.
The stock turnover of the grocery section has declined from
14 times to 10 times. The margin should be improved
and the stock turnover increased.

10.16.03 The toilet section has had a small increase in
sales and the margin is further improved from 12% to 15%
but the staff costs have increased by 2.6% to 3.2%. In
view of the improved margin the department is contributing
7,456 towards the joint costs and overheads compared to
5,697 in the previous year.

10.16.04 The textile section has had a tremendous growth
in sales from 133,479 to 341,803 while the margin has de-
creased from 27 % to 11.3% resulting in that the contribution
to meet the costs on net surplus is only slightly increased in
amount.® The staff costs in per cent have decreased in view
of the increase in sale. The department contributes 34,034
towards the joint costs and overheads compared to 32,857
previous year. The stock turnover is very much increased
from 3 times to 8 times. The development of the depart-
ment has been very satisfactory in spite of decreased margin.

10.16.05 The growth in sales of the society is very satis-
factory depending on the increase in sales of groceries and

1. whether this reduction in tJic percentage of gross margin of profit is
due to deliberate low pricing of goods to facc coinpetition or other losses,
pilferages has to be invcstieatcd and remedial action taken.



textiles. The margin has decreased from 5% to 4.2%
depending on the decrease in margin of groceries and tex-
tiles. This has resulted in that the contribution towards
overheads has slightly decreased.

But in view of that the overheads have decreased the
society is now showing a profit amounting to 12,719 com-
pared to a loss of 15,541 in the previous year. The opera-
tion of the year is, thus, satisfactory. The society earned an
additional amount of 8,818 as interest on fixed deposits and
bonus. The break-even-sale has reduced by 200,000 to
156,000 and the sales can now decline by 17% before a loss
starts. The net profit per employee amounts to 530 and the
net profit per sq. ft. selling area to 16.

10.16.06 The operation of the year has been satisfactory
in spite of certain less favourable developments in some
departments.

10.17 See page 178

Comments to Statistics— 1967-68

10.18 The sale of the controlled commodities has declined
by approximately 100,000 while the margin has increased
from 2.8% to 3.2%. The contribution of this section
towards the joint costs and the overheads has dechned from
8,144 to 6,104. The stock turnover has also declined from
73 times to 59 times. Efforts should be made to increase the
sales while maintaining the present margin and staff costs.

10.18.02 The grocery section has increased by approxi-
mately 25% to 1,260,012. Also the margin has increased
from 1.7% to 2.2% while the staff casts have increased by
approximately 5,000. The department has improved its
operation and is now contributing 11,777 towards the joint
costs and overheads compared to 6,632 previous year. The
stock turnovei is also very much improved from 10 times to
30 times. The operation of the department is very satis-
factory.

10.18.03 The toilet section has increased its sales but reduc-
ed its margin and is slightly less profitable compared to pre-
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vious y&ar. The sales, the margin and the stock turnover
should be improved.

10.18.04 The sale of the textile department continues to
increase while the margin continues to decline. During the
year it has declined from 11.3% to 8.8% resulting in that
the contribution towards the joint costs/overheads and net
surplus has declined from 34,034 to 27,657. The stock turn-
over has also dechned from 8 to 5times. Efforts should be
made to improve the margin and stock turnover.

10.18.05 The sales of the society have had a satisfactory
growth, while the margin has continued to decline from
4.2% in the previous year to 3.9%. In view of this the
contribution towards joint costs/overheads and net surplus
have decreased by approximately 4,000. The joint costs
have declined (rent, electricity, etc.), and the net profit
has; improved from 12,719 to 14,267. However, this
improvement is not in relation to the increase in sales.
The stock turnover has increased from 12 times to 15 times.
The Break-Even-Sales have increased to 1,700,000 and
the margin of safety maintained at 17 %, resulting in that the
sales can decline by that percentage before a loss starts.

10.18.06 The net profit per employes has improved from
530 to 600 while the net profit per sq. ft. has declined mostly
due to increase in sq. ft. selling area (more than doubled).

10.18.07 The operation of the store has been satisfactory
in spite of a decline in margin.

10.19 See page 180.

Comments to Statistics—1968-69

10.20 The sale of controlled commodities has continued to
decHne by approximately 33,000 while the staff costs have
increased. This has resulted in that the department con-
tributed only 4,527 towards the joint costs and overheads
compared to 6,104, previous year. Also the stock turnover
has further dechned from 59 times to 40 times. The
sales are to be increased and the stock turnover improved.

10.20.02 The grocery section has had a satisfactory growth
of sales approximately 20%, while the margin has decreased



180

-COrA
1r4 ﬁ\lC/C\)I’

Sl=)

>5; S? S”55:
m r<i'

(N =

R0

Uo

REe

)

ow
inm

§e

°S

o Qe°

osF

Ol\

g&

» o ©
e er

o



181

from 2.2% to 1.3% resulting in that the contribution
towards the joint costs/overheads and net profit has declined
to 4,287 compared to 11,777 in the previous year. The
stock turnover has also further declined from 30 times to
18 times. The margin and stock turnover are to be im-
proved.

10.20.03 The toilet section has had a favourable growth in
sales (approximately 12,000 or 18%) while the margin has
continued to decline from 13.5% to 10%. This has resulted
in that the contribution towards joint costs/overheads and
net profit have also declined by approximately 1,700. The
stock turnover has however slightly improved. The sales,
margin and stock turnover are to be further improved.

10.20.04 The sale of the textile section has increased by
approximately 7%. Also the margin has developed favour-
ably from 8.8 % to 12.5%. Thus the sections contribution
towards the overheads has increased from 27,657 to 44,018.
The section has had a very satisfactory development during
the year.

10.20.05 The society has had a proper growth in sales
(11.5%) while the margin has still slightly decreased from
3.9% to 3.8%. The contribution towards the joint costs-
overheads has also increased by approximately 6,000. How-
ever, the joint costs have increased by approximately
9,500 making the net profit of retail operation to 10,881
compared to 14,267 in the previous year.

10.20.06 The Break-Even Sales have increased to 2,000,000
while the Margin of Safety slightly decreased to 15%. The
net profit per employee has declined to 415 compared to 600
in the previous year. The net profit per sg. ft. selling are?,
has increased from 9 to 12 due to that the selling area has
decreased by approximately 50%. The joint costs should be
watched and reduced and the margin improved.

10.21 See page 182

Comments to Statistics—\969-1Q

10.22. The sale of controlled commodities has incresed
by 100,000 and the margin from 3.2% to 3.9%. Thus, the
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operation or'the section is very much improved and it now
contributes 10,630 towards the joint costs and net-surplus
compared to 4,527 in the previous year. The stock turn-
over has filso increased from 40 to 70 times. The opera-
tion of the department during the year is satisfactory.

10.22.02 The grocery sale has increased by 11.5% and the
margin from 1.3% to 3.9%. The section now contributes
51,058 conapared to 4,287 for the previous year towards
the joint costs and net surplus. The stock turnover is also
improved. The operation of the section is satisfactory.

10.22.03 The sale of the toilet section has increased by
6% while t)»e margin has very much declined from 10.0%
to 3.3%. The section is now only contibuting 608 towards
the joint costs and net surplus compared to 5,903 in the
previous year. The stock turnover has however improved
from 5to 9 times. The sales and the margin should be fur-
ther incrcasnd.

10.22.04 Ttse sale of the society has had a proper growth
(11.5% the margin has also increased to 5.2% and the
downward trend is broken. The favourable development
has resulted in a contribution towards overheads and net
surplus amonnting to 103,843 (3.9% of sales) compared
to 58,735 (2 5% of saies) in the previous year. However,
the joint coses have increased haavily to 96,676 due to giving
rebate rasi Iting in that the net profit for the year amounts
only to 7,167 compared to 10,881 in the previous year.
The stock tuTnover has slightly improved during the year.
The Break-Even sale has increased to 2,525,000 due to the
increase in fixed costs (joint costs) and the margin of safety
is now only 5% resulting in that the sales can only decrease
by 5% before a loss staits.

10.22.05 Tvie net profit per employee has also declined
to 255 compared to 415 in the previous year due to decline
of net surplus and an increase of employees by 2. The net
profit per sq. ft. selling area has also declined due to dec-
line in net profit.

10.22.06 Trhe growth of the society during the year has
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been satisfactory in spite of increase in joint costs. This
increase refers however to rebate, whicli is indicative of pro-
fitability.

10.23 From the result calculation and evaluation indicated
for 6 years, it is obvious, that the society has functioned
largely on trial and error basis. If the society had under-
taken the lesult ca,lculstion and evaluation regularly every
month not only they would have detected the shortcoming
promptly at the end of each month but also would havt
initiated some action which would have avo'ded the ups and
down noticed in the performance and profitability.

10.24 Result calculation and evaluation are not under-
taken systematicallj' by the consumer cooperatives in the
region. These are managerial tools and are capable of
thiowing useful light on the shoitcomings in the perform-
ance. Further, they can help the management to stock-
pile know-how drawn fiom the establishment on time to
time basis for compatison w'th similar figures from other
societies in the area leading to increased productivity and
profitability.



Chapter XI

KEY FIGURES

11.01 In a fast moving complex business organisation
such as retailing, the management have to review the per-
form,ance every month (if not every week or fortnight) with
the help of a few key figures. The compiling of the key
figures should be p routine rigidly followed at the end of
each period. The figures so compiled should be checked by
rhe internal auditor to ensure arithmetical accuracy. The
key figures should be reviewed by the staff at various levels
—pertaining to their area of opeiation while for the store
as p whole the Manager should undertake the review.
The key figures and the results of the review should be plac-
ed before the Managing Board with suggestions foi correc-
tive actions.

11.02 There arc several key figures to be compiled in a re-
tail unit. But some of the most important key figures and
how they are arrived at are as follows ;

;lza) Sale per Member = S?EJ}%%%EE}E

, Sale turnover
(6) Sale per Employee = of employes
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Sale Turnover

(cj Sate per s:/. metre =
Sq, metre space

Sale Turnover

{d) Stock Turnover =
Average stock value

(e) Break-Even Sale = FjrernrshJW .
(separately for each Contribution ratio (Gross surplus in

commodity group)

i) Margin o.iSajety = Sale—Break—SI’Evlen Sales x 100
(separately for each ales
commodity group)
Net profit
ig) NetProfit Per Employee — No ff employees

. . N Net profit
ih) Net Profit per sq. metre No. of sqg.

e n " Sale Turnover
(i) Assets—Turnover Ratio = = -eemememeeeee-

11.03 Items covered by {b) to (/) above are to be worked
out for commodity groups/departments separately as well
as for the society as a whole. Similarly for a society which
has branches, these figures should be worked out for each
branch separately as well as for the society as a whole.

11.04 The preparation of key figures will call for the
documentation of basic data promptly before the end of each
day and will by itself be a check on up-to-date maintenance

of accounts.

11.04.02 Key figures help in locatiiTg the short-comings and
trends in business and help the managcm<3nt to take prompt
remedial actions before it becomes too late.

11.05 In Japan many societies are compiling the key figures
and reviewing them regularly every month. A copy of
the statement indicating the key figures by a society in
Japan appears on pages 188 to 191.

1. Itis both easy and appropriate to determine the stock value on t)>e basis
of sale price for purpose of working the key figures. If it is vi'orked out on
cost value it may give an inflated ratio. In any case the basis should be clearly

stated.
2. For explanations see Chapter IX—Break Even Analysis P. 141.
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11.06 When key figures are compiled and stored, they
serve a useful purpose for comparisons not only with the
previous month or the corresponding month of the previous
year but also facilitates comparisons for a number of years.
This is a time comparison known as Temporal Compari-
son.

11.07 The key figures compiled for different group of items
(branches) help to measure the performance of each of
them which is known as Inter-unit comparison. The figures
of the Japanese Consumer Cooperative Society on page
188 to 191 fall under this category.

11.08 When the key figures of several societies or even
private retailers in the area are compared, it is known as
Inter-firm, com.parison. Usually in advanced countries figures
for inter-firm comparisons aie compiled in a Retail Institute
located in the area and are published regularly for compari-
son by the retailers both private and cooperative.

11.09 In Japan the Retail Institute compiles figures for
all self-service organisation, integrate them and make avail-
able the national averages/norms which the individual re-
tailer including the cooperatives compare with their own per-
formance. These comparisons motivate the retailers to
better their performances resulting in higher national effi-
ciency and greater national profitability leading to greater
prosperity.

11.10 The consumer cooperatives in the Region have been
collecting some figures but there has been no systematic
compilation of key figures for review by Manager as also
the Managing Board every month.® This is basic to the
successful functioning of a cooperative society.

1. 5ee Proforma F and G “The Role ofaNominated Director in a Consu-
mer Cooperative Society” by S. Dandapani, Ministry of Railways, India-
1970.



188

FINANCIAL STATEMENT ANALYSIS (KEY FIGURES)

AS ON 31st MARCH,

1970

(Figures compiled by one Consumer Cooperative Society in Japan)

N ote : Money value shown in 1,000 yens unless otherwise indicated.

Particulars

1. No. of membership

10.

11.

12.
13.

14.

. Share Capital, Stand-

ing
. Total Capital, Stand-

ing

Owned Capital

(Share Capital+
Fund retained)

. Borrowed Capital

(Loans and Coop-
Bonds)

. Share Capital per

Member

. No. of Employees on

31-3-70 (Part-timers
Excluded)

. Owned Capital to

Total Capital (4/3 x
100%)

. Borrowed Capital to

Total Capital

(5/3 x100%)

Total Sales (Sales by
Prod. Department
Excluded)

Gross Surplus in
Sales Activities

Operating Expenses
(14+15)

Wages and Salaries
including compensa-
tionjfor full-time
Directors

Yen 359=US S 1.00

March
1969

160,087

3,391,569

8,858,134

4,228,352

4,629,782

21,185

2,684

47.7

52.3

23,869,804

4,161,432

3,512,673

2,112,924

March
1970

193,566

4,017,855

12,594,665

5,082,249

7,512,416

20,757

2,934

31,435,457

5,564,194

4,623,288

2,858,457

Increase
over 1969

33,479

626,286

3,736,531

853,897

2,882,634

428

250

7.3

7.3

7,565,653

1,402,762

1,110,615

745,533

Increase
in %

120.91

118.46

142.18

120.19

162.26.

97.98

109.31

131.69-

133.71

131.62

135.28



15.
16.

17.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

Particulars

Other Expenses
Operating Surplus
(11 minus 13)
Operating surplus in
sales activities, in-
cluding external re-
venue & external ex-
penditures

. Operating  Surplus

(Production Deptt.)
Reserve for Income
Tax

Gross surplus (in-
cluding that of the
production dept.)
(Monthly surpluses
totalled and divided
by 12)

Total Surplus to
Total Capital

(20/3 x 100%)
Owned Capital Sur-
plus Ratio

(20/4 x 100%)

Share Capital Sur-
plus Ratio

(20/2 x 100%)
Surplus Ratio, Selling
Activities
(18/10x100%)
Expenses to Sale
(13x10x100% )
Personnel Expenses
to sale (14 x 10) x
10070

Other Expenses to
Saie(i5/i0OxI00";0)
Operating Expenses
to Sale (13 plus Ex-
ternal Expenditure,
divided by Sales)

March
1969

1,399,748

648,758

654,414

34,775

160,000

427,863

483

10.12

12.61

17.43

14.71

5.86

15.29

March
1970

1,764,831

940,906

866,825

59,676

300,000

487,218

435

10.24

12.89

17.70

14.71

15.39

Increase
over 1969

365,083

292,147

212.411

24,901

140,000

59,355

0.48

0.12

0.28

0.27

189

Increase

in %

126.08

145.02

132.46

117.61

187.50

113.87
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Harch March Increase  Increase
Particulars 1969 1970 over 1969 in%

29. Operating  Surplus
to Sale
(17/10x100%) 2.74 2.76 0.02

30. Net Surplus to Sales
(17 plus 18, divided
by 10) 1.79 1.55 0.24

31. Working Capital to
Sales (Sales divided
by average total capi-
tal tlirough the year) 3.06 ,2.81 0.25

32. Sales to current
assets (Sales divided
by the total of Notes
recoiveable, Account
receiveable, instal-
ment account receive-
able, Reserve for
Bad Debts and
Loans to other Co-
operatives) 16.36 17.14 0.78

33. Total Purchase to
Current  Liabilities
(Total purchases di-
vided by total of
Notes payable &
Account payable on
purchase) 7.97 S. 99 1.02

34. inventory turn-over
(sales divided by

Inventory,—stock on
hand) 2.20 2.05 0.15

35. Cross ratio (34 x 24) 38.35 36.28 2.07

36. Current Ratio (Cur-

rent assets divided by

current  Liabilities) 116.32 84.72 31.60
37. Acid Test (Quick

assets—Cash, Bank

deposits. Notes re-

ceiveables. Account

receiveable, Instal-



Particulars

38.

39.

40.

41.

42.

43.

Nons : Sr. Nos. 1to 9

ment account receivc-
able, Reserve for
bad debts, sales ac-
count rccciveable, and
loans to other coops,
divided by Current
Liabilities)

Fixed Asset Ratio
(Fixed assets divid-
ed by owned capital)
Liabilities to Owned
Capital

Sales per Member,
per Month (Yen)
Sales per Employee
per Month (Yon)

Gross Surplus per
Employee per Month
(Yen)

Net Surplus per Em-

ployee per Month
(Yen)

,» 10 to 30
36 to 39

March
1970

88.72

116.39

109.49

13.557

701.269

122,258

11,548

March
1970

57.22

163.02

147.82

14,510

845,459

149,651

13,104

Increase

over 1969

31.50

46.63

38.33

953

144,190

27,393

1,556

show tlic present slate of orranisalion

position;

show profitability, 31 to 35 activencss;

stability and 40 to 43 efficiency.

191

Increase
in';;,

107.03

120.56

122.40

113.47

arc! capital



Chapter XlII

INTER-FIRM COMPARISON

12.01 Inter-firm comparison is a managerial tool to mea-
sure the efficiency of performance of fast moving complex
business enterprises. Such a comparison enables the
management to understand:

(a) the year lo year growth,

(b) the 1evel of efficiency,

(c) the productivity and profitability of the resources, and
(ci) the ability to stand competition in a given market.

12.02 Inter-firm comparison helps the management to
understand the rate or productivity end growth by different
com”petititors in the field. The management—~"through such
comparisons—"s able to locate problems and initiate reme-
dial action bei™ore it bacom.cs too late.

12.03 When the performance of different units involved
in the same enterprise is com.pared it assumes the position
of inter-unit comparison. When t]is performance of the
sam.s unit is compared with the previous performances, it is
known as temporal comparison. When such a comparison



Sales Gross Profit Personnel Expenditire Other Expenditure
Supermarket T e e ——— —_— —————— e — —— T e -
1968 1969 Increase 1968 of 1969 9. of Increase 1968 1969 9%, of Increase 1968 %% of 1953 o, of Increase
amount 9] sales sales amount ¢ sales amount 9% sales sales amount %
Group ‘B’ 1 355.387 385,351 29.964  108.4 49297 13,9 52393 13,6 3,096 106.3 15,810 17,521 4.5 1711 110.8 8771 2.3 8,154 2.1 —67 992
2 403,850 581,910 178,060 1441 59531 14.7 92,664  15.9 33,133 155.7 25,149 31,320 5.4 6171 124.5 16,193 4.0 16.591 2.8 398 102.5
3 355984 308.642 52,658 120.6 37810 14.8 41735 133 3,925 104.1 14,533 5. 14,545 4.7 —79  99.5 7,145 2.8 6,272 20 —882  87.7
4 331,818 346,917 15,099 104.5 50554 15.2 48,002 13.8 2,552 949 17,449 5. 16.813 4.8 S636 96.3 9,436 2.8 8,722 2.5 —714 924
5 411,167 383445 27752 93.2 64,634 15.7 56,514 14.7 —8,120  87.4 22317 5. 20,968 5.5 —1.331 94,0 11,589 2.8 10.267 2.7 -1,322 88.6
6 116.522 305,225 188,702 261.9 17,492 15.0 47,871 15.7 30379 2737 6.531 17.036 5.6 10,505 260.% 4.484 3.8 8,998 2.9 4,514 200.7
7 265,351 323,557 58,206 121.9 43,390 16.3 50,329 15,9 7939 118.3 16,455 17,691 55 1,236 107.5 8,393 3.2 7,600 2.3 —795  90.5
8 380,210 403,357 23,147 106.1 68,710 18.1 69.374  17.2 664 101.10 23,791 24.754 6.1 963 104.0 11,663 3.1 12.783 3.2 L8  109.6
9 284,373 340,478 56,105 119.7 49,521 17.4 56,947  16.7 7,426 115.0 16.834 5.9 19.727 5.8 2,893 117.2 7,778 2.7 9,484 2.8 1,706 121.9
10 199,453 235,978 36,525 118.3 31,053 i5.6 36,807 15.6 5745 118.5 11,741 5.9 13,533 5.7 1,797 115.3 6,141 31 6,755 2.9 614  110.0
ToralGroup B' 3.004,115 3614530 610715 103 471992 157 s93.636 153 81644 117.3 170610 5.7 {o3g0 54 23030 136 91056 3.0 95626 2.6 4570 1050
Torar Super MKL. 12790205 17,018,097 5127980 1i0 1 2017506 157 2830086 158 842580 1o 633430 4.9 w780 49 204380 1338 376003 19 amaw o 97246 125.8
Totat Home T e ST ' T
Delivery Service 23,662,452 31220785 7.558.333 13,9 4012333 149 5.386.575 17.2 1,374,242 134.2 1,376,675 5.8 1,793.911 5.7 417,236 130.3 667,241 2.8 876,686 2.8 209,445  131.4
Barber Shop 10,427 12,741 2314 1122 1,915 184 2,300 18.0 385 12001 1852 17.8 1,707 13.4 -~ 145 922 70 0.7 30 0.2 -40 435
" Beauty Saloon 9,107 10,381 1,274 114.0 8442 9.7 9,526  91.8 1084 1128 6175 67.% 6,785 65.3 610 1099 578 6.3 696 6.7 18 1204
,(S;IJ fom T I - . ’ I
entral
Ware Housc 187,812 191,544 3732 1020 59,545 31.7 43,462 22,7 16,083  73.0 831,243 - 1,100,838 269,595 132.4 878,887 - 1,202,421 - 323,534 136.8
Retail Units Osaka 207,346 214,666 7320 1035 o900 539 55288 257 _ideta w0 meoro L9330 - w060 879535 03047 - amen
“Grand Total Sociely 23.869.798 31435451 7565653 1317 4082235 101 5441863 173 1359608 1333 2215045 93 2903241 92 687096 1310 546776 6.5 2079833 6.6 53357 134.5




INTER FIRM COMPARISON SUPER MARKET OPERATION (Cosntd.)

()pcru[ilm Profit 7 ; Over ltlﬁ‘zid - - Total Expenses 7 - Net O;;cm(ﬁi[)'x;SL\.L‘li)liLilﬂs ( l;éﬁ:)
Mt oS of 6, of Increase 1968 pof 1969 pof  dnerease 1968 tyof 1969 %0f - lncrease Ces hof 1969 thof  inerase
sitles sales amount 9, ‘sales sales amount - sales sales amount i sales sales amount %
”(?rgmr]rw A T T e T - e e - i e
l 6ENTS 7T 70,813 8.4 V000 1145 56,557 7.1 54,531 6.5 2.206 6.4 117,652 14.8 118,131 14.0 479 100.4 5.257 0.6 16,283 1.9 11,026 309.7
2 30,538 6.4 [16.989 10.0 86,451 3831 37,238 7.8 102,425 8.7 65,187 275.0 80,834 17.0 181,085 15.4 100,251 224.0 6,700 - 4.4 14,564 1.3 21,264 417.4
3 H8.542 9.2 146.001 9.7 27519 1232 86,414 6.7 79,292 5.3 7,122 9.7 166,137 12.9 157,685 10.5 3.452 v4.9 32,128 2.5 66,769 4.4 34,641 207.8
4 82789 8.2 89.726 8.6 6,937 1084 68,699 6.8 63,741 6.1 -4,958 92.8 132,212 13.1 128,617 12.2 -3,595 97.3 14,090 1.3 25,985 2.5 61,895 {84.4
5 - 46,558 7.1 46,538 - - — 67.417 10.3 67,417 - — — 123,144 18.9 123,144 -— — --20,859 -3.2 220,859 -
6 v9,722 9.4 119,945 10.2 20,223 120.3 73,018 6.9 68,012 5.8 -5.006 93.1 148,460 14.0 149,284 12.7 824 100.5 26,704 2.5 51,933 4.4 25,239 1945
7 55.864 5.9 76,268 9.8 20,404 136.5 44,825 7.1 57,537 7.4 {2,712 128.3 93,536 14.9 111,497 14.3 17.961 t19.2 11,039 1.8 18,731 2.4 7,692 19.7
8 - - 48,392 7.6 48,392 - - e 57,310 9.0 57,310 - — - 107,226 16.8 107,226 - e — --8,918 -1.4 - 8,918 -
9 - - 12,825 5.0 12,825 : - — 36,589 14.1 36,589 - - - — 62,156 23.9 62,156 = — - -—23,764 9.1 23,764 -
10 45,347 6.4 84,715 8.4 39,368 186.8 55,180 7.7 76,826 7.6 21,646 139.2 117,719 16.5 154,523 15.3 36,804 131.3 9,833 1.3 7,889 0.3 17,722 280.2
11 - - 57,284 7.9 57,285 - — - 64,075 8.9 64,075 -— — — 120,415 16.38 120,415 e — — -6,791 1.0 6,791 -
12 107,668 3.0 140,004 8.5 32,930 130.8 26,145 7.2 110,393 6.7 14,2483  114.8 197,894 14.8 233,307 141 35413 1179 10,923 0.8 29.611 1.8 18,688 271.1
13 37,468 8.2 40,6064 8.0 3,196 108.5 33,138 7.2 34,466 6.7 1,328 104.0 72,655 15.7 77,416 13.0 4,761 106.5 4,330 1.0 6,198 1.3 1863, 143.2
14 H.870 6.6 62,900 7.8 18,030 140.2 57,567 8.4 69,379 8.6 1,812 120.5 122,259 17.8 139,591 17.3 17,332 114.2 --12.697  —1.8 6,479 0.8 6,218 149.0
15 72,559 9.1 856,917 9.6 14,358 119.8 60.211 7.5 62,980 7.0 2769 104.6 124,116 15.4 129,126 4.3 3010 104.0 12,348 1.6 23,937 2.6 11,589 193.8
]6‘ 40.976 7.6 54,605 8.6 13,629 133.3 38,706 7.2 39,344 6.1 638  101.6 82,181 15.3 82,897 12.9 716 100.9 2,270 0.4 15,261 2.5 12,991 (923
e T e e I - e U -
Group A PSST B2 1254667 8.8 4STU0 1573 T07.698 7.2 L0317 73 336619 147.6 1455655 148 2,076,100 145 620,445 142.6 89,859 1.0 200,350 1.5 120491 5441




Operat ion Profit Overead Total Expe “ses Net Operati~n

Supper e —_— - —_— e — — - —
Mra’?kel 1968 o/ of 1969 9 of Increase 1968 % of 1969 9% of increase 1968 9 of 1959 v of Increase 19¢8 % of 1969 9 TOf incr ase
sales sales amount o, sales sales amount % sales sales amount o sales sales amount %
Group B P
1 2526 7.2 26,718 1.0 1,452 105.7 23,128 6.5 17817 4.6 —5311 44.0 47,159 13.2 43492 112 —3,667 922 2,138 0.7 8901 2.4 6,763 416.3
> 18,189 4.5 44,753 1.7 26,564 243.0 30,759 7.6 51,142 8.8 20,353 166.1 72,131 17.8 9,053 (7.0 26,922 137.3 -12,600  —3.1 —6,38%9  —1.1 6,211 149.3
3 16,123 6.3 21,009 6.8 4,886 130.3 18,211 7.1 15,655 5.1 —2,556  86.0 39,898 15.6 36,381 11.8 3517 91,2 2088~ 0.8 5,354 1.7 7,442 436.4
4 23,669 7.2 22,467 £.5 1,202 949 23,173 7.0 19,308 5.6 —3,85  83.3 50,058  15.9 44,483 [0« SSS205 0 Sue 496 0.0 3,159 n o 2,663 636.9
5 30,728 7.5 25,261 6.5 —5467  82.2 28,597 6.9 22,055 5.7 —6,542  77.1 62,503 1s.1 53,308 1i9 —9.095 833 2,131 2.6 3706 08 1975 1544
6 6,077 5.6 21,837 12 15,360  33.7 8,436 7.2 24,630 8.1 16,194 2925 19,451  16.6 50.664 146 3,213 2605 21959 1.6 -22,793 0.9 —834  57.4
7 18,540 6.9 26,038 8.1 7,498 140.4 19,788 7.4 18,984 5.9 —804 959 44,638  16.8 44,275 13.7 363 992 1,248 0.5 7,054 2.2 8,302 765.2
N 33,254 8.8 31,837 79 —1,417 95.7 27,584 7.2 27,659 6.8 75 100.0 63,040 16.5 65,196 16.1 2,156 103.4 5,670 1.6 4,178 1.1 -1,492 73.7
9 24,909 8.8 27,736 8.1 2,827 111.3 20,913 7.3 21,865 6.4 T952 104.5 45,525  15.9 50,076 140 5550 112.2 3.996 1.3 5.871 1.7 1,875 146.9
10 13,171 6.6 16,514 7.0 3,343 125.4 15,505 7.8 15,603 6.6 98 100.6 33,387 16.8 35,806 132 2,509 107.5 22334 1.2 911 0.4 3,245 239.0
éub-Togl 210326 7.0 264170 13 53,844 1256 216214 7.2 234718 6.5 18,594 108.6 477790  15.9 S8 s 46391 1007 5798 0o 29452 0.8 35250 708.0
roup
Total - T T T T T e
Super
Market 1,007,883 8.0 1,518,837 8.3 510,954  150.7 923,822 7.2 1,279,035 7.1 355,213 138.4 ,933,445 15.0 2,600,284  114.4 666,839  134.5 84,061 0.8 239,802 1.4 155,741 285.3
Total T T T T e T T T
(Homce
Service,
delivery) 1,968,417 8.3 2,715,978 8.7 747,561 137.9 1,713,756 7.2 2,305,255 7.4 591,499 134.4 3,757,672 15.8 4,975,852 15.9 1,218,180 132.4 254,661 1.1 410,723 1.3 156,062 161.3
————— ~ L R —
Barber
Shop —7 —0.1 563 4.4 570 — — — — — — —_ 1,922 18.5 1,737 13.6 -—185 90.4 -7 0.1 563 4. 590 —
.—.—*~*—~-—~A——\M‘.—m - — L ———— T L e —— - - e et
Beauty
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is made between different societies, it is known as Inter-
Firm Comparison.

12.04 In the matter of temporal comparisons, the manage-
ment is able to understand the performance on year-to-year
or even period-to-period basis.

12.05 While compiling data for a temporal comparison, if
information is collected groupwise, commodity-wise or
product-wise, the comparison becomes far more msaningfuU
and lends itself to locating the problem m.ore specifically
than for all commodities together. This is, hov/ever, diffi-

cult to achieve.

12.06 Temporal comparison enables the management to
arrive at a decision either to expand the business in a parti-
cular commodity/product wherein the inputs (resources)
can be applied to achieve the desired profitability and where
a particular product can be eliminated to avoid losses.

12.07 In many of the advanced countries, the compilation
of data in regard to retailing for developing the needed
norms to serve for the purpose of both temporal and inter-
firm comparisons is undertaken by retailing institutes. The
institutes make s;ure that the identification of the firm from
where data is obtained is not revealed to those to whom the
processed data in terms of norms is furnished.

12.08 Apart from stimulating competitive individualism
characteristic of a democratic set-up, the temporal and inter-
firm comparisons carry the necessary ingredients to stimulate
efficiency in the country as a whole for achieving much better
targets in perfoi'mance with resultant advantages accruing to

the community.

12.09 The societies in Japan are compiling data for
temporal and inter unit comparison for watching their per-
formance. These results are also compared with the sales
budget figures, the failures, and achievements carefully
analysed with a view to learning lessons and taking correc-

1. To achieve this, the initial documentation should be planned in such
a manner ttet desired data becomes available automatically.
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tive steps. The causes for variations are also discussed in
staff meetings for motivating them for greater efforts.

12.10 At the national level, the Cooperative Movement in
Japan has been undertaking iner-firm comparisons on a
selective basis for developing norms and comparing stan-
dards of performances. On the same lines, the self-service
organisation is also compiling inter-firm comparison of per-
formance not only for year-to-year or period-to-period
comparison but also unit-to-unit with that of the targets laid
down in the sales budgets. These studies are published in
their magazines developing the efficiency norms at the
national level which the cooperatives also follow.

12.11 In the Region, inter-firm comparison is relatively
little known among the retail trade as a whole, and specially
among the consumer cooperatives. In the absence of a
Retail Research Institute, it will be necessary for the apex
organisations to undertake the responsibility of conipihng
inter-firm comparisons and making the norms/averages
known to the participating societies for comparison and
improvement on month-to-month, and year-to-year basis.
Inter-firm comparison is a managerial tool and should be
applied as a means to improving productivity and profit-
abihty of consumer cooperative societies in the Region.

12.12 A statement indicating the inter unit comparisons
for different supermarkets by a cooperative society in Japan
is attached.



Chapter XIII

EFFICIENCY AUDIT

13.01 Documentation of all transactions is a basic require-
ment for the smooth functioning of any complex retail
business. This assumes added significance to a consumer
cooperative store whose ownership rests with a large number
of members. Further, the basic records contribute to the
compilation of data for drawing up the needed profit/loss
statement as also the balance sheet. These functions fall
under “Accounts” and are usually the responsibility of the
society’s Accounts department.

13.02 Audit—on the other hand—is an examination of
accounts by an authorised person or persons.® Before
certifying a balance sheet as respresenting correctly and
truly the financial position of the concern, the auditor has
to satisfy about the system of documentation, the in-built
mechanism to detect omissions and commissions the extent
of rehability he can place on arithmetical accuracies, etc.
Audit is expected to express an independent opinion about the

1. Meaning as given by Cliambers Twentieth Century Dictionary original
Edition, 1952, p. 67.
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soundness of the financial position ofthe cooperative on
which the members—Who are the owners and who have
subscribed the needed capital draw satisfaction.

13.03 In most developing countries the audit is the respon-
sibility of the State so far as the consumer cooperatives
are concerned. The Auditors belong to the State coopera-
tives department—do not have any specialised training nor
are they paid adequately. They stick to checking a few
basic records, certify the balance sheets with a few objec-
tions. Since the audit reports are not properly followed up,
the managements assign little attention and go about in
tbeir own. way.

13.04 Audit plays an important role in the development of
consumer cooperatives in a developed organisation. Some
of the duties of the district and local auditors in such a situa-
tion are to »

(a) make a legal audit and submit a report thereon;

{b) see that the decisions of the Board are not contrary
to the law or the statutes of the society, and that the
society’s assets are not booked at more than their
real value ;

(c) recommend or reject acquitting the Board of liability
for the past year’s management.

13.04.02 It is the duty of the local auditors {i.e., the auditors
elected by tht local socicty’s mcm.bers from among them-
selves) to =

{a) ensure that all income and expenditure is entered in
the cash-book daily;

(h) ascertain that the statements in the cash-book
are correct and supported by the necessary vouchers;

(c) check the cash in hand at least once a month and
make sure that it agrees with the balance shown in
the cash-book;

(d) generally see that good order prevails in the routine
management of the property of the society.
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13.04.03 In a few of the large societies a special accoun-
tant is appointed who receives his instructions from the
auditors.

13.04.04 It is the duty of the district auditors to :

(a) see that the accounts of the society are kept in a
legal, systematic and clear manner;

(b) examine the management of the society from a pro-
fessional and cooperative view-point, and during his
visits to inform the Board of the society of hi? find-
ings.

13.04.05 District auditors must visit each society at least
twice yearly. One of these visits should coincide with the
time for closing the accounts, and the other should take
place during the following half year. One visit shall be paid
without warning. In addition to the two official visits the
auditor must also visit the society whenever circumstances
so demand. It is his duty to see that the books of the
society are kept in a legal, systematic and clear manner,
and if the society has several different sales departments,
that their individual results are also clearly set out. He
must also ensure that the internal control of cash in hand,
stocks and other assets is satisfactory.

13.04.06 Duiing the final audit the District Auditor must be
convinced that the local auditors have properly fulfilled
their duties in examining the accounts and also make sure
that :

(i) the Habilities for the foregoing year are correctly
booked;

(ify no habilities have been cairied forward to the
accounts of the current year;

(Hi) depreciation ha? been made according to rule;
(V) the assets included in the society’s balance-sheet are
not over-valued;

(v) all insurances are adequate.

13.04.07 It is also his duty to ascertain that securities are
in safe-keeping.
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ALLOCATION OF MARKS.
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13.04.08 During his official visit the auditor will devote his
attention principally to examining the society’s stocks, sales
conditions, stock and cash control, and the general manage-
ment of the business. He must also visit the various shops
of the society in order to gain an impression of the condi-
tions prevailing there and become acquainted with the staff
of the society and the problems which may arise at the differ-
ent shops.

13.04.09 The auditor musit also go through the accounts
for a given period together with the local auditors, in order
to convince himself that they are well acquainted with their
work, and to instruct them where necessary.

13.05 Efficiency audit is one in which the auditor should be
able to point out the defects in the non-utilisation of resources
—liquid assets, current assets, fixed assets, manpower etc.,
quantijying the business loss and profitability. The Audit
should be able to make use of the data made available to
them from different units, work out the efficiency norms and
pin-point the defects and suggest remedial measures. With
the availability of vast mass of data and annual accounts of
different shops in the region, the auditor is eminently in a
position to compile temporal comparisons.

13.05.02 Inter-firm comparisons and inter unit compari-
sons are for competitive efficiency all leading to greater pro-
ductivity and profitabiHty.

13.05.03 The auditor has the opportunity to see the store
atwork from a short as well as a long range point of view and
is, therefore, in a position to suggest schemes of amalgama-
tior; for improving economic viability etc. Similarly the audi-
tor is in a position to suggest mctiern accounting method-
centralised accounting, or other innovations v.hich would
help management to proceed at a faster rate.

13.05.04 The auditor can suggest pooling of finances
through a common bank for a common purpose adding
considerable resources for the store that needs it.

13.05.05 The auditor can locate weak spots and suggest
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remedial measures for consideration of the Management.

13.06 All these fu actions of the audit are often lost sight of
largely due to want of knowledge in retaihng, adequate
status including monetary incentive and a desire to play a
vital role for growth and prosperity on the part of the audi-
tors. Further, audit being a Government’s responsibility,
takes place somewhat leisurely after the close of the year
by which time often it becomes too late to take any remedial
measures.

13.07 If the audit is not merely to be a postmortem exer-
cise on the activity, Audit has a role to play as an important
managerial tool. For this internal auditors should be used
not only for checking up the coirectness of the entries, cla”si-
fication and postings but also for working out norms and
averages in a daily, weekly, monthly, quarterly, half yearly
and yearly review and for taking timely and adequate action
to minimise the damage and maximise profitability.

13.08 An efficiency axidit can only come into being when
established audit criteria gains acceptance from Manage-
ment. The present audit classifications such as A, B, and
C in most developing countries aie far too genera! to be of
any use. Further, they are not determined by any measure
of objectivity.

13.08.02 Certain indicators by which the efficient and
successful working of the consumer cooperatieves can be
evaluated in a scientific and systematic way which in turn
will m.ake the audit classification more objective iii charac-
ter, wre worktd out by a study groups and they arc given
below :

Details of Heads Marks
(A) Democratic Management
(a) Democralic management . 10
(b) Service rendered 10
(c) General ] 10 30
1. The study group, appointed by Vaikunth Mehta National Institute

of Cooperative Management, Poona, submitted its report on 7.11.1968
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(B) Capital Structure and Operational Liquidity 15 15

(C) Operational Structure
(a) Operational Structure 40
(b) Profitability 15 55

100

13.08.03 For purposes of clarity, study team worked out
details for sub-heads as well as under:

(A) Democratic Management 30 marks
1. Participation :

(@) Increase in membership (10 to 15%) 2 maiks

{b) Member participation 1 mark

{c) Convening of regular Board meeting at least
once a month or as provided in the bye-laws
and convening of general body meeting once a

year 3 marks
{d) Periodical verification of stocks 4 marks
Total 10 marks

2. Services Rendered :

{a) Pre-packing 1 mark
{b) Price marking 1 .,
(c) Self-service system 2 marks
(rf) Salesmanship 2 .,
(e) Looking into complaints 1 mark
(/) Payment of rebate 1 .,
{g) Home delivery 1,
(/;) Other services 1,

Total 10 marks

3. General :

(@) Up-to-date maintenance of records and
Accounts 1 mark

{b) Internal check in operation 2 marks
(c) Rectification of audit defects 2 -
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(d) Adoption of business practices like
job charts, etc.
(e) Adoption of budgeting system

Total 10 marks

(B) Capital Structure :
1. Increase in share capital and percentage of owned

funds to working capital 10 marks
2. Liquidity—current assets to current liabilities 5,,
Total 15 marks
(C) Operational Structure 55 marks
1. Increase in sales :
Controlled commodities 2 marks
Non-controlled commodities
(a) Textiles 4 marks
(6) Other household goods 4
Total 10 marks

2. Turn-over and other business efficiency ratios :

(a) Sales to stock (Stock rotation) 10 marks
(b) Sales per square foot per year 3,
(c) Sales per employee per year 3
id) Sales to establishment 3 .
Sales to shortages 5
o) Sales to debtors 2,
is) Unsaleable/damaged/slow moving stock to
total stock 4
Total 30 marks
3. Profit Ratio ;
Percentage of Sales Percentage of
Working Capital
(@) Gross Profit 5 marks
(b) Net Profit 0

Total 15 marks
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13.08.04 The criteria arc laid down in such a manner that
they will stimulate working efficiency and through perform-
ance ensure consumer protection and customer satisfaction.

13.09 The Audit—as carried out at present—is generally
not satisfactory largely due to lack of business experience
on the part of the auditors. The solution to this problem
lies in the ability of the societies to engage the services of
qualified and competent auditors such as Chartered Accoun-
tants to go into the question of efficiency audit. But, this
may not be possible for a large number of societies in view
of theii small size in the region. It will be more appropriate
for the apex organisations to take over this question, deve-
lop the necessaty audit department with a view to toning up
the system with—"advantages accruing to the Movement as
a whole. This will also help the backward integration and
stimulate considerable expansion in business.



Chapter XIV

ACCOUNTABILITY

14.01 In many of the developing countiies whore the con-
sumer cooperatives are being organised rapidly, the pro-
blems of man-management have special significance. Since
these coopetatives are largely sponsored and promoted by
Government agencies, the employees have an expectation
to fall ia line with the government servants not only for
purpose of wages, allowances, holidays, working hours
etc., but also in ihe matter of accountability. Unlike the
Government organisation, a fast moving retail complex
can only function successfully if authority and responsibility
are closely related with minimum external rules to govern
this process. An awareness in regard to the accountability
must start even before the recruitment is thought over and
continued at all stages of relationship with the employees in
clear terms.

14.02 While a time-wage may smack the Government wage
policy, a business complex should provide adequate safe-
guard and the needed incentive to match the wage with the
productivity. Overlapping labour regulations and adminis-
trative culture characteristic of Government employment
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have a tendency to permeate into these voluntary organisa-
tions which resemble in some way a semi-government insti-
tution in the developing countries. It will be difficult to
achieve a measure of progress in the matter of letailing unless
this aspect is taken up seriously and wages and other condi-
tions are provided in such a manner that they are condu-
cive to a growth.

14.03 The organisational structure/job description, duties
and responsibilities of a few categories of staff normally
engaged in a consumer cooperative are indicated in the
statements on pags 206 and207. They should be considered
tentcLiive and suitably modified to meet the needs of local
situations.

1. See Chapters XXIV & XXV “Sale—A Profile : An Introduction to
Sales Management in Retailing” by R. Arvidsson& S. Dandapani, ICA 1972.
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JOB DESCRIPTION

BRANCH MANAGER

Place in the Organisational Structure

Placed direct under the Sales Manager.

Responsibility—Authority

He is responsible for the entire activities of the Branch
and also for achieving the targets in the approved budget.

He is authorised to take decision” in matters concerning
the day-to-day running of the Store which makes it possible
for him to achieve the targets.

He will observe and function within the framework decid-
ed by the Management and observe all laws, rules and direc-
tions issued by public authority in respect of retail distribu-
tion of goods.

Duties

Personnel Policy Within the framework of the person-
nel policy laid down by the manage-
ment, adopt such practices which ins-
pire team spirit and good results.
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Supervise and instruct the staff in
their work according to their dutie?.
He will be responsible to allot the
work to the personnel according to
the work load and worked out pro-
grammes. Supervise that the staff
treatment to the customers is in a
polite way.

He is responsible for the induction
of employe&s.

Evaluate the working of staff under
him and recommend their increments,
confirmation etc.

In collaboration with the Section
Managers, work out plans for the
staff working hours.

Keep record of employees in his
score.

He is responsible to see that staff
achieve the right theoretical as well
as practical training as their job
demands. Assist the he:id office to
plan and organise its staff training
programme.

Recommend recruitment, transfer,
promotion and termination of em-
ployees.

Arrange weekly meetings with the
Section Managers and other officers
and at these meetings discufs matters
concerning management of the store.
He is responsible to see that regular
staff meetings are held by the Section
Managers.

Supervise that instrucJions, rules and
regulations are observed by all em-
ployees.

He is responsible to see that the staff
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Stock-taking

Budgeting

Budget
Evaluation

Ordering

Buying

Assortment

Leakage

Pricing

Sales Planning

when making their own purchases are
following the procedures laid down.
He is responsible for organisation
and coordination of stock-taking.
Work out budgets according to ins-
truction? from Head Office in collabo-
ration with the Section Managers.
Informing the stafif concerned about
the results achieved, deviation from
the budget and discuss these with the
Section Managers.

Supervise that the ordering of goods
takes place according to worked out
routines and al?o0 assess the quantity
of goods issued to various sections.
Supervise that goods are bought
from sources approved by the
management.

In collaboration with the Head Office
decide about the suitable assortment
for the Branch.

Ensure that the Branch is working
within the framework regarding
assortment, stock value, turnover of
stock and that the assortment is kepj
up-to-date and that the goods are
kept in proper storage to avoid shop
soiling.

Ensure that leakage in the Branch
is not above the limits allowed in the
approved budget.

Decide in matters concerning pricing
and supervise that the price fixed is
in accordance with the Head Office
intention.

Collect the basic information for the
preparation of Sales Promotion Plan,
from the Section Managers and in
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collaboration with the Sales Promo-
tion Manager work out a Sales Pro-
motion Plan for the Branch.

He is responsible to see that the plan-
ned activities are implemented in his
branch in collaboration with the
employees of the Sales Promotion
Department.

Supervise the result of previous acti®
vities.

Planning of the space needed for
various departments of various sea-
sons and also changes in the location
of departments, commodity group
etc. and also the utilisation of equip-
ment, furniture and fixtures.

Supervise that the internal control
system is functioning (stock-control,
cash control, staff purchases).

Supervise the stores’ operational area
and the development within the area
(competitors, customers etc.).

Supervise the competitors way of
marketing their stores and goods.

In collaboration with the Head
Office get in touch with Press, other
organisations, elected members, muni-
cipal authorities etc., and inform them
about the activities of the Store.

Keep in touch with customer com-
plaints.

He will be authorised to approve pay-
ments upto Rs. 50/- at a time for gene-
ral expenses subject to a maximum of
Rs. 500/- a month. A statement
giving details of such accounts will be
submitted to the Sales Manager.



JOB DESCRIPTION

SECTION MANAGER

Place in the Organisational Structure

Placed direct under the Manager of the Branch and is
bound to follow his directions. He is also bound to follow
the directions of the Assistant Manager in matters within
the fields of which he is in charge.

The Section Manager is authorised to direct the staff
placed under him in the organisational structure.

Responsibility— Authority

Section Manager is responsible for the “Duties” men-
tioned in this statement and he is also responsible to see that
the approved budgets arc followed.

He is generally to work within the general direction
of the Branch Manager.

Duties

Personnel Distribute, instruct and supervise the
Management employees in their work and check



Budgeting

Evaluating of
Budgets

Assoitment

Storing
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that the dulvis of the Sales Assistant
are done according to the worked out
job description and work organisa-
tion.

Stimulate them to good performance
and a good team-spiiit.

Sapervise that the staff treat the cus-
tomers in a polite way and also see
that they try to do their very best for
the customers.

To discuss; and make recommenda-
tions to the Branch Manager con-
cerning necessary changes in the staff
composition and the duties of the
staff.

Work out budgets for the department,
according to the routines decided by
the Head Office, in collaboration
with the Branch Manager.

After the meeting in which the
budgeted results have been compared
to the result achieved and the devia-
tions have been discussed, the Section
Manager is bound to act and take
measures strictly according to what
have bssn discussed and decided at
the meeting.

He is bound to supervise the assort-
ment and give recommendations to
the Branch Manager concerning
changes.

Ho is responsible to see that the
stock-in-trade are up-to-date a,nd
that the worked out procedures are
followed concerning stock value,
speed of stock ctc.
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Buying/Ordering

Arrival Control

Pricing

Sales Management

Goods Display

Older the goods as per worked out
routines and worked out time sche-
dules.

Supervise that the goods are bought
from sources approved by the Head
Office.

Supervise that the arrival control is
working according to the worked
out routines (price, quantity and qua-

lity).
Follow the prices decided by the Head
Office and Branch Manager.

He shall work out and collect the
basic information for the preparation
of sales plan and hand it over to the
Branch Manager.

He shall participate in the decision
of the total “Planning of Sales and
Public Relations Activities” for the
Branch.

He is responsible to see that the
planned activities are implemented
on his section in collaboration with
the Branch Manager and the em-
ployees of the Sales Promotion
Department. He is also responsible
to see that the Sales Assistants are
taking active part in the Sales Pro-
motion activities of the department.

Instruct the staff in goods- display
and how to keep the dust away.

Make recommendations to the Mana-
ger concerning changes in location of
goods and utilisation of the space
and also necessary changes in furni-
ture, fixtures and other equipment.
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Supervise that the staif when making
their own purchases are following the
worked out piocedure.

In collaboration with the Branch
Manager work out budget concerning
staff and labour costs and within this
framework adjust the need of staff
according to the work loads.

Grant casual leave and short leave
to the staff, give his assessment of the
staff working under him.

Work out a detailed work—organisa-
tion for the section and discuss this
with the Branch Manager. The
approved work organisation for the
section shall be put at the “Notice
Board” and consist of (/) Written
work-organisation, (ii) Time schedule,
(in) Drawing of the department show-
ing the areas of responsibility.

Work out plans and statements for
the staff’s working hours, working
days and holiday. The approval of
these has to be taken from the Branch
Manager.

Arrange weekly staff meetings and
provide information concerning sales,
costs, results, assortment, new com-
modities, sales plans, sales promotion
plans and how to implement these
plans in the section, work out various
targets, in collaboration with the
staff, staff rules and regulations etc.
Supervise that the staff are following
the various instructions and the staff
rules and regulations.

Organise and check the stock taking
of the department.
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Leakage

Claim for
Compensation

Cleaning

Responsible to see that the staff
are following worked out insitructions
concerning shop lifters. Ensure that
the leakage is kept to the minimum
and in no case excecds the limit fixed
by the management. He will also be
responsiblr for the stocks.

Responsible for the furniture, fixtui -
cs and equipment used in the depart-
ment and that they are taken care of
well.

The claim for compensation from
customers or exchange of goods shall
be handled by the Section Manager.
It should be handled properly. This
is to remember that the store’s good-
will can very easily be spoiled if these
things are not handled with care.

He is responsible to see that the cam-
paign goods and other commodities
included in the sales pla.e are avail-
able in the department at the right
time and in right quantities.

To scrutinise the sales peifoimance
duiing the sales planned period and
work out statements for the sales of
various campaign goods, aew articles
etc. Work out written comments for
the sales performance and to grade the
activities and kind of goods as poor,
fair or good. This “evaluation of
sales performance” shall be handed
over to che Branch Manager who will
work out 3 total ’evaluation of sales
performance” for the whole store.

He is responsible to see that the clean-
ing of the department is done in a
proper way.



JOB DESCRIPTION

SECTION MANAGER (BRANCH STORE)

Place in the Organisational Structure

Placed direct under the Branch Manager and is bound to
follow his directions.

The Section Manager Branch, Store, is authorised to
direct staff placed under him in the organisational
structure.

Responsibilities—Authorities

He is responsible for the duties stated under “Duties”
in this statement. He is also authorised to take decisions
in matters concerning the stated duties.

He is bound to work within the framewoik and regula-
tions decided by the Branch Manager.

Duties

Personnel Distribute, instruct and supervise the
Management employees under him in their work



218

Budgeting

Arrival Control

Price Marking

Delivery of Goods
from Store to
Salesman

Arranging of Goods
in the Store Room

and check that tha duties are perfom-
ed according to worked out job-des-
criptions and work oigaaisation.

W ork out budgets for staff and labour
costs in collaboration with the
Branch Manager and within this
framework adjust the need for per-
sonnfl.

Responsible for checking the bulk
goods received against the purchase
orders/challans.

Responsible for quantity control,
quality control and control of the
cost pricfc and checking of the goods
against invoices or delivery notes.

Registering of invoices and marking
the notes with retail price.

Responsible for tht. price marking of
the goods according to worked out
routines and the decided retail price.
Also to see that the price is marked at
a special place and also date of
delivery.

Collect the orders from the Section
Managers according to worked out
time schedule.

Collecting the goods in the store and
transport it to their place at the
sales department.

Responsible to see that the Section
Manager is informed about the goods
delivered.

Responsible to sea that the goods in
the store room art kept in good
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Returning/
Compensation

Empties

Stationery

Time of Delivery
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order and that dirt ?nd dust aie kept
away by the staff of the store. The
goods in the store room should be
located after a worked out plan based
on (/) internal transportation, ({ii)
Commodity groups, and {Hi) the loca-
tion of goods in the sales depart-
ment.

Ensu'c that the leakage is kept to the
minimum and in no case exceeds the
limit fixed by the management. He
will also be responsible for the
stocks.

Responsible for the furniture, fixtures
and other equipment ust,d in the store
and that they are taken well care of.

Responsible for returning of goods
and cla'ming of compenstion accord-
ing to worked out procedures and
agreements.

Responsibilities to sea that the emp-
ties are taken care of according to
worked out instruction? and that
theyjare pioperly stored and return-
ed/sold.

Requisition of stationery such as
paper bags, paper roles etc., and stor-
ing of such common material for the
Branch.

Responsible to see that goods order-
ed fiom Head Office or other supp-
liers are delivered at right time and
at right place. Special attention
must be paid to the goods included in
the “Plan for sales and Sales Promo-
tion activities”.
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Personnel
Management

Staff Information

Stock-taking

Control

Sales Planning

Cleaning

Work out plans and statements for
the staff working hours, working days
and holidays. The approval of these
has to be made by the Branch
Manager.

Grant casual leave oi short leave to
the staff under him.

Arrange weekly staff meetings and
give information concerning sales,
costs, results, sales planning, rules
and regulations, and how to im-
prove the functioning of the store
etc.

Organise and check the stock-taking
of the department.

Responsible to sec that the 5taiT are
following worked out instructions,
rules and regulations.

Ensure and be responsible for any
shortages or pilferage in the store.

Participating in the decision of the
“Sales and Public Relations Activi-
ties” and have to collaborate with
the Section Managers and Branch
Manager in matters concerning pro-
curement of goods.

He is responsible to set that the clean-
ing of the store is done in a proper
way.



JOB DESCRIPTION

SALES ASSISTANT/SALES MAN

Place in the Organisational Structure

Placed dircct under the Section Manager and is bound
to follow his directions.

Responsihililies—Authorities

He/she is responsible in doing the duties stated under
“Duties” in this statement.

Hs/she is bound to work within the framework and
regulations decided by the Manager of the Store.

Duties

Selling Selling of goods and contact with the
customers and if needed his/her
selling shall be enlarged to neighbour-
ing sections/departments.



Ordering

Arrival Control

Storing

Display of Goods

Care of Goods

Order the goods at the fixed time,
prepare and send the indent through
the Section Manager who shall check
the quantities indented.

Check quality, quantity, price mark-
ing and registering of the goods
according to the delivery note.

Inform the Section Manager about
the need to take measures for clear-
ing some kind of goods.

Filling up the goods in the shelve? and
racks and check at the ssme time that
the goods are price marked and are
in good order.

Before filling up the goods, the sales-
man shall clean the shelves and racks
and always keen the dust away. The
goods shall be displayed and the
“finish” of the racks and shelves shall
bo done according to the instructions
from the Section Manager in colla-
boration with the Sales Promotion
Manager and the staff employed at
the Sales Promotion Department.
Each day before the ?tor& is opened
the Sales Assistant shall check the
display of goods in the shelves and
racks from dust. At the same time
the quality and price marking of the
goods shall be checked.

The Sales Assistant isresponsible to
keep the area for which he/she is
responsible, according to the ““Draw-
ing” in good order and keep the dirt
and dust away.

If goods are damaged they should at

once be removed from the sales area
and re-packed by the salesman. If even
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Claim for
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the quality is not fair the goods
should be returned or credited and
thrown away or “Clearing, Sold”.
Decision of the three last alternative?
has to be taken by the Section
Manager as per procedure to be laid
down by the management.

The Sales Assistant shall check every
day the price marking of the goods as
well as the price placards noted at the
shelves etc. Price placards shall be
ordered and worked out by the Saks
Piomotion Department according to
worked out routines.

The Salesman shall on directions
from the Section Manager work out
statement foi price changes and also
adjust and change the prices on the
goods as well as the price placards
on the shelves etc. The Section
Manager has to sign the price changes
statement and after that these state-
ments have to be countersigned by
the Branch Manager.

Claim for compensation or exchange
shall always be handled by the Sec-
tion Manager and therefore the Sale.'-
man shall always keep the customer
in touch with the Section Manager in
these matters. This contact must be
arranged in a polite way because the
store’s goodwill can veiy easily be
spoiled.

The salesman shall try to prevent
shop-lifting and report any shortages
to the Section Manager immediately.
If shop-Hfting is discovered these
things shall be handled according to
procedures laid down.



JOB DESCRIPTION

SALES PROMOTION MANAGER

Place in the Organisational Structure

Placed direct under the Sales Manager and is bound to
take directions from him.

The Sales Promotion Manager is authorised to direct the
staff placed under him in the organisational structure.

Responsibilities— Authorities

The Sales Promotion Manager is responsible for the
duties stated under “Duties” of this statement. He is also
authorised to decide in the matters concerned.

He is bound to work within the framework and regula-
tins decided by the Sales Manager.

Duties
Personnel Distribute the work, instruct and
Management stimulate the staff and also supervise

that they are doing their duties



Budgeting

Evaluation of
Budget

Sales Planning &
Public Relations
Planning

Implementation
of Sales and PR
Plan.
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according to worked out job descrip-
tions, work-organisatiou, time sche-
dule and area responsibility.

Work out budgets conccrning staff
and labour costs and within this
framework adjust the need of person-
nel.

Work out budgets for costs of adver-
ri'ing and costs for other Sales pro-
motion activities.

Take me?.sures to adjust the results
according to what have bean decid-
ed and discussed at the meeting for
“Budget Evaluation".

In collaboration with the Sales Mana-
ger and Branch Managers, work out
monthly and half-yearly “‘plans for
sales and public relations activities”.
These plans should be approved by
the Sales Manager.

Responsible to see that the approved
plans are implemented in collabora-
tion with the Branch Manager and
that the following work are done
by the Sales Promotion Department.

Dc:coration of windows and other
places in the departments suitable for
display.

Arranging of demonstrations.

Arranging of other exhibitions.

Displaying of the campaign goods,
new articles and all other goods in-
cluded in the sales plan in such ways
that it gives a high sales total.
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Produce and distribute leaflets among
the customers.

Prepare drafts and layout for adver-
tisement and advertise in the news-
papers. “Adveitising price-posters”
etc.

Producing of other price placards
(for the shelves and racks etc.).

Responsible for the furniture and fix-
tures and other equipment used for
S.P. activities and also the utilisation
of them among the departments.

Decorate the store and various de-
partments with advertisement poster!-
etc. according to the sales promotion
plan.

Preparing of tapes and manuscript
for the loudspeaker customers radio.

The “Planning of sales and S.P. acti-
vities” shall also include a drawing
over the store. On this drawing th-e
places for advertising posters and
other S.P. activities as well as the
places where to place the campaign
goods etc. should be marked. The
S.P.M. has to S03 that the activities
are well spread over the stoie and
coordinated between the various de-
partments.

Responsible foi the whole “Finish”
of Chestoie.

Evaluating the total sales performance
for the period and report it to the
Sales Manager. After that, the per-
formance should be discussed at the
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monthly sales meeting and measures
taken.

Participating in employment of em-
ployees.

Give permission for noc more than
one free day.

Work out a detailed work organisa-
tion for the department and discus?
this with the Sales Manager. The
approved work organisation for the
department shall be noted at the
“Notice Board” consisting of (1)
Written work organisation, (2) Time
schedule, (3) Drawing ovei the stores
showing areas of responsibility.

Work out plans and statements for
the staff working hours, working days
and holidays. The approval of these
has to bo done by the- Sales Mana-

ger.

Arrange weekly staff meetings and
give information concerning sales,
costs and othei sales performance
and outcomes of realised sales and
P.R. plans. Also how to improve
S.P. activities etc.

Supervise that the staff is following
the worked out instructions and rules
and regulations.

Eesponsible to see that the work-
shops operated by the S.P. Depart-
ment ate kept in a good order and
that dirt and dust are kept away by
the staff.
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Lighting

Stationery

Checking the
Competitors

Responsible for the lighting of the
whole store.

Responsible for ordering of station-
ery for the P. R. Department from the
Head Office or buying from sources
approved by the Head Office.

Supervise the sales and P. R. activities
done by the competitors and report
and discuss them with the Manager if
any action needs to be taken..

The S.P.M. shall study other enter-
prises and other societies sales plan-
ning and P. R. activities in order to
improve and bring new ideas to the
store.



Chapter XV

CENTRALISED ACCOUNTING

15.01 In a retail unit, account kesping is both laborious
and costly. Nevertheless, no planning can bs undertaken
in regard to a complex retail business without adequate field
data in one’s own shop. Since the transactions are fast
moving and they involve a good deal of money, basic
documentation, howsoever large a routine may be, should
receive the highest importance. Often the experience in
developing as also developed countries, is that the account-
keeping function is a specialised one and when carried
out with care and promptitude has a good deal to offer to
the management for decision-making.

15.02 When societies do not acquire a large size, it becom ;s
difficult to find the needed specialists to take over the
accounting function not only to ensure the basic documenta-
tion but also the exercises to be made and to use them as a
managerial tool. The task of maintaining accounts to the
satisfaction of the auditors or the members in a general body
meeting is the least part of account-keeping in a society.
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15.03 In the case of a small society, even if the manager
and the management are aware of the need for using accounts
as a managerial tool, often they land up with ad hoc consi-
derations on account of financial constraints imposed by the
inadequate volume handled leading to small or no profits.
In such cases, the only course open to them is to centralise
the accounting. The societies will feed the raw-material
viz. the basic data and expect the finished produce in terms
of norms, ratios, percentages, etc. for a moderate fee.
Account keeping at the society proper will be reduced to the
basic documentation and all the other functions calling for
a high degree of expertise and sophisticated accounting
techniques will be taken over by the accounting centre.

15.04 As pointed out earlier, in regard to the pooling of
finance”®, the desire to go in for a centralised accounting
is preceded by a decision to exercise a closer cooperation
among the cooperatives in a given area than at present. In
other words, autonomous considerations give in slightly in
favour of business consideration. The centralised account-
ing paves the way for amalgamation and for undertaking a
large-scale retail operation for the benefit of the consumers
in the area.

15.05 In the case of Denmark™ where the experiment of
centralised accounting was carried out somewhat success-
fully an agreement was entered into as a pre-requisite to the
organisation of accounting centre. The agreement specifies
duties in connection with the accounting of the local society
as well as for the accounting centre.

15.06 The duties of the primary society are the following;

(/) to pay the fee quarterly or as stipulated in the agree-
ment;

(/1) to submit regularly, without fail, weekly or 10-daily
as stipulated, cash blanket reports, trading reports.

1. See Chapter IV—Capital—Source arid Use.
2. “Rationaiisation of Consumer Movement in Western Europe™ by S.

Dandapani, Ministry of Railways, Government of India.
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branch shop goods report, creditors and debtors’
reports and reports on sundry items with all support-
ing vouchers and necessary information;

(Hi) to submit all information for the quarterly, ha.lf-
yearly and year-end statements, such as stock-takiag
reports, extracts or proceeding records, bank state-
ments etc.;

(/v) to collaborate closely with the consultants, account
clerks and other Accounting Centre personnel plac-
ed at the disposal of the society.

15.07 The duties of the Accounting Centre are:

() to provide the capital necessary to establish the cen-
tre initially and to cover the costs of operating the
centre without any hability on the part of the affi-
liated societies to pay more than the agreed fee;

(;w) to return to each client society, within a few days of
receipt of same, all vouchers and other supporting
documents to the society, after having checked, con-
trolled and processed them;

(/1) to provide a monthly trial balance (a maximum num-
ber of 10) and a year-end financial statement;

(iv) to oflfer advice and guidance by the Accounting
Consultant a? required by the cUent society.

15.08 The consumer cooperative? in the developing coun-
tries have tremendous potentialities for going in for centrali-
sed accounting as a means to undertaking economy in expen-
diture, efficiency in the performance and for undertaking
large-scale retailing with the necessary in-built strength for
facing the competitor on one hand and protecting the con-
sumers on the other.
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