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Preface

This training package is one of a nunber of training packages designed
by the ILO - MATCOM Proj ect to assi st people who plan or carry out
training for the nmanagerial staff of agricultural co-operatives in de-

vel opi ng countri es.

The training provided under this training package, as well as under the

ot her packages in this series, is based on a thorough analysis of:

(1 the tasks and functions to be performed in agricul tural co-opera-

tive societies in devel opi ng countri es;

(ii) the common problens and constraints facing the effective perform

ance of these tasks and functions.

The result of this analysis is reflected in the MATCOM "Curricul um
CGui de for Agricultural Co-operative Managenment Trai ning". The Gui de
contai ns syllabuses for 24 managenent subjects and MATCOM has produced

training packages, sinmilar to this manual, for the follow ng subjects:

Col l ecting and Receiving Agricultural Produce
Transport Managenent

St or age Managenent

Mar keting of Agricultural Produce
Suppl y Management

Rural Savings and Credit Schenes
Staf f Managenent

Fi nanci al Managenent

Cost Accounting

Ri sk Managenent

Proj ect Preparation and Apprai sal
Wor k Pl anni ng

Export Marketing

Managenent of Larger Agricultural Co-operatives

For nore information on the above training nmaterial, please wite to:

The MATCOM Proj ect

c/o CO OP Branch

I nternational Labour Ofice
CH 1211 Geneva 22

Swi t zer | and.



Target Group

Target groups for this training programme on "Financial Managenent"
are substantive and potential nanagers, assistant nanagers and ac-
countants of agricultural co-operative societies. Co- operative of-

ficers and auditors could also benefit fromthe programe.

Alm

The aimof the programme is to enable trainees to prepare and use
budgets and to anal yse, interpret and act upon the accounts of a
co-operative enterprise in such a way as to make the nost effective
use of the resources and so provide the best possible service to

the society, its nenbers and its custoners.

In particular, the course should inprove trainees' ability:

- to describe the condition of a co-operative society in financial
ternms, and to change the description to reflect changes in the

soci ety;

- torelate an operating statenent to a statenent of condition

and to identify the relationships between them

- to appraise the financial condition and the managenent of a co-

operative society by using appropriate financial ratios;

- to deploy the funds already within their societies as effect-

ively as possible before | ooking outside for external funds;

- toidentify the various external sources of funds available to a

society, and to assess which are suitable in particular circum

st ances;

- to successfully apply for bank |loans for their societies when

this is an appropriate formof finance

- to nmanage the novenent of noney within their society in such a
way as to mnimse the amount of idle noney and naxim se the op-

portunities for profitable investnent;



to appropriately grant credit to customers and to manage their

accounts for the greatest benefit to the society;

to maintain stocks at the optinmmlevels;

to value stock in such a way that the figure gives an accurate

picture of the financial position of the society;

- to select the nost suitable method of financing the ownership or

use of equipment or facilities;

- to plan the novenent of noney within their societies effect-

ively;

to decide on the nost appropriate dividend or bonus distribution

for the long terminterests of their nenbers;

- to explain the financial condition of their societies to the

comm ttee and nenbers;

- to prepare, use and explain statements of the sources and uses

of nbney in a co-operative society;

- to appraise the financial results of "sick" co-operative so-

cieties, and to recommend appropriate inprovenents;

- to denonstrate the need for budgets and to avoid comopn reasons

for failure to prepare and use budgets effectively;

- to prepare estimates of the costs and revenue itens that nake up

an operating budget;

- to prepare cash budgets;

- to use an operating and a cash budget as an aid to dealing with

unexpect ed events;

- to use budgets effectively as a measure of managenent perform

ance.

Use

The programme as described in this nanual can be used for a spe-

cialised course on financial nanagenent. The conpl ete progranme,

or individual sessions or parts of sessions, can al so be incor-



porated in the curriculumfor a nore conprehensive nmanagenent
traini ng progranme.

Duration

The conpl ete progranme, as decribed in this manual, consists of 24

Learni ng sessions. Session tinmes vary from1 to 3 hours. The

total programre will take approximately 50 to 55 hours, or between

8 and 190 days, depending on the qualifications and experience of
the trainees and the hours worked each day. The tinme may well be

exceeded, and each instructor nust decide on the likely duration in

vi ew of |ocal conditions. A tinetable should be prepared accord-
ingly.
o I I had

The programe is based on the assunption that training is expensive
and that noney for co-operative managenent training is scarce.
Therefore, it |ooks upon training as an investnment, and unless the
training yields results, the return on the noney invested in it

will be nil.

On their return home fromthe training progranme, the trainees
shoul d be able to show concrete results of inproved managenent . In
order to prepare and equip the trainee to achieve this, the pro-
grame has adopted a highly active |earning approach through the
use of "participative" learning methods and a built-in action com

m t ment

Trainees will not |earn about Financial Managenent in a general and
passi ve way. Their day-to-day nmanagenent probl ens have, as much as
possi bl e, been translated into realistic case studies, role plays
and ot her probl em sol vi ng exerci ses. Trai nees (working in groups
and on their own) will learn by solving these problens as in rea

life, with the necessary assi stance and gui dance fromthe trainer

who wll act nore as a "facilitator” of |learning than as a

| ecturer.

Every trainee, even if he or she has never actually managed a co-

operative society, has some ideas and suggestions from which the

ot hers can | earn; if any or all of the trai nees have nanagenent



experience they can contribute a great deal to the | earning of the
ot hers. This material is intended to allow and encourage every
trainee to contribute as much as possible fromhis own insights and
experience, so that all will go away with the accumul ated know edge

that each brought to the progranme.

This sort of shared learning is in fact al nost always nore inport-
ant than the know edge that you, the instructor, or the materi al
initself, can contribute. If you do no nore than allow every in-
dividual to put in what he knows, and to learn fromwhat the others

know, you will have achieved a great deal

Remenber that know edge is like fire, you can share it with other
peopl e wi thout |osing anything yourself. You shoul d treat each
trainee as a source of ideas and suggestions which are at |east as
val uabl e as your own, and the material is designed to help you to

draw out, or "elicit", these contributions.

The built-in action conmitnment at the end of the programre wll
gi ve each trainee the opportunity of using the know edge and exper -
tise of his colleagues in the training progranmme to find a concrete
and acceptable solution to a specific nmanagenent problem he is
faced with - a solution to which the trainee will conmit hinself

for inplenentation.

Structure

The programme is divided into seven TOPICS and each topic is
covered by a nunber of SESSIONS (see the table of contents on page

X). The following material is provided for each session

- a session guide for the trainer (yell ow pages), giving the ob-
jective of the session, an estinate of the tine needed and a-
conprehensive "plan" for the session, including instructions on

how t o conduct the session;

- handouts (white pages) of all case studies, role play briefs,

etc., to be reproduced for distribution to the trainees.

a0t | I :

Before "using" the programme in a real training situation, it wll

probably be necessary to adapt it. This can be done as foll ows:



Vi

Read through the material and deci de whet her:

- the progranme can be run as it is;
- only certain topics or sessions should be used;

- new t opi cs and sessions shoul d be added.

Your decision will depend on the training needs of your trainees

and the nmeans you have at your disposal.

Carefully read through the sessions you have decided to use. Check
the subject matter in both the session guides and the handouts.
Modi fy themto include |ocal currencies, nanes, crops and so on

Such adaptation will help trainees identify thensel ves nore easily
with the people and the situations described in the handouts and

will increase inmpact and effectiveness of the training programe.

Do not feel that this nmanual is |ike a book which contains the only
answers. It is nerely a collection of suggestions and ideas, which
you nust adapt, nodify, use or reject as you think fit. The best
evidence that you are using the material properly will be the
amount of changes, additions and anmendnents you have yourself wit-

ten into this copy.

Handouts constitute an inportant part of the training material used
in the progranmre. They can be reproduced fromthe original hand-
outs supplied in the ringbinder, after the necessary adaptation has
been nmade. Repr oducti on nmay be done using whatever nethod is

avail abl e: stencil, offset printing, photocopy, or other.

The only item of training equi pment which is absolutely essenti al

is the chal kboard

Some suggestions for visual aids are given in the session guides.
If flipcharts or overhead projectors are avail able, you should pre-
pare these aids in advance. If they are not avail able you can

still use the chal kboard.
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The Pre-course Questionnaire should be sent to the trainees in ad-

vance. Tr ai nees shoul d be asked to conplete it and hand it in at

t he begi nning of the training progranme.

Preparing Yourself

Sone trainers may feel that material of this sort neans that they
need only spend a few nminutes preparing for each session. This is
not the case. You should go through the follow ng steps before
conducting any course which is based wholly or in part on this na-

terial:

L Read carefully; be sure you understand the content, and that

you envi sage what is intended to happen in the classroom

2. Work through all the calculations; be sure that you understand
them conpletely and try to predict the errors that trainees are
likely to make, and the different answers which may not be

wrong, but which will be worth foll owi ng up

3. Work through the case studies yourself, and try to predict al
t he possi bl e anal yses and answers which trai nees nmay cone up
with.

4. Look up and wite down on the nmaterial itself, as nany |oca

exanples as you can to illustrate the points that are rai sed.

5. Plan the whol e session very carefully; try to predict approx-
i mately how nany m nutes, each section of the session is
likely to take, and make the appropriate nodifications to fit

into the time that you have available. Do pat take the sug-

gested tinme at the beginning of the session too seriously.

Conducting the Programme

Wil e using the material, you should try to observe the follow ng

gui del i nes:

1. Arrange the seating so that every trainee can see the faces
of as many as possible of the others; do npot put themin

rows so that the only face they can see is your own.
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Be sure that the session is clearly structured in the
trai nees' mnds; outline the structure at the begi nning,
follow it or say that you are diverging fromit, and sum

mari se what has happened at the end.

Bear all the learning points in mnd, and do not forget the

job-oriented objectives of the session.

Be flexible, do not followthe material slavishly and be pre-
pared to change the approach, dependi ng on what trai nees,
t henmsel ves, suggest.

Avoi d, whenever possible, telling the trainees anything; in
a successful session all the points will have been elicited

fromthemby skillful questioning

If you fail to elicit a particular answer fromthe trainees,
it is your fault not theirs. Persi st, by asking the sane
question in different ways by hinting and so on, and only

nake the point yourself if all else has failed.

Use silence as a weapon; i f nobody answers a question, be
prepared to wait for 20 or 30 seconds in order to enbarass

sonebody into naking an attenpt.

Avoi d tal king yoursel f. Trai nees' discussion and suggestions
shoul d occupy around three quarters of the total tine; ask,
listen and guide rather than talk. (The nore you yoursel f
talk, the nore you are revealing your own insecurity and ig-
norance of the subject, in that you are not willing to risk

guestions or comments with which you cannot deal).

Never ridicule a trainee's answer or suggestion; there is
bound to be sone nerit in it sonewhere, and the very fact

that he or she has put forward a suggestion is comendabl e.

If you cannot answer a trainee's question, or conment on a
suggestion, (or even if you can) ask another trainee to
answer or nake a comment. You are the facilitator, not the

source of know edge.

Wite trainees' own words on the chal kboard whenever pos-
sible; do not followthe words in the material, even if they

are nore precise.
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12. Be prepared to act as "Devil's Advocate"; there are usually
no right or wong answers to managenent questions, and

trai nees nmust see and understand both sides of every issue.

13. If trainees appear to be following a quite different track
fromthat suggested in the material, do not dismss this out

of hand; it my be as useful or nobre so.

14. Call on the silent and, if necessary, silence those who talk

t oo much

15. Be sure that everybody understands what is going on; do not

all ow the di scussion to be taken over by the few who

under st and.

16. Be dynamic, lively and active. Myve around, walk up and down
the classroom and generally keep everyone alert to your

physical activity.

After the Course

Not e down each trainee's action conm tnment, and be sure to contact

every trainee, in person or at least by letter, about six nonths
after the end of the course to find out how t hey have nanaged to
apply what they have | earned and how well they are inplenenting
their action conmmitments. If they have failed, it is not they who
were at fault, but the course. Either the training was
i neffective, the trainees were poorly selected or you failed to
recogni se probl ems which m ght prevent them from appl yi ng what

they | earned



Pre-Course Questionnaire

NaAmMe:  t ittt teeeersseeesssssstsannsssscosnsesosssosnncccsass

SOCIeEY . titeeeitenennneneneessssssssssssssasnanasonssans

JOb Title: titieeeeeneeenennooosoenanonseoasnsesnns e

Brief description of your responsibilities:

L R I R I R R R I I I I I e I I R I R N N NN S I PP

What parts of your job do you enjoy the most?

L R R I I I I I e R R A A I I A N I N T

L L R R I I I L I I R I R N A R A N R R

L I R I R I R I I T R S O I O A N N I T I A A S A AP S Y

What parts of your job do you find the most difficult?

L I I I I I A I N I I O A I I R N N R

L A R I I I I I I I A A A A I B R S S

e e o e

e o s s e

L L I R R I I R R I I R R I I A A R R e R R R R T

Please complete the following sentence:

As a result of attending the course on Financial Management,

that I shall be able to

I hope

L L R R I L I I I I R I I I I I A N I I R I R R R R )

L A L I R I I I I I I R R N N N R R RS

L I I I I . I I I R R I I I I I I I R N I R A T R RS
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Sheet 1
SESSION 1.1
L NTRODUCTI ON
hjective: To denonstrate the inportance of inproved financial man-
agenment in co-operatives, to ensure that all partici
pants are aware of the objectives of the programme, to
i ntroduce trainees to one another and to ensure that all
adm nistrative details are in order
Tine: 1 to 2 hours.
Material : Conpl eted pre-course questionnaire, tinetable and a |ist
of participants.
Session Qiide:
1) The opening of the programre should be brief and to the point.

The speaker should include the follow ng points:

The need to nmake the best use of all avail abl e resources.

- Exanpl es of financial managenent errors which make co-operative
societies performless effectively than necessary. The reasons

for these errors.

-  Exanpl es of serious problenms or failures that have been caused

by inadequate financial managenent.

- The essential and vital role and trenendous responsibility of a

soci ety manager in this context.

In order to exenplify the objectives and the contents of the
course, confront participants with a nunber of questions |like the
foll owing, and explain that the course will deal with problens of

this type:

- Are you sure that your society is using every cent of its capi-
tal in the nost econonical way? If not, do you know how t he

situation can be inproved?
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- Are you sure that every itemof farm supply, or produce, which
the society has in stock, will be sold for at | east what it
cost the society? If not, do you know what effect any failure

to sell these itens at cost will have on the society's results?

- Are you conpletely sure that every custonmer or nember who owes
noney to the society will repay it, when due? If not, do you
know whi ch custonmers, and what anount, are nost at risk and

where to direct your efforts to inmprove the situation?

- Has your society ever been unable to pay its nmenbers, or sup-
pliers, when it should? If so, what advance warni ng have you

that it mght not be possible to pay, and what did you do about
it?

- |Is the society always successful in obtaining bank | oans when
it needs then?

Do all the nenbers of your society conpletely understand and
agree with the way the society is nmanaged? If not, how suc-
cessful have your attenpts been to explain and justify the so-

ciety's policies?

Enphasi se that the progranme is designed to enable nmanagers to im
prove the financial position of their societies, nat by begging
for nore noney from Governnent or nenbers, but by inproving the

managenent of the noney they already have.

Go briefly through the tinetable, stressing to trainees that they
will be required to contribute their own experience and ideas, and
not nerely to listen to other people talking. Peopl e | earn by

doing, rather than by |istening.

Ask each trainee to sunmarise his prior training and experience,
and to state what he hopes to gain fromattending this course.
Refer to the pre-course questionnaire if necessary. ldentify the
speci al experience that each trainee brings to the course, enpha-
sising the point that the group as a whole is an extrenely power-

ful source of expertise and experience

Explain that the purpose of the course is to i nprove trainees'

abilities actually to manage their societies nore effectively, and
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not nerely to repeat theories or principles without putting them
into practice. Explain the main features of the "Action Conmit-

ment" which is included in this programe:

- Before the end of the programe each trainee is expected to
have identified at | east one major problem related to finan-

ci al managenent, which they are going to solve on their return

horre.
During the final course day (Session 7.1) everyone will work
out, in consultation with fellow trai nees, detailed "action

pl ans" to which trainees will commit thenselves for solving the

probl ens.

Tell trainees that the instructor intends to contact themat a
|ater date in order to assess how successful they have been in im
pl emrenting their plans. The course, rather than they thensel ves,

will be evaluated by their success.

Ensure that any admninistrative problens are dealt with. Matters
of accommodati on, paynent of expenses, transport, roons for pri-
vate study and any other points of information should be settled

now.
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SESSION 1.2
IHE FINANCI Al PI CTURE OF AN ENTFRPRI SE
(hjective: To enable trainees to describe the condition of a co-
operative society in financial terns, and to change the
description to reflect changes in the society.
Iine: 1 to 2 hours

Session Qiide:

It is assuned that trai nees have sone basic know edge of book-
keepi ng and accounts. Many good book-keepers and account ants,

however, have the skills necessary to prepare accounts but are not
abl e to describe exactly what these accounts nmean, or to use them

as a basis for inproved financial managenent.

The session introduces basic accounting concepts froma rather un-
usual perspective. This may be unfamiliar or even unacceptable to
sone traditionally trained accountants, but it is hoped that al

participants will gain a greater understanding of the real neaning
of accounts, and of ways in which such accounts can be expl ai ned

to people with no know edge of accounting

Wite on the chal kboard/ OHP* a nunber of comron accounting termns
such as "debtors" "creditors" "bal ance sheet” "debit" "assets"
or "liabilities". Trai nees may know their neaning, but stress
t hat when accountants use technical terns of this sort they often

quite without realising it, confuse people who are not faniliar
with accounting, and make them believe that accounting data can

only be understood and used by accountants.

Wrse still, some book-keepers and accountants conceal the rea
meani ng of accounts from thenselves, by using words which they
have learnt to apply to certain stages or parts of the process of

accounting, but which they cannot apply to the real world.

*OHP = overhead projector
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Ask trainees to inmagine that a group of farnmers had decided to
start a co-operative in order to market their crops. What will be
the first thing they will do, which can be expressed in financial

terns?

They will each contribute a certain anmount of share capital to

the society.

Ask trai nees to suggest an appropriate nunber of people and the
amount whi ch each nmight contribute, and elicit the suggestion that

there mght be 100 farnmers, each contributing $10

Trai nees should assune for the purpose of this session that the

hypot hetical society is a very sinple one. In what formare the

farmers likely to contribute their share capital ?

I n cash.
Ask a trainee who has little or no know edge of book-keepi ng or
accounting to suggest how this society mght now be described in
financial terns. What will the nenbers need to know about the

financial condition of their society?

Elicit a statenment in the following form which should be witten

on the chal kboard

ABC Society, Financial Condition on 1.1. 83

Passessi ons $ Sources $
Cash 1, 000 Menbers' Share Capital

100 Shares @ $10 each 1,000
TOTAL 1,000 TOTAL 1,000

It is not Iinportant at this stage, or later in this session,
whet her t he possessi ons and sources are presented opposite each
other, on the left or the right, or in colum form Simlarly the
sequence under each headi ng of possessions and sources is un-

i nportant.
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The terns used should not necessarily be those used in this na-
terial. "Assets" and "Liabilities" should be avoided, but elicit
words or phrases fromtrai nees which can clearly describe, to

their satisfaction, the nature of each item

Trai nees nay prefer, for instance, "how the noney is used" and
"where the noney canme fronl', to "possessions" and "sources". Use

what ever words or phrases they thensel ves suggest.

The remai nder of this session may be dealt with in one of three

different ways:

A}  The actual transactions listed in the materials may be used as
they are, nodified only to include local currency and institu-

tions such as banks or marketing boards.

Bl A new set of transactions may be prepared, which are nore
typical of a local society such as may be fanmiliar to
trai nees. In this case, the changes to the bal ance sheet, and
subsequent profit and | oss exercise in Session 1.3, nust be

prepared well in advance

0 Trainees may be invited to suggest transactions as they m ght
occur. If this approach is followed, it is vital to have a
colleague to list the transactions carefully, and to check the
mat hematics at each stage. The instructor nust be prepared to
deal with difficult transactions, and should only use this
approach if he or she is conpletely famliar with | oca

accountancy practices.

It is inmportant if nmethods B) or C) are used to be sure that al

the different types of transaction that follow are dealt with

If method C) is used, trainees may suggest itens which are inpos-
si bl e because there is not enough noney, or stock, to allowthe
transaction to take place. Ask other trainees to explain the dif-
ficulty, and rem nd trainees that societies frequently enter into
obligations which they cannot fulfil because they do not have up-

to-date figures of the sort now bei ng produced.
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Fol l owi ng nmethod A), elicit the next and follow ng transactions as

bel ow.

- Open an account with the Iocal comercial bank and put $900 of

the cash into it.

The description should be anended as foll ows:

Possessions $ Sources $
Cash 100 Menbers' Share Capital

100 Shares @ $10 each 1, 000
Bank Bal ance 200
TOTAL 1,000 TOTAL 1,000

The objective is to present a dynam ¢ "noving picture" of the so-
ciety through a succession of financial descriptions which
trainees will soon realise are in fact bal ance sheets. It is not
therefore necessary to retain each version on the chal kboard. Rub
out the entries which di sappear or are anended, and replace them

with the latest itens.

Trai nees need not copy the results thenmsel ves. This woul d del ay
the session and the intention is that they shoul d understand each
entry as it is nade, rather than renenber the conpl ete sequence

which is only an exanple.

Elicit the next transaction, which is to receive $500 in cash de-
posited by nmenbers as loans to the society. Ensure that al
trai nees understand the difference between nenbers' share contri
butions and any funds they may lend to the society, in return for

regul ar paynent of interest.

The description should be anmended as foll ows:

Possessi ons $ Sources $
Cash 600 Menmbers' Share Capita

100 Shares @ $10 1, 000
Bank Bal ance 900

Menbers' Loan Account 500

TOTAL 1,500 TOTAL 1,500
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The next itemis:

- Pay $300 by cheque as a year's rent in advance for a store.

The description should be anended as foll ows:

Possessi ons $ Sources $
Cash 600 Menbers' Share Capital

100 Shares @ $10 each 1, 000
Bank Bal ance 600

Menbers' Loan Account 500
Right to Use Store
for a Year 300
TOTAL 1,500 TOTAL 1,500

Ensure that trainees appreciate that an itemof this sort, such as

i nsurance, rent or any other advance paynent for services to be
provided later, is something which the society "owns", nanely the

right to use the service for whatever period it has been bought.
Trai nees shoul d assune that suns paid by cheque are taken away
fromthe society's account, or added to it, at the tinme of the
transacti on.

The next itemis:

- Purchase nenbers' crops for $400 in cash.

The description should be anmended as foll ows:

Possessions $ Sources $
Cash 200 Menbers' Share Capital

100 Shares @ $10 each 1, 000
Bank Bal ance 600

Menbers' Loan Account 500
Right to Use Store
for a Year 300
St ock of Crops 400
TOTAL 1,500 TOTAL 1,500

Trai nees should begin to appreciate at around this stage that this

is a very sinple balance sheet. Ask why the two figures at the

bottom nust always be the same:


ana


Because they are nerely different ways of describing the sane
sum of money, saying how it is used and where it has come
from In the sane way if soneone describes a person by saying
"he is a man" and "he is called Abdul Menga", the thing that

is being described renains the sane.
The next itemis:

Sell one quarter of the crop, originally purchased for $100,

for $120 in cash.

The description should be anmended as foll ows:

Passessions $ Sources $
Cash 320 Menmbers' Share Capital

100 Shares @ $10 each 1, 000
Bank Bal ance 600

Menbers' Loan Account 500
Right to Use Store
for a Year 300 Sur pl us 20
Stock of Crops 300
TOTAL 1,520 TOTAL 1,520

Ensure that trainees understand why the surplus is a source of
money just |like loans or nmenbers' shares, except that the society

itself has generated it.

The next itemis:

- Sell a further one quarter of the crop, originally bought for

$100, for $130 to be paid in a nonth's tinme.

The description should be amended as foll ows:
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Possessions $ Sources $
Cash 320 Menbers' Share Capital

100 Shares @ $10 each 1, 000
Bank Bal ance 600

Menbers' Loan Account 500
Right to Use Store
for a Year 300 Sur pl us 50
St ock of Crops 200
Anpunt Owed by
Cust oner 130
TOTAL 1,550 TOTAL 1. 550

Ensure that trainees realise that the right to receive a certain
sum of nmoney in the future is a "possession”, like the right to
use a store. I f they disagree, ask whether any of them would
refuse to pay for an QU froma rich nman (who is al so honest) to
pay $10 in one day's tine. Clearly his QU is initself a

possessi on.

The next itemis:

- Purchase sacks for $100, to be paid in a nonth's tine.

The description should be anended as foll ows:

Paossessions $ Sources $
Cash 320 Menbers' Share Capital

100 Shares @$10 each 1, 000
Bank Bal ance 600

Menbers' Loan Account 500
Right to Use Store
for a Year 300 Sur pl us 50
St ock of Crops 200 Anpbunt Owed to Supplier 100
Amount Owed by
Cust oner 130
Sacks 100
TOTAL 1,650 TOTAL 1,650

If trainees cannot see that when a supplier allows credit this is

a source of nobney show them by acting out a credit transaction as
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follows that if sonebody allows a society credit this is exactly

the same as granting the society a | oan:

(a) Seller gives goods to buyer.
(b) Buyer gives cash to seller.

(c) Seller returns cash to buyer.

This is no different fromthe seller giving a loan to the buyer

wi t hout any goods havi ng changed hands at all.

The next itemis:

The society purchases furniture for $300, paying by cheque.

The description should be anmended as foll ows:

Possessions $ Sources $
Cash 320 Menbers' Share Capital

100 Shares @ $10 each 1, 000
Bank Bal ance 300

Menmbers' Loan Account 500
Right to Use Store
for a Year 300 Sur pl us 50
St ock of Crops 200 Anmpbunt Owed to Supplier 100
Anpbunt Owed by
Cust oner 130
Sacks 100
Furniture 300
TOTAL 1, 650 TOTAL 1,650

The next itemis:

The society pays its bill in cash to the supplier of sacks, and

the custoner pays a cheque for what he owed to the society.

The description should be anended as foll ows:
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Passessions $ Sources $
Cash 220 Menmbers' Share Capita

100 Shares @ $10 each 1, 000
Bank Bal ance 430

Menbers' Loan Account 500
Right to Use Store
for a Year 300 Sur pl us 50
St ock of Crops 200
Sacks 100
Furni ture 300
TOTAL 1,550 TOTAL 1,550

Trai nees should note that the total has gone down. This does not
i ndicate any decline in the fortunes of the society but nerely
that it has paid its bill.

The next itemis:
The Co-operative Bank extends a |l oan of $1,000 to the society,
which is paid direct to menbers by the bank for crops which are

put into stock by the society.

The description should be amended as foll ows:

Possessi ons $ Sources $
Cash 220 Menbers' Share Capita

100 Shares @ $10 each 1, 000
Bank Bal ance 430

Menbers' Loan Account 500
Right to Use Store
for a Year 300 Sur pl us 50
St ock of Crops 1, 200 Bank Loan 1, 000
Sacks 100
Furniture 300
TOTAL 2. 550 TOTAL 2,550

The next itemis:

The soci ety pays wages of $30 in cash
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The description should be anmended as foll ows:

Possessi ons $ Sources $
Cash 190 Menmbers' Share Capital

100 Shares @ $10 each 1, 000
Bank Bal ance 430

Menbers' Loan Account 500
Right to Use Store
for a Year 300 Sur pl us 20
St ock of Crops 1,200 Bank Loan 1, 000
Sacks 100
Furniture 300
TOTAL 2,520 TOTAL 2,520

Trai nees nust see that the surplus has been reduced because of the
cost of wages. It is to be hoped that the work perforned for

these wages will in tinme yield a greater surplus than the cost.
However, the financial picture after the paynent of wages but be-

fore realising the gain nmust reflect the expense and not the sur-

plus which is as yet unknown.

The next itemis:

- The society sells one half of the total stock of crops, which

cost $600, for $750 paid by cheque, and a further quarter,
whi ch cost $300, for $400 to be paid in a nonth's tine.

The description should be anmended as foll ows:
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Passessi ons $ Sources $
Cash 190 Members' Share Capita

100 Shares @ $10 each 1, 000
Bank Bal ance 1,180

Menbers' Loan Account 500
Right to Use Store
for a Year 300 Sur pl us 270
St ock of Crops 300 Bank Loan 1, 000
Sacks 100
Furniture 300
Amount Owed by
Cust oner 400
TOTAL 2,770 TOTAL 2,770

The next itens:

- Six nonths have passed since the society started. The society

repays the Co-operative Bank | oan of $1,000, plus $50 interest,
by cheque. The custoner who owed the society noney pays $350
by cheque but then di sappears w thout paying the renaining
$50. The society sells the remaining stock for $450 in cash

The sacks are found to be, 50% worn out. An estimate is nade
that the furniture is going to last three years fromthe date
of its original purchase, the society pays $30 in cash as
i nterest on nmenbers' | oans and the society pays a further $30

wages in cash.

The description should be anmended as foll ows:
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Paossessions
Cash
Bank Bal ance

Right to Use Store
for Six Mnths

Sacks

Furni ture

TOTAL

It may be preferable to deal

580

480

150

50

250

Sources

Menbers' Share Capital

100 Shares @ $10

Menbers' Loan Account

Sur pl us

Less:

Rent

Use of Sacks

I nt erest

Bad Debts

Use of Furniture
Interest to Bank
Wages

Net Surpl us

TOTAL

with each item separately.

150
50
30
50
50
50

case, trainees should understand the follow ng points:

If a customer

due to be paid by himcan clearly no | onger

"possessi on”.

recover it, but

owes noney and di sappears,

if there is any rea

doubt that

The society should certainly stil

420

it will

1, 000

500

I n any

t he remai ni ng noney
be counted as a
attenpt to

be re-

covered the amobunt shoul d be counted as a | oss rather than con-

tinuing to count

wor t hl ess.

- Half a year is one-sixth of the tota

this proportion of

it as a possession which may actually be

life of the furniture and

its value has therefore been "used up". The

furniture is now worth only five-sixths of what

ginally worth,

shoul d be counted as a cost,

will be aware that this is called "depreciation".

- Simlarly, the decline in value of the sacks nust

to reduce the surplus.

it was ori

and the reduction in its value caused by its use

Tr ai nees

be refl ected

by a reduction on the value of the possessions and an extra

cost to be charged agai nst the surplus.



17)

Session 1.2
Sheet 7

The purpose of this session has been to denonstrate the real nean-
ing of the technical terns of accounting. If trainees have not by
now realised, ask those who are fam liar w th book-keeping and ac
counts to "translate" the sinple terni nol ogy which has been used
into the normal accounting terns. Ensure as before that al

trai nees understand what they nean.
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SESSION 1.3

IHE STATEMENT CF OPFRATI ONS

hjective: To enable trainees to relate an operating statement to a
statenent of condition, and to identify the rel ation-
shi ps between them

Tine: 2 to 3 hours.

Material A list, on paper, chal kboard or OHP, of the transactions
used in the previous session. The list suggested in the
previ ous session is provided in a handout, to be used if
nmethod A is followed, or to show the format if nethods B
or C are used.

E . i de

1) If there has been a |ong delay between this and the previous ses-

sion, rem nd trainees of the "Dynam c Bal ance Sheet" that was pre-
sent ed then. Poi nt out that trainees thensel ves produced during
that session a series of "still pictures" which showed the condi -
tion of the society at the nonent after certain transactions were

conpl et ed.

Rem nd trai nees of the appearance of a piece of novie film If it
is exam ned outside a projector, it appears as a series of pic-
tures showi ng a stationary view which changes very slightly from
one to the next. If shown through a projector, however, it gives
a novi ng picture which shows what happens as time progresses. It
is nevertheless difficult to see exactly the condition and posi -
tion of everything on the novie without "freezing it" for a

"still".

Trai nees are now ready to produce a "novie" of the society over
the six nonths' period for which they produced a number of

"stills" during the previous session

Distribute or otherw se display on chal kboard or OHP the list of

transactions used in the previous session. Ask trainees to exam
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ine this list inrelation to the "bal ance sheets" or "still pic-

tures" produced in the previ ous session.

Certain transactions affected the revenue, cost and surplus of the
society, and others nade changes in the way whi ch noney was used

or obtained at a particular tine.

Ask trainees which of the follow ng transactions directly affect

the surplus of a society:

(a) Repaynent of a debt by a custonmer who purchased goods on

credit.
(b) Paynent of interest to the bank
(c) Receipt of a loan fromthe bank

(d) Additional nenmbers buy shares.

- (a) is a novenent of noney from one asset headi ng (accounts
recei vabl e) to,another (cash). The profit (or 1oss) was nade

when the goods were sol d.
- (b) affects the surplus, because it is an expense.

- (c) is an increase in the noney available to the society, but
it does not helong to the society. If they make good use of
it, the surplus will belong to them but the loan itself nust

be repaid.

- (d) is like (c). The noney is available to the society, but
cannot be distributed to nenbers. It is to be used, but does

not actually belong to the society.

Stress that the surplus is not affected by whether suppliers, or
sales, are paid for in cash, by cheque or on credit. The amounts

of the transactions are what is inportant.

Go through the list of transactions fromthe previous session and
ask trainees to decide what itens relate to the "nmoving picture"
whi ch they are about to produce. Elicit the conclusion that the

following items should be used to makeup the noving picture:

4, 5 6, 7, 8 11, 12, 13, 14b, 14c, 14d, 14e, 14f, 14g and 14h.
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Trainees may still argue that if a society is granted a loan this
shoul d be reflected in any statenent of how the society has
prospered and its surpl us. Stress that |oans have to be repaid,
and that the only aspect of a loan which affects the surplus is
the interest payment which reduces it .

Trai nees may al so have difficulties seeing the difference between
8 and 9, the purchase of furniture and of sacks. Stress that
furniture is a relatively permanent item of equipnent, whose
purchase does not affect the operating results of the period in
which it happens to be bought. Sacks are part of trade; any
remai ni ng stocks will be considered as possessions of the society
at the end of the period, but the cost of the sacks must be set

agai nst incone to produce the surplus (or | 0ss)

Trai nees may find the above inconsistent with the inclusion of 14f
and 14g in the calculation of the surplus. Stress that the wuse of
the furniture, as opposed to its total costs, is an expense for

the period, and is a part of the "noving picture".

Allow trainees up to 30 mnutes individually to produce a "noving
pi cture", operating statenent or profit and | oss account for the
society, wusing the figures presented in the handout. Their

answers should be as foll ows:

SALES $ $
Crops 120
130
750
400
450
Total Sales 1,850
EXPENSES
Rent 150
Crop Purchases 400
Sacks 50
Wages 30
Crops 1, 000
I nterest to Bank 50
Bad Debts 50
Interest to Menbers 30
Depreciation of Furniture 50
Wages 30
Total Expenses 1,840

SURPLUS $ 10
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Stress that the result of the calculation is the same as the sur-
pl us shown in the | ast "bal ance sheet" which was produced. Thi's
shows that the "noving picture"” nmerely fills in the gaps between
the "stills" which were produced in the first session, but the

ultimate result is the sane.

Trai nees with accountancy training will realise that the above
profit and | oss accounts, and the bal ance sheets, were not pre-

sented in the normal way.

Ask trainees to suggest the critical differences between the two

followi ng classes of assets and liabilities:

Assets Liabilities
Class A Cash Accounts Payable
Bank Balance Short Term Loans

Accounts Receivable

Stocks
Class B Equig;;:;‘ Long Term Loans B
Land Retained Surplus
Buildings Members' Capital

Elicit the response that Class A are nore current or inmredi ate.
The assets can be turned into cash reasonably quickly, and the

liabilities are nore likely to have to be repaid at short notice

Class B are long term The society will not usually dispose of
its equi pment and/or buildings unless it wishes to wind up its
operations altogether, and long terml oans, nenbers' share capita
or retained earnings are unlikely to have to be repaid at short

noti ce.

Stress that the nore "current"” assets and liabilities are usually
separated fromthe longer termones in Class B, in whatever way

t he bal ance sheet is presented
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Stress that there are a nunber of different ways of presenting ac-
counts, and that the sequence or position of particular itens is

far less inmportant than a cl ear understandi ng of what they nean.

Rem nd trai nees of the bal ance sheet prepared in the previous ses-
sion. Ask one with sone know edge of accounting to describe other

ways i n which the sane data m ght have been presented.

Dependi ng on | ocal accountancy practice, the followi ng terns and

| ayout may be presented and di scussed, using the follow ng fig-

ures:

(a) "Anerican" (as used in Session 1)

Assets $ Liabilities $
Cash 100 Accounts Payabl e 100
Bank Bal ance 200 Short Term Loans 50
Account s Recei vabl e 150 Long Term Loans 300
| nvent ory 50 Menbers' Equity 400
Machi nery & Equi pnent 200 Ret ai ned Ear ni ngs 150
Land & Buil di ngs 300

Tot al 1,000 Tot al 1,000

(b) IIB:'II'I SID”

Lahiliti s A s
Menbers' Capital 400 Land & Buil di ngs 300
Reserves 150 Machi nery & Equi pment 200
Long Term Loans 300 St ocks 50
Short Term Loans 50 Debt or s 150
Creditors 100 Bank Bal ance 200

Cash 100

Tot al 1,000 Tot al 1,000

Eunds Fnpl oyed $

Menbers' Equity 400
Ret ai ned Ear ni ngs 150
Long Ter m Loans 300

850
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Enpl oynent of Funds

Cash

Bank Bal ance
Accounts Receivabl e

I nventory

Machi nery & Equi prent
Land & Buil dings

Tot al
Less Current Liabilities:

Short Term Loans
Account s Payabl e

Machi nery & Equi prment
Land & Buil di ngs

Tot al

Qurrent Assets

Cash

Bank Bal ance
Accounts Recei vabl e
I nventory

Tot al

Labiliti

Short Term Loans
Account s Payabl e

Net Current Assets
Total Funds Enpl oyed

Represent ed By

Menmbers' Equity
Ret ai ned Ear ni ngs
Long Term Loans

Total Funds Enpl oyed

$
100
200
150
50
200
300
1, 000
50
100
850
$ $ $
200
300
500
100
200
150
20
500
50
100
150
320
850
400
150
300
850
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Even if trainees are unlikely ever to neet any nore than one form
of presentation, it is useful to be exposed to alternatives in
order to stress that the rules of term nol ogy and presentation are
not fixed and final. A society, within the |l aw, should choose
what ever |ayout and terninol ogy are nost readily understood by the

maj ority of people and particularly by the nenmbership.

If trainees are fluent in a |l ocal vernacul ar | anguage, which is
different fromthat being used in the course and fromthe | anguage
normal |y used for accounts, ask each trainee individually to wite
down a translation of the following itens into the | ocal verna-
cular, in random order, without witing down the English or other

formal term beside each transl ation:

"Asset s" "Menbers' Share Capital”
"Liabilities" "Ret ai ned Ear ni ngs"
"Accounts Recei vabl e" "Bal ance Sheet"
"Accounts Payabl e" " Sur pl us"

" Depr eci ati on" " St ocks"

"Accrued Interest”

When t hey have finished, they should hand their translations to
anot her trainee. Each should then translate the vernacul ar back
into English or other formal |anguage, and suggest which of them
relates to which of the above terns. Approxi mate phrases in

sinple English mght be:

Asset s: What a society owns.

Liabilities: Where the society got its noney from
Account s Recei vabl e: Money owned by custonmers to the society.
Accounts Payabl e: Money owned by the society to suppliers.
Depr eci ati on: The fall in value of equipnent because

it has been used.

Menbers' Share Capital: The noney that nenbers contribute to
start a society or to expand it and
whi ch they do not expect to be returned

to themunl ess they | eave.
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Ret ai ned Ear ni ngs: That part of the society's surplus that
is not given back to nmenbers but is re-

invested in the society.

Bal ance Sheet: A statenment of what a society owns and

where it obtained the noney from

Sur pl us: The difference between the val ue of the
society's sales and the cost of what was

sold and of running the society.

St ock: Crops or requisites which belong to the

soci ety but have not yet been sold.

Accrued I nterest: Interest that has been earned but has

not yet been received

Trai nees attenpts to translate these terns into the | ocal verna-
cular may reveal that they do not really understand them The ex-
ercise should also inprove their ability to explain and present

financial figures to poorly educated nenbers.

Ask trainees to conpare the "dynam c¢" bal ance sheets produced in
Session 1.2 and the operating statenent produced in this session

with what actually happens in their societies.

How of ten are bal ance sheets and operating statenments produced?

How up-to-date are they?

In nost societies conplete accounts are produced only once a year
and are not conpleted for several nonths, or even a year or nore

after the period to which they relate.

How can managers use official audited figures of this sort, which

are infrequent and out-of -date?

The shoul d t hensel ves produce "informal" accounts, and train
their staff to do the sane. These cannot be used for official
purposes but can be used for day-to-day nmanagenent, which is

the mai n reason for preparing accounts.
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- "Informal" accounts can be based on the audited accounts. 't
is only necessary to incorporate changes fromnonth to nonth in
order to have an approxi mate picture of the condition of a so-

ciety as a basis for planning and managenent.

Trai nees may be inpressed by the way in which financial accounts
can describe the condition and operation of a co-operative so-

ciety.

Ask trainees to suggest what aspects of a society are not shown in
the financial accounts. Do such accounts tell a prospective nem
ber, lender, supplier or other interested outsider everything he

or she needs to know before maki ng a deci sion about the society?

Accounts are about the past. They are inevitably out-of-date when
they are conpl eted, even by a day, and nore nornally by severa

nont hs. Lenders and others are concerned with the future, as are
managers. Accounts can at best do no nore than indicate what the
future will bring and the accounts say little about the quality
and conmitnent of the people, including staff, managenent, com
mttee nmenbers and the nmenbership at large. A history of good re-
sults can say sonething about the nanagenent, but critical staff
may have changed recently and accounts say nothi ng about changes

of this sort.

The val ue of accounts to an outsider depends to a great extent on
the quality of the accountants and managenent who prepared them
and any auditors who audited them St ock val ues, the collect-
ability of the accounts receivable, and the real value of equip-
ment, for instance, can only be assessed by practical society nan-
agers, and auditors can do little to correct nistakes or decep-

tions.

Accounts can thus reveal only one aspect of a society's situation
and progress. They are neverthel ess a very val uabl e and generally
under-used tool, and are essential for any effective attenpt by

managenent to inprove the situation of a society.
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Transactions of the ABC Society

Foundati on of the society, 100 nmenbers contribute $10 each in

cash.

The society puts $900 in the | ocal commrercial bank

Menbers | end $500 to the society in cash.

The society pays $300 by cheque for one year's store rental
The soci ety buys nmenbers' crops for $400 cash.

The society sells one-quarter of crops in stock for $120 cash

The society sells one-third of crops still remaining for $130 to

be paid in one nonth.
The soci ety purchases sacks for $100, payable in one nonth.
The society purchases furniture for $300 by cheque.

The society pays the ambunt owed to the sack supplier in cash, and
the customer pays the $130 owed to the society by cheque

Menbers deliver $1,000 worth of crops, and the society borrows
$1, 000 fromthe Co-operative Bank which is paid directly to

nmenbers.
The society pays $30 wages in cash

The society sells one-half of the stock of crops for $750 paid by
cheque, and a further one-quarter of the stock for $400 payable in

one nont h.

After six nmonths since the start of the society:

(a) The society repays the Co-operative Bank | oan by cheque

(b)  The society pays $50 interest by cheque

(c) The customer who owed the society $400 pays $350 by cheque

and then di sappears.

(d) The society sells the remnining crops for $450 in cash



The society pays $30 interest in cash to menbers.

One-half of the sacks have been | ost or

repair.

danmaged beyond

The furniture has | ost one-sixth of its original value.

The soci ety pays $30 wages in cash.
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SESSION 1.4
EIL NANCI Al RATI OS
hjective: To enabl e trainees to appraise the financial condition
and the managenment of a co-operative society by using
appropriate financial ratios.
Tinge 2 to 3 hours.
Materi al Exercise "The Rationic Society"
Session Qiide:
1) Trainees have in the previous two sessions confirnmed their ability

to prepare a bal ance sheet and statenent of operations, and have
per haps increased their understandi ng of what these statenents

real ly nmean.

Remi nd trainees that accounts are of no value unless they are used
to i mprove the nmanagenment of an enterprise. During this session
they will be introduced to sinple techniques for using accounts to
identify problens. I n subsequent sessions they will consider ways
in which better financial managenent can correct these problens.
They will thus have covered the three stages which nust all be in-
cluded if the work of preparing accounts is not to be a total

waste of tine:

- Prepare accounts
- Decide what problens the accounts revea

- Correct the problens

Ask trainees whether co-operative accounts are really used in this

way. Fail ures can occur at any stage.

- The accounts are not conpleted at all, or are conpleted so |late
that they are no | onger of any value as a basis for appraising

t he conduct of the society Daw.
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The accounts are prepared and audited as is required by | aw,
but accountants consider that this is all they are required to
do.

Managers have neither the tine nor the ability to anal yse the
accounts and deci de what needs to be done, and accountants have

no wish to help them

The accounts are apprai sed using techniques such as will be in-
troduced in this session, and the conclusions are presented in
a report. This report is regarded as the final objective, and

nothing is done to correct the problemit identifies.

Ask trainees what the followi ng statenents tell them about the
probl ens, or lack of them of the co-operative societies they des-

cribe:

- "Society A's stocks are worth $10, 000."

- "Society B's custoners owe the society $2,500."

- "Society Cowes its suppliers $250, 000."

- "The total share capital of society Dis $2,000."

- "Society E s cash, bank bal ance, stock and accounts receivable
total $2,000."

These statenents give sone indications of the scale of the so-
ciety's operations. What nore is needed before the data can be
used to give any indication of the financial condition of the so-

ciety?

A single figure, inisolation, is of virtually no use at all. The
relationships bhetween figures are needed before any appraisal is

possi bl e.

Ask trainees to consider the followi ng four additional statenents

about the sane societies. What can they now say about then?

- "Society A's sales are $8,000 per year."
- "Society B's sales are $100, 000 per year."

- "Society Cs annual purchases are $6m per year."
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- "Society D has bank |oans totalling $18, 000."

- "Society E s accounts payable and short term | oans total

$4, 000. "

Clearly both the figures about each society can be used to nmke
sonme eval uation of the quality of nmanagenent. Some probl ens can
be identified and sone renedi es suggest ed. Ask trai nees what

these m ght be:

Soci ety A has goods in stock worth one-and-a quarter tines its
annual sal es L%g-f This neans that goods are on average in
stock for one-and- a quarter years, or 15 nonths. This is far
too long, and the society should dispose of the surplus stock
and revise its buying procedures to ensure that the accunul a-

tion of funds in stock does not occur again

Society B's custoners owe the society ( 1) of the yearly sales
(2,500) Expressed in tine , 1/40 of the year is just o%er

one week (52/40). This neans that the average custoner is taking
just over one week to pay his bill. This suggests good credit

managenent whi ch shoul d be encouraged to continue.

Society C owes its suppliers 1 of the value of what it buys in

a year Q%#%é%ﬁ? .On average, the society is being all owed
L 52 oo
about two weeks' credit by its suppliers 37 . This is not a

|l ong period of trade credit and the society is clearly a good
payer . It shoul d perhaps demand | onger credit fromits sup-

pliers.

Society D s nenbers have only iqyested 1/10 of the total Iong
. 2, 000

soci ety (737000 + 2, 000.

qui ckly as possible increase their own stake in the society.

termcapital in their They shoul as

- Society E's short termobligations, that is, the anount of

nmoney it may be called upon to pay at short notice, are tw ce
as much as its current assets, that is, the anmount of nopbney
that could possibly be raised at short notice. The society may

easily find itself unable to pay its bill
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These concl usi ons nmay, however, not be correct. VWhat further
information is required before an outsider can confidently
apprai se the financial condition of a society, from accounting

figures of this sort?

Show that all these conclusions are based on assunpti ons about
what ratios are "correct". Ask trainees what factors m ght nean
t hat the concl usi ons sugggested about the societies above are

whol Iy wong. There are a nunber of possibilities including:

Society A's sales may have been very | ow because no stock was
avai | abl e. Now t hat they have stock, this nay be sold in a
very short tine or society's A's managers nmay have sensibly ac

cunmul ated supplies of an itemwhich is nowin short supply, or
was about to becone far nore expensive and have purchased suf-

ficient for nore than a year.

Society B nay be in a cash business which has given credit for
political reasons to one particular custoner who has no inten-
tion of paying. This nmay be a bad or doubtful debt which indi

cates bad managenent although it is a snall proportion of the
total business or society B nay be unnecessarily liniting their

sales by refusing to grant credit to credit-worthy custoners.

Society Cmay be failing to obtain trade credit from suppliers
who would allow it, and thus provide the society with a free
source of funds or society C nmay be very unreliable and a per-

si stent bad payer, so that suppliers refuse to grant credit.

Soci ety D may have borrowed noney on the security of a building
whi ch they have bought, and which far nore than cover the
amount outstandi ng because it has increased in value or society
D may have borrowed a | arge anount for a brief period to
finance purchases of materials or produce which will alnost im
nmedi ately be sold for cash. It would not be appropriate for
menbers' share capital to finance such short termtransactions
since there would for the rest of the year be insufficient use

for it.

Society E may, |ike Society D, have borrowed a |large sumtem
porarily, which will be repaid through the sale of a "fixed

asset", such as a car or building, or the suppliers to which
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the society owes its accounts payabl e may have undertaken not

to denmand paynent except with adequate notice

Trainees may be fanmiliar with the "liquidity ratio" used in the
exanpl e of society E, and nay have learnt to apply this and other

ratios to any set of accounts, w thout understanding why,

Stress that ratios are only of value if we know what we are trying

to find out before we apply them

Ask trai nees what ratios, or pairs of figures fromthe bal ance
sheet and profit and | oss account, the follow ng enquirers should

use:

- A supplier of a scarce farminput, who wants to know whet her a
certain society will sell his goods quickly to the farmers who
need them
(St ocks divided by sal es per nonth/year, to show how | ong

goods are held in stock on average.)

- A prospective nenber, who wants to check how secure the prom
i sed dividend paynents are likely to be
(Total surplus divided by dividend paid out, to check on the

"safety margin".)

A banker, trying to decide whether to | end the soci ety noney.

(The nmenbers' share capital and retained surplus divided into
the total liabilities, to find out what proportion of the
noney used in the society has been contributed by the nem

bers.)

Stress that there are no standard acceptable ratios. Wat is safe

in one country, or for one type of society, nmay be very risky for

anot her .

Divide trainees into a mninumof four groups and distribute the
exerci se. Each group should be asked to put thenselves in the
position of one of the followi ng people and to nake the indicated
deci si ons, which should be presented on the chal kboard/ OHP. They

shoul d be asked to indicate in their presentation what financi al

rati os they have used to make their decision, and why.



a) A supplier nmust decide whether or not to agree to a request
fromthe society to supply $3,000 worth of requisites on 90
days' credit, to be delivered in 1982

b) A bank nust decide whether or not to accept a request fromthe
society for overdraft facilities for a maxi mum anount of

$10, 000, to be nmde avail able as required from Septenber 1982.

c) A farner must deci de whether or not to remain a nmenber or to
wi t hdraw and narket his own crops.

d) A co-operative officer nust decide whether or not the society

i s properly managed

Al'l ow groups up to 45 nminutes to analyse the figures and to pre-
pare their answers. They should if possible be given OHP trans-
parencies or flipchart sheets on which to present their decisions

and the cal cul ati ons on which they are based

Circul ate anong the groups as they are working on the exercise.

Ensure that they remenber that single figures are of little val ue
and every judgenment nust be based on the relationship between at
| east two figures. Trai nees who are faniliar with financi al
ratios may calculate all the standard ratios, and then be unable
to use themat all. Ensure that all trainees realise that there

is no point in calculating a ratio between figures unless:

- The objective of the calculation is clear.

- The anal yst knows what he will do with the answers when he

gets them

Reconvene trai nees and ask each group in turn to present their an-
swers. Even sinple figures such as these can be anal ysed i n many
di fferent ways, but the followi ng conclusions and calculations in

dicate the type of answers each group may produce. If any inport-
ant itenms are not nentioned by trainees, elicit them by asking
trainees to consider the relationship between the two figures in-
vol ved. If they are still unable to appreciate its significance,

sel ect an absurdly high or an absurdly low figure for the ratio
and ask trainees what this would nean. Thi s shoul d denonstrate

the neaning of difference in financial ratios.
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Sone possi ble answers foll ow. Ensure that every group presents
its conclusions, and that these are properly discussed, before
gi ving these answers. Tr ai nees' suggestions nay be nore appro-
priate than these. Avoid giving the inpression that there is only
one correct answer to these or any other financial managenent pro-
bl ens. Deci si ons nmust be based on sound judgenent and know edge

of local circunstances.

a) A supplier should not be willing to extend $3,000 credit for

90 days, or indeed to extend any credit at all.

- The accounts for the year ending in March were not ready
until Cctober. This indicates poor financial nanagenent,
and the figures are in any case too out-of-date to be the

basis for the decision.

The present total accounts payable is over twi ce the cash
and the bank bal ance 27500 If those who are already
owed noney should denmand it, the society could not pay. A

further $3,000 would be very risky.

The current assets exceed current liabilities by four tines
(24,000)  This current ratio, as it is called, appears
” » app

adequate, but the stock which is included in the current
assets may not be really "current", that is, easily turned

into cash.

The stock of crops is only one-fifth. 10,000/ 50, 000. The sal e of

crops, but the selling high season has passed and the so-
ciety only had one-tenth this anmount of stock |ast year

The di fference shoul d be investigated.

The existing accounts payable are probably owed to sup-
pliers of requisites, not to nmenbers, since the crop sell-
i ng season has passed. If this is so, the society may take
an average of nearly six nonths to repay its borrowers

(13000 X 12 nonths). This is too |ong.

b) The bank should not allow an overdraft:

The cal cul ati ons on which the supplier's negative decision

was based al so apply to the bank, since trade credit and a
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short term bank | oan are fundanentally sinilar transac-

tions.

The existing bank loan is to be repaid over ten years.

This will require an annual paynment of $2,000.

In addition, the society has to pay a | oan interest of
about $2, 000. This is twice the society's surplus, and it
is not clear that the society will in fact be able to repay

the existing bank | oan.

Any further |oan woul d not be advisable.

¢) A farmer should withdraw fromthe society for the reasons al-

ready presented and the follow ng:

The society has nearly one fifth ( 1‘8”‘8'8'8' )of

crops in stock two nonths after the selling season. This

its nenbers'

suggests that they may be unsal eabl e for some reason, and

that the marketing operation has been inconpetently nman-
aged.

Surplus is only 2% of total sales ( .‘IEE‘S.%%O), This is a

very narrow nargin, and can easily turn into a |oss.

The society has over half a year's supply of requisites in
stock | 13,000)' Thi s indicates overstocking, or an accunu-

| ation of itens which cannot be sol d.

d) The co-operative officers should conment on all the above

points and the follow ng additional ones:

The crop selling season was in Decenber and January, but at

the end of March the society was owed $4, 500 which i s about

one month' s wor t h of sal es on an annual basi s
4500 15y This may be a bad doubt ful debt
50, 000 . y be a bad or a dou u ebt .

The bad debt of $300 is one-half of 1% of total sales

( 300 ), . _ . .
$5.000 even this anmount is excessive, particularly
since it is 20% of the total surplus ( 390
1, 500
1, 500 ).

Surplus is 50% of the nenbers' capital (mo
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This is a very high rate of return, far higher than would
be earned by nenbers if they had put their noney in the
bank. The society is able to do this, however, only be-
cause it has borrowed too nuch from the bank.  The nmenbers
have only contri buted 109% -—2 30, 00 the total

amount of nmoney used by the society, this is not enough.

The society has decided to distribute two-thirds (Igggo)of
surplus as dividend. This is wholly unjustified, since all
the surplus, and nore, is needed to reduce the society's
i ndependence on borrowed noney by being added to retained

ear ni ngs.

Remi nd trainees that each of the four interests represented in the
exercise would in fact have asked for the previous year's accounts
as well as the current year, in order to make conparisons and
identify trends. Since decisions are invariably about the future,

and accounts describe only what is past, it is necessary to ex-
am ne past trends and to deci de whether they will continue.

Trai nees may be anxi ous for standards or norns, to enable themto
decide easily whether a given society's ratios are "correct" or

not . Stress that every situation nmust be judged on its nerits.

- Sone stocks have to be held for six nonths or nore.

- Sonme custoners may need several nonths credit, and be well able

to pay.

- At certain seasons, a society nmay need to borrow a |large sum on
short termcredit. It would be contrary to nenbers' interest

to demand a | arger share of the capital fromthem

I't may be possible to calculate average ratios for a nunber of
societies with the sanme type of business, and to use these as
st andar ds. Any devi ations nmust however be exam ned before being

criticised. No two situations are identical.

To conclude, repeat with the trainees the nost common fi nanci al

rati os whi ch have been explained in this session. At the sane

time, present the actual formula on the chal kboard/ OHP
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Stock turn ratio

Average period
(weeks) of accounts
receivable

Average period
(weeks) of accounts
payable

Debt ratio

Current ratio

Quick ratio

Interest coverage

ratio

Net surplus %

Return on
members capital

Dividend coverage

The sales

(Average stock (at sell. prices)

Accounts receivable x 52

Total sales on account

Accounts payable x 52

Total purchases on account

Foreign capital

Total capital

Current assets

Current liabilities

Current assets - stock

Current liabilities

Net profit + interest obligations

Interest obligations

Net surplus x 100

Total sales

Net surplus

Total of share capital
and reinvested surplus

Net surplus

Dividend paid

Ref:

Item
Soc.

Item
Soc.

Item
Soc.

Item
Soc.

Item

Soc.

Item

Item

Item

Item

line

Item
line

> W

9a

9b

9¢

9d
10



The Rationic Saciety

The Rationic Co-operative Society has been in operation for

years. The soci ety purchases nenbers'’
Septenber, and sells themthe follow ng Decenber
al so supply fertilizers and ot her

pl anti ng season in February and March.

Sheet 6

five

crops in July, August and
and January. They

requi sites to nenbers during the

The society prepared its ac-

counts for the financial year ending 31 March 1982 and t hey were ready

in October 1982. They read as foll ows:

SALES OF CROPS

Openi ng St ocks

Pur chases

Tot al

Less: Cl osing Stocks
Cost of Goods Sold

GROSS SURPLUS ON CROPS

SALES OF RFQUI SI TES

Openi ng St ocks

Pur chases

Tot al

Less: Cl osing Stocks
Cost of Goods Sol d

GROSS SURPLUS ON REQUI SI TES
TOTAL GROSS SURPLUS

EXPENSES

Wages and Sal ari es
Rent

Transport

Interest Paid
Stationery and Post age

Conmi ttee Menbers' Expenses

Packi ng Materi al
Bad Debts

TOTAL EXPENSES
NET SURPLUS

(Di vidend agreed at the annual

1, 000

50, 000

7,000

20, 000

50, 000

15, 000

4,500
1,500
800
2,100
200
700
400

neeting in August 1982, $1,000)

10, 000

12, 000

1, 500



Bal ance Sheet for the Rationic Co-operative Society as at

31 March 1982

Assets
Current:
Cash
Bank Bal ance
Account s Recei vabl e
Stock:  Crops
Requi si tes

Fi xed:

2, 000
500

4,500

10, 000

7, 000

Furniture & Equi pnent 6, 500

Tot al

30, 500

L abilif]
Current:

Account s Payabl e
Long Term

Bank Loan (repayabl e
over ten years)

Members' Loan Accounts
Share Capita
Proposed Di vi dend

Rei nvest ed Surpl us

Tot al

6, 000

20, 000
1, 000
2, 000

1, 000

30, 500
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SESSION 2. 1
LOAN HUNGER
(hjective: To enable trainees to deploy the funds already w thin
their societies as effectively as possible before
| ooki ng outside for external funds.
Tine: 2 to 3 hours.
Material Exerci se "The Loan Hungry Society".
Session Quide:
1) Ask trainees to nane the nost inportant financial problem of

co-operative societies. Most of themw Il reply "shortage of

capital".

They may nention itens such as stock, credit or equi pnent which
t hey cannot obtain. The reason for their inability will, however

be the sane:

- Shortage of capital

Ask trainees how they m ght expect to acquire such capital. Most

wi || probably suggest a bank | oan.

Ask trainees what is involved in getting a bank | oan. Elicit

difficulties such as:

- The need for security.

- Long delays in approval and di sbursenent.
- Conplicated paperworKk.

- The need to pay interest.

- The possibility of not getting a | oan at all

Are there other sources of funds which are within the society,

which may be nore i nmedi ately avail abl e than bank | oans and are

al so nore under the control of the manager?



Wite the foll owi ng bal ance sheet on the chal kboar d/ OHP

Assets $ Liabilities $
Cash 1, 500 Account s Payabl e 2,500
Bank Bal ance 3, 500 Bank Overdraft ni |
Accounts Recei vabl e 1,500 Long Term Loan 4,000
St ocks 1, 000 Menbers' Loan Accounts 500
Pl ant and Machi nery 3, 000 Menbers' Share Capital 3,000
Land and Buil di ngs 4,500 Ret ai ned Surpl us 5,000

Tot al $ 15,000 Tot al $ 15, 000

If the society requires $2,000 at once to pay for a new pi ece of
equi prent, or to increase the |evel of stocks, where can they get

t he noney?

- Trainees may |l ook only at the liabilities or sources side of
t he bal ance sheet when they need nobney. Ask themto exam ne
the assets or uses side, to see if there is already any noney

t here which could be used

Trai nees should realise that the society can use $2,000 fromits
bank bal ance, or perhaps $1,000 from cash and $1, 000 fromthe
bank. Unl ess the nbney happens to be needed i medi ately for pay-
ing menbers or a sinmlar purpose, it can be used to buy whatever
ot her possession is needed. It is obvious enough that cash and
bank bal ances can be used as a "source" of nobney although in a
different way fromthe sources on the other side of the bal ance

sheet.

There may not be many co-operative societies which have surpl us
funds in cash or in the bank. Are there other itens on the assets
or possessions side of the bal ance sheet which nmight be used as a
"source" of noney in the same way as cash or a positive bank bal -

ance?

Trainees may find it hard to appreciate that the ways in which
nmoney i s used can thensel ves be a source of nobney. Ask trainees
to suggest how noney can in fact be obtained fromthe foll ow ng

asset itens:
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Cash: By physically renoving the noney.
Bank Bal ance: By signing a cheque.
Account s Recei vabl e: By recovering the noney owed by custoners.
St ocks: By selling stocks.
Pl ant and Machi nery: By selling one or nore pieces of equipnent.
Land and Bui | di ngs: By selling sonme of the |and and buil di ngs.

Trainees will see that it is possible to wthdraw noney which is
bei ng used to finance one possession or asset. The assets of the
soci ety are however the things which it possesses in order to
carry out its functions. How can a co-operative society operate
wi t hout giving credit, holding stocks or owni ng equi pnent, |and

and bui | di ngs?

Ask trainees what they as nanagers should do with any noney that
may be in cash or in the bank, and is not inmedi ately needed.
They should put it in a deposit account so that it earns sone Ln-
terest over the period when it is not needed, rather than |ying
idle.

Ask trainees why co-operative societies hold stocks of their nem
bers' crops for a period. Wiy do they not keep the npbney on de-
posit in the bank and sell nenbers' crops as soon as they receive
t henf

Because the society can nake a bigger surplus by investing its
nmoney in produce and selling it at a higher price than they can

by putting the noney on deposit in the bank

Stress that every asset itemon the balance sheet is in fact an
i nvestnent |ike a deposit account in the bank or stocks of pro-
duce. The society should keep its noney in a particular invest-
nment, or asset itemonly so long as there are not nore profitable

al ternatives avail abl e.

Ask trainees to suggest things they believe they need in their so-
cieties, but for which they have no noney avail able. The sugges-

tions may include itenms such as:



A new vehicl e.
O fice equi pnment, such as a typewiter.

A stand-by el ectrical generator.

Ask trainees to nmake specific suggestions to estinmate the approxi-
mate cost of the thing they believe their society needs, and to
conpare this with the total value of the assets owned by their so-

ciety

Choose one trai nee whose suggested purchase is relatively small in
relation to the total of all the assets in the society. Ask him
her to say Why the proposed purchase is needed. What benefit will

it bring to the society? Answers m ght be as foll ows:

- A new not orcycl e: "1 mproved conmuni cation wth menbers”

- Anewtypewiter: "Higher typist productivity and better inmage

to outsiders"

Stress that a purchase such as this nust be justified in financia
terns. It may be difficult to estimte how nuch extra surpl us
will result to the society because of investnents of this kind,
but it nmay be easy to deci de whet her rmoney which is presently
bei ng used in sone other way woul d be better enployed on a new

purchase such as has been suggest ed.

Ask the trai nee who has proposed a particular investnent to go
through the list of assets in his or her society. If a recent
bal ance sheet is not available, it is sufficient to list the itens

and to make a very approximate estimte of the val ue of each

Ask the remaining trainees to examine the list of assets with
their approxi nate val ues. Can they suggest fromtheir own experi -
ence exanpl es of noney which is tied up unproductively in one or

nmore asset items, and might be released for a nore profitable use?

If trai nees cannot imedi ately think of exanples, ask questions

about each item such as:

- Are all the loans to custoners (stress that accounts receivabl e

are not nore than loans to custoners and interest free ones at
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that) really profitable in that they will be paid and that the
custonmer in question would cease to purchase fromthe society

if credit was withdrawn?

- How much noney could be withdrawn from accounts receivable if

these | oans were gradually w thdrawn?

Are there many itens of farm i nputs or equi pnent whi ch have
been in stock for a long period and which are unlikely to be
sold for several nonths or even years? If so, could part of
the noney tied up in this way be rel eased by heavily publicised

price reductions, and if so how much?

- Does the society have any equi pnent which is underused or is
not used at all? Could this equipnent be sold and, if so, for

how much?

- Does the society own any |l and or buildings, which could be sold
and repl aced by rented property, or even continue to be occu-
pied on a rental basis? Could the npbney which woul d be raised

in this way be used nmore profitably to purchase other assets?

Trai nees may not wish to adnit that any assets owned by their so-
cieties should be disposed of or reduced in quantity, because if
they do admit this they feel that they or their predecessors nade
a m stake when the item was originally purchased, or credit given
to a custoner. Stress that what was right yesterday may well be
Wr ong tonorrow. The foolish nanager is the one who refuses to ad-

mt that yesterday's decision nmay now be w ong.

It may have been a mistake to stock a particular kind of farm
tool, or to offer credit to a particular custoner, but it is a far
worse mistake to allow the effect of this error to conti nue
rather than correcting it by w thdrawi ng what ever funds can be re-

cover ed.

Distribute the exercise and allow trai nees 30 m nutes on their own

to prepare their answers.

Ask individual trainees to suggest their answers to the first
question and to give their reasons. There are a nunber of possi-

bilities which include:
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Cash and Bank Bal ance:

It may be possible to reduce the total by
$1, 000, unless the season for crop paynents
i's inmmnent.

Accounts Receivable:

Customers are on average taking 3.6 nonths

15,000 ) ;
( 50 000 X 12 Thi s
is too long for security, quite apart from

to pay for their goods

t he uneconomni cal use of funds, and should be
reduced to Iz nonths at the nost, or $6, 250
$6, 250 (12 f?ﬁﬂ"ﬂaa ), thus withdrawi ng
$8, 750 from the noney that has been lent to

cust oners.

Stocks of Requisites:

Stocks equal one year's sales. Unl ess
there are particul ar shortages or possibil-
ities of a dramatic increase in use, these
should be reduced to three months or
one-quarter of a year at npbst, or $2, 500,

(10,000

as soon as possible.

| | 1 di
Land and buildings can be an excellent
investnment, since they often increase in
val ue. The society should not, however,

keep its nbney in these assets if it can
nmore profitably be used to finance daily
operations. They should, if- the other
sources are insufficient, investigate the
possibility of selling some or all of the
land and/or buildings, and renting sim -
lar property, or even renting it Dback

from whoever buys it.

Total (not including any property sal es)

$ 1,000

$ 8,750

$ 7,500

$17, 250
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Stress that these suggestions are based on rati os. There is no
"correct" ratio for stocks, accounts receivable or anything el se,
but each society's accounts nust be judged in the light of circum

st ances.

Ask trainees to suggest how they woul d go about "extracting" the
money fromthe various ways in which it is being used at the no-
nment . Only cash can be physically renoved fromthe cash box, and
nmoney can be taken from the bank by signi ng cheques. How coul d

t he manager go about renoving noney fromthe other possessions?

Refer back to Item 1 if necesary. It is obviously easier to sign
a cheque than to reduce stocks or accounts receivable, but it can

be done.

Accounts recei vabl e may be reduced by pressing custoners nore
vigorously for paynent, and by refusing further deliveries to
particularly sl ow payers, even after they have paid what they
owe. Legal action can be threatened if necessary (this will be

dealt with in nore detail in Session 3.2).

St ocks of requisites can be reduced by investigating the itens
maki ng up the stock. Overstocked itens should not be re-
ordered until stocks have come down to three nonths sales, sone
may have to be reduced in price to be sold while others nmay be
di sposed of by aggressive pronotion. (Stock nmanagenent will be

dealt with in nore detail in Session 3.4.)

- Land and buil di ngs can sonetinmes be sold and rented back from
the purchaser who is | ooking for a secure investnment, or it may
be possible to raise a nortgage on the security of | and and
buildings if they are not already pledged as security for

exi sting | oans.

The actual asset items to be used as a source of cash will inevi-
tably depend on the particul ar circunstances of the society, and
the tine of the year. There are few organi sations of any kind

however, where sone noney which is "sleeping" in underused assets
cannot be "woken up" to provide the resources that nmnagenent be-
lieve can only be obtained by a | oan from outsi de. Loans cost
nmoney, and involve an obligation. Money that is already in the
society can be put to a different and better use w thout cost or

obl i gati on.
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The loan Hungry Society (LHS)

The manager of the LHS was very di sappoi nted when the bank nmanager
refused his loan application. He had also failed to persuade the mem

bers to increase their shares, and none of the society's suppliers were

willing to extend any trade credit.

The manager was sure that the society needed a new tractor, and that
they could earn an extra surplus of $2,000 per year fromhiring it out

after paying all expenses. Since the LHS had been waiting for two

years to be allocated a tractor, the nanager knew that there were
pl enty of other farnmers and societies which would be willing and able
to pay cash if he could not, so that the LHS would then have to wait a
further two or three years until their turn came up again. He felt
that he had tried every possible source, and | ooked at the accounts of
his society in despair. The tractor woul d cost $10,000, in cash, and

it seened inpossible to get the noney.

LHS (perating Statenent for the Year Ending 31 Decemher 1982

Sal es of Produce 40, 000
Sal es of Requisites 10, 000
Tot al 50, 000
Cost of Goods Sold 35, 000
G oss Surplus 15, 000
Expenses:
Wages 4,000
I nterest Charges 1, 500
Packi ng Materi al 1,500
Transport 3, 000
Adm ni stration 2,000
12,000

Net Surpl us 3, 000
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LHS, Bal ance Sheet as at 31 Decenber 1982

Assets $ Liabilities $
Cash 500 Accounts Payabl e 5, 000
Bank Bal ance 1, 500 Overdraft 2,000
Accounts Recei vabl e 15, 000 Long Term Loan 13, 000
St ocks of Requisites 10, 000 Menbers' Savings Accounts 4,000
Pl ant and Equi pnment 8, 000 Menbers' Share Capital 10, 000
Land and Buil di ngs 20,000 Ret ai ned Ear ni ngs 21,000

Tot al 55, 000 Tot al 55, 000

Assi gnment .

1) Where should the nanager of the LHS try to obtain the $10, 000 he

needs for the tractor?

2) How shoul d he go about getting this noney fromthe sources you

have identified?
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SESSION 2. 2
SQURCES OF FUNDS
hjective: To enable trainees to identify the vari ous externa
sources of funds available to a society, and to assess
whi ch are suitable in particul ar circunstances.
Iine: 2 to 3 hours.
Material Exerci se "Sources of Funds".
Session Qiide:
1) Rem nd trainees that nmanagers, |ike individuals and nations, nust

2)

be sure they are using the resources they already have properly,
bef ore seeki ng nore resources from outsi de. Co- operative socie
ties nmust analyse all their existing assets, as denpbnstrated in

the previous session, before attenpting to add new liabilities.

Ask trai nees to suggest the npbst popul ar source of outside capi-
tal. They will refer to bank | oans. Stress that bank | oans are
i ndeed one source of capital, but only one of many different
sources, and not necessarily the best. The purpose of this ses-
sion is to identify all the different sources of capital avail able
to a co-operative society, and to decide which are the npbst appro-

priate in particular circunstances.

Ask trai nees to suggest as nmany as possi ble of the outside sources
of funds which are available to a co-operative society. They
should think of the itens on the liability side of the bal ance
sheet . Elicit a list such as the foll owi ng which should be wit-

ten on the chal kboar d/ OHP

Accounts Payabl e

Overdraft - Short Term Bank Loan
Long Ter m Bank Loans

Menbers' Savi ngs Accounts

Menbers' Share Capital

Ret ai ned Surpl us



If customer deposits are a feasible source of funds for societies
represented by trai nees, ask trai nees to suggest how a society
whose products are in short supply can use this fact to obtain
nore capital. Elicit the suggestion that custoners can be asked
to nmake advance paynents in order to guarantee a share of the
avai | abl e deliveries. This is particularly attractive if prices
are controlled and cannot therefore be increased to take account

of the high denmand.

O her sources such as governnent grants, charitabl e donations or
gifts of material or equi pnent nmay al so be | ocally avail abl e.

These shoul d be included, or others excluded, as appropriate.

Ensure that trainees appreciate that all these are in fact sources
of extra capital, which can increase the "sources" side of the
bal ance sheet, and can be used to buy nore itens and thus increase
the "possessi ons” side by the sanme anount. Reni nd trai nees that
when a supplier allows a society to pay for goods sonetine after

receiving them the effect is the sane as a | oan.

Ask trainees what is different about retained earnings. This is
the only source of finance which lies wthin a society. The
others all involve bringing new noney in fromoutside, tenporarily

or for a long period.

Ask trainees individually to rank the sources of capital in order
of preference. Whi ch do they believe is the npst attractive to a

co-operative society and so on down to the |east attractive?

Opinions will of course differ. The purpose of this small exer-
cise is to force trainees to think about the advantages and di s-
advant ages of each source, and eventually to realise it is inpos-
sible to state which source is "best"” w thout taking account of
the particular circunstances of the society and the use to which

the finance is to be put.

Ask trainees to read out their rankings from1l to 6, wite their
figures beside each itemin order to make a table of the foll ow ng

form
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Rank
Account s Payabl e 515 etc
Overdraft/ Short Term Loans 4 31 etc
Long Term Loans 6 2 6 etc
Menbers' Savi ngs Accounts 1 4 2 etc
Menbers' Share Capit al 25 4 etc
Ret ai ned Surpl us 37 3 etc

Esti mate the approxi mate average in order to indicate the genera

opi nion of the trainees.

Ask a trai nee who has ranked Accounts Payable highly to give his
reasons. After summari si ng these on the chal kboard/ OHP ask a
trai nee who has gi ven Accounts Payable a | ow rank to state why.
Elicit the advantages and di sadvant ages of each source of funds in

t he sane way.

Trai nees should at | east give the foll owi ng advant ages and di s-

advant ages for each source:

Accounts Payable

Advant ages:

- No interest is payable.

- Automatically increase as vol une of purchases increases.

Al'l being well, suppliers should be willing to continue to ex-
tend credit for as long as the society continues to buy from

t hem

- Goodwill, or bargaining power, nay allow a society occasionally

to "stretch" suppliers' credit if this is necessary in an ener-

gency.
Di sadvant ages
The society nay be tied to substandard suppliers.

Suppliers nay add sonething to the cost of goods in order to

cover the cost of credit.

Suppliers may be able to withhold credit at short notice, and

to force paynent by refusing supplies.


ana


Not a significant source for societies which do not buy a great

deal from outside suppliers.

Short Termloans - Querdrafts

Advant ages
- Need only be borrowed when needed, thus saving interest

char ges.

- Once granted, overdraft facilities can be used i mediately

nerely by witing a cheque
- Banks usually charge their |lowest interest rates on overdrafts.
Di sadvant ages :
- Facility can be withdrawn at short notice.

- Anpunt likely to be seriously limted for a weak society.

- Overdrafts not likely to be given at all to new and unknown

customers of the bank.

Long Term loans
Advant ages
- Funds can be retained, once a |oan is negotiated, and repay-

nments cannot be unexpectedly denanded

Bank is likely to assist and advi se managenent of long term

borrowers.

- The grant of a long termloan may be taken by suppliers, custo-

ners, or others as evidence of sound establishnment of the bor-

rowi ng society.

- Can be fairly easily obtained to fund the purchases of |and and

bui | di ngs which can be used for security.

Di sadvant ages :
- High and continuing interest charges.

- Funds nust continue to be borrowed and paid for even when not

needed.

- Banks may demand a nini nrum bal ance on non-interest paying

current account as an informal condition for approving a |ong

term | oan.
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Banks are likely to demand security which, if seized, will des-

troy the society.
Banks denand conpl ete i nvestigati on and conti nui ng access to
the society's accounts and operati ons.
I , .
Advant ages
Low i nterest rate payable.
- Unlikely all to be withdrawn at the sanme tine.
No i nvestigation of figures or accounts required by nenbers.

May be regarded by outsiders as evidence of nenber |oyalty and

comm t ment

Di sadvant ages
Hi gh adm ni strative costs of nmintaining individual snall ac-
counts.

-  Poor nenbers are unlikely to contribute any substantial sum
May be seasonal because of agricultural cycle and need of
farmers

Menbhers' Share Accounts

Advant ages :

Funds are conmitted to the society and cannot be w t hdrawn un-

| ess nmenber resigns.
- Lowinterest is payable.

- Regarded by the potential |enders as evidence of nenbers' com

m tment.
D sadvant ages
- Only smaller suns are likely to be avail able.

- Unlikely to be available to finance expansion of facilties to
attract new nenbership, as funds only cone in when new nenbers
actually join.

Ret ai ned Surplus

Advant ages :

- No interest payable.



Totally committed to the society and cannot be w t hdrawn.

- Can be used at the discretion of the society wi thout any inter-

ference from out si de.
Di sadvant ages

- Accumul ates slowy only as the society prospers rather than be-

fore.

Can only be increased at the expense of the dividend, which may

di sappoi nt nenbers.

Cannot be call ed upon when needed to finance expansi on or re-
cover fromdifficulties, but grows only with the society's

growt h and success.

5) Distribute the exercise and allow trainees up to 45 minutes to

answer the questions individually.

When they have conpleted the exercise, ask for trainees' answers.

Record the nunber of trainees choosi ng each source, and ensure

that every trainee nakes a decision in each case. Sone suggested

solutions are as follows. Di fferent answers nay be acceptable if
they are effectively supported by convinci ng argunents, particu-

larly where they relate to | ocal circunstances.

- Society A should obtain a long term | oan, preferably in the

formof a nortgage secured on the value of the property.

- Society B should ask its suppliers to extend credit for extra

pur chases.
- Society C should request overdraft facilities fromthe bank

- Society D should ask its nenbers for additional share capital
to buy the nmachine, and to i nprove the bal ance between nenbers

and outsiders' investnents.

Soci ety E should rei nvest $500 per year fromthe surplus, if
possible, in order to finance the increasing credit to be given

to custoners.

6) Ensure that trai nees understand the reasons for these answers. |f
time allows, and trai nees need further reinforcenent of their

under st andi ng of the neani ng of bal ance sheets, ask themto anend
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t he bal ance sheets in each case to show the effect of additiona
finance, if it is acquired as suggested in the above answers and

used as proposed.

Tr ai nees may suggest retained surplus or "reserves" as this is
soneti nes called, as an i nmedi ate source of funds. Stress that
t he anpunt already "retai ned" or "reserved" cannot be used to
finance any new purchase, any nore than noney already lent to the
society can be used. It is already being used in the assets, and
the retai ned surplus can only be used for new purchases as it is

increased fromthe earnings of the society in the future.

Stress that an effective society nmanager nust not only select the
ri ght sources of funds. He nust al so nanage the source of sources

in such a way as to ensure noney conti nues to be avail abl e.

Loan repaynents nust be schedul ed so that they can be paid when
due. (Later sessions on the tinmng of noney flows will cover

t he necessary techni ques.)

- Menbers' savings accounts nust be efficiently adm nistered so
that no m stakes are made and nenbers can wi thdraw and deposit

noney as when they wi sh.

- Suppliers who are owed noney nust be encouraged to continue to

all ow the society credit.

Ask trainees to give exanples of customer behavi our which wll
|l ead them as managers to refuse to grant further credit even if

the custonmer's basic business is sound. These nmay i ncl ude:

- Payments del ayed wi thout notification
Clerical errors leading to tinme wasting disputes.

- Cont i nued unnecessary queries arising from adni nistrative in-

effici enci es.

Are their own societies totally innocent of these and other types
of poor managenent, so that their suppliers will be di scouraged

fromgranting themcredit, even if there is no question of their

basi c financial soundness?
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A nunber of decisions rmust be made when dealing with accounts pay-
abl e. There are no clear cut answers, but trai nees should be

aware of the alternatives avail abl e:

- Shoul d suppliers be warned if paynent will be del ayed, or is
such a warning likely to remnd themto press for paynent when

they woul d not ot herw se have done so?

- If funds are short, should all suppliers receive a share of
what can be paid in proportion to the amount owed to them or

shoul d sone receive preference?

- Which suppliers should be paid first, and which can be kept

wai ting?

The answers to these and ot her accounts payabl e deci si ons depend
on the nature of each supplier. Stress that the soci ety manager
must be fanmiliar with all his inportant suppliers, and the record
of accounts payable nust be correct and up-to-date so that

deci si ons can be made on the basis of conplete infornmation

Ask trainees if there are ways in which possessi ons needed by a
soci ety may be obtained without using any additional funds, either

frominside or outside the society.

If trainees are unabl e to suggest how this can be done, ask them
how t hey woul d personally expect to finance the purchase of a car,
or to obtain the services of a tractor on their own farmif they

could not afford to buy one.

- Cars and other equi pnment can be obtained by hire purchase. A

snal | deposit is usually required, and the itemis effectively
a possession of the society even if it is legally owned by the

supplier until conpletely paid for.

- Itens which are not needed for full-tine use can soneti nes be
hired as they are required. The hire charge per hour nay | ook
excessi ve, but may well be noderate when conpared with the

actual cost of owning a particular itemfor a conplete year.

These and other options are covered in nore detail in Session 3.5.
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10) Renind trainees of the |large range of alternative sources of funds
whi ch are avail abl e. Wthin each of themthere may al so be nany
options, such as different conpeting banks or alternative sup-

pliers who nay grant credit.

A soci ety manager should not try one source and give up if he
fails to obtain what he needs. He should be aware of all possible

sources, and sel ect those which are nost appropriate for the par-

ticul ar purpose required.
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Sources of Funds

Each of the follow ng societies wishes to obtain funds as stated for

t he purpose descri bed. Recomrend what source of funds their nmanagenent
shoul d choose in each case, assum ng that the noney presently enpl oyed

in the assets cannot be redepl oyed. The new fi nance nust cone from an

increase in liabilities.

SOOI FTY A
§ o s

Cash and Bank Bal ance 1, 000 Accounts Payabl e 1, 500
Account s Recei vabl e 2,000 Overdraft 1, 500
St ocks 3,000 Long Term Loan 2,000
Pl ant and Equi pnent 2,000 Mermbers' Loan Accounts 1, 000
Land and Buil di ngs 5, 000 Mermbers' Share Capital 3, 000

Ret ai ned Ear ni ngs 5,000

Tot al 13, 000 Tot al 13, 000

Society A needs $3,000 to pay for an extension to existing buildings.

SOOI FTY B
Asset s $ Liabilities $
Cash and Bank Bal ance 500 Account s Payabl e 200
Account s Recei vabl e 2,000 Overdraft 500
St ocks 1,500 Long Term Loan 5, 000
Pl ant and Equi pnent 4,000 Mermbers' Loan Accounts 1, 000
Land and Bui |l di ngs 5, 000 Mermbers' Share Capital 3, 300
Ret ai ned Ear ni ngs 3,000

Tot al 13, 000 Tot al 13,000

Soci ety B needs $1,000 to pay for increased purchases of nmaterials that

are essential for processing nenbers' seasonal crops.
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SCA ETY C

Assets

Cash and Bank Bal ance
Accounts Recei vabl e
St ocks

Pl ant and Equi pnent
Land and Bui | di ngs

Tot al

C o

Account s Payabl e
Overdraft

Long Term Loan
Menber s
Menber s

Loan Accounts
Share Capita
Ret ai ned Surpl us

Tot al

Soci ety C needs $2,000 to pay nenbers for their crops which are about

to be harvested and wl |

SCAETY D

Assets

Cash and Bank Bal ance
Accounts Recei vabl e
St ocks

Pl ant and Equi pnent
Land and Buil di ngs

Tot al

1, 000
1,500
4,500
7,000
2,000

16, 000

Soci ety D needs $1,000 to pay for

capacity.

SOOI FTY E

Assets

Cash and Bank Bal ance
Account s Recei vabl e
St ocks

Pl ant and Equi prent
Land and Buil di ngs

Tot al

Society E wll

whi ch custoners w ||

500
2,500
3, 000
3, 000
6, 000

15, 000

be sold in two nonths

Co

Account s Payabl e
Overdraft

Long Term Loan
Menber s
Menber s

Loan Accounts
Share Capital
Ret ai ned Surpl us

Tot al

1, 000
3, 000
8, 000
1, 000
1, 000

16, 000

a new nmachi ne to increase processing

Lahilif]

Account s Payabl e
Overdraft

Long Term Loan
Menber s’
Menber s

Loan Accounts
Share Capital
Ret ai ned Surpl us

Tot al

demand on the expected sal es.

$

1, 000
2,000
7,000

500
3, 000
1500
15, 000

need an extra $500 next year to pay for increased credit
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SESSION 2. 3
BANK | OANS
hj ective To enabl e trai nees successfully to apply for bank | oans
for their societies when this is an appropriate form of
finance.
Time 12 to 2 hours.
Material Case Study "The Tractor Project".

Session Qi de:

In sonme countries, particularly where agricultural co-operatives
are relatively new and in need of special support, bank | oans on

easy terns are granted al nost automatically.

Stress that trainees nust neverthel ess understand how to obtain
bank finance wi thout special terns, since co-operative societies
will in due course be expected to stand on their own feet without

any special privileges or support.

Present the following two "liability" statenents on the chal k-
boar d/ OHP:

Saciety A $ Society B $
Bank Loan 4, 000 Bank Loan 1, 000
Mermbers' Share Capital Menbers' Share Capital
and Undi stributed Surplus 1,000 and Undistributed Surplus 4,000
Tot al $ 5,000 Tot al $ 5,000

Ask trainees to wite down which set of |liabilities denpnstrated

"better" financial nanagement, and why.

Ask trainees to indicate which they have chosen. Record the num
bers voting for each on the chal kboard, and ask one of what is

probably the majority who prefer Society B to state why.
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- They will probably refer to the fact that Society Ais relying
excessively heavily on external sources of finance, nanely a
| oan. Members have denonstrated little conmtnent to the so
ciety, and if significant surpluses have ever been nade they

have all been withdrawn in the form of dividend.

Ask any trainee who preferred Society A to say why.

- They should refer to the fact that the managenent of Society A
have shown financial skill and acunen because they obtai ned 80%
of the noney needed to finance their society's operations from
sources ot her than the nenbers. Mst co-operative society nmem
bers are rel atively poor. I f managenent can use noney ot her

than theirs to finance their society, they are being well

served.

Ask trainees whether they, or their menbers, would prefer to in-
vest their noney in sonething which paid 15%interest a year or

60% interest a year, all other things being equal:

- (Cearly everyone would prefer a "return" of 60%to one of 15%
Ask trainees to assune that both societies paid a dividend of $600
to their nmenbers. VWhat rate of interest on their investnent in

the society woul d the nmenbers be receiving?

- Society A $600 dividend on $1,000 of investnent

60%
- Society B $600 dividend on $4,000 of investment = 15%
Ask trainees who preferred the financial nmanagenent of Society B
to say whi ch manager has succeeded in creating the best return for

his menbers. Are they prepared to change their earlier views, and

to choose Society A? If not, why not?

Ask trai nees what essential factor has been onitted fromthe fore-

goi ng cal cul ati ons. Clearly a society which borrows nore noney
has to pay nore interest. Its surplus will therefore be | ower, so
it is not possible to assune that the dividend of $600 will be the

sane for Society A and for Society B.
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Ask trainees to assune that the $600 nust be reduced because of
interest. I f both societies pay 10% annual interest on their bank
| oans, what interest will they pay, and how nuch surplus woul d be

left in each case?

- Saciety A 10%on $4,000 = $400
$600 - $400 = $200 net surpl us.

$100

- Society B: 10%on $1, 000
$600 - $100

$500 net surpl us.

Trai nees can thus see that Society B has earned two-and-a-half
times as nuch surplus as Society A and they may now w sh yet
again to change their mnd and prefer the financial managenent of

Society B

What is the percentage return on npenhers’ investnent in both

cases?

- Saociety A $200 on $1,000 = 20%
- Society B $500 on $4,000 = 12 1/2%
Clearly Society Ais still a better investnent for its nenbers

than Society B. Ask trainees who voted for Society B if they

still maintain their view, and why.

Ask trainees to individually calculate the surplus after interest
at 10%on the loan, and the resulting rate of return on nenbers

i nvestnent, for a variety of other surplus amounts before deducing
interest. These shoul d i ncl ude: $100, $200, $300, $400, $500,
$600, $700, $800, $900 and $1, 000

Ask themfor their results and |list themon the chal kboard/ OHP as

foll ows:
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Society A Society B
Return on Return on
Surplus Before|Surplus After Members' Surplus After Members'
Interest Interest Investment of Interest Investment of
$1,000 $4,000
$ $ $
1,000 600 60% 900 225%
900 500 50% 800 20 %
800 400 40% 700 173%
700 300 30% 600 15 %
600 200 20% 500 123%
500 100 10% 400 10 %
400 - - 300 73%
300 (100) (-10%) 200 5%
200 (200) (-20%) 100 23%
100 (300) (-30%) - -

Ensure that all trainees understand the nethod of calculation and
ask themto conpare the results for the two societies. What
shoul d they now concl ude about the quality of financial nanagenent
of Societies A and B?

If results inprove, the return on Society A's menbers' invest-
ment increases very rapidly, while Society B's nenbers' return

i ncreases far nore slowy.

If results get worse, Society A s nenbers' return goes down
very quickly, and Society A starts to | ose noney well before

Soci ety B.

4) Ask trainees what difference it makes to the bank which has |ent
Society A $4,000 if the surplus increases. Does the bank earn any

nore noney as a result of the society's success?

The bank continues to earn the interest of $400. Menbers ob-

tain all the benefit.
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What happens to the bank if the surplus before charging interest
falls bel ow $400? Does this make any difference to the noney re-

ceived by the bank?

If the society |loses noney, it may not be able to pay interest

at all. The bank would then | ose the interest payment.

What is the effect on nenbers of Society Aif the surplus in-

creases or decreases?

If results inprove, the return on nmenbers' investment increases

dramatically and they do very well indeed.

If results becone worse, they will receive no return at all

VWhat is the effect on nenbers and the bank if either Society A or
Soci ety B go bankrupt ?

Society Ais rather nore likely to have to cl ose down sooner
because of the burden of interest charges, but if it does go
bankrupt and menbers lose their investment, they will only |ose

a total of $1,000. The bank will | ose $4, 000

Society B may survive longer, but if it does go bankrupt mem

bers woul d | ose $4,000. The bank will only I ose $1, 000.

Ask trainees to put themselves in the position of a bank manager.

Whi ch society will they prefer to |l end noney to, and why?

Bankers gain nothing nore fromthe increased prosperity if So-
ciety A does well, and are nore likely to lose their loan if it
does badly. They woul d prefer to | end noney to co-operative
soci eti es whose nenbers contribute a |larger rather than a

smal | er share of the total investnent.

Distribute the case study briefs to all trainees and divide the
group into two groups. One group should i magi ne thensel ves to be
the managenent committee of the society and prepare the |ist of
information itens as is described in the brief. The other group
shoul d i magi ne thensel ves to be the bank | oan approval conmittee

and shoul d prepare the list of questions which is described in

their brief.
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Allow the two groups up to 30 minutes to produce their respective

lists. They shoul d work separately so that they cannot overhear
one anot her's di scussi ons. Each group should prepare a |ist of
the questions, in two copies. One copy should be retained by the

spokesman of the group, and the other should be given to the in-

structor.

When t he groups have finished the preparation of their lists, re-
convene trai nees. The spokesman for the bank should start the
proceedi ngs by reading out their first question. The committee
managenent spokesman should then read out the itemin their |ist
which, in his judgenent, indicates that they have predicted that
such a question would be asked. The instructor should then rule
whet her or not the answer is sufficient. If it is, both sides re-
ceive one point, but if not, and if the instructor judges that the

qgquestion is a reasonable one, the bank only receives the point.

If the question is not judged to be a reasonabl e one, nobody re-

cei ves any points.

The game should continue in this way until the bankers have run
out of all their questions. If the nmanagenent have any remai ni ng
answers, they should then read themout. If the instructor rules
that they are reasonable itens of information, which the bankers
shoul d have asked for, but have not, the managenent receive one

poi nt .

The instructor must check on his or her copy list that the group
has in fact thought of the question, or information, hefore the
gane started, rather than making up itens or questions on the spur

of the nonent.

The winning group is the one which accunul ates the nost points.

It is vital to keep the gane going briskly, and to avoid | engthy
di scussions as to whether certain questions have or have not been
answer ed. The instructor nust nmake it clear fromthe outset that
his word is final, and that conplaints fromeither side will be
rewar ded by points being given to the other side.
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The banker's questions and requests should include the follow ng
poi nts. If any have been onmitted, ensure that trainees appreciate

their inportance:

Can the society show a cash fl ow forecast which shows that the
amount to be repaid every quarter will in fact be avail abl e at

the appropriate time?

- How much incone will the tractor earn for the society every

year, and at what times during the year?
- How many nmenbers will use the tractor?
- How nuch noney w |l nenbers pay per hour, per day or per acre?

- How does the society's managenent know how many nenbers will

use the tractor? On what is their estinate based?

- How does the society's managenent know that mnenbers will be

willing to pay the proposed hire charge?
- WIIl menbers pay in cash or credit for use of the tractor?

If menbers pay by credit, what is the society's experience of

nmenbers' debt repaynent?

How nuch extra income will menbers thensel ves earn, after pay-

ing for the cost of hiring the tractor?
- How much will it cost to operate the tractor?
How much will it cost to naintain the tractor?

How does the managenent of the society know how nuch it will

cost to run and nmaintain the tractor?

For how many days is the tractor expected to be out of service

every year for repairs?

Does the society have, or can they obtain, the services of a

conpetent driver for the tractor?

How long will the tractor last?

VWho will maintain the tractor?

Can spare parts be obtained for the tractor?
WIIl the tractor be insured?

What conpetitive sources of tractor hire are available to

menber s?
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- WIIl the society itself earn an additional surplus after paying

all the costs and the quarterly repaynents?

What is the worst likely set of circunmstances if things do not
go as well as planned? WIl the society still be able to repay

if these circunstances occur?

What experience does managenment have of managing simlar opera-

tions?
- How well has the society itself been managed in the past?

- \What security has the society to offer in case they are unable

to pay the | oan?

In many countries inappropriate equipment or supplies are "dunped"
on co-operative societies, because of aid projects which are
"tied" to particular suppliers or inproper purchasing procedures
at high levels. Stress that nanagers can and should protect their
societies fromthis danger by insisting on detail ed anal ysis of

this sort, even if the bank does not demand it.

Stress that cash flow forecasts, evidence of menbers' willingness
and ability to pay for services, or produce a certain quality and
quantity of crops, and all other statenments of this kind are esti-
mates, forecasts or guesses about the future. What i nfornation
about the past can a bank manager use to find out whether or not
the society is likely to be able to performas the nanagers say it

will?

Managenent performance in the past, as indicated by continuing
successful operation and achi evenent of forecasts, is the best

evidence of likely continuing success in the future.

How can the managenent of a society give the manager of a bank

continuing close famliarity of their affairs, so that the bank
can judge their eligibility for a | oan when they apply for it?

Opening and properly maintai ning a bank-account, over as long a
period as possible. Bank nanagers can then exam ne the record
fromtheir own figures, and satisfactory conduct of a savings
or current account is the best way of ensuring that a request

for a loan will be granted
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Ask trai nees whose societies have already received | oans how suc-
cessfully they have nmi ntai ned and devel oped their relations with
the bank or other lending institution. Are they nore or |ess

likely to receive further loans in the future?

Stress the necessity for careful planning and effective nanagenent

of the loan once it has been approved

Repaynent schedul es nust be based on realistic cash flow fore-

casts (to be dealt with in Session 6.3) with a margin for un-
expect ed probl ens.

Lenders nust be approached as early as possible to arrange for
short term finance, rescheduling or delays if they appear

likely to be necessary.

Bank | oans are not a grant whose source can be ignored once they

have been approved. The best way to get a large loan is to nanage
a snal | er one successfully.
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The Tractor Project

The nenbers of the Borrowi ng Farners Society (BFS) wanted to have the
use of a tractor hire service, and the nanager decided to apply to the
bank for a loan for the purchase of a tractor which would then be hired
out to nenmbers, together with a driver, in order to enable themto
pl ough and cultivate their fields nore quickly, nore effectively and

| ess expensively.

The bank offered | oans to co-operative societies for tractor purchase
on a five year basis, repayable quarterly. A suitable tractor could be

pur chased for $10,000 and the repaynents would be $700 a quarter in-

cluding interest.

Management Brief:

You realise that the bank manager will want nore information than the
fact that you want to borrow $10,000 to buy a tractor. You have de-
cided to list all the information which you expect the bank nanager
will want to have, before actually obtaining any of it. You should
therefore prepare a list of all the information at this stage. If, for
i nstance, you believe the nmanager will want to know t he average age of
nmenmbers, you need only wite down "The average age of the nenbers of

the society". You need not suggest what the average age actually is.

Banker's Bri ef:

You understand that the manager of the BFS wi shes to borrow $10,000 to
buy a tractor. You naturally wish to obtain certain information from
the manager as a basis for your decision whether or not to approve_ the
| oan, and you therefore have decided to wite down all the questions to
which you will require answers. You need not consider at this stage
what sort of answers you will expect. If, for instance, you feel that
a bank should not grant a loan to a society whose nenbers' average age
is over a certain figure you need only wite in your list the question

"What is the average age of the nenbers of the society?"
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SESSION 3.1
MONEY MANAGEMENT
Chiective: To enabl e trai nees to manage the novenment of noney with-
in their society in such a way as to mninise the anount
of idle noney and naxinmi se the opportunities for profit-
abl e investnent.
Ti me: 1 to 2 hours.
Materjial . Tape Di al ogue "The Conservative Co-operative Society."

(To be recorded, if possible, well before the session.)

Sessi on Gui de

Ask one or nore trainees to state how nuch cash they actually have

in their pocket at the nonment. The anpunt is likely to be small

Ask trainees why they have so little noney, in relation to their

total inconme or the value of the other things they possess.

They wi |l probably answer:

- Because the cash may be stolen.

- Because they are not rich people.

Ask trai nees how nuch noney nillionaires carry about with them
They may not know, but sone rich people actually carry no noney at
all, because they know they can always obtain credit. O hers
only carry as nuch cash as they will need to pay for what they ex-

pect to buy before the next opportunity to obtain cash arises.

Ask trainees how nuch cash they would carry if there was no risk
of theft. Illustrate that security is indeed a problem but that

there is another reason not to carry |large amounts of cash as well
as poverty and security:

Money in itself is a totally usel ess possession. It only

becomes useful when we buy something with it.

1
1
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-Money is a formof "stock". Like stocks of requisites or con-
sumer goods, it should only be held in the anbunt expected to
be needed before it can be "re-stocked", by a visit to the bank

or otherwi se.

Play the dialogue, or if a tape recorder is not avail able ask two
suitably selected trainees to act the roles of Selene and
M. Abdul . Stop the dial ogue at each "bleep" and ask trainees to
comment on M. Abdul's policies. How ni ght they be inproved?

Their answers should include the follow ng points:

A) Bills should be paid when due but not before. If a society
pays a supplier earlier than necessary, they are depriving
thensel ves of use of the noney. If, |like nbst societies, they
are borrowi ng noney fromthe bank, they are incurring unneces-
sary interest charges. If they have cash, it could be earning
interest for the society on deposit, before it was paid to the

supplier.

B) Sone supplier discounts are worth taking, and others are not.
Assune that the bank pays 12% i nterest on deposits. If a sup-
plier allows 12% discount for paynment wthin seven days, but
ot herwi se expects paynent at the end of the nonth follow ng
that of the invoice, for instance, the society may be giving
away two nonths' interest which they could earn fromthe bank
or 2%to gain 12% Each settlenent discount nust be exam ned
individually, and if the society has funds at its di sposal
t he manager shoul d ask suppliers which do not offer settlenent

di scounts to consider doing so.

C Wen cheques are in the mail noney is still in customers' ac-
counts. A one week delay in presenting a cheque for $10, 000
costs $25 if the interest rate is 12%per year (4 nonth x 2
year x 12% annual interest). It is worth sonme tine, and sone

expense and effort, to present cheques nore quickly.

D) - 1f cheques are accunul ated the noney is not available to
the society. It should be paid in daily, if possible to a
bank that will credit accounts on the sane day that cheques
are received. In addition to the |l oss of interest on the

money, the organisation that wote the cheques may be in
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tenporary or longer termdifficulties. The first cheques

to be presented are the ones to be paid if funds are short.

-Societies or unions with distant depots shoul d when pos-
si bl e nake arrangenents for cheques to be put into nearby
bank branches rather than being collected together and paid
in at the headquarters office. If rural bank branches are
unable to credit the central account inmmediately, and
policy does not permt depots to have their own accounts,

speci al deposit accounts shoul d be opened for the organisa-
tion at rural branch banks which can be regularly cleared
to the central office by arrangenent but  will earn

interest in the neantine.

A good nmanager shoul d del egate responsibility for routine
procedures, so that he can concentrate on managi ng the

finances of his society properly.

A society's nenbers are not custoners or suppliers in the
ordi nary sense but they are the society and should therefore
be able to have the use of npney that is paid to them as soon
as possible. The society should not make it difficult for

themto obtain the funds that are theirs:

-  The paynent procedures for nenbers should be as sinple as

possi bl e.
- Paynents should be made in cash up to a certai n nmaxi num

- Cheques below a certain figure should be made out at the

col | ection centres.
Banks shoul d be asked to make arrangenents for |ocal pay-

ments, by branches, agencies or nobil e banking trucks.

If staff are paid by cheque, they and the society gain in many

ways -

- Staff and the society avoid the risk of theft.
- Staff learn to make use of banking facilities.

- Paynments can nore easily and econonically be organi sed by

the society.
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-Paynents can be made by direct transfer at the bank, wth-
out the staff ever having to receive the cheque or to pre-

sent it to the bank at all.

It should be done whenever possible, unless there are no bank-

ing facilities convenient for the society's staff.

©) - Banks are in business |ike any other organi sation. Socie-
ties should investigate the services offered by conpeting
banks and shoul d negotiate for inproved services, lower in
terest charges, higher interest rates on deposits, specia
cash services and so on wusing the inplied threat of

changi ng to anot her bank as a bargai ni ng point.

The uses of finance should be planned |Iike any other conmo-
dity (this will be covered in Session 6.3). The society
shoul d be able to forecast when noney will cone in and go
out, and if a significant anount of npbney is to be in sur-
plus for even a week or nore, it should be put on deposit
or in a fixed term account, vyielding higher interest, for
one nmonth, three nonths or nore. Bankers will always wel -
cone custoners who | eave their nbney in a current account,
because this increases their profit. This is not in the

interests of the custoner.

H A society should keep no nbre cash on the prem ses than is ab-
solutely necessary. The ampunt should if possible be so snal
that it can safely be left in the hands of a reliable clerk

This society clearly needs a better internal control system

If time allows play the tape a second tine. After each "bl eep”
ask trai nees whether their societies are behaving in the sane way

as the chief accountant of the Conservative Co-operative Society.

It is right to be careful and cautious with npbney, and to nmaintain
strict systenms of control to prevent |osses. Effective nanagenent
of this sort does not nean that a society should have noney man-

agenment systemnms and policies |ike those of M. Abdul

If trainees' societies all use a standard system ask one trainee

to descri be the novenent of a cheque, or cash paynent, fromthe
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nmoment it | eaves the custoner to the nonent it is available to the
society to be spent. If trai nees' societies operate different

systems, ask others to describe the procedures in their societies.

Identify points of del ay. Ask trainees for suggestions as to how
t he novenment of npbney can be accel erated w t hout reduci ng secur-
ity. Show how faster systems are often nbre secure, because cash

and cheques are not allowed to accunul ate.

Soci eti es nmay be unable to deposit cash or cheques in the bank be-
cause there are no conveni ent branches. |f societies have to use
one particul ar bank, which is not locally represented, discuss
ways i n which they can nake arrangenents w th ot her banks which do
have rural branches. If no |l ocal banking facilities are avail -
abl e, discuss the possibilities of nmaking joint arrangenments wth

ot her | ocal organisations for transporting cash and cheques.

Di scuss each stage in the novenent of cash in a society, and ask
trai nees how they m ght inprove their society's cash managemnent
pol i ci es. If they are not actually in a position to change poli -
cies thensel ves, show by exanple fromthe di al ogue, or their own
societies, how it is possible to calculate the cost of present
policies, such as described in the dial ogue, and the benefits of
change. Managenent, and nenbers, do not wel cone change for its
own sake. However, if they can be shown the financial benefits of

new policies they nay be willing to adopt them
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The Conservative Co-operative: Society

Sel ene, a new trainee accountant, has just joined the Conservative Co-

operative Society. She is talking to M. Abdul, who has been the chief

accountant of the society for 20 years.

Sel ene:

It's good of you to give me sone tinme, sir, | wonder if I
could ask you to tell ne sonething about your financia

managenent policy, so that | can nake sure that what | do

fits inwthit.

O course, young lady, it's nice to neet sonebody who
wants to |l earn, too many young peopl e these days think

they know it all. Now when | was a young nan, things were

different, you see

Yes, sir, | know tines have changed. Tell ne, how do we
deci de when to pay our bills? | have heard a | ot about

uncredi tworthy societies, but nobody says that about us.

Nor will they ever, so long as | amin charge. If we have
the noney, | reckon to sign a cheque in settlenent the
same day that we receive the invoice, and if we can't do

that, | make sure it is paid within a few days at nost.

BLEEP A

| see, no wonder we are popular with our suppliers.
suppose that we nust save quite a | ot of noney by taking

settl enent di scounts when they are offered

Yes we do, although fewer and fewer busi nesses seemto
of fer them nowadays. Still 22, 12%or less is better than
not hi ng, and we al ways pay at once and take the discount,

however little it seenms to be

BLEEP B

What about peopl e payi ng us, how do we get nost of our

paynents, do custoners pay in cash or what?


ana


Ch no, our custoners pay by cheque, and if | am away the
cheques are kept until | return. | have to keep in touch

with what's going on.

BLEEP C

It is very convenient now that the new branch of the bank
has been opened up just along the road, do you send sorme-
one down there every norning after the mail cones in?
Perhaps that's sonmething | could help with right away, to

start to get a feel for the society's business.

Ch no, we don't bank at that branch, we bank at the head
office in the centre of town. That is the only bank that

was here when | started, and we know all the people
t here. | make a point of going myself, | can't get down
every day, of course, but I like to have a | arge handf ul

of cheques to deposit when | do go down. It shows them
what a substantial society we are, so | keep the cheques
inthis drawer for a few weeks, and then | take them down

when it's worth a trip.

VWhat about our branch depots, do they take their cheques

to the bank thensel ves, or what?

No, | Ilike to see every cheque nyself, | can keep ny
fingers on the pulse that way. The depot nanagers put the
cheques they get every week in the mail on Friday. The
post age service is getting worse all the tine, but we

usually get it by the followi ng Friday, with any |uck

BLEEP D

What about our nenbers? Do we pay them by cheque or cash?

No cash in the field is nmy policy. It's safer that way,
and we have a good system When the depot has received
their crops, they send us the voucher copies of the re

ceipts they give to nmenbers. W raise the cheques here, |

go through them and sign themnyself, it was five hundred
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or so this season, but | amdeterm ned not to allow growth
to put me out of touch. Then we send themto the branch

crossed cheques of course in the mail, and the menbers
come and get themfromtheir branches when they hear that
they have arrived. This system avoids any m stakes, and

am sure our menbers like to cash their cheques down at the
central branch bank in town. It nakes a real outing for
t hem when they cone in to get their cash, sonme of them

have to travel all night | believe.

BLEEP E

VWhat about our own staff, should | open a bank account now

| am wor ki ng here?

If you wish, young | ady, but there is no need I can as-
sure you. Qur people have always liked to get their noney
in real cash at the end of every nonth. The bank keeps
tal king to nme about paying by cheque, but I'mnot going to
do that to any of our staff just because the bank sug-

gested it.

BLEEP F

You said we have banked with the same bank for 20 years.
Have you ever thought about trying any of the others, al
di fferent kinds of banks seemto be opening up here now

adays?

Now | ook here, young | ady, one thing you have to under-
stand is the inportance of personal relationships in busi-
ness. Why, | neet sone clerks at the bank whose fathers
were just starting when | joined the society, no new, nod-
ern gl ass-fronted banks can replace that sort of relation-
shi p. Why, the manager of one of the new branches that
have opened up here had the nerve to call on me the other
day, touting for business |like a salesman. | showed him

the door pretty quickly.


ana


Sel ene:

Sel ene:

| expect he realised his nistake pretty quickly, too.

Tell nme, sir, how many accounts do we have at the bank?

Just one, young | ady, |ike we always have had. They put a
poster up in the bank about deposit accounts, and what
they call fixed term deposits. They can't fool ne, the
smal | print said that you had to give a week's notice or
nore to get your nobney out. I magi ne having to ask a bank
perni ssion for use of your own noney! No, it's our old
current account for ne, one of the |ongest established and
best nmanaged accounts in the bank they always tell ne down

t here. It is nice to have respect of that sort nowadays.

BLEEP G

Yes, it must be. What about our petty cash - how do we

manage that, who is in charge of it, and so on?

| am of course, |I've got to keep ny finger on the pul se.
| always like to keep a float of $1,000 or SO) too, you
can never be sure what is going to happen. I shall never
forget the riots 15 years ago. The banks were shut for a
week, and where woul d we have been without ny float? It

is there in the safe behind ne and only | have the key.
Excuse me, sir, but isn't the safe door open?

O course not . . My God, where's the noney, stolen,
over $2,000, there s no norality these days, robbers, ban-

dits, thieves, get the police. Hel p, hel p, hel p!

BLEEP H
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SESSI ON 3. 2

THE MANAGEMENT OF ACCOUNTS RECEI VABLE

hjective: To enabl e trainees to appropriately grant credit to

custoners and to manage their accounts for the greatest
benefit to the society. (This session should be onmitted

if trainees' societies never grant credit.)

2 to 3 hours.

Material Accounts Summary "The Careful Credit Crop Coll ection Co-

operative".

Sessi on Qui de:

1)

Al t hough the nanagenent of credit granted to customers and of that
granted to nenbers have nuch in conmmpbn, this session deals with
credit rel ationshi ps between a society and outside organi sati ons

such as narketing boards, private conpani es, co-operative unions

or exporters.

It nmay be adapted to cover credit to nenbers, but this is nore
t horoughly covered in the MATCOM course on "Co-operative Savi ngs

and Credit".

Rem nd trainees that if a society allows a custoner to receive
goods or services but to pay themat a later date, it is effect-
ively making a loan to him If they were bankers, or indeed as
i ndi vi duals, would they give loans to all the organi sations which

receive credit fromtheir societies?

Stress that custoners' credit must be nanaged as carefully as a

banki ng operation or a credit schene for nembers:

The funds which are "lent" to custoners could have been used

for other purposes. Any credit transaction must be the nost

effective way that the noney could be used.
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-The funds which are "lent" to custoners who take credit may
never be repaid. Managenent nmust nmininmse the risk of default

with the sanme care as bank nmnagers.

Granting credit to custoners is the sane as gi ving them an
interest free | oan. Ask trainees why a society which woul d never

make an interest free |loan, even to its own nenbers, nmay never-

thel ess grant credit to a custoner:

O her conpeting suppliers also give credit.
- Custoners would refuse to buy if they had to pay cash

- Government or other public sector custoners may be adm ni stra-

tively incapabl e of paying cash on delivery for their supplies.

Remi nd trai nees of the previous session and the conservative views
of M. Abdul. Ask trai nees whether their custoners pay their
bills as pronptly as M. Abdul wanted to:

-Mbst private sector conpani es appreciate that trade credit is a

fee source of capital, and they try to take as nuch of it as
they can without seriously prejudicing their relationships with

suppl i ers.

-Many public sector organi sations and co-operatives are starved
of funds and depend on trade credit for their finance. The
Governnent may ultinmately guarantee the debts, but they wll

del ay paynment indefinitely if they are allowed to do so.

-Many organi sations are grossly badly nanaged. They fail to pay
their bills not because they have no npbney but because their

adm ni strative systens for raising cheques fail to function.

For all these reasons, co-operative managers nust control the

granting of credit very closely.

Ask trainees to identify the major decisions that have to be made

in the managenment of accounts receivable:

Shoul d the custoner be allowed to have credit at all?
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- Should a custoner be allowed to add to outstandi ng debts?

- Wihat steps should be taken, and when, to coll ect outstandi ng

debts froma custoner who has not pai d?

What factors should be taken into account in nmaking the first two

types of decisions?

The anmount of credit requested and its cost in terns of extra

interest paid on |oans or | ost on deposits.

- The extra surplus likely to be earned on the sale which will be

made because credit has been granted.

- The possibility of default.

Ask trai nees whether they or any ot her business managers really
have enough tinme to appraise every credit decision as an invest-
ment “"project”. They are investnent "projects", but they are gen-
erally too small and there are far too nmany of themin nost orga-
ni sations, for individual appraisal to be possible. How can t he
deci si ons be made correctly, even though tinme and information are

i nadequat e?

-btain informati on about the custoner from sources such as
banks, credit agencies and, informally, personal contacts in
ot her societies which are already said to be granting credit to

t hat cust omer.

-Set a "credit limt" or a maxi mum anount whi ch the custoner
must be allowed to owe the society, and ensure that any further
despat ches of produce are only nade if this does not make the

custoner's account exceed the limt.

- Start with low credit linmts and raise themonly after sone

peri od of favourabl e experience.

Stress that effective managenent of accounts receivabl e depends on
correct and up-to-date records of which custoners owe how nuch.
Ask trainees whether they can imediately find out how nuch any
gi ven custoner owes their society, today. Stress the need for im

medi ate entry of purchases and paynents, and for the bal ance ow ng

to be calcul ated after each transaction.
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4)

Trai nees may feel that the whole credit function is out of their
control . They nmay be conpelled to supply only to one narketing
board, national mlling conpany or simlar organisation which is a

very sl ow payer. Wat can they do to inprove the situation?

Ask trainees whether they thenselves pay all their suppliers in
the same order as their bills come in. Do sone suppliers get paid

nore qui ckly than others, and if so why?

They are nonopoly suppliers of essential products or services.

They provide sone financial incentive to encourage their cus-

toners to settle their bills nore quickly.

They make |ife very unconfortable for credit custoners who do

not pay on tine.

They ensure that their custoners are regularly and currently

i nfformed of the anount owed by them

How can a co-operative society learn fromits suppliers, and en-
courage even the |east effectively nmanaged corporations to pay

nore quickly?

-They can offer settlenent discounts, such as 22%for 7 day
settl enment. If the nornmal terns of paynment are 30 days, it ap-
pears uneconomic to give a 21%reduction for only 3 weeks, but
if the custoner would otherwise wait for 3 nonths or nore it is

clearly a profitable step

-They can surcharge all bills owing for over a certain period
with a penalty interest charge, of say 1% a nonth. Sone cus-

tomers may not accept this, but it has sone effect.

-They can ensure that managenent, sal es departnents and anyone
el se in contact with slow payi ng accounts are aware of the pro-
bl em and the anmpbunts owing, and will try to do sonething about

it on a personal |evel

-They can ensure that their accounts are kept up-to-date, and
that their own nmarketing staff and the slow custoners are regu-

larly sent clear and correct statements of what is ow ng by
whom
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Crcul ate copies of typical |ocal invoices and statenent forms, or
di splay replicas on the chal kboar d/ OHP. These fornms are really
the only form of communi cati on between the society and its cus-

toners. \What infornation do they contain?

The invoice gives details of every transaction by which further

credit was taken through new sales on credit.

The statement gives an up-to-date figure of how nuch is ow ng
with a summary of the ampunts paid by the custoner, or addi-
tional credit taken by the custoner, since the |ast statenent

was prepared

Does the accounts receivable figure in the bal ance sheet of a so-
ciety give any information about how | ong the average or worst

amounts owi ng have in fact been owing to the society?

-1t does not, and none of the normal accounting docunents act-
ually indicate which credit customers are the slowest payers,

and how seriously they are in arrears.

This information is the basis for any effective credit contro

syst ens. How can it be obtai ned?

Wite on the chal kboard/ OHP "The Sl ow Marketi ng Board owes the
Car eful Co-operative $10, 000." Ask trainees to suggest whet her

the account gives cause for concern or not.

Clearly this figure on its own is no indication of the condition
of the account. Ask trai nees what further infornmation is neces-

sary and wite the follow ng statenent on the chal kboard/ OHP



Careful Co-operative
Statement for the Slow Marketing Board 4 July 1982

Mont h I nvoi ce Pai d Bal ance Owi ng
$ $ $

January - - -
February 3, 500 - 3, 500

Mar ch 1,750 1, 000 4, 250
April 3, 200 1,500 5, 950

May 1, 000 - 6, 950
June 4,800 1, 650 10, 100

Ask trainees for their views on the account. Elicit the sug-

gestion that they nust "age" the account, that is find out how

much has been owi ng for how Ilong. Go through the nethod as
fol | ows:
$

Total Owi ng 10, 100
Total Invoiced during previous nonth 4,800
Anmount Omi ng for over 1 nmonth 5, 300
Total Owi ng 10, 100
Total I|nvoiced during last 2 nonths 5,800
Anmount Owmi ng for over 2 nonths 4, 300
Total Owi ng 10, 100
Total Invoiced during last 3 nonths 9,000
Amount Owmi ng for over 3 nonths 1,100
Total Owi ng 10, 100
Total Invoiced during last 4 nonths 10,750

Amount Owmi ng for over 4 nonths -

Most societies would clearly be very concerned about the $1, 100

owi ng for over three nonths, and would press for repaynent of

$4, 300 owi ng for over two nonths. Only if the account is "aged"
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in this way can the society decide which accounts give particul ar

cause for concern.

Distribute the exercise and allow trainees up to 30 mnutes to

conplete it individually.

When they have finished, ask themto read out their rankings.

Ask trainees how they reached their conclusions. They should have

realised that the first stage is to "age" the accounts as des-

cribed earlier in this session. The results of this process for

the four accounts are as foll ows:

Ampunts Onng  Account A Account B Account .C  Account D

1 month or nore $9, 000 $8, 200 $8, 500 $5, 800
2 nonths or nore 9, 000 6, 500 8, 500 4,500
3 nonths or nore 7, 800 4,700 700 2,400
4 months or nore 4,900 2,600 700 500
5 months or nore 4, 900 300 700 -
6 nonths or nore 2,60.0 - - -
7 nonths or nore - - - -

Clearly custoner Ais the worst offender. Customer Cis the sec-

ond worst followed by B and D

Stress that the |argest anmpbunt owing is not necessarily the slow
est payer. Large suns of arrears, and eventual defaults, can

arise fromnegl ected snall accounts.

Techni ques such as account "agi ng" show whi ch accounts are nost
seriously in arrears. It is far nore difficult, however, actually

to extract nmoney from customers who do not wi sh to pay.

Divide trainees into two approxi mately equal -sized "teans". Ask
everyone in one teamindividually to imagi ne that they are ac-
counts managers for a customer who owes nmoney to a nunber of dif-
ferent suppliers, but wi shes to delay paynent as |ong as pos-

si bl e. They should wite down as nany specific ways as they can
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thi nk of that such a nanager woul d use to del ay paynent whi ch was

due.

The nenbers of the other team should individually wite down all
the specific ways they can think of which they, as co-operative
managers, would use to accel erate payment to their societies, in
spite of the various devices which the other group is attenpting
to design. Expl ain that the objective of the forthconing gane is
for the slow payers to think of "tricks" that the managers have
not foreseen, and for the nanagers to have thought of everything

i n advance.

Allow up to 20 nminutes for trainees to produce their lists. Tel

themto stop witing, and to put down their pens.

Ask a "slow payer" to read out an itemfromhis list. Note this
on the chal kboard/ OHP and then ask a trainee fromthe "other" side
to read out one of his ideas, which should be one which in sone
way overcones the delaying tactics already presented by the first
trai nee. Conti nue the exercise until no other ideas remain. En-
sure that ideas for accel erati ng paynent which prevent particul ar
del ayi ng techni ques are |isted opposite one another on the chal k-

boar d/ OHP.

The "sl ow payers" will score one point for every "trick" they have
written down which has not been foreseen by the nanagers. The
"managers" score a point for every distinct device they have "l eft

over" after covering all the "tricks" fromthe other side.

The instructor's judgenent nust be accepted as final, and tine

must not be wasted in argunent over details.

"Manager s" devices which allow further delay or re-scheduling
shoul d not be accepted. If a custoner has not paid after one

period, he is even less likely to pay in future.

The conpleted list will differ according to trai nees' experience

and | ocal conditions, but may include items such as the foll ow ng:



Session 3. 2

Sheet 5
Devi ces to Delay P nonment. Devices to Accelerate Payment
Never pay until pressed to do Send regular remninders, in-
so. creasi ngly denmanding in tone.
Request copy i nvoi ces and Ensure that all docunents are
statenments Wwhen pressed for sent on schedul e, and by per-
paynent . sonal messenger or recorded

delivery if one paynent is
particul arly del ayed.

I nsi st on clarification of Ensure that every entry on ac-
smal |l contested itens for pack- counts, however trivial, is
aging or ot her m nor itens correct and agreed by cus-
bef ore consi deri ng payi ng any tomers when it is nade.

suns at all.

Mai ntain at | east one "cl ean” Di scuss accounts problens with
account, to whomall requests informal contacts in other so-
for references are referred. cieties and organi sations.

Cl ai mthat a cheque has al - Col | ect del ayed cheques per -
ready been sent in the post sonal ly.

when pressed for paynent.

Send cheques with i ncorrect As above.
dat es, wong payees' nanes or

ot her del i berate errors o)

that they have to be returned

for correction.

Ensure that seni or managenent Use tel ephones, tel egrans and
are insulated from del ayed pay- hi gh | evel personal contacts
ment probl ens. t o persuade seni or nmnagement

to accel erate paynent.

Resi st al | pressures, confi - Be willing to take | egal ac-
dent that suppliers will not tion even if it is not profit-
go to the expense of |egal ac- able in order to denonstrate
tion because the costs exceed serious intentions to all cre-
the sunms to be recovered. dit custoners.

10- Renmi nd trai nees that good credit nanagenent, |ike any other aspect

of co-operative nmanagenent, neans "nmaki ng the best of avail abl e
resources”. Most smal |l organi sati ons such as agricul tural market -
ing societies are faced with slow paying custoners, but sone suc-
ceed in obtaining a greater share of what is owing to them nore

qui ckly than ot hers. This is not good |uck but good managenent.


ana

ana

ana


Session 3.2

Sheet 6

The Careful Credit Crop Collection Co-operative

It was Decenber 1st, 1982. The financial year of the CCCCC ended on
Decenber 31st, and Johnson, the chief accountant, was concerned about
the apparently excessive anmount of npney tied up in accounts receiv-
abl e. He hoped he could i nprove the situation before the final ac-
counts were prepared at the end of the year, but he knew that he could
not deal with the whole problemall at once. He had to have sone idea
of which custoners he should approach first, because they were the

wor st of f enders.

He knew that it was nornal to delay paynment for two nonths, and recog-
ni sed that the para-statal custoners served by CCCCC woul d not gen-
erally be "chased" until the accounts were three nonths overdue or

nore.

He obt ai ned copi es of the statenents for the society's four | argest
cust onmers. The total amounts owi ng were different, but he knew t hat
these figures alone could not guide himas to which should be dealt

wi th nmost urgently.

Qustoner A

Mont h I nvoi ce Pai d On ng
January

February 1, 900 - 1, 900
Mar ch 2,400 500 3, 800
April - 700 3, 100
May 3,700 300 6, 500
June 2,300 400 8, 400
July - 1, 000 7,400
August 2,900 - 10, 300
Sept enber 1, 200 2,000 9, 500
Cct ober - - 9, 500

November 800 500 9, 800
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Mont h

January
February
Mar ch
Apri |

May

June
July
August
Sept enber
Cct ober
Novenber

Mont h

January
February
Mar ch
April

May

June
July
August
Sept enber
Cct ober
Novenber

Cust oner B
I nvoi ce EEL?
2,000 1,100
2,200 800
2,100 1, 200
1,900 1,200
1,700 700
2,300 900
2,100 1, 300
1, 800 600
1, 700 800
3,100 1, 000
Custoner C
I nvoi ce Pai d
8, 500
2,000
1, 300
3,100
7,900 1, 000
2,500
1, 200
7,800 1, 200
1,900
1,500

Owi ng

900
2,300
3, 200
3, 900
4,900
6, 300
7,100
8, 300
9, 200

11, 300

Owni ng

8, 500
6, 500
5, 200
2,100
9, 000
6, 500
5, 300
11, 000
10, 000
8, 500
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Assi gnnent

January

February
Mar ch

Apri

May

June
July
August
Sept enber
Cct ober
Novenber

Lovoice Paid

1, 800
1, 400

900
1,200
2,000
1,700
1,900
2,100
1, 300
3, 000

4, 000

4, 500

Sheet 1

1, 800
3, 200

100
1, 300
3, 300
5,000
6, 900
4, 500
5, 800
8, 800

Rank the four custonmers in the order of seriousness of arrears of pay-

nent .
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SESSION 3.3
STOCK MANAGENENT
(hjective: To enable trainees to nmaintain stocks at the optimum
| evel s.
Tine: 2 hours.
Session Qiide:
1)  The whole topic of farminput stock managenment is dealt with in

t he MATCOM course "Supply Managenent". St ocks of agricultura
crop are covered in two separate courses on "Collecting and Re
ceiving Agricultural Produce" and "Storage Management". Tr ai nees
with particular responsibilities in this area shoul d have speci al -
ised training, and the instructor nmay care to refer to the other

manual s for further background infornation

Ask trainees to name itens which their societies stock, that is
items which the society owns and keeps in stock for nore than one

day, before they are used or sold.

Trai nees' suggestions nay include items such as:

- Fertilizer, pesticides and other farminputs.
- Sprayers, inplements and farmtools.

- Crops.

Rem nd trainees that there are nmany other itens which are stocked
by a co-operative society, for its own use, in addition to the

crops or inputs it buys fromand sells to nenbers. These include:

Stationery

Vehicl e spare parts
Li ght bul bs

Fuel

and simlar supplies.



Ask trai nees whether they keep stock personally, at hone. Reni nd
them that al nbst every househol d has sonme stock of foodstuffs that

wi-11 not be consuned on that day.

Ask trai nees whether their societies would save noney if they did
not have to hold any stocks. VWhat facilities and staff are

involved in storing goods?

- Storeroons, warehouses, storage conpounds.
Staff to protect, inspect and naintai n/move the stock.
Admi ni strative systens to control stock |evels.

- Protective coverings such as tarpaulins for stocks stored in

t he open.

- Greasing or other protection to protect netal itens from

rusting.

- Speci al packagi ng whi ch woul d not be necessary if itens were

not to be stored.
- Chemical treatnments to rotting or insect danage.

- Silos, bins, tanks or sinilar equipnent.

In addition to these physical facilities, what other costs are in-

vol ved in hol di ng stocks?

St ock nust be insured against fire and theft.

If trai nees do not thenselves identify the financial costs in-
volved in "tying up" nmoney in stock, renind them of the session on

rati os and "l oan hunger".

Wy, for instance, will it cost noney for a society such as the
following to put $1,000 nore goods in stock, even if the physical

facilities and staff are already avail abl e?
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XYZ Society, Balance Sheet
§ Lahiliti s

Cash 500 Account s Payabl e 500
Accounts Recei vabl e 1, 500 Overdraft 600

St ock 100 Loans 1, 000

Pl ant and Equi pnent 1, 000 Mermbers' Share Capital 1,500
Land and Bui |l di ngs 2,000 Undi stri buted Surplus 1,500

Tot al 5,100 Tot al 5,100
- The $1,000 will have to cone from somewhere. If it is borrowed

fromthe bank the society will have to pay interest on it.

If it is "extracted" fromother assets, such as accounts re-
ceivable or Iand and buildings, the society will be deprived of
what ever benefit it was gaining by giving credit or owning a

bui | di ng.

Ask trainees to consider the itens actually stocked in their
soci eti es. Does their value increase or decrease while they are
I ying unused in a storage cupboard, warehouse or silo, and for
what reasons?

- Sone itens increase in value because of inflation.

- Agricultural co-operative's crops may increase in val ue because
their price is lowest at harvest tine. |If they are kept too
| ong, however, they start to decay and | ose their val ue very

rapidly.

- Seeds are often of virtually no value if stored for nore than a

year.

- Fertilizer becomes danp and solidified so that nenbers refuse
to buy it without a substantial discount as they have to break

it up before using it.
- Metal tools becone rusty in storage

- Even in a clean and wel |l organi sed warehouse, |abels becone
dusty and torn and packages becone dirty and unattractive if

they remain in storage for a | ong period.
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- Sonme chemicals have a limted shelf |life and are of no val ue

once this has expired.

- Manufacturers and agricultural research stations are al ways
devel opi ng new and i nproved chenicals, crop varieties and
equi pnent . If an inproved item beconmes avail able, farnmers wll
not be willing to buy the older variety, or may only do so at

reduced price.

Confirmtrai nees' understanding of the effects of storage on the
val ue of goods by asking themto describe what itens are likely to
be found in the far corners of storage warehouses, in the backs of
stati onery cupboards or in the inaccessible bins of a spare parts

store.

Every store contains at | east sone itens which are virtually
val uel ess because they have been stored for so | ong. They may be
valued at their original cost in the "stock” itemin the bal ance
sheet, but the npbney that was originally paid for them has

actual ly been totally | ost.

Ask trainees why they thenselves or their societies spend noney on
hol di ng st ocks. Wuld it not be nore econonical to elininate
stock hol di ngs al together and thus save the npbney? What benefits
ari se from hol di ng stocks and why do societies not purchase itens
as they need thent Ask trainees for exanples to illustrate the

advant ages of stock hol di ng:

- It may cost about the sane anount of noney to order and
transport one itemas it costs for a reasonabl e supply. No
office, for instance, would purchase one envel ope or one penci
at a tine, because the cost of ordering and transporting the

single itemwould be far nore than the cost of the itemitself.

- It may not be possible to forecast when itens will be needed
or to obtain them quickly enough if none are in stock when the
need does ari se. No one can say, for instance, when m nor

vehicle spares or light bulbs are likely to be needed

- The supplier nmay be unreliable or inefficient, so that it is

necessary to purchase supplies when they are avail abl e, even



5)

Sheet 3

if they are not needed imediately. Fertilizers can often only
be purchased at a particular tine, and if the society does not

buy themat that tine, none will be avail able at all

- Quantity discounts nay be offered for | arger orders, so that

the saving in price exceeds the cost of hol ding stocks. Co-
operative farm supply services can only exist because there is
a profit margi n between the cost of the item and the price for
whi ch menbers buy it, and the lower price is not usually avail -
abl e for one sack of fertilizer, one bottle of chenical, or one

packet of seeds.

- The value of some itens may be expected to rise during the tine
they are in stock. Agricultural marketing societies may in-
crease their surplus by keeping the crop in stock until the

price has risen.

Stress that hol ding stocks involve costs and benefits. The objec-
tive of successful stock nmanagenent must therefore be to minimse
the cost and maxi n se the benefits. St ock should not be held if

the costs exceed the benefits.

It may be fairly easy to deci de whether or not a certain item

shoul d be stocked and societies' nmnagers are not called upon to

make this sort of decision very often. Wiat kind of decision nust

they nmake about itenms which are already held in stock?

- Wien to order nore stock?

- How mich?

G ve trainees a locally famliar exanple, preferably of an item
which is required fairly steadily throughout the year. Thi s may
be typewiter ribbons, spark plugs, hoes or sprayers. Ask
trai nees how t hey deci de when to order new supplies of the itemin

questi on. What i nformation do they need?

Elicit the following itens of information fromtrainees:

- The rate of use of the item


ana


- The time it will take to receive the new supplies once they

have been ordered.

- The mni mum quantity which should be allowed to be in stock at

any one tine.
- The maxi mum quantity which can be stored.
- The quantities in which the itemis normally packed.

- Any information about the cost of ordering and transporting the
goods, and lower prices that may be offered for particul ar

quantities.

- The funds that are avail able and the cost of obtaining nore

noney.

Clearly a nanager does not obtain all this information when de-
ci di ng about re-ordering envel opes or spark plugs. Ask trainees
why they do not neverthel ess order one pad of paper or 10, 000
spark plugs. The decision to order nore reasonable anpunts is in
fact based on al nost unconsci ous know edge of the kind of informa-

tion |isted above.

Ask trainees to consider the foll owi ng exanple, which should be

presented on the chal kboar d/ OHP
Portabl e Hand Sprayers
Sal es - 10 per nonth
Time taken to deliver = 3 nont hs
At what stock |evel should they decide to order nore supplies?

Trai nees may cal cul ate as foll ows:

- Three nonths' usage X ten sprayers required = 30 sprayers.

- The society shoul d order when stocks fall to 30.

Ask trai nees how nany sprayers will be in stock before the new

order arrives?

- Nl
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Clearly stocks should not be allowed to fall to zero, unless there
will be no further requirenment for a | ong peri od. Ask trainees
what they woul d suggest as a m ni nrum | evel, bel ow which the number

of sprayers in stock should not be allowed to fall.

The answer depends on the reliability of demand esti mates, the
st eadi ness of demand and the likelihood that the supplier will in

fact deliver in three nonths.

Tr ai nees may suggest that the stock should not be allowed to fall
bel ow 15 units. At what |evel should the nmanager then place a new

order?

- 30 units to allow for expected delivery delay tine

15 units to allow for nore stock

45 units

The manager shoul d place a new order when stock falls to 45 units.

Many itens which are stocked by co-operatives are seasonal. They

are only used in certain nonths of the year.

Fertilizer, for jnstance, is often needed only in one brief
pl anti ng season. The total requirenent should be ordered in
enough tine to ensure delivery. Stress that the techni ques

covered in this session apply nainly to itens for which the denand

is fairly steady all year.

The manager nust now deci de how nmany sprayers. Ask trainees to
suggest what additional informati on he needs, and wite the data
on the chal kboard/ OHP as trai nees suggest it. If they do not
suggest a particular item show that it is necessary by asking

them whether it would be possible to make the decision without it.

(a) Maxi mum stock that can be acconmpdat ed 100
(b) Estinated cost of each sprayer $20

(c) The annual cost of borrowi ng noney to finance
st ocks 12%



(d) "Fixed" costs of placing and transporting an
order which do not depend on the size of the
or der $10

(e) The annual rate of decrease in the val ue of
sprayers through rust, risk of replacenment by
better nodel s or damage. (Trainees may feel $2 or 10%
this is high. Stress that fewitenms are worth of val ue
anything after ten years).

(f) The annual cost of storing sprayers, covering 3% of val ue
i nsurance, space, |abour and security. or 60c each

(g) The m ni mum quantity which nmust be ordered
to obtain the supplier's discount 10 sprayers

(h)  Nunber of sprayers in one package, if manu-
facturers will not open packages for whol e-
sal e orders 10 sprayers

Trai nees may suggest that it is unnecessary to include the cost of
borrow ng noney, because the society would be unlikely to raise a
| oan especially to buy sprayers. They woul d be paid for in cash
whi ch was al ready avail abl e. Stress that it reduces the anopunt
avail able for lending to nmenbers or placing on deposit. Wen cash
is exhausted, nore nmay have to be borrowed. Each transaction

shoul d bear the cost of what eventually happens because of a | arge

nunber of transactions.

Tr ai nees shoul d understand the need for itens (d), (e) and (f) as
a result of discussion earlier in the session. Ask them how they

woul d estinmate the cost of these itenms in their own societies.

- The cost of ordering and collecting goods can be roughly esti-
mat ed by dividing the cost of that proportion of staff and
transport time which is used for ordering and transporting sup
plies by the nunber of orders placed, not the value. This wll

gi ve an approxinate cost per order.

- Ask trainees if they have any idea of how nuch it costs to
pl ace an order, or even to wite a letter, in their societies.
Stress that administrative costs of this sort should be calcu
| ated and controll ed. This is not only necessary in order to
estinmate quantities to order, but, nore inportantly, to nake
sure that they are nonitored and reduced if possible. They are
al nost al ways hi gher than they should be, because they are not

obvi ous.
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Some estimate can be nade of the tine it will take for an item
to becone val uel ess. Seeds may | ast two years, fertilizers
four, but even hardware itens such as sprayers will not |ast
forever. A ten year life in storage, is probably the nost that

can be expected.

It is not necessary to build extra warehouse space or hire
extra store keepers because one extra sprayer is stocked.
Nevert hel ess, as with funds tied up in stocks, every item nust

bear its cost of the storage operation

Ask trainees how they would estinmate the cost of storage. If all
storage costs, including insurance, rent, |abour and so, amount to
$6, 000 per year, how can they estimte the storage cost for one
particular item if the total value of goods in storage is
$200,000? Elicit the suggestion that storage costs can very ap-

proxi mately be all ocated on the basis of the value of what is

st or ed.

On this basis, the cost of storage can be cal cul ated as foll ows:

Total storage cost for 12 nonths = 3 6, 000
Total value of all stocks = $ 200, 000
Storage cost per year per dollar's worth = § 6,000

$ 200, 000

O  three cents

O three per cent

In this case it therefore costs 3% of the value of an itemto
store it for a year. Trainees may object that bulky itenms nay
have the same value as snaller ones, but clearly cost nore to
store. This is clearly true for space and | abour costs, but not
for insurance. The figure nust be very approxinmate in any case,
and it would be inpractical to attenpt to neasure the cubic vol une

of every itemin an attenpt to obtain a nore "accurate" figure.

Ask trainees how they will use this information to d6cide how nmany

sprayers to order. Wrk through the exercise as follows, ensuring

that trainees understand the |ogic underlying each stage, even if

they are not able to suggest the nethod thensel ves.
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(a) The costs of holding stock nmust be conbi ned. These are:
Cost of noney 12%
Reduction of value in stock 10%

Cost of storage 3%

25% or $5 per sprayer per year

(b) These are annual costs, and consequently apply to the tota

annual denmand of 120 sprayers.

(c) The nanager nust then calculate the costs of various differ-
ent sizes of order, so that he can find the | owest total
cost. Ask trainees to suggest a reasonabl e order. Thi s

m ght be 40 units. The calcul ations are as foll ows:

40 sprayers per order = 3 orders per year (120/40)
Cost of placing order 3 x $10 = $30

(d) The cost of carrying stock will depend on the average nunber
in stock. Show by sinple graph of the follow ng formthat
the average |evel of stock will be half way between the mni
mum (15) and the maxi num (40 + 15) reached when the new order

arrives.

60 -
50

40

be NOywber in

uantit
WEELEY 55

in
Stock
20
10 4
0 1 2 3 4 5 6 7 8 9 10 11 12
Months
70 _ .
The average of 15 and 55 = e = 35 units.

(e) The total cost of order 40 sprayers can thus be calculated:
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Cost of placing orders and transport $ 30
Cost of holding the average stock of 35 units
35 x $20 x 25% 175
Tot al $ 205

Rem nd trainees that they nust now cal cul ate the costs of a nunber

of other possible order sizes, in order to deternine the cheap-

est. Allow trainees up to 30 nminutes to cal cul ate the cost of
ordering 10, 20, 30, 40, 50, 60, 70 and 80 units. The task should
i f necessary be divided up anong trai nees so that each does two or

three cal cul ati ons only. Elicit the fact that it is not possible

to order 90 units,

(90 + 15).

since the highest stock would be 105 units
Thi s exceeds the space avail abl e.
Ask them for

their answers which should be witten on the chal k-

board as foll ows:

Cost of Cost of
No. Ordered | No. of | Orders | Lowest | Highest| Average| Stock Total
Orders ] Stock Stock Stock $ $
10 sprayers 12 120 15 25 20 100 220
20 sprayers 6 60 15 35 25 125 185
30 sprayers 4 40 15 45 30 150 190
40 sprayers 3 30 15 55 35 175 205
50 sprayers 2.4 24 15 65 40 200 224
60 sprayers 2 20 15 75 45 225 245
70 sprayers 1.7 17 15 85 50 250 267
80 sprayers 1.5 15 15 95 55 275 290

Trai nees may be confused by the figures for the nunmbers of orders to be

pl aced if 50, 70 or 80 sprayers are ordered,

nunber s.

orders in 2 years.

| onwest for

mul tiples of 10,

20 sprayers,

Stress that

Show that 1.5 orders per year,

for

i nst ance,

in any case the tota

this is the nunber to be ordered.

is the sanme as 3

cost figures are

since they are not whol e

and since the sprayers nust be ordered in




Assi gnnent

January

February
Mar ch

Apri

May

June
July
August
Sept enber
Cct ober
Novenber

Lovoice Paid

1, 800
1, 400

900
1,200
2,000
1,700
1,900
2,100
1, 300
3, 000

4, 000

4, 500

Sheet 1

1, 800
3, 200

100
1, 300
3, 300
5,000
6, 900
4, 500
5, 800
8, 800

Rank the four custonmers in the order of seriousness of arrears of pay-

nent .
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SESSION 3.3
STOCK MANAGENENT
(hjective: To enable trainees to nmaintain stocks at the optimum
| evel s.
Tine: 2 hours.
Session Qiide:
1)  The whole topic of farminput stock managenment is dealt with in

t he MATCOM course "Supply Managenent". St ocks of agricultura
crop are covered in two separate courses on "Collecting and Re
ceiving Agricultural Produce" and "Storage Management". Tr ai nees
with particular responsibilities in this area shoul d have speci al -
ised training, and the instructor nmay care to refer to the other

manual s for further background infornation

Ask trainees to name itens which their societies stock, that is
items which the society owns and keeps in stock for nore than one

day, before they are used or sold.

Trai nees' suggestions nay include items such as:

- Fertilizer, pesticides and other farminputs.
- Sprayers, inplements and farmtools.

- Crops.

Rem nd trainees that there are nmany other itens which are stocked
by a co-operative society, for its own use, in addition to the

crops or inputs it buys fromand sells to nenbers. These include:

Stationery

Vehicl e spare parts
Li ght bul bs

Fuel

and simlar supplies.



Ask trai nees whether they keep stock personally, at hone. Reni nd
them that al nbst every househol d has sonme stock of foodstuffs that

wi-11 not be consuned on that day.

Ask trai nees whether their societies would save noney if they did
not have to hold any stocks. VWhat facilities and staff are

involved in storing goods?

- Storeroons, warehouses, storage conpounds.
Staff to protect, inspect and naintai n/move the stock.
Admi ni strative systens to control stock |evels.

- Protective coverings such as tarpaulins for stocks stored in

t he open.

- Greasing or other protection to protect netal itens from

rusting.

- Speci al packagi ng whi ch woul d not be necessary if itens were

not to be stored.
- Chemical treatnments to rotting or insect danage.

- Silos, bins, tanks or sinilar equipnent.

In addition to these physical facilities, what other costs are in-

vol ved in hol di ng stocks?

St ock nust be insured against fire and theft.

If trai nees do not thenselves identify the financial costs in-
volved in "tying up" nmoney in stock, renind them of the session on

rati os and "l oan hunger".

Wy, for instance, will it cost noney for a society such as the
following to put $1,000 nore goods in stock, even if the physical

facilities and staff are already avail abl e?
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XYZ Society, Balance Sheet
§ Lahiliti s

Cash 500 Account s Payabl e 500
Accounts Recei vabl e 1, 500 Overdraft 600

St ock 100 Loans 1, 000

Pl ant and Equi pnent 1, 000 Mermbers' Share Capital 1,500
Land and Bui |l di ngs 2,000 Undi stri buted Surplus 1,500

Tot al 5,100 Tot al 5,100
- The $1,000 will have to cone from somewhere. If it is borrowed

fromthe bank the society will have to pay interest on it.

If it is "extracted" fromother assets, such as accounts re-
ceivable or Iand and buildings, the society will be deprived of
what ever benefit it was gaining by giving credit or owning a

bui | di ng.

Ask trainees to consider the itens actually stocked in their
soci eti es. Does their value increase or decrease while they are
I ying unused in a storage cupboard, warehouse or silo, and for
what reasons?

- Sone itens increase in value because of inflation.

- Agricultural co-operative's crops may increase in val ue because
their price is lowest at harvest tine. |If they are kept too
| ong, however, they start to decay and | ose their val ue very

rapidly.

- Seeds are often of virtually no value if stored for nore than a

year.

- Fertilizer becomes danp and solidified so that nenbers refuse
to buy it without a substantial discount as they have to break

it up before using it.
- Metal tools becone rusty in storage

- Even in a clean and wel |l organi sed warehouse, |abels becone
dusty and torn and packages becone dirty and unattractive if

they remain in storage for a | ong period.
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- Sonme chemicals have a limted shelf |life and are of no val ue

once this has expired.

- Manufacturers and agricultural research stations are al ways
devel opi ng new and i nproved chenicals, crop varieties and
equi pnent . If an inproved item beconmes avail able, farnmers wll
not be willing to buy the older variety, or may only do so at

reduced price.

Confirmtrai nees' understanding of the effects of storage on the
val ue of goods by asking themto describe what itens are likely to
be found in the far corners of storage warehouses, in the backs of
stati onery cupboards or in the inaccessible bins of a spare parts

store.

Every store contains at | east sone itens which are virtually
val uel ess because they have been stored for so | ong. They may be
valued at their original cost in the "stock” itemin the bal ance
sheet, but the npbney that was originally paid for them has

actual ly been totally | ost.

Ask trainees why they thenselves or their societies spend noney on
hol di ng st ocks. Wuld it not be nore econonical to elininate
stock hol di ngs al together and thus save the npbney? What benefits
ari se from hol di ng stocks and why do societies not purchase itens
as they need thent Ask trainees for exanples to illustrate the

advant ages of stock hol di ng:

- It may cost about the sane anount of noney to order and
transport one itemas it costs for a reasonabl e supply. No
office, for instance, would purchase one envel ope or one penci
at a tine, because the cost of ordering and transporting the

single itemwould be far nore than the cost of the itemitself.

- It may not be possible to forecast when itens will be needed
or to obtain them quickly enough if none are in stock when the
need does ari se. No one can say, for instance, when m nor

vehicle spares or light bulbs are likely to be needed

- The supplier nmay be unreliable or inefficient, so that it is

necessary to purchase supplies when they are avail abl e, even
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if they are not needed imediately. Fertilizers can often only
be purchased at a particular tine, and if the society does not

buy themat that tine, none will be avail able at all

- Quantity discounts nay be offered for | arger orders, so that

the saving in price exceeds the cost of hol ding stocks. Co-
operative farm supply services can only exist because there is
a profit margi n between the cost of the item and the price for
whi ch menbers buy it, and the lower price is not usually avail -
abl e for one sack of fertilizer, one bottle of chenical, or one

packet of seeds.

- The value of some itens may be expected to rise during the tine
they are in stock. Agricultural marketing societies may in-
crease their surplus by keeping the crop in stock until the

price has risen.

Stress that hol ding stocks involve costs and benefits. The objec-
tive of successful stock nmanagenent must therefore be to minimse
the cost and maxi n se the benefits. St ock should not be held if

the costs exceed the benefits.

It may be fairly easy to deci de whether or not a certain item

shoul d be stocked and societies' nmnagers are not called upon to

make this sort of decision very often. Wiat kind of decision nust

they nmake about itenms which are already held in stock?

- Wien to order nore stock?

- How mich?

G ve trainees a locally famliar exanple, preferably of an item
which is required fairly steadily throughout the year. Thi s may
be typewiter ribbons, spark plugs, hoes or sprayers. Ask
trai nees how t hey deci de when to order new supplies of the itemin

questi on. What i nformation do they need?

Elicit the following itens of information fromtrainees:

- The rate of use of the item



- The time it will take to receive the new supplies once they

have been ordered.

- The mni mum quantity which should be allowed to be in stock at

any one tine.
- The maxi mum quantity which can be stored.
- The quantities in which the itemis normally packed.

- Any information about the cost of ordering and transporting the
goods, and lower prices that may be offered for particul ar

quantities.

- The funds that are avail able and the cost of obtaining nore

noney.

Clearly a nanager does not obtain all this information when de-
ci di ng about re-ordering envel opes or spark plugs. Ask trainees
why they do not neverthel ess order one pad of paper or 10, 000
spark plugs. The decision to order nore reasonable anpunts is in
fact based on al nost unconsci ous know edge of the kind of informa-

tion |isted above.

Ask trainees to consider the foll owi ng exanple, which should be

presented on the chal kboar d/ OHP
Portabl e Hand Sprayers
Sal es - 10 per nonth
Time taken to deliver = 3 nont hs
At what stock |evel should they decide to order nore supplies?

Trai nees may cal cul ate as foll ows:

- Three nonths' usage X ten sprayers required = 30 sprayers.

- The society shoul d order when stocks fall to 30.

Ask trai nees how nany sprayers will be in stock before the new

order arrives?

- Nl
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Clearly stocks should not be allowed to fall to zero, unless there
will be no further requirenment for a | ong peri od. Ask trainees
what they woul d suggest as a m ni nrum | evel, bel ow which the number

of sprayers in stock should not be allowed to fall.

The answer depends on the reliability of demand esti mates, the
st eadi ness of demand and the likelihood that the supplier will in

fact deliver in three nonths.

Tr ai nees may suggest that the stock should not be allowed to fall
bel ow 15 units. At what |evel should the nmanager then place a new

order?

- 30 units to allow for expected delivery delay tine

15 units to allow for nore stock

45 units

The manager shoul d place a new order when stock falls to 45 units.

Many itens which are stocked by co-operatives are seasonal. They

are only used in certain nonths of the year.

Fertilizer, for jnstance, is often needed only in one brief
pl anti ng season. The total requirenent should be ordered in
enough tine to ensure delivery. Stress that the techni ques

covered in this session apply nainly to itens for which the denand

is fairly steady all year.

The manager nust now deci de how nmany sprayers. Ask trainees to
suggest what additional informati on he needs, and wite the data
on the chal kboard/ OHP as trai nees suggest it. If they do not
suggest a particular item show that it is necessary by asking

them whether it would be possible to make the decision without it.

(a) Maxi mum stock that can be acconmpdat ed 100
(b) Estinated cost of each sprayer $20

(c) The annual cost of borrowi ng noney to finance
st ocks 12%



(d) "Fixed" costs of placing and transporting an
order which do not depend on the size of the
or der $10

(e) The annual rate of decrease in the val ue of
sprayers through rust, risk of replacenment by
better nodel s or damage. (Trainees may feel $2 or 10%
this is high. Stress that fewitenms are worth of val ue
anything after ten years).

(f) The annual cost of storing sprayers, covering 3% of val ue
i nsurance, space, |abour and security. or 60c each

(g) The m ni mum quantity which nmust be ordered
to obtain the supplier's discount 10 sprayers

(h)  Nunber of sprayers in one package, if manu-
facturers will not open packages for whol e-
sal e orders 10 sprayers

Trai nees may suggest that it is unnecessary to include the cost of
borrow ng noney, because the society would be unlikely to raise a
| oan especially to buy sprayers. They woul d be paid for in cash
whi ch was al ready avail abl e. Stress that it reduces the anopunt
avail able for lending to nmenbers or placing on deposit. Wen cash
is exhausted, nore nmay have to be borrowed. Each transaction

shoul d bear the cost of what eventually happens because of a | arge

nunber of transactions.

Tr ai nees shoul d understand the need for itens (d), (e) and (f) as
a result of discussion earlier in the session. Ask them how they

woul d estinmate the cost of these itenms in their own societies.

- The cost of ordering and collecting goods can be roughly esti-
mat ed by dividing the cost of that proportion of staff and
transport time which is used for ordering and transporting sup
plies by the nunber of orders placed, not the value. This wll

gi ve an approxinate cost per order.

- Ask trainees if they have any idea of how nuch it costs to
pl ace an order, or even to wite a letter, in their societies.
Stress that administrative costs of this sort should be calcu
| ated and controll ed. This is not only necessary in order to
estinmate quantities to order, but, nore inportantly, to nake
sure that they are nonitored and reduced if possible. They are
al nost al ways hi gher than they should be, because they are not

obvi ous.
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Some estimate can be nade of the tine it will take for an item
to becone val uel ess. Seeds may | ast two years, fertilizers
four, but even hardware itens such as sprayers will not |ast
forever. A ten year life in storage, is probably the nost that

can be expected.

It is not necessary to build extra warehouse space or hire
extra store keepers because one extra sprayer is stocked.
Nevert hel ess, as with funds tied up in stocks, every item nust

bear its cost of the storage operation

Ask trainees how they would estinmate the cost of storage. If all
storage costs, including insurance, rent, |abour and so, amount to
$6, 000 per year, how can they estimte the storage cost for one
particular item if the total value of goods in storage is
$200,000? Elicit the suggestion that storage costs can very ap-

proxi mately be all ocated on the basis of the value of what is

st or ed.

On this basis, the cost of storage can be cal cul ated as foll ows:

Total storage cost for 12 nonths = 3 6, 000
Total value of all stocks = $ 200, 000
Storage cost per year per dollar's worth = § 6,000

$ 200, 000

O  three cents

O three per cent

In this case it therefore costs 3% of the value of an itemto
store it for a year. Trainees may object that bulky itenms nay
have the same value as snaller ones, but clearly cost nore to
store. This is clearly true for space and | abour costs, but not
for insurance. The figure nust be very approxinmate in any case,
and it would be inpractical to attenpt to neasure the cubic vol une

of every itemin an attenpt to obtain a nore "accurate" figure.

Ask trainees how they will use this information to d6cide how nmany

sprayers to order. Wrk through the exercise as follows, ensuring

that trainees understand the |ogic underlying each stage, even if

they are not able to suggest the nethod thensel ves.



(a) The costs of holding stock nmust be conbi ned. These are:
Cost of noney 12%
Reducti on of value in stock 10%
Cost of storage 3%
25% or $5 per sprayer per year

(b) These are annual costs, and consequently apply to the tota

annual denmand of 120 sprayers.

(c) The nanager nust then calculate the costs of various differ-
ent sizes of order, so that he can find the | owest total
cost. Ask trainees to suggest a reasonabl e order. Thi s

m ght be 40 units. The calcul ations are as foll ows:

40 sprayers per order = 3 orders per year (140)
Cost of placing order 3 x $10 = $30

(d) The cost of carrying stock will depend on the average nunber
in stock. Show by sinple graph of the follow ng formthat
the average |evel of stock will be half way between the mni
mum (15) and the maxi num (40 + 15) reached when the new order

arrives.

60 -
50

40

be NOywber in

uantit
WEELEY 55

in
Stock
20
10 4
0 1 2 3 4 5 6 7 8 9 10 11 12
Months
70 _ .
The average of 15 and 55 = e = 35 units.

(e) The total cost of order 40 sprayers can thus be calculated:
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Cost of placing orders and transport $ 30
Cost of holding the average stock of 35 units
35 x $20 x 25% 175
Tot al $ 205

Rem nd trainees that they nust now cal cul ate the costs of a nunber

of other possible order sizes, in order to deternine the cheap-

est. Allow trainees up to 30 nminutes to cal cul ate the cost of
ordering 10, 20, 30, 40, 50, 60, 70 and 80 units. The task should
i f necessary be divided up anong trai nees so that each does two or

three cal cul ati ons only. Elicit the fact that it is not possible

to order 90 units,

(90 + 15).

since the highest stock would be 105 units
Thi s exceeds the space avail abl e.
Ask them for

their answers which should be witten on the chal k-

board as foll ows:

Cost of Cost of
No. Ordered | No. of | Orders | Lowest | Highest| Average| Stock Total
Orders ] Stock Stock Stock $ $
10 sprayers 12 120 15 25 20 100 220
20 sprayers 6 60 15 35 25 125 185
30 sprayers 4 40 15 45 30 150 190
40 sprayers 3 30 15 55 35 175 205
50 sprayers 2.4 24 15 65 40 200 224
60 sprayers 2 20 15 75 45 225 245
70 sprayers 1.7 17 15 85 50 250 267
80 sprayers 1.5 15 15 95 55 275 290

Trai nees may be confused by the figures for the nunmbers of orders to be

pl aced if 50, 70 or 80 sprayers are ordered,

nunber s.

orders in 2 years.

| onwest for

mul tiples of 10,

20 sprayers,

Stress that

Show that 1.5 orders per year,

for

i nst ance,

in any case the tota

this is the nunber to be ordered.

is the sanme as 3

cost figures are

since they are not whol e

and since the sprayers nust be ordered in




10) If tinme allows, ask a trainee to draw a rough graph on the chal k-
board to show the relationship between the quantities ordered and
the total annual cost of ordering. This should be in the foll ow

ing form

300 ¢

200 |

Total
Cost
100

Y v Y L 4 T | ¥ '

0 10 20 30 40 50 60 70 80
Quantity Ordered

Trai nees with secondary school mathenatics may recall that a re-
| ati onship such as this can be expressed as a formula. Trainees
may be interested in the fornmula for calculating the | owest cost/

order quantity, which is:

Quantity to order = the square root of twi ce the annual require-
ment tines the cost of placing and transporting each order,
di vided by the cost per unit tinmes the percentage cost of storing

one unit per year.

or

2 x units x cost per order

Quantity to order =\/

cost per unit x storage cost %

Trainees may wish to check the formula by calculating the answer

to the sprayer problem. The figures are as follows:

. \/2 x 120 x 10 _
Quantity to order —\/ﬁ 20 % .25 21.9

This means 20 units, since they are only available in lots of 10.
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Stress that fornul ae and graphs of this sort can be m sl eadi ng,
since they give a false inpression or precision. The cost figures
on which the calculations are based are only very rough esti nates,

and there is a very wide margin of error.

If tinme allows, ask trainees for data fromtheir own societies for
one or nore itens, and ask themto cal culate the | owest cost/order

quantity using the fornmula or the longer trial and error nethod,

with or without a graph, as they w sh.

Ask whether the answer is the sane as the quantities actually

ordered by their societies. If not, are there additional itens of

informati on which nean that the society is correct, or should the

quantity be changed?
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SESSION 3.4
STQOCK VAL UATI ON AND MANAGEVENT
(hjective: To enable trainees to value stock in such a way that the
figure gives an accurate picture of the financial posi-
tion of the society.
Tinge: 1 to 2 hours.
Material . Exercise "The Accurately Valued Society."
Session Quide:
1) Renind trainees of the various bal ance sheets that have been used

in previous sessions, and of the bal ance sheets of their own so-
ciety. What do the figures for the value of stock actually tel

an outsi der about the value of stock? What does "value" pgean in

this case?

Stress that, as with all accounting decisions, the manager nust be
aware of the purpase of information he is putting together, before
deci di ng on what basis to make the cal cul ation. Reni nd trai nees
that they have to spend considerable tine and effort in stock-
taki ng, or counting the nunber of all the itens held in stock by

their society. \Wat is the purpose of stock-taking?

- To discover and thus in future prevent |osses through theft,

carel essness or other nmanagenent deficiencies.

- To ensure that the figures used in the cal culation of the sur-

pl us are correct.

To ensure that the bal ance sheet figures are correct.
Rem nd trainees that the stock figures used in accounts are a com
bi nation of the nunmber of each itemand a value which is based on

it.  Financial managers work in values and not quantities.

I f stock-taking and stock records are to be of any use, therefore:



The actual accounts nust be accurate.

The val ues used to convert the quantities into noney nust be

accurate.

Distribute the exercise and allow trainees, on their own, up to 15
mnutes to work on the problem At this stage, their answers are
not inportant. The intention is to denobnstrate that there are

many different ways of val uing stock

Ask individual trainees to describe how they are setting about the
problem  Attenpt to elicit at least the follow ng nine different
approaches. If trainees have not identified all eight, show by
di scussion that the others are al so possi bl e and reasonabl e.
Present the various answers on the chal kboard/ OHP in the foll ow ng

form

(a) 30 hoes at current purchase price = 30 x $8.80 = $264.
(b) 30 hoes at nost recent selling price = 30 x $9.60 = $288.

(c) 30 hoes at current selling price., i.e. 20%on current buying
price = 30 x $10.56 = $316. 80

(d) 30 hoes at purchase price of original stock = 30 x $7 = $210.

(e) 30 hoes at actual purchase price, assuming that stock has
been properly nanaged so that the hoes which have been in
stock | ongest have been sold first: 10 hoes at $8.80 = $ 88

20 hoes at $8 = $160
$248

(f) 30 hoes at average purchase price during the year:

$7 + $8 + $8.80 = $238
3

30 x

(9) 30 hoes at probable future replacement cost, assum ng that
the new factory opens on schedul e and provi des equi val ent

products at the pronised price
30 x $7,50 = $225

(h) 30 hoes at the weighted average of the costs of the hoes that

wer e bought during the period:
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10x$7+?0X‘B8+10x$8+1_0x$88():$7.96
50

Val ue of 30 hoes = $238. 80

(i) 30 hoes at whatever price can be obtained for themif they
had to be sold today. This will depend on their condition
(which is not perfect), the demand for hoes in early January
and peopl e's opinion about the reliability of the factory,
but the figure will alnpbst certainly be lower than (a), (b),
(c), (e) and (f).

Ask trainees if they have ever heard the terms "LIFO' and "Fl FO'

Ensure that all trainees appreciate that:

LI FO neans "Last in first out".

FI FO neans "First in first out".

Ask trai nees which of the above nethods of valuation is LIFO and
which is FIFO

(d) is LIFQ in that it assunes that the stock that remains is

that which was bought earliest.

(a) is FIFQ in that it assunmes that the remaining stock is that

whi ch was bought npst recently.

The ot her nethods are not based on the earliest or the latest pur-

chase prices at all, and are thus neither LIFO nor FIFQO

Ask trai nees which of the two nethods, LIFQ or FIFQ is the best

in terms of actual stock managenent.

Trai nees shoul d appreciate that it is wong to adopt LIFO when is-

sui ng stock, since this | eaves old stock untouched and thus likely

to be damaged or deteriorate.

The val uation nethod, however, is not necessarily the same as the
way in which the stock is actually issued. FIFO should always be
the basis of the physical nanagenent of stock, but the val uation

nmet hod may nevert hel ess be different.
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Point out that there is a range from $210 to $316. 80. Ask
trai nees whether it matters what nethod is used. Wat difference
will it nake to the society? Ask trai nees to suggest what woul d
be the effect on the society, including the nanagenent, the nem
bers and any outsiders whose opinion is inportant to the society,

of figures such as (a), (b) or (c) which are higher than the ori-
gi nal cost of the hoes, or figures 8(d), (g) and probably (h)
which are lower than the original cost?

- |If stocks are valued at mre than their cost (nethods (a), (b)
or (c)) the difference will appear in the surplus itemon the
liabilities side of the bal ance sheet, to natch the increase on
the assets side. The society has not really made the surplus
until the itens are sold, and this nethod will overstate the
surplus and may |l ead to excessive dividends, or, if the society

is subject to tax, to higher than necessary taxes.

- |If stocks are valued at Less than their cost (methods (d), (9)
or (h)) the society will appear to nake a | oss, and the surplus
may be under st at ed. They will al so not be adequately covered

by insurance if the same figures are used for this purpose.

- Selling prices are usually based on stock val uati ons. If the
value is too high, nenbers will conplain that the society is
exploiting them if the value is too low, the society will not

be able to replace goods which are sold with the noney it re-

ceived for them

These argunments suggest that the right figure to use is the actua
cost of the itens in stock, that is nethod (e). Ask trainees what
di sadvantages this nethod has for the society's staff, the nmenbers

and out si ders.

- It is difficult to calculate, particularly if price changes are
frequent, and the stock includes itens which have been bought
at a nunber of different prices so that it has not been pract
cal to segregate the stock and to know exactly how nany renain

at each price

- If itens have been stocked for sone tinme, and can only be re-

purchased at a far higher price, a selling price calculated on
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the basis of actual cost will not be sufficient to allow the

society to buy new supplies.

If the stock has been reduced in value because it has been in
storage for a long tine, or if |ess expensive replacenents are
available, as with the hoes, the prices will overstate the rea

"val ue" of the stock

Remi nd trainees of Session 1.4 on ratios. Artificially high stock
figures will increase the current assets and give an inaccurately
favourabl e view of the society's financial position, while the re-

verse will also be the case

Ask trainees to identify articles in stock in their own societies
whose present "value" is significantly higher or |ower than the
purchase price. Do itenms of this sort make up a significant por-
tion of the total value of stocks? If so, what conditions have

caused the difference between actual cost and current val ue?

- Inflation nmeans that current values are higher than the pur-

chase price.

- Rapid changes, inadequate storage facilities and bad storage
managenent nean that current values are | ower than original

pur chase prices.

Stress that no single nmethod of stock valuation is ideal. The
actual nethods used may be deternined by the Registrar's Depart-
ment or the auditors, but it is inmportant that managers shoul d ap-

preciate the alternatives that are avail abl e.

- They should ask the auditors what nmethod they are using, and to

expl ai n why.

-  They shoul d understand the ways which every nethod used can
| ead to managenent errors, or msunderstandi ngs by menbers or

out siders, and make appropriate all owances.

- They should be able to assist the auditors by providing data

whi ch confornms to the preferred nethod.

If the auditors do not dictate which nethod is used, and man-

agers are permtted to decide for thenselves, they should be
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able to nmake the decision and not have to rely on a junior ac-
countant who may know of one nethod and nay be unaware of the

alternatives and why they nay be preferable.

Refer back to the nine nethods, (a) to (i), a summary of which
shoul d have been retained on the chal kboar d/ OHP. Ask trainees

what net hod they woul d propose for their own societies.

-  The answer depends on the situation of the society, but the
nmost practical nethod is (a), the current purchase price. This

has the fol |l owi ng advant ages
- It is admnistratively sinple, involving one cal cul ation

- It is likely to be closest to the cost of obtaining new sup-

plies.

- Selling prices based on the current purchase price are
likely to be simlar to prices charged by conpeting organi -
sations, and to be sufficient to pay narketing costs and the

costs of obtaining new supplies.

There are di sadvant ages, however. How woul d trainees attenpt to

m ni m se thenf

- Stocks should be properly taken care of to avoid deterioration
in storage. This will avoid | osses of value which mght |ead

to the actual value being overstated if nmethod (a) is used.

- The ol dest stock should always be used first, even if menbers
find it preferable, and staff find it easier, to draw only from
the stock nost recently arrived and to | eave the ol der stock at

the back of the bin, or store.

- Stock should be regularly inspected. If some stock has been
damaged or is too old, so that it cannot be expected to be sold

at the right price, it should be segregated and "witten down”

to a new | ower value or "witten off" to no value at all. It
should still, of course, be sold for whatever price it can
fetch. Many managers spend time, cal cul ati ng stock values in

theory, rather than inspecting the actual goods and taking

steps to prevent further |oss.
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Ask trai nees how they value work in progress, such as coffee
beans, tea, tinber or other materials whose processing is incom

pl ete when stock is valued. Elicit the foll owi ng suggestions:

Raw mat eri al s shoul d be val ued as di scussed in this session

- Finished itens should be valued at the chosen raw materi al

val ue, plus the average cost of processing

- Sem-finished items, still in progress, should be valued at raw

material value plus half the processing cost.

Stress that while stock valuation is inmportant, correct stock nan-
agement is even nore so. St ocks shoul d be bought only in the
right quantities, at the right time, and goods in storage or in
process shoul d be properly nanaged so that the value is maintained

or even increased by being stored
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Ihe Accurately Valued Society

The manager of the AVS was pl eased that the stock-taking at the end of
1982 was finished, and no nmajor errors had been reveal ed. The accounts
were to be prepared by a new enpl oyee, who had had sone training in
book- keepi ng but was not a qualified accountant. She had asked the
manager for the figures, but when he showed her the stock record cards,
such as the exampl e overl eaf, she pointed out that she needed financia
val ues and not just quantities. She asked the nmanager if he woul d take
the record for one item and cal cul ate the stock value for her so that

she could foll ow the sane procedure for all the others.

The manager took the card for hoes, and set about the task of val uing
the 30 hoes in stock. He saw that the buying price had increased tw ce
during the year, and that the society had sold hoes for the current
buyi ng price plus 20% He knew that further price increases were ex-
pected in the future, and in order to be quite sure that the exanple
was correct, he went to have a | ook at the hoes thensel ves. There were
i ndeed 30 in stock. A few of them were rather rusty since they had

been soaked when the roof | eaked in June

The nmanager wondered whet her the Governnment owned farm tool factory,
whi ch was supposed to start producing in March, would really produce
better hoes at $7.50 each, as they had pronised in the circul ar he had
received fromthe Union two weeks ago. The nmnager had ordered 50 hoes
fromthe factory, along with sone other itens, but he was pleased to
see that his own society had reasonabl e stocks of the old hoes, in case

the new manufacturer failed to cone up to expectations.
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STOCK LEDGER CARD: Hoes B
L - e m - _——
Opening Amount Buying Amount Selling Closing
Date Stock Purchased |[Cost Each Sold Price Each Stock
$ $
3.1.82 - 10 7.00 - - 10
e e - ———— - —_——
14.2.82 10 - - 6 8.40 4
Sy S S _— ———— L -
15.4.82 4 20 8.00 - - 24
1.6.82 24 - - 10 9.60 14
——— _ - —_—— — - .
3.8.82 14 - - 4 9.60 10
A _— —_— _— S SO _
17.10.82 10 10 8.00 - - 20
21.12.82 20 10 8.80 - - 30 ~
31.12.82 30 |j----- - - stockfcheck - - |- = - ~- - 30
—— - — - - . - e e e o o e et . . o o e s
—————— e e e e s > - I S S [P VP ——————— P —— IR y——
\_— ——————— N o ey - —— —— - ——

Assignment:

How much is the current stock of hoes worth?
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SESSION 3.5
RENT, BUY OR | FASF?
hjective: To enable trainees to select the nost suitable nmethod of
financing the ownership or use of, equipnent or facil-
ities.
Tine: 1 to 2 hours
Materjal : Vehicle and property rental and | ease rates and informa-

tion froml ocal sources.

Session Qi de:

Remind trainees that Sessions 3.1 to 3.4 have dealt with the man-
agement of noney, anmounts owi ng by custoners and stocks. What
ot her possessions or "uses" of nmoney remain to conplete the |ist

of headi ngs under which assets are classified?

- Plant, equipnent and nachinery.

- Land and bui l di ngs.

Ask trainees what they understand about good nanagenment of assets

of this sort.

- Mchinery nust be properly selected, naintained and used.
Bui | di ngs nust be properly designed and built, or selected, and
nmust then be properly maintained and used in the nost effective

vay.

This session is not about the physical nanagenent of these assets,
but about their financial managenent, and in particular the vari-
ous ways in which they can be obtained. The material nust be nod-
ified to take account of whatever |easing, rental or hire purchase
facilities are locally avail able. If co-operative societies are
not presently using such facilities, it is still inportant that

they shoul d be made aware of them



Ask trainees to imagi ne that they have been offered two positions
as CO-operative society nanagers, both with equal salaries and
simlar to one another in every way except that Society A owns two
lorries and a warehouse, while Society B does not have its own
facilities of this sort. Which job will they prefer, all things

bei ng equal ?

Take a show of hands to obtain the majority view It is probable
that nost trainees will prefer the society which ows its own

facilities to that which does not:

- Ownership indicates stability and wealth.

- The manager who controls vehicles and buildings is nore power-
ful, and can operate nore flexibly than the nanager who nust

rent such facilities when they are needed.

Rem nd trainees of traditional and nodern possessions such as the

fol | owi ng:

- Jewell ery owned by weal thy wonen, or purchased for them by

their friends.

- Cattle owned by nomadic pastural farners

- Large and expensive stereo high fidelity radios and tape re-
corders often bought by people who visit other countries.

- The large nunbers of w ves who used to be bought by powerf ul

men in some societies.

- Large shiny cars owned by successful business people and poli -

ticians.

Why do people own this type of possession?

- Possessions of this sort are often val ued because their owner-

ship confers status. O her peopl e respect those who own them

Ask trainees what is different about possessions of this kind from

the machi nery or buil di ngs owned by co-operative societies:
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- Co-operative societies own things not for their own sake, nor
to encourage admiration from ot hers. Machi nery and bui | di ngs
are val ued because they are used, and the benefit lies in their

use rather than in ownership itself.

Ask trai nees whether any of their societies has all the noney it

needs. It is unlikely that any' will reply affirmatively.

Ask those who feel that their societies need nore noney to explain

why. Divide their answers into three categories:

(i) To enable themto purchase nmore current assets such as

stocks, or to give nmore custoners credit.

(ii) To enable themto reduce liabilities by repaying | oans or

debts owed to suppliers.

(iii) To purchase equi prent or buildings which they believe they

need.

Ask trainees fromthe | ast category to mention specific itenms such
as a crop store, alorry, a notorbike, a typewiter or an office
building. Wat alternative ways are there of obtaining the use of

such itens without buying the asset itself?

- By renting a suitable building or piece of equipnent.

- By leasing a building or buying equi pment on hire purchase so

that the noney does not have to be paid out at once-

Ask trainees who have suggested that their societies need itens of
this sort to estimate how many days during the year the itemwl|

actually be used as it is intended to be used, for the benefit of
the society, rat her than being m sused or lying idle. How nmany
days during the year are co-operative vehicles, for instance, used

for trivial purposes because they happen to be avail abl e?

Answers will vary. It is clear fromexperience and research that:

- Mbst co-operative vehicles are generally used for |ess than 150

days a year.



- Co-operative stores are generally in use for about 90 days a
year if used only for crop storage, and 200 days if they are

al so used for input storage as well.

Ask trainees to estimte the annual cost of owni ng, maintaining
and operating the facilities such as they suggest the co-operative
shoul d purchase. The estinates will vary for different indivi-
duals and in different conditions, but the follow ng figures may

be used as a very approxi mate rul e of thunb:

- The cost of owning a building, including interest foregoing on
the purchase price, maintenance, security, insurance and taxes
equal s one-fifth of the total purchase cost per year. Exanpl e:

A buil ding costing $50,000 to buy will cost $10,000 per year to

own.
The annual cost of use of a vehicle, including wages for the
driver, maintenance, insurance, fuel and taxes equals three-

quarters of the new price of the vehicle. Exanple: Alorry

costing $10,000 will cost $7,500 a year to run

- I f equi pnent such as mills or vehicles is rented w thout fuel
or operators, the fjixed costs of ownership shoul d be conpared

with rental.

Ask trai nees whether it is possible to rent or hire suitable
bui | di ngs or vehicles, instead of purchasing them In nost
countries it is possible. Conpare the daily rental costs sug
gested by trainees, or drawn fromlocally avail able information,
with the runni ng cost as assessed by trai nees or as estimted
using the rule of thunb net hods suggested above, divided by the
aver age days of usage during the year. Devel op a table of the

follow ng form
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Annual Average
Cost of Cost of Days Used Cost Rent
Item Purchase |[Ownership |per year per day per day
$ $ $ $ $

Members'
Produce 50,000 10,000 200 50.00 40.00
Store
Lorry 10,000 7,500 150 50.00 45.00
Grain
Store 20,000 4,000 90 44,00 50.00
Pick-up 6,000 4,500 200 22.50 20.00

The figures are likely to be fairly sinmlar,
anmpl e above.

to own rather

t han rent

the cost saving if there is one:

They want

They can control

vided by the facility.

They are aware that

facilities of this sort,

as shown in the ex-

the facility to be avail abl e when needed.

prices usually increase. It

Ask trai nees why co-operative societies often prefer

in addition to

t he nmai nt enance and standard of service pro-

is therefore

better to buy an asset now rather than wait until it becones
nmor e expensi ve
Ask trainees to suggest reasons why it night be better to rent,

even if the price of rental is slightly higher than the cost of

owner shi p:
when not

The service is nore flexible and need not be paid for

used.

The scale and type of the facility can be increased or other-

wi se varied w thout having to di spose of an itemwhich is no

| onger suitable.

The conmpany renting out a vehicle may have an alternative

avai l able in case of breakdown.

Trai nees probably indicated their preference earlier in the ses-

sion for nmanagi ng a society which owed its own facilities. Ask
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t hem whet her they as nmanagers have too little to do, just the
right amunt, or too nuch work. Mst will claim probably

rightly, to be overburdened.

What effect does ownership of facilities of the sort described

above have on the nanagenent of a society?

- The nmanagenent task is nore conplex, there is nore routine to
be renenbered and seni or managenent's tine nust be devoted to
the facilities which if they were rented would in part be

managed by soneone el se

Trai nees originally suggested what their societies would purchase
if they had the noney. Ask trainees to nention exanples of fixed
asset purchases that societies have nmade recently, which may have
been paid for out of available funds, froma |oan or a conbination
of the two. In addition to the advantages of rental already
nmenti oned, why else mght it have been preferable to rent rather

than to buy the asset in question?

Ask trainees to state how the two transacti ons nenti oned bel ow

will effect this bal ance sheet:

Assets $ Liabilities $
Cash and Bank Bal ance 10, 000 Accounts Payabl e 3, 000
Accounts Recei vabl e 5, 000 Overdraft 4, 000
Pl ant and Equi pnent 7,000 Long Term Loan 5,000
Land and Bui | di ngs 13, 000 Menbers' Share Capital 10,000

Undi stri buted Surplus 13, 000
Tot al 35, 000 Tot al 35, 000

(a) Society purchases a vehicle for $9,000 and pays in cash

"Cash" goes down to $1, 000.
"Plant and Equi pnent" goes up to $16, 000.

(b) Society purchases a building for $20, 000, financed by a bank

| oan.

"Land and Buil di ngs" goes up to $33, 000.

"Long Term Loan" goes up to $25, 000.
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What effects do each of these transactions have on the society's

future ability to purchase assets as they may be needed?

(a) The cash is no longer avail able.

(b)  The bank will be unlikely to extend a further |oan

Soci eties should therefore consider renting equi pment, or build-
i ngs, not only when they do not have the funds or cannot borrow
the noney, but at any tine. (If l|easing or hire purchase facili-
ties are locally quite unavailable to co-operative societies, the

foll owi ng sections should not be used.)

The exanpl es al ready nenti oned assuned:

- The society is not trying to nmake year-round use of the item

pur chased.

- The equivalent facilities can be rented

Ei ther or both these assunptions nmay not be true. Ask trainees
whet her there is any other way of obtaining plant, equipnent, or

I and and buildings, if there is a genuine econonic use for them

- Plant and equi pnent can be hire purchased

- Buildings can be | eased.

Ensure that trainees are famliar with hire purchase and | easing
as they are available to co-operative societies. I f possible,
distribute informati on about hire purchase and | easing terns which

are locally avail able.

Stress that |easing and hire purchase involve regular contractua
paynents, just |ike repaynent of a bank | oan. Wiy is it that
sonetines it is possible to acquire equi pment or property in this

way, even if a bank loan could pot be obtai ned?

Any transaction of this sort is really borrow ng noney, but there

are sonme critical differences:



- Lease and hire purchase paynents are usually higher than repay-
ments of a bank | oan. Banks usually lend at | ow rates of in-
terest to reliable borrowers. H re purchase and | easing com
panies are willing to accept rather higher risks, but expect

hi gher rates of interest.

- The lessor or seller through hire purchase retains the right to
recover the item or repossess the property, wthout any del ay
if paynent fails to arrive. A bank usually has to go through
| engt hy | egal procedures even to seize goods which have been

pl edged as col lateral for |oans.

- The seller can demand right of entry for inspection of equip-

ment or property that has been | eased or hire purchased.

- The seller may demand a substantial deposit, before the itemis
rel eased, whereas the bank woul d not expect even the first re-
paynment for some nonths or even a year. This reduces the risk

to the seller.

A lease or hire purchase agreenent is thus sone nore expensive and
has nore onerous conditions than a bank loan. If the society can
show to its own satisfaction that income fromthe use of the asset
exceeds the repaynents, it can neverthel ess be a very useful way

of purchasing itenms when other finance is not avail able.

Ask trainees why it may also be preferable to | ease or hire pur-
chase such itens even if a bank would be willing to |lend the

money, at lower rates of interest and with | ess conditions.

They shoul d consider the effects of a |loan, and of a |lease or hire

purchase agreenent, on the society's bal ance sheet:

- Lease and hire purchase agreenents do not generally appear in
the bal ance sheet of a co-operative society. The paynments are

added to the expenses |ike any other cost of operations.

- A society which may in the future wish to raise a bank |oan for
anot her purpose shoul d consider |easing or hire purchase assets
whi ch can be acquired in this way, in order to "reserve" the

ability to raise a bank |oan for an occasi on when there is no

alternative
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If the co-operative societies are taxed, and taxation regul ati ons
are such that there are advantages to | easing, ask trai nees how
the following two alternatives mght effect the taxation of a so-

ciety:

(a) A vehicle is | eased for $2,500 a year, payable over five
years after which the vehicle becones the property of the so-
ciety.

(b) A vehicle purchased for $10, 000, financed by a bank | oan

which is repayable at $2,000 a year, for five years.

The vehicle is in both cases estinated to |ast five years.

(a) The | ease paynents will be added to the expenses, and wil|

thus reduce the surplus by $2,500 a year.

(b)  The vehicle will be depreciated over five years, that is

$2,000 a year, and the interest charge of $500 a year wll

al so be added to expenses. The surplus will thus be reduced

by $2,500 a year.

If the life of the vehicle is the sane as the duration of the re-
paynents, there is no difference. Ask trai nees what woul d be the

effect if the vehicle were to be depreci ated over ten years.

(a) Lease $2, 500. No change, annual cost $2,500, for five years.

(b) Depreci ati on $1, 000 per year for 10 years, interest $500 per
year for 5 years, i.e. total cost years 1 to 5 $1, 500, years

6 to 10 $1, 000.

Ask trainees why it mght be better for the society to have a

Lower surplus in the imediate future, and a higher one | ater

To reduce taxation.

To reduce nenber pressure for large surplus distribution in the

early years.

VWhat alternative, (a) or (b), will be preferable if the society

wanted to reduce its surplus in the inmmedi ate future?
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- The lease would nean that in years 1 to 5 the surplus would be

$1,000 a year less, and in years 6 to 10 would be $1, 000 nore.

The decision will depend on taxation and the rates of depreciation
al | oned to be charged. Co-operative society managers should in

any case consider the alternatives of:

- short termrental;
- lease or hire purchase

- outright purchase.

when considering the purchase of inportant fixed assets. The use
of one nethod rather than another nmay nake the acquisition pas-

sible. The choice of nethod will also nake the acquisition nore

profitable.
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SESSION 3.6
IHE MOVENENT COF MONFY
(hjective: To enable trainees to plan the novenent of noney w thin
their societies effectively.
Tine: 1 to 2 hours.
Material : Case Study "The Moving Mney Society".

Session Q@Qiide:

Ask trainees whet her they have ever been unable to pay their nmem
bers for their crops when they wi sh. For how |l ong did the nenbers
have to wait, why did the delay occur? (If no trainees have ever
been so unfortunate as to suffer in this way, ask whether they
have ever been unable to settle bills, pay wages or make sone

ot her paynment when they wi shed to do so.)

Elicit through discussion:

- The problemusually arises not because there will not event-
ual |y be enough noney, but because the noney is not avail able

when it is needed. It is a matter of Limng rather than the

anmount .

- The delay often occurs because noney due to the society from
anot her organi sation, such as a bank, a |large custoner or per-

haps the Governnent, was al so del ayed.

Trai nees should appreciate that their own problens arise from
simlar problems in other organisations, and will in turn cause

further problens el sewhere.

Ask whether the delay is entirely the fault of the other organisa-
tions which failed to pay the society in time. Could their man-

agers have attenpted to avoid it, and how?



- Could they have pressed the organi sati ons which were due to pay
the society earlier, and harder, to obtain a greater share of

what ever noney they had?

- Could they have arranged for an alternative source of nobney to

carry the society over the period of difficulty?

- Could they at |east have warned the nenbers, or others to whom
noney was due, to enable themto nake whatever alternative

arrangenments they coul d?

What woul d they as managers have needed to know in order to be

able to take steps of this sort?

-  They woul d have had to know i n advance that the probl em was
likely to occur. If they had known this, they could have
planned the novenment of noney in advance

2) Rem nd trai nees of Sessions 2.1 - 2.3. What are the sources from

whi ch a society can obtain noney?

QO her assets where noney is being used
Banks or other financial institutions
Suppliers credit.

Menbers' deposits or share capital

Undi stri buted surpl us.

Stress that the manager nust plan and control two different kinds

of noney:

Money coming into the society (fromcustoners, banks, nenbers,

etc).

Money within the society (fromone asset itemto another).

Managers must forecast how noney will nove, and if they identify

shortfalls, they nmust take steps to prevent them

3) Wite the following sinplified operating statenent on the
chal kboar d/ OHP.
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Sal es $ 10, 000
Cost s § 6.000
Profit $ 4,000
Ask trainees whether this is a successful society. Is it likely
to fail?
Trainees will consider it successful. Wite up the follow ng

further information:

- Receipts fromsales received six nonths after selling.

- Al costs paid in cash.

I's the society successful ?

Clearly the society will run out of nobney unless sone alternative
source of finance can be arranged. Stress that profitability and
bankruptcy can happen toget her.

Confirmtrai nees understandi ng of the inportance of tinmng. Why
can a society run out of nobney even though its revenue exceed its

costs?

- If a society sells sonething, their custonmers do not neces-

sarily pay at the same tine. They may buy on credit.

- If a society purchases sonething, they may not necessarily pay
for it at the sanme tinme. They nay be allowed credit by the

supplier, or they may have to pay in advance

- If a society uses sonething, it may have been purchased on
credit or maybe drawn fromstocks. It is not necessarily paid

for at the sane tine.

Stress that operating statenments and profit or |oss forecasts do
not say when the actual noney changes hands in a society's trans-
actions. The problens identified earlier in the session were pro-
blenms of timng, and it is therefore necessary to use sone ot her

techni que for forecasting the nmovenent of noney to avoid such pro-

bl ens.
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Ask trainees to calculate the cash balance in the follow ng case
A society started on January 1st with $100 in cash

During January they will pay out $70 for wages and will receive

$130 from custonmers

- During February they will pay out $130 for wages and supplies

and will receive $80 from customers.

- During March they will pay out $150 for wages and will receive

$30 from custoners.

- How nuch nmoney will the society have at the end of March?

Trai nees should easily calculate the answer to m nus $10. Ask
themto explain howthey arrived at this, and denonstrate the fol -

| owi ng | ayout as a way of solving cash flow problens of this sort:

January February Mar ch
Cash in Hand 100 160 110
Recei ved 130 80 30
Tot al 230 240 140
Pai d Qut 170 130 150
Bal ance 160 110 (-10)

Ask trainees how they would react if their own forecasts showed a

negative position:
- Press past custoners for earlier paynent.
- Arrange a bank | oan for whatever period was necessary.

- Persuade suppliers or nenbers to accept a delay in paynent.

Distribute the case study and allow trainees up to 45 mnutes to
conplete the first part of the assignnent. Warn themthat it is
vital to lay out the calculations neatly and to avoid sinple nmath

ematical errors. Trai nees who have conpleted the first part may

go on to the second part if they have enough tine.

Ask a trainee who has the right answer, or has at |east approached
the problemin the right way, to lay out his or her cal cul ations
on the chal kboard/OHP and to explain themto the renaining

trai nees. The cal cul ati ons should be laid out as foll ows:


ana

ana

ana

ana


ITEM JAN FEB MAR APR MAY JUN JUL AUG SEP 0CT NOV DEC
$ $ $ $ $ $ $ $ $ $ $ $

Starting Balance 1,500 1,900 | 2,300 700 (500){(13,500)|(14,000)| (1,600) 700 100 (600)| (1,300)
Payments from
Customers 1,000 1,000 - - 4,000 - 13,000 3,000 - - - 5,000
Total Received 2,500 2,900 | 2,300 700 3,500 {(13,500){( 1,000) 1,400 700 100 (600) 3,700
Wages etc. 500 500 500 500 500 500 600 600 600 600 600 600
Transport 100 100 100 700 800 - - 100 - 100 100 100
Loan Repayments - - 1,000 - - - - - -
New Motorcycle - - - - 700 - - - -
Paid to Members
for their crops - - - - 15,000 - - - - - - -
Total Paid Out 600 600 1,600 1,200 17,000 500 L6OO 700 600 700 700 700
Net Balance 1,900 2,300 700 (500){(13,500)|(14,000)| 1,600) 700 100 (600) (1,300) 3,000




Ask trai nees who have had tine to suggest answers to the second
part. They shoul d incl ude:

- Attenpt to arrange overdraft facilities fromthe bank to cover
the periods of April, My, June and July, and Cctober and
Novenber, when the society is forecast to have a negative cash

bal ance

- Ask some of the late payers to bring forward at |east $1,400 of
their debt of $5,000, to be paid $700 in Cctober and $700 in

Novenber, and thus avoid the second | ess inportant period of
cash deficit.

- Ask nenbers to accept payment in July rather than My, offering
i f necessary an extra 1% or 2% bonus at the end of the year to

conpensate for the delay, in lieu of the interest saved.

- Ask those custonmers expecting to pay in July and August to pay
in May, when the crop is delivered, and offer a 1% or 2% price
reduction or other inducement to cope with officials if neces-

sary.

Cal cul ate the effects of these suggestions and ot hers. Stress
that while it may not be possible totally to elininate the defi-
cit, and a bank overdraft may be necessary, it is better to reduce
the anount of credit fromthe bank if it is possible. A problem
of this type can only be solved by requesti ng and persuadi ng a

nunmber of outside organisations to assist.
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It was early January 1982 and the manager of the MVB was anxious to
avoid | ast year's problens. For nost of the year, he renenbered he had
been attacked by nenbers and suppliers and the bank, conpl aining that
t hey had not received paynents when due. They had all told himto plan
his cash flow nore effectively. He was not sure what they meant, but
he had attenpted to esti mate how nbney would npve in and out of the so-
ciety during the conmng twelve nonths, and had summari sed his esti mates

as follows.

The society paid wages of $500 a nonth in cash, payable during the | ast
week of the nmonth. The figure would probably increase to $600 a nonth

from July onwards, because of a national wage increase

The customers who still owed a total of $2,000 for crops they had re-
ceived | ast year would pay $1,000 in January and $1,000 i n February,
all being well. The nain activity of the society took place in My,
menbers would then deliver their crops and the nmanager estimted that

they woul d expect to be paid $15, 000 during Muy.

He hoped that the notorcycle which he used for visiting farners woul d
last until then, but there was no doubt it would be necessary to buy a
new one for $700 in cash during that nonth. The main transport bill,
for noving nenbers crops, of $800 would al so have to be paid out in
May . Col | ection of crops would start in April and $700 woul d al so have

to be paid to the transport contractor during that nonth.

O her incidental transport costs, he esti mated, would anpbunt to $100 a
nmonth in January, February and March, and a further $100 a nonth, ap-

proxi mately, in August, Cctober, Novenber and Decenber.

It was always difficult to estinate when custoners would pay for the
crops they bought fromthe society. The manager antici pated, however,
t hat $4, 000 woul d be paid during May. A further $13, 000 should cone in
during July and $3, 000 duri ng August. He hoped that | ate payers could
be persuaded to be nore pronpt this year, and that they would pay a

total of $5,000 in Decenber.



It was inportant to keep goodwi |l with the bank, since the MVS had an-
noyed them | ast year by unexpected requests for noney. The nmanager of
MVS was determined to pay the $1,000 |Iong term | oan repayment in March
when it was due. At least the year is starting well, he thought.

There was $1,500 in the bank on January 1st, 1982

Assi gnnent

Part 1

Wor k out how nuch noney the MM will have at the end of each nonth

during 1982 if the manager's forecasts are correct.

Part 2

If the answers to the above indicate that there may be some probl ens,

suggest what the nanager m ght do now to m nimse them
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what members want to know

r h

‘Session 4.1 Dividend Policy
Session 4.2 Explaining Financial Statements

Session 4.3 Sources and Applications of Money
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SESSION 4. 1
DIVIDEND PO | CY
Qhjective To enabl e trai nees to decide on the npbst appropriate
di vi dend or bonus distribution for the long terminter-
ests of their nenbers.
Tine: 1 to 2 hours.
Material Case Study "The Divided Dividend Society" and Rol e Pl ay
Briefs.
. i de -
1) Ensure that all trainees are clear what a dividend is. The words

used differ fromone country to another and they include:

- Bonus Distribution
- Patronage Refund

- Surplus Distribution

Stress that whatever it is called, the dividend is noney paid to
menmbers fromthe surplus of the co-operative society at the end of
a year, wusually in proportion to their use of the society's

services

Ask trainees what is the fundanental difference between a dividend

and the paynent of interest on share capital or |oan accounts:

- Dividends are paid in proportion to nenbers' purchases and/ or
sal es. Interest is paid in proportion to the amount of nobney

menbers have lent to the society.

Ask trainees to describe and explain any | ocal regul ations, or
uni versally applied practices which have the force of regul ati ons,
limting the distribution of dividends. These nay limt the pro-
portion of the surplus to be distributed to a certain nmaxi nrum and
may al so prescribe a certain proportion to be retained for educa-

tion or other purposes.



Such undi stri buted dividends are often known as "reserves"; refer

to Session 1.2 and the discussion on m sleading accounting term -

nol ogy. Ensure that trainees appreciate that such "reserves" are
a source and not a use of noney; a society with large reserves
can still have no noney.

List the following notives for joining an agricultural co-opera-
tive society. Al low trainees five mnutes to rank them1 to 5 in

order of inportance to new nenbers of their societies, as they
under stand t hem

(a) The co-operative is the nost efficient source of marketing

services which is avail abl e.

(b) The co-operative is a local community enterprise and | oca

people want to belong to it.

(c) The law prevents the nmarketing of crops and/or distribution
of necessary farminputs by any other type of organisation.
Farmers nust be nenbers.

(d) The society pays a dividend

(e) The co-operative is the only practical source of agricultura

marketing services which is avail abl e.

Ask trainees to read out their rankings. Opinions wll obviously
differ, wunless the GCovernment actually requires that farners

mar ket their crops and/or buy certain necessary inputs froma co-
operative

It is unlikely, however, that the dividend is the strongest notive
for many nenbers to join or remaining in the society. Ask
trai nees why this should be so, when the dividend is the nost
basic di fference between a co-operative and an ordinary private

busi ness, fromthe point of view of average nmenbers.

- Many societies rarely pay dividends, so that they are not ex-

pect ed.

- Dividends are often very snall, so that they are not particu-

larly inmportant to nenbers.
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Dividends are often declared but conpulsorily credited to

nmenbers' share accounts rather than being paid out in cash

Ask trainees why dividends are often snall or totally omtted:

- Societies are unprofitable because of mni snanagenent, or Covern-
nment policies which "squeeze" the margi ns between farm prices

and whol esal e pri ces. They cannot afford to pay dividends.

- Societies need to expand their services but are short of capi-

tal, they nust retain everything for re-investnent.

- Societies' nmanagenent and nmenbers feel the society should
charge even | ower prices than their conpetitors, and pay higher

prices for produce. The surplus is therefore very snall

- Menbers are disloyal and societies cannot absorb their fixed
over heads on a declining volunme of business. They therefore

| ose nmoney and cannot afford divi dends.

Show that at | east sone of these problens faced by co-operative
soci eties, which stop them paying dividends, are in fact caused
failure to pay dividends. There is thus a vicious circle which
managenent nust attenpt to break

Distribute the Case Study, containing the Accounts of the DDS, to
all trainees, and allow up to 15 minutes to study the situation
The role play exercise which follows can then be carried out in

one of three ways:

(a) Half the trainees can be given the manager's brief and the
others the comittee nmenbers' brief. The role play is then
conducted as a debate between two equal groups, with the in-

structor acting as a chairnan.

(b) The nmanager's brief can be given to one trainee and the com
mttee menbers' brief to three others. The remaining
trai nees can have the accounts alone. The four "actors" then

act out the nmeeting, and the others coment on it.

(c) The trainees are divided into groups of four (or, when neces -

sary, three or five). All are given the accounts and one

menber of each group given the manager's brief and the re-



mai nder the committee nenber's brief. Each group plays out

the neeting, and all then report on the results.

The choice will depend on the nature of the group, the facilities
and the tinme avail abl e. Whi chever approach is used, it is vital
that none of those playing the committee nenbers' roles should see

the manager's brief, and vice versa.

It is inportant that the two sides genuinely represent the inter-

ests of nanagenent and nenbers. In sone countries, conmittee mem
bers and nanagers act together, sonetines agai nst the rank and
file membershinp. In such cases the material should be changed so
t hat the “"commttee nmenbers" role is played by inform

representatives of the nenbership at |arge

After the neetings have been conpleted, by using whatever nethod
is thought to be appropriate, reconvene trainees and invite dis-

cussion and coment on the argunments put forward by both sides.

Ask trainees to identify the objective of the coomittee nenbers
and of the nmanager. They should not forget that they are people
as well as office holders, and nobody can be expected to ignore
his or her own personal interests. Their comments may i ncl ude

argunents such as the follow ng

Committee Menhers

If a high dividend is paid:

They will obtain nore cash thensel ves.

They will gain status and recognition from nenbers who w ||

give the conmittee credit for a generous policy.

The society is a base for personal status and power. Generous

dividends wll encourage nenber |oyalty which ensures the
survival and grow h of the society.

Non- menmbers will join, thus increasing the scale and status of

the society and its conmittee nmenbers.

Local people will be nore prosperous, and thus the nore influ-

ential menbers of the conmunity will also benefit.
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Manager

If a low dividend is paid:

He will gain recognition fromhis advisers and Governnent.

The bank wi Il reduce pressure for increased nenbers' invest-
ment .
The society's suppliers will be able to be paid, and will thus

reduce their pressure on the nmanager.
The nanager's own salary and that of the staff will be secure.

The society will be on a financially sounder basis and w ||

thus retain and attract nore nenbers.

- Geater liquidity will allow nenbers to be paid nore quickly

for their crops.

Ask trainees to identify the objectives which both "sides" have in

common. These i ncl ude:

- Increasing the nunber of nenbers.
- Paying nmenbers nore quickly.
- Inproving storage facilities.

- Financial strength and growth of the society in general.

Did both sides in the discussion focus on areas of potenti al

agreenent , such as these or on areas of disagreenent?

Managenent and their commttees will alnost inevitably differ in
their approach to dividend policy. It should have been possible
to conmprom se on a dividend distribution of $1,000 or $1, 200, that
is 14% or 12% on trade, which will satisfy comrttee nenbers and

t he manager.

Stress that conprom se is necessary, and an ami cabl e agreement is
nore likely to be reached if both sides | ook for objectives on
whi ch they agree rather than to those on which they are bound to

di sagr ee.
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he DOivided 0Oivid . DDS;
Accounts

The Operating Statenment and Bal ance Sheet for the D vided Dividend
Society (DDS) for the year 1982 are as fol |l ows:

Qperating Statenent $ $ $
Sal es of Menbers' Crops 60, 000
Cost of Crops 48, 000
Gross Surplus on Crops 12, 000
Sal es of Farm Requisites 20, 000
Cost of Requisites 14,000
G oss Surplus on Requisites 6,000
Total Goss Surplus 18, 000
Expenses:
Wages 8, 000
Transport 3, 000
I nt er est 2,000
Rent 1, 000
Post age, Tel ephone and Stationery 400
M scel | aneous 600
Tot al Expenses 15,000
Net Surpl us 3, 000

(bef ore deci sion on

Bal ance Sheet for the DDS on 31st Decenber, 1982 the year's surplus)
Assets $ Liabilities $

Cash 100 Accounts Payabl e 5,000

Bank Bal ance 2,400 Overdraft 2,500

Accounts Receivabl e 5, 000 Long Term Loan 27,000

Pl ant and Equi prent 14, 000 Menmbers' Loan Account 3,500

Land and Bui | di ngs 26, 000 Undi stributed Surplus 4,000

Menbers' Share Accounts — 2.500

Tot al 47, 500 Tot al 47, 500

The manager and the conmittee now have to decide on the anount of sur-
plus to be distributed to nmenbers, so that they can make an appropriate
recommendati on at the forthconmi ng Annual General Meeting. It was nor-
mal for the nenbers at the AGMto approve whatever recommendation mi ght

be made by a unani nous resol ution of the conmttee and the nanager


ana

ana


In addition to the accounts thensel ves, a nunber of other factors were
believed to be relevant to the decision and these can be sunmari sed as

foll ows:

- This was the fourth year of the society's existence. After a |l oss
of $3,000 in the first year, the surplus had been $2,000 in 1980 and
$2,000 in 1981. No di vi dend had been pai d because of the need to

conserve the resources for growh and future prosperity.

- During 1982 there had been sone del ays in paying nenbers for their
crops because of the | arge volune they had produced and the so-

ciety's shortage of cash.

- The inproved crop production neant that the 100 menbers of the so-
ciety now had, in npst cases for the first tine in their life, a
little noney over and above their needs for subsistence. This had
awakened expectation and they were very anxious for better things in

future.

Sone societies such as the DDS were said to be preparing a | oan
schene for 1983. The bank was ready to extend loans to societies
whi ch were giving | oans to society nenbers, provided that societies

coul d denonstrate their nmenbers' and managenent's comnritment.

- Sone nenbers had suffered during 1982 because the society's sup-
pliers had withheld deliveries of essential requisites until the so-
ciety settled their outstanding bills. The society was still under
pressure fromone or two suppliers to settle outstandi ng accounts

payabl e.

- The transport arrangenents and nmanagenent of the society will not
only deal with existing menbers' crops and supplies, but could prob-
ably handl e hal f as nuch busi ness again w thout addi ng to expenses
significantly. This would greatly increase the surplus, and the so-

ciety was therefore very anxious to recruit new nenbers.

- \When the schene for nenbers' savings had been introduced early in
1982 t he response had been ent husi asti c. The Co-operative Bank,

whi ch assisted in the adninistration of the schene, had publicly

congratul ated the society for its success. The bank was not, how
ever, willing to increase its overdraft or long term| oan w thout
further evidence of nenbers' own willingness to invest in their

soci ety.
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A nunmber of nenbers had bought inproved grain storage facilities on
their own farns, foll ow ng designs and gui deli nes provided by the
co-operative officers. One of the reasons for this was that the
bunper crop in 1982 had completely filled the society's store and
sone farnmers had lost a part of their crop when the society had been

arrangi ng the tenporary rental of extra storage space.
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Raole Play - Minager's Brief

You have successfully managed the DDS for four years, and you are
determnmi ned that the success you have achi eved shoul d not be thrown away
by short term policies. You are about to neet with the committee in
order to decide and agree on the dividend proposal to be submtted to

the forthcom ng AGM

The conmmittee nenbers are well respected by the nenbership. They are
ri cher than nost of the nenbers, the society has been an inportant way
for themto increase their local influence and authority, but they are,

you believe, genuinely interested in the well-being of the nenbers of

the society, if only because they are nenbers thensel ves.

You have deci ded to suggest that, as happened | ast year, no dividend
shoul d be pai d. You are prepared if strongly pressed to accept a 1%
pat ronage di vi dend of $800, but you would be reluctant to accept

anyt hi ng over this. Your reasons can be summari sed as foll ows:

You have been continually harrassed during the year by suppliers and
menbers for paynent. You want to show that as nuch npbney as
possible is available to increase the society's cash bal ance and

avoid sim | ar enbarrassnent next year.

- The average sal es of crops and requisites was about $800 per nmenber
| ast year, on which the society earned an average of $180 per nenber
gross surpl us. There woul d be few extra expenses involved if the
soci ety had nore nenbers, and you estimate that about $100 extra net
surplus woul d be earned for every new nmenmber. You therefore wish to
avoi d any probl ems of payment or supplier shortage next year, so
that nore nenbers will be encouraged to join by this success which

t hose who have al ready joined are enjoying.

There were some short term storage problens | ast year and energency
storage had to be rented at a high cost at the | ast nonent. You
have obtai ned an estimate for enlarging the existing store to accom
nodate any likely increase in crop production, and the cost will be
$1, 500. This is an unusually favourable price, because the buil der
happens to have sone surplus material from another contract but you
cannot take advantage of this if the avail able cash is paid out to

menbers as dividend



Your relations with the bank manager are good, but he would like you
to pay off the overdraft as soon as possible. He will, of course,
be willing to extend overdraft facilities again this season if he is
satisfied with the way the anpbunt currently outstanding is dealt
Wi th.

The Co-operation Bank has recently announced their new credit scheme
for societies such as the DDS. They are willing to advance $9 for
every $1 the society retains fromthe surplus. You would like to
offer this service to your nmenbers but if nbpst of the surplus is
distributed there would be no noney left to lend to nenbers and thus

obtain bank support in the ratio of 9 to 1.

Your own sal ary, and the wages of your staff, were del ayed | ast year
because of the shortage of cash. You wish to prevent this happening

agai n.

You owe your job and your opportunities for advancenent to the Co-
operative Departnment of the Mnistry. The | ocal co-operative of-
ficer has made it clear that the departnent regards prudent finan-

ci al managenent as the nost inportant qualification for pronotion.



Session 4. 1
Sheet 7

Role Play - Committee Menbers' Brief

You are a conmittee nenber of the DDS and you are shortly to attend a
conmttee neeting in order to decide on the dividend proposal to be
presented to the AGM for 1982. You are a reasonably prosperous farner,

but not nmuch better off than the bul k of the nenbers of your society.

You are anxious to pronote the strength and growth of the society. In
this way you will, you hope, maintain the increase you have enjoyed in
your own incone and will also strengthen the status you enjoy as a com

mttee nmenber of a successful society.

You have seen the accounts and you are delighted that the surplus is
$3, 000, which is $1,000 nore than it has ever been. You know t hat
there is over $2,000 in the society's bank account, and you believe
that the society should pay a patronage bonus of 3% or $2,400. You
realise that the manager may wish to distribute rather I ess than this,
because he was the one who reconmended no dividend at all in previous
years. You would be willing, if pressed, to reduce your proposed divi-
dend to 22% or $2,000, but you feel that it would be very wong for
the society to distribute |less than two-thirds of the avail able sur-

plus. Your reasons may be summarised as follows:

A nunber of menbers were dissatisfied at the society's failure |ast
year to pay themon tinme, or to provide sonme necessary farm supplies
whi ch were needed. You feel that the nenbers' loyalty will be re

vived if they receive a substantial dividend to conpensate them for
their earlier difficulties.

The manager has on nore than one occasi on spoken of the need to re-
cruit new nmenbers, because extra crops and supplies could be handl ed
with little increase in expenses. On one occasion he nentioned the
soci ety mght expect to earn an extra net surplus of $100 for every
new nember recruited. You are sure that many of the farners who are

not yet menbers will join when they know that nenbers have received

a generous dividend.

As an influential person in the conmunity, you know of many menbers
who have severe financial problems. They often ask you to hel p, and
you know that if every nenber receives $3 for every $100 of business

they have transacted with the society they would be grateful to you

and able to solve sone of their inmediate problens.



A nunber of menbers, including yourself, have had to construct ener-
gency granaries on their farnms because the society's storage was
full and they could not take up all your crop when it was har

vest ed. You feel that the society should pay for the cost of this
construction. You appreciate that a direct refund woul d be inpos-

sible, but a generous dividend woul d cover sone of your costs.

You and many ot her menbers have opened savi ngs accounts with the so-
ciety in addition to your share capital subscription. You woul d
li ke to increase your savings, but you have no cash available. |f
you receive a generous dividend, you might put sonme part of it in

your savings account.

You have heard that some societies are |ending their nenbers noney
to cover the cost of seed and fertilizer. Nobody sai d anythi ng
about the DDS doing this, and you believe that nmenbers woul d prob

ably prefer a generous dividend so that they could pay for the farm

suppl i es thensel ves
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SESSION 4.2
EXPLAI NI NG FI NANCI Al STATEVENTS

hjective: To enable trainees effectively to explain the financia
condition of their societies to the conmittee and nmem
bers.

Iine 12 to 2 hours.

Material : Case Study "The Diagranmatic Farners Society" and ac-
counts from previ ous sessions.

Session @Gili de .

1) Renmind trainees of the previous session and of the decision

reached on dividend distribution by the manager and the com
mttee. The following material is based on a dividend of 14% on
sales, or $1,000, but wuse whatever percentage was generally

agr eed.

Ask trai nees how they would explain such a decision to a ful

meeti ng of menbers. Stress that the first task before attenpting
to explain anything to anyone is to try to decide what they wll
want to know. Lengthy expl anati ons about sonething in which they

are not interested bore people or make them suspi ci ous.

Ask trainees to suggest the kind of questions that ordinary mem
bers with no accounti ng know edge m ght ask. Not e suggesti ons

such as the follow ng on the chal kboard:

- How was the surplus earned?

- VWhy were crop prices not higher and some supply prices |ower

since the surplus showed that this would have been possi bl e?
-  How does this year conpare with other years?

- \What is going to happen to that part of the surplus which wll

not be distributed?



Ask each trainee to choose one question fromthose witten on the
chal kboar d. Allow trainees individually up to 30 m nutes to de-
cide how they will answer the question, and to make a rough sketch
of a diagram which they think would hel p. Ensure that al

trai nees have copi es of the accounts handout fromthe previous
sessi on. They shoul d assune that the education and literacy of

the menbers are at the same |evel as typical nenbers of their own

soci eti es.

I f possible, they should be given bl ank transparencies or flip-

chart.sheets on which to present their suggestions.

When trai nees have finished, ask a selected trainee briefly to
answer the question he or she has chosen, and to present the dia-
gram proposed on the chal kboar d/ CHP. Ask the remmining trainees
to list carefully and to comment on each expl anati on. Was it
clear, could a typical menmber have understood it, was it interest-

ing so that all nenbers would have paid attention?

Stress that:

- Explanations nust be hrief particularly to people with linted

educati on.
Expl anations nmust be sinple, and easy to understand

- Explanations nmust be interesting, anusing or provoking, in

order to attract people's attention.

Possi bl e answers, and di agranms, for the four questions suggested

in "1" above are as foll ows:

How was the surplus earned?

This "pie'" (circle, see next page) represents all the noney that
the society has received, $80,000 which our custonmers paid for
produce and the nenbers paid for farmsupplies. W have used the
noney in this way: $62,000 was paid to nenbers for produce and to
suppliers for farminputs, $15,6000 was used for running expenses,

and there is now $3,000 left as a net surplus.
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$15,000
(Expenses)

$62,000 Paid to
Members (for
crops) and to
Suppliers (for
farm supplies)

Why were crop prices not higher, and farm supply prices | ower,

since the surplus showed that this woul d have been possi bl e?

It is difficult to say exactly how nmuch we will be able to sel

your crops for, and exactly how nuch farm supplies will cost, and
nobody can tell what volune of crops nenbers will produce unti

after the harvest. The di agram shows that the surplus is only
very small when conpared with all our business. If we had taken
the risk and paid a few cents nore for your crops, or charged a
few cents less for farmsupplies, the surplus might very easily
have been turned into a | oss. (The sane di agram can be used to

show the small size of the surplus in relation to total sales.)

How did this conpare with other years?

The surplus was $2,000 in 1980 and $2,000 in 1981. This year it
was $3,000. No dividend was paid in 1980 or 1981, because we used
the surplus to expand our business and devel op the society. But
this year we are proposing that all the increase in surplus wll
be paid to nenbers in recognition of their loyalty. If nenbers
receive all the surplus, the society will never have the power to

hel p t hem



What is going to happen to that part of the surplus which is not
di stributed?

| amsure you will renenber the trouble we had | ast year because
stores were full. $1,500 will be spent to make the stores
| ar ger. We need to buy inproved seeds and fertilizer. The bank
will Iend us $9 for every $1 the society is willing to lend its

menbers, so we are preparing to use the rest, $500, for this pur-
pose. The bank will lend 9 x $500, that is $4,500, we shall then

have $5,000 to start a credit scheme next year. The di agram bel ow

shows what we hope to do.

Members

i

Loans

$ 5,000

Net surplus

Bank
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Divide trainees into groups and distribute the case study. Al ow
up to 45 minutes for conpletion of the assignment. If tinme allows
they shoul d be given | arge sheets of paper or OHP transparencies
on which to do their diagrans, but stress that the verbal expl ana-

tions are also vital.

Remi nd themthat their answers nust be brief, sinple and interest-

ing, and ensure that they only use presentation nmethods which are
available in their societies.

When they have conpl eted the assignnent, ask group representatives
to present their answers to the three questions. Each trai nee,
i ndividually, should "grade" the presentations of the other groups

for brevity, sinplicity and interest, on a scale of 1 to 4:

1 = Poor
2 = Adequate
3 = Cood
4 = Excellent

They should note their marks in the foll owi ng way:

Group A|{Group B{Group C|{Group D}--—----—j-———--ej-orm—m—
Br;;;;y 2 4 3 2
Simplicity 3 4 3 2
Interest 1 J 2 2
Total 6 12 8 6

After all presentations have been nade, each group should sum

mari se the marks its nenbers have given to the others.

Col l ect the marks together and add them together on the chal kboard
inasimlar format to the above. The "w nning" group with the

hi ghest total, may if appropriate be given some formof prize

Groups' suggestions will naturally vary. Their answers, and sone

possible illustrations, mght be as foll ows:



(a) "The tonnage of crops handl ed has increased by a half. The
cost dealing with the tonnage has increased only by a
third. I f operation costs had increased as much as the ton
nage, and had also increased in line with the increase in
the crop prices (as nmenbers' inconmes have), they would have
gone from $15, 000 to $25, 425. It is a good achievenent to
have kept $5,425 below this amount. The picture illustrates

the situation."

Tonnage 1981: 1,000 T Tonnage 1982: 1,500 T

LoOod
Himnn.
Himmn.
Himnnin
HiNminn

Operating Costs 1981: Operating Costs 1982:
$15,000 $20,000

© 0o | © ©

(b "The loan fund is for the continuing use of all nenbers who
wish to use it. Menbers do not think they are entitled to
break up or renove society's furniture just because they are
nmenbers, and the | oan fund bel ongs to everyone, and to no
individual in the same way. |If the present rate of default
continues, the funds will be reduced to |ess than $4,500 in
five years and under $2,000 in ten years. |f nenbers repay
pronptly, the funds will remain available for all nenbers
indefinitely. The di agram (see next page) illustrates the
way in which the fund will decrease if nenbers do not

i nprove their repaynent record.”
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(c) "Menbers have invested $5,000 in the society and the bank has
Il ent a further $15,000, nmeking a total of $20,000 in all.
The bank will only Ilend nore noney if nenbers put nore of
their noney in. This is only reasonabl e since nenbers get
hi gher incones if the society does well while the bank just
gets its interest. If the society fails, menbers |ose their
noney but so does the bank. Si nce the bank gai ns not hi ng
fromgood tinmes but | oses as badly as nenbers in bad tines,
they feel that menbers should share nore of the risk. The
bank has put in three tinmes as nmuch noney as nenbers, and
they are willing to continue this. $1 left in the society is

worth a total of $1 + $3 = $4 to the society and thus to
nmenber s. If it is distributed it is worth only $1.

Members'
Investment
$5,000

Bank's
Investment
$20,000

Stress that diagrans are no substitute for sincere attenpts to
under st and menbers', or commi ttee menber s’ reasons for
uncertainty or suspicion, and reasonabl e discussion. Sinple clear
di agranms can, however, nake it easier and quicker to explain the
financial situation to people who are unfamliar w th financial

i nfornmation.
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The Diagrammatic Farners Society (DES)

The nanager of the DFS was reasonably pleased with the results. The
total tonnage of produce handl ed had increased from 1,000 tons, worth
$150, 000 in 1981, to 1,500 tons, worth $250,000 in 1982. Operating ex-
penses had i ncreased from $15,000 to $20, 000, as ni ght have been ex-

pected, and the surplus has gone up from $2,000 to $3, 000

The only nmmajor cause for concern was the seasonal credit schene. The
society had in 1981 created a | oan fund of $10,000 with the help of a
grant. The whol e anbunt had been | ent out, at 10% i nterest which
covered the administrative costs but made no all owance for defaults.

15% of the borrowers had not repaid, and the nanager was taking strong

steps to recover their debts.

Menbers' share capital and surplus from previous years whi ch had not
been distributed ambunted to $5,000 at the end of 1981, and bank | oans
to $15, 000. The society needed to borrow a further $5,000 in 1983, to
pay for expansion plans, but the bank nanager had said that he woul d
only lend the society nore noney if nenbers increased their investnent

in the same proportion.

The society's manager had as a result of this pressure successfully
persuaded the conmittee to suggest that no dividend should be paid but
that the noney should be credited to nenbers' investnent in the so-

ciety.

The manager had tal ked briefly to a nunber of nenbers, and he had been
warned to expect suspicious or even hostile questions on three sub-

jects:

(a) Menbers were annoyed that the society's operatin; expenses had in-
creased by $5,000 in 1982. They were sure that waste, theft or

both were responsible.

(b) The menbers felt that the manager was wong to put so nuch pres-
sure on those who, through no fault of their own, had failed to
repay their |oans. Menbers knew that the loan fund was a gift to
t he society, which should not have to be repaid, so why should not

t hose who were unfortunate not be allowed to retain the noney?



They felt, in any case, that the society's nmanager had no right to

threaten nenbers with expul sion or even | egal action.

(¢c) The nenbers wanted all the surplus, or as nuch as regul ati ons
allowed, to be distributed as dividend. They considered that the
noney was theirs, and there was no reason why they should not have
it.

The nanager realised that he would have to prepare his answers to these
questions very carefully. Most nenbers were illiterate or poorly edu-
cated, and the manager thought he should al so prepare sone sinple dia-

grams if these would help himto explain the position to the nenbers.

Assignment

Advi se the manager on how he should deal with the three expected types
of questions. Produce a sketch of any diagranms you woul d propose to

support his explanation.
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SESSION 4. 3
SQURCES AND APPI | CATI ONS OF MONFY
hjective: To enabl e trainees to prepare, use and expl ain state-
ments of the sources and uses of noney in a co-operative
soci ety.
Tine: 2 to 3 hours.
Material - Handouts 1 and 2.
. i d
1) Remind trainees of Sessions 2.1 and 2. 2. Al the inportant
"assets" and "liabilities" fromthe bal ance sheet were covered, so

that trainees should be able to use the noney already in the so

ciety and external sources of noney in the nost efficient way.

The results of good financial nmanagenent of this sort can be seen
in the bal ance sheet, but actual changes in sources of nobney, and
the way it is used, can only be seen by conparing bal ance sheets
fromtwo different tines. The purpose of this session is to show
how it is possible to prepare a statenent which describes how
noney has noved in the society, or howit is planned that noney

shoul d nove.

Wite the two following sinplified balance sheets on the chal k-
boar d/ CHP. Ask trainees to conpare them and to say what changes
have taken place in the way noney is used, and where it has cone

from during 1982.

XYZ Saciety Balance Sheet 31 Decenber 1981

Assets $ Liabilities $
Cash and Bank Bal ance 2, 000 Accounts Payabl e 2,000
Accounts Recei vabl e 2,000 Loans 5, 000
Pl ant and Equi pnent 6,000 Menbers' Capital 3,000

Tot al 10, 000 Tot al 10, 000



XYZ Saociety Balance sheet 31 Decenber 1982

Assets $ Liabilities $
Cash and Bank Bal ance 500 Account s Payabl e 1, 000
Account s Recei vabl e 2,500 Loans 6, 000
Pl ant and Equi pnent 8, 000 Undi stri buted Surplus 1, 000

Menbers' Capital 3,000

Tot al 11, 000 Tot al 11, 000

Ask trainees to |ist the changes in each item which have occurred

during the year:

- Cash and Bank Bal ance has decreased by $1, 500.
- Accounts Receivabl e have increased by $500.

- Plant and Equi prent have increased by $2, 000.
- Accounts Payabl e have decreased by $1, 000.

- Loans have increased by $1, 000.
- Undistributed Surplus has increased by $1, 000.

- Menbers' Share Capital is unchanged.

Show t hat some of the.changes are new i nvest nents, or ways of
using noney. More equi pnent has been bought, and sone of the sup-

pliers' bills have been paid

QO hers are ways in which the society has obtained the noney, or
sources . More noney has been borrowed fromthe bank, and a

surplus has been earned and retained in the society.

Stress that if cash is increased, this too is a use of noney
since noney has been put in the bank, or the cash box, rather than
being used in any other way. Simlarly, reduction in cashis a

source, since noney is taken out and spent on sonething.

Ask trainees to go through the |list of changes and deci de which

are uses of noney and which are sources of noney.

Trai nees should identify each of the changes in the XYZ Society's

bal ance sheet as foll ows:
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Cash decrease is a source of noney (less noney is in cash or

t he bank).

Accounts Receivable increase is a use of noney (nobre noney has

been "lent" to customners).

Pl ant and Equi pment increase is a use of noney (the society has

bought nore plant and equi pnent).

Accounts Payabl e decrease is a use of noney (the society has

paid nore of its bills).

Loan increase is a saurce of noney (the bank has lent nore

noney) .

Undi stributed Surplus increase is a source of noney (surplus

has been earned and has been retained in the society).

Ask trainees to total the uses and the sources, separately:

Uses $ Sources $

Accounts Receivabl e increase 500 Cash decrease 1,500
Pl ant and Equi prent i ncrease 2, 000 Undi stributed Surplus 1,000
Accounts Payabl e decrease 1,000 Loan i ncrease 1,000
Total Uses 3, 500 Total Sources 3,500

Stress that the two colunms nust bal ance, because the statenent
says two things about the sane anount of noney; how it has been

used and where it has cone from

Ask trai nees whet her they have ever been asked why a profitable

soci ety does not necessarily have nore cash

Show how the XYZ soci ety exanpl e denpbnstrates why a $1, 000 un-
di stributed surplus does not necessarily lead to an increased
anmount of cash.  The noney is quite properly used in other ways,

whi ch thensel ves enable the society to earn still nore surplus.

This type of analysis can be used:

To show how nmoney has been used in the past, and where it has

cone from



To plan how noney will be used, and from what sources it wll

cone in the future

Distribute Handout 1 and allow trainees up to ten mnutes to com
plete the first part. This should confirmtheir understandi ng of
the effects of different types of changes on bal ance sheet itens.
Ask sel ected trai nees to suggest and explain answers for each of
the ten itens, and ensure that all trainees understand why answers

are as follows:

1) Source 6) Use
2) Use 7) Source
3) Source 8) Use
4) Use 9) Use
5) Use 10) Source

Ask trainees how a decrease in plant and equi pnment can be a source
of noney, even if no plant and equi pnent has been sold. Wy does
t he value of plant and equi pnent on the bal ance sheet go down,

over time, even when no equiprent is sold?

An al | owance for depreciation, or a reduction in value because
of use, is deducted from plant and equi pment in order to cover

the repl acenment cost which is necessary.

Ask trai nees whether noney is actually paid out to anybody when
machi nery i s depreci at ed. Does any financial transaction actually

take place?

- Depreciation is an Loaginary expense. No noney actually |eaves
the society, as it does for any other type of expense. It is
neverthel ess necessary to make sone all owance for the cost of

usi ng equi pnent which | asts a nunber of years.

- Depreciation is thus in a sense a source of nmoney, in that pro-
fits are reduced by depreciation but no noney actually | eaves
the society. The anmount has to be "added back" and depreci a-

tion is therefore a source

The very sinple statement of sources and uses of noney which was

produced for the XYZ Society was a statenent and expl anati on of
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what had happened in the past. Managers are nore interested in
what will happen, and this formof statenment can al so be used to

assist in planning the future novenents of noney in a society.

Allow trainees up to 15 mnutes to study the rather over-sinpli-

fied probl emwhich is described in Part B of the handout.

Elicit the following stages in the solution of the problem and
ensure that all trainees understand the calculation and argunent.

- Cash can be reduced by $1,000 to $1,500, this is a source.

- Undistributed surplus will produce a further $2,000, this is a
source.

- This nmakes a total of $3,000 fromthe two obvi ous sources.

- The bank | oan has to be reduced by $4,000, this is a use, and
is $1,000 nore than the obvi ous sources. A further source(s)

of $1, 000 nust be identified.

- Possibilities include:

- Refusing all credit facilities to custonmers, thus releasing

$500 from accounts receivable, and

- asking suppliers to allow $500 nore credit to the society,

t hus making up the needed $1, 000.

O
- Ask nmenbers to contribute nore share capital by reinvesting
their dividends, thus producing a sum of $1, 000.
O
- Selling sone part of the plant and equi pnrent which nmay not
be fully utilised, or can be replaced by rented equi pnent,
to produce the sum of $1,000.
The actual decision will probably be a conbination of a nunber of
sources, and will depend on circunstances, but analysis of the

bal ance sheet has reveal ed the alternative avail able. A possible
statenment of the proposed sources and uses of noney during 1983 is

as follows:



Sources $ Uses $

Reduce Cash 1, 000 Reduce Bank Loan 4,000

I ncrease Undi stri buted

Sur pl us 2,000
I ncrease Accounts
Payabl e 500
| ncrease Menbers'
| nvest nent 500
Total Sources 4,000 Total Uses 4,000

Ask trainees to draw up a forecast 1983 bal ance sheet which would

result fromthis progranme of novenent of noney. Their answer

shoul d be:

: $ abiliti 3
Cash 1, 500 Account s Payabl e 1, 500
Accounts Receivabl e 500 Loan 2,000
Pl ant and Equi pnent 8, 000 Menbers' Share

Capit al 3, 500

Undi stributed Surplus 3,000
Tot al 10, 000 Tot al 10, 000

Ask trainees what is forecast to happen to the total anpunt of
noney involved in the society. Wl the society be "worth" nore
or less at the end of 1983 than at the end of 19827

The society's total value will have decreased by $1, 000 from
$11, 000 to $10, 000. Does this indicate that the society has not

been successful ?

Stress that the total value of noney enployed in the society is
| ess inportant than the anount of nenbers' noney, originally in-
vested by themor left in rather than being distributed as divi-
dend. wWhat is forecast to happen to this part of the "val ue" of

the society?
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Menbers' investnent will increase from $4,000 ($3,000 + $1,000) to
$6, 500 ($3, 000 + $3,500). This is the best indicator of the

growh of the society, and of its ability to finance its own op-
erations rather than dependi ng on banks, suppliers or other ex-
ternal sources which cannot be relied upon to maintain their sup-

port in difficult tines.

Di stribute Handout 2 and allow trainees up to 30 mnutes to com
pl ete the assi gnnent. Ask a trai nee who appears to have produced
a correct statement of the sources and uses of the noney of the
Fl owi ng Society during 1982 to present his analysis and to explain
the situation to the rest of the trainees as if they were nem

bers. The statenent should be as foll ows:

Sources $ Uses $
St ock reduced by 200 Cash increased by 100
Account s Payabl e Accounts Recei vabl e
i ncreased by 100 i ncreased by 100
Undi stri buted Surplus Pl ant and Equi pnent
i ncreased by 300 i ncreased by 100

Overdrafts reduced by 300
300 600

Ensure that all trainees have the correct figures or understand

why they have not.

The manager's expl anations should be in sinple ternms, and should
be based on the statenment above. Menbers shoul d be nade to under-
stand that the $300 surplus which was not distributed in the form
of dividend has been used to pay off part of the bank |oan. A
further $100, however, has becone avail abl e because suppliers have
granted the society nmore credit, and this neans that the total

amobunt owned has increased by $100. The val ue of menbers' own in-
vestnment in the society has increased by the full $300 of the sur-

pl us

If tinme allows, ask trainees to construct simlar statenents of

sources and uses of noney from successive bal ance sheets of their
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own or other co-operative societies, and to forecast the sources

and uses and future bal ance sheets fromthe current financi al
years.

Stress that this formof analysis is a very val uabl e tool

To explain accounts to comittee nmenbers, staff and the nmenbers
as a whol e

To assi st the manager to understand past changes and to plan

future novenents of noney nore effectively.



A

B)

St at e whet her
bal ance sheets is a source or a use of noney:

1)

10)

If loans increase, this is a source of noney.

If land and buildings increase, this is a use of noney.

Decr ease i

| ncrease i

| ncrease i

Decrease i

Decr ease i

| ncrease i

Decr ease i

| ncrease i

Decrease i

| ncrease i

n

cash

pl ant and equi pnent

undi stri buted surplus

accounts payabl e

nmenbers' savings deposits

accounts receivable

pl ant and equi pnent

I and and bui | di ngs
overdraft
nmenbers' share capital

each of the follow ng types of changes between

Sour ce/ Use

Sour ce/ Use

Sour ce/ Use

Sour ce/ Use

Sour ce/ Use

Sour ce/ Use

Sour ce/ Use

Sour ce/ Use

Sour ce/ Use

Sour ce/ Use

The manager of the XYZ society exani ned his bal ance sheet for 31st
Decenber 1982:



B) The manager of the XYZ society exami ned his bal ance sheet for 3lst

Decenber 1982:

Assets $ Liabilities $
Cash 2,500 Accounts Payabl e 1,000
Accounts Recei vabl e 500 Bank Loan 6, 000
Pl ant and Equi pnent 8, 000 Undi stributed Surplus 1, 000

Menbers' Share Capital 3,000

Tot al 11, 000 11, 000

The Governnent had just inmposed a credit squeeze, and the bank had told
the manager that the | oan nust be reduced to $2,000 by the end of
1983. The soci ety needed a mini numof $1,500 in cash to pay for day-
to-day operations, and the manager antici pated that the society would
earn a surplus of $3,000 in 1983. $1,000 of this would have to be dis-
tributed as dividend to satisfy nenbers who were inpatient for sone re-
ward for their loyalty and patience. He wondered how he woul d be able

to reduce the |l oan as the bank manager denmanded.

Assignment .

Advi se the nmanager of XYZ Society as to how he m ght reduce the | oan
and draw up a proposed statenent of sources and uses of noney for the

conmi ng year, together with forecast bal ance sheet for 31 Decenber 1983.
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The bal ance sheets for the Fl owing Co-operative Society (FCS) for the

end of 1981 and the end of 1982 were as foll ows:

Bal ance Sheet for FCS 31 Decenber 1981

Assets $ Liabilities $
Cash and Bank Bal ance 100 Accounts Payabl e 200
Accounts Receivabl e 300 Overdraft 500
St ock 400 Undi stri buted Surplus 700
Pl ant and Equi prent 600 Menmbers' Share Capital 1, 000
Land and Bui |l di ngs 1,000

Tot al 2,400 Tot al 2,400

Assets $ Liabilities $
Cash and Bank Bal ance 200 Account s Payabl e 300
Account s Recei vabl e 400 Overdraft 200
St ock 200 Undi stributed Surplus 1, 000
Pl ant and Equi prent 700 Menbers' Share Capital 1, 000
Land and Bui |l di ngs 1,000

Tot al 2,500 Tot al 2,500

The menmbers of the FCS were showing a growing interest in the way their
society was run, and in particular the financial aspects. When t hey
asked the manager at the Annual General Meeting to tell them what had
happened during the year, he reni nded themthat the society had sold
$5, 000 worth of produce, and that they had received a bonus of $200.

The remai ning $300 of the surplus was being reinvested in the society.

The nenbers were not content with this, however. "How had the $300
been used?" they asked. The nanager showed them the bal ance sheets,
but this only nmade them nore suspicious. "Look", they said, "you say
that $300 has been re-invested but even sinple farmers |ike us can see
that the final total value of the society has only increased by $100
from $2,400 to $2,500. Sonething fishy is going on".
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Eventual ly the chai rnman qui etened the neeting down. He promi sed that
t he manager woul d produce a statenent explaining the difference between

the two bal ance sheets and showi ng them exactly how the society's posi-
tion had changed during the year.

Assi gnnent

Prepare a statenent which explains in sinple words exactly how noney

has noved into, out of and within the FCS during 1982.
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financial problems
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~Session 5.1  The Society Doctor
Session 5.2 Bankruptcy
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SESSION 5.1
TIHE SOCIFTY DOCTOR
(bjective: To enable trainees to appraise the financial results of
"sick" co-operative societies, and to recomend appr o-
priate inprovenents
Tine: 2 to 3 hours.
Material Case Study "The Sick Societies".
Session Giide
1) Ask trainees to estimate the proportion of co-operative societies

in the country which earn a surplus for their menbers. The exact
figure is probably not available in any published statistics, but
in sone countries the majority of agricultural societies are
| osi ng nmoney, or are only sustained by open or conceal ed subsidi es

whi ch can be withdrawn at short notice.

Ask trainees to suggest reasons for this state of affairs. Elicit

factors such as:

- Drought, floods or other climatic factors.
- Lowinternational prices for cash crops.

- Menbers' disloyalty.

- Menbers' failure to repay |oans

- Governnent policies which "squeeze" or even elininate the mar-
keting margi ns between farmprices and selling prices on which

soci eti es must survive.

- Shortages of fertilizer and other farminputs on which nenbers

rely.

- Failure of nonopoly custoners such as marketing boards to pay
their bills on tine.

- I nadequate supply of conpetent staff.
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Al'l these reasons have one thing in comon. They are the fault of

factors other than the nmanagers of the societies thenselves

Stress that it is only human nature to bl ame circunstances or
peopl e over which we have no control. Minagers who are dissatis-
fied with the performance of their societies wish to believe that

the fault is not their own.

Ask trai nees to suggest managenent errors, and in particular
fi nanci al managenent errors, which make nany co-operative socie-
ties performeven |less effectively than necessary, and which could
be inproved. They should draw on the material already covered in

previous sessions, and their suggestions m ght include:

- Ganting credit, or loans, to unsuitable customers or menbers
- Failure to recover noney due to the society fromits customners.

- Failure to explain financial statenents clearly to nenbers,

staff or the comittee

- Accumul ati on of excessive stocks of slow noving equi pnent or

underused machi nery.

Failure to plan the novenment of noney, to make a forecast and

prevent cash shortages.

- Excessive reliance on | oans as a source of finance.

Stress that ignorance of balance sheets, financi al ratios,
financial statements of sources and uses of funds, or cash fl ow
forecasts is not itself a problem These techni ques are only of
any value if they are used to avoid the financial managenment weak-

nesses which are suggested above

Present sinple bal ance sheets such as the foll owing on the chal k-
boar d/ OHP. Al low trainees 15 minutes to draw up a statenent of

the sources and uses of funds in the society during 1982
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Bal ance Sheet for ABC Society, 31 Decenber 1981

Assets $ Liabilities $
Cash and Bank Bal ance 500 Accounts Payabl e 500
Account s Receivabl e 2,500 Loan 6, 500
St ocks 3, 000 Menmbers' Share Capital 3, 000
Land and Bui | di ngs 4,000

Tot al 10, 000 Tot al 10, 000

Bal ance Sheet for ABC Society, 31 Decenber 1982

Assets $ Liahilities $
Cash and Bank Bal ance 1,500 Accounts Payabl e 500
Account s Recei vabl e 1,500 Loan 6, 500
St ocks 2,000 Menbers' Share Capital 2,000
Land and Bui |l di ngs 4,000

Tot al 9, 000 Tot al 9, 000

The sources and uses of funds statenent should read as fol |l ows:

Sources $ Uses $
Reduction in Accounts
Recei vabl e 1, 000 I ncrease in Cash 1,000
Reduction in Stocks 1, 000 Loss and consequent
reduction in Menbers'
Share Capital 1,000
Tot al Sources 2,000 Total Uses 2,000

Ask trainees to conpare the two bal ance sheets for the ABC
Soci ety. VWhich is nore likely to be nore "confortable" for the

manager, and is less likely to suffer froma cash crisis?

- The cash bal ance on 31 Decenber 1982 is $1, 000 hi gher than the

year before, although the society suffered a | oss during 1982

Ask trainees to explain the apparent paradox. A society which has
| ost noney during the year has nore cash at the end of that year

Is this likely to occur?



. If a society sells goods on credit, and the volunme of business
i s shrinking, the amount owed by custonmers will decrease as re-
paynments from | ast year's business come in, but are not re-
pl aced by, new bills fromthis year's business. Increased cash

is often associated with reduced volume and the resulting |oss.

Ask trainees to suggest how the bal ance sheet for the ABC Society

m ght appear if it lost $2,000 in 1983 because of shrinki ng busi -
ness, and the follow ng changes in assets al so took place:

Account s Recei vabl e decreased by $500 as bills were paid and

not repl aced.
St ock went down by $1, 000
The society sold surplus land for $1, 000.

The bal ance sheet would be as foll ows:

Bal ance Sheet for the ABC Society, 31 Decenber 1983

Assets $ Liabilities $
Cash and Bank Bal ance 2, 000 Accounts Payabl e 500
Accounts Receivabl e 1, 000 Loan 6, 500
St ocks 1, 000 Menmbers' Share Capital nil
Land and Bui | di ngs 3,000

Tot al 7,000 Tot al 7,000

Trai nees should note that the society has even nore cash after a
further year of |osses. The Menbers' Share Capital is now worth
not hi ng, but the society could still pay off part of the bank |oan

W t hout enbarrassnent.

Cearly the same process could be continued so that the Menbers
Share Capital was worth | ess than nothing, but the cash bal ance

coul d be mmi ntai ned or even increased

Stress that | osses and declining business are not necessarily as-

sociated with cash cri ses. If a society such as the ABC Society

has no proper systens for calculating the surplus or |oss, or pro-
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duci ng a bal ance sheet, nmnagenent and nenbers mnight believe that

they were doing well.

Distribute the case study and allow trainees up to 20 mnutes in-
dividually to conplete the assignnent for The First Society. | f
suitabl e data can be obtained, it is far nore effective to use
real exanples fromlocal societies, rather than the case study
provi ded. Real bal ance sheets and operating statements can be
sinmplified, and may have to be di sqgui sed. The case study can be

used as a nodel but the figures should if possible be replaced.

Ask for suggestions:

Part A

Answers nmay be expressed in different ways, but the fundanental

point is that total expenses have increased by 59% over 2 years,
but total revenue has increased by only 14%

Trai nees shoul d not neglect inflation. Revenue has in fact de-
creased in real terms. Introduce if necessary the difference be-

tween "real" increases and increases which have been produced by
inflation, by asking whether the increase in produce sales from
$75,000 to $80,000 really is an increase at all, Inflation at 10%
per year woul d have increased sales from $75,000 in 1980 to
$82,500 in 1981 and $90, 750 in 1982, wi thout any increase in rea

volume at all.

Trai nees should al so identify major causes of increased expenses.
Sal ari es and postage, tel ephone and stationery have both nore than
doubl ed whereas wages and transport have remai ned nore or |ess

constant in real terns.

Part B
Possi bl e i mprovenents ni ght include:
Reduction in the nunber of salaried staff and/or salary |evels.

Budget for wages, transport, tel ephone and stationery to ensure

that they remain in line with the volume of business.

Attenpt to increase trade by encouragi ng extra busi ness per

menber and/or recruiting new nmenbers.
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Part C:
Answers may i ncl ude

Check on legally inposed farmgate prices and society selling
prices. Have increases in these been kept well below the rate
of inflation, so that volune has in fact increased in rea
terms? (This would not in itself totally explain the problem
si nce expenses have increased by far nore than inflation, but

it would account for sone part of it.)

Fi nd out whether sal aries have been statutorily increased at a

faster rate than inflation, or staff nunbers have been in-
creased because of administrative increases in society estab-

i shments inposed by central authorities.

Check on postal and tel ephone charge increases.

All ow trainees 20 mnutes to conplete the assignnent for The

Second Soci ety.

Part A

Her e expenses have increased by less than 9% in 2 years, which is
a major decrease in real terns. Total sal es have increased by
only 3z% but the total cost of what was sold has gone up by over
5% This means that the gross surplus has gone down by over 10%

whi ch nmeans a decline of over 30%in real ternms if the 2 years in-

flation of 20%is taken into account.

Part B
Possi bl e recommendati ons m ght incl ude
- Increase selling prices and/or reduce prices paid to members.

- Prevent | eakages to ensure that all crops and requisites which
are bought by the society are in fact delivered to and event-

ual ly sold by the society.

- Redirect crop and requisite marketing activities towards itens

wi t h hi gher gross margins.

Part C.

Suggesti ons may i ncl ude:



6)

Session 5.1
Sheet 4

I nvestigate official pricing policy for crops and requisites,
to find out whether narketing societies are being "squeezed" by
official policies which attenpt to satisfy farnmers by paying
hi gher prices and consuners by chargi ng | ow ones, but do not

al l ow for marketing costs between the two.

Allow trainees up to 20 mnutes to conplete the assignnent for
The Third Society.

Part A

Here the problemis a 12% decline in sales over 2 years, rather
than a decrease in the gross margi n percentage. Expenses have
i ncreased by 16% over 2 years, which is less than the rate of in-
flation, but they should have decreased in line with volune if the

surplus was to be naintained

Part B:

Reconmendat i ons may i ncl ude:
Assi st nenbers to grow and mar ket nore produce.
Recruit new menbers.

Encourage greater sale of requisites by selecting the right

products' and pricing and pronoting them properly.

- Inprove nenbers' loyalty by providing a better |evel of service
rather than appealing to their "better nature" or threats of

conpul si on.

Part C:
I[tems of information may include:

- Investigate the trend in nenbers' use of alternative outlets
for their crops and supply sources for requisites, and exam ne

the cause of this "disloyalty".

- Conpare nmenbers' production and requisite use with national or

regi onal data. If long termclimatic or market changes appear
to be affecting volune, investigate the possibility of intro-

duci ng new crops.

Rem nd trainees of Session 1.4, where they dealt with financial

ratios. Point out that in this exercise the bal ance sheets have



been onmitted in the interest of sinplicity. Rem nd trainees of
the ways in which figures fromoperating statements such as those
given for The Sick Societies can be conpared with bal ance sheet

figures in order to obtain informati on on perfornmance in areas

such as

- Speed of recovery of custoners' or nenbers' debts.
- Turnover of stock of crops or farm supplies.
- Use of suppliers' credit as a source of capital

- Menbers' willingness to support their own society through share
capital and re-investnent of surplus rather than withdrawal in

the form of dividends.

Stress that managers must keep up-to-date records in order to be
aware of | osses or reduced surpluses as soon as they occur, and be

able to pin-point the reasons for the trouble.

Ask trainees to give the dates of their latest audited trading ac-
counts, and any informal but nevertheless reliable figures. Are
they sufficiently recent to be a guide to nmanagenent, or do they
nerely describe events which took place so | ong ago that not hing

coul d be done to renedy whatever caused the problen?

Stress that even if audited figures are not avail able, every so-
ci ety manager should have a tradi ng account and bal ance sheet at
nost three nonths after the end of each year at the very |east,
and sinpler figures should be available at | east quarterly, one
month or |less after each quarter. If trai nees do not have ac-
counts as recent as this, stress that nore and better trained ac-
countants are not necessarily the reason. Managers thensel ves
shoul d keep in touch with clains of sales and costs on a daily,

weekly and nmonthly basis.

Remi nd trainees that there are three stages which nust be invol ved

if accounts are to be of any val ue:

(a) Accounts nmust be prepared, correctly and on tine.

(b) Accounts nust be analysed and conclusions drawn.
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(c) Action nust be taken to renmedy whatever deficiencies are
i dentified.

Unless all three stages are conpleted, the preparation and anal y-

sis of accounts are a total waste of effort.

Remind trainees that there are no standard rati os. Each society's

situation nust be judged on its nerits

Ask trainees whether there is any single rule by which a society's
figures can be evaluated.  How does a co-operative society differ

froman ordinary comercial enterprise in this way?

- Aprivate investor can ultimtely evaluate his business by com

paring the return on his nmoney, (including his own earnings if
he cannot obtain enpl oynent otherwi se) with what a bank woul d

pay as interest on the sane sumon deposit.

A co-operative society nmay provide services to its nenbers
whi ch are ot herw se unavail able, so that the surplus, or mem

bers' return on their investnent, is of little significance.

A society's perfornance can therefore only be judged by anal ysis

of its accounts and faniliarity with its operations.
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The Sick Societies

The Regi strar of Co-operative Societies has identified a nunber of so-
cieties which are, according to accounts, |o0sing noney. The nenbers
and t he nanagenent of each society are anxious to renedy the situation,
but they need advice as to what they should do. Inflation in the

country is running at about 10% per year.

You are a consultant on Co-operative Managerment, and the Registrar has
sent you sone brief details about each of the societies. He has asked
you to study themand tell him

(A) What you believe to be the problen(s) in each society.

(B) What renedy you propose.

(O Wwhat further information you require before confirming your views.



The First Society

The tradi ng accounts for

1981 and 1982 are as foll ows:

liem

Sal es of Produce

Paid to Menbers
for Produce

G oss Surplus
on Produce

Sal es of Requisites
Cost of Requisites
Gross Surplus

on Requisites

Total Gross Surplus

Expenses:

Management Sal ari es
Wages

Tr ansport

Rent

Post age, Tel ephone
and Stationery

I nt erest

Total FExpenses

Net Surplus/lass

1980
$ %

75,000

63,000

30, 000

3,500

4, 000

4, 000

500

600

10, 000

5, 000

15, 000

13, 800

1,200

the First Society for

the three years 1980,

¥

80, 000

69,000

32, 000

5,900

4, 400

4, 500

500

900

11, 000

5,200

16, 200

(

17,500

1, 300)

1982
$ %
85, 000
73.500
11, 500
35, 000
29,500
5, 500
17, 000
8, 300
5, 500
5, 000
500
1, 300
1.400
22,000
(5, 000)


ana

ana

ana

ana

ana

ana
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The Second Society

The tradi ng accounts for The Second Society for the three years 1980,
1981 and 1982 are as foll ows:

ltem 1980 1981 1982
$ 9 $ 3 $ %
Sal es of Produce 115, 000 118, 000 120, 000

Paid to Menbers

for Produce 107,000 110, 000 111,900

Gross Surplus

on Produce 8, 000 8, 000 8, 100
Sal es of Requisites 38, 000 38, 200 38, 500

Cost of Requisites 30, 000 31,500 32,300

G oss Surplus

on Requisites 8, 000 6, 700 6, 200
Total Gross Surplus 16, 000 14, 700 14, 300
Expenses:

Managerent Sal ari es 4, 500 4,700 5, 000

Wages 4,300 4,800 5, 200
Transport 4,200 4,200 4,100

Rent 1, 000 1, 000 1, 000

Post age, Tel ephone

and Stationery 700 700 700
I nt er est 800 800 800
Total Expenses 15, 500 16, 200 16, 800

Net Surplus/loss 500 (1, 500) (2, 500)



ana

ana

ana

ana

ana

ana

ana

ana

ana


The Third Society

The tradi ng accounts for

1981 and 1982 are as foll ows:

Liem

Sal es of Produce

Paid to Menbers
for Produce

Gross Surplus
on Produce

Sal es of Requisites
Cost of Requisites

G oss Surplus
on Requisites

Total Gross Surplus

Expenses:

Managenent Sal ari es
Wages

Transport

Rent

Post age, Tel ephone
and Stationery

I nt er est

Total Expenses

1980
$ 3

150, 000

60, 000

45,000

5, 800
8, 500
17,000

1, 400

1, 300

23, 000

15, 000

38, 000

36, 000

(2,000)

The Third Society for

$ 3

135, 000

57, 000

43,000

6, 400

9, 600

17, 800

1,500

1,400

20, 500

14, 000

34, 500

39, 000

(4, 500)

1982
$

130, 000

54, 000

40,500

7,000

11, 400

18, 500

1,500

1,400

$

the three years 1980,

19, 500

13, 500

33, 000

42,000

(9, 000)


ana

ana

ana

ana

ana

ana


Sheet 1
SESSION 5. 2
BANKRUPTCY
hjective: To enabl e trai nees to recogni se bankruptcy and to dis-
pose of the assets of a bankrupt society as efficiently
and equitable as is possible.
Time: 11/2 to 2 hours.
. . i de
1) In certain countries, the Governnment policy of subsidising farners

may protect co-operative societies from going bankrupt. Banks nay
never demand repaynent of |oans, and para-statal suppliers nmay ex-

tend indefinite credit.

Stress that co-operatives - possible subsidies apart - night be
exposed to the same economic realities as any other enterprise.
Trai nees nust therefore | earn how to avoi d bankruptcy, and how to

deal with it if it cones.

Ask trainees what they understand by the term "bankruptcy". They
may use words such as "broke". Present the follow ng bal ance
sheet on the chal kboard/ CHP and ask trai nees whether or not they

show bankrupt societies:

(a) Ihe No Hope Society

Assets $ Liabilities $
Cash - Account s Payabl e 500
Accounts Receivable 400 Overdraft 900
St ock 1, 000 Long Term Loans 2,000
Equi pment 3,000 Undi stri buted Surplus -
Land and Bui | di ngs = Menmbers' Share Capital 1,000

Tot al 4,400 Tot al 4,400



ana

ana


Assets $ Liabilities $
Cash 100 Account s Payabl e 500
Accounts Recei vabl e 200 Overdraft 500
St ock 200 Long Term Loan 1,200
Pl ant and Equi pnent 1, 500 Menbers' Loan Accounts 400
Land and Bui | di ngs 1, 000 Menbers' Share Capital 500

3,600

Less ' Accunul at ed Losses 600
Tot al 3, 000 Tot al 3,000

Trai nees will probably suggest that both societies are indeed

bankrupt. Ask themfor their reasons, which may include:

The No Hope Saciety
- There is no cash at all

- Al the surplus appears to have been distributed to nmenbers, if

any surplus had ever been earned.

- Long termloans and overdraft exceed nenbers' share capital by
alnost 3 to 1 ($2,900/ %1, 000) .

The Despair Society

- Current l[iabilities exceed current assets by 3 to !
(1, 500/ $500).

Members' share capital is actually negative.

Ask trai nees whether their own, or npbst co-operative societies,
have day-to-day figures so that their managers know what position
they are in. If not, how do they know that they are in fact bank-

rupt until long after the event?

Stress that neither of these societies is necessarily bankrupt.

The society is bankrupt only when it cannot neet its obligations.
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Ask trainees to suggest what night happen to nean that the society

was in fact bankrupt.

- Suppliers mght call for their bills to be paid.
- The bank m ght w thdraw overdraft facilities.

- Menbers might wish to withdraw their deposits.

A society may be in a condition which would nake it bankrupt if
sonething of this sort happened, but wuntil this happens the so-

ciety can survive.

Ensure that trainees appreciate the difference between "insol -

vency" and "bankruptcy":

- An insolvent society could not pay its bills if all the people
and institutions to which it owes noney were to denand repay-
ment, within their rights, at the sane tinme. Society "E" in

Session 1.4, is insolvent but not yet bankrupt.

- A bankrupt society has failed to repay legitimte demands, and
the creditor has refused to allow further delay and has handed

the case over for legal action.

Ask trainee's to suggest what m ght be the bal ance sheet of a typi-
cal commercial or co-operative bank. If possible, obtain a set of
publ i shed accounts froma | ocal bank and summari se these on the

chal kboar d. Typi cal figures, very nuch sinplified, mght be as

foll ows:
TIhe ABC Co-operative Bank
Assets $m liahilities $m
Cash 5 Accounts Payabl e 1
Gover nment Securities 10 Custonmers' Current
Account s 34
Overdrafts lent to
Cust oners 30 Custonmers' Deposits 40
Long Term Loans to Undi st ri buted Surpl us 15
Cust oner s 40 ]
) Share Capital 10
Account s Recei vabl e 3
Equi pnent 2
Land and Buil di ngs 10 e

Tot al 100 m Total 100 m



ana

ana

ana


Ask trainees what would happen if all the custoners withdrew their

current accounts on one day, as they are perfectly entitled to do:

The bank would have to find $34m Cash would yield $5m an
i nmredi ate sal e of Governnent securities a further $10m If the
bank could not raise a further $19mimediately it would be

bankr upt .

Ask trainees why banks do not very often go bankrupt:

Custoners do not choose to withdraw all their noney all at
once, and the ampbunt of noney "lent" to the bank in the form of

current accounts and deposits remains nore or |ess stable.

Why m ght customers suddenly decide without warning to w t hdraw

thei r noney?

If they | ost confidence in the bank, and cane to believe that
their money mght be lost if it was not very quickly
wi t hdr awn. Banks survive because of custoners' confidence. |If
they | ose confidence, they are proved correct because their

| oss of confidence actually "bankrupts" the bank.

Banks are an extrene case. Ask trainees whether typical co-opera-

tive societies, including their own, which are not in the condi-
tion of the No Hope or the Despair Societies, would in fact

survive if:

- Suppliers withdrew their credit facilities w thout notice and

want ed i nredi at e paynent.
-  The bank w thdrew short | oans w thout notice.

- Menbers withdrew their deposits w thout notice.

Stress that all these actions mght be conpletely legal. If they
al |l happened at any one tine, however, few societies would be able
to find the necessary cash, they woul d be unable to nmeet their ob-

l'igations and woul d be bankrupt.
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Few co-operative societies have as good an "inage" of financia
stability as nost banks. Many suppliers, banks and even nenbers
are not fully confident of their strength. Wiy is it then that
the individuals and organi sations to which societies owe their
current liabilities do not nore frequently demand paynent

together, and at short notice, thus "breaking" the society?

- They should, if they are thensel ves good fi nanci al nmanagers,
only allow as much credit to the society as they believe the
society will be able to repay when it is due. Therefore they

will not demand it back at short notice

- They value the sales they nake to the society, the profit they

make through lending or, in the case of nenbers, the services
they receive fromit.

- They will not voluntarily destroy the society unless they be-

lieve that they will not be repaid otherw se.

If an enterprise is declared bankrupt, it can rarely pay all its
obligations, and nmay only pay a small part. It is therefore
usually in the interests of those to whomthe society owes noney
to allowit to survive, in the expectation that they will event-
ually be repaid in full

Expl ain the | ocal procedure for bankruptcy proceedi ngs. Stress
that an organisation is not legally bankrupt until it has offi-
cially been declared as such. This happens when one or nore of a
group of people or organisations to which a society or other
enterprise owes noney, having failed to obtain what they are owed,
ask the Governnent, Registrar or other body to declare the enter-

prise bankrupt.

The Regi strar then appoints a "Receiver" to take over the opera-
tions of the society fromthe nanager and nenbers. He or she then
has to run the society in the interests of those to whomit owes
noney, rather than the nenbers, in order to pay themwhat is owed

as qui ckly as possi bl e.

Ask trainees what m ght be the quickest way to achieve this, that

is, to extract as nuch cash as quickly as possible fromthe so-

ciety:



To sell off the assets one by one for whatever they will fetch

To sell the assets, if possible with the support of the nenber-
ship, to another organisation or society which will either take
over the obligations or pay a certain anmount of cash for the

conpl et e organi sati on.

Ask trainees to suggest how they can try to avoid bankruptcy.

What | ong term neasures can they take to reduce the risk of this

type of crisis of confidence that can |ead to bankruptcy?

- Manage the society effectively so that it earns and reinvests a
substantial surplus, and ensure that the soci ety has enough
cash or other assets that can easily be turned into cash to

nmeet even unlikely demands for paynent.

- Insure the society against the type of disaster that mght |ead
to bankruptcy, such as fire, third party clains in case of ac-

cidents, total crop failure or staff dishonesty.

- Cultivate good personal relationships with banks, suppliers and
menbers so that they will, if called upon, support the society

through a crisis.

- Plan the flow of noney within the society (see Session 3.6) so

that periods of cash shortage can be foreseen and prevented.

- Use every opportunity for presenting a favourable "inage" of
the society, such as addressing business gatherings, radio or
press publicity about the society's achievenents, or genera
word of nouth publicity. Attenpt to warn nenbers and staff of
t he dangers of allow ng unfavourable runours to spread about

their society.

Stress that even if a nmanager follows all these guidelines, a
crisis could still occur. Ask trainees for exanples of what m ght
cause this to happen and remnd themthat a crisis of confidence

can be as severe as a crisis in fact:

- Drought or other bad weather may severely reduce nenbers' har-

vest and thus the society's incone.
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Unexpected price changes, arising possibly fromill-conceived
Governnment policies, international price novenents or |oca

gluts can destroy the econony of the society's operations.

A prom nent nenber of the society nmay becone involved in sone
sort of scandal, and thus erode public confidence in the so-

ciety even if the scandal has nothing to do with it.

A staff or board nenber may abscond or ot herw se cheat the so-
ciety. They nmay actually "break" the society or the news of

the scandal nmmy erode confidence and have the sane effect.

Wel | publicised problens of other societies nmay reduce public
confidence in all co-operatives, even if in fact they are well

managed.

What can a manager do to m nimse the chances of bankruptcy if in

spite of all the above precautions, a crisis does occur?

It

Approach nenbers, banks and any buyers nost likely to lose if
the society does go bankrupt, and ask for their support.
Stress that if they delay their demands they will in the end
receive nore than if they attenpt to force the society to bank-

ruptcy.

Ensure that all noney due to the society is paid at once. In
times of crisis timng is all inportant, and it is worth spend-

ing noney to get money in quickly (see Session 3.1).

Del ay paynment if by all neans possible. It may be appropriate
to take the kind of steps which trainees were attenpting to

prevent in Session 3.2.

is unlikely that trainees will thensel ves have to act as re-

ceivers, but they should be aware of the |law and procedures and,

in particular, of the rights of the various individuals in rela-

tion to nmoney owed by the society.

They should be able to warn menbers of what their position wll
be if the society goes bankrupt, in order to enlist their sup-

port to prevent this.

They should be able to evaluate the position of their own so-

ciety if it is itself owed noney by a bankrupt custoner.



They can nore effectively enlist support from suppliers, banks
and others if they know what will happen to those owed noney by

a soci ety which does go bankrupt.

Ask trainees to list the various types of organisations or indivi-
duals to whomthe society can owe noney. Elicit the foll ow ng

list, which should be witten on the chal kboard/ OHP in a random

order:

Suppl i ers.
Banks.

Suppliers of equi pnent which has been bought on credit.

Bui |l di ng societies or other finance organi sations that provide

mor t gages.

Menmbers for their share capital

Menbers for their deposit accounts.

Enpl oyees for their wages.

Menbers for their share of any undistributed surplus.

The Government for any tax due on surplus or staff salaries.

Ask trainees to put themselves in a position of a receiver who has
to recover as nuch as possible, as fast as possible, fromthe as-
sets of a bankrupt society in order to pay off its obligations.
Refer back to the No Hope and the Despair Societies, whose bal ance
sheets were displayed earlier in the session. Is it unlikely that
the receiver could in either case be able to recover the ful

value of the assets in order to pay all the obligations or liabil-

ities?

- Cash is available in full

- Custoners may pay all their accounts receivable but this may be
reduced because of disputed itens such as packing charges which

have been all owed to accunul ate over tine.

If stock has to be sold immediately, it is unlikely to be sold

for its full val ue.
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- Secondhand pl ant and equi pnent can rarely be sold for the val ue

as expressed in the bal ance sheet.

- Land and buildings may be sold for their balance sheet val ue or
even nore in cases where the society is of sone age and the

figures are kept at their original cost price.

If a society owes $10,000 and its assets can only be sold for
$6, 000 what can be done? Stress that although it would be pos-
sible for the receiver to pay 60% of all the ambunts owed, debts
are usually paid in order. Certain classes of debts are paid

first, and others receive what may renain

Allow trainees ten mnutes to rank the interest groups identified
above. Which do they believe should be paid first, which next and

SO0 on?

Ask for their suggestions, elicit a generally agreed ranking, and
conpare this with the local |aw of bankruptcy. This will vary,
but the followi ng ranking is a comopn one:

(1) Equi prent bought on hire purchase and not conpletely paid
for still belongs to the seller and may be recovered by
him'

(2) Land, buildings and any other assets which have been used

as security for nortgages or other |oans can be seized by
the |ender. If their sale value exceeds the amount which
t hey secured, the excess can be used to pay off other
debt s.

(3) Debts owed to the Governnent are generally placed higher

than those of other organisations to which nmoney is owed.

(4) Wages and sal ari es due to enpl oyees may rank before or

after the Governnent.

(5) Menbers' deposits, as opposed to their share accounts, may

cone next.

(6+7) Suppli ers who have supplied goods on credit w thout any
security cone next, and any unsecured short or long term

bank | oans are ranked at the sane |evel.
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(8) Members rank | ast. Their original investnent and their
share of undistributed surplus are conbined and if any
money is left after all the other debts have been settled
they receive whatever proportion of their investment that

i s possible.

Confirm trai nees' understandi ng of the procedure by asking themto
cal cul ate what proportion of the nobney owed to each of the foll ow
ing groups' liabilities need in fact be paid if the receiver suc-

ceeded in recovering the anmpbunt stated:

TIhe No Hope Society
A R o
Cash - - Account s Payabl e 500
Accounts Receivabl e 400 300 Overdraft 900
St ocks 1,700 800 Long Term Loan 2,000
Pl ant and Equi prent 3, 000 2,000 Undi st ri but ed

Sur pl us -
Land and Bui | di ngs 300 -

Share Capital 2,000
Tot al 5, 400 3,100 Tot al 5, 400

The bank overdraft, long termloan and accounts payabl e amount to

$3,400. The $3, 100 which had been recovered could be used to pay
3,100

(3, 400)
not hi ng.

or 91 percent of these debts; the nenbers would receive

Stress that bankruptcy is bad for everyone but worse for nenbers.
They are al nost certain to |l ose their share capital, they wll
probably |l ose at |l east a part of their investnent accounts and

will | ose whatever services they gain fromthe society.

Menbers shoul d be aware of this risk, and should be encouraged to
el ect board nenbers and enpl oy conpetent staff in order to avoid

this type of |oss.
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SESSION 6.1
THE RFASONS FOR AND USFS OF BUDGFTS
hjective: To enable trainees to denonstrate the need for budgets
and to avoid conmon reasons for failure to prepare and
use budgets effectively.
Tine 12 to 2 hours.
Session Qiide:
1) Use one or nore of the follow ng anal ogies to denonstrate the need

for planning:

- A carpenter who is to nake a chair needs nore than tools,
screws, glue and tinber. He needs a plan showi ng himwhat to
make, and a ruler to nmeasure what he is doing and thus conpare

it with the plan.

- Aship's pilot needs to plan his route on a chart, and then to
find out where he actually is at regular intervals. He can
then correct his direction to bring his vessel back to the

pl anned foute if necessary.

- A comunity needs rules to govern people's behaviour, |aw
courts to ascertain if they have broken the rules, and a penal

systemto bring people back to | egal behaviour.

In every case there is a need for a standard, such as a plan, de-

sign or rules, and a neasuring device, such as a ruler, to find
out if the plan is being followed. Only then can any necessary

corrections be nade.

Soci ety managers need a plan and a neasure. These are provided by

t he budget and the accounts.

Rem nd trai nees of the techniques for cash nmanagenent, and anal y-
sis of sources and application of funds. Stress that these, and
ot her techni ques nmust be part of an overall financial planning

system Such a systemis often called a "budgeting systen'.



Forecast the way in which noney will cone into and go out of

their society.

- Control the actual flow of funds in order to take corrective
action if what actually happens differs significantly from

their forecast.

2) Stress that budgets are an estimate of future income and expendi -
ture, which are produced in advance of every year, and are sub-
di vided to show the expected results for each quarter, nonth or

even week if needed.

Draw a diagramas follows on the chal kboard:

1983 1984

lst Quarter 2nd Quarter 3rd Quarter 4th Quarter lst Quarter 2nd Quarter 3rd Quarter

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep

N N\
Y

A  Annual Budgets

%

\ /

B "Rolling" Quarterly Budgets

Show that if, as is often the case, nmanagenent produce budgets

once a year, for the whole of the next year, and then use them
wi thout revision for 12 nonths, as in "A", they are often hope-
| essly out of date and usel ess for practical nanagenent by the

| ast quarter.

Ask how this can be avoided. Elicit the suggestion that budgets
shoul d be revised quarterly, as in "B", on a "rolling" basis.

Current experience can then be incorporated.
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Ask trai nees how many of their societies actually prepare annual
budget s before the begi nning of each year, and use themas an aid

to i mproved managenent.

Budgets are often regarded as an unnecessary and tinme wasting for-
mal ity which are required by Governnent Departnments or other
authorities but are of no value to those who actually nanage so-

cieties.

Stress that managers nust understand Why budgets are useful, so
that they can prepare them properly and use themthenselves,

rather than regarding themas a needless irritation.

Divide trainees into two groups, A and B, and attenpt to include
in Goup A as many as possi ble of those wi th accountancy training
or who are otherwise likely to be famliar with and in favour

of budgetary procedures.

Ask the menbers of Goup Aindividually to wite down as nany rea-
sons as they can which might be used to argue against the neces-
sity of preparing budgets. They need not necessarily believe in
the reasons thensel ves, but they should feel able to present and
support them Goup B should individually wite down as many rea-

sons as they can think of in favour of preparing budgets.

Allow trainees up to 20 minutes to conplete their lists. Ask one.
menmber at a tine from Goup Ato read out one argunent agai nst
budgeti ng, and sunmarise these on the chal kboard. Continue until
all the argunents have been noted, and do the sanme for G oup B.

The lists should include the followi ng argunents anong ot hers.

Goup A

i) Actual results are never the sane as budgets, so why waste

time attenpting to forecast the future?

ii) Agricultural results are particularly dependent on the

weat her.  Forecasts can be no nore than guesses.

iii)  Sudden Government price changes cause even nore changes and

can never be foreseen.



iv) Optimstic budgets raise fal se expectations, and pessi -
m stic ones depress people unnecessarily. It is inpossible

to budget correctly.

v) |If budgets are not achi eved, responsible staff object to
t he budgets rather than trying to inprove their perform
ance. This is not difficult in such an unpredictable acti-

vity as an agricultural co-operative.

vi) Budgets enphasi se managenment's detachment fromreality.

vii) Managers are deluded into believing that their main task is

to prepare budgets and not to manage reality.

viii) Accurate budgets take nonths of managenent tinme to prepare

and i naccurate ones are even worse than usel ess.

iX) Managers can "pad" budgets to allow for their own failures,
or "m | k" one underspent budget to cover an overspent one.

They are an ineffective control device

Goup B

Budget s al | ow managenent to identify financial problens before

they occur.

Budget s enabl e managenent to deci de what investnents they can

and cannpt afford.

Budgets all ow t op managenent and others to conpare the perform

ance of different societies and nanagers.
Loan applications nust be based on budgeted future results.

Budgets can be used to denobnstrate the advantages of bel ongi ng

to a society to present or prospective nenbers.

The process of produci ng budgets forces managers to anal yse

their past and future performance.

Budget setting and analysis identifies and prevents inconsis-

tenci es in planning.

I f budgets are regularly conpared with actual perfornmance nan-
agers can ignore seasonal factors and concentrate efforts where

they are really needed.

4) Ensure that all the above argunents, and any others, are properly

under st ood. The argunents in favour should be developed in this
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and subsequent sessions, but those agai nst shoul d be di scussed and

ei t her

refuted or at | east shown to be less inportant than those

in favour.

Elicit the foll owing and other counter-argunents to the points

listed by Goup A and nunbered in the |ist above

)

iii)

v)

Vi)

vii)

viii)

Budgets can never be correct; they nmerely show the ef-
fects of a likely set of circunstances, and, nost inport-
antly, allow managers to judge the effects of changes when-

ever they are likely to occur.

As above; managenent can at once see the likely effects on
results of a certain percentage shortfall in crop deliver-

ies, for instance, if other circunstances remai n unchanged.

As above; nmnagenent can see the effects of crop and input
price changes, and can if possible put an effective case to
the authorities responsible for policy making or nmake other
arrangenments to ensure the survival of the society in spite

of the change.

Budgets shoul d be neither optimistic or pessimstic, but
realistic. There is no point in hiding unpleasant truths

from nenbers or anyone el se

Staff responsible for achieving budgets nust be involved in
preparing and agreeing on themso that they are in effect

setting their own targets.

Budgets shoul d be prepared by constant reference to real
worl d conditions, and should be produced as a practical
managenent tool rather than a burdensone central office re-

qui renent .

Budgets nmust not be overenphasi sed. Managenent shoul d pre-
pare them because they understand how to use them and nust
| earn how to nmake use of themthenselves rather than nerely

to use themas a way of threatening their subordinates.

I f budgets are prepared by nmanagers for their own use they
will not distract them from managenment but will focus their

attention on their real responsibilities.

Budgets should not be a threat but a managenent tool; nman-

agers are not likely to need to deceive thensel ves.



Rem nd trai nees that discussions of variations from budget often
concentrate on criticisms of the budget, rather than analysis and

correction of the variations. Why is this?

The managers whose performance is being evaluated did not them
sel ves prepare or agree to the budgets. They therefore argue that

the budget, rather than their perfornmance, should be changed

Stress that this is |like shooting at a wall and then placing the
target so that the "bull's-eye" is on the spot which happened to
be hit. Denonstrate the absurdity of such a procedure on the

chal kboard.  Many societies use budgets in this way.

Ask trainees whose societies regularly prepare and use budgets to
state which of the followi ng nost accurately reflects their view

of budgets:

(a) A threat.
(b) A useful tool

() An irrelevant waste of tinme.

If "(b)" is their choice they are probably using budgets effect-
ively. It "(a)" or "(c)" are closer to trainees' real opinions,
it is likely that budgets are causing nore trouble and nanagenent
di ssatisfaction than they are worth, and if their use cannot be

inproved it would be better not to prepare themat all
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PRFPARI NG BUDGFTS - THF BASIC FI QRFS

To enable trainees to prepare estimates of the costs and

revenue itens that nake up an operating budget.

12 to 2 hours.

Session Qi de

Exerci se "The Control |l ed Co-operative Society".

Ask trainees to suggest the mmjor out-goings which nust be fore-

cast and included in the budget of an agricultura

ciety which uses hire transport.

mar keti ng so-

They shoul d assune for the pur

poses of this session that they are dealing with a society which

buys, stores and resells its nmenbers' crops, but has no input
supply or processing activities and does not run a | oan schene.
Elicit all possible expenses and include also local expense
headi ngs.
Predictability

Rating Item Factors Likely to Change

Payments to members

Member loyalty, number of members,

C for crops price, quality, amount produced.
Wages for permanent (Official wage awards, staff sickness,
B workers proportion of newly hired staff.
Official salary awards, staff sick-
A Salaries for staff |ness, proportion of newly hired staff.
Wages for casual
C workers Volume of crop purchase, wage levels.
A Housing allowances |[Official housing costs.
C Overtime payments |Volume of crop handled and wage rates.
Superannuation and [Official trade union negotiated fringe
A pension payments benefits.
Transport hire Fuel, vehicle and driver costs, volume
c charges of crop.




Predictability

Rating Item Factors Lilely to Change
A Rent Timing of lease.
Value of crops and other property and
B Insurance risk.
Price of bags, volume of crops, life
C Bags of bags.
A Licences Government regulations.
Age of equipment, unexpected accidents
B Repairs to furni- |and office furniture need for replace-~
ture and equipment {ment.
Committee member
A subsistence and Rates, number of members and number of
travel allowance meetings.
B Electricity Price, volume of business.
Management's decisions as to need,
A Education costs number of new members recruited.
Printing and
A stationery Need for publicity.
Rates, volume of official correspond-
A Postage ence.
Rates, control exercised, need for
A Telephone immediate communication.
A Bank charges Rates charged, activity in account.
Amount borrowed, current interest
B Interest rates.
B Dividend Decision of AGM.
Decisions of management, number of
A Donations requests.
A Depreciation Management decision.

Ask trai nees to suggest

ciety.

| owi ng:

These are obviously far fewer,

headi ngs for

nmoney coning into the so-

but night include the fol-
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Predictability
Rating Item Factors Likely to Change
C Sale of crops Volume, price, quality sold.

.

Interest received
B from money on deposit|Funds on deposit, interest rates.

Rent of premises to
C other organisations |Demand.

New members recruited, investment
B Sale of shares minimum.

B Membership fees Total membership, fee level.

Ask trainees to assunme that the society in question is not intro-
duci ng any new services but is nerely continuing its business in
the sane way as before. When preparing a budget, and therefore
estimating the future annual costs or revenue under the headi ngs
already identified, should the manager automatically assune that
all the outgoings and inconings will be the same as for the pre-

vi ous year?

Cl early he should not. The obvi ous factor which affects al

financial itenms, in nearly all countries, is inflation. bt ai n
advance figures for inflation over the last four or five years,
and ask trai nees to suggest what night be the rate in the forth-

conming year in their country.

(Trai nees should be aware of the inaccuracy of many Gover nnent
produced inflation statistics, which often underestimate the rate

of real price increases.)

Apart frominfl ation, however, there are nany special factors
whi ch vary and which can substantially affect the results of a co-
operative society. Go through the |list of expense and i ncone
itens one by one, asking trainees to suggest factors which may
cause the cost of revenue to change even though the society itself

is carrying on as before.

Their answers will reflect |local circunstances and their own ex-

peri ence, but may include the factors |isted besi de the expense
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and i ncone itens above. These factors should not, of course, be

listed until trainees suggest them

Ask trai nees whether they would feel nore confident of the accu-
racy of the estimate of the society's insurance paynents or over-
time costs. Qbvi ously i nsurance paynents are predictable but

overtinme costs are not.

Clearly certain itens can be forecast nore easily than others.

Ask trainees to copy the list of itens of expenses and incones

fromthe chal kboard, and to mark each with an "A", "B" or "C

A = Those itens which can be predicted with sone accuracy.

B = Those itens where a nmanager can have sone linited confi-
dence

C = Those itens for which the nanager can nmake no nobre than an

intelligent guess.

Allow trainees up to ten nmnutes to conplete this. Ask themto
read out their lists, and conpare and di scuss different concl u-
si ons. One set of answers shoul d however be added to the list as

in "1" above but trai nees should be able to justify any rating

which is significantly different.

Ask trainees to comment on the inplication of these ratings for
the overall accuracy of budgets. They should note that there are
unlikely to be any "A" ratings on incone, and that nost "A" itens
in the expenses are rather small. This neans that the overall re-
sults are not easily predictable. Trai nees may feel that this
under mi nes the whol e basis of budgets, but refer themto previous
sessions and stress that budgets are all the nore useful when cer-
tain npjor itens are very variable. It is necessary in these cir-
cunst ances quickly and accurately to assess the effects of un-

expect ed changes on operating results.

Distribute the exercise and allow trainees up to 45 mnutes to
conplete it. If calculators are generally avail able to trainees

at work, they should use themin this exercise.
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Ask trainees to go through their answers. They will clearly
differ according to their interpretation of the case study, and,

stress that the budget is not "right" or "wong". It is a basis
for pl anni ng, and  will inevitably reflect the attitude and

prej udi ces of whoever prepared them

Trai nees should note that all figures should be rounded to the

near est $10. Ask them why this is advisable:

Budgets are no nore than guesses about the future. Nobody can
be sure that they are accurate to within a snmall margi n of
error, and if very precise |ooking figures are used it nay nake
the cal cul ations | onger to prepare and, nore inportantly, give

a fal se inpression of accuracy.

A possible set of figures in answer to the exercise is as follows:

B . Bué%et for| Estimated
tem 982 1981 Total

Expenses T
Pay to Members (4% more members, 5% volume
increase, 546 tonnes at $220) $ 120,120 |$ 100 000
Salaries (plus 10%) 4,620 4,200
Wages (plus 15%) 2,300 2,000
Casual Labour (plus 15%) 370 320
Housing Allowance {(plus 15%) 920 800
Overtime (plus 15%) 230 200
Superannuation (plus 10%) 440 400
Transport Hire (plus 20%) 1,200 1,000
Rent (no change) 200 200
Insurance {plus 15%) 460 400
Bags (plus 15%) 520 450
Licences (no change) 100 100
Regairs to Furniture and Equipment (plus 120 100
Office Furniture (to await decision)
Committee Members' Fees (plus 10%) 440 400
Sub-total $ 132,040
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Budget for Estimat;ﬂ
%982

Item 1981 Total
Sub Total T T s 132,040 |8 ]
Electricity (plus 20%) 240 200
Education (plus 15%) 230 200
Printing and Stationery (plus 15%) 370 320
Postage (plus 15%) 230 200
Telephone (plus 15%) 280 240
Bank Charges (plus 15%) 280 240
Dividend (to be decided)
Donations (no change) 100 100
Depreciation 800 800
Total $ 134,570
Income o o
Sale of Crops (loss reduced to 3%, price
increased, 530 tonnes @ $270) $ 143,100 {$ 118,750
Rent Received (no change) 50 50
Membership Fees 530 500
Total 27723:656_
Budgeted Surplus T s 9,110

Tr ai nees shoul d copy down these figures for use during the next
and foll owi ng sessions. Alternatively the budget nay be typed and

reproduced for subsequent distribution

Ask trainees for their views on the dividend. They should notice
t he dividend for 1981 has not been decided in Novenber, and it is
not necessary to decide on or even estimate the figure for 1982

until the results of 1981 and the first half of 1982 are known.

The furniture decision can sinmlarly be delayed. It is not an ur-
gent requirenent, and can be dealt with when the results are

cl earer.

In some countries the budget nust by | aw be subnmitted to and ap-
proved by nenbers and this nay in any case be a useful way of in-
vol ving nenbers in the managenent of their own society. It can
al so help to ensure continuity if there is a change of nanage-
ment . Stress the following points to trai nees who may want to

present budgets to the nenbers:
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Fi gures nust not be "dressed up" to present an inaccurately op-
timstic view
The budget nust be clearly explained to nenbers, using tech-

ni ques covered in Session 4. 2.

Menbers nmust be nmade aware of those itens which are their re-

sponsi bility, such as crop deliveries

Stress that trai nees have so far prepared a revenue and expense
budget . This is the beginning of a useful nmanagenent tool, but
needs to be further devel oped and used, before the exerci se can be
shown to be worthwhile. This will be the purpose of the follow ng

sessi ons.
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The Controlled Co-operative Society

It is md Novenber 1981, and the manager of the Controll ed Co-operative
Soci ety has to set the budget for 1982. He had the figures for the
nine nonths to Septenber 30th, 1981, to which he had added his best es-

tinmates of the results for October, Novenber and Decenber.

The Co-operative purchased nmenbers' surplus maize between February and
April each year, and held it in their store until the commttee deci ded
to sell, usually sone tinme between August and October. No stocks were

retained after the sale.

Apart fromthe nanager and his secretary, the society enpl oyed a store-
keeper, two | abourers and an accounts cl erk. During the harvest they
woul d enpl oy three or four casual | abourers. The society did not own
its own vehicles but hired private sub-contractors to collect nenbers’

crops fromtheir farns at harvest tinme, and then to deliver the crops

to the National Marketing Board |later in the year.

They rented their store froma | ocal | andowner, but they owned their
own office buil ding. The figures for the first nine nonths of 1981

were as foll ows:

"—'_ ““““ - -— B—

January to October to

Item September December
Actual Estimate
I - U S _—
Expenses
Paid to Members (500 tonmes @ $200) $ 100,000 $ nil
Salaries for Permanent Staff
Manager 1,500 500
Accounts Clerk 900 300
Secretary 750 250
Wages
Storekeeper 600 200
2 Labourers 900 300

Casual Labour
(4 for 2 months @ $40 per month) 320 nil

Sub Totals $ 104,970 $ 1,550




- January tg October to
Item September December
Actual Estimate
Sub Totals s 104,970 | 8§ 1,550 |
Housing Allowance 600 200
Overtime Payment 200 nil
Pensions 300 100
Transport Hire 1,000 nil
Rent 150 50
Insurance 300 100
Bags 450 nil
Licences 100 nil
Repairs to Furniture and Equipment 100 nil
Office Furniture nil nil
Committee Members' Subsistence and Travel
(10 Members, quarterly meetings) 300 100
Electricity 150 50
Education nil 200
Printing and Stationery 240 80
Postage 150 50
Telephone 180 60
Bank Charges 180 60
Dividend nil ?
Donations nil 100
Depreciation 600 200
Totals $ 109,970 | $ 2,900 |
January to October to
Item September December
Actual Estimate |
Income B
Sale of Crops (475 tonnes @ $250) $ 118,750 $ nil
Rent of Premises 50 nil
Membership Fees (250 members @ $2) 500 nil
Totals $ 119,300 | §  nil |
Estimated Total Income for 1981 = § 119,300
Estimated Total Costs for 1981 = § 112,870
Estimated Total Surplus for 1981 = § 6,430
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The society had no nmjor plans for change in 1982. They hoped to con-
duct a nmenbership drive and to recruit about 15 nobre nenbers, in-
creasi ng the nunbers by 6% and they hoped, as they always did, that
nmenmbers woul d grow and nmarket nore of their surplus through the so-

ciety

The manager realised that they woul d probably achieve a 5% increase in
crop production per nenber, and he hoped that the inproved storage pro-
cedure that they had adopted woul d reduce the storage |losses from5%to
3% It was runoured that the Governnent was going to increase the
farmgate price of nmize to $220 a tonne, which woul d not necessarily
cover inflation which was running at 15% a year. If the farmgate
price did rise by $20, the Miize Board' s buying price would also go up
by $20. This would not be a proportionate i ncrease and woul d not cover

all cost increases, but would be better than nothing.

The Governnent's policy of inproving income distribution was particu-
larly hard on Governnent controll ed organi sati ons such as the Con-
troll ed Co-operative. Salaries were likely to go up nore than 10%

whil e wages woul d i ncrease by at | east 15%

Conmi ttee nmenbers' expense all owances were not to be allowed to go up
nore than 10% . in spite of the fact that real costs would go up nore

than this.

El ectricity costs were expected to go up by 20% next year, because of

the high costs of inported oil

Transport costs were fixed by conpetitive bidding each year, but there
was little real conpetition and since fuel and i nported vehicle and
spareés prices rose faster than nbst things in price, the nanager

t hought that they should allow for at |east a 20% i ncrease next year.

The manager could not think of any other factors which m ght nake next
year's results any better or worse than this one and as he | ooked at
the notes on his desk, he reflected that the office furniture was get-
ting old. A new set of desks and chairs mght cost $1,000, but they

woul d cheer everyone up



Assi gnnent

Prepare a budget for 1982 for the Controll ed Co-operative Society,

based on the actual figures for January to Septenber and the esti -
mates for COctober to Decenber 1981, and on the various factors

covered in the case study.

What will be the budgeted surplus for the society in 1982? Wat
shoul d be the dividend in 1982? Shoul d the nmanager budget for the

purchase of new office furniture next year?
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SESSION 6.3
CASH BUDGFTI NG

hjective: To enable trainees to prepare cash budgets.
Jine: 2 to 3 hours.
Materi al : Budget from Session 6. 2.
Session Giide:

1) Ensure that all trainees have copies of the draft budget given in

the previous session as an answer to the exercise.

Ask whet her the nanager of the Controlled Co-operative Society can
be confident that all will be well next year, providing his esti-
mates turn out to be nore or less accurate. |Is there anything

el se he needs to know?

If trainees are unable to suggest what is mssing, rem nd them of
Session 3.6, and ask whether the Controlled Co-operative Society
m ght still go bankrupt in 1982 even if the budget was conpletely

achi eved.

Trainees may refer to | osses, or costs exceedi ng revenue. Stress
that | osses alone do not necessarily lead to failure, and elicit
the answer that a society fails when it runs out of noney to pay
its bills. This may be because the costs have exceeded the rev-
enues for so long that all the noney is exhausted, but is nore
likely to be for nore inmedi ate reasons. Ask trai nees to suggest

exanmpl es, and elicit the follow ng anong ot hers:

- A nmmgjor custoner, such as a Governnent Marketing Board or pri-
vate whol esaler, fails to pay their account when due. The so-
ciety is thus unable to pay for its workers, its transport con
tractors or sone other service which if w thdrawn neans that

the society ceases to offer any worthwhile service.



- A large and unexpected bill has to be paid earlier than ex-
pected, so that cash is not avail able for essential services,
or for nmenbers' crop deliveries. The menbers are forced to

sell el sewhere and the society coll apses.

- The society's bank | oan application is not subnitted or pro-
cessed in tinme and the funds are therefore not avail abl e when
they are needed to pay nenbers for their crops or sone other

servi ce.

Stress that these problens arise not fromthe fact that the so-
ciety is |osing noney. All three situations could in fact arise

ina profitable as well as | oss naki ng co-operative.

Refer back to Session 3.6 and ensure that trai nees appreciate that
the tinmng of cash flows is what causes failure. A soci ety nust
have a surplus of income over expenditure in order to be able to
survive and grow over the long term It nust also, in the short
term ensure that there is at all tines enough noney available to

pay for wages, crops and other accounts as they fall due.

Ask trainees whether it is possible for a co-operative society to
have too much noney available. Wy is it wong to have nore noney

than is needed in cash, or in a bank account?

Cash may be stolen
Current accounts at the bank generally earn no interest.

A deposit account earns sone interest, but any well nanaged co-
operative society should have nore profitable opportunities for
i nvestnent than a deposit account, if the surplus cash is to be

avail abl e over a period.

Most soci eties owe noney, and they pay interest at a higher
rate than can be earned on deposit. If spare cash is avail -
able, it should be used to reduce the anmount outstanding on

bank | oans.

Inflation is general, and al nost always hi gher than bank in-
terest paid to a society. Money on deposit is therefore |osing

val ue every day, but when it is invested in equipnent, stocks



Session 6.3
Sheet 2

or other itens the value will be mmintai ned and the investnents

shoul d earn a profit as well.

Ask trainees to refer to the draft budgets for the Controlled Co-
operative Society. What additional information is needed before

they can prepare a cash flow budget for this society?
- The timng of the in-flows and out-flows of noney.

- The bank bal ance of the society at the beginning of the period.

Ask trainees to exam ne the expense and incones itens in the bud-
get for the society. what itens would they expect to be paid or
received on a regular nmonthly basis, and which woul d they expect

to conme into or go out of the society only at particul ar seasons?

Trai nees should identify at least the following itens as being

seasonal

Expenses lLnconme
Payment to Menbers - Sale of Crops
Casual Labour - Menbership Fees
Overtinme - Interest Received

Transport Hire
Bags

Educati on

I nterest Charges
Di vi dend

Refer back to the case study on which the budget is based, and
either ask trainees to note down the follow ng nonths during which
t he seasonal cash flows will occur, sunmarise the data on the

chal kboard/ OHP, or distribute the informati on on a handout:

Expenses

Paynent to Menbers 50% Mar ch 50% Apri |

Casual Labour 60% Apri |l 40% Cct ober

Overtine 50% April 50% Sept ember

Transport Hire Charges 20% March 20% Apri | 60% Cct ober
- Bags February
- Education July

- Di vi dend Decenber



Lncone .

Sal e of Crops Novenber

I nt erest Received Mont hly Noverber to March
Rent Recei ved June

Merber shi p Fees January

Trai nees should assune that all other itens are evenly divided
over the 12 nonths of the year. The opening cash bal ance of the

society is $21, 000.

Ask trainees to prepare a nonthly cash flow budget for 1982 for
the Controlled Society. Exani ne trai nees' efforts as they are
working in order to ensure that they all understand the principles
i nvol ved.  Assist any who appear to be in need of help.

Remi nd trainees, if necessary, that depreciation should not be in-

cluded in the cash budget, because no noney is actually involved.

The appropriate |ayout should be presented and expl ained to
trainees on a flip-chart, OHP or chal kboard, but no figures should
be inserted until trai nees have conpl eted the exercise. | f
trai nees appear unable even to start, however, it nmay be necessary
to go through the nonth of January with them before allow ng them

to conplete the exercise.

Al l ow trai nees up to one hour for this. Ask one trainee to read
out his or her figures. The exanple given on the follow ng page
is one solution. Stress that because of rounding, and different
ways in which trainees may have chosen to conbine the figures to
simplify the calculations, no two answers are likely to be exactly
the sane. The | ayout should not at this stage include the space
for the interest charges, since trainees should be encouraged to
conclude for thenmselves that nmoney will have to be borrowed, and
that this will require the payment of interest.



January February March April May June July August September October November December Total
$ $ $ $ $ $ $ $ $ $ $ $ $
Expenses
Paid to Members - - 60,060 60,060 - - - -~ - - - - $ 120,120
Casual Labour - - - 220 - - - - 150 - - $ 370
Overtime - - - 110 - - - - 120 - - - $ 230
Transport - - 240 240 - - - - - 720 - - $ 1,200
Bags - 520 - - . - - - - - - - - $ 520
Education - - - - - - 230 - - - - - $ 230
Salaries, Wages, )
Housing, Pensions, )
Rent, Insurance, )
Licences, Repairs, ) 920 920 920 920 920 920 920 920 920 920 920 920 |$ 11,040
Committee, Electricity,)
Promotion, Postage, )
Telephone, Bank )
Charges, Donations )
Total Outgoings $ 920 $ 1,440 $ 61,220 $ 61,550 $ 920 $ 920 $ 1,150 $ 920 $ 1,040 $ 1,790 $ 920 $ 920 $ 133,710
Income
Sale of Crops - - - - - - - - - - 143,100 - $ 143.100
Rent - - - - - 50 - - - - - - $ 50
Fees 530 - ~ - - - - - - - - - $ 530
Total Receipts $ 530 | $ nil | § nil | $ nil | § nil | $ 50 |$ nil | §$ nil | $ nil | § nil | $ 143,100 |$ nil | $ 143,680
Net for Month i $( 390) | $( 1,440) | $( 61,220) | $( 61,550) | $( 920) | $( 870) | $( 1,150) | $( 920) Il $(C 1,040) | $( 1,790) | $ 142,180 | $( 920)
c‘(“;‘t‘i:?;ezfaégg‘)“ ! $ 20,610 | $ 19,170 | $( 42,050) | $(103,600) | $(104,520) | $(105,390) | $(106,540) | $(107,460) | $(108,500) | $(110,290) | $ 31,890 | $ 30,970
. v |
Borrowing - - & 50,000 | ¢ 70,000 - - - - - - $(120,000) - = o
1] [£)]
Total Borrowed - - 50,000 120,000 120,000 120,000 180,000 120,000 120,000 120,000 - - e 2.
o}
Interest Payable - I - 500 1,200 1,200 1,200 1,200 1,200 1,200 1,200 - - s
(o))
New Balance - L - $ 7,450 | & 14,700 | ¢ 12,580 V¢ 10,510 {¢ 8,160 | ¢ 6,040 ¢ 3,800 | ¢ 810 ¢ 22,990 ¢ 22,070 w L.)




It may be appropriate to distribute a copy of the solution, stil
wi thout the interest |ines. In any case, it is inportant that

trai nees shoul d appreciate:

Figures in estimates of this sort should not be expressed ex-
cept as round nunbers. They are based on estimates, which, as
shown in Session 6.2, are very approxi mate. Figures which are

not rounded gi ve a dangerous inpression of accuracy.

Managers are often unwilling to spend the tinme necessary to
prepare detail ed cash budgets of this sort, and the budgets are
often usel ess because of sinple arithmetic mstakes. Both pro
bl ens can be reduced by conbining figures to save cal cul a-
tions. Many trainees will have calculated the nonthly costs of
each of the 15 expense items which do not vary by dividing each
annual total by 12. Elicit the suggestion that it is far
qui cker to add all the 15 annual figures together, and to
divide the total by 12.

Ensure that all trainees appreciate the neaning of every figure
and that the cal cul ati ons can be checked by conparing the total of
the right-hand columm with the totals of the individual colunns
added horizontally. The figures will not be exactly the sane be-

cause of rounding but they should be approxinmately sinilar.

Ensure that all trainees appreciate that the cal cul ati ons show t he

fol | owi ng:

The society will have a cash deficit around $42,000 in March
rising to $105,000 in April and increasing to $115, 000 by the
end of Cctober.

The cash deficit will disappear in Novenber and the society
will be able to deposit around $20, 000 bet ween Novenber and
March next year.

The increase in cash, $9,970 ($30,970 - $21,000) is virtually
the sanme as the budgeted profit, plus depreciation ($9,110 +
$800), or $9,910, the difference is because of rounding.

6) Remind trai nees that the purpose of a cash fl ow budget, or any

other analysis, is to identify possible problens and provide a
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basis for action. VWhat probl ens (and opportunities) does this

budget reveal, and what shoul d the manager do?

- Ensure that all trainees realise that the profitability budget,
whi ch was produced in Session 6.2, showed that the society
woul d make a profit in 1982, but did not show that the society
woul d run out of cash in March, and be in a negative cash posi -
tion until Novenber, unless something was done. What do they

suggest ?

- It may be possible to delay paynents to nenbers, or to sel
the crop earlier. Di scuss the problens involved in these
sol utions. It may be possible to "bridge" part of the eight

mont h financial "gap" in this way, but not all
Ask trainees to assune that the noney will all have to be borrowed
fromthe bank. How nuch shoul d be borrowed, when, and how wil |

this affect the surplus, assunming an interest rate of 10%

Al'low trainees up to 15 minutes to work out the ampunt of interest

that will be paid, and elicit a set of figures simlar to those
given in the exanple. Stress that interest paynments of this
magnitude will in turn effect the anpbunt that has to be borrowed,
and so on.

Stress the need for a margin of safety. Trainees may feel that
it is unwise to budget for so |low a cash bal ance as $810. The
margin will depend on the accuracy of the forecasts and the

possibility of borrowi ng nore noney at short notice.

Ask trainees what the pasitive bal ances in January, February,
November and Decenber tell the nmanager. Elicit the suggestion
that any cash beyond what is needed for day-to-day paynents

shoul d be placed on deposit, to earn noney for the society.

Ask trainees what the surplus will now be. Show that interest
charges of $8,900 will reduce the surplus to $210 ($9, 110 -
$8, 900) .

7) Stress that the figures are only an indication. Every society

needs a cash bal ance for day-to-day purchases, and the objective

of producing a budget is not to calculate the figures exactly but



to give an indication of the orders of magnitude of funds that

will be required to be borrowed or will be able to be deposited.

Trai nees have in the two previous sessions prepared a useful op-

erating tool which has provided the foll ow ng information:

- It showed what the likely final result of the society would be
in 1982, so that basic corrective action could be taken if

necessary.

- It enabled the manager to nake deci sions, when necessary, about
certain discretionary itenms which the society mght or m ght

not afford dependi ng on whet her the noney was avail abl e.

- It indicated the likely | oan requirement and surplus cash posi -
tion for the comng year, so that the nanager could arrange the
necessary facility with the society's bankers and, if appro
priate, investigate alternative short term deposit possibil-
ities to make the best use of the society's surplus funds when

they were avail abl e.

Trainees may still feel that budgets of this sort are sonewhat de-
ceptive, because circunmstances al ways change and estinates are
proved inaccurate. Stress that the main purpose of budgeting is
to enabl e nanagers to respond nore effectively to unexpected

change. This will be denonstrated in the follow ng session
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SESSION 6. 4
DEALL NG W TH CHANGE
(hjective: To enable trainees to use an operating and a cash budget
as an aid to dealing with unexpected events.
Tine: 12 to 2 hours.
Material (1) Operating and Cash Budgets for the Controlled Co-
operative Society fromthe previous two sessions.
(2) If adequate chal kboard, OHP or flip-chart space is
not available, it may be appropriate to sunmari se
each "event" on a separate handout, and to give
themto the groups as each i s announced.
. i de
1) Ensure that all trai nees have conpl eted copies of the Qperating

Budget and Cash Budget for the Controll ed Co-operative Society.
Divide theminto groups of no nore than three nenbers. They are
to act as the Managenent Commttee of the Controlled Society. The
session will sinulate the 12 nonths following the time at which
the case study in Session 6.2 was witten, and trainees will be
faced with a nunber of decisions which they have to nake. The
budgets they have previously prepared will enable themto see the
implications of the changes that are announced, to identify
various ways of solving the resulting problens and to decide which

is best.

Wite a list of nmonths from Novenber 1981 to Decenber 1982 on the
chal kboar d/ CHP. As each of the incidents |listed belowis pre-
sented, indicate by marking the nonth which has been reached. Re-

mnd trainees that the interest rate is 1% a nonth.

The sequence of dealing with each incident should be as follows:

(a) Present the incident and note salient data if necessary on
t he chal kboar d/ OHP.
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(by Allow groups up to ten minutes to deci de what changes, if

any, they will make in response to the incident.

(c) Selected groups should then present their answers, which

shoul d be di scussed and conpared with others

(d) Briefly present the "class solution".  This should be noted
by trainees, since it will be assuned for the renai nder of
the exercise that this solution has been foll owed by al

groups.

(e) Proceed to the next incident.

|ncident One - Novenber 1981

The Controll ed Soci ety adopted a new nmethod of grain storage for
the 1981 crop, in the hope that grain storage | osses would be re-
duced fromthe present rate of 5% to 3% The 1982 budget is based
on 3% but the advisers who recommended t he change now say t hat
they can only expect a reduction to 4% This is of course an im

provenent over |ast year but |ess than expected.

How wi Il this affect the surplus budgeted for 1982, and what, if

anyt hing, should the nanager do about it?

- The surplus will be reduced by $1, 620

- The manager need take no i mmedi ate action, but should def-

initely decide not to purchase new office furniture.

Incident Two - January 1982

Because of unusual weather conditions, menbers' naize is ready one
mont h earlier than usual, and should be harvested in February
rather than in March. If the crop is not taken into storage unti
March, it will lose around 1% of its value. The bank has agreed
to the necessary budgeted overdraft for March, but any borrow ng
in February will have to bear a penalty of Il per nonth interest

over the 12% per annumrate because of the short notice.

What options are open to the nmanager, and which should he choose?

The manager can refuse to take the nmize until Mrch, he can

take it in February but pay in March and April as budgeted or
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he can take it in and pay for it in February, bearing the pen-

alty interest charge

- The nmanager should take the nenbers' nmize into storage and pay
for it in February. The | oan of $50,000 will be required for
one extra nonth, but the interest charge of 1% or $500, is a

cheap price to be paid for the benefits of accepting and payi ng

for the maize. If menbers deliver but are not paid for a
nmonth, they will lose faith in the society, and if deliveries
are refused until March the Il loss in value will lead to a re-

duction of about $230 in the society's surplus, quite apart
fromthe $1, 200 reduction in nenbers' income. It is worth pay-

ing the interest for nenber goodwill.

Incident Three - April 1982

The soci ety has taken nenbers' crops in storage and paid for
t hem An opportunity has arisen for imedi ate purchase of the
store that they have rented for nany years. The owner is willing
to sell it to the society for $10,000. They woul d have to pay in
cash in June.

Shoul d the manager recomend purchase of the store?

It will, cost an extra $100 a nmonth to borrow the extra $10, 000
needed for the store.  The total cost will therefore be $700,
instead of the present rent of $200 a year. The society shoul d
not buy the store, unless the present tenure is insecure or the

rent is likely to be enornobusly increased.

Lnci dent Four - June 1982

The Mai ze Board has an urgent and unexpected need for extra grain
to nmeet a sudden export order. They have offered to take the
Controll ed Society's conplete stock of 515 tonnes for $230 per
tonne. This is $40 a tonne less than they will be paying in

Novenber but as they normally take no nmaize into stock at all un-
til Septenber they argue that this is a nmmjor concession

Shoul d the society sell its stock or not?

The society will |ose $20,600 but will gain about $4,800 in re-

duced interest payments. In addition, they would avoid the



risk of any further storage | osses. They shoul d neverthel ess
not accept the offer, unless storage | osses are expected to
cost nmore than $20, 600 m nus $4,800, that is $15, 800, during

the forthcom ng five nonths. This is nost unlikely.

Lncident Five - August 1982

A nei ghbouring society is in difficulties and the Registrar of Co-
operative Societies has asked the Controlled Society to take over
the remai ni ng nenbership of 30 farners. Each of themfarnms on a
simlar scale to the present nenbers of the Controlled Society and
is likely to produce a simlar ampunt of maize. There are no tan-
gi bl e assets to take over, but $20,000 nust be invested in a new

collection centre by whichever society takes over the menbership.

Shoul d the Controlled Society take on these new nenbers, in return

for building the new collection centre?

The society gains a gross profit of $50 per tonne. Thirty new
menbers who produce two tonnes each, if they do the sane as the
exi sting menbers, would increase the surplus by $3,000, before
i nterest charges or storage | osses, or any extra transport,

storage or casual |abour costs. They cannot be sure that the
new nmenbers would remain with the Controlled Society, and their
farms will tend to be nore distant and their crops will there-
fore cost nore to collect. The $20, 000 would not be a good in-
vestnent, the Controlled Society should only agree to take on
the new nenbers if a | arger nunber can be persuaded to join
fromthe same area, or if the new nmenbers can be persuaded to

construct the new coll ection centre thensel ves.

Incident Six - Qctober 1982

The four casual | abourers enployed to | oad the society's stocks

for delivery to the Grain Board have refused to work for their
usual wage of $45 a nonth. They are demandi ng $60 and have
stopped work until this is paid. The vehicles are half |oaded,
and extra hire charges, as well as penalties for mssing their
schedul ed delivery date to the Gain Board, will anbunt to nore

than the 4 x $15 extra payment bei ng demanded. The hi gh paynent

woul d however exceed the full tine | abour wage rate, and would in-
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evitably be treated as a precedent by the Controlled Society's
workers, and, in turn, other societies.

Shoul d the manager agree to pay them at the higher rate?

The nenbers should be asked to volunteer to replace the

striking workers. \Wages may be increased |ater, but not under

dur ess.

Inci dent Seven - Decenber 1982

The crops have been sold and the society has $25,000 i n the bank
A new forei gn bank has recently been established and its nanager
has approached the Controlled Society offering 15%interest for

two nonths firmy commtted deposits of a mnimum of $20, 000.

Shoul d the society deposit its noney with the new bank?

The interest earned will be $500 for two nonths deposit of
$20,000. The noney could not be withdrawn if menbers had to be
pai d early again next year, and the existing banking relation

ship will be disturbed. The nanager shoul d however nention the
offer to the society's present bankers, and attenpt to nego-

tiate a higher interest rate to match the conpetion

Further incidents nay be included if tine allows. G oups shoul d
have appreciated that decisions of this sort, which are about
future actions, are far nore easily, quickly and profitably nade
if the manager can refer to a budget which shows what w |l happen

i f no change occurs.

Ask trainees how they woul d have answered the questions w thout a
budget to refer to.  They would clearly have been able to do no
nore than to nake a guess, and woul d have had to nake a nunber of
cal cul ations especially for each decision, whilst the budget pro-

vided a firmbasis for every decision

Stress that all decisions need judgenment . Cal cul ati ons nust be
made to expose the hard facts underlying the decision. A manager

can then weigh the intangible factors such as risk, nenber good-

will or simlar issues, in order to make a deci sion. The answers



gi ven above are only suggestions, and trai nees nmay have good rea-

sons for quite different concl usions.

Trai nees may have found it difficult to make the necessary cal cu-
| ations, because they forget that data such as menbershi p nunmbers
were available in the case study. Stress that nmanagers nust
search for information. The necessary data is never conveniently

presented on one piece of paper, like a school exercise

Budgets are also used as a control device to ensure that perform
ance is going according to plan, to apportion responsibility for
di vergence fromplan and to notivate corrective action. The next

session will cover this use of budgets.
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SESSION 6.5
BUDGFTFD AND ACTUAI RFSUITS
(hjective: To enabl e trainees to use budgets effectively as a
nmeasur e of managenent performance.
Tine: 2 to 3 hours.
Material Tape Di al ogue (whi ch shoul d have been recorded in ad-
vance with appropriate |ocal nodifications) and Handout
"The Controlled Society - 1982 Results".
Cess| i de
1) Distribute copie's of the handout showing the 1982 results for the

Controll ed Society, conpared with the 1981 budget. Tr ai nees
shoul d i magine that they are the Mnistry of Co-operatives In

spector whose job it is to appraise every society's accounts and
to ensure that managers have been doing their job properly. Allow
trainees up to 15 minutes to examine the figures and to identify
those itenms which are nost in need of investigation. Remi nd
trai nees that wunder-spending can be as nuch of a problemas gver-

spendi ng.

Ask trainees which itens they would choose to ask the nanager
about . Stress that they should be concerned to exanine, and if
appropriate congratul ate the nanager for noney saved by reduced
expenditure or increased receipts, as well as asking himto ex-
plain results which were worse than expected. Elicit a generally

agreed list of priority itens, which should include the foll ow ng:

- Sum Paid to Menmbers for their Crops - Interest Paynents
- Sale of Crops - Overtime Paynents
- Paynment of Bags - Education

- Salaries - FEectricity

- Transport Hre - Tel ephone
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Warn trainees that they are about to hear a dial ogue between the
Co- operative Inspector and the Manager. Trainees will have an op-
portunity to conment on the inspector's questions. They will then
hear the manager respond and will be asked to suggest how sati s-
factory it is, and what el se m ght have been said in explanation

of the variance.

Play the dialogue, or if a tape recorder is not available ask two
trainees to play the respective roles. Do naot hand out the trans-
cript of the dialogue to the trainees. In any case, the dial ogue
shoul d be stopped for conment and di scussion after each question
by the Co-operative Inspector and after the subsequent answer by

t he nanager.

After each question by the inspector, elicit coment on the val -
idity of his view and suggestions as to how the manager m ght re-
spond either in order to correct any m sapprehension or, possibly,

to conceal any inefficiencies which the budget m ght indicate.

After the manager's answer, ask trainees whether they would have
suggested any better answer, and whether they as the inspector
woul d have been satisfied with what they heard. Trai nees shoul d
al so be asked to suggest how t he budgets m ght be inproved in

order to be a nore effective indicator of performance

Dialogue ltemA

The inspector is obviously wong to criticise the extra noney paid
out to nenbers without first inquiring whether this was a result
of higher volune or of higher prices or of some conbination of the

t wo.

The budget shoul d have shown both the volune and the price and any
resulting variance should be analysed in order to show which fac-

tor was responsible for the change.
Dialogue ltemB
The inspector is again incorrect to congratul ate the manager for

reduced sal ary expenditure without first inquiring why this has

occurred. The manager should in fact be blamed for failing to re-
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pl ace the accountant and this sinple exanple indicates the danger
of | ooking at budgeted figures w thout any understandi ng of the

facts underlying them

Dialogue ltem C

The excess overtime paid was nore than doubl e what was budget ed

and this cannot be expl ai ned by the reduction in casual | abour
al one. The inspector should have been satisfied by the nanager's
response and shoul d have demanded further information as to why

the overtine costs were so high.

Dialogue ItemD

The vol une purchased has increased by 22% and transport expendi -
ture by 10% The change is the result of greater volunme of work
and hi gher prices, or- some msuse of transport due to inefficiency

or other causes, and the inspector should not accept the manager's

answer .

Dialogue ltemFE

This nmay be a reasonabl e experinment but is the type of itemfor
whi ch a suppl enmentary budget shoul d have been raised, and if pro-
cedures all owed approved, before making the purchase. \When excess
expenditures of this kind are anal ysed after the event it is dif-

ficult to know whether they are being used to conceal extravagance

or waste

Dialogue IltemFE

The inspector's congratul ations for reduced electricity consunp-
tion are obviously msplaced and the manager is perhaps to be con-
gratul ated for adnitting the real cause of the saving. Her e

agai n, the figures should have been annotated with sonme indication

of the cause in this case.

Dialogue ltem G

Here again, saving is not an indication of good management but of
failure to undertake necessary activities. Educati on expenditure
can i ndeed be undertaken w thout any useful results and it may be

better to save the noney rather than to spend it in order to show

t hat the budget has been adhered to, but education is an item



whose quality can really in no way be assessed by reference to

budget s.

Dialogue ltemH

The same comments apply to this as to the electricity.

Dialogue ltem|

The manager's expl anation is not acceptable. In an itemof this
si ze the budget shoul d have been corrected even if the m stake or

change was appreciated after the initial annual budget was ap-

proved

Dalogue ltemJ

Her e agai n, the inspector should demand that the nmanager show
exactly how the reduced sal e proceeds were caused by reduced qual -

ity or reduced price in spite of the increased production. The

manager's reply is not satisfactory.

Ensure that trainees fully understand how to anal yse vari ati ons

from budget in order to determine their causes

Set the following exercise on the chalkboard/OHP and allow

trainees up to ten mnutes to attenpt this on their own:

Three co-operative societies have budgeted for sales of 100 tonnes

of grain at $50 a tonne. Their actual results are as foll ows:

Society A = 110 tonnes at $52
Society B = 140 tonnes at $32
Society C = 85 tonnes at $59

Cal cul ate the actual sal es achi eved by each society and work out
how much of the variation frombudget was the result of the price

di f ference and how nmuch was caused by the vol une difference.

Ask a sel ected trai nee who appears to have successfully conpleted
the exercise to explain his results and ensure that all trainees
appreci ate the nethod of anal ysing variations from budget. The

correct answers are as foll ows:
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Society A Total Sales $5, 720
Price Difference 100 tonnes x $ 2 $ 200
Vol ume Difference 10 tonnes x $52 $ 520
Total Difference $ 720
o] Price Difference $2 x 110 tonnes $ 220
Vol ume Difference 10 tonnes x $50 $ 500
Tot al $ 720

Stress that it does not matter which way the cal culation is done.
The techni que shows approximately how rmuch of the difference is

due to price and how much to vol ume changes.

Society B Total Sal es $4, 480

Price Difference 100 tonnes x $18 - $ 1,800
Vol ume Di f ference 40 tonnes x $32 +$ 1,280
Total Difference - $ 520

Society C Total Sales $5, 015

Price Difference $9 x 100 + 3 900
Less Volune Difference 15 tonnes x $59 - $ 885
Net Difference + 3 15

Stress that figures which are very close to or actually the sane
as the budget may conceal serious managenent failures because one
uncontrol lable factor has conpensated for some inefficiency.
Maj or itens should al ways therefore be anal ysed in vol une and

price ternmns.

Ask trai nees what other types of inconme or expense should be ana-

lysed in terns of their volune and their price.

Clearly minor itens need not be analysed in this way, but any sort
of significant supply, wages, interest paynents and other itens
where both the quantity and the price can vary should if they are

significant be analysed in this way. Stress once nore that the

fact that the figures are close to or the sane as the budget does


ana

ana

ana


not necessarily nmean that managenent has performed up to budget in

every way.

This item should have nade trai nees aware that anal ysis of bud-
gets, and of variances fromthemcan be carried out in very great
detail. Concl ude the session by stressing that quantitative ana

lysis, either of initial budgets or of actual results when com
pared with them is no substitute for effective day to day manage-
ment of people who actually performthe tasks whose results are

reflected in the figures.

Budgets should mainly be used at all |evels thenselves to nonitor
and i nprove their perfornance, rather than as a blunt and largely
i neffective tool which del udes senior managers into believing that
they can inspire and notivate their subordinate staff purely by
| ooking at figures rather than working with them and nonitoring

their day-to-day perfornmance on the ground.

The nost effective financial manager is the person who is fanmliar
with what is actually happening, as well as with the figures. He
will be able to identify problens well before they are revealed in

t he accounts.
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The Controlled Society — 1982 Results
[ Time B ‘Budget | Actual | Variance |
Expenses o - -—$ $ $ )
Paid to Members 120,120 123,200 (3,080)
Salaries 4,620 4,420 200
Wages 2,300 2,400 ( 100)
Casual Labour 370 300 70
Housing Allowance 920 900 20
Overtime 230 540 ( 310)
Superannuation 440 420 20
Transport Hire 1,200 1,330 ( 130)
Rent 200 200 nil
Insurance 460 460 nil
Bags 520 800 ( 280)
Licences 100 100 nil
Repairs to Furniture and Equipment 120 140 C 20)
Office Furniture nil 100 ( 100)
Committee Members Allowance 440 350 90
Electricity 240 100 140
Education 230 nil 230
Printing, Stationery 370 390 ¢ 20)
Postage 230 250 ( 20)
Telephone 280 160 120
Bank Charges 280 260 20
Interest 8,900 10,700 (1,800)
Donat ions 100 nil 100
Depreciation 800 800 nil
) “Total Expenses S| 143,470 | 148,320 | (4,850)
[T T N
Sale of Crops 143,100 142,130 ( 970)
Rent Received 50 50 nil
Membership Fees 530 540 10
T Total Income $| 143,680 | 142,720 | ( 960)
T Surplus $ 210 |( 5,600) | (5,810)
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IThe Controlled Society

Good afternoon, | have exanined the Statenent of Expenses
and | ncone for the Controll ed Society for 1982, and |
have conpared these figures with the budget which ny of

fice approved in Novenmber 1981. The results are not
whol |y unsatisfactory, but it is obviously disappointing
to see the budgeted surplus turned into a | oss. Before
going into details, perhaps you could very briefly ex-
pl ai n sone of the nore obvious variances whi ch have con-

tributed to the difference.

O course, not everything has gone according to plan, but
we are reasonably satisfied that thanks to everyone's

hard work and loyalty the results have been as good as

coul d have been expect ed.

First of all, |I note that you have spent $3,080 nore than
pl anned on nenbers' crops. This is the single nost im

portant variation fromthe budget, what went w ong?

PAUSE Al

Not hi ng at all went wong, in fact our nmenbers produced
22% nore crops than were expected. Naturally we paid
themthe full price, and we considered this satisfactory

for the nmenbers and the society.

PAUSE A2

Yes indeed, it is a pity that the final result is not

simlarly inproved. You appear to have saved $200 on
sal ari es. Wien there is such pressure for increases this
represents a very considerable restraint. Congr at u-
| ations!

PAUSE BI
Well, it was not quite like that. In fact, the account-

ant left in October and we have not been able to repl ace

him



PAUSE B2

| see. What about the overtinme paynents for | abourers?
They seem to have been nore than doubl e what we ex-

pect ed. This can scarcely be justified by 22% greater
t han expected deliveries, and wage rates in the country

at | arge have not doubled. Wiat is the cause of this?

PAUSE C1

Wl |, we had sone | abour trouble with the casual workers
at the loading tinme, and rather than pay the outrageous
suns they demanded | decided to ask our pernmanent | abour
to do overtine instead in order to get the crops | oaded
intinme. They responded magni ficently, and the extra

paynents are a snall enough reward for all they did.

PAUSE C2

Transport hire charges are nore than 10% over budget, al -
t hough we already all owed 20% i ncrease over |ast year's
to all soci eti es, in view of high fuel and vehicle

costs. How can you explain this?

PAUSE DI

Well, we did have to collect 14 tonnes nore grain than we
budgeted for, and this costs noney. We did go out to
tender to the usual | ocal contractors and these are the

best prices we had.

PAUSE D2

| see, what happened to the bags? Did they get burnt up,

did nenmbers sell them and denmand nore or what?

PAUSE EI

No, we had expected to replace the nornal 20% or so of

the old jute bags, but a sal esman cane along with a new
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type of bag which costs 50% npbre but are said to | ast
twi ce as | ong. We bought a thousand of them and we
shall nonitor their performance carefully. If they do
what the supplier said, we shall gradually replace al

bags with the new ki nd.

PAUSE E2

I hope it works out well. Your electricity consunption
is nost commendabl e. Your staff have obviously taken the
Governnent's call for econony very seriously, and | pro

pose to publicise your success as widely as possible. If
every society in the country did the sane, we would have
t housands of tonnes of fuel, and significantly reduce the

|l oad on the generating plant. It's a splendid effort.

PAUSE FI

It's nice of you to be so conplinentary, but the reasons
are rather different. The electricity was cut off nearly
every day and nobst evenings, so we could not use the air

conditioning or the fans or lighting in the store. |

W sh we had been able to spend what we budgeted or nore.

PAUSE F2
Ch, well | understand. You seemto have saved a fair bit
of nmoney from your education budget too. Education is

inportant, but it need not cost npney, and it is adnir
able to see how you have managed to avoid any specific

expenditure on this at all

PAUSE Gl

Thank you. We were very busy | ast year, we had hoped to
send the accountant on a course at the end of the year,
but then he left the society, and the nenbers seemto get
on very well wi thout any fornal courses. W are al ways

advi si ng t hem whenever we neet them and fornal courses

seemrather difficult to fit in.



Lnspector

PAUSE (&2

| see. The tel ephone has been anot her big saving too.
In our Mnistry we spend thousands on the thing, nostly
secretaries chatting to their boyfriends |I'm sure. You

have controlled it very well.

PAUSE H1

Rat her like the electricity I'mafraid. The tel ephone
was out of order for six nonths, and after a great dea
of arguing we nmanaged to get the tel ephone conpany to

wi t hdraw the rental charges.

PAUSE H2

| suppose things are a bit primtive up here. Interest
charges seemto have gone way up though, $1,800 extra has

a far nore inportant inpact than a few savings on the

t el ephone or electricity charges. What' s gone w ong
t here?

PAUSE 11
The higher interest rates really hit us |I'mafraid. W

all know how nuch nore we have to pay on housi ng | oans,

and the society is just as badly off.

PAUSE 12

Yes, it was a problemfor all of us. Wat about the $970
shortfall in the sale of <crops to the Maize Board?
That's a nasty blow, after all the high expectations and
t he higher prices that were offered. What went wrong

t her e?

PAUSE JI

After we had set the budget, we found that we woul d not

succeed in getting the storage | oss down to 3% from 5%
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by using the new storage nethod. W did get it down to
4% which was sonething, and we'll try to do better than

that this year. W were just too optimstic | suppose.
PAUSE J2

| see, well you seemto have explained all the problens
fairly well. Pl ease |l et me have a summary of what you
have told ne in witing, and let me have a report as soon

as possi bl e. All in all, you seemto have done very

wel | .
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SESSION 7.1
ACTI ON COVM TIVENT
hjective: To enabl e trainees to apply what they have learned to
their own situation, to develop a solution to a specific
problemw th the assistance of the group and to conmt
thenselves to its inplenmentation by a given tine.
Tine: Up to one day.
. i d
1) Remnd trainees of the difference between the cl assroom experience

they are just conpleting and the reality of co-operative nanage-
nment . The two may very easily becone unrelated. The anbition of
this course, however, is that trainees should apply what they have
Il earned in the classroomto the daily managenent of their co-oper-

ative societies.

It is very helpful to have a "bridge" between the classroom and
the societies. Rem nd trainees of their obligation to nake an
"action conmtnent" at the end of the course, by describing sonme
thing they are going to do as a result of the course and by com
mtting thensel ves to have reached a certain stage in its inple-

mentation by a certain date

During the course trai nees shoul d have been continually rem nded
of their responsibility to make this action commitnent. Thi s
final day gives themthe opportunity to develop a solution to this
probl em wusing what they have | earned during the course and in
consultation with a nunber of other trainees, and then to present

the solution to the whole group for criticismand coment.

The tine avail able should be divided into two periods - the con-
sultancy period and the presentation period. During the consult-
ancy period the trainees should be divided into groups of three to
four people. The groups should not contain trainees of the sanme

co-operative and ideally should include trainees fromdifferent



backgrounds. In this period each trai nee should be all owed about
30 mnutes to present his problem and proposed solution to the
ot her nmenbers of the group, who are expected to conrent and hel p

devel op a solution to the problem together with a tinetable for
its inmplenmentation.

During the presentation period each trainee should have at | east
ten mnutes to present his problemand solution to the whole
group, and to hear and react to at least a few of their coments.

Inthis brief period the trainee nust:

- Describe the problem
- Describe the solution.

Descri be how the solution will be "sold" to whoever is in-

vol ved.

- State a specific date by which the plan will be conpl eted

Trai nees who are in a position of authority in a co-operative may

feel that it is unnecessary to "sell" their idea to their subordi-
nates or to conmmittee nenbers. Such trai nees shoul d be warned
t hat subordinate staff will contribute nore efficiently to the

wor k of the. co-operative if they believe what they are doing is

useful rather than if they do it out of fear or sinple obedience.

The actual timng of the "consultancy" period and the "presenta-
tion" period will depend on the nunber of participants in the
cour se. In order to ensure that sufficient tine is allowed to
each trai nee the nornmal session hours should be extended or sone
time should be all owed during the previous day. The session is
i mportant since it provides an effective "bridge" between the
course material and the normal environnent of the trainees. It
al so ensures that the trainees regard the conpletion of the course
not as the end of training but as the begi nning of personal im

provenent on the job

The problens and their solutions will of course be unique to each
trai nee and his organi sation, but typical exanples m ght be as

fol | ows:
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Problem M society frequently runs out of nobney at the nost in-
conveni ent nmonents, with serious effects on nmenber and supplier

goodwi | | .

Solution: Before the end of Novermber | shall have produced a cash
budget for the forthconming year in order to obtain advance warni ng
of any problens, and latest 1 January | will present a plan to the

comittee on how the problens should be avoi ded next year

Problem  Accounts receivable are steadily increasing and nothing
seenms to be achieved by our circular letters and reninders.

Solution: Immediately upon return hone | shall "age" all the ac-
counts, as | have been taught in this course. In this way | wll
identify the accounts which give the nost cause for concern, and

will direct ny recovery efforts to those accounts. In the next
commttee neeting | will present a plan for accceleration of pay-

nments, with a specified objective to be achieved by 1 March

Problem (of a Union Manager): Menbers, and co-operative inspec-
tors, criticise all societies for bad nanagement, but have few

suggestions as to what is really wong or what should be inproved

Solution: In January | will have a neeting with the managers of
all the primary societies, when | will teach themto calcul ate
certain financial ratios. W wll then also work out a programre

for regular followup of results and conparison of financial
rati os between societies, with the aimof inproving our activities

up to the level of the best.

Problem  Menbers continually conplain about the small pay out of
the surplus and seemto be unaware of the inproved services we are

offering themevery year

Solution | shall prepare a very sinple statenent of sources and
application of funds for presentation in a picture format the
next annual nmeeting in order to show nenbers where funds have

come from and how we are using themfor their benefit.



Tr ai nees shoul d be encouraged to arrange to neet each other at
work after the course for continued "group consultancies”. The
i nstructor should al so undertake to visit or otherw se contact
each trainee around the prom sed date of conpletion of the action
plan, in order to ascertain whether or not it has been inple-
nment ed. It nust be stressed that this is not in order to eval uate

the trainees, but the training course itself.

I f possible a brief reunion should al so be arranged, to take place
after an appropriate interval. If this can be done, trainees
shoul d be asked to state in this session exactly what they plan to
have achi eved by the date chosen for the reunion, so that they can
on that occasion conpare progress with the stated intention. This
is not only a useful evaluation device, but nore inportantly, the
public commtnent and know edge of the forthcomi ng reunion will be

a powerful incentive to actual inplenentation.
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