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Learning Objectives

1.
Differentiate different forms of business ownership;
2.
Understand the process of setting up a business; and
3.
Understand the relationship of assets, capital and liabilities.
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Signature


This activity aims to introduce the different forms of business ownership to students.
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1. Do you want to start your own business when you grow up?
( Yes.  What kind of business would you like to own? 

______________________________________________________________________
( No.  What is the reason for not having a business?

______________________________________________________________________
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Teacher can invite students to answer the question.  Then, teacher can list the names or nature of business suggested by students on the blackboard for later use.  Their suggestions may include the operation of a stationery shop, a grocery, a bakery shop, a top shop, a boutique, a salon, a restaurant, a bank or a law firm, etc.
2. How would you operate the business?
( Own the business by myself.

( Invite my friend to join the business as a partner.

( Issue shares to raise money for the business.
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Teacher introduces the three forms of business ownership by asking question 2.  The three forms of business ownership include sole proprietorship, partnership and limited company.

Three Major Forms of Business Ownership
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Further information for teacher’s reference.
(1) Here are the characteristics of sole proprietorship.

· One owner only, i.e., the sole proprietor, which is in small scale.
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· Easy start-up process: The only step is to apply for a business registration certificate from the Business Registration Office of Inland Revenue Department.

· Owner receives all the profits earned by the company but he also assumes all risks.

· Owner is the one who is fully liable for all the firm’s debts.

· No separate legal identity.  When the company is sued, the owner is fully responsible for all the legal charges.

(2) Here are the characteristics of partnership.
· A partnership should have 2 to 20 owners, i.e., the partners, unless it is for some professionals like accountants or lawyers.
· Easy start-up process: The only step is to apply for a business registration certificate from the Business Registration Office of Inland Revenue Department.

· Partners share the profit according to the profit and loss sharing ratio set in the partnership agreement.
· Every partner is jointly liable to the firm’s debts.

· No separate legal identity.  When the company is sued, the partners are responsible for all the legal charges.
(3) Here are the characteristics of limited company.
· Owners are those who own the shares of the company and they are called the shareholders.
· Complicated start-up process.  Here are the steps.

i. Go to the Companies Registry to register the company.  You should submit the Memorandum of Association and Articles of Association at the same time.

ii. Apply for a business registration certificate from the Business Registration Office of Inland Revenue Department after receiving the Certificate of Incorporation.

· Shareholders will receive dividend if the company makes profit.

· If the company suffers a loss, the shareholders will only lose all their investment in the shares of the company.  In other words, their liabilities are limited to the value of the shares.

· Separate legal identity which is independent of its shareholders.
3. What is the form of business ownership in the following case?

(i) Johnny is the owner of Johnny’s Camera Shop.  He employs people to work for him. _______________________________________________________________

(ii) Higgins invites his friend to join his toy shop as a partner. __________________

(iii) Tai Chi Company issues shares to raise money for the expansion of its business. ___________________________________________________________________
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Answers:   (i) Sole proprietorship   (ii) Partnership   (iii) Limited Company
4. Now, let’s go back to the list on the blackboard.  Can you categorize those businesses into different forms of business ownership?
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Answers:   

Sole proprietorship: stationery shop, bakery shop, restaurant, boutique, salon, grocery

Partnership: 

law firm

Limited Company:
bank
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Apart from the three major forms of business ownership, can you think of some other forms of business ownership in Hong Kong?
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(i) Can you name one famous teahouse in Hong Kong?  Do you know its form of business ownership?
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· Saint’s Alp Teahouse.

· Franchise. 
· What is franchising? Franchising is a method of marketing goods and services.  The franchisor (owner of the franchise) allows the franchisee (the owner of a retail business) to use its name or brand and sell its good or services.  (Source: http://www.franchise.org.hk)

(ii) List at least THREE characteristics of the form of business ownership of the teahouse.  You can search the information on the Internet.


1. The franchisor exercises continuing control over the franchisee, for example, the franchisee must follow the standard setting of the store;

2. The franchisor provides assistance to the franchisee, for example, the franchisor helps the franchisee set up the accounting and purchasing system; and
3. The franchisee makes periodical payments to the franchisor.  The payment is for the trade mark, patent or the method of operating the business and the sharing of promotional expenses.
(Source: http://www.franchise.org.hk)


Teacher can further ask students the following questions.
1. Can you give more examples of franchisors in Hong Kong? (e.g. 7-Eleven, Hui Lau Shan, etc)
2. Ask students to conduct a detailed study of one franchisor in Hong Kong and present how franchise works.


(iii) Can you name a famous coffee shop in Hong Kong?  Do you know its form of business ownership?


· Starbucks Coffee Company 
· Joint venture

· What is joint venture? Joint venture is formed when two or more parties join together and work on a project.  
(iv) List at least THREE characteristics of the form of business ownership of the coffee shop.  You can search the information on the Internet.


1. The joint venture is legally separate from the forming parties.  All parties have control over the joint venture.
2. The joint venture is often set up for some specific purposes and with specific time limit.
3. Different parties may contribute assets, capital, technology, knowledge or expertise to the joint venture.  
******************************************************************************************************


This activity reinforces students’ understanding of different forms of business ownership, it also helps students experience the process of forming a business.  The relationship of assets, capital and liabilities will be explained through the case of “GREEN books, on sale!!!”.  

The case is about a student, Jason, who wanted to set up an online bookstore, selling the used textbooks to his fellow classmates during the summer vacation.  All the procedures and what Jason did were detailed described and discussed.  Teacher can guide students to look into the case by working through all the discussions and tasks.


.
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Jason is a Form 2 student.  Every summer holiday, Jason sold his used textbooks to those old book stores at a very low price (10% of the original price or $5 for every 1 kilogram) even if the books were in good condition.  However, the resale value of the used textbooks was high at a price of 60% - 80% of its original price.  This summer is coming and he starts thinking of a business about the sale of old textbooks.
Jason comes up with some ideas on his business.


· Raise money for the business.

(Capital)

· Online trading of the textbooks.

(Trading method)

· Acquire students’ used textbooks.

(Inventory)


· Learn simple accounting entries.

(Recording)


Can you suggest other issues that Jason should consider or plan before starting the business? 


1. Potential customers. (The target customers for buying the used textbooks are his classmates.)  
2. Competitors.  (There are other book stores, which sells used textbooks, existing in the market.  How does Jason’s store compete with them?)

3. Products.  (What levels of textbooks should Jason focus?)
4. Expected profit.  (How does Jason set the price for the used textbooks?)
5. Promotion plan.  (What should Jason do in order to promote his store?)
6. Period.  (How long does the business last for?)
7. Location. (Should Jason set up a store with physical location or online?)
A business plan is a roadmap to start a business.  It is also a thinking process to increase the success of a business.  The following is a suggested planning process which can help Jason start his business.

The Planning Process





Step 1  Setting objectives
Jason should identify what he wants to achieve, for example, the amount of profits earned or the number of schoolmates served.

Step 2  Understanding the market

Jason needs to find out the market condition and who his competitors are, for example, the number of book stores which sell used textbooks nearby or online.
Step 3  Deciding selling strategy

Jason is required to determine the target products (levels of textbooks), the selling price, the promotion strategies and the distribution channel.
Step 4  Organising the business

Jason should think about the forms of ownership of his business.  Should he invite a partner or employ a staff to help him?  He also needs to think of how to operate his business.
Step 5  Making financial budgets

Jason should figure out the cost of purchasing the stocks and the estimated revenues and profits.  He should also think of how to raise enough capital to run the business.
Step 6  Taking action

Jason should set agenda for the implementation of the plan.
    Information for students going through step 1 to 3 is given below.  Students are required to answer some questions afterward.
Jason follows the planning process and makes the following decisions for his business.


Objectives of the Business

· With a focus on meeting the needs of students in Jason’s school.
· Provide online shopping environment with 

prompt delivery service.

· To maximize the profits earned and the number 

of classmates served.

Market Condition
· Jason’s school is located at Kowloon City and there is no book store which sells used textbooks nearby.

· There is a shopping centre near his school but the rental fee is high.
· After carefully consideration, Jason wants to set
up an online book store.
· This online store is exclusively for classmates 

studying in his school.


Selling Strategies
· The target products are the used textbooks of Form 1 to Form 3.  As this is the first year of trading, Jason wants to focus on used English, Chinese and Mathematics textbooks.
· Jason wants to earn $5 per textbook as profit.
· Pamphlets will be distributed.  Notices will be posted onto 

every Form 1 to 3 classroom’s notice board.  Advertising

email will be sent to every Form 1 to 3 students through the
school intranet email system.
· Delivery service will be by hand.


1. Why does Jason start his business within his school and with a focus on Form 1 to Form 3 students only?


· Teacher should accept any reasonable answers.
· For Jason, this is the first time for him to run a business.  He should try to minimize risks and uncertainties.  As he is more familiar with his school situation, it would be better for him to start the business within his school.
· As Jason is a Form 2 student only, he can understand the needs of the junior form students more.  Hence, better service could be provided.
2. What are the reasons for operating an online store?


· Teacher should accept any reasonable answers.
· The rental fee for operating a store in the nearby shopping centre is too high.
· Classmates can be easily reached through the Internet.  
· There is no time limit through online shopping.  Students can visit the website of Jason’s store at any time to search for their textbooks.
· Online shopping is convenient.
3.  The four selling strategies set by Jason are designed under the framework of 4Ps in marketing.  The 4Ps are Product, Price, Promotion and Place.  Can you match the strategies with these 4Ps?

The target products are the used textbooks of Form 1 to Form 3.  As this is the first year of trading, Jason wants to focus on used English, Chinese and Mathematics textbooks.

Jason wants to earn $5 per textbook as 
profit.

Pamphlets will be distributed.  Notice will

be posted onto every Form 1 to 3 

classroom’s notice board.  Advertising

email will be sent to every Form 1 to 

3 students through the school intranet 

email system.

Delivery service will be by hand.

Further information for teacher’s reference.
· 4Ps (i.e. Product, Price, Promotion and Place) are the basic elements of marketing mix strategy.  It can help companies increase the demand for its products.
· Product is the good and related service combination that a company offers to the target market.
· Price is the amount that customers need to pay to obtain the product.

· Promotion activities aim to communicate the merits of a product and persuade customers in the target market to buy it. It includes advertising, sales promotion, public relation and personal selling.

· Place, which also calls distribution channel, includes activities that make the product available to target market(s).
Jason starts organizing the business and he first drafts the “to-do-list”.


To-do-list

1. Set up the homepage for the store.

2. Acquire students’ used textbooks.

3. Storage of the textbooks collected.

4. Think of the form of business    

ownership.
5. Raise money for the operation of the
business.
6. Employ part-time staff.

7. Learn simple accounting for recording.


We are now in step 4 of the planning process, i.e., organising the business.  Students are provided with the “to-do-list” and information about how Jason finished different tasks.
Here is the timeline helping Jason to finish all the tasks in the “to-do-list”
1 May Year 9



15 May - 15 Jun 

Year 9
15 Jun - 5 Jul 

Year 9



1. In activity 1, we learnt the three forms of business ownership.  Let’s help Jason decide the form of business ownership for his store.  Although Jason got the financial support from his father, is it worthy to form sole proprietorship or should Jason invite his friend to form a partnership?  Please give reason(s) for the answer.



· Jason has high incentive to work if he is the sole proprietor.  He can make decision by himself only.  However, if he invites his friend to form a partnership, division of work is needed and he must also ask his partner for advice when making decision.  The efficiency for making decision will be lower.
· Risk and capital can be shared with his friend when forming a partnership.  There is wider source of capital.  
· Heavy workload can be eliminated when having partnership.  However, Jason could consider employing a part-time staff to share his workload if he insists to be a sole proprietor.
· Teacher can ask students to vote for the appropriate form of business ownership, i.e., a sole proprietorship or a partnership.
2. What is the reason for employing part-time staff?  Please suggest tasks that could be done by this staff.  How much (by hourly rate) should Jason pay for the part-time staff? 


· If Jason wants to be a sole proprietor, he may consider employing a part-time staff in order to relief his work load.
· The tasks of the part-time staff could be stocktaking, delivery of stock, helping Jason to maintain the store homepage, etc.
· Jason should make reference to different industries on the hourly wage paid to the part-time staff.  The suggested range would be $15-$28.
3. Would you help Jason estimate the running cost for his store so that he could borrow enough money from his father?


Running Cost for Jason’s Store

	Cost Items
	Estimation
	$

	Advanced payment for textbooks collected (@$10)
	500 Books
	5,000

	Part-time staff ($18 per hour)
	20 Hours
	360

	Printing expenses: pamphlets ($0.2 per A4sheet)
	500 Sheets
	100

	Printing expenses: notices ($0.5 per A3sheet)
	50 Sheets
	25

	Travelling expense
	-
	100

	Others
	-
	500

	
	Total
	6,085


4. Jason has a saving of $3,000.  In order to have smooth operation of the business, how much should he borrow from his father? 

The estimated running cost for Jason’s store is $6,085.  In order to run the business smoothly, Jason should borrow at least $3,085 ($6,085-$3,000) from his father.
5. Businesses require money for day-to-day activities.  Apart from borrowing money from relatives, where can we get money (i.e., the source of funds) for paying everyday expenses? 

· When the business makes sales, there are inflows of cash.

· We can invite friends or investors to be the owners of the business and they bring in cash.

· We can borrow money from banks and other financial institutions.  
In question 3, students have gone through step 5 of the planning process, i.e., making financial budgets.  In the following part, teacher can start teaching students some simple accounting entries for recording.  Instead of teaching junior students double entry system, we introduce the use of “record sheet” here, which is a simplified version of the double entry system, in order to help them grasp the basic idea of accounting.

Everything is ready.  Jason needs to think about a method to record the “in and out” of the money.  Accounting can help in this area.  We here suggest Jason using a record sheet to record the transactions.




     A record sheet has two sides which show the 
     things that you have on the left and who owns it on 

the right as follows:
	Things that you have
	Who owns it

	
	


Jason needs to record his own $3,000 first.  According to the record sheet, Jason should ask himself two questions: (1) what is the thing that he has?  and   (2) who owns it?


For question (1), the answer is easy.  Jason has $3,000 cash on hand.  So, he should insert $3,000 on the left hand side of the record sheet.  We call it “cash”.

	Things that you have
	Who owns it

	Cash       $3,000
	


For question (2), the answer is “Jason himself is the owner.  So, he is the one who owns the money”.  Therefore, on the right hand side of the record sheet, he should insert “capital” with the same amount ($3,000).

	Things that you have
	Who owns it

	Cash       $3,000
	Capital      $3,000





Finally, we add one more row at the end as the “total”.  Then, you may find that in the record sheet, the total amount of left hand side is equal to the total amount of right hand side.

	Things that you have
	Who owns it

	Cash       $3,000
	Capital      $3,000

	Total       $3,000
	Total       $3,000


In a record sheet,




Teacher can give one more example for illustration purpose.
Jason lent his computer ($4,000) to the business.  For question (1), the computer belonged to Jason.  So he should insert the $4,000 on the left hand side of the record sheet and we call it “equipment”.  For question (2), the answer is “Jason himself is the owner of the computer”.  On the right hand side of the record sheet, he should insert “capital ($4,000)”.  The total amount of left hand side is still equal to the total amount of right hand side, which is $7,000 ($3,000+$4,000).

Jason’s father agreed to lend him $3,085, and asked Jason to sign the following document as a proof of their agreement.

Date: 5 Jul 2009

A Loan

This is to acknowledge that Jason borrowed $3,085 from his father, Henry on the date, 5 July Year 9.  Jason promised to repay the money on 5 Oct, Year 9.  No interest would be charged on this loan.


                               

_______________________                _______________________

Jason









 Jason’s father, Henry

Jason has $3,085 on hand.  If he wants to record this amount, according to the record sheet, he should ask himself two questions.  Can you help him to answer the questions?

1. What is the thing that Jason has?  


   Jason has money of $3,085.  We call it “cash”.

2. Who owns this money?


The $3,085 belongs to Jason’s father because he lent the money to Jason.  We call it “loan from father”.
It’s time to enter this transaction into the record sheet.  We can continue to use the previous record sheet.

3. Can you help Jason enter the information into the record sheet?


	Things that you have
	Who owns it

	Cash          $3,000
	Capital         $3,000

	Cash          $3,085
	Loan from father  $3,085

	Total          $6,085
	Total           $6,085


4. As similar items can group together, can you revise the record sheet?


The two cash items can group together.  Here is the revised record sheet.
	Things that you have
	Who owns it

	Cash            $6,085 


	Capital          $3,000

	
	Loan from father   $3,085

	Total            $6,085
	Total           $6,085



In business, “cash” belongs to the category of “assets”.  So we can change the title of “things that you have” to “assets” in the record sheet.

	Assets
	Who owns it

	Cash           $6,085
	Capital          $3,000

	
	Loan from father   $3,085

	Total           $6,085
	Total           $6,085


5. Can you give ONE more example of assets that you can find in Jason’s store?


   Inventory – the used textbooks.  Inventory is the goods bought and stored by the business and it belongs to the category of assets.
In business, we categorize the items on the right hand side of the record sheet into two parts.  

The first part is the
, which is the amount of resources given by its owner.  The second part is the 
, which are the resources borrowed from others but not the owner.  “Loan from father” belongs to the category of “liabilities”.

Let’s see what would happen to the record sheet after the change of titles.

	Assets
	Capital

	Cash           $6,085
	Capital          $3,000

	
	Liabilities

	
	Loan from father   $3,085

	Total           $6,085
	Total           $6,085


As we mentioned earlier, in a record sheet, 



After renaming the titles of both sides, an important formula in accounting is formed.



We call this formula “the accounting equation”.  Totals of left hand side and totals of right hand side of the accounting equation should always be equal.


Stephanie is a sole proprietor of a boutique.  

1. Can you give TWO examples of assets that you can find in her boutique?


(1) Inventory – Clothes  (2) Fixtures and fittings (e.g. the fitting rooms and furniture in the boutique)  (3) Cash (on hand)  (4) Bank (Cash at bank)  (5) Debtors/ Accounts Receivable (It is a person or a business who owes money to another business for sales of goods and services.)
2. Can you give TWO examples of liabilities that you can find in her boutique?


(1) Loan from bank  (2) Creditors/ Accounts Payable (It is a debt that the business owes its suppliers. )  (3) Long-term loan/ short-term loan
After a series of promotion, Jason received many students’ returns saying that they would like to sell their used textbooks.  However, students would like to know the details of the transaction.  So, Jason provided them with the following flowchart explaining the process of the transaction.
 


5 Jul Year 9




Here is the record sheet.


Here is the acknowledgement for students who sold their textbooks to Jason.


Acknowledgement of selling the used textbooks

    This is to acknowledge that ________________ (name of student) sold _______ (number of textbooks) used textbooks to Jason’s store.  ________________ (name of student) received a deposit or ‘advanced payment’ of $10 for each textbook.  The remaining balance of $40 for each textbook would be paid on 15 Sept Year 9 if the book is sold successfully.  In case your books are not sold, you can either keep the $10 deposit and surrender the book, or get back the used textbooks and return the $10 deposit to Jason’s store.


                                _________________

Jason                                   Signature of student 

Date: 5 July Year 9


1. What is the thing that Jason has?  


Jason has collected 497 used textbooks (i.e. the inventory of his business) at a cost of $24,850 (497books*$50).  As we mentioned before, inventory belongs to the category of “assets”, we put this item on the left hand side of the record sheet.
2. How much does Jason need to pay the students for selling their used textbooks? How does he make the payment(s)?

The cost of the used textbook is $50.  Jason pays a deposit of $10 for each textbook to the students who sell the books.  Cash of $4,970 (497books*$10) is used up in this action.  When the books are sold, the remaining balance of $19,880 (497books*40) will be paid back to those students.  So, this amount belongs to those students and we call them the creditors, which should be put under the category of “liabilities” on the right.
3. Can you help Jason record the data into the record sheet? 


	Assets
	Capital

	Cash ($6,085 - $4,970)  $1,115
	Capital             $3,000

	
	Liabilities

	Inventory           $24,850
	Loan from father      $3,085

	
	Creditors           $19,880

	Total              $25,965
	Total              $25,965


Jason collected the used textbooks from students, so there was an increase of $24,850 in the inventory item under assets.  As Jason only paid $10 deposit to the students who provided the books for sale, there should be a decrease of $4,970 in cash.  The remaining balance of $19,880 would be given to students after the books are sold.  Hence, the students are the creditors of the business and they belong to the category of “liabilities” to be put on the right.
6 - 10 Jul 

Year 9

11 Jul - 25 Aug Year 9



1. Can you suggest some ways for Jason to attract the new Form 1 students to buy the used textbooks from his store?


· Teacher should accept any reasonable answers.
· Jason can promote his store during the F.1 Parents’ Day.
· Jason can distribute the pamphlets on the F.1 Enrolment Day.

· Samples could be shown to parents in order to increase their confidece in buying the used textbooks.
· Jason can increase parents’ confidence that no outsider should be involved in the whole transaction.
2. Jason employed a part-time staff, Johnny Chan, with a salary of $18 per hour.  Here is the time sheet of the part-time staff up to 25 August Year 9.  


Can you help Jason calculate the salary for the part-time staff?


   Total hours: 2+1+1+1 = 5
    Salary for the part-time staff: 5* $18 = $90
3. For promotion, Jason printed 200 sheets of pamphlets which were distributed outside school and 20 A3 size notices which were posted in the F.1 – 3 classrooms notice boards.  Can you help Jason calculate these expenses?

   [Hints: Refer to p.16 for the unit cost of printing.]


Amount spent on printing the pamphlets: 200sheets*$0.2 = $40

    Amount spent on printing the notices: 20sheets *$0.5 = $10
    Total expense on printing: $40+$10=$50

Once receiving students’ orders, Jason and his part-time staff, Johnny Chan would check their requests against the availability of the inventory and then sent students notice to inform them the details of book collection through emails.  Here is a sample of the notice.


To: Jason Cheung (jasoncheung@gmail.com)
 From: Jason Chan (jason.chan@hotmail.com)

 Date: 20 August Year 9

 Subject: Notice of collection of the used textbook ordered
Dear Jason, 

    This is to inform you that your order of used textbooks is confirmed.  Details are as follows:
	Subject of Textbooks
	Version
	Price

	Chinese
	3A and 3B
	$110

	Mathematics
	3A and 3B
	$110

	English
	3A and 3B
	$110

	
	Total:
	$330


Please pay the exact amount by cash and collect the books ordered within the period of 26 - 28 August Year 9 from 3:30pm to 4:30pm at the counter near the School Tuck Shop.  If you have any question, please contact me through email.

Best Regards,

Jason
26 Aug – 5 Sep

Year 9



Here is the consolidated order form.


Students collected their books and paid the money as scheduled.
15 Sep Year 9



It’s time for you to help Jason round up his business so that he can pay the remaining balance on 15 Sep Year 9 for those who have sold their used textbooks through his store.  Here are some steps for your reference.  






STEP 1: Find out the total number of used textbooks sold.
THINK: What information does Jason need to find out in order to calculate the total number of used textbooks sold?

· Teacher can refer to the guiding questions on student worksheet.  Remember not to allow students to read the suggested questions on the next page.  Teacher should encourage students to solve the problems themselves.
Guiding Questions:
(1) Can you tell me the total number of textbooks sold? 


Total number of used textbooks sold is 469.  Students can add up the total number of textbooks ordered in the table shown on student worksheet.
(2) How much did Jason receive in total? 

Jason received $25,795 (469books*$55), in which $2,345 (469books*$5) is the profit he made.  Jason is also required to pay the remaining balance to those whose books were sold at the store and the amount is $18,760 (469books*$40).
(3) How many textbooks were remained in the business? 

Number of used textbooks remained is 28 (497books-469books).  

(4) What can Jason do with the remaining textbooks?

Jason can either return the used textbooks to the students whose books were not sold and get back the deposit.  Or he can keep their textbooks if the students do not want them back, but Jason would end up with a loss of $280 (28books*$10).

(5) Can you suggest some ways to help Jason sell the remaining textbooks?


· Teacher should accept any reasonable answers.
· As the number of textbooks remained is small, Jason can do some personal selling to see whether his friends or schoolmates would need the books.
· Jason can also stock the textbooks and sell them in the next school year.
In this stage, Jason also needed to pay salary for the part-time staff, Johnny Chan and work out the total expenses incurred in operating the business.

STEP 2: Calculate the salary for the part-time staff and other expenses incurred.
Jason calculated the salary for the part-time staff up to 25 August Year 9.  The amount is $90 (5hrs*$18).  Can you help Jason calculate the salary for Johnny from 26 August Year 9 til the end of the business?

In the student worksheet, it shows that Johnny took 1 hour to help Jason deliver the books to school and then he stayed at the counter for an hour from 26 Aug to 3 Sept to distribute the textbooks with a total of 11 hours (11 days*1hour).  Total number of hours served from 26 August Year 9 to 15 September Year 9 is 12 (1hour + 11hours).  Johnny’s salary for this period is $216 (12hours*$18).


Jason found some receipts and bus tickets related to the operation of the store.








In student worksheet p.24, we helped Jason calculate the total expenses spent on the printing of pamphlets and notices.  The total amount was $50.

STEP 2 (Continued):  Calculate other expenses incurred.
What are the other expenses incurred in his business?  Can you classify them into different categories, including Printing Expenses, Travelling Expenses and Others)?

	
	Other expenses
	Amount
	Category

	1
	Drinks: Lemon Tea
	$120
	Others

	2
	Stationery
	$50
	Others

	3
	Bus Fare

($8.5+$8.5+$12+$12)
	$41
	Travelling Expenses

	4
	Printing: Pamphlets & Notices
	$50
	Printing Expenses



Step 2 can help students understand that there are different expenses in operating a business.  When calculating the profit or loss of a business, they must include the calculation of expenses.
It’s time to see whether Jason make a profit/loss in his business, “GREEN books, on sale!!!”.


STEP 3: Calculate the profit or loss of the business.

THINK: What information does Jason need when he wants to calculate the profit or loss of his company?

Actually, it is a kind of common sense.  Students should be able to point out that ’ profit is equal to sales minus cost’.  
There may be some students wrongly assume that ‘profit earned is equal to the total sales’. Teacher should help students correct their misconception. 
Teacher can guide students to walk through the FOUR steps explained on the next page in order to derive the profit or loss of Jason’s store.

The following is the diagram that shows the FOUR steps for calculating the profit or loss of a business.


How to calculate profit or loss?
Sales Amount – Cost of Sales – Other Expenses Related to Sales 
If > 0  ( Profit

If <0 ( Loss

Step 1: Find out the total sales amount of the used textbooks.


Step 2: Find out the total cost of the used textbooks.


Step 3: Find out the total expenses related to this sales event.


Step 4: Calculate the profit or loss of the business.


Profit / Loss
(Please circle the right answer)

Jason’s father wants Jason to give him a financial report on the operation of the store to see whether Jason has used the money smartly.  Can you help Jason finish the report?

STEP 4: Make relevant entries in the record sheet.
Jason can make use of the record sheet to present to his father about the financial performance of his store.  

Before helping Jason record the data into the record sheet, let’s help him find out the final amounts of the items like Cash, Inventory, Creditors and Capital.


(1) Cash = $1,115 + $25,795 - $18,760 - $567 = $7,583 

[$1,115 is the remaining cash after Jason paid the deposit in advance on 5 Jul Year 9. Then Jason made a total of $25,795 sales.  For this amount of sales, Jason needed to repay the remaining balance of $18,760 to students for supplying the books for sale, Besides, Jason also needed to pay for the other expenses related to sales, which is $567.  So, the final amount of Cash in hand is $7,583.]

(2) Inventory = $24,850 - $23,450 = $1,400

[$24,850 is the cost of inventory before sales. As Jason sold a total of 469 books (@$50), the total cost of sales is $23,450 (469books*$50).  So, the final amount of Inventory is $1,400.]

(3) Creditors = $19,880 - $18,760 = $1,120

[$19,880 is the amount that Jason owed to students who supplied the used textbooks for sale. As only 469 books were sold at last, Jason only needed to give $18,760 (469books*$40) back to the students whose books were sold.]


(4) Capital = $3,000 + $1,778 = $4,778
[$3,000 is the amount that Jason owned originally.  After the sale of 469 books, Jason received $2,345 (469books*$5).  However, it is not the final profit he made in the transactions as expenses incurred were not deducted yet.  Jason needed to pay for the different expenses in running the business like the printing expenses and the salary of the part-time, etc.  The final profit is $1,778 ($2,345 - $567) and Jason is the one who owns this amount.  So, the final amount of capital is $4,778 ($3,000+$1,778).]

Can you help Jason record the data into the record sheet?


	Assets
	Capital

	Cash                 $7,583
	Capital                $4,778

	
	Liabilities

	Inventory              $1,400
	Loan from father         $3,085

	
	Creditors              $1,120

	Total                 $8,983
	Total                 $8,983


Teacher should highlight that the total amount on the left hand side of the record sheet is equal to the total on the right. And this agrees to the accounting equation, i.e., Assets = Capital + Liabilities.





Can you help Jason draft a report for presenting the data in the record sheet to his father?

Here are some hints for drafting the report.
· The speech should have three main parts: Introduction – Content – Conclusion.

· 1st paragraph is the introduction. -- Jason should tell his father the reasons for operating this store and the flow of the operation during these few months.

· 2nd and 3rd paragraphs are the content. -- Jason should explain different figures in the record sheet to his father.  The explanation includes how the figures are derived and their meanings. Students should refer to the 4 steps of the mini-project on Student Worksheet p.27-36 when preparing content of the speech.
· 4th paragraph is the conclusion.  Jason should tell his father whether he succeeded in running the business and if he intended to operate this business again in the next year.



1. For the remaining 28 textbooks, if the students concerned do not want to get them back, how should Jason record the data in the record sheet?  

If the students chose to keep the $10 deposit instead of getting back their textbooks, Jason would end up with a loss of $280 (28books*$10).  The final profit calculated should be further reduced by $280. Hence, the revised profit is $1,498 ($1,778-$280).
The amount of creditors $1,120 should be reduced to $0 as those students preferred keeping the $10 deposit instead of their books. So, Jason needed not pay them back the money.
The amount of inventory $1,400 (i.e. the cost of the 28 remaining textbooks, 28textbooks*$50) should also be reduced to $0 as they became the *obsolescence stock. No inventory should be kept in the business.
	Assets
	Capital

	Cash       $7,583
	Capital         $4,778

	
	Liabilities

	Inventory    $1,400
	Loan from father  $3,085

	
	Creditors       $1,120

	Total       $8,983
	Total          $8,983


*Obsolescence refers to the asset which still operates but due to changes, it ceases to be economically effective.

Here is the revised record sheet.
	Assets
	Capital

	Cash               $7,583
	Capital             $4,498

	
	Liabilities

	
	Loan from father      $3,085

	Total                $7,583
	Total               $7,583


2. How much do Jason and his father get back finally?


According to the above record sheet, Jason’s store should have $7,583 cash on hand in the end. His father should get what he invested to the store in the very beginning, which is $3,085, while Jason will share the rest that equals $4,498.  
3. How much does Jason earn in this business?


Jason invested $3,000 initially and now he received $4,498.  He earns $1,498 ($4,498 - $3,000) in this business.


4. If Jason sells the remaining 28 textbooks later successfully at a selling price, say  $30, how much more can he earn from the business?


As the 28 remaining textbooks are treated as the obsolescence stock, the cost of these remaining books should be zero, the money received from selling these textbooks will all be the profit earned by Jason.  If all the books are sold, Jason can earn an extra $840 (28books*$30) of profit. 
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1. There are three major forms of business ownership and they are the sole proprietorship, partnership and limited company.

2. Other forms of business ownership such as franchise and joint venture are also very common in Hong Kong.

3. There are six steps in the planning process of starting a business.

Step 1: Setting objectives

Step 2: Understanding the market

Step 3: Deciding selling strategy

Step 4: Organising the business

Step 5: Making financial budgets

Step 6: Taking action

4. “Assets = Capital + Liabilities” is the accounting equation.  Totals of the left hand side and totals of the right hand side of the accounting equation should always be equal.

5. The calculation of profit or loss of a business is equal to its total sales amount minus the cost of sales and other expenses related to sales.






Activity 1





Class Discussion





Major Forms of 


Business Ownership





Sole 


Proprietorship








Partnership





Limited 


Company





Sole Proprietorship





e.g. Toy shop





Limited Company





Partnership





Teacher can ask students to finish this part at home and discuss it in the next lesson.





Internet Searching





Hey, there is a teahouse.


Let’s go and have a drink.





I am feeling hot and thirsty, should we have 


something to drink?  





Yes, I tried it when I was in US.  It expanded its business through a local catering company in Hong Kong last year. We can have a try next time.





The Coffee Shop there


is also very good.  It’s


famous in America.





Activity 2





Case Study





Class Discussion





Teacher can go through the steps in the planning process with students before reading the details of the case.  





In the following part, what Jason will do in different steps is given for teacher’s reference.  Teacher can ask students to think before giving suggestions to them.





STEP 1: Setting objectives





STEP 2: Understanding the market





STEP 3: Deciding selling strategy





STEP 4: Organising the business





STEP 5: Making financial budgets





STEP 6: Taking action





Class Discussion





Product





Price





Promotion





Place





Jason started designing the homepage for the store. The simple design of the homepage included the stock list (cover of textbook was shown), the number of stock left (number of stock would update every day when the business is in operation), the price and order form.





Jason sent invitation to all junior form students to sell their used textbooks (Chinese, English and Mathematics) to his store.  Pamphlets and notices were distributed as well.  Students who wanted to sell their used textbooks should contact Jason on or before 1 July Year 9.  The collection date was 5 July Year 9.





Jason got the support from his father.  His father not only lent him money, he also allowed him to store the textbooks in his office with no rental fee.  On the other hand, Jason also started to learn some simple accounting for recording. 





Class Discussion





Capital:  The total amount of resources given by its owner to the business.





Right hand side





Left hand side





Class Discussion





Assets:  The resources owned by the business.





Liabilities:  The resources borrowed from others but not include the owner.





Right hand side





Left hand side





Assets





Capital + Liabilities





Challenging Question





15 Sep


Remaining balance (i.e., $40 per book) will be given to students whose books are sold at store.





26 Aug – 


5 Sep


Students who order the books will receive confirmation first. They can pay and collect them at school.





11 Jul – 


25 Aug


Students who like to buy the used textbooks can fill in the order form and email to Jason.





6 -10 Jul


Books available for sale and price list will be posted on the store homepage.





5 Jul


Used textbooks will be collected at school and an advance payment of $10 per book as deposit will be given.





Jason collected students’ used textbooks and stored the textbooks in his father’s office.  Here is a cost analysis of each textbook sold.





Cost for each used textbook collected           $50


($10 given in advance on 5 Jul and the


remaining balance of $40 to be paid on 15 Sep)


Target profit for Jason per used textbook sold      $5                     Resale value for each used textbook sold         $55





Number of Used Textbooks collected


Subject�
Book�
Qty �
Book�
Qty�
�
Chinese�
1A�
17�
1B�
23�
�
�
2A�
25�
2B�
24�
�
�
3A�
37�
3B�
36�
�
English�
1A�
21�
1B�
23�
�
�
2A�
28�
2B�
26�
�
�
3A�
31�
3B�
34�
�
Mathematics�
1A�
24�
1B�
26�
�
�
2A�
30�
2B�
25�
�
�
3A�
35�
3B�
32�
�
Total�
497�
�






After going through the detailed planning of Jason’s book reselling business (p.23-24) with students, teacher now guides them to work out the record sheet based on the information provided.





Class Discussion





Books available for sale and price list were posted on Jason’s store homepage.  In order to earn a profit of $5 per textbook, Jason set the selling price of each used textbook as $55.





Jason did a lot of promotion for his business, which included the distribution of pamphlets, email promotion, putting notices in each classroom, etc.  During this period, students who would like to buy the used textbooks could fill in the order form and email to Jason.





Class Discussion





� EMBED Excel.Sheet.8  ���





On 26 Aug morning, Jason set up a counter near the School Tuck Shop for selling the used textbooks to the students who had placed the orders. Johnny Chan, the part-time staff, helped Jason deliver the books from his father’s office back to school (1 hour) and stayed at the counter during the book collection period to help distribute the textbooks. 





To avoid crowding, the collection periods for Form 1, 2 and 3 were 3 - 7 Sept, 31 Aug – 2 Sept and 26 – 28 Aug respectively.





Number of Used Textbooks ordered 


Subject�
Book�
Qty �
Book�
Qty�
�
Chinese�
1A�
15�
1B�
21�
�
�
2A�
25�
2B�
22�
�
�
3A�
35�
3B�
35�
�
English�
1A�
17�
1B�
21�
�
�
2A�
28�
2B�
25�
�
�
3A�
31�
3B�
34�
�
Mathematics�
1A�
22�
1B�
20�
�
�
2A�
28�
2B�
25�
�
�
3A�
35�
3B�
30�
�






Jason worked out the number of textbooks sold and recorded the money received.  Students who sold the textbooks through Jason’s store could collect their remaining balance.





Mini-project





STEP 1: Find out the total number of used textbooks sold.





STEP 2: Calculate the salary for the part-time staff and the other expenses incurred in running the business.





STEP 3: Calculate the profit or loss of the business.





STEP 4: Make relevant entries in the record sheet.





The total salary for the part-time staff, Johnny Chan, is $ 306 ($90+$216).





Jason and Johnny had one carton of drink per person every day when operating the business.





School Tuck Shop


Receipt





Date: 5 July Year 9  


No.�
Item�
Amount�
�
30�
Lemon Tea (250ml@$4)�
$120�
�
�
Total�
$120�
�



Items: Lemon Tea (250ml) 30 pieces











Ah Ming Stationery Shop


Receipt





Date: 4 July Year 9


Item: Stationery


Amount: $50


(Paid by cash)





_________








Jason bought stationery such as pen, paper, tape, etc.  The total amount was $50.





Four bus tickets for Jason and Johnny travelling from school to Jason’s father office to get the stock.  Then return to school.





Bus Ticket


Route No. 113


Student fare $ 8.5


(one person only)





Bus Ticket


Route No. 113


Student fare $ 8.5


(one person only)





Bus Ticket


Route No. 95


Student fare $ 12


(one person only)





Bus Ticket


Route No. 95


Student fare $ 12


(one person only)





Step 1


Find out the total sales amount of the used textbooks





Step 4


Profit/Loss = 


Sales – Cost –


Total Expenses Related to Sales





Step 2


Find out the total cost of the used textbooks





Step 3


Find out the total expenses related to this sales event





Students have calculated the total sales amount of the used textbooks on Student Worksheet p.28, which is $25,795 (469books*$55).





The total cost of the used textbooks is $23,450 (469books*$50).  Students can find the cost per book on Student Worksheet p.20.





The total expenses related to this sales event included the salary for the part-time staff ($306) and other expenses ($120+$50+$41+$50=$261, which are listed on Student Worksheet p.31. Hence, the total expense is $567 ($306 + $261).





Profit/Loss = Sales – Cost of Sales – Other Expenses Related to Sales


        = $25,795 - $23,450 - $567 = $1,778 








Dad, I make it!!!





Short Writing





Challenging Question





The revised capital is $4,498 ($3,000+$1,498).





Reduced to $0





Reduced to$0
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												Time Sheet No.

												Period

				Employee Name/ (No.)				Johnny Chan				(		)

						Rate						Department

				Date		Time Start		Time End		Hours		Remarks

				5 Jul Yr 9		3:30pm		5:30pm		2		Help collecting books

				5 Jul Yr 9		5:30pm		6:30pm		1		Delivery service

				6 Jul Yr 9		3:30pm		4:30pm		1		Set up the homepage

				10 Jul Yr 9		3:30pm		4:30pm		1		Data collecting

										Signature
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