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INTRODUCTION

Unity Co-operative has about 1,000 nenbers. They grow
groundnuts and veget abl es, which they sell through the co-
operative. The nmenbers can al so buy fertilisers and sonme
ot her farm supplies through their co-operative.

It is now June. The business year is comng to an end for
Unity Co-operative. The year's trading has al nost been con-
cluded. The new "financial year" begins on 1 July.

SALES FARM SALES OF
SUPPLIES PRODUCE

This year everything seens to have gone according to plan

Sabu, the manager, can already tell his commttee that there
will be a net surplus of sone T$100, 000*, roughly what they
had pl anned. How coul d Sabu know the result ahead of tine?
| s he good at guessing? NO He was able to forecast a sur-
pl us because he had planned the business in advance. Already
a year ago, he had estimated the income and the expenditures
for the comng year. Then he kept careful track of devel op-
ments and controlled them so that everything went as
pl anned.

* We use an inmginary currency here, because this booklet is used in

many countries. We call it "Training dollars and cents" (T$ and c).
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This is what we nean by PLANNI NG AND CONTROLLI NG a busi -
ness. Let us see if we can |earn sonething from Sabu and his
committee by following their work in Unity Co-operative.

The Budget Meeting

The conmttee of Unity neets regularly to discuss the busi-
ness. Today, the committee has one of the nobst inportant
nmeetings of the year. It is the budget neeting, at which the
commttee will discuss the budget and the plans for the fol-
| om ng year

To draw up a budget neans to estimte what the co-operative
will earn and what it will spend, and to prepare a plan
based on these figures. This allows the conmttee to check
that spending will be bal anced by earnings. The comittee

and the manager want to be sure that there will be a surplus
not a loss! - at the end of next year.

We are going to follow the commttee through this budget
neeting. Here are the major itens for today's neeting:

Agenda

Estimating the sal es of produce.
Estimating the sales of farm supplies.
Estimating the running costs.

Conpl eting the estimates.
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ESTIMATING THE SALES OF PRODUCE

The conmittee had many nmatters to di scuss. The nost inport-
ant business of the co-operative is "marketing”, that is
selling nenmbers' produce. So this was at the top of the
agenda.

Sabu, the nanager, and the conmittee canme well prepared to
this nmeeting. They had coll ected sone inportant information
fromthe villages, and Sabu had put together several charts
with useful figures.

The Sal es

Groundnut s

"This year's sales of groundnuts have just been concl uded,
and we have sold 809 tonnes in all. That is alittle nore
than | ast year," the chairman announced.

"The question is whether or not we can plan for a further
i ncrease next year," said Sabu. "Let's look at this chart."

Sabu called the commttee's attention to the "statistical"
figures on the chart. These showed how nmany groundnuts the
co-operative had sold in the | ast few years. He had al so
made a graph, which was posted on the wall. (The chart and
the graph are shown on the next page for you to see.)

Fromthe graph it was easy to observe the small increase in
t he groundnut business. There had been a drop in sales three
years before, but that was caused by a certain transport
probl em which had | ong since been sol ved.
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"You can see that we have increased the sales by 2% to 6%
each year," said Sabu. "Can we do it again next year?"

GROUNDNUT SALES UNITY CO-0OP

81/82 | 82/83| 83/gq |ESTI™

TONNES T4l 188 809
PRICE PER
TONNE 2,180 |2,275 | 2,410
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In recent years the devel opnent had been rather slow. It
seened as if the farnmers had now reached the nmaxi numof what
they could produce on their small plots of |and. Therefore,
the only way to increase the co-operative's business was to
enl arge the nmenbershi p.

Unity Co-operative had three "buying points" for groundnuts,
that is, the places where nenbers brought their nuts for
collection by the co-operative staff. "The chairman and |
have put together the figures for our three buying points,”
said Sabu, pointing to a big chart (see next page).

Sabu said: "Look first at colum 4. At the bottom we can see
this year's total, 809. Now the question is: can we get
nore nuts next year?"



MEMBERSH\P AND PRODUCTION

" area  [memoens [ Mo, [TouNER, [ mcreas
BALTA 212 - 166 -
KANNO 440 30 358 25
TORA 364 90 235 70
TOTAL l,0l6 120 809 S5

The comm ttee nenbers studied the chart and di scussed the
figures. It was obvious fromcolums 3 and 5 that all
farmers in the Balta area were already nenbers. No increase
coul d be expected at that buying point. "Sone nenbers there
have sone unplanted land, but | think they will use it for
ot her crops, not groundnuts,"” noted one commttee nman.

"I n Kanno we have a group of 30 farners who don't sel

t hrough us, and in Tora about 90. They sell to private
agents. Suppose that we could get all those people to join
us. Look at columm 5. You can see that we could increase

our sales potential by 95 tonnes. That is 11.7% to be
exact," said Sabu.

"But what is happening in Tora?" said one conmttee nenber,
and pointed at the "90" in colum 3. "Have sone farners in
Tora |l eft our co-operative?"

The chairman said: "You are right. However, | do have sone
good news. W have now had neetings in the villages in Tora.

Forty farners who used to sell to us before had their rea-
sons for changing to other agents. They are all living in
the outer area, and they were prom sed help with their

transport by an agent fromtown. However, they were not sat-

isfied with his help, nor with his prices. So recently, when
t hey had heard how nmuch our nenbers were paid, they said
they would certainly cone back to Unity next year."



The comm ttee was pleased to hear this. But at the sane tine
they regretted that they had a "conmuni cation problent with
the farners living in the outer villages. After all, the
pur pose of their co-operative was to help all farners in the
area. "Athing like this should not happen, we nust try to
keep them better inforned." So the commttee decided to ar-
range nore information neetings in the renote villages. The

farmers' major problens, including transport, could then be
freely discussed.

The committee went on assesssing the likely production for
the followi ng year. The conmittee nmenbers canme from vari ous
vill ages, and between them they knew the whol e area and the
nmenbers very well. Therefore, their estimates were real -
istic. They were sure that they would get a few nore nenbers
in Kanno, and that the 40 "lost" menbers in Tora would cone
back agai n. In addition, they thought that some nore nem
bers would join in Tora, as a result of their neetings there
recently. "But |let us not be overly optimstic," warned
Sabu.

The chairman summed up: "I believe we can count on 165
tonnes in Balta, 365 in Kanno and 310 in Tora. That makes
840 tonnes al together."

Goundnuts - The Selling Price

"840 tonnes, what does that nean in terns of noney?" said
t he chairman

Unity Co-operative sells the groundnuts to the Marketing
Board, which is a special agency set up by the Governnent.

The Marketing Board pays a fixed price during the whole
tradi ng season. The problem was that when the Unity Co-
operative commttee held its budget neeting, the price for
the next year had not yet been announced.



"You can see in ny chart (page 6) how the prices have in-
creased over the |ast three years,"” said Sabu. "From
T$2, 190 per tonne to T$2,275 to T$2,410, that's 4% to 6% per
year."

In the latest news bulletin fromthe Marketing Board it was
stated that prices would nost probably remain steady for

t he next buying season. Normal inflation would probably
mean an i ncrease of 5% to 10% but that was difficult to

say for sure.

Once again, Sabu cauti oned agai nst over-estimating. "Al -
t hough we all hope for a high increase, we should not now
calculate on nore than a 4% increase. It is better to be on
the safe side. 4% nore than this year neans about T$2, 500
per tonne." The comm ttee agreed with Sabu's remarKks.

1.1 Wiy did Sabu warn agai nst over-estimating produc-
tion and the selling price? Wite your coments
on a separate sheet of paper.

1.2 Fill in the estimates of total production and
selling price in the chart on page 6.

1.3 Prepare a staple diagram simlar to the one on
page 6, for the production in your co-operative.

W have now seen how the committee arrived at its estimte
for the total incone from groundnut sal es:

840 tonnes x T$2,500 per tonne = T$2, 100, 000

They used statistics from previous years, and they used
first-hand information fromthe growers. So the estimtes
shoul d be reliable, provided nothing very unusual happens.
Let us see how the commttee continued its work in this
budget neeti ng.
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1.1 Why did Sabu warn against over-estimating production
and the selling price? Write your comments
on a separate sheet of paper.
1.2 Fill in the estimates of total production and
selling price in the chart on page 6.
1.3 Prepare a staple diagram, similar to the one on
page 6, for the production in your co-operative.


QO her Products

The commttee now went on to prepare the estinates for the
sal es of the other products. Sonme 100 nenbers were grow ng
pot at oes and beans as a "cash crop” to earn an incone, but
many nenbers brought to the co-operative the surplus from
t heir garden crops. Cbvi ously, this anpunt could vary, so
it was very difficult to estimate the total business. There-
fore, each year the commttee nade a survey: the village
| eaders were asked to estinmate how many kil ogrammes woul d be
delivered to the co-operative next year. The reports from
the village | eaders had now been coll ected by the chairnmn

In addition to this information, Sabu had the sales statis-
tics fromprevious years. These two sources of information
made it possible for the commttee to prepare a forecast.

SALES - OTRER PRODUCTS UNITY CO-OP
81/82 82/83 83/84 |ESTITY
TONNES 12 12 12,5 2
BEANS
PRICE/TONNE| 2 480 | 2,720 | 2, 300
TONNES T9 93 18,5 120
POTATOES
PRICE [TONNE| 1,760 1,840 2,000

The estimates for the bean deliveries presented no problem
The production figures had hovered steadily around 12 tonnes
the ast few years, and the conmttee found no reason to ex-
pect any change.

But the production of potatoes was increasing, that was
clear. In fact, the demand for potatoes had been very high
in the |ast years and the growers had been paid a very good
price. So the commttee had encouraged the nenbers to grow
nore potatoes, and they had responded well.

The chairman said: "I believe that the village | eaders' es-
timates are correct. Because we nanaged to get a good price
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again this year, | amsure that the production will increase
to at least 120 tonnes."

QO her Products - The Selling Price

Selling potatoes and beans was quite different fromselling

groundnuts in Unity Co-operative. The co-operative was free
to sell the potatoes and beans to anyone and to deci de the

selling prices itself.

So the problens facing the nmanagenent were to find buyers,
and to obtain a fair price for their products.

Over the years, Unity had
built up a circle of reg-
ular customers who pre-
ferred to buy from Unity,
because the co-perative had
a reputation for good qua-
lity and fair prices. [t
was also Unity's policy to
deliver to its regular cus-
toners instead of always
| ooki ng for higher prices

from occasi onal custoners.

But now vegetable prices were fluctuating. The main question
in the budget neeting was whet her potato prices would go

down or not. "I'f the potato production is going up |ike
this, | fear that the prices wll cone down," said the
chai r man.

Their mai n buyer of potatoes was a conpany whi ch had shops
all over the country. Sabu reported: "They paid us T$2 a
kil ogramme this year. | have talked to their manager. He
hinted that they can buy nore fromus, but that prices may
be | ower."
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One commttee nmenber said: "I think we can earn nore if we
sell to shops and petty traders in town. They pay at | east
10 cents nore per kil ograme."

Sabu said: "Don't forget the transport and the handling
costs. It takes four tinmes as long to drive around to the
shops and we need two nmen to go with the lorry. Let ne give
you an exanpl e:

"Suppose that we deliver 5 tonnes and the conpany pays us
T$2 and the shops T$2.10 a kil ogramme.

Sales to the conpany Sales to six shaops
5000 x T$2 = T$10,000 5000 x T$2.10 = T$10, 500
Transport cost - 320 Transport cost = 1,400
T$ 9, 680 T$ 9, 100

"You can see that we earn nore even if we sell at a | ower
price to the conpany. It pays because we save on transport
and | abour costs."

The conmittee realised that it nmade sense to have a single
buyer who coul d take the bul k of the production. They were
al so anxious to continue the collaboration with the conpany,

whi ch had proved to be a reliable custoner. So they agreed
to sell to themeven if they paid two or three cents |ess
t han t he shop owners.

After these discussions, the conmttee had still not esti-
mat ed the expected selling price for potatoes next year. In
the end the commttee menbers agreed that it was still a
"seller's market", and that the buyers would be forced to

pay at |east the sanme price as the previous year, probably a
bit nmore because of inflation. They decided on an anti ci -
pated price of T$2 a kil ogramme.
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As for the beans, the price had increased with the inflation
rate in recent years, and woul d probably again need to be
rai sed by a few percentage points. The conmttee agreed to
a cautious estinmate of T$3 per kil ograme for beans.

TIhe Total Sales

Sabu summed up the estinmates of the sales on a | arge piece
of paper, which he posted on the wall. Note that he changed
all kilogrammes to tonnes and turned the selling prices into
tonne prices, so that they could deal with all figures in
t he same way.

SALES ESTIMATES

GROUNDNUTS 840xT$2500=T$ 2,100, 000
BEANS 12 xT$3,000 = 36,000
POTATOES 120 xT$2,000 = 240,000

;: 7 TOTAL SALES T$ 2,376,000

2.1 Fill inthe estimated selling prices in the chart
on page 10.

2.2 \What sources of information did the conmittee use
to estimate next year's production? Wiy were the

sales statistics from the previous year not
enough?

2.3 The committee discussed their "marketing policy"
(see pages 11 - 12). What do you think about the
way Unity is marketing and pricing its products?
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2.1 Fill in the estimated selling prices in the chart
on page 10.
2.2 What sources of information did the committee use
to estimate next year's production? Why were the
sales statistics from the previous year not
enough?
2.3 The committee discussed their "marketing policy"
(see pages 11 - 12). What do you think about the
way Unity is marketing and pricing its products?
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The Commission

When Sabu added up the total of the sales estimted for next
year, he arrived at a sum of T$2,376,000 (see the chart on
page 13). All this noney would be paynent for agricultura
products grown by the nenbers, so they should receive the
noney, of course. The role of Unity Co-operative is just to
hel p the nenbers to sell their products. But this neans a
lot of work for the co-operative, and a |lot of expenditure
for wages, transport, storage and so on. Unity Co-operative
nmust therefore keep sone of the noney to be able to pay for
all costs of running the business. So the co-operative has
(to take a_commi ssion or a levy) on the sales.

The question was how mich commi ssion Unity should take on
t he sal es of produce next year.

Groundnut s

The comm ttee had no troubl e deciding the anbunt of conm s-
sion on the groundnut business. As we have heard al ready,

the Marketing Board determ ned the price of groundnuts. They
had al so fixed the comm ssion: no agent was allowed to
charge nore than 6% conm ssion. For exanple, if the Market-
ing Board pays T$125 for a 50 kg bag, an agent is allowed to
keep a conmi ssion of T$7.50 and the farnmer nust be paid at
| east T$117.50.

BUYER /
PAYS co-op FARMER
VES
T$ 125 | keees RECEL
T4 117,50
TO THE T$ 7,50 J
co-OP (CoMMi SSION)
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The manager cal cul ated: "6% of T$2, 100,000 gives us a com
m ssion of T$126,000." For Unity, this conmm ssion was
usual Iy nore than enough. \Wen the financial year cane to an
end, Unity always had sone noney |eft over after all costs
had been paid. They could then usually pay out an extra
bonus to the groundnut producers. So, in the long run, the
co-operative took lLess than 6% conm ssion; they just took

enough to cover the costs, and gave the rest back to the
producers.

Unity Co-operative took, at nost, a 6% conm ssion on the
groundnut sal es, as we have seen. On the other products,
however, the co-operative had to charge a hi gher conm ssion
of 15%

Sabu | ooked at his statistics again. He told the conmttee
menbers that the comm ssion on potatoes and beans had
amounted to T$10, 200 this year

Sone conmttee nenbers were really worried about this high
comm ssion. They wanted a | ower margin and pressed Sabu to
find some way of reducing costs so that the growers coul d be
paid nore

But Sabu answer ed: "Wait until we discuss our costs. You
wll see that there is not nuch we can do. You nust renenber
t hat we have nmuch  higher handling costs for these
veget abl es. "

After some nore discussions and tentative cal cul ations, they
decided to settle on a 15% conm ssion for potatoes and
beans. The figure was to be adjusted, if necessary, when
the commttee had | ooked into the running costs for next
year.
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Sabu summed up the estimates: "I will round off the fig-
ures,"” he said. "W cannot be too precise. Let us say that
sales wll be T$2,376,000 and our conmission wll be
T$167, 000. "

ESTIMATES- ESTIM. |ESTIM. o/

MARKETING SALES |commMmissionN
GROUNDNUTS T$2,100000({T$ 126,000 6 %
BEANS : 36,000 5,400|15 %,

POTATOES 240,000 36,000| 15%

TOTAL T$ 2,376,000T$ 167,400

younded T$2,376,000T$ 167,000

3.1 Gve sone |likely reasons why Unity Co-operative
charged a higher commssion on their "side-
products" beans and pot at oes.

3.2 One nenber conplained to the manager of Unity Co-
operative: "You pay us T$118 a bag. Qur private
trader is paying nore."

Suppose you are the manager. Wite down all your
argunments for why the nmenber should continue to
sell his produce through the co-operative.
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3.1 Give some likely reasons why Unity Co-operative
charged a higher commission on their "sideproducts"
beans and potatoes.
3.2 One member complained to the manager of Unity Cooperative:
"You pay us T$118 a bag. Our private
trader is paying more."
Suppose you are the manager. Write down all your
arguments for why the member should continue to
sell his produce through the co-operative.
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ESTIMATING THE SALES OF SUPPLIES

The conm ttee had now estimated the inconme fromselling the

produce. But Unity Co-operative has one nore source of in-

come: the sale of farmsupplies.

J

W (11)))f

They buy fertilisers and sone other farm supplies from
whol esal ers and sell these things to nenbers. In order to
prepare a budget for this business, Sabu and his conmmittee

had to:

estimate how many farm supplies they woul d sell

cal cul ate the cost of these goods and their pargin.

The Sal es

"How many supplies are you going to sell next year, Sabu?"

asked the chai rman

Sabu replied: "Well, let's first | ook back. This year we
have sold fertilisers, pesticides and sone other farminputs
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for T$142,600 altogether. The question is - will it be the
sanme next year?"

There are many reasons why sal es of supplies may differ from
one year to another, so it would have been wrong of Sabu to
just assune that sal es would al so be about T$142, 600 the
foll om ng year.

In trying to judge whether they would sell nore or less the
foll owi ng year, Sabu asked two questions:

Did anything out of the ordinary happen this year, which
made us sell nore or |ess than usual ?

Is anything likely to affect next year's sal es?
This Year
Looki ng back at what has happened this year, the commttee

renenbered sone events which had nade sales different from
an "ordi nary" year.

Sabu sai d: "W did not
sell any pesticides at the
begi nning  of the season
because we coul d not get
any supplies. We | ost at
| east T$4,000 in sales.”

He added: "Renmenber, too,

that we delivered all the

wat er pipes for the irri- 5
gation project in Balta. b

It was a special order, FTﬁﬁﬁﬁﬁﬁi———

CO-OPERATIVE

worth T$10, 200. W& won't
be involved in anything h
i ke that next year."

\\

{ //{f Q s
The conmittee menbers con- (@9 > “j%;.
firmed that there would be > ~ L%@
no nore big orders [like P - —-.

that next year. —_—




Sabu conti nued: "Theref ore, we shoul d use the figure
T$136,400 if we want to nmake a conparison."” He showed his
cal cul ati on:

Sal es this year T$142, 600
+ Pesticides (if they had been

avai |l abl e) + 4,000
- Water pipes (special delivery) - 10,200
= Sal es/ adj usted figure T$136, 400

Next Year
Now t hat they saw what the "nornmal"” sales m ght have been
this year, the commttee consi dered the changes they knew

woul d take place next year.

The chairman said: "W have al ready estimated that our nem

bership will increase by sone 60 farners, and they will cer-
tainly buy their requirenents fromus. They can't get them
cheaper anywhere. So the question is - how nmuch will each

farmer buy?"

For planning purposes it is very useful to know how many
farm supplies the "average farnmer" buys each year. Sabu had
studied the sales figures over sone years. He said: "Last
year each nmenber spent an average of T$110 on supplies, and
it is probably a bit nore this year." This is how he had
made his cal cul ati on:

T$109,800 = T$110
998

T$109, 800 was the total sale of supplies. 998 was the num
ber of menbers. T$110 was the average sale to each nenber.

The conmmittee nenbers nodded approvingly. They knew t hat
some farners spent nore on fertilisers and spray, and others
less, but as an average figure it was certainly right.
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Sabu concl uded: "So, together the 60 new nenbers woul d buy
supplies for about T$6,600 fromus next year. WII there be

any ot her changes that will nmake us sell nore or |less than
this year?"

None of the conmttee nenbers were able to think of anything
el se that could affect the sales of supplies the com ng
year. Sabu sunmed up

Sal es this year (adjusted figure) T$136, 400
+ Sal es to new nenbers * 6,600
= Total expected sal es next year T$143, 000

Price Increases

Sabu said: "W nmust not forget the price increases. Last
January, for instance, one bag of fertiliser was T$26. 40.
Now it is T$28.00. And it is the sane with npost of the
ot her supplies. Prices are going up all the tine.

"So, even if we sell the
sane ampunt  of suppl i es FERTILISER 2}@ 28~
next year, our incone wll

i ncrease, sinply because of
the inflation.”

[ ™~

="
=
Z

FERTILISE 2

[
FERNMLISER

Sabu knew that for sone years, the price of nost supplies
had gone up by 5% to 10% each year. Mst probably the sane
woul d happen next year. Therefore he advised the committee
to increase the figure for the expected sales by 5%

Total expected sal es next year T$143, 000
+ Expected 5% price increase + 12,000 (appr.)

= Total expected sal es next year,
i ncluding price increases T$150, 000

Based on his experience as well as on statistics from

previ ous years, Sabu was able to say that 70% of this sum
woul d be for fertilisers, or T$105,000. The rest, T$45, 000,

woul d mainly be for pesticides.
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The Margin

So the comm ttee thought that they would be able to sel
supplies worth T$150, 000 during the follow ng year. To cover
the costs for all the work involved, Unity had to earn a
"margin" on its supply business, in the sane way as it had
asked for a comm ssion on the marketing busi ness. For the
| ast few years it had been Unity's policy to earn a margin
of about 10% on the supply sales. This had given the co-
operative sufficient noney to cover the running costs.

o b

But there were sone problens. First of all, they could not
earn an exact 10% nmargin on all the various farm supplies
they were selling. For instance, the price of the nobst pop-
ular fertiliser was controlled by the Government. Unity
bought it fromthe whol esal er at T$26.60 a bag, and sold it
to the menbers at T$28. That nmeans a margin of only 5%

To make up for the low margin on this fertiliser, Sabu had
to earn nore on the sales of sonme other itens. For exanpl e,
he could buy a drum of pesticide at T$16, and sell it at
T$20. That was a margin of 20%

15% 20% 14 %

AVERAGE (0%
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Leakage Probl ens

Anot her problemwas that it was very difficult to achieve
t he planned margi n. Sabu had found that the margin that was
actually earned when all supplies had been sold, was usually
| ower than the planned nargin.

In his Purchase Register Sabu had noted down all farm
suppl i es bought during the year. He entered in what he had
paid to the whol esalers, the cost price, and al so how nuch
t he goods had been "marked up” to arrive at a selling
price. Now Sabu had added up all the purchases for the whole
year.

PURCHASE REG STER

T
DATE| PARTICULARS  |PURCHASES AT| \\ p-up [PURCHASES AT

COST PRICE SELLING PRICE]
COOP WHOLESALE SocC.
4. lav. 120036 2,800 510 3,310
AGROSUPPLIES LTD
12.8. . 32018 82,418 5,770 89,188
\’\lL___\/.\/N /\/-/\IL 7/\)
/\/\”’____—‘/ ™ —~————— N

FOR TRHE
TOTAL  Jear T$ 127,750 [T$ 15,750 [T$143,500

Sabu said: "As you can see fromthese figures, we actually
aimed at a margin of T$15, 750, which is about 11% of the
pl anned sal es. However, the sales of these supplies brought
in only T$142, 600, which was T$900 | ess than expected. So
our margin was actually only T$14, 850, or about 10.4%
instead of 11%"

In fact, this was no surprise to Sabu or the commttee.
Thr ough experience they had | earned that the nmargin was
often reduced. For instance, it happened that they had to
cut the price of sone bags, because they were damaged. Like
all traders, they also had some |Leakage in their operation
whi ch nmeans that sone goods "di sappeared” w thout being paid
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for. (They were stol en, damaged through carel ess handling,
never paid for because of carel ess book-keeping, etc.)

O course, Sabu did his best to keep the | eakage to a mni -
mum but he knew that he had to aima little bit higher than
10% when he decided on his margin and fixed the selling
prices.

The co-operative did not intend to change the margin on farm
suppl i es. And there was no reason why the | eakage shoul d
change much. Thus Sabu could estimate that the real margin
for farm supplies would remain at 10% during the com ng
year. That woul d gi ve them T$15, 000 to cover the running
costs for the supply services.

© <

ESTIMATES - ESTIMATES-|ESTIMATES- o/
SUPPLIES SALES coMmMissioN| “°

FERTILISERS |[T$ 105,000

PESTICIDES T$ 45,000

TOTAL T$ 150,000 15,000 |l0%,

-

4.1 cCalculate the average sale of farmsupplies to
each nmenmber in your co-operative.

4.2 \What coul d cause the sales of farmsupplies to
vary from one year to another? G ve sone ex-
anpl es.

4.3 Sabu knew that prices went up by 5%to 10% every
year. But he advised the commttee to cal cul ate

with a price increase of 5% not 10% Wy ?
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4.1 Calculate the average sale of farm supplies to
each member in your co-operative.
4.2 What could cause the sales of farm supplies to
vary from one year to another? Give some examples.
4.3 Sabu knew that prices went up by 5% to 10% every
year. But he advised the committee to calculate
with a price increase of 5%, not 10%. Why?
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ESTIMATING THE GROSS SURPLUS

The conmittee had now arrived at an estinmate of the total

vol ume of business during the next year, including both pro-
duce and supply sal es. They al so had an estinmate of how
much they would earn on their operations.

Sabu, the manager, nade a chart summarising their estinmates:

ESTIMATES
MARKETING (rounded ﬂsures)
SALES T$ 2,370,000

SUPPLY SERVICES

SALES T$ 150,000
MARGIN T$ 15,000

N\
TOTAL GROSS SURPLUS T$ 182,000/

e,

OQUOOOAR

OO
QR

We can see that they used the word gross surplus for what
they earn on the operations. The commttee was pleased to
see that the figures were higher than |l ast year. But they
al so suspected that the costs of running the co-operative
woul d be hi gher next year. One conmttee nmenber was really
worried: "Maybe this surplus is not enough, maybe the run-
ning costs wll be so nuch higher...?"

The chairman said: "We will soon get an idea about that,
as the running costs are next on the agenda."
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ESTIMATING THE RUNNING COSTS

| f everything goes as planned, Unity Co-operative will earn
a gross surplus of T$182,000 next year. Al the costs of
runni ng the co-operative will have to be paid for out of

this anmount.

STAFF

= BUILDING,
I l EQUIPMENT

GROSS
SURPLUS

oh‘
o)

TRANSPORT

C)7
S~ Z% INTEREST

—_— BAGS

@ OTHER COSTS

The chairman asked Sabu to give the conmmttee the cost fig-
ures for the current year, and any other information that

woul d hel p them prepare an estimate of the costs for the
fol |l owi ng year.

T$ 182,000

Sabu presented a chart which showed all the operating costs

for the society. He had split up each of the costs under
two headi ngs: marketing costs and supply costs.



26 -

Break-down of Running Costs

CoSsT THIS YEAR ESTIM. NEXT YEAR
ITEM MARK. |SUPPLY | TOTAL | MARK. |SUuPPLY | TOTAL
STAFF 28,992 | 6,048 | 35, OHO
BUILDINGS o
EQUIPMENT 7,645 815 846
INTEREST 3,600 180 | 3780
TRANSPORT| 7,360 1,840 | 9,200
BAGS 2,200 - 2,200
OTHER
COSTS 2957 228 | 3,285
TOTAL 52,754 9,211 | o &. 965
Staff
Sabu sai d: "Let's start with the staff wages." Unity Co-

operative had only four permanent enpl oyees: Sabu the man-
a clerk,
in the storehouse and at the buying points.

trade season,

ager, a storeman and a truck driver who al so hel ped
But during the
many hands were needed to help with the
deliveries and the co-operative then hired occasional

| abourers who were paid by the hour.

The fixed wages to the permanent staff were:

The manager T$ 700 per nonth
The clerk 600 I "
The storeman 550 ' "
The driver 550 "
Tot al T$2, 400 "

The conmittee had decided that the co-operative should stay
inline with official wage rates. Since prices had al ready
gone up by about 5% this year, the conm ttee nenbers thought
that a wage increase of about 7% was a realistic estinmate.
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One nenber suggested that this was maybe too high. But Sabu
insisted that it was better to set the estinates too high
than too low. So the commttee agreed to the estinate of a
7% wage i ncrease.

The society pays an additional 5% social fee (insurance and
pensi on) on the wages. Sabu cal culated the total cost to the
co-operati ve:

Permanent staff

This year's wages T$2, 400 per nonth
+ \Wge increase next year (7% 168

WWges next year T$2, 568
+ Social fees (5% 128

Total cost for permanent staff T$2, 696

Sabu multiplied by 12 to get the total cost for next year:
it amounted to T$32,352. Sabu rounded off the figure to
T$32, 400. We nust renenber that the figures are estinates,
and there is no need, nor is it possible, to be exact.

Sabu had recently nmade a study of the staff's working tine,
checking regularly to see what kind of job each person was
doing. In certain periods they were dealing with farners'
produce only. At other tines they were busywith the farm
suppl i es. But over the whole year the four enployees used
80% of their time for the marketing work and 20% f or
supplies. Sabu said it would probably be the sane for the
next year, so they agreed to allocate 80% of T$32,400 =
T$25,920 to nmarketing, and the rest, T$6,480, to the
suppl i es.

Then the commttee | ooked at the costs for occasi onal
| abourers. Sabu reported: "This year we paid them T$4, 800.
We nust al so increase this anmount by 7% of course. But next
year we will need nore | abourers. Production will increase."
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The committee nenbers had experience fromthe work at the

buyi ng poi nts and the warehouse, so they could nmake a real -
istic estimate of the working tinme needed.
gested an increase in wages to T$5,800. All
under the heading "marketing".

They now sug-
of this was put

The chairman reminded the neeting about the costs for train-
ing. They should al so be included under staff costs. Sabu
was to go to a sem nar at the Co-operative College, and the
whol e committee would attend a training workshop next year.
The training was free of charge but the co-operative had to
pay for travel, totalling T$280. This sum was divi ded
equal Iy between "marketing" and "supply".

Sabu then sumred up all figures neatly in a table:

ESTIMATED STAFF COSTS NEXT VEAR
MARKETING| SUPPLY TOTAL
PERMANENT STAFF 25,920 6,480 32, 400
OCC. LABOURERS 5,800 - 5,800
TRAINING 40 140 280
TOTAL STAFF COSTS 31,860 6,620 38,480

He then rounded off the figures to T$31, 900, T$6, 600 and

T$38, 500 respectively,

runni ng costs (see page 26).

and entered them in the main table of

51 Fill

year

fill

ing the conmttee' s estimates

in the estinated staff costs for
in the table on page 26. As you go on read-
for the
in their figures in the table.

ot her costs,

t he next
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5.1 Fill in the estimated staff costs for the next
year in the table on page 26. As you go on reading
the committee's estimates for the other costs,
fill in their figures in the table.
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Buildings and Equipment

Three years ago Unity spent
T$136, 000 building a store-
house. But a building is
used for many years; there-
fore, it is commopn practice
to spread out the building
costs over a period of tine
to get a reasonable figure
for the yearly  costs.
Usually, the "lifetinme" of
a buil ding is said to be
20 years. So, to get the
yearly cost we divide the
bui | di ng cost by 20.

T$136,000 : 20 = T$6, 800. This ampunt of T$6,800 is called
the depreciation cost. The co-operative does not pay this
each year. It is the cal cul ated cost per year for having a
building, and it is included anong the co-operative's other
runni ng costs.

If a building is still being used after the depreciation
period, there is no further depreciation cost involved in
using it, just the normal costs of mmintenance.

Sabu said that the costs
connected with the building —
woul d be increased in the
next year, as they were =
= [anaaeq]

going to rennovate the of- ) []
fice, at a cost of T$2, 000. Eg =
Wth the usual depreciation \ =
period of 20 years, the o) N 2y/an —

v/ ——— =
yearly depreciation cost —‘\:;_ e
woul d be T$100. —_— T ==
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They estimated T$800 for mai ntenance and mnor repairs in
t he war ehouse buil ding during the next year.

The total yearly costs for the warehouse buil ding were:

Depreci ation cost of the buil ding T$6, 800

Depreci ation cost of the office 100
Bui | di ng mai nt enance and repairs 800
Total costs of building T$7, 700

The cost of any furniture, fixtures and equi pnent in the
st orehouse which are expected to last for at |east five
years is usually depreciated over a "lifetine" of five
years. For the Unity Co-operative the original cost of these
itenms was T$4, 000, and so the yearly depreciation cost was
T$800.

(Note that costs for things which are expected to | ast for
| ess than five years are not depreciated. Instead, the whole
cost is included in the running costs for the year in which
t he purchase is nade.)

Sabu rem nded t he neeti ng about the new screeni ng machi nes.
Sone of the groundnuts had been rejected this year at the
Mar ket i ng Board depots for having too nmuch dust content, and
the commttee had therefore decided to buy three new screen-
ers at a price of T$1,500. Depreciated over five years, the
yearly cost woul d be T$300.




31

Finally, they estimated T$100 for maintenance and m nor re-
pairs for the equipnent in the storehouse.

The total costs connected with the store building and its
equi pmrent now | ooked like this in the estinmates:

Depreci ati on and nai nt enance of buil ding T$7, 700

Depreci ati on of equi prment 800
Depreci ati on of new screeners 300
Mai nt enance and repairs of equi pnent 100
Total costs, building and equi prent T$8, 900

The storehouse and the equipnent were used nmainly for the
mar ket i ng busi ness; only occasionally was a m nor part of

t he buil ding used for farm suppli es. Theref ore, the prac-

tice was to charge 90% of the costs to "marketing" and 10%
to "supply". In round nunbers this nmeant T$8,000 to narket -

ing and T$900 to supply.

| Nt er est

Sabu said: "We owe the bank T$30,000 and we have to pay them
6% interest, that is, T$1,800."

Yes, without the bank | oan the co-operative would not have
been able to begin trading. They had to accept the cost of
the | oan.

The loan had helped themto pay for the building and the
equi pnent . Therefore, they distributed the cost in the sane
way, i.e. 90% on marketing and 10% on supply.

(Note that the repaynment of a loan is not included as a run-
ning cost. Before a | oan can be repaid, the co-operative
must build up its own capital reserves, for instance by
usi ng sone of the net surplus they earn on the business, or
by using contributions fromthe nenbers.)
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Sabu said: "W will have sone other interest costs as well."

Li ke nost marketing co-operatives, Unity had problens wth
the timng of the cash flow When a farner delivered sonme
produce, he wanted his paynent inmediately. He did not Iike
to wait until the co-operative had sold his produce and re-
ceived noney for it. Therefore, Unity had built up some
funds of working capital which they wused to pay the nenbers
"cash on delivery".

But the working capital was not sufficient. The Marketing
Board advanced sonme noney to Unity for the groundnut busi-
ness, but it was nore difficult with the other products.
Fortunately, Unity had a good relationship with their bank
and they were granted an overdraft, allowing themto pay the
menbers, at |east an advance. But the overdraft was very ex-

pensi ve: the bank charged 15% i nterest. Therefore, Sabu
avoi ded the overdrafts as far as possible. Even so, the in-
terest on the overdraft this year anpbunted to T$1, 980.

Sabu said: "I will prepare a cash budget later so that | can

determine the need for cash nonth by nonth. Maybe we can get
a short-termbank loan at lower interest instead of using

the overdraft. But | suggest that we estimte T$2,000 for
interest anyhow." This anmount was to be entered under

"mar keti ng".

So the interest was estinmated as foll ows:

Marketing Supply Total
Bankloan TS$1,620 T$180 T$1,800
Overdraft 2,000 2,000
Total T$3,620 T$180 T$3,800
The figures were rounded off, like the others, before they
were entered in the main table (page 26): T$3, 600, T$200

and T$3, 800 respectively.
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Transport

The transport of the groundnuts fromthe buying points to

the depots was a big affair.

several weeks. Fortunately,
by the Marketing Board.

Many trucks were involved for

this was organi sed and paid for

But Unity Co-operative it-

self had to organi se the / / \ \ \
transport of the other pro-

duce and sonme farm sup- [ UNITY FARMERS CO-OPE(
plies. They had a smnaller 7] a5

truck for this. Sabu had

all  costs concerning the E:B
truck in a separate ac-

count, and he gave the com \
mttee t he foll ow ng

report:

TRANSPORT COSTS THIS YEAR | \exa' 'WEAR
FIXED COSTS (LICENSE,INSURANCE) 550 550
VARIABLE COSTS (PETROL, O\L,

25,000 km NEXT YEAR) 5,600 7,400
MAlNTENANCE, REPAIRS 1,050 1,050
DEPRECIATION 2,000 2,000
TOTAL TRANSPORT COSTS 9,200 1,000

The committee agreed that they could use the sane figures
except for the petrol. Petrol prices could be
about 15% hi gher, and the m | eage woul d i ncrease by sone
3,000 km because of the increased potato production. "That
neans about T$7,400 for petrol and oil next year," cal cu-
lated Sabu. As the truck was in good condition and not very
ol d, they hoped that they could avoid costly repairs in the
com ng year.

for next year,

The total cost for transport came to T$11, 000. They usually
di vided the cost 80% - 20% bet ween mar keting and supply.
Sabu entered the figures in his charts (above and on page
26) .



Before the harvest, t he
farnmers collected enpty
bags fromthe co-operative.
Wien Unity del i vered the
produce to the buyers, the
co-operative could retain
its bags. In order to keep
t he costs of bags down, it
was necessary to keep re-
cords of how many bags were
issued to the farners and
how many were returned.
Any shortages were charged to the farners. Still, the bag
service cost the co-operative quite a | ot of noney because
t he bags were worn out soon or |ater, and sone bags were

| ost every year.

This wear and | oss of bags cost the co-operative about
T$2,100 this year. And the storeman had told Sabu that they
had to buy 1,900 new bags for the next season. The com
mttee nmenbers stressed that there must be enough bags in
t he store when the new season started, so they decided to
buy 2,200 new bags. Any surplus bags could of course be
saved for the next year. Sabu cal cul ated the cost - T6, 200.

Other Costs

"W have now gone through the principal costs,” said the
chai rman, |ooking at the big chart with the estimtes, "but
there are still some mnor expenses."”

To make it easy to renenber themall, Sabu had gone through
t he accounts and the vouchers, receipts and invoices, and he
had prepared a |ist of the various mnor costs incurred dur-
ing the year.
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THIS YEAR ESTIM. NEXT YEAR
cCOosT
ITEM
MARK.| SUPPLY | TOTAL | MARK. |[SUPPLY|TOTAL

INSURANCES| 1,026 Hy I, 140 1,260 40 1,400
STATIONERY 530 65 655 480 100 580
SUNDRIES 1,341 149 1,490 | 1,440 160 |,600
TOTAL 2,957 328 | 3,285 | 3,180 H4oo | 3,580
Knowi ng what has been spent in the past, the commttee could

estimte how much they were likely to spend during the

com ng year.

Sabu told the comm ttee:

"W should increase the
insurance value for the
building when the new
office is ready. The new
premum will be  about
T$800. And the insurance
for our stock will cost
about T$600 next year.

"We need to print produce
recei pts for T$480 and buy
a new set of accounting
books for about T$100."

INSURANCES T$ 1260 (M)
140(s)

INSURANCE
POLICY

T$ 480 (M)
100 (S)

STATIONERY




"Last year we spent T$128
on cleaning material; T$226
on travel costs; T$40 on
st anps; T$116 on bank
charges; and T$80 to enter-
tain sonme visitors fromthe
Mnistry. That is T$590 in
Let us allow a bit
nore next year, because of
price increases and the in-
creased busi ness, say
T$700. In addition, we
have to pay a |l evy of T$900
to the Co-operative Union.

all.
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SUNDRIES

T ), 440 (M)

t hese figures under the head-

Sabu said: "Wen | add up all
ing 'Qher costs', |
suppl y. That nmakes T$3, 580 altogether.

"We can now add up all

t he runni ng costs,
And he conpleted the table we saw al ready on page 26:

get T$3,180 for marketing and T$400 for

Sabu conti nued.

cosT THIS YEAR ESTI™M. NEXT YEAR
ITEM MARK. [suPPLY | TOTAL | MARK. [SUPPLY | ToTAL
STAFF 289932 | 6,048 | 35040 31,900| 6,600| 238,500
BUILDING
cauipmeNT | 7645 815 | 8,460| 8,000 9oo| 8,900
INTEREST 3,600 180 3,780 | 3,600 200 | 3800
TRANSPORT | 7,260 | |,840| 9,200| 8,800| 2,200/ 11,000
BAGS 2,200 - 2,200] 6,200 - b,200
OTHER
TOTAL 52,754 | 9,211 |61,965|61,700 | 10,500 |72, 000
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The comm ttee nenbers | ooked at Sabu's chart. They were
pl eased with their work, as they had put together all the
estimates, and in a few mnutes they would have a total pic-
ture of the situation.

In this neeting, the commttee and the nanager have worked
together on all the figures, as we have seen. In other co-
operatives the manager nay be asked to work out the esti-
mates  hinsel f, which then wll be discussed by the
conm ttee.

6.1 It seens as if Sabu has a rule not to overestimate
sal es and not to underesti mate costs. Wy?

6.2 Wiich costs are the highest in your co-operative?
Descri be what you have done to keep these costs at
a mni num

6.3 How long is the depreciation period for buildings
owned by your co-operative? \What are the yearly
depreciation costs?

RunNiInNGg
CosTS:
» 1 17 o} . 700
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6.1 It seems as if Sabu has a rule not to overestimate
sales and not to underestimate costs. Why?
6.2 Which costs are the highest in your co-operative?
Describe what you have done to keep these costs at
a minimum.
6.3 How long is the depreciation period for buildings
owned by your co-operative? What are the yearly
depreciation costs?
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COMPLETING THE BUDGET

The chai rman sumred up: "We now have all the information we
need to conplete the estimtes. W have cal cul ated how nuch
we are going to earn fromthe sales, and we have esti mated
our costs." After a while, Sabu had put all the figures
toget her, and he could present the budget you see here.

BUDGET 1984/85

% of Ref.

MARKETING OF PRODUCE sales page
SALES OF PRODUCE T$2,376,000 13
PAYMENT TO PRODUCERS 2,209,000
GROSS SURPLUS (COMMISSION) 167,000 7% 16
RUNNING COSTS FOR MARKETING:

Staff T$31,900

Building,equipment 8,000

Interest 3,600

Transport 8,800

Bags 6,200

Other costs 3,200 61,700 36
NET SURPLUS ON MARKETING T$105,300 4.4%
SALES OF SUPPLIES
SALES OF SUPPLIES T$150,000 20
COST OF GOODS 135,000
GROSS SURPLUS (MARGIN) 15,000 10% 23
RUNNING COSTS FOR SUPPLY SALES:

Staff TS$6,600

Building,equipment 900

Interest 200

Transport 2,200

Other costs 400 10,300 26
NET SURPLUS ON SUPPLY SALES TS 4,700 3.1%
TOTAL NET SURPLUS
NET SURPLUS ON MARKETING T$105, 300
NET -SURPLUS ON SUPPLY SALES 4,700
TOTAL NET SURPLUS T$110,000 4.4%
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The budget, which Sabu now wote up on the board, shows how
much Lncone the co-operative expects next year, and which

costs they will have to pay; that is, the total expected
result of the operations.

Sabu summed up: ToTAL
NET SURPLUS

"If everything goes accord- N vering 105,300
ing to plan, our co-opera-

Suepy >ALES 4, To%
N it |

10,009
ot

tive will earn a net sur-
pl us of about T$110, 000."

That is about 4.4% of the
sal es. W1 I t hat be
enough?

Sabu nade sone cal cul ations, and after a while he said: "I
think it is enough. Listen here:

"25% of the net surplus will go to the Reserve Fund, as re-
quired by the law. That is T$27,500."

He added: "W should al so pay interest on the share capital
Menmbers' shares amount to T$30, 000, so 3% interest will be
T$900.

"That | eaves about T$82,000. W shall use sone nore of this
surplus to build up our own funds, but we could also pay a
bonus to the nenbers at the end of the business year, if
everyt hing goes as planned. "

The chai rman added: "People are pleased to get a bonus, but
they are a nuisance for us to cal cul ate and pay out. Now
that our estimates show a net surplus, wouldn't it be better
to lower the prices of farm supplies and reduce our
conmi ssion instead of paying a bonus afterwards?"

Sabu did not want to reduce the net surplus. He said: "Wat
woul d happen if, for one reason or another, we do not
achi eve the result we have esti mated? Suppose there is a
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crop failure, or a shortage of fertiliser.... In our es-
timates we have not assuned that anything |like that wll
happen, but if it does...? Qur sales and our incone wll be
much | ess.”

To enphasi ze his point, Sabu gave the commttee nenbers an
exanpl e: "Suppose that we reduce the margin on all farm sup-
plies to 7% How nuch would that give us? Let's see, 7% of
T$150, 000 is only T$10,500, just about enough to cover the

runni ng costs! There is no 'safety margin' whatsoever if
anyt hi ng shoul d happen.™

Fromthis we can see that it is advisable to estimate for a
net surplus. If all goes well, the net surplus wll be of

benefit to the nmenbers, sone of it may be returned to them
as a bonus. Therefore, it is the practice of npbst co-opera-

tive managers and conmttees to aimat a net surplus of 3%
to 5%

But now we nmust ask ourselves a question: what to do if the

estimated net surplus seens to be too small?

| f this happens when you prepare estimates for your own co-
operative, you have to exam ne your figures carefully. Look
for ways of inproving the net surplus:

can the sales of produce or supplies be increased?
can the conmm ssion on produce be increased?

can the margin on supplies be increased?

can the costs of running the business be reduced?

To avoid the risk of a loss, it may soneti nes be necessary
to increase conm ssions and margins, or to reduce the costs
drastically, perhaps by reducing the nunber of staff.
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7.1 Gve all reasons you <can think of, why a
co-operative should aimat having a net surplus at
the end of the business year.

7.2 What do you think? Is it better to:
a) reduce margin and comm ssion, or
b) plan for a larger surplus, so that nenbers can
be given a bonus at the end of the year, if
everyt hing goes as pl anned?
G ve reasons for your answer.

7.3 Wiat has been the net surplus (expressed in
percentage of total sales) in your co-operative
during the last few years? Add your comments to
t hese figures.

The Budget As Main Tool

The Unity Co-operative conmttee had done a good job pre-

paring a satisfactory new budget. The chai rman concl uded

the nmeeting with these words: "If we can achieve the result

we have estimated, we will be in good shape. And we know
that it is possible. It is a realistic budget, based on our
experiences, statistics and surveys. But we al so know t hat

t he budget is just the beginning of next year's work. Now
the budget nust be developed and wused .

"Anyt hi ng can happen, and we nay face probl ens next year.
Then it is our responsibility to take quick action to solve
the problens. The budget is our main tool in this work. It
will help us to discover any unexpected changes and to solve
any problens that arise.”

Quarterly or Monthly Budgets

The chairman said that the budget nust be devel oped and
used. \What exactly did he nean by that?


ana
7.1 Give all reasons you can think of, why a
co-operative should aim at having a net surplus at
the end of the business year.
7.2 What do you think? Is it better to:
a) reduce margin and commission, or
b) plan for a larger surplus, so that members can
be given a bonus at the end of the year, if
everything goes as planned?
Give reasons for your answer.
7.3 What has been the net surplus (expressed in
percentage of total sales) in your co-operative
during the last few years? Add your comments to
these figures.
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The budget in its initial formjust shows the total result
of the operations - it is an "operational budget". If sales
and expenditures conformto the budget, then the co-opera-

tive will have another successful year and make a net
sur pl us.

But if anything unexpected happens, Sabu nmust be quick to
respond. Therefore, he nust "foll ow up”" the budget, con-
stantly keeping an eye on incone and expenditures to see
whet her they agree with the estimtes or not.

As the budget | ooks now, it is not easy for Sabu to control
t he devel opnent of business according to plan. This is be-
cause the budget shows the total result for the whole year .
For instance, the budget says that the transport costs are
estimated at T$11, 000. Suppose now that the truck is needed
mai nly during the end of the business year. A | ess exper-
i enced manager may think, at the beginning of the year: "W
have T$11, 000 for transport, and we are hardly spendi ng
anything now | can allow sone nore driving."” And when the
tradi ng season begins, half of the budgeted transport costs
may be spent al ready!

Therefore, it is necessary to subdivide the budget into

quarterly or nonthly budgets. The transport budget, for in-
stance, could look like this:

Transport July-Sept Oct-Dec Jan-March |April-June
Cost s: T$900 TS$2,100 T$5,500 T$2,500

Wth this differentiated budget the manager will find it
easier to control the transport costs. This is one way of
devel opi ng and usi ng a budget.

Anot her way is to devel op the operating budget into a cash
budget .
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PREPARING A CASH BUDGET

We know that Unity Co-operative is likely to do good busi -

ness and to earn a surplus next year. This can be seen from
t he operational budget.

But this does not nean that the co-operative wll have
enough noney at any given tine. On the contrary, it is
likely that there will be a | ack of cash sonetines when cash

i's neeeded, and Unity may have to borrow noney for short
periods. This is a typical problemfor many agricul tural co-
operatives. (W nentioned the problemregarding paynent to
farnmers on page 32.)

It is, therefore, inportant for the manager to plan the cash
flow. Sabu, for instance, nust make sure that he has enough
cash to pay the nenbers an advance when they bring their
groundnuts in January - March; he nust have cash to pay the
large bills for fertilisers in August; he nmust have noney
for wages every nonth, and so on. Therefore, Sabu has to

prepare a cash budget .

A cash budget shows how much nmoney is expected to cone in
every nonth, and how much is to be paid out. (If necessary,
t he budget can show instead the cash flow week by week.)

Sabu is now going to prepare a cash budget for next year. As
a basis he will use the ordinary incone and expenditure bud-
get (the operational budget) which has just been set up.
On his desk he has all his notes fromthe budget neeting.

Let us follow Sabu in his preparation of the cash budget.
Sabu draws up a big chart with a colum for every nonth of
the year. On the left he wites all the possible inconme and
expenditure itens. You can see his chart on pages 48 - 49.
To start with, of course, there are no figures filled in at
all. We will now see how Sabu works when he cal cul ates the
anounts and prepares the cash flow budget.
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Groundnuts

The first line is the inconme fromthe sales of groundnuts.
From t he operational budget, Sabu can see that they have es-
timated sales of 840 tonnes, and that they expect to receive
T$2, 100, 000 fromthe Marketing Board as paynment for this.
Now, Sabu's task is to wite in the cash budget when this
noney will arrive at Unity Co-operative.

"Fortunately, the Marketing Board wll pay us an advance in
January, " says Sabu, "so that we have sonething to pay the
farmers when they start to bring their nuts. W wll apply
for T$1, 000,000 and | trust we will get it. That is about
hal f the estinmated anount. W w |l then receive the bal ance
in May when everything has been delivered.”

Sabu fills in the figures on line 1 in the cash budget:
T$1, 000, 000 in January, and T$1, 100,000 in May.

Sabu wants to finish dealing with the groundnuts at once, so
he goes on to line 7. There he notes when the farners are to
be paid, and how nuch. From previous years Sabu knows t hat
25% of the harvest is collected in January, 50% i n February
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and 25%in March. Traditionally, Unity pays about half of
the total price when the nuts are collected, and the rest in
May or June, as soon as the Marketing Board has sent their
final paynent to Unity. Sabu's cal cul ations are based on a
price of T$2,350 per tonne, which is 6% 1| ower than the
Mar keting Board price. As we renenber fromthe operationa

budget, the co-operative takes 6% i n conm ssion.

Paynment to farners for groundnuts:

January 25% of the harvest T$ 246, 750

February 50% of the harvest 493, 500 50%
Mar ch 25% of the harvest 246, 750

June final paynent 987,000 50%
Total paynent to farners T$ 1,974,000

Sabu enters these figures (rounded) on line 7 in the cash
budget .

Pot at oes and Beans

"W expect to receive T$240,000 for the potatoes,"” says
Sabu. "The potato conpany pays us cash on delivery, and
that will be in April." Sabu fills in T$240,000 on |ine 2,
in the April colum.

Unity was going to take 15% conm ssi on on the potato busi -
ness (see page 15). That neans that T$204, 000 woul d be paid
to the potato growers. They will receive half of this as an
advance when the potatoes are collected in February, and the
final paynent in June. Sabu notes T$102, 000 under February
and the sane anmount under June on |line 8.

Sabu continues in the sanme way to plan the in-flow and out -
fl ow of cash for the beans. You can see the result on |ines
3 and 9.



Earm Supplies

Unity Co-operative delivers the fertilisers to the farners
in June every year. Total sales are estimated at T$105, 000,
so Sabu notes this sumon line 4 in the June columm. Usually
Sabu col l ects the paynent in connection with the final pay-
ment to the farmers for groundnuts, so he can be quite sure
about this income. The pesticides are delivered in October,
and then nost nenbers ask for credit until they deliver
their produce a few nonths later. Sabu notes on line 5 in
the cash budget that he will receive T$45, 000 for pesticides
in March, although he may receive sone of it already in
January and February when nenbers start bringing their pro-
duce in.

The invoices fromthe whol esalers for fertilisers wll be
about T$98, 000, which nust be paid at the |latest in August.
Sabu notes this sumon line 10. The pesticides will cost
about T$37,000 and rmust be paid for in January.

Staff Costs

Sabu continues with the expenditures. As we remenber from
t he budget neeting,the total staff costs amount to T$38, 500

(page 28). Sabu first takes the cost for the full-tinme per-

manent staff, T$32,400, and divides this by 12. That gives

the sum of T$2,700 to be paid out every nonth (line 12). A
sum of T$5, 800 had been estinmated for occasional |abour. How
shoul d this sum be divided anong the nonths? Sabu relies on

his statistics again, checking |ast year's practice and
using the same pattern now. He decides to allocate T$300 to

Cctober;  T$1,400 to January; T$1,80Q to February; T$1, 400
to March; T$600 to April; and T$300 to June. These anounts

nmust be added on line 12.

Furthernore, there are the travel costs for Sabu's training
course and the commttee nenbers' semi nar. Both these events
w il be in Septenber, so the Septenmber anount nust be in-

creased by T$280.
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L I .

Sabu | ooks at the estimated costs for the building (see page
31). There are a few things that make the operational budget

and the cash budget differ here. First, the depreciation
cost is nothing that is paid out in cash, so Sabu can forget

about that one. Second, there will be a cost for renovating
the of fice, and that anount, T$2,000, was not included in
t he operational budget because the cost woul d be spread out
over the depreciation period. But the anpbunt of T$2, 000 wil |
be needed, of course, when the job is to be done in Cctober,
so it nust be included in the cash budget. The sane goes for
t he new screeners, to be purchased in Decenber for T$1, 500.

The cost for maintenance and repairs is T$900. Sabu cannot
say when the noney will be needed, so he includes it early
in the year to be on the safe side.

QO her Costs

Sabu goes on filling in all the other expenses. He nust nake
sure that no expenses are forgotten, and that they are all
entered under the right nonth.

Once Sabu has filled in all the figures for the cash flow
next year, he adds up the totals of incone and expenditures
for each nonth. Then he conpares the income and the expendi -
tures and wites the balance on line 19, "NET". WIIl the
cash be enough, or will |oans and an overdraft be needed?

Sabu knows that there will be T$112,000 as an opening cash
bal ance when the new busi ness year starts on the 1st of
July. That is all the npbney that is available to Unity
Co- operati ve. (Cont. on page 50)
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CASH BUDGET
Line Trem July Aug Sep Oct Nov Dec Jan Feb Mar Apr May June TOTAL [Line
Sales of:
1 Groundnuts 1,000,000 1,100,000 2,100,000
2 Potatoes 240,000 240,000| 2
3 Beans 18,000 18,000 36,000 3
4 Fertilisers 105,000| 05,000 4
5 Pesticides 45,000 4s5000| 5
3 TOTAL INCOME 1,000,000 45,000 258,000(1,118,000( 105,000]2,526000 ©
EXPENDITURES:
Paid to members for:
7 Groundnuts 246,800| 493 500 246,700 987,00001,374,000| 7
8 Potatoes 102 000 102,000| 204,000 8
9 Beans 15,300 15,300 30,600 9
Paid to suppliers for:
10 Fertilisers 98,000 28 000] 10
11 Pesticides 37,000 37,000| 11
Running costs:
12 Staff 2,700 2,700 2,380 3,000 2,700 21700 4,100 4,500 4,100 3,300 2700 3,000 38,480| 12
13 Building,equipment 900 2 000 1,500 4,400f 13
14 Interest 3,800 3,800] 14
15 Transport 300 300 300 300 200 1,000 2,000 1,500 2,000 1,500 600 4oo 1\, 000] 15
16 Bags 6,200 6,200 16
17 Other costs J00 1,400 580 900 3,580] 17
18 TOTAL EXPENDITURES 3,700 103,300 3,860 5 300 3.50'0 9,000 296,100 6!6,800 252’800 4,800 3,300i1,108,600 2,411,060 18
19 | NET (3,700) |(103,300)| (3,860)| (5, 300) (3,500)| (3,000)| T03,300|(616,800)|(207,800) 253,200(1,114,;700((1,003,600) 114,340} 19
Balance:
20 | CUMULATIVE NET n2,000 (108,300 5000| 1,140 | (4,160)| (7,660) (16,660) 687,240, 70,440 (137,360) \15,840(1,230540| 226 349 20
adjusted
21 CUMULATIVE NET after loan 21
22 CUMULATIVE NET adjusted 22
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According to the cash budget, there will be no incone in
July, but only expenses totalling T$3, 700, so the "cunu-
|ative net" at the end of July wIll be reduced to

T$108, 300. Sabu wites this sumat the bottomof the July
colum, on line 20.

I n August the expenditures are very large, and Unity w ||
al nrost run out of cash! In fact, starting in Cctober there
w || be a negative cash bal ance (indicated by brackets in

the cash budget) until January, when the noney fromthe
Mar keting Board will arrive. Unity is also short of cash in
March. Al this can be foreseen fromthe cash budget.

Loan or Overdraft

Sabu knows he needs to think about these problens early on.

Unity needs a |l oan for the period October - Decenber and for

March.  Sabu and the chairman have to talk to the bank
manager about their problem It will be very useful for them
to have this properly prepared operational budget and cash
budget. A | oan application based on budgets of this type is

far nore likely to be accepted by the bank nanager than a

| ast-m nute emergency request when Unity runs out of cash.

Look in the cash budget on pages 48 - 49. Wat
does the sum of T$1,500 on |ine 13/ Decenber stand
for?

8.2 \What exactly does the entry of T$4,100 on line 12/
January stand for?

8.3 Suggest how Sabu shoul d solve his cash problem
Wien shoul d he borrow? How nuch? When shoul d he
repay?

84 Fill in line 21 according to your suggestion
above.

8.5 Calculate the cost of the loan, if the annual in-
terest is 10%
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8.2
8.3
8.4
8.5
Look in the cash budget on pages 48 - 49. What
does the sum of T$1,500 on line 13/December stand
for?
What exactly does the entry of T$4,100 on line 12/
January stand for?
Suggest how Sabu should solve his cash problem.
When should he borrow? How much? When should he
repay?
Fill in line 21 according to your suggestion
above.
Calculate the cost of the loan, if the annual interest
is 10%.
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FOLLOWING UP THE BUDGET

Sabu says: "This cash budget is very useful for ne. In fact,
| use it as the main instrument for controlling devel opnents
and to help me follow up results.”

As the chairman said, the budgets nust be used, otherwise it
woul d be neani ngl ess to prepare them

The aperational budget can be used for continuous follow up

if it is subdivided into shorter periods, nonths or at |east
quarters. But Unity conducts al nost all of its business
during a short period of the year, so Sabu finds it unneces-
sary to prepare operational budgets for all the "idle"
nont hs.

But he has already prepared a cash budget , nonth by nonth

because that was necessary. And Sabu thinks that the cash
budget can help himto oversee that everything goes accord-
ing to plan, nmonth by nonth.

Qct ober

It is October when we visit Sabu next. We ask himabout his
busi ness: "Are you still within the budget limts you set
your sel f?"

Sabu tells us: "The first three nonths were all right, even
better than planned. No expenses were above the estinates.
And t he bank was hel pful as usual, we were given a |oan -
enough to keep us going. But |I can see one problem now. Look
here in the cash budget. W estinmated to pay out T$37, 000
for pesticides in January. The fact is that nenbers bought
nore pesticides than expected. The invoice fromthe sup-
pliers is T$42,200, and the nenbers have credit until
February - March. Furthernore, the truck broke down | ast
week, and it will cost T$1,200 to put it on the road again.
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"Al t oget her we nust pay T$6,400 nore than planned. W can
pay for the repair now, and the pesticides in January, but
when | adjust the cunulative figures | can see that | wll
have sone problens in February. W may be short of noney
then, because the | oan we have negotiated won't cover
t hese i ncreased expenses.

"l have to do sonething about it. First | wll ask the Mar-
keting Board to increase their advance to us in Decenber. If
they will do that, everything will be fine."

Clearly it is useful for Sabu to have this budget. He can
i mredi ately see how small things that happen now i n Cctober
w Il cause problens in February. And he can take imedi ate
action to solve the problemin advance.

March

We visit Sabu again at the beginning of March. This is in
the mddle of the trading period. Sabu is very busy super-
vising the work and tal king to nenbers.

In this situation, Sabu's nost inportant responsibilities
revol ve around receiving the produce and selling it. | t
takes up every minute of his tine. Maybe he has forgotten
about the budget and the follow up?

Sabu says: "No, | haven't. Now nore than ever | nust re-
menber the estimates and conpare themw th the act ual
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operations. | keep a special eye on the expenses. |If they

shoul d i ncrease suddenly,
probl ens. |

out side ny control,
can give you an exanple."

there will be

Now Sabu shows us an expen-
. EXPENDITURES FEBRUARY
diture sheet, and  says
. sSTim.
"For instance, | ook here at 'm&g,;’m ESTIM |ACTUAL
. FOA
t he expenditures for Febru- GROUNDNUTS| 493,500 |491,800
ary. There are sonme figures POTATOES 102,000 | 91,600
that worry ne a b{t. The BEANS 15,300 5,180
staff costs were high al-
. . s PAID TO
ready in January, and in SUPPLIERS
FOR
February we exceeded the FEATILISERS
budget by T$300. | know the PESTICIDES
reason. This year we have a * RUNNING
: : COSTS:
di fferent openlng_schedule STAFF 4.500 4,800
for our buying points, and
. . BUILD./EQUIPH, 1,500
it turned out to be inpos-
sible to manage it with the INTEREST
same nunber of |abourers as TRANSPORT 1,500 1,250
| ast year. But | have now BAGS
nodi fied the system again. OTHER COSTS
The costs are once nore
TOTAL
under control " * TOTA 616,800 | 606,130

Sabu says:

Febr uary.
l ess, in fact. Qur
reduced if things do not

"What
and equi pnment, Sabu.
"Well, it

pl anned for Decenber,

"Here is another question mark."
figure T$91, 600, which was paid to farners for
"We received fewer

comm ssi on -

It doesn't

Is for the groundnut screeners.
but we didn't
February. So that's just fine."

pot at oes t han expect ed,
our gross surplus - wll be
I mprove quickly."

He points to the
potatoes in

10%

is this unplanned expenditure of T$1,500 for buildings
| ook good. "

That expense was
have to pay until
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Yes, we renmenber. O course, we understand that Sabu did not
have to pay the screeners in Decenber just because they were
in the budget for that nonth. If he could inprove the situ-
ation by waiting until February, he should do so. Sabu did
not | ook upon the budget as a definite and fi xed plan of ac-
tion. He just saw it as an aid to his planning and
contr ol

Sabu continues: "As you can see, there are also sone snaller
devi ations fromthe budget for other expenditures, but they
can all be expl ained and accepted. So when | neet the com
mttee tonorrow, | shall report that everything is going as
pl anned, except for the potato deliveries. W wll then dis-
cuss what we should do about that."

TIhe Follow Up Procedure

We have seen how t he manager of Unity Co-operative foll owed
a certain procedure when he checked the results of the op-
erations, and prepared the nonthly report for his commttee.

First he conpares the actual incone and expenditures
wth the budget. He notes if there are any | arge
di ff erences.

He tries to find out the reasons for the differences.

He considers whether or not the differences will affect
the overall result for the whole year.

- If it does so, he decides (together with the commttee)
what action he will take.

In this way, by checking the progress each nonth and taking
action when necessary, the commttee and the manager guide
the co-operative towards the goal, which is to achieve the
result they have planned for in the budget.
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In this MATCOM El emrent we have foll owed a team of co-opera-

tive | eaders at work. W have seen how seriously they take
their responsibilities and how carefully they plan opera-
tions in order to achieve good results for the benefit of

t he nenbers.
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THE COMMITTEE AND THE MANAGER

(7
7
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We have seen that "Planning and Controlling" nmeans three

t hi ngs:

- pl anni ng the sal es,

- pl anni ng the costs,
- and then, follow ng up and checking that the business is

goi ng according to plan.

The success of your own co-operative wll very nuch depend
on your ability to prepare realistic plans and to control
operations adequately.

The "checklists" on the foll ow ng pages sumup all the im
portant steps in this work. Study the checklists now, to
confirmthat you renenber and fully understand the whol e
process. You may al so want to use the checklists later on in

your practical work.
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SUMMARY

o CHECKIIST 1 - ESTIMATE THE SALES

1 Check the sales of produce and supplies for the present
and the previous years.

2 What changes will take place next year? Adjust the fig-
ures with regard to known changes in nmenbership and
producti on.

3 Adjust the sales figure to allow for the expected gen-

eral price increase.

4 You now have a figure for the expected sales of produce
and supplies for next year.

5 Cal cul ate your commssion or gross surplus on the
expect ed sal es.

A WARNI NG Do not overestimate the
sales. If you do, and then fail to

reach the estimted sales figure, your
gross surplus will be | ower than ex-
pected and you may run into problens.

® CHECKI I ST 2 - FESTIMATE THE RUNNI NG COSTS

1 Estimate wages and other staff costs:
Present wages

+ Expected increases
Oher staff costs

+

= Total staff costs next year
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Estimate huilding and equipnent costs:

Rent or depreciation cost of buildings
Depreci ation cost of equi pnent
Mai nt enance and repairs

| E . | : | I

Total building and equi pmrent costs next year

+

H o+

Estimate all other costs:

Make a detailed list of all other cost itens during
the current and previous year, consider what changes
are likely to occur, and prepare a |ist of expected
costs for next year.

A VWARNI NG Do not underestimte the
costs. If you do, and then fail to
keep the costs bel ow the esti mat ed

level, you my not achieve a net
surpl us.
CHECK LI ST 3 - FOLLOW UP THE ESTI MATES

Prepare a monthly budget.

At the end of each nonth, conpare the actual figures
for sales and costs with the estimated ones. Note any
differences .

| nvestigate the reasons for the difference.

Judge whether the difference is likely to affect the
result for the whole year

Take action imediately if a difference is likely to
| oner the expected net surplus for the year.
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“CHECK-OUT”

To prove to yourself that you have
fully wunderstood this Elenment, you
shoul d now go through the foll ow ng
questions. Mark what you think is the
ri ght answer to each question. If you
have problens with a particul ar ques-
tion, go back and read the correspond-
I ng chapter again.

Key on page 60.

1. What is a budget?

A plan for future activities.
b A plan for future costs.
A plan for future incone and expenditures.

2 What is the main reason for preparing a budget and fol -
low ng it up?

a To neet regul ations. _
b To have an instrunment for planning and control.
C To support bank | oan applications.

3 To estimate the sales, which is the best nethod?
a To assune sales to be equal to |ast year's.
b To check the previous year's sales and then con-

sider how they are likely to change.
C To ignore the previous year's sales, since the sit-
uation is likely to be conpletely different.

4 Sal es estimates nust be realistic. Wat happens if
they are set too high and cannot be achi eved?

a The gross surplus wll not be affected.
b The gross surplus will be higher than expected.
C The gross surplus will be [ ower than expected.

5 How much shoul d the sales estinmates be increased be-
cause of inflation, if you expect prices in general to
i ncrease by 6%to 10% next year?

a 4%
b 6%
c 10%
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What happens if the running costs are estimted too | ow?

a The gross surplus will be |ower than planned.
b The net surplus will be |ower than planned.
C The commi ssion will be |ower than planned.

How | arge a conmi ssion should a co-operative plan for?

a The cover running costs, no nore, no |ess.
b To cover running costs and outstandi ng | oans.
C To cover running costs and allow for a net surplus.

What coul d make the gross surplus, smaller than planned?

a | ncreased sal es.
b I ncreased | eakage.
c | ncreased runni ng costs.

VWhat is neant by depreciation?

a A cost which is spread over a nunber of years.
b A building is worn out.
c The install ment on a | oan.

A plan for the flow of cash to and fromthe co-opera-
tive, week by week or nonth by nonth - what is it
cal | ed?

a An operational budget.
b A cash budget.
C A flow chart.

Budget estimates and actual results should be frequently
conpared, and renedi al action taken when necessary. Wo
shoul d do this?

a The manager and the commttee.
b The AGM
c The Regi strar.

How of ten shoul d the budget estinmates and the actual re-
sults be conpared?

a Once a nont h.
b Once every six nonths.
c Once a year.
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COMPLEMENTARY EXERCISES

To conpl ete your studies of
this topic, you should take
part in sonme of t he
followm ng exercises.

PRACTICE

DISCUSSION

1 Sales
Study the recent sales statistics of sone co-operatives
for produce and farm supplies. Look for disproportion-
ate changes fromyear to year, and try to find the
reasons.

2 Loproving the results

a) Suggest and di scuss various neans of inproving the
net surplus of an agricultural co-operative in general

b) Which costs are often too high in the co-operatives
in your area? Wirk out a plan and a checklist for reduc-
tion and control of these costs.

3 Irading reports
Suggest and di scuss what the nonthly "tradi ng report”

fromthe nanager to the commttee should contain, and
how it should be laid out. Draw up a nodel formfor it.

Question ! 2 3 4 5 6 7 8 9 10 11 12

Correct
Answer c b b c b b C b a b a a

Ref . page 4 41 5 56 9 56 40 22 29 43 54 54





