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[bookmark: _y9x03vw30oix]Module #2: Spend
[bookmark: _8mfpcxgzw02o]2.0 Learning Objectives
1) Understand the various costs related to running a business
2) Understand how to manage and calculate expenses
3) Identify different opportunities to minimize spending
[bookmark: _mehrnfcxb21z]2.1 Discussion: Purpose of Spending
· What are some things that you have to spend money on for your business?
· Have you ever spent more than you expected to? Less than you expected to? How did this affect how your business was run?
· What are some of the big purchases that you have made for your business? How did you know that you wanted to spend money on it?
[bookmark: _5tq13fv6x7uz]2.1 Fixed vs Variable Costs
Fixed Costs
Definition:
Costs you would have to pay regardless of the goods or services you are delivering
Examples:
Labor, phone/wifi bills, rent, taxes, insurance
Variable Costs
Definition:
Costs that are associated with the product or service you are delivering
Examples:
Manufacturing related expenses (feed, vaccines, etc.), service delivery
related expenses (gas, driver cost, etc.)
[bookmark: _gb49r6xuem0r]2.2 Expenses
Cost of Goods Sold (COGS)
Definition: the direct costs associated with delivering your product or service
Operating Expenses (OpEx)
Definition: primarily made up of “fixed costs”; expenses that tend to remain stable, even as your sales increase
Operating expenses can also include some variable costs. These are costs that vary as your enterprise grows or declines (examples include sales commissions or credit card fees) 
Capital Expenditures (CapEx)
Definition:the costs to acquire or improve a long-term asset such as equipment, machinery, buildings, and vehicles; these generally have a useful life of greater than 3 years
[bookmark: _vtkx4t6nmbhg]2.2 Case Study
[image: ]
Source: “Accounting Basics” by JRF 6/3/21

[bookmark: _azt84b78kmvh]2.2 How to Calculate COGS
Cost of Goods Sold = Beginning Inventory + Purchases – Ending Inventory
Example #1:
Your enterprise has produced 30,000 pounds of potatoes. The total costs of goods sold is $60,000.  What are the costs of goods sold per pound?

Example #2:
Your inventory at the beginning of the calendar year recorded on January 1st is $6,000, and the inventory at the end of the calendar year recorded on December 31st  is $1,500. During the calendar year, your enterprise makes purchases of $3,000. Calculate the cost of goods sold during the calendar year ending on December 31st.
[bookmark: _ixb3drwjgr87]2.3 How to Decrease Spending
Outsourcing
Outsourcing is an agreement in which one company hires another company to be responsible for a planned or existing activity that is or could be done internally, and sometimes involves transferring employees and assets from one firm to another.
Resource Mobilization
Resource mobilization refers to all activities involved in securing new and additional resources for your organization. It also involves making better use of, and maximizing, existing resources.
Budgeting
Budgeting is the process of creating a plan to spend your money. This spending plan is called a budget. Creating this spending plan allows you to determine in advance whether you will have enough money to do the things you need to do or would like to do. Budgeting is simply balancing your expenses with your income.
[bookmark: _c14m5d5zqthf]2.3 Case Study
Lucy runs a poultry enterprise and has been successful so far, but wants to minimize her spending in order to make even more of a profit. 
She decides to try different methods to help minimize her spending:
· Outsourcing
· Resource Mobilization
· Budgeting
Lucy currently has 100 chickens and cares for them in a plot next to her house. Because her business has been so successful, she has expanded her customer base to the neighboring towns. She has enough money to hire someone to help her make deliveries to the customers she cannot reach by foot.
Why should she outsource?
· By delegating some responsibilities to somebody else, it gives her more time to focus on her enterprise and complete other tasks
Lucy wants to make sure that her business will be sustainable in the long-term, so she wants to take steps now to ensure that she has sufficient support and resources now and in the future. 
How can she engage in resource mobilization?
· Participating in women’s groups
· Offer her support, give ideas for her business, networks give access to more resources
· Using her existing resources to create her own chicken feed, repairing items before buying them new
Budgeting is essential to maintaining the profitability of a business, and you will learn more about budgeting in later modules. It is important because it will show you how much money you have to spend and from there determine how you want to spend it. Lucy created her budget for the next month and found that she has $500 to spend on her business.
How can she strategically budget to maximize impact for her business?
· Paying off loans
· Hiring new employees (outsourcing)
· Buying essentials like feed and vaccines
[bookmark: _wsqs0fja9k2n]2.3 Discussion: Minimizing Spending
· Which of the strategies that Lucy used are most appealing to you? 
· Are there any that you are able to integrate into your enterprise now? 
· Or that you want to apply in the future?
· You are going to learn more about how to construct a budget in Module #4. You can start thinking about these questions now so you are prepared to start creating one!
· What are some things that you want to learn about budgeting? 
· How do you currently keep your budget?
[bookmark: _lhkao7jfj15b]
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[bookmark: _mxttjzdqyn56]Module #2 Quiz
1. Match this definition to the correct term: “Costs you would have to pay regardless of the goods or services you are delivering”
a. Operating expenses
b. Variable costs
c. Fixed costs
d. Capital expenditures
2. Which of the following is NOT a way to decrease your spending mentioned in this module?
a. Budgeting
b. Outsourcing
c. Resource mobilization
d. Taking out a loan
3. Which is the correct formula for calculating Cost of Goods Sold (COGS)?
a. COGS = Beginning Inventory +  Ending Inventory - Purchases
b. COGS = Ending Inventory +  Purchases - Beginning Inventory
c. COGS = Beginning Inventory -  Purchases + Ending Inventory
d. COGS = Beginning Inventory +  Purchases - Ending Inventory
4. Last year, your enterprise made $5,000 worth of purchases. Your inventory at the start of the year was equal to $8,200, and at the end of the year, it was $3,750. What are the COGS?
a. $9,450
b. $10,250
c. $550
d. $6,950
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[bookmark: _95ushznr6j75]Appendix 
[bookmark: _g332cu60oqnr]2.2 How to Calculate COGS

Example #1:
Total Costs of Goods Sold / Total pounds = costs of good sold per
pound
= $60,000 / 30,000 pounds = $2/pound

Example #2:
$6,000 + $3,000 - $1,500 = $7,500

[bookmark: _wb6l68cofyl5]Module #2 Quiz Answers
1. C
2. D
3. D
4. A
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