
	Session: Introduction to Income Generation Activities (IGAs)—Part One


	Sector(s):
	
	Community Economic Development (CED), Agriculture, Environment, and Health

	Competency:
	
	Promote business development

	Training Package:
	
	Income Generation Activities

	Terminal Learning Objective:
	
	Using income generation activity case studies, participants will successfully apply the four principles of: paying a wage, separating business and household income, keeping separate accounts, and calculating profitability. 

	
	
	

	Session Rationale: 
	
	Volunteers are frequently asked for assistance with Income Generation Activities (IGAs). This session provides an overview of IGAs and their characteristics and challenges in the host country, presents four guiding principles for IGA success, and explores the Volunteer’s role in IGAs.

	Target Audience: 
	
	This session is one of several designed for an audience of CED trainees in PST, but the materials can easily be adapted for use by Volunteers from other sectors as an In-Service Training (IST. For Volunteers from other sectors, this session is an introduction presented at reconnect or an optional, two-day IST later in service tied to a Project Design and Management (PDM) Workshop. 

	Trainer Expertise:
	
	The ideal trainer will have a background in Small Enterprise Development, but experience in the local marketplace is essential. 

	Time: 
	
	120 minutes

	Prerequisites: 
	
	· CED trainees: Global CED Sector—Economic and Organizational Environment in the Host Country, and Cultural Values
· Other sectors: Cultural Values, and a full Pre-Service Training (PST) with Global Core Community/Sector Assessment 



	Version:
	
	Jul-2013

	Contributing Posts:
	
	PC/Namibia—Lead Developer

PC/Dominican Republic

PC/Burkina Faso

PC/Kenya

PC/Guinea

PC/Nicaragua




	Session: Introduction to Income Generating Activities (IGAs) – Part One

	Date: 
	Time: 
	Trainer(s): 

	Trainer preparation:

1. IGAs are common projects for many Volunteers. Therefore it is important that Volunteers from other sectors are sufficiently established in their primary assignment before participating in an IGA IST.
2. Post Adaptation: Adapt this session based on the sector the session is written for. This session can be used for Community Economic Development, Agriculture, Environment, and Health.
3. Post Adaptation: Translate Handout 1: IGA Interview and Observation Worksheet into the local language. This will help even low level speakers to get started. 

4. Coordinate with the Language and Cross-Cultural Coordinator (LCC) to make sure the Language and Cross-Cultural Facilitators (LCFs) help participants to become familiar with the vocabulary and interview questions on Handout 1, as well as common vocabulary they might hear as responses to their questions during the interview.

5. Three to seven days prior to this session, distribute Handout 1, Handout 2: IGA Characteristics, and Handout 3: Economic Strengthening. Ask participants to read Handout 2 and Handout 3, and encourage them to use their weekend and evenings to compile the information. Try to get participation from host families who frequently operate a small enterprise or IGA. Give trainees three to seven days to complete the assignment. This activity will get participants thinking about IGAs in the host country early on, and will make the subsequent technical skills training more meaningful.

Note: 

If it makes sense at your post, this assignment can be combined with the Business Observation activity that is part of the Global CED session Economic and Organizational Environment in the Host Country. 
Post Adaptation: 

Post may want to assign an appropriate article about IGAs in the host country as an additional reading assignment.

6. Post Adaptation: Adapt all scenarios and exercises to the local currency.

7. Prepare all flip charts in Trainer Material 1: Flip charts and a flip chart of Handout 4: Expense Sheet
8. Post Adaptation: If this is part of a PST practicum, then ask participants to use what they have learned regarding paying oneself a wage, and recording business/household transactions to work with a local IGA owner. Ask them to prepare to report back how things went at the next technical training session.

Materials:

· Equipment

1. Flip chart
2. Markers

3. LCD projector and computer (optional)

· Handouts

Handout 1: IGA Interview and Observation Worksheet
Handout 2: IGA Characteristics
Handout 3: Economic Strengthening (refer to separate file)
Handout 4: Expense Sheet (2 per participant)
Handout 5: Financial Transaction Exercise
Handout 6: Homework—Joseph’s Business
Handout 7: Working with IGA Owners
· Trainer Materials

Trainer Material 1: Flip charts
Trainer Material 2: Mixed Funds Scenarios
Trainer Material 3: Expense Sheet—Answers
Trainer Material 4: Business/Household Financial Transactions Scenarios
Trainer Material 5: Financial Transaction Exercise—Answers
Trainer Material 6: Homework—Joseph’s Business—Answers 

	Session Learning Objective(s): 

1. After individual interviews and observations of local IGAs, and a group discussion, participants will identify five to ten common characteristics and challenges of IGAs in the host country.
2. In a large group discussion, participants will list three to five culturally appropriate ways that IGA vendors can separate household and business cash.
3. Using a worksheet, participants will calculate a living wage for themselves.
4. Using a case study and Business/Household Financial Transaction Sheet, participants will record financial transactions between the household and the business and vice versa.


	Training Package Knowledge, Skills, and Attitudes (KSAs)
· Observe local Income Generation Activities (S)

· Identify characteristics and challenges of local IGAs (S)

· Interview local IGA vendor (S)

· Identify culturally appropriate ways to separate business and household cash (K)

· Identify personal monthly expenses (K)

· Identify personal income (K)

· Create a personal budget (S)

· Calculate a personal living wage (S)

· Record business and household financial transactions in the Business/Household Financial Transaction Sheet (S)


	Phase / Time /

Materials
	Instructional Sequence

	Motivation

30 minutes

Trainer Material 1: Flip charts 1-9 IGA Characteristics Categories
Markers

Handout 1: IGA Interview and Observation Worksheet
Handout 2: IGA Characteristics   
Trainer Material 1: Flip chart 10—Challenges and Constraints
Trainer Material 1: Flip chart 11—What Can Make a Difference
Markers 


	Characteristics of IGAs in the Host Country
Participants will compile their observations and findings of IGA characteristics and challenges in the host country.
1. Post Trainer Material 1: Flip charts 1-9 – IGA Characteristics Categories around the room.
2. Ask participants to pull out Handout 1:  IGA Interview and Observation Worksheet with the information they have gathered about local economic activities.

3. Invite participants to write the information they observed on the flip charts to construct a profile of IGAs in the host country. Ask participants to review what is already written and put a checkmark next to an observation if their information is the same.
4. Review and summarize the characteristics on the flip charts. 
5. Refer participants back to Handout 2:  IGA Characteristics, which lists characteristics of IGAs, and add any of the important characteristics to the lists that were not mentioned by participants. Ask participants to reflect on their observations and determine which, if any, of the IGA characteristics they did not observe. Then discuss these.
Note:

After participants have constructed a profile, you can add any relevant characteristics that they should be aware of when working with IGAs in the host country. 

6. Remind participants of the definition we use for an IGA. “An Income Generation Activity (IGA) is a small economic activity, which is generally operated at or near home using one’s own labor, or the labor of family members, with the purpose of raising family income.”

7. Say, “Based on your observations and interviews, what were the major challenges or constraints that the IGA owners have?” Write these on Trainer Material 1: Flip chart 10 – Challenges and Constraints.
Note:

This activity assesses Learning Objective 1

8. Ask participants to reflect for a moment about the IGAs that they are familiar with in the host country. What are four things that they think would make a big difference to the success of these IGAs? Write these down on Trainer Material 1: Flip chart 11 – What Can Make a Difference.
Note:

You can discuss people’s thoughts or leave it at personal reflection.

9. Ask participants to reflect on what they think are ways in which Volunteers can appropriately and effectively support IGAs in the host country. 
Note:

1) You may want to gather suggestions and write them down on a flip chart.

2) You may also want to ask if participants feel prepared and confident to provide the support they mentioned.



	Information 1
30 minutes

Trainer Material 1: Flip chart 12: Common Assumptions
Trainer Material 1: Flip chart 13—Four Habits
Trainer Material 1: Flip chart 13—Four Habits
Trainer Material 1: Flip chart 14—Risks of Mixing Money
Trainer Material 1: Flip chart 15—Advantages of Separating Money
Trainer Material 2: Mixed Funds Scenarios
Trainer Material 1: Flip chart 16—How to Separate Money
Markers

Trainer Material 1:  Flipchart 17 – Expense Sheet
Handout 4: Expense Sheet
Trainer Material 3: Expense Sheet—Answers
	Four Habits of Highly Successful Micro-entrepreneurs
Participants will learn about the four guiding principles for IGA success: Separate business and household money, keep business and household accounts separate, pay yourself a wage, and be able to calculate profit.
1. Explain that many well-meaning NGOs (non-governmental organizations) spend lots of money and time providing business training programs. Here are some common assumptions that this training is based upon.

2. Post Trainer Material 1: Flip chart 12 – Common Assumptions.
Note:

Common assumptions:

         An IGA:

1. is separated from the household/family economy

2. is owned and operated by a literate entrepreneur who wants to grow their business and reinvests profits into the business

3. employs paid labor rather than unpaid family members, and operates from fixed premises

3. Ask participants to point out where those assumptions are incorrect given what they observed.
Note:
Possible responses:

· IGAs tend to comingle their business and household money and accounts. 
· They reinvest the bare minimum back into their IGA.
· They use family labor that is frequently unpaid.
4. Mention to participants that as they observed, IGA owners are juggling the demands of the IGA and household demands for labor and cash investment. We need to keep this in mind as we work with IGAs.

5. Explain that there was a research study done by an organization called Ideas 42 to look at what type of business training was the most effective for micro-entrepreneurs. They started by surveying successful women micro-entrepreneurs in the Dominican Republic to find out what the micro-entrepreneurs thought they were doing that made them successful. Based on these interviews, the researchers compiled a list of four key practices that seemed to be the most common reasons for business success. Ask if anyone would like to guess what these are? We can call them the “Four Habits of Highly Effective Micro-entrepreneurs.” 
6. Give participants a few minutes to respond, and then post Trainer Material 1: Flip chart 13 – Four Habits. 

Note:

1) Answers:

a. Separate business and household money
b. Pay yourself a wage 

c. Keep business and household accounts separate

d. Calculate business profit

2) Make a point to highlight it if participants correctly identified these behaviors on their list during the Motivation activity brainstorm.
7. Tell participants that Idea 42’s study then compared a typical financial accounting training that focused on the following – tracking daily sales, expenses, and cost analysis, monthly financial statements, accounts payable and receivables; versus a much simpler training that focused on four principles – separating business and household money, paying a wage, keeping business and household accounts separate, and being able to calculate a profit. These principles are easily implemented decision rules, and vendors can understand the logic of them without having to learn the underlying accounting motivation behind them. 
Note:

The key principles training instructs micro-entrepreneurs to assign themselves a wage at the beginning of each month, which they pay out to themselves on a weekly basis, but apart from that they cannot take any money out of the business. In this way the owner can learn how profitable the business is without having to do any cash flow analysis.

8. Tell participants that the study was conducted with about 1,200 micro-enterprises associated with APRODEM, a microfinance institution in the Dominican Republic. In the study, one group of 402 micro-entrepreneurs got a standard accounting treatment training course, the second group of 404 got the Four Principles treatment training, and the third group of 387 was a control group that did not get any training. 
9. Tell participants that the researchers found that there was no improvement in IGA management from a standard, fundamentals-based accounting training. However, there was significant and economically meaningful improvement for the group that received the key principles training. They were more likely to keep accounting records, calculate monthly revenues, and separate their business and household accounts. There was also an especially large improvement (30% above the control group) in level of sales during bad weeks. The basic accounting training did not produce any significant effects. These results suggest that effective training may help individuals to better manage negative shocks or alert them to such shocks so that they can counteract the effect of slow weeks.
 When you think about it, the easier a new practice or behavior is, the more likely we are to adopt it.
Note:
1) If participants want to read the study, it is available for free download here: http://www.mit.edu/~aschoar/KIS%20DFS%20Jan2011.pdf
10. This study matches the experience of most Volunteers. When dealing with IGAs, you want to focus on simple messages and basic bookkeeping, as opposed to getting bogged down in the details of things like depreciation schedules or escrow accounting. 

11. Tell participants that with that in mind, if we are working with IGA vendors at our sites, we can help IGA vendors by focusing on these four habits. There is a lot of other assistance we could provide, but if we focus on these four principles, we can help to make sure that IGAs are managed on a firm foundation.

Note:
Point out the list on flip chart the participants started earlier.
12. Explain that in this session and the next, we are going to look at each of these four principles in more detail and cover practical ways that IGA vendors we work with can implement these new habits. We will be using some of the same training material that the micro-entrepreneurs received in the study in the Dominican Republic.
13. Ask participants to tell you what the four habits are again. Refer participants back to Trainer Material 1: Flip chart 13.

Note:

Possible responses:

· Separate business and household money

· Pay yourself a wage

· Separate business and household accounts

· Calculate profit

Separate business and household money
14. Say, “We will start with the first habit—separating business and household money.” Ask participants what the risks are of mixing business and household money. Write down responses on Trainer Material 1: Flip chart 14 – Risks of Mixing Money.
Note:

Possible responses of the risks of mixing money:
· With accounts combined it is difficult to know if you are earning or losing money in the business.
· It is difficult to know how much money you can spend without hurting the business.
· It’s difficult to adjust your consumption to your actual income.
· If you do not correctly estimate your income, you may have to borrow money. 

· It is difficult to know how much you sell in good times during the year.
· It hinders business growth.
15. Then ask about the advantages of keeping the household and business money separate. Write responses on Trainer Material 1: Flip chart 15 – Advantages of Separating Money.
Note:

Possible responses of the advantages of separating money:
· You know how much money you are earning.
· You know how much money you can take out without harming the business.
· You can avoid taking out loans.
· It’s easier to access loans.
· It’s easier to determine the change in sales at good times of the year.
· It helps the business to grow.
16. Point out that intermingling of business funds and household funds is common among IGA operators, and often leads to decapitalization of the activity. This happens when household expenses exceed the amount that is being earned from the activity.
 Without a system of separating business and household money and accounts, it is difficult to calculate business profit.
17. To illustrate the problems that arise when funds are mixed, read one of the scenarios from Trainer Material 2:  Mixed Funds Scenarios.
18. Ask participants what the problem is and how it could be fixed.
Note:

Possible response: 
1) Scenario One: Magali is losing money in the business and does not realize it. She is not tracking her costs or her profit, and is not considering discounts or charging interest or getting paid on time. Separating household and business accounts can help her to determine if she is losing or making money.

2) Scenario Two: Jose mixes his household and business money, and mixes household and business accounts. He doesn’t know how much his business makes, and took out a loan not knowing if he would have enough money to pay it back. He buys things without a budget.
19. Ask participants for examples of simple ways that IGA owners could keep their business money and personal or household money separate. Maybe they have observed how IGA owners do this already. Write down answers on Trainer Material 1: Flip chart 16 – How to Separate Money. Share the following possible responses if they do not come up with them. 
Note:

1) Possible responses:

· Separate wallets 
· Separate pockets 
· Keep household money in a shoe box at home, and business money in a locked drawer at the place of business
· Separate bank accounts
2) This assesses Learning Objective 2.
20. Point out that IGA vendors should be encouraged to keep their business and household money wherever they feel is more comfortable and secure, but to make sure that the money is kept in separate places. 
21. When an IGA owner has a household expense, they should try to use the money they have set aside for the household, and similarly if they have business expenses, they should try to use the money set aside for the business.

22. Explain that later on they will learn what to do when their household money is not sufficient to pay household bills and vice versa.

Pay yourself a wage

23. Tell participants that now you will be talking about the second habit—pay yourself a wage. The biggest reason why IGA owners dip into their business money to pay for household expenses is because they do not pay themselves a regular wage.
 We have discussed some of the problems that arise when IGA owners do not pay themselves a wage. 
24. In order to calculate a reasonable wage, IGA owners need to estimate their regular expenses. Explain that we are going to learn how to use a simple expense sheet to calculate a wage.
25. Tell participants that you will read a scenario.  Ask them to write down the expenses mentioned.  
Scenario: “Each day Josefina spends 200 pesos on food and 50 pesos on transport. She also gives her child 30 pesos each day for candy. She spends 100 pesos a week on mobile phone airtime, 250 pesos at the hairdressers, 600 pesos monthly on her phone, and 3,000 on rent.”
26. Discuss which costs are essential and which are nonessential. Remind participants that the distinction depends on personal priorities. Individuals need to decide for themselves what is essential and what is nonessential.
Note:

Possible responses: 

· Essential: food, transport, rent

· Non essential: candy, airtime, hairdressers 
· Could be one or the other: phone and airtime depending on the business
27. Post Trainer Material 1:  Flipchart 17 – Expense Sheet on the wall.
28. Distribute Handout 4:  Expense Sheet.
29. Show participants where to write each expense on the flip chart of Handout 4. Refer to Trainer Material 3:  Expense Sheet - Answers for the answers.
30. Show participants how to complete the last row (expenses per day). 
Note:

Typically there are daily, weekly and monthly expenses. To calculate the daily cost of rent, which is usually a monthly expense, the total rent expense is divided by 30 days to arrive at a daily cost.  Similarly, to calculate the daily rate for a weekly expense, divide the expense by seven days to arrive at a daily rate.  
31. Make sure that participants feel comfortable with the expense sheet.


	Practice 1
15 Minutes

Handout 4: Expense Sheet

	Calculating a Wage

Participants will complete an expense sheet to determine their personal expenses and use that information to set a reasonable wage.

1. Distribute another copy of Handout 4:  Expense Sheet to each participant.

2. Ask participants to think about their own expenses and fill out Handout 4. Allow 10 minutes.
3. Ask if participants are clear about what expenses are essential and nonessential? Are there nonessential expenses that they could eliminate?  
4. Next ask participants to look at their total expenses. If they were an IGA vendor they would want to pay themselves a wage that covered at least their essential expenses.  The wage needs to be reasonable and something that their IGA can afford to pay. To arrive at a reasonable wage, they need to think about their personal expenses and also the IGA’s income. They may have to revisit their expenses and eliminate more nonessential expenses.

Note:
This assesses Learning Objective 3.
5. Ask, “What are the advantages of paying a fixed wage?”

Note:

Possible responses:
· Improves money management

· Prevents our spending more than we should

· Helps us to know if things are going well or badly

· Helps us to organize our business accounts

6. Remind participants that when they are working with IGA vendors it is important that people demonstrate an ability to calculate a wage. However knowing how to do something and doing it are very different things. We want to help IGA vendors change their behavior. What are some ways that we can help encourage individuals to pay themselves a wage?  

Note:

Possible responses:
· Explain the advantages

· Help the individual create a budget of essential and nonessential expenses

· Help the individual to calculate business income

· Help the individual to set a reasonable wage based on their IGA’s income 

· Follow up on a regular basis to make sure that they don’t forget to pay themselves a wage



	Information 2

15 minutes
Trainer Material 4: Business / Household Financial Transaction Scenarios
Trainer Material 1: Flip chart 18—Financial Transaction Register
Trainer Material 5: Financial Transaction Exercise—Answers
Trainer Material 1: Flip chart 19 - Loan Diagram
	Loans from Household to Business and Business to Household

Participants learn to keep track of financial transactions between the household and the business when they must borrow money from the household to pay for a business expense and vice versa.

1. Explain that business owners should always try to use household money to pay for household expenses and business income to pay for business expenses. However there are exceptional situations where it is necessary for the household to finance a business expense and vice versa. 

2. Keep Records – Point out that a lack of records makes it difficult to track and thus control these expenses. The result may be a depletion of the IGA's working capital, and a failure to notice the situation, until it is too late.
 We will learn how to address this in a practical way.
3. Read one of the scenarios from Trainer Material 4:  Business/Household Financial Transaction Scenarios. Ask what Mary/John should do. 

Note:

Possible response: Borrow the money from his/her business

4. Explain that in Scenario One, Mary’s case, this is a special situation, and that she should take household money to pay the rent. Since she does not have enough money, she will need to borrow it from the business. Tell participants that it is okay to loan money between the household and business when it makes sense, but we need to record the money borrowed so that it does not mess up our finances.

5. Post Trainer Material 1: Flip chart 18:  Financial Transaction Register.

6. Introduce the Financial Transaction Register and how to fill it out using the scenarios of Mary or John. Use the scenarios below to fill in Trainer Material 1: Flip chart 18. Use Trainer Material 5:  Financial Transaction Exercise to see the correct answers.

· Scenario One: Mary took 1,600 pesos from the business to pay her house rent. 

7. Write today’s date in the date column; ask participants the following questions: 

· What would go into the detail column for Scenario One?

Note:
Answer: house rent

· Is the loan business to household or household to business?

Note:
Answer: business to household loan

· Where do we write 1,600 pesos? 

Note:
Answer: business to household loan column

8. Read Trainer Material 4:  Scenario Two:  John bought a part for his business using 1,200 pesos of household money.

· What do we write in the detail column?

Note:
Answer: spare part

· Is the loan business to household or household to business?

Note:
Answer: household to business loan

· Where do we write 1,200 pesos? 

Note:
Answer: household to business loan column

9. After filling out the financial transaction register for each scenario, Ask, “If Mary paid herself a wage of 600 pesos a week, where would that be recorded?”
Note:

Response: Household Loan from Business 
10. Show how this is recorded on Trainer Material 5.

11. Explain that money loaned from the household to the business must be recorded in the ‘business loan from household’ column, and all loans from the business to the household must be recorded in the ‘household loan from business’ column. 
12. Post Trainer Material 1: Flip chart 19 – Loan Diagram to illustrate this point.

13. Explain that, as shown in the diagram, when we use business money for business expenses we are not going outside of the business circle, and therefore we do not need to record it. Similarly, when we use household money for household expenses, we are not going outside of the household circle and therefore do not need to record it. 

However, when using business money for household expenses we are crossing outside of the business circle and entering the household circle, and therefore need to record money lent from the household to the business and vice versa. Point out that since we are concentrating on the Four Principles, we will not be training IGA vendors to do complicated accounting or bookkeeping. They will not be recording daily business transactions, for instance. That is a big reason why they need to really understand the importance of keeping track of these business/household transactions and keeping business and household accounts separate.

14. Point out that the wage is actually money that the business pays the household. Even though this money will not be returned to the business, it is important to record the transaction.

	Practice 2

15 minutes

Handout 5: Financial Transaction Exercise
Trainer Material 5: Financial Transaction Exercise—Answers 
	Recording Financial Transactions between Household and Business

Participants will correctly record financial transactions using a case study.

1. Distribute Handout 5:  Financial Transaction Exercise.  Allow 5 minutes to complete the exercise.
2. Check answers using Trainer Material 5 and answer participant questions. Point out that the register is ONLY used to record money going from the household to the business and from the business to the household. When household money is used to pay household bills, it is not recorded. Similarly, when business money is used to pay for business expenses, it is not recorded. 

Note:

This assesses Learning Objective 4.

3. Ask the following questions to make sure this point is clear: Say, “When I read out the following transactions, tell me if I need to record it.” Give participants time to answer between each transaction. 
· I take 20 pesos from the household account to buy bread for lunch. 
Note: 

Answer: No
· I take 100 pesos from the household account to go to the hairdresser.
Note: 

Answer: No

· I take 20 pesos from the business to buy food for the household.
Note: 

Answer: Yes, record it business to household. 

· I take 300 pesos from the business account to pay the business’ electric bill.
Note: 

Answer: No

· I take 50 pesos from the household account to pay the business’ water bill.
Note: 

Answer: Yes, record it from household to business.

· I pay myself a daily wage of 320 pesos.
Note: 

Answer: Yes, record it business to household. 



	Application

15 minutes
Handout 6: Homework—Joseph’s Business
Trainer Material 6: Homework—Joseph’s Business—Answers 

Handout 7:  Working with IGA Owners
	Working with an IGA Vendor

Participants will consider how they can take what they’ve learned about separating business and household cash, paying themselves a wage, and working with an IGA vendor. 

1. Ask participants what good ideas they have about practical ways to work with IGA vendors on the two topics discussed today – separating business and household cash and paying themselves a wage.

Note: 

Possible discussion topics: 

· Ask questions about knowing how much money was spent on household and business expenses. Ask if they know how much money the business earned last month.
· Discuss why knowing the answers to these questions helps them know whether their business is profitable or not, and if it isn’t, that they can make decisions to change their business or operations.
· Talk about different practical ways to keep business and household money separate and what methods the IGA vendor likes best.
· Talk about what a budget is.
· Identify all household expenses and categorize as essential and nonessential.
· Discuss why it helps to pay yourself a wage – makes it possible to calculate business profit without keeping detailed financial records.
· Introduce the Expense Chart and how to fill it out.
· Set regular times over the next several weeks to visit and follow up, to help troubleshoot challenges that may arise for the vendor in implementing these new behaviors.
2. Distribute Handout 6: Homework—Joseph’s Business.  It is a summary exercise of the Financial Transaction Register. Ask participants to complete the assignment and bring it to the next technical training session.

Note: 

Answers in Trainer Material 6.

3. Distribute Handout 7:  Working with IGA Owners.
Note:
If this is part of a PST practicum, then ask participants to use what they have learned regarding paying oneself a wage and recording business/household transactions to work with a local IGA owner. Ask them to report back how things went at the next technical training session.

4. Explain that in the next session we will review the homework and cover some more points about how to separate business and household accounts and then learn how to calculate business profits with that information.


	Assessment


	Learning Objective 1: Assessed in Motivation when participants compile categories of IGA characteristics and the challenges they most commonly face.
Learning Objective 2: Assessed in Information 1 when participants create a list of ways to separate business and personal cash.
Learning Objective 3: Assessed in Practice 1 when participants calculate their own personal expenses and set a wage for themselves.

Learning Objective 4: Assessed in Practice 2 when participants complete the Financial Transaction Register exercise.


	Trainer Notes for Future Improvement
	Date & Trainer Name: What went well? What would you do differently? Did you need more/less time for certain activities?


Resources: 

· Allan, Hugh, Economic Strengthening/Livelihood Tools and Literature Review: Summary and analysis of the status of literature and review of the tools, along with recommendations of best practices and guidelines on which tools work, identifying useful/workable interventions, USAID, CARE, Hope for African Children Initiative, December 2005. 

· Educacion Financiera Para Emprendedores: Contabilidad: Separacion de Cuentas: Reglas Basicas, Microfinance Opportunities, 2005.

· IGA Selection, Planning and Management: A Training Course for the Participants of CARE Uganda’s Ecodev Projects, Revised March 2004. 
· Drexler, Alejandro, Greg Fischer, and Antoinette Schoar, “Keeping It Simple: Financial Literacy and Rules of Thumb,” January 2011.
· Tantia, Piyush of Ideas 42, Presentation called “Keeping it simple: the results of rule of thumb based financial literacy training on business outcomes and savings,” April 6, 2011 at World Bank and IFC (Power Point presentation).

· www.doingbusiness.org
· www.pooreconomics.com 
	Handout 1: IGA Interview and Observation Worksheet


	Name of IGA: 
Type of IGA (Examples: Service, product, wholesale, retail, farm produce):


	Basic Information

· Why did you decide to sell [name product or serve] instead of another product or service?

· When did this business start?

· How many hours a week do you spend working on your business?



	Business Location and Operation

· Physical Location: Is it owned or rented? Permanent or temporary?

· Is the IGA year-round or seasonal?

· What are the hours of operation for your business?

· Are your clients satisfied with the schedule? Is it convenient?

· Do you try to open and close the business at the same time each day?
· How does the business look inside and outside? Is it clean?

Observations:



	Recordkeeping

· Do you keep records for your IGA?   Yes      No

· What kinds of records do you keep? (Example: book of accounts payable, inventories, accounting, total sales, inventories, credit sales, total sales, etc.)

· How do you keep your records?   Computer    Handwritten    Notebooks    Folders


	Observations:



	Personnel

· Are you the owner?  Yes      No

· How many workers do you have (including family members)?
· Do you pay yourself and family members a wage?   Yes        No 
· How often?  Daily   weekly    every two weeks     monthly

Observations:



	Cash Management

· Do you keep household money and business money separate?  Yes      No

· Do you have a bank account for your business?  Yes      No

· Is it just for your business or for personal use as well?

· Do you sell on credit to clients?  Yes      No

· Do you or your family members/friends take or consume business merchandise?  Yes      No

Observations:



	Production

· How did you decide to start this type of business?

· Do you make your own products?

· If not, where do you get your products? [name nearby market] or other place?

· How many sellers do you buy from?

· Before you started this business, did you know how to make the product?  Yes      No

· Where did you learn about how to make/grow [product]?

· Who are your clients and why do they buy from you instead of your competitors?

· When you make your product, how do you decide how many items to produce? (If it is a service business, how do you decide the hours of operation?)

Observations:



	Pricing

· How do you price your product or service?

· How much do your competitors charge for the same products or services?

Observations:



	Promotion

· How does the public know about your business?

· How do you make your business unique from your competitors?

· Do you have a sign, slogan or business name that is different from the rest? 
· Do you sell specialty products or goods?  Yes      No

Observations:



	Income and Sales

· What is the best month or season for sales for your business?
· What is the best day of the week for sales?

· Are the majority of your clients local people, or foreign tourists of [name country] 

· Do you sell on credit to clients?

Observations:



	Equipment and Information Technology

· What kind of equipment does the business have?

· Does the business use Information Technology? If so, what type?
· Personal computer       Telephone       Fax       Printer       Other: ______________

· How is the IT equipment used in the business?

· Bookkeeping/Accounting      Inventory      Promotional materials      Other: ______________

· Do you have Internet?

· Do you use the Internet for your business for:

· Purchases       Marketing       Email       Other: _________________

Observations:



	Challenges and Future Plans

· What are the obstacles that you face in your business?

· What are your future plans for the IGA? (Examples: Expand, move, invest)
Observations:




	Handout 2: IGA Characteristics


An Income Generation Activity (IGA) is a small economic activity, which is generally operated at or near home using one’s own labor, or the labor of family members, with the purpose of raising family income.

The following are common characteristics of Income Generation Activities:
Primary Source of Income: Unlike selling Avon or babysitting in the US, for many people in the host country, IGAs are the primary source of a family’s income, not just supplemental income.
Informal: IGAs are not officially registered, and do not pay taxes, etc. This lowers set-up costs, but makes them more vulnerable to shocks. For example, the government may provide compensation in the event of a natural disaster, but only to formally registered businesses. 
Risk averse: IGAs tend to be extremely conservative. For example, they do not take advantage (and the risk) of opportunities to sell more. They will only produce a limited amount of a product per day, regardless of whether it is market day. The primary goal is to sell all products produced. If it is market day and they finish at 10AM, so be it; no additional product will be produced. And they are unlikely to try new things or make new products.

Little or no investment in worksite: IGAs often have a short time horizon. They can be established with limited advance planning and can appear and disappear overnight. 

Few Fixed Assets: IGAs have limited overhead. The startup costs are often nothing more than a cooking pot and a table.

Little reinvestment: An IGA owner is not growth-oriented and invests only the minimum in the business. Profitability is day-to-day for IGAs. They will purchase ingredients in the morning out of pocket, and if they have more money in their pocket at the end of the day than at the start of the day, the day is considered a success! 

Traditional Skills: IGAs rarely require any special skills to run.

Traditional technology: IGAs use simple or traditional technology. 

Part time or seasonal for owner: An IGA owner who sells fresh eggs from his chicken may only engage in this IGA a couple times a week for a few hours. 
Family labor: If the IGA owner requires additional labor it is usually that of a family member rather than a paid employee.

Mixed with household economy: IGA owners tend not to separate their business from their household money. If they or a family member need money for food or medicine, it is paid for directly from profits from the IGA. 

Illiterate or semi-literate: IGA owners may not be able to read or write. 

Little product diversification or value addition: IGA owners tend to sell the same thing as many others in the market. For instance, being one of 50 vendors in the market selling tomatoes is typical of an IGA. In addition, the person will likely sit right next to the other 49 tomato vendors and no effort is made towards differentiating one’s product. Similarly, IGAs tend to have limited value added: you plant, harvest and sell your own tomatoes. 

Few if any written records: Most IGAs do not keep written records. Most IGAs don’t separate business and household funds. They do hand-to-pocket accounting. If they have money in their pocket at the end of the day, the day was a success. They may not know how to determine whether their IGA is profitable or not. Being able to calculate profitability is a very important guiding principle for business success.
 The IGA is cash-based and rarely needs to consider receivables and payables, except on a very short-term basis. There is no real distinction made between fixed assets and working capital except at start-up. Replacement costs and amortization of fixed assets do not represent a significant cost to the business. Fixed and variable costs do not need to be precisely differentiated, except in terms of the needs of the household for income.
 
	Handout 3: Economic Strengthening


Refer to separate file

	Handout 4: Expense Sheet


Assignment: Complete the chart below using your actual personal expenses
	Expense Sheet

	Basic Expenses

	Daily Expenses
	Weekly Expenses
	Monthly Expenses
	Total

	Description
	Amount
	Description
	Amount
	Description
	Amount
	Daily Wage

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Total Basic Expenses/day
	
	
	Total/7
	
	Total/30

	

	Nonessential Expenses

	Daily Expenses
	Weekly Expenses
	Monthly Expenses
	Total

	Description
	Amount
	Description
	Amount
	Description
	Amount
	Daily Wage

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Total Nonessential

expenses/day
	
	
	Total/7

	
	Total/30
	


	Handout 5: Financial Transaction Exercise


Read the following scenario and fill out the Financial Transaction Register to record the financial transactions indicated below.
Scenario:
John has had a busy week. He sold a lot at the store, but he had to buy many things for the household. On November 14, he urgently had to buy 500 pesos worth of merchandise, and had no money in the business account, so he borrowed it from the household. On November 15, he realized he needed to buy a Christmas tree, but didn’t have enough money in his household account. He only had enough for his regular expenses, so he had to take 600 pesos from the business to buy the tree. He took his weekly wage of 1,600 on November 16. On November 20, John had 5,000 pesos in the business lock box, so he decided to deposit 4,000 pesos from the business into his personal savings account.
	Financial Transaction Register

	Date
	Detail
	Household Loan from Business
	Business Loan from Household

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


	Handout 6: Homework: Joseph’s Business


On November 1, Joseph received a loan of 28,000 pesos from the bank. He allocated all the money for his business. On November 2, Joseph used 400 pesos to buy goods for the business. On November 3, he took 300 pesos from the business and gave it to his son to pay for school fees. On November 4 he took 1,400 pesos from the household to repair the business refrigerator. On November 5 he paid himself a wage of 10,000 pesos.  On November 7 he took 2,000 pesos from the business to buy food for the household. On November 8 he took 400 pesos from the business to buy some speakers for the household. On November 9, he took 1,000 pesos from the business to pay for his mother’s transportation back to her village. On November 10, he used 700 pesos from the household account to repair the household’s stove.

On November 12 he took 500 pesos from the business to pay for medical treatment for his daughter Ana. On November 15 he took 400 pesos from the business to buy a pair of pants. On November 17, he took 2,500 pesos from the business to buy food for the household. On November 19 he paid himself a wage of 10,000 pesos.  On November 20, he took 1,200 pesos from the business to repair the roof on his house. This repair was really necessary. On November 21, Joseph took 1,200 pesos from the business to buy a pair of sneakers for his son. On November 25, Joseph realized that there was 6,400 pesos in the business cash box which seemed risky, so he deposited 5,000 pesos in his personal savings account at the bank.

	Financial Transaction Register

	Date
	Detail
	Household Loan from Business
	Business Loan from Household

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


	Handout 7: Working with IGA Owners


If you are working with people with existing businesses or IGAs, you can use the following questions to help them think through the importance of keeping business and household money separate and paying themselves a wage.

Separating Business and Household Money

· How do you know how much money you spent on the business and how much at home?

· How can you tell if/when someone (a relative, an employee) has taken money from the business?

· How do you remember who took money from the business to take care of a personal or family matter?

· Do you have a way to know how much money your business earned last month?

Practical ways to keep money separate

· Keep the money in separate wallets or separate pockets.
· Keep household money in a shoe box at home, and business money in a locked drawer at the place of business.
· Keep it in two separate bank accounts.
The Importance of Paying Yourself a Wage

· Discuss why it helps to pay oneself a wage – makes it possible to calculate business profit without keeping detailed financial records.
· Identify all household expenses and categorize as essential and nonessential.
· Keep track of how much is spent per day, week and month on household expenses. 

· Explain that the wage should be reasonable – it covers essential expenses and is affordable for the business to pay.
· Decide how often to pay the wage – daily, weekly, twice a month, monthly?

After completing the Expense Sheet below, discuss the following questions:

· How much money do you need to cover your basic expenses?

· How much money do you need to cover your nonessential expenses?

· Are there nonessential expenses that you could eliminate? Which would you like to keep?

· How much salary do you need to cover your basic expenses and those nonessential expenses that you have decided to keep?
· Decide whether you will pay yourself daily, weekly or a wage every two weeks.
Use the Expense chart to calculate household expenses – both essential and nonessential. 
	Expense Sheet

	Basic Expenses

	Daily Expenses
	Weekly Expenses
	Monthly Expenses
	Total

	Description
	Amount
	Description
	Amount
	Description
	Amount
	Daily Wage

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Total Basic Expenses/day
	
	
	Total/7
	
	Total/30

	

	Nonessential Expenses

	Daily Expenses
	Weekly Expenses
	Monthly Expenses
	Total

	Description
	Amount
	Description
	Amount
	Description
	Amount
	Daily Wage

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Total Nonessential

expenses/day
	
	
	Total/7

	
	Total/30
	


	Trainer Material 1: Flip charts


Flip charts 1-9: IGA Characteristic Categories
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Flip chart 10: Challenges and Constraints

Flip chart 11: What Can Make a Difference


Flip chart 12: Common Assumptions


Flip chart 13: Four Habits

Flip chart 14: Risks of Mixing Money

Flip chart 15: Advantages of Separating

Flip chart 16: How to Separate Money


Flip chart 17:  Expense Sheet

	Expense Sheet

	Basic Expenses

	Daily Expenses
	Weekly Expenses
	Monthly Expenses
	Total

	Description
	Amount
	Description
	Amount
	Description
	Amount
	Daily Wage

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Total Basic Expenses/day
	
	
	Total/7
	
	Total/30

	

	Nonessential Expenses

	Daily Expenses
	Weekly Expenses
	Monthly Expenses
	Total

	Description
	Amount
	Description
	Amount
	Description
	Amount
	Daily Wage

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Total Nonessential

expenses/day
	
	
	Total/7

	
	Total/30
	


Flip chart 18: Financial Transaction Register

	Financial Transaction Register

	Date
	Detail
	Household Loan from Business
	Business Loan from Household

	
	
	
	

	
	
	
	


Flip chart 19: Loan Diagram
	Diagram showing loans between household and business
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· Adapted from  Educacion Financiera Para Emprendedores: Contabilidad: Separacion de Cuentas: Reglas Basicas


	Trainer Material 2: Mixed Funds Scenarios


Choose an example to read out loud.
Scenario One: Magali’s Clothes Shop

Magali has a small shop selling clothes in front of her house. She works part-time as a secretary where she earns 3,800 pesos monthly, and in the evenings she manages her house and store. Her husband earns 6,500 pesos per month and provides most of this to the household.
Magali buys clothes expecting at least 200 pesos per piece. Many of her customers buy on credit for one, two and three months. As Magali does not keep separate accounts, but rather all together, she does not know how much her business is earning.
Magali does not realize that, because her clients do not pay on time and ask for many discounts, and also because she sells some of her goods at cost (for fear that there will be unsold clothing), she is not making a profit on the merchandise she sells.
She almost always has money to pay bills, and therefore believes that the business is going well. But the money used to pay the bills, is actually coming from her salary and what her husband brings home. Magali does not realize that the business is operating at a loss as it uses household income to fill the business gaps.

Scenario Two: Jose’s Food and Vegetable Business
Jose is a food and vegetable merchant. He has a place where his wife and an assistant work. But he manages the money. The business looks pretty good, there are always many customers, and the merchandise sells well.
José keeps all the money in his pocket. Since the business sells a lot he does not concern himself with the expenses. If he likes something, he just buys it. If he does not have the money at the time, he buys on credit, because he is confident that his business will make enough to pay for all he spends.
Without realizing it, Joseph amassed more than 3,000 pesos of debt owed to local businesses, had 4,000 pesos of debt with lenders, and has to pay the bank 1,400 pesos monthly for a loan. When merchants and 
lenders began to demand payment, he realized he did not have enough money. When his wife asked him about it, he did not know how to explain that even though the business was successful, they had run out of money to pay their obligations.
	Trainer Material 3: Expense Sheet—Answers


Each day Josefina spends 200 pesos for food and 50 pesos for transport, and gives her child 30 pesos for candy. She also spends 100 pesos weekly on air time, 250 pesos at the hairdressers, 600 monthly on phone, and 3000 on rent.
Answer Sheet
	Expense Sheet

	Basic Expenses

	Daily Expenses
	Weekly Expenses
	Monthly Expenses
	Total

	Description
	Amount
	Description
	Amount
	Description
	Amount
	Daily Wage

	Food
	200
	
	
	Rent
	3,000
	

	Transportation
	50
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Total
	250
	
	
	
	3000
	

	Total Basic Expenses/day
	250
	Total Basic Expenses/week
	=Total/7
	Total Basic Expenses/month
	=100
	350

	Nonessential Expenses

	Daily Expenses
	Weekly Expenses
	Monthly Expenses
	Total

	Description
	Amount
	Description
	Amount
	Description
	Amount
	Daily Wage

	Candy
	30
	Airtime
	100
	Phone
	600
	

	
	
	Hairdresser
	250
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Total
	30
	
	350
	
	600
	

	Total Nonessential

expenses/day
	30
	Total Basic Expenses/week
	=50
	Total Basic Expenses/month
	20
	100


	Trainer Material 4: Business/Household Financial Transaction Scenarios


Scenario One: What should Mary do?

Mary just attended the Financial Education class. She is very enthusiastic and has decided to pay herself a daily wage that she keeps in a locked box. The rest of the money that has been set aside for the business is kept in a locked box at her place of business. She has 2,800 pesos in the business box and 760 pesos in the household box, which has been accumulating weekly to pay her bills. She pays her rent with money sent by her sister, but her sister has been sick this month and has not sent any money. Today is October 20 and she needs to pay the rent of 1,600 pesos on her home, but does not have enough money in her household account. She is very confused because in the training she learned that personal expenses should be paid with household money. 
Discuss what Mary should do.

Note:

Possible response:

This is a special situation, and she should take household money to pay the rent, but since she does not have enough money, she will need to borrow it from the business.

Scenario Two: What should John do?

John also attended the Financial Education class. He quickly started paying himself a wage, which he keeps in a shoe box hidden under his bed. He leaves the rest of the money for the business, locked away in a drawer at the business. A former supplier came to his house on October 20 with a spare part at a great price. John knew that this part would cost 2,000 pesos elsewhere; however the supplier was selling it for 1,200 pesos. He could not waste this opportunity, but had a problem: he did not have enough money left in the business account to pay for the part. However there was enough money in the household account. He also knew that he could sell the part quickly and reimburse the household account. John called his financial education instructor to ask how he could resolve this problem.
Discuss what John should do.

Note:

Possible response:

This is a special situation, and the business should buy the part. But since it did not have enough money, he should borrow money from the household account and not waste this excellent business opportunity. 

	Trainer Material 5: Financial Transaction Exercise—Answers


Scenario One: Mary took 1,600 pesos from the business to pay her house rent. 

Answer: 
	Financial Transaction Register

	Date
	Detail
	Household Loan from Business
	Business Loan from Household

	10/20
	Rent
	1,600
	

	10/20
	Monthly wage
	600
	


Scenario Two: John took 1,200 pesos of personal money to purchase the part for his business.
Answer:

	Financial Transaction Register

	Date
	Detail
	Household Loan from Business
	Business Loan from Household

	10/20
	Spare Part
	
	1,200

	
	
	
	


Scenario 3:
John has had a busy week. He sold a lot at the store, but he had to buy many things for the household. On November 14, he urgently had to buy 500 pesos worth of merchandise, and had no money in the business account, so he borrowed it from the household. On November 15, he realized he needed to buy a Christmas tree, but didn’t have enough money in his household account. He only had enough for his regular expenses, so he had to take 600 pesos from the business to buy the tree. He took his weekly wage of 1,600 on November 16. On November 20, John had 5,000 pesos in the business lock box, so he decided to deposit 4,000 pesos from the business into his personal savings account.
Fill out the Financial Transaction Register to record the financial transactions indicated above.

Scenario 3: Answer Sheet

	Financial Transaction Register

	Date
	Detail
	Household Loan from Business
	Business Loan from Household

	November 14
	Business merchandise
	
	500

	November 15
	Christmas Tree
	600
	

	November 16
	Wage
	1,600
	

	November 20
	Bank Deposit
	4,000
	


	Trainer Material 6: Homework—Joseph’s Business—Answers


On November 1, Joseph received a loan of 28,000 pesos from the bank. He allocated all the money for his business. On November 2, Joseph used 400 pesos to buy goods for the business. On November 3, he took 300 pesos from the business and gave it to his son to pay for school fees. On November 4, he took 1,400 pesos from the household to repair the business refrigerator. On November 5, he paid himself a wage of 10,000 pesos. On November 7, he took 2,000 pesos from the business to buy food for the household. On November 8, he took 400 pesos from the business to buy some speakers for the household. On November 9, he took 1,000 pesos from the business to pay for his mother’s transportation back to her village. On November 10, he used 700 pesos from the household account to repair the household’s stove.

On November 12, he took 500 pesos from the business to pay for medical treatment for his daughter Ana. On November 15, he took 400 pesos from the business to buy a pair of pants. On November 17, he took 2,500 pesos from the business to buy food for the household. On November 19, he paid himself a wage of 10,000 pesos. On November 20, he took 1,200 pesos from the business to repair the roof on his house. This repair was really necessary. On November 21, Joseph took 1,200 pesos from the business to buy a pair of sneakers for his son. On November 25, Joseph realized that there was 6,400 pesos in the business cash box which seemed risky, so he deposited 5,000 pesos in his personal savings account at the bank.

Answer Sheet

	Financial Transaction Register

	Date
	Detail
	Household Loan from Business
	Business Loan from Household

	November 1
	Bank loan
	
	28,000

	November 3
	Son’s school
	300
	

	November 4
	Repair the business refrigerator
	
	1,400

	November 5
	Wage
	10,000
	

	November 7
	Food
	2,000
	

	November 8
	Speakers
	400
	

	November 9
	Transport for mom
	1,000
	

	November 12
	Daughter’s medical treatment
	500
	

	November 15
	Pants
	400
	

	November 17
	Food
	2,500
	

	November 19
	Wage
	10,000
	

	November 20
	Roof repair
	1,200
	

	November 21
	Son’s sneakers
	1,200
	

	November 25
	Business bank deposit
	5,000
	

	
	
	
	

	
	Totals
	34,500
	29,400


During the debrief, point out that the money that Joseph used to buy goods for the business is not recorded because the business money was spent on the business. Also note that the 700 pesos paid by the household to repair the household stove is a personal expense, and therefore not recorded.
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IGAs Challenges and Constraints


























Common Assumptions: 


An IGA


is separated from the household/family economy;


is owned and operated by a literate entrepreneur who wants to grow their business and reinvests profits into the business;


employs paid labor rather than unpaid family members, and operates from fixed premises.





Four Habits of Highly Successful Micro-entrepreneurs


Separate business and household money.


Pay yourself a wage. 


Keep business and household accounts separate.


Calculate business profit.





Risks of Mixing Money
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How to Separate Money
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Loans from business to household
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