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Appendix 10
Description of Costs

Every business is different, and has different types of expenses. Some very small businesses, particularly those that do not need to operate with a facility like an office or storefront, or hire employees, may have only a few of the expenses listed below. On the other hand, those that do need a facility like an office or a storefront, or which need equipment or employees, may need to invest in most of the expenses listed below in order to start the business. Below are typical types of expenses for many new businesses. For the business you want to create, consider which of the types of expenses below you might need to incur to start your business. 

Initial costs/One-time costs: These are costs that are incurred when you start your business and are not a part of repeated spending. Areas which involve initial costs include the following:

1. Furniture: If you need an office or have a place for customers, you are also likely to need furniture for your business office. It is bought for continued use and not for resale; for example, desks and chairs, chest of drawers and so on. You may also acquire furniture on rent as an alternative to purchasing.

2. Equipment:  Generally, many businesses will need office equipment such as computers and printers, as well as communication equipment such as telephone and fax machine. Also, you should consider the equipment and machinery you will need to run your special type of business. For example, if you are making a product, you will need the types of machinery and tools that are needed to carry out manufacturing, trading or production activities. If you are opening a restaurant, you will need equipment for cooking. If you are operating a delivery service, you will need a bicycle or a vehicle to get around and make deliveries. 
3. Land and Building: Some businesses will need a place or facility to conduct their business. Entrepreneurs must either take office premises on rent or buy their own property. If you buy property, your own premises, you will have to spend a lump-sum amount from your funds or arrange for mortgage, whereas if you use somebody else’s premises you will have to pay rent to that person. 
Note: If furniture, equipment and/or property are acquired on rent, it will become an ongoing expense which is explained later in the document. Similarly if a property is purchased on a mortgage loan, it will become an ongoing expense.
4. Cash in Hand: This is the minimum amount that you need to have to run the business operations until you start generating revenue from your sales. Although this is not an expense, this has to be included in the startup costs as this amount is required to start the business. This is estimated taking into consideration your expenses and your expected earnings.
Ongoing/Recurring costs: In most business, these costs have to be incurred regularly every month in order to perform the relevant business operations. Areas which involve ongoing costs are:

1. Utilities: Utilities refers to water, electricity and gas. These are required for operating any business that uses a facility, and payments for these services are made on a monthly basis. 

2. Rent/Mortgage Payments: Rent refers to the periodic payment made for the use of furniture, equipment or office premises. Generally, it is paid on a monthly basis. A business has to spend on rental payments if these items are not bought by paying the required amount. Similarly, if a property is purchased on a mortgage loan, periodic payments have to be made for the repayment of the loan.  

3. Salaries: Salaries are the payments made to the managers and workers who perform business activities. Generally, employees are paid every month for the services they render to your business.

4. Raw Materials: Raw materials refer to the inputs used for making a product; for example, in a restaurant the ingredients that go into making a food item are the raw materials. A furniture manufacturer would use wood as raw material to make his products. Raw material costs are dependent on the production and sales of your products or services and are therefore a variable cost.

5. Insurance: In many locations, it is a government requirement that Insurance policies are taken to ensure that business does not go through a financial loss because of the destruction of property such as furniture, equipment, land and building in case of an unexpected happening such as a fire or theft. The premium payment on these policies involves repeated spending.

6. Advertising: These refer to the costs that are incurred to generate awareness of a business and its products or services; for example, placing an announcement of your Opening day in the newspapers. Every business has to spend money to attract customers and keep itself ahead of competitors.

7. Miscellaneous Expenses: These refer to all the areas where money is spent to conduct business which are not covered by the other terms used to refer to costs; for example, costs incurred on transportation of goods from one place to another and on proper storage and packaging of goods to keep them safe and well preserved. 

Note: There are certain costs that will differ from one business idea to another. One such cost is the Raw Materials cost. If the business idea involves making products such a candle then there is a need to spend on raw materials such as wax. On the other hand, if the business idea involves providing a service such as tutoring, then there will not be any costs on raw materials. Similarly, if the business idea is to buy a product from the manufacturer and sell it to the customer there will be no cost on raw material. However, in this case, the cost that is incurred will be the cost of buying the product from the manufacturer. For example, for selling pencils in your shop you will have to incur the costs of buying pencils from the manufacturer. 
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