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Preface

This training package is one of a nunber of training packages desi gned
by the ILO - MATCOM Project to assist people who plan or carry out
training for the managerial staff of agricultural co-operatives in de-

vel opi ng countries.

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:

(i) the tasks and functions to be performed in agricultural co-opera-
tive societies in devel opi ng countries;
(ii) the common problens and constraints facing the effective

per formance of these tasks and functions.

The result of this analysis is reflected in the MATCOM "Curri cul um
Gui de for Agricultural Co-operative Managenent Training". The Quide
contains syl |l abuses for 24 managenent subjects and MATCOM has produced

trai ni ng packages, simlar to this nanual, 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 Managenent

- Rural Savings and Credit Schenes

- Staf f Managenent

- Fi nanci al Managenent

- Cost Accounting

- Ri sk Managenent

- Work Pl anni ng

- Export Marketing

- Management of Larger Agricultural Co-operatives

- Cooperative Audit and Control

- Management of Ml ti purpose Cooperatives

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

The MATCOM Pr oj ect

c/o CO OP Branch

I nternational Labour Ofice
CH 1211 Geneva 22

Switzerl and



Target G oup

Target groups for this training progranme on "Project Preparation

and Appraisal" are:

(i) managers or assistant nmanagers of co-operative business fed-
erations, agricultural co-operative unions or larger prinmary

soci eti es;

(ii) co-operative officers in charge of devel opnent of agricul -

tural co-operatives;

(iii) co-operative policy-nmakers (Conmm ssioners, Registrars and

Assi stant Registrars, Secretary Cenerals, etc.).

Al m

The aimof the programme is to enable trainees to prepare and ap-
prai se ideas for devel opment and i nvestnents ("projects”) in the
light of their financial and sacial contribution. More in parti-

cular, the training should allow the target groups on their return

hone:
to fornmul ate nore and better ideas for new investnents;

to present these ideas nore effectively to conmittees and banks,
in order to increase the possibilities of raising funds and i m
pl enenting the projects;

- to inprove managenent of projects;

- to avoid unprofitable projects.

To achieve this, the programme wi || enabl e trainees:

- toidentify, in a co-operative context, the need for a project;

- to select and obtain the data which are necessary for an effec-

tive project proposal

- to make reasonable forecasts as to the data necessary for naking

ef fective project proposals;



to present, in witing and verbally, proposals for investnent;

to sel ect and apply appropriate nmethods of project appraisal
taking into account the availability and accuracy of data, the
time avail able, the anpunt of noney involved and the social ef-

fects of the project;

- to assess the degree of risk in various projects and to nake al -

| owances to cover or reduce such risks when appraising projects;

- to explain the link between the success of projects and the via-

bility of nenmbers' associated farming activities;

- to distinguish the "human" fromthe technical and economc risk

factors in any project;

- to present projects to potential sources of finance in an effec-
tive way

Use

The programme as described in this nanual can be used for a spe-
cialised course on project preparation and apprai sal. The conplete
progranme, or individual sessions or parts of sessions, can also be
incorporated in the curriculumfor a nore conprehensi ve managenent

progr ame.

Duration

The conpl ete programe, as described in this nmanual, consists of 26
Learning sessions. Session tines vary from1 to 4 hours. The

total programme will take approximately 60 hours, or between 10 and
12 days, depending on the qualifications and experience of the
trainees and the hours worked each day. The tinme nmay well be ex-
ceeded, and each instructor nust decide on the likely duration in

view of local conditions. A tinetable should be prepared accord-

ingly.

o

The programme 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 investnent, 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 therefore be able to show concrete results of inproved nman-
agenent In order to prepare and equip the trainee to achieve
this, the programme has adopted a highly active |earning approach
through the use of "participative" |earning nethods and a built-in

action comm t nent.

Trainees will not |learn about Project Preparation and Appraisal in
a general and passive way. Their day-to-day nanagenent problens

have, as nuch as possible, been translated into realistic case
studies, role plays and ot her problemsolving exercises. Trainees

(working nostly in groups and on their own) will learn by solving
problems as in real life, wth the necessary assistance and
gui dance fromthe trainer, who will act nore as a "facilitator" of

| earning than as a |ecturer.

Every trainee, even if he or she has never actually managed a co-
operative society, has sone ideas and suggestions from which the
others can learn; if any or all of the trainees have managenent
experience they can contribute a great deal to the | earning of the
ot hers. This material is intended to all ow and encourage every
trainee to contribute as nmuch as possible fromhis own insights and
experience, so that all will go away with the accumul ated know edge

t hat each brought to the programe.

This sort of shared learning is in fact al nost al ways nore inport-
ant that the know edge that you, the instructor, or the materi al
initself, can contribute. If you do no nore than allow every in-

di vidual to put in what he knows, and to learn fromwhat the others

know, you wi |l have achi eved a great deal

Remenber that knowl edge is like fire, you can share it with other
peopl e wi thout |o0sing anything yourself. You should treat each
trai nee as a source of ideas and suggestions which are at |east as

val uabl e as your own, and the nmaterial is designed to help you to

draw out, or "elicit" these contributions.



The built-in action commtnment at the end of the programre will
gi ve each trainee the opportunity of using the know edge and ex-
perience of his colleagues in the training programme to find a con-
crete and acceptabl e solution of a specific nanagenent problem he
is faced with - a solution to which the trainee will commit hinself

for inplenmentation.

Structure

The programre is divided into six 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 estimate of the tine needed and a
conpr ehensive "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.
. i al

Before "using" the programe in a real training situation, it my

be necessary to adapt it. This can be done as foll ows:
Read t hrough the programme and deci de whet her:

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

- new topics and sessions should be added.

Your decision will depend on the training needs of your trainees

and the means you have at your di sposal

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
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with the people and the situations described in the handouts and
wi I | considerably increase the i npact and effectiveness of the

trai ni ng progranme.

Do not feel that this manual is |like a book which contains the
only answers. It is merely a collection of suggestions and ideas,

whi ch you nust adapt, nodify, use or reject as you think fit. The
best evidence that you are using the material properly will be the
anount of changes, additions and anendnents you have yoursel f

witten in this copy.

: I o L al

Handouts constitute an inportant part of the training nmaterial used
in the programme. They can be reproduced fromthe original hand-
outs supplied in the ringbinder, after the necessary adaptation has
been made. Reproduction nmay be done using whatever nethod is

avai |l abl e: stencil, offset printing, photocopy, or other.

The only item of training equi prent which is absolutely essential
i s the chal kboard

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

still use the chal kboard.
The Pre-course Questionnaire should be sent to 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 programe.

Preparing Yourself

Sone trainers may feel that material of this sort neans that they
need only spend a few minutes preparing for each session. This is
not the case. You should go through the followi ng steps before

conducting any course which is based wholly or in part on this ma-

terial :

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

you envi sage what is intended to happen in the classroom
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2. Work through all the calculations; be sure that you under-
stand them conpletely and try to predict the errors that
trainees are likely to nake, and the different answers which

may not be wong, but which will be worth follow ng up

3. Work through the case studies yourself, and try to predict
all the possible anal yses and answers which trai nees may cone
up wth.

4, Look up and wite down on the material itself, as many |oca

exanples as you can to illustrate the points that are raised.

5. Plan the whole session very carefully; try to predict ap-
proxi mately how nmany m nutes, each section of the session is
likely to take, and namke the appropriate nodifications to fit
into the tinme that you have avail abl e. Do not take the

suggested tine at the beginning of the session too seriously.

10. Conducting the Programme

Wil e using the material, you should try to observe the foll ow 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 not put themin

rows so that the only face they can see is your own.

2. Be sure that the session is clearly structured in the
trai nees' m nds; outline the structure at the begi nning,
follow it or say that you are diverging fromit, and sunma-

ri se what has happened at the end.

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

job-oriented objectives of the session.

4. Be flexible, do not followthe material slavishly and be pre-

pared to change the approach, dependi ng on what trainees,

t hemsel ves, suggest.

5. Avoid, whenever possible, telling the trainees anything; in
a successful session all the points will have been elicited

fromthem by skillful questioning.
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11.

12.

13.

14.

15.

VI

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

make the point yourself if all else has failed.

Use silence as a weapon; if 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 yourself. Trainees' discussion and suggestions
shoul d occupy around three quarters of the total tine; ask
listen and guide rather than talk. (The nore you yourself
talk, the nore you are revealing your own insecurity and
i gnorance of the subject, in that you are not willing to risk

questions or comrents 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 conmendabl e

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

source of know edge.

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

are nore precise.

Be prepared to act as "Devils's Advocate"; there are usually
no right or wong answers to managenent questions, and

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

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

of hand; it may be as useful or nore so.

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

t oo nuch.

Be sure that everybody understands what is going on; do not
al l ow the discussion to be taken over by the few who under-

st and.
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16. Be dyanmic, lively and active. Myve around, wal k up and down
the classroom and generally keep everyone alert to your phy-

sical activity.

After the Course

Not e down each trainee's action commitnent, 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 commitnents. If they have failed, it is not they who

were at fault, but the course. Either the training was ineffect-
ive, the trainees were poorly selected or you failed to recognise

probl ens which m ght prevent them from applyi ng what they | earned.
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Pre-course Questionnaire

Name:.................................................................

LT 1=

Lo o I 1 - ceen

Brief description of your responsibilities:

A A A I T T

L R I L T T T D I I T T

Major problems faced by your society:

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

L A T T T T L R L N N S A R P

Major projects undertaken by your society in the last two years:

A A I T T T T S

A A I T T
4

Major projects anticipated by your society in the next two years:

A e L T T T T T S T T

A T I T T T T T S S

Please complete the following sentence. '"As a result of attending the

course on Project Preparation and Appraisal I hope that I shall be

able to T T

L R A I I R R R R A A e R R R R Y

L A A O A R I T T T T T S S



Session 1.1

Sheet 1
SESSION 1.1
L NTRODUCTI ON

hjective: To enphasi se the inportance of effective preparation and
apprai sal of projects of all kinds, and to identify
sources of expertise within the training group

Tine . 1 to 2 hours.

Material . Conpl et ed pre-course questionnaire, timetable and |ist of
participants.

. . :
1) If a prominent visitor is to open the programme he or she shoul d

be asked to gi ve exanpl es of problens which have arisen through
i nadequat e project preparation and apprai sal . The visitor should
stress that people in the trainees' own positions can nake a ngj or
contribution towards preparing and appraising projects nore effec-
tively. The visitor should, however, also be asked to stress that
ef fecti ve managenent of a project, after it has been approved, is
every bit as inportant. The best prepared and apprai sed projects
can in fact fail if they are not managed efficiently. Compl ete
know edge of the | atest nethods of project preparation and ap-

praisal is of no value if the organi sati on does not generate good
i deas for new projects, or if ideas for new investnents are not

received with interest. Proj ect Preparation and Appraisal is a

vital part of devel opnent, but is by no nmeans the whole story.

Ensure that trainees are not bothered by any adm nistrative ques-
tions. They shoul d know where they are to stay, how they are to
pay their expenses, what transport facilities are needed and any

other information which is rel evant.

G briefly through the tinmetable, stressing to trainees that they
will be required to contribute their own experience and ideas, and

not nerely to listen to other peopl e talKking. Peopl e | earn by

doing, rather than by |istening.



Ask each trainee to summari se his previous training and practica
experience for the group, and to reaffirmwhat he hopes to gain
fromattending this course. Enphasise that everyone brings sone-
thing to the course and that, if all return having shared the ac-
cunul at ed experience, a great deal will have been gai ned. Re-
source persons, and the material, can only provide sone ideas
about techniques and a structure for the course. The major input

will come fromthe trai nees thensel ves.

Stress that the objective of the course will not only be to learn
how t o prepare and apprai se projects, but also to produce a pro-
ject, and to appraise it, so that practical use nay be nade of

this when the trainees return hone.

At the end of the course trainees will have to conmit thensel ves
to a specific plan of action based on what they have | earned.

They will be required

- to state a particular problemin their society;

to describe the way in which they propose to solve this
probl em

to describe how they will "sell" their solution (i) to their
superior and their subordinate staff, and (ii) to the committee

and menbers if necessary;

- to describe exactly what they hope to have achi eved by a cer-

tain specified date, within one year fromthe end of the

cour se.
Trai nees' success in inplenmenting their plans will be assessed at
the time indicated in their plans. The course will be eval uated

according to their success.
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WHAT 1S A PRAIECT?

(hiective: To enable trainees (i) to list the characteristics of a

project, and (ii) to describe why projects require proper

preparation and apprai sal

1 to 1 1/2hours.

Session Quide:

Ask trainees to give exanples of typical "projects” with which
t hey have been involved. Based on these exanples, attenpt to eli-

cit a definition which covers the sane points as the foll ow ng:

"A proposed activity whose costs and benefits can at | east to sone
extent be isolated, and where costs nust be incurred before bene-

fits are known."

Trai nees will probably have nentioned only major "projects", such
as the construction of a new processing factory or irrigation sys-
tem Point out that the definition does not refer to the size of
the project. Any single activity which involves expenditure and

returns, and about which a decision nust be made, is a project.

Ask trainees where they woul d expect to obtain the funds to be in-
vested in a project. They will probably refer to sources of funds

outside their own society.

Ask trainees to state in what ways the apprai sal of a project
should differ:

- if the funds for the project are obtained from outside;

- if the project is to be funded fromthe society's existing in-

ternal resources.

Trai nees' answers may inply that externally funded projects re-

qui re nore detail ed apprai sal, because the bank or other source



of funds will require detail ed analysis before granting a | oan,

and will wish to supervise the use of the |oan

Ask trainees how a society's internal resources have been ob-

tai ned. Any resources of a co-operative society belong to its
nmenber s. Even if by-laws prevent distribution of surplus beyond a
certain anount, the officers of a society should treat the so-
ciety's funds as if they were on |loan from nenbers. Any proposed
i nvest ment nust therefore be treated as if menbers had to be asked

to lend money for it.

Ask trainees to nane the kind of resources which are invested in
proj ects. They will refer to noney, but other resources, such as
equi pment or space, and time (managers' and other people's), nust

be allocated as carefully as noney.

Ask trainees what "project" they are presently engaged in. Point
out that their present "training" represents a commtnent of tinme
and noney, in return for unknown future benefits. Al'l ow trai nees
up to ten minutes to list (i) the costs their society has incurred
and (ii) the possible benefits that it hopes to gain as a result

of their attendance on this course.

The casts of training include:
- any fees payabl e;
- any expenses for travel or accomvpdati on;

- the value of what the trainee would have done for the society

if he had not been on the course

- the cost of any preparation the trainee had to do before the

cour se;

- the cost of any mistakes that the trainee may nmake as a result

of attending the course.

Ask trainees to estinmate the total cost to their society of their
att endance. They should do this by putting a figure to each cost
item Trainees will probably use their own salaries as the figure

for the cost of their absence. Ask trainees why this could be

considered as a "minimun figure. Elicit the foll ow ng:
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Session 1.2
Sheet 2

- Over heads (acconmodati on, transport, secretarial facilities),
i ncurred by each society in association with the enpl oyment of

each individual, should be added to the total training cost.

Exanple: A manager of a society |eaves for a two-week training

cour se. It is very unlikely that his secretary will be able
to work |i ke she does when he is there. | f she is not given
any other tasks, she may even do nothing for two weeks. Her

cost to the society during these two weeks should therefore be
| ooked upon as part of the investnment the society is making in

the training of its nanager.

A society will earn a surplus only when each individual staff
menber nmakes sure that what he costs his society (salary,
fringe benefits, etc.) is Less than what he contributes in
terms of henefits to the society. To be worth enploying, a
person shoul d earn benefits greater than his salary. The in-
vestnent a society is naking in a person's training is there-
fore equal, not to his salary, but to what he is really contri -

buting to the society in terns of benefits.

If the training course is subsidised so that societies do not bear

the full cost, estimate the amount of subsidy, from donestic or
foreign sources, which should be allocated to each trainee. Add

this to the total cost.

Ask the trainees how el se their societies mght utilise the noney

now bei ng spent on their training. Showthat if their training is
to be worthwhile, the benefits resulting fromit nust be greater

t han:

- the total cost involved in their training

- the benefits which mght have resulted fromany alternative use

of the same noney.

These rules apply to all projects, hence the need to prepare and

apprai se projects correctly.

Ask trainees to read fromtheir lists, the henefits their so-

cieties may expect in return for the investnent in training.
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These are far nore difficult to |ist and assess than the costs.
Benefits expected from a course on Project Preparation and

Apprai sal mght be listed as foll ows:

- the society should have nore and better ideas for new invest-

nments;

- the ideas will be presented nore effectively to conmttees and
banks, so that there will be nore chance of funds bei ng nade

avai l abl e to inplenent them

- the risk of undertaking unprofitable projects is likely to
di m ni sh;
proj ects which are undertaken should be better managed, and

nore likely to achieve their objectives.

In order to deci de whet her soneone should attend a course, these
benefits should be conpared to the costs. They can al so be used
to evaluate the course at a suitable tinme after it has been com

pl et ed. Training projects are the nost difficult of all to ap-
prai se. However, each society, and every trainee, should be aware
of the fact that trajning does cost nmoney. Unless the return from
the trai ni ng exceeds what m ght have been earned by using the
noney in some other way, the training will have been a bad invest-

nment .

Show t hat everything a manager does in a society involves spending
money (i ncluding the cost of his owm tinme). From9) and 10) above
it is clear that the return fromthis spending should not be |ess
than alternative ways of spending the sane tine or noney. "Wat a
manager should do, and how he should spend his time" should there-

fore be | ooked upon as a "project", and any decision on it nust be
taken in the same way as a deci sion about investing |arge suns of

nmoney in a |arge project.

Ask trainees to describe the sort of decisions they nmake every

day. These may incl ude:

Should I go and visit sonme nenbers' farns today, or should

stay and deal with the correspondence in the office?
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- Should we recruit a part-tine |abourer to work in the stores
duri ng the busy two-week period, or should we try to manage

with the existing | abour force?
- Should | order 500 or 5,000 sheets of witing paper?

- Should | recommend that the chairman cancel the next committee

neeting since there are not nany itens on the agenda?

- Should the society's only vehicle be used by the stores manager
to collect sone badly needed supplies, by the education officer

to carry his equiprment to a course, or by ny wife to visit the

clinic?

Clearly, decisions of this sort do not justify a presentation and
detail ed appraisal, but the manager nust still think in terms of
the benefits to the society, and the costs that will be incurred.
This is a matter of attitude and not technique. Managers may ap-

proach deci sions with a nunber of questions in m nd:

- What will be the easiest thing to do?

- \What will | enjoy the nost?

- \What will keep the staff and comm ttee happy?

- What will look best in the eyes of ny superiors?

- What will benefit the society the nost, in relation to the

costs of doing it?

Only the last question should be considered.
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SESSION 1.3
PRQIECT | DENTI FI CATI ON

hjective: To enable trainees to identify investment opportunities.
Tinge: 1 to 2 hours
Material Tape Di al ogue "The Agrarian Farners' Society"
Session Quide:

1) Informtrainees that they are about to hear a few nonents taken

froma typical day in the life of Joe Egesi, secretary of the
Agrarian Farners' Society. They should wite down, as the

di al ogue proceeds, every problem which they identify.

Pl ay, or enact the tape dialogue, and repeat it if trai nees want
that. Ask trainees to give their suggestions and make up as |ong
a list as possible on the chal kboard/ CHP. The list mght be as

fol l ows:

More typing capacity.

Better accounts staff.

A secure war ehouse.

A singl e war ehouse.

A covered vehicle parking place.

A stock of vehicle spares.

| rproved pl oughing facilities for nenbers.

| mproved flow of water in irrigation canal
Farmers to be educated on the use of fertilizer
Provi sion of cotton ginning facility.

New rice storage facilities

Ask trainees, individually or in groups, to suggest ways in which
each of the problens could be solved. Allow up to 30 m nutes for
this. Encourage trainees to think beyond the obvi ous sol utions
and to suggest others which m ght be equally effective, and pos-

sibly | ess expensive.



Reconvene the group and ask for suggestions for each problem
There will inevitably be lots of ideas. However, the objective at
this stage is not to analyse or select, but to produce as long a

list as possible. A suggested list mght be as foll ows:
. .

- Wite letters by hand.

- Wite fewer letters.

- Buy an electric typewiter in exchange for the existing nanual

typewiter.
- Buy a new nmnual typewriter in exchange for the old one.

- Hire another typist and provide him or her, with a new

typewiter.

- Replace the existing secretary.

Accounts Staff

- Send the existing clerk for training.
- Send the manager for training.

- Hre a new accountant.

- Hre the part-time services of an outside professional

account ant .

Warehouse Probl ens
- Rebuild or extend one of the two existing warehouses.
- Buy/rent/build new preni ses.

Re-organise the stock to nmake better wuse of existing

war ehouses.

hi - .
- Buy a plastic or cloth tarpaulin, or engine cover.
- Buy/rent/build a garage.

- Put the vehicle in a covered space, which is avail able, but

used at present for some other purpose.
Vehicle Spares

Purchase a stock of frequently used spares.
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Encourage a | ocal stockist to keep the necessary spares.

Repl ace parts regularly, rather than waiting for themto fail.

Ploughi ng

Design and introduce new systens, which would allow nore tine

for ploughi ng between harvest and sow ng.

Encour age greater use of ox ploughs.

Start a tractor hire service.

Fi nance menbers' use of an outside tractor hire service.

Encourage and assist farmers to buy small two-wheel tractors.

R

Encourage farmers to grow crops which require |l ess water.
Ensure that the available water is shared nore evenly.

Enl arge the existing canal.

Bring the water from sone other source to the farnmers at the

extreme end.

Eertilizer FEducation

Accept supplier's suggestion for joint promotion and training.

btain | ower cost suppliers, and cut the society's margin, to

encourage greater use of fertilizer.

Ask extension staff of Mnistry of Agriculture to educate

farners.

Distribute | eafl ets and posters.

Cotton G nnery

Set up a joint ginnery with other societies, as suggested.
Set up a ginnery and sell services to other societies.

Di scourage nenbers from grow ng cotton.

Make arrangenments with other private, or co-operative gin-
neries, to gin nenbers' cotton.

Rice Storage:

Construct a new bin.



- Ask farmers to delay their deliveries, and to store their rice

on the farns.
- Ask the mill to accept earlier deliveries.

- Hire storage space fromlocal contractors.

When a wide range of alternative solutions has been put forward,
ask trainees whether a simlar list could be produced for the sane
or simlar problens existing in their own societies. They will
probably agree that it could. What prevents the inprovenents from

being put into effect?

Trai nees may suggest that finance is the problem They may inply,
if funds were available, lists of this sort would no | onger exist
because all necessary inprovenments woul d have been nade. Ask

trai nees how nany detail ed i nvest nent proposals they have sub-

mtted during the last twelve nonths

Ask trainees what Joe Egesi is likely to do about the problens in
his society. He will probably da nothing! |Is the main reason the
shortage of funds? Mbst devel opnent and co-operative bankers, at
all levels, say that their main problemis npot the shortage of
noney to lend to good projects, but a shortage of good, properly
presented projects to |l end noney to. Reaffirmthis fact by refer-
ence to | ocal bankers if possible. The foregoing exercise, and
trai nees' own experience, suggest that there are a | ot of things
that need to be done. Many of these require funds, and all of
them can potentially benefit societies and their nmenbers. What is

then I acking?

Encour age discussion at this point. Elicit fromtrainees the fol-
| owi ng sequence of activities which Joe Egesi, or any other co-
operative nmanager, mght undertake in order to get things done and

to solve problemns.

a) ldentify problens clearly. (Poi nt out that nmany nanagers

waste a lot of their tine solving the wong problem)

b) Identify possible alternative solutions to each problem
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htai n as much necessary econom ¢ data as possi bl e about the

solutions ( Lncluding information about the present situation

since doi ng nothing may be the nost econom c sol ution).

d) Define clear and, if possible, quantify the costs and benefits
associ ated wi th each possible sol ution.

e) Present the alternatives in a manner which enables themto be
compared (i) with each other and (ii) with possible solutions
to ot her problens; this will allow the manager, or whoever
el se is responsible, to decide on the best one for the so-
ciety's resources.

f)  Manage the inplenentati on and operation of the chosen pro-
posal, so that it will achieve the benefits estimted at the
outset, and thus fully justify the resources devoted to it.

Al'l co-operative managenent training is concerned with the | ast

activity (f). This course is concerned with the first five acti -

vities (a, b, ¢, d and e).



Nar r at or :

Joe:

Joe:

Voi ce

Joe:
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Tape Dialogue : The Agrarjian Farners' Society

Joe Egesi is the manager of the Agrarian Farnmers' So-
ciety. The soci ety has about 300 nmenbers, npst of whom
grow rice as their main crop. The society operates a hu

ling mll, and markets nenbers' surplus rice to the State
Mar keti ng Boar d. It al so manages the irrigation system
whi ch was taken over by the conmunity when the foreign
| and-owners left, and their farns were sub-divided. The
society runs two lorries to collect farners' crops and de-
liver farminputs. The manager's job is difficult: he
al ways seens to be "fighting fires" rather than | ooking
ahead, and as Joe cane into his office on Friday, July

24th it started |ike any other day.

Good norni ng, Mary. The in-tray |l ooks as full as ever.

Have you typed those circulars yet?

I"msorry, but our typewiter is so slow There's
another circular in the mail about these electric nmachines

- I"'msure that one of those would solve all our problens.

So would a million dollars. But let's have a | ook at the
morning nmail. Mm  (Pause) Mmm Good | ord, 15 hundred
dollars to insure the warehouse, that's far nore than we
paid | ast year, I'msure. Ch, Mm | see. They say the
old place is too full, is a fire hazard, and easy for any

burglar to get into. We'll just have to pay | suppose.

(Tel ephone rings)

Hel |l o, Joe Egesi here.

This is the District Co-operative Audit Oficer. W stil

haven't received your accounts for |ast year.

| know, |'ve just seen your remi nder in the mail. ['m
very sorry, but the lad in our accounts departnent does
not really know about accounting, although he's bright.

I'I'l try and do it nyself.



Voi ce:

Joe:

Mary

Joe:

Mary

Joe:

Mary

Joe:

Al'l right, but the accounts nust be with us by the end of

August, otherw se questions will be asked.

Fair enough, 1'll do ny best. (Puts tel ephone down) How
"Il doit, I don't know. | don't understand all this as-
sets and liabilities stuff nyself really. Now (Pauses)

Mm Wiat's this? Mmm Oh yes, last week's report from
the field officers. Looks |ike the sane old probl ens.

Farners say they could not plough their fields properly in
tine, so there will be lower yields again. Still, nmaybe
it's as well. The old rice mll cannot really cope with a

proper crop.

Excuse ne, will you want the |androver today?

No, | don't think so, why?

Well, the driver says it won't start. The engi ne got wet
in the stormlast night, and he needs new spark pl ugs.

And you know it's twenty kilonetres to town to get them

Tell himl've got to go out tonorrow, so he'd better have
it working by then. Ch, Mary, do you know anyt hi ng about
t he group of nenbers who want to see ne this afternoon?
What's it all about?

They're fromthe far end of the old plantation. | think
they want to conplain about the irrigation canal. Har dl y
any water reaches their end, they say, and the new varie-

ties need nore water.

Ch yes, | renenber they had that trouble | ast year. Vell,
they' Il just have to put up with it. Now, |'d better | ook
at the rest of the mail. Ch, at long last, an answer from
the Cotton Marketing Board, Mm Oh yes (Pause) | see,
there's no ginning capacity. They suggest that we get to-
gether with sonme of the other societies to build a gin-
very, and then they'd buy our cotton. CGosh, they don't
know what they're asking
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(Tel ephone rings)
Yes, Joe Egesi here.
Voi ce: It's Bill Okot fromFertilizer Supplies here.
Joe: Hello Bill, what can | do for you?
Voi ce: Well, a couple of things. First, please tell soneone to

make it clear to us where we are to deliver things. One
of our drivers said he had unl oaded half his goods at your
war ehouse and the storeman suddenly said it had to be
taken to your other place. It took himnearly all day to
|l oad the stuff up again and take it back to the other

store.

Joe: I"msorry, it causes us all kinds of problens, having to
di vide our stocks between two places, but we just can't
afford to build a big new warehouse. "1l try to make
sure it doesn't happen again. Thanks for letting nme know,

anyway.

Voi ce: That's QK Now, the other matter. Qur mar ket research
people did a survey of farmers' awareness of fertilizers,
and |'ve just had the results. The farmers around here,
i ncl udi ng yours, appear to know even | ess about fertili-

zers than nost farners in the country.

Joe: I"mnot really surprised, they're not the nbst up-to-date
of people.
Voi ce: Qur prices to you don't allow for nmuch help with publi-

city, but why shouldn't we get together and set up sone

denonstration plots, have sone meetings, and so on? V&'Il provide fertilizer free of charge for the plots, and

coul d speak to the nmenbers once or tw ce. How about it?

Joe: Not a bad idea, but it would cost a lot. I'll have to

think about it. Thanks for the suggestion, though



Voi ce: Vll, | hope it'll be of some use. CGoodbye

Joe: Goodbye.

Mary: Excuse nme, would you sign this |ocal purchase order for
the driver so he can get the spark plugs. He al so wants
to pick up those draw bars that are being welded. He's
not sure of the price, but apparently it costs al nbst as
much as a welding kit itself.

Joe: Exaggeration | suppose. We nust be spending a fortune
with these wel di ng peopl e; there's always sonet hi ng
br oken. Here you are. (Pause) MM now what's here? Oh
dear, a reject note fromthe rice board. They' ve down-
graded our |last delivery from G ade B to G ade D. They
say that broken grains and danpness are to bl ane. I'd
never thought we'd get away with the B grading but it's
al ways worth trying. We'll just have to accept gracefully
and try again next tinme. The problemis that rice just

can't be stored properly outside. VWhat we really need is
a bin.
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SESSION 1.4
PRQAIECT SCREENI NG AND PRICRITI ES
hjective: To enable trainees to decide on an order of priority for
the project possibilities which are open to their
soci eti es.
ime 1 to112 hours
Session Qiide:

1) Ensure that all trainees have a copy of the list of problens and

possible alternative solutions as agreed in the previous session.

2) |If sone tine has el apsed since the |ast session, replay or enact
the di al ogue of Joe Egesi to remind trainees of his attitude and
the problens facing him Ask trai nees what they woul d expect
Egesi to do about the problens that have been identified. Like
many managers, he appears to be mainly preoccupied with "fighting
fires" rather than attacking the causes of problens. He'll prob-
ably do not hing about nmany of the problens, until total breakdown
or other pressures force himinto doing sonething quickly. In
many cases that may not be the best course of action in the |ong

run.

3) It is easy to criticise Egesi, but it takes a great deal of tine
(i) to investigate each problem (ii) to define alternative sol u-
tions and (iii) to assess the cost and likely benefits of each
alternative. The nanager cannot possibly investigate all of these
problens at the sane tine. The result may be that none of themis
dealt with.

Ask trainees if this is a wholly fal se situation. \Wat nust

Egesi do in order to start dealing with all his problens?

4) Cearly Egesi nust decide what possibilities to investigate first,
and whi chl ast. He must set priorities. Ask trainees to suggest

what criteria should be used for this purpose. They may suggest

availability of funds.



Rem nd them of the banker's view that funds are avail able for any
good projects. Funds are only one factor and possibly not even

the nost inportant one.

The aim of setting priorities is to decide which projects should
be investigated. Ask trainees whether it is necessary to investi-

gate each project in detail for this purpose

Elicit fromtrainees those criteria which will normally suffice to
deci de where a project should be in order of priority. They

shoul d i ncl ude:

- Sinplicity of assessment and nanagemnent.
- Urgency.
- Attraction to nenbers.
"Li nkage" with other problens, or side effects.

- Amount of noney required

Di vide trainees into groups and ask themto produce a priority
list for Joe Egesi's ten projects, using the above criteria.
Poi nt out that groups can give nbre inportance to any criterium

they feel should be weighted. Allow up to 40 nminutes for this.

Reconvene the group and conpare their priority lists. The obj ec-
tive is not to discuss differences of opinion (which will depend
on assunptions and participants' previous experience). It is to

show that priorities can, and nust be ranked in order of inmport-
ance, if the task of project preparation and appraisal is to be

manageabl e.

A possible, very sinplified, priority list for starting work on

the projects mght look Iike the one shown on the opposite page
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According to this nmethod, without

areas show up in the order I|isted.

Ask trainees to suggest the dangers of

sort.

Urgent problenms with inexpensive,

be investigated first, so

t hat

projects are never dealt with

Projects which are desperately urgent,

negl ect ed because of poor

teria.

How can this be avoi ded?

any wei ghti ng,

the priority

ranki ng systenms of this

sinple solutions wll

or very sinple,

rating according to the other

al ways

nmore | ong-term and anbitious

may be

cri-

A system of this sort nust be used as part of an effective manage-

nment procedure,
like this:

ef fect

and with sonme flexibility.

It could be put

into

Sheet 2

Member Side Ease of
Problem Urgency |[Simplicity|Attraction|{ Effects Finance Total
Typing 1 1 3 1 1 7
Accounting 1 2 3 1 1 8
Warehouse 2 2 1 1 3 9
Vehicle
Spares 2 2 3 1 1 9
Fertilizer
Awareness 3 2 2 2 1 10
Vehicle
Parking 3 1 3 3 1 11
Rice Mill 3 2 2 2 3 12
Ploughing 3 3 1 2 3 12
Irrigation 3 3 2 3 3 14
Ginnery 3 3 2 3 3 14

1 = High

2 = Average

3 = Low



At the begi nning of each year all projects should be rated. A
time should be set for investigating each of them wth sone
order of priority. The tinetabl e should not be changed except
for desperately urgent cases, which may need to be inplenmented
Wi t hout any investigation (e.g. notor breakdown, dealing with

di sease attacks, etc.).

The ranki ng system should be used flexibly. Any apparently un-
acceptabl e results should be re-appraised, for exanple, if the
rating gives a | ow decision for an obviously urgent project, or

a high decision for a project which is obviously not of prinme

i nportance.

Renmi nd trainees that the scarcest resource in nost co-operatives
is the time of good managers. A system such as above is one way
of making a better use of,this resource, and with the ability to

apply it, trainees will gain on this course



topic

data requirements

4 A

Session 2.1 Data Identification
Session 2.2 Data Sources

Session 2.3 Obtaining Data

- )
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SESSION 2.1
DATA | DENTI FI CATI ON
hjective: To enable trainees to identify the data needed as a basis
for project preparation.

Time: 1 to 12 hours
Material - Case Study "Joe Egesi's Problens".
Session Qiide:

1) The purpose of project appraisal is to reduce the chances of wast-

ing resources by investing in projects which do not yield a satis-
factory return. Project appraisal ainms to inprove decisions about
action to be taken in the future.

Ask trainees how they can obtain informati on about the future.
Illustrate that actually, this is inpossible. The manager can
only obtain information about past and present facts, and about
future intentions, and fromthis he can nmake sonme estinate of

likely future facts.

Projects cannot be prepared until all the necessary estinates
about future costs and benefits have been made. Thi s invol ves

several stages.

Deci di ng what information is necessary.
Deci di ng how the information is to be obtained.
ot ai ning the infornmation.

Estimating the future project costs and benefits, on the basis

of the information gathered

Apprai sing the project, i.e. deciding whether the project is
wor t hwhi | e.

This session is concerned with the first stage of deciding what
information is necessary.
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Briefly describe each of the follow ng situations to trainees.
After each description, ask trainees to identify the type of in-

formation which was m ssing.

a) A co-operative society purchased a new crop processing ma-
chi ne. It was supplied and installed for the quoted price,
but it was unable to handle a particular variety of crop grown
by nembers. It broke down repeatedly, and ultimately had to

be scrapped.

(Iechnical information about equipment was |acking.)

b) A co-operative society purchased a vehicle for the quoted
price. However, the nature of the terrain resulted in a fue
consunption which was far higher than estinated. Thi s upset

the economnics of the whole project.

(Einancial information about operation was |acking.)

c) A co-operative society installed new equiprment to process mem
bers® increasing production of a certain crop. Everyt hi ng
functi oned as pl anned, except that the crop price fell dras
tically, nmenbers lost interest in the crop, and the equi pnent

becane redundant.
(ELnancial information about output was |acking.)

d A co-operative society encouraged its menmbers to grow tea and
invested in vehicles to carry the tea to the factory. It was

found, however, that the tea could not be transported quickly
enough to the factory, and so it deteriorated.

(Iechnical information about output was |acking.)

Ask trainees to suggest the various types of information that are

requi red, based on the above situations

Equi pnent peration Qut put
Einancial X X X
TIechnical X X X

The distinction between these types of information nmay not al ways

be clear-cut, but a table |like the one above may help avoid

om ssions such as described in the exanpl es.
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Rem nd trainees of the previous session and Joe Egesi's probl ens.

Distribute the case study. Form groups. Al'l ow groups up to 45
mnutes to list all the information required. If tinme all ows,
each group should conplete the Iist for each project. O herwi se

each group may be given one or two projects only.

Reconvene the group and list their information. Avoi d repetition
or | engthy discussion about whether one itemis the sane as
anot her . The objective is to denobnstrate how nuch information is
necessary - or at |east desirable - and to produce a basis for the

foll ow ng session dealing with sources of information. A possible

listing is as foll ows:

Iyping

A - Cost of electric typewiter.

B - Possibility of hire purchase of an electric typewiter.
A - Increase in output possible with an electric typewiter.
B- Selling price of old typewiter.

B - Extent of existing overl oad.

A - Mintenance cost of electric typewiter.

B - Life of electric typewiter.

B - Quality of electrically typed work.

A - Wages and associ ated costs of typist.

B - Life of a manual typewiter.

B - Mintenance cost of a manual typewiter

A - Qutput of average nanual typist.

A - Projected growmh of typing | oad.

A - Availability of spares for electric typewiter.

A - Cost of furniture for new typi st

A - Reliability of electricity supply.

B - Cost of electricity supply.



, ,

B - Frequency of breakdown (which could be avoided if spares

avail abl e) .

B - Frequency and cost of visits to town specially to obtain

spares.
A - List and cost of spares nost frequently required.
B - Estimate of annual use of each spare.
B - Estimate of likely future price increases of spares.

B - Estimate of likely future unavailability of spares.

Iractor Hre

A - Cost of tractor purchase,
A - Possibility of hire purchase.
B - Life of tractor.
A - Annual maintenance cost of tractor.
A - Tractor driver's wages and associ ated costs.
A - Cost of hire of private tractor.
A - Nunber of nenbers needi ng pl oughi ng now.
A - Pl oughing capacity per hour of tractor tine.
B - Likely increase in ploughing demand, if service avail able.
A - Menbers' willingness to pay for tractor hire.
A - Likely reliability of private service.
A - Extra crop yield likely frominproved pl oughing.
B - Present price for extra crop yield.
B - Likely future price for extra crop yield.
- Consunption of tractor fuel.
A - Present and likely future price of tractor fuel.

A - Alternative uses for tractor when not required for ploughing.
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Ensure that trai nees understand the reasons for including each
item and that they thenselves can justify the inclusion of any
addi ti ons. Enphasi se that in order to apprai se any proposed pro

ject, it is necessary to estimate the difference between (i) what
wi |l happen if the proposed project is inplemented and (ii) what
wi Il happen if the proposed project is not inplenmented, i.e. if

nothing is done and the situation is left as it is.
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loe Egesi's Probl

The Agrarian Farners' Society had a | ot of problens. Joe Egesi, the
secretary, presented a list of possible inprovenents to the committee,
and was told to exani ne the shortage of ploughing capacity nore
closel y. The agenda for the nmeeting was handwitten, and Joe hinself
was late. Wien he explained that it had not been possible to have the
agenda typed in time, and that he had been stuck in the field because
his vehicle did not carry a spare fuse, the comrittee told himto work

on these problens as well.

Joe had already |isted a nunber of possible ways of solving the prob-

[ens. b eranined themmre closely, and mde a few enquiries, narroning down his possibilities to the followng

L :

a) Buy an electric typewiter.

b) Hre an extra typist to use an existing spare nanual type-

witer.

2. \ehicle Spares

a) Purchase a snall stock of essential spares.

b) Carry on as at present.
3.  Ploughing

a) Start a tractor hire service
b) Farmers to nake use of a recently established privately owned
firm

¢) Carry on as at present.

Joe realised that it night not be possible to inplenment all the
proposal s. He decided that the first thing he should do was to |ist
all the infornmation he would need to obtain before trying to conpare

the proposals.

Assignment .

1. List all the information which Joe will need for each proposal, in
order to present and appraise each project.

2. Besi de each itemof infornmation indicate whether it is essentia

(A) or desirable (B) when it comes to naking the decision
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SESSION 2.2
DATA SQURCES
hjective: To enable trainees to identify the sources from which the
dat a necessary for project proposals can be obtained
Tinme: 2 hours.
Material : Li sts prepared in previous session.
: . i de
1) The previous session illustrated the large quantity of data re-
quired for investment proposals. Sophi sti cated techni ques of

presentation and appraisal are of no value if the data on which

they are based are unavail abl e or m sl eading.

As a first step, this session will deal with

- the types of data or information that are needed before a pro-

ject can be prepared and apprai sed;

- the possible sources of di fferent types  of data or

i nformation.

Next session will concentrate on using the collected data and in-
formati on for assessing future values of itens such as input

costs, produce prices and wage rates.

Projects | ead to change. Proj ect appraisal therefore involves

conmparing two situations:

the situation as it will be when the investnment has been nade

- the situation as it will be if the investnent is not made

The second situation will not necessarily be the same as the pre-
sent. (Ask trainees to explain why.) W nust find out what is
happening now, in order to forecast what wll happen, with or

wi thout the project.



It is difficult to estimate what will happen in the future. It is
often nearly as difficult to find out what is happening now  Ask
trainees to exanine the list of information required for the

typewiter proposals. Ask them how they would find out the extent

of the existing overload on the typing capacity.

Trai nees may nake the foll owi ng suggesti ons:

- the nunber of letters still not typed at the end of each day;

t he nunber of |letters never even dictated or drafted because

the witer is aware of the overl oad;

t he nunber of tel ephone calls, handwitten nessages or other
met hods of conmuni cation used when typi ng woul d have been nore
effective.

Ask trainees if it is possible, or practical, to neasure any but
the first of the suggestions in order to produce a neani ngful

statenment of the extra typing capacity required.

Apart from being difficult, the task of obtaining existing
informati on may show that the problemis not what it seened to

be. Ask trainees to suggest alternative explanations for the
typi ng, vehicle breakdown and pl oughi ng problems, which would pgot

be sol ved by the suggested projects.
Typing
Poorly supervi sed typist.

Typi ng wor kl oad poorly schedul ed

Poorly trained typist, whose work requires retyping.

Typi sts not sharing their workload
Vehicle Spares
I nefficient maintenance.

Bad treatnment of the vehicles

Spares in chronically short supply.
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Pl oughi ng
Farners not using the existing ploughing nethod effectively.

Farners using the wong seed varieties.

Exi sting tractors, privately owned or belonging to contrac-

tors, breaking down and not being used efficiently.

These and sim | ar possible situations mght only be disclosed by
the search for the informati on needed to apprai se the proposed

i nvest nent s.

It is clear that the solution to these situations lies in [nproved
managenent and not in investnent.

Ask trainees to examine the list of information required for the
tractor hire service proposal. Ask themto mark each item of in-
formati on as foll ows:

1 = Known now and easy to obtain.

2 = Known now but difficult to obtain.

w
1

Depends on the future actions of nenbers or other people.

A
11

Requi res forecast based on today's figures.

Al l ow sone 15 to 20 minutes for this exercise. The list may read

as foll ows:

Cost of tractor purchase =1

Possibility of hire purchase = 1

Life of tractor = 2 or 3

Mai nt enance cost of tractor = 2

Tractor driver's wages = 4

Cost of hire of private tractors =1

Nunber of menbers needi ng pl oughi ng now = 2

Pl oughi ng capacity per hour of tractor = 2

Li kely increase in ploughing demand if service available = 3

Menbers' willingness to pay for tractor hire = 3



- Likely reliability of private service = 3
Extra yield likely frominproved ploughing = 2
Present price for extra crop yield =1

Li kely future price for extra crop yield = 4

Consunption of tractor fuel =1
Present cost of tractor fuel =1
Future cost of tractor fuel = 4

Alternative uses of tractor = 2

This assunes that tractors are being used for simlar purposes
el sewhere, so that there is sone experience avail abl e. Thi s may

not al ways be the case.

Enphasi se that:

Most information about the future is a matter of relating nem
bers' stated intentions today to their future actions to-
NOr r OW. Quantitative forecasts, based on existing data, are
not sufficient and wll very often be misleading. Ask

trai nees, for exanple, whether it would be correct to assune
that, because 100% of the nmenbers have stated that they will

use a certain service when it is introduced, they will in fact

do so

Most infornmation about the present is difficult to obtain.

6) Ask trainees how they would obtain the itens of information narked
with a "2" or a "3" in the above list. Wat sources would they
contact? Possibilities are as foll ows:

Tractor life : manufacturer and ot her users.
Mai nt enance costs : nmanufacturer and ot her users.

Nurmber of nenbers needi ng pl oughing : AGM survey and nenbers

crop records.
Pl oughi ng capacity per hour : nmanufacturer and other users.

Likely reliability of private tractor hire service : the owner

and ot her users.
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Extra yields likely : other users and Mnistry of Agriculture.

Alternative uses . manufacturer, other users and di scussion

w th menbers.

7} Ask trainees whether these sources of information will be unbiased
or not. \Wich itenms might be subject to distortion and how mi ght

this be overcone?

Manuf act urer: is likely to exaggerate the "bene-
fits" of buying a tractor, since he

wants to sell.

O her users: may not know, may be afraid of
conpetition, or may be working in

different conditions.

AGM not a representative sanple of nem

bers, and politically distorted.

Member s: difficult and time consuming to sur-
vey, and present intentions nmay not

equal future actions.

Omner of private will exaggerate reliability as he
tractor hire service: wi shes to sell his service.

M nistry of data may not be available, or may be
Agricul ture: based on different conditions.

No single source of information is perfect. In an attenpt to as-
sess the nost |ikely outcone, the manager nust obtain data from as
many sources as possible and allow for inaccuracies and

di stortions.

Point out that the tinme and effort spent on obtaining information
must be related to the amount of noney to be invested. It is not
worth spending $100 worth of tinme and effort to discover whether

or not to invest $50 in vehicle spares.
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SESSION 2.3
CBTAI NI NG DATA
hjective: To enable trainees (i) to design and carry out surveys
into menbers' likely future use of facilities and (ii) to
interpret the results fromsuch surveys.
Tine: 3 to 4 hours.
Material . Role play briefs and sanpl e questionnaire.
Session Qiide:
1) Facilities provided by a co-operative society can only be econonic

if they are fully used by the nmenbers. Menbers should however be
all owed to use the services of their society voluntarily and not
because they are conpelled to. In other words, nenbers will use
the services of their society only when they are the best and nost

econom ¢ avai |l abl e.

Ask trainees to suggest what this inplies when estimating how nmuch

use nenbers will nake of facilities which are under construction

It cannot be assuned that all nmenbers will use the facilities.

Questions |like these should be posed:

How many nenbers will neake use of the facilities at the
begi nni ng?
How long will it take for |ess progressive nenbers to join in?

When trying to find answers to such questions, a society's manage-
ment must estimate usage nat on the basis of what they believe to
be good for nenbers, but what nmenbers thenselves are |likely to be-
lieve will be good for them

Ask trainees to suggest sources of information which could help

provi de answers to the above questions.



- Managenent of other co-operative societies, which have in-
stalled simlar facilities, may be asked to share their
experi ence.

(But the people and conditions will not be the sane.)

- Equi pnent suppliers may have information from previous instal -
| ations.

(But they will be biased in favour of making a sale.)

How can nenbers' views be obtai ned?

- The conmittee can talk to nmenbers.
(But conmittee nenbers tend to be nore progressive than average
and nmay unconsciously distort other nembers' opinion in favour

of new investnments.)

- The proposal can be discussed at the Annual General Meeting.
(The timng may not be convenient. Menbers may be influenced
by articul ate proponents of one opinion and nmenbers attendi ng

an AGM are not usually a representative sanple of the whole.)

- The manager hinself can talk to nenbers as he neets them and
attenpt to judge fromsuch conversations the likely reaction to
the proposed new facility.

(This will not necessarily provide a representative view of the
whol e nmenber ship.)

3) Ask trainees for a nore systematic nmethod to find out nmenbers' in-

tentions

If trainees are totally unfamliar with sanpling and survey
t echni ques, explain how a small sanple can reflect a whole
group fairly closely. Show by selecting a random sanple from
the class that a small proportion of a |larger popul ation
usually gives a fair picture of the whole. For exanple, the
total class nunbers 30 and approxi mately half of them had eggs
for breakfast. The chances are that when we select a sanple of
say ten, five of these ten are likely to have eaten eggs for

br eakf ast .

- Ask trainees to suggest how a representative sanple of nenbers

m ght be put together.
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Exanpl e: Total nenbership 300, of which

- 120 nmenbers or 40% need extra | arge ploughing effort,
- 120 nenbers or 40% need normal ploughing effort,

- 60 menbers or 20% need no pl oughing effort.

A group of 30 nenbers will be surveyed to assess potential denand
for a new tractor hire service. Ask trainees how such a group (or
sanpl e) should be conposed in order to be representative. Let
them choose between followi ng alternatives (wite on chal kboard/
P )

Conposi tion of Sanple

Menber s needi ng Menber s needi ng Menber s needi ng
| arge pl oughi ng nor mal pl oughi ng no pl oughi ng
effort effort effort
Sanple 1 12 12 6
Sanple 2 30 .
Sanple 3 15 15
Sanple 4 10 10 10

Clearly "Sanple 1" is the only acceptable one, since otherw se the
result fromthe sanple would not represent the situation of the

total nenbership.

Sanpl e 2: conclusions fromsuch a sanple are bound to indicate a

very high potential demand from the whol e nenbership.

Sanple 3:  will wongly show that all menbers will benefit from
the new service, whereas in reality 20% are not |ikely

to use the service.

Sanpl e 4: results will be based on the indication that two nmem
bers out of three (66% wll be able to use the new
service; this is rather pessimstic as in reality 240

nenbers out of 300 (80% could possibly benefit from

the tractor service.

Wt hout going into sanpling theory or |levels of confidence, it
may be appropriate to suggest that a random sanpl e of between

thirty and forty can, in nost cases, give a rough picture of a

situation of a popul ation.



Select five trainees to play the roles described in Handouts | A,
1B, 1C, 1D and IE. Noninate one to play each role and ask them
(i) to "think thenselves" into their roles and (ii) to decide how
they will react to any effort that nay be nade by the society's
managenent to obtain their views. Ensure that these trainees are
not in contact with the renmai nder of the group, nor with one

anot her until the questioning procedure described in 6) bel ow.

Distribute Handout 2 to all renmmining trainees. Divide theminto
groups of five nmenbers each, and allow themup to 45 mnutes to
prepare their questionnaires. Provi de carbon paper or other copy-

ing facilities as required.

Arrange a tinmetable so that each group has an opportunity to in-

tervi ew each "nenber”, using the questionnaires they have pre-

par ed. Only one representative fromeach group must carry out the
actual questioning (the others may observe or anal yse the final
results). Ensure that the interviewtimngs are strictly adhered
to, and that each interview does not |ast nore than five m nutes.
Make sure that all groups carefully record all the answers re-

ceived to their questions

Ask each group to analyse the results of the five interviews which

they conducted in order to find out:

what changes (if any) should be made to the questionnaire and

i nterview ng procedure, before proceeding to the main survey?;

what the conclusions of the w der survey may be (assuning the

results fromthe sub-sanple could be used as an indication).

Allow up to 45 minutes for this.

Reconvene the group. Ask each group to present its revised
questionnaire, briefly explaining, where necessary, how it should

be admi ni stered. Lead the discussion on the followi ng points

a) A questionnaire should be designed to encourage a serjious re-

sponse , w thout frightening nenbers. (Answering certain ques-
tions may give nmenbers a feeling of commtting thensel ves.)
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How can this be done?

Qrit nanmes from questionnaires.

Questions should relate to nenbers' past and present situa-

tions. Concl usi ons about their likely future intentions
can be drawn afterwards fromthe answers.

Examples:  How did you plough your fields |ast year?
How do you intend to plough your fields this

year ?
No questions about hypothetical future events.

Exanpl e: How many tractor hours would you use if the co-

operative provided a tractor hire service?

A question |ike: "Wul d you use a tractor service if it
were to be provided by the co-operative?" should cone in at
the end of a questionnaire. In that way earlier responses
are not affected by the thought that a co-operative tractor

service is likely to be started.
- Avoid "l eading" questions which suggest answers.

Exanpl e: Whul d you react positively if the co-operative

started a tractor hire service?

Menmbers are sonetimes unwilling to say no and will answer

yes to any question which requires only a yes or no answer.

Menbers do not usually regard surveys very seriously. How can
they best be persuaded to give time to answering survey ques-

tionnaires and how can their interest be gained and kept?

- Initial questions should relate, not to any proposed ser-
vice, but to the nenbers' own problens. | nfornation re-
ceived about menbers' problens will also help to deternine

menbers' future behaviour.

Exanpl e: VWhat are your mmjor farm ng problens?

Questions can be phrased to elicit specific, brief answers
whi ch can be quantitatively anal ysed. Al ternatively they can
be phrased to | eave room for discussion. This takes |onger,
and is less specific, but may provide a better picture about

future intentions.
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- If the interviewer is famliar (i) with the people he is
interviewing, (ii) with the problens, and (iii) with the
details of the proposed solution, then the questions may be

treated as a guide only.

The interview will becone nore of a "guided conversation”

with the questions helping the interviewer to guide the

conversation in the direction wanted

- Specific, brief and quantifiable answers are preferable
when (i) the interviewer is | ess experienced and (ii) the

sanple is fairly large

Attenpt to evolve a questionnaire which is generally acceptable to
all trainees. Stress again the inportance of short, specific and
easy to understand questions, which relate to the basic informa

tion needed. A possible sinple questionnaire nmight be as foll ows:

-----------------------------------------------

.........................
---------------------------------------------------------------

Would you use a tractor hire service if it were
to be provided by the Agrarian Farmers' Society? YES/NO

Ask groups to state what the conclusions of the w der survey may
be, assuming for the nonent that the results fromthe sub-sanple

could be used as an indication



Session 2.3
Sheet 4

Their responses may differ according to trainees' interpretation

of the farmers' responses. Two alternatives mght be as foll ows:

No interpretation of the responses are taken at their face value: Awill use, Bwill use, Cwill not use, Dwill not use

and E will not use.

i.e. 40%w !l use.

Interpretation of the responses based on the personality of
the respondents - the responses are considered to be "super-
ficial" indicators only of what the respondents are likely to
do. Awll use, Bwill not use, Cwll use, Dwll not use

and E will use.
i.e. 60%w |l use.

- Enphasi se that trainees should avoid "selling" a proposed
new service during a survey undertaken to find out whether
or not the new service will be used. It is very easy to
obtain a favourabl e response to a "sales pitch", when no

actual buying decision nust be nade at the tine.
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Menber A

You are an enthusiastic menber of the Agrarian Farnmers' Society and you
are al ways keen to have new facilities and services. You eagerly take
advant age of any new service provided which you can use. You farmten
hectares, but your children are all working at good jobs el sewhere and
so you are short of |abour. You borrow a nei ghbour's buffalo to plough
your land, but this is unreliable and slow. You tried a private trac-
tor hire service last year, but the tractor arrived two weeks |late and
broke down on the job. You think the society should hel p nmenbers nore

with this and other problens. You feel the society's response is

rather slow and you criticise themfor this.

(CUT HERE)

Menber B

You are not a successful farner, but you always feel that things wll

i nprove. You do not intend to try harder yourself, but you expect to
get nore help fromthe Agrarian Farnmers' Soci ety and ot her outside
bodi es. I n previous seasons, perhaps because your crop has not been
ready, or as a result of some other failure on your part, you have not
been able to take advantage of inproved narketing services, or new var-
ieties of crop. You are a confirmed optim st however, and will always
wel conme any new initiative, so long as it cost you nothing to be in
favour of it. You farmfive hectares, nore or |less, and nost of the
work is done by your wife and famly. (They allow you to believe that

you really make all the decisions.)
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Handout 1C

Menber C

You farm ei ght hectares. You are usually slow to adopt new ideas or to
make use of new facilities but you are very successful because you are
net hodi cal and har dwor ki ng. You are very unwilling to support new
i deas because you like to see things in action before you conmit your-
self. You play little part in the affairs of the Agrarian Farners' So-
ciety, but once you are convinced of their value you nake good use of
the society's facilities. You have had sone probl ens conpl eting
pl oughing in tine, but believe that these can be overcone by nore care-

ful planning and working | onger hours.

(CUT HERE)

Menber D

You are a menber of the Agrarian Farmers' Society only because the so-
ciety has a nonopoly of the supply and marketing of certain itens.

You dislike the society and its nanagenent, and you have as little as
possible to do with them You nake the mininumuse of the society's
facilities, preferring wherever possible to deal w th independent
traders, even if it costs you nore noney. You farm 12 hectares, and
you find it very difficult to conplete your ploughing in the short in-
terval between harvest and sow ng. You had an unsatisfactory exper-

ience with a private tractor hire service | ast year but you hope to do
better this year
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Menber E
You farm seven hectares. Last season you attenpted to farman extra
two hectares and the results were disappointing. You are not sure

whet her this was because of poor seed, inadequate weedi ng or hasty
pl oughi ng, but you hope to inprove this year. You wel cone assi stance
and advice fromthe Agrarian Farmers' Society. You obj ect however to
attenpts by the society's managenent to pronpote their services as if
the society was nerely another private trader trying to nake noney.
As a convinced co-operator, you feel that a society should support and

aid its menbers, and not try to nmake noney out of them
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Handout 2

The Agrarian Farners' Society has decided to investigate the possi-
bility of starting a tractor hire service. A nunber of nenbers have
had difficulty ploughing their fields in the brief period between har-
vest and sowing, and it is felt that such a service would inprove
yi el ds. The tractor(s) would al so be useful for transport and ot her
duti es outside the ploughing season. The committee has asked the man-
ager to find out how many of the three hundred nmenbers woul d make use
of a tractor hire service if it were offered. A representative sanple
of fifty nenbers has been sel ected. You have been asked to construct a
questionnaire and adnminister it to themto find out whether nenbers
woul d use such a servi ce. Interviews must |ast no |longer than five
m nut es each, and the questionnaire nust be sinple and brief. The list
of the nenbers selected for the sanple gives their names and the size
of their plots. No other information about themis inmmediately avail -

able to you.

After preparing the questionnaire, you want to check its validity by
testing it on a sub-sanple of five nenbers. This will also give sonme
idea of the likely views of the |larger group. The sub-sanple consists
of farmers A, B, C, D and E. Their holdings are ten, five, twelve,
ei ght and seven hectares respectively. They have not been warned in
any way of the purpose of the interviews you will be conducting with

them
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EORECASTI NG

hjective: To enable trainees (i) to describe the need for forecast-

ing, (ii) to identify what should be forecast and (iii)

to list and explain factors affecting future val ues.

1 to11/2 hours.

eSS i de

Any form of planning requires a forecast. Ask trainees to suggest

forecasts which they have made today or this week.

Daily life involves forecasts about weather conditions, other
peopl e's reactions, prices, availability of transport and ot her
services and, by inplication, the value of "investnents" such as

attending a course

Projects, or investnent proposals, are wholly concerned with the
future. Every piece of information therefore requires a fore-
cast. Ask trainees to consider a typical crop processing project,
involving capital costs for installation, substantial operation
costs and income froma processing crop which is sold in world
mar ket s. On what factors do the economcs of such a project

depend?

The initial investnent.
The cost of operating the facility.
The purchase cost of the input to be processed

- The selling price of the output.

Ask trainees which factors are likely to influence each of these

in the future.



lnitial |nvestnent

Ceneral level of inflation. (U Q)

Del ay between present tine and actual investnent bei ng nade.
(Q

Managenment of installation work. (O

Quality of initial planning design. (C

Li kel i hood of technical change between present and tinme of

installation. (O

Reliability of contractors. (C
Costs of COperation

The general l|evel of inflation. (U C

The managenent of the plant. (O

The details of initial planning and operation. (QC

The likelihood of particular supplies changing in cost nore or

| ess than the general |evel of inflation. (U CQ

Purchase Cost of Unprocessed |nput

The general level of inflation. (U Q)
Weat her conditi ons. (UQ

Nat i onal pricing policies. (U Q)
Societies pricing policies. (O

World price novenents. (U Q)

Vol ume of menbers' production. (C

Transport facilities available. (O

Selling Price of Qutput

The general level of inflation. (U Q)
- Wat her conditions. (U0

The quality of the output. (O
- National pricing policies. (UCQ

- Wrld price novenents. (U Q)

Wite the above on the chal kboar d/ OHP.
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Ask trainees to suggest which of these are, or are not, beyond the

control of the society and its managenent.

Mar k the above list accordi ngly. The suggestions given in
brackets, (C = Controllable, UWC = Qut of Control) are nmerely one
possibility.

Ask trainees which data are nore difficult to forecast. Dat a be-
yond the control of the society will require nore forecasting
skills than the itens which can be influenced by the society. Ask
trai nees to suggest common forecasting errors which nay have been
responsi bl e for project failures. The list should contain the

fol | owi ng:

Much forecasting concentrates on nmarket demand and prices for
produce and negl ects other factors which are nore within the

control of the society (e.g. keeping transport costs down).

Many projects fail because [nput costs, and in particular con-

struction and operation costs, are underestimated.

The income or henefit may be reasonably accurately forecast,

but the investment or casts are frequently underestimted

Data which are controll able and easy to forecast are usually where

the nmost serious forecasting errors occur

Stress that the success of co-operative projects often depends,
not on the quality of forecasting the uncontrollable factors, but

on the quality of nmanagement of the controllable factors.

Ask trainees to identify one commn uncontrollable factor in al

factors.

The "general level of inflation" nmay be the major factor which
makes costs and prices in the future different fromwhat they are

today. Ask trainees how inflation can be taken into account when

assessing a project.

Trai nees may suggest increasing figures arising during future

years by sone factor in order to take account of inflation. Use



the follow ng sinple exanple to show that, since the objective is
to conpare costs and benefits each year, inflation which affects

all itens equally, can be ignored

Exanpl e

Ask trainees to consider a project where costs and benefits this

year are as foll ows:

Cost s $ 9,000
Benefits $ 10,000
Profit $ 1,000 or 10% profit margin.

Assunme prices and costs double next year because of inflation

What will be the profit nmargin?

Cost s $ 18,000
Benefits $ 20,000
Profit $ 2,000 or 10% profit margin.

In other words, the profit margin is not changed by inflation,
provided the inflation affects costs and benefits equally.

Ask trainees to suggest itens whose prices in the past noved dif-

ferently fromthe general |evel of inflation.

- Petrol eum and derived products.
- Agricultural commodities.
Wage rates or other itens subject to governnment control

I nported or exported itens whose prices are affected by inter-

nati onal exchange rates

Ask trai nees how successful professional econonists, comodity
brokers and others have been at forecasting price novenments of
pet rol eum products and agricultural commodities. In view of this

a co-operative society manager cannot expect to be any npre

successf ul

Poi nt out that not every conmodity price is as volatile as coffee
or sugar. Nobody can fault a project proposal which is based on

reasonabl e forecasts, using all the relevant, available data
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EORFCASTI NG MFTHODS
hjective: To enable trainees to apply sinple forecasting techni ques
based on past data, and to identify possible errors that
arise as a result of relying exclusively on limted quan-
titative data.
Tine: 2 to 3 hours.
Materjal : Exer ci se and graph paper.
Session Qiide:
1) Ask trainees to rate the likely accuracy of each of the follow ng

forecasts:

"This sun will rise tonorrow'.
"This coin will turn up heads on the next toss".

"The sun will not come up tonorrow'.

Clearly they are "true", "50% i kely" and "untrue". Ask trainees

on what data they base their rating.

Al'l forecasts about the future are based on observati ons about
what has happened in the past. Wt hout some past experience, it

is inmpossible to forecast the future.

Distribute the exercise sheet and ask trainees to conplete the
forecasts required. They shoul d use graph paper in order to plot

the past data and to indicate the future val ues. Al low up to 45

mnutes for conpletion of the exercise, and circul ate anong

trainees to ensure that they are not missing the point.

Reconvene the group and ask themto give their answers and to ex-

pl ain their reasoning.

It is probably inappropriate to introduce mathematical details

such as novi ng averages, snoothing techni ques and so on.



It is unlikely that trainees will need to use such techni ques suf-
ficiently often to justify the tine spent in |earning them More-
over, the approach suggested in the followi ng answers introduces
the basic ideas wi thout using any specialised term nology or com
plicated techniques. If trainees can plot historical data on
graph paper, the forecast suggested below will be nore easily

under st ood.

A possi ble, but not necessarily the only right set of answers is
as follows. Graphs for these answers are prepared for handi ng out
to trainees and/or reproduced on OHP see "Forecasting Exerci se:

Possi bl e Set of Forecasts".

16, 100 tons. 1981 = 17,700 tons. 1981 = 19,500 tons.
21,400 tons. 1984 = 23,600 tons.

a) 1980
1983

This continues the annual increases of 10% rounded to the
nearest hundred tons. The past figures rose by exactly 10%

per year. This is too regular for a natural narket denand,
and inplies inaccurate figures or consunption limted by
governnment regul ations. In either case nore information is

required.

b) 1980 = $68. 1981 = $70. 1982 = $71. 1983 = $71.

The three nobst recent years showed a rapid but di mnishing
i ncrease. This has been continued for the four future years.
The period of stability from 1976 to 1977 nay be repeated.
Prices may be subject to governnent controls. Investigations
must be nade to deternine whether the prices are so con-

trolled, and what future policy is likely to be.

€) 1980 = $2,400. 1981 = $4,800. 1982 = $2,400. 1983 = $2, 400.
1984 = $4, 800.

The previous ten years showed a regular pattern as foll ows:

X, X 2X 4X
2X, 2X, 4X, 8X
4X, 4X

This has been extended for the five follow ng years, on the
assunption that consunption is drastically reduced after the

| arge price increases, so that prices drop for two years.
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Pressure of demand then reasserts itself to repeat the pattern
of drastic price increases, followed by partial return to
lower levels. An international conmodity agreenent may be at

tempting to control production and prices of a comodity whose
price behaviour is so volatile, or other external forces may

be invol ved. Further inquiries must be made.

1980 = $28. 1981 = $30. 1982 = $30. 1983 = $30.
1984 = $35. 1985 = $36. 1986 = $36. 1987 = $38.

This shows a very random novenent, but steadily upwards.
Drastic increases appear to be foll owed by periods of steady
but slow increase. The cycle has been continued in the future
forecast, with little confidence of accuracy. Techni cal or

political factors may be involved and shoul d be investigated.

1980 = first quarter $55, second quarter $50, third quarter
$45, fourth quarter $40.

1981

first quarter $45, second quarter $50, third quarter
$55, fourth quarter $60.

Thi s product appears to have a one year price cycle, and the
"U"' shaped cycl e has been continued for the next two years
starting fromthe hi gh base reached at the end of 1979. The
cycle may not be repeated however. It may be noving up or
down over a longer time trend and the dip may just be a small
drop on an ot herw se steady |ong-term novenent upwards, down-
wards or at the same | evel. Fi gures over a | onger period

woul d have to be examined if at all possible.

1980
1983

6,500 tons. 1981 = 6,200 tons. 1982 = 5,900 tons.
5,700 tons. 1984 = 5,500 tons.

A five year decline, at a slightly decreasing rate, has been
continued in the forecast. This may however be one side of a
ten year "U' cycle for a tree crop with a long replanting
cycle, for exanple, or production rmay be expected to steady
once the total reaches the |evel required for home consunp-
tion, since the decline may be caused by reduced demand for

mar ket ed surplus. Closer investigation is needed.
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To show that the know edge of a commobdity and | ocal conditions
will to a great extent influence the "pure mat hematical" forecast-
ing, introduce the follow ng exercise. You shoul d have col | ect ed

and plotted on graph paper:

- past price data for two to three common agricul tural products

wel |l known to the trainees;

- the evolution of nonthly wages for unskilled | abour in the

country;

- the nonthly sales figures of a certain crop by a |large crop

marketer for the last two years

Di stribute copies of the graphs to the vari ous groups and ask
trainees to plot the future evolution of above prices and wages on
the graph paper.

Allow up to 30 minutes for this. Let groups report on their fore-
casts. The purpose of the exercise is not to discuss the differ-
ences in "forecasts" between the various groups - only the future
wi Il show who has nade the best forecast. The enphasis of the
di scussion should be on the fact that estinates based on figures

alone are of little val ue

Ask trainees to suggest factors which m ght be known to a manager
preparing a project, and which night be expected to alter radi-

cally forecasts based nmerely on past historical data.

The establishnent of an international conmopdity agreenent.

The attack of a crop disease in a country which is a |large pro-
ducer of an internationally traded conmodity.

Political groupings which could lead to effective mani pul ation

of price or supply for political purposes.

Devel opnment of substitutes which may reduce the value of an ex-

isting product, or render it entirely obsolete.

Price or supply problens affecting a substitute which will |ead

to a recovery in denand for the original product.
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Fort hcom ng government | egislation to control the price of

production of a particular comodity.

The devel oprment of new plant varieties or other technical

changes likely to lead to greatly increased production

The introduction of inproved marketing facilities which would

encourage nore farners to grow the crop in question

Enphasi se that nmanagers nust keep in touch with local, nationa

and international events. This way they will be aware of factors

whi ch may have a far greater inpact on prices, or production be-

havi our, than could be interpreted from past data al one
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Eorecasting Exercise

Nat i onal consunption of commobdity A has been as follows from 1975
until 1979:

1975 = 10,000 tons. 1976 = 11,000 tons. 1977 = 12,100 tons.

1978 = 13,310 tons. 1979 = 14,640 tons.

VWhat are the nost likely figures for the next five years, i.e. from
1980 until 1984?

The price of a certain itemB in your region has been as foll ows
for the four years from 1976 until 1979

1976 = $50. 1977 = $50. 1978 = $60. 1979 = $65.

What is it likely to be for the period from 1980 until 19837

The worl d narket price of a certain comobdity C has behaved as fol -
| ows over the period from 1970 until 1979

1970 = $ 300. 1971 = $ 300. 1972 = $ 600. 1973
1974 = $ 600. 1975 = $ 600. 1976 = $1, 200. 1977
1978 = $1, 200. 1979 = $1, 200.

Howis it likely to behave from 1980 until 19847

$1, 200.
$2, 400.

The price of a certain input D has noved as foll ows between 1971
and 1979:

1970 = $ 3. 1971 = $ 3. 1972 $ 4. 1973 $ 4. 1974 $16.
1975 = $17. 1976 = $18. 1977 = $18. 1978 = $18. 1979 $27.
What is the level of prices likely to be from 1980 until 1987?

The price of commodity E has noved as follows during 1978/ 79

1978 = First quarter $50, second quarter $45, third quarter $40,
fourth quarter $35.

1979 = First quarter $40, second quarter $45, third quarter $50,
fourth quarter $55

What will the likely price |l evel be during each quarter of 1980 and

19817

Production of a certain commodity F has varied as follows in the
years from 1975 to 1979:

1975 10, 000 tons. 1976 = 9,000 tons. 1977 = 8,000 tons.

1978 7,500 tons. 1979 = 7,000 tons.

What is production likely to be from 1980 until 1984?
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SESSION 3.3
ECRECASTI NG | N PRACTI CF

ohjective: To enable trainees (i) to identify those data which nust
be forecast, (ii) to determi ne the information necessary
for making forecasts and (iii) to make forecasts, based
on whatever information is avail able.

Tine: 3 to 32 hours.

Material Case Study "The Egg Project”.

: . i de:

1) Divide trainees into groups. Distribute the case study and al |l ow

themup to two hours to produce their conclusions. |If possible,
the case study should be handed out for individual reading well
before the session. |If possible, trainees should be provided with
graph paper. It should be made clear that the objective of the
exercise is not so nuch to nake cal culations, as to identify itens

of information which are, or are not, relevant.

Reconvene the group and ask one group to present their answer to
the first question. Be sure that they avoid excessive detail
Ask other groups to nention only those itens whi ch have been

omitted by the reporting group

The informati on should relate to the followi ng general topics:

The nunmber of nenbers with farns with the resources to start

nodern egg production
The nunber of nenbers actually intending to enter the schene.

The experience of other societies which may have started sim -

| ar schenes.

Egg production and feed consunption of birds of the type

proposed.

Eggs of each grade produced by birds of the type proposed.



Cost of construction and operation of the proposed grading,

storage and transport facilities.

Specific data on the start-up date and supply position of the

| ayers' mash mlling factory now under construction

The price the mlling factory is likely to charge for its
| ayers' mash.

The nunber of co-operatives or other organisations which have
started or may start simlar schemes, together with their egg

production potenti al

The identification of appropriate channels of distribution for
AFS eggs, together with initial reactions of their buying staff
to the possibility of buying AFS eggs.

The gross profit nmargi ns which open stores and supernarkets

normal |y expect on eggs.

The future potential of the market.

Stress that:

the informati on obtained by the nanager covers only the market -

ing and feed side of the project;

general statistical data are no substitute for specific inform
ation on buyer reactions (will the traders actually buy our
eggs?), price mark-ups (what mark-up will the traders actually
apply?), or menbers' intentions (how many nenbers will actually

start to raise chickens and with what success?).

Ask another group to go through their answers to the second ques-

tion. Opinions will differ, but a possible outline is as foll ows:

The popul ation is rising. This fact is relevant both to the
need for enploynent on AFS nenber farns, and to the grow ng
mar ket for eggs. The fact al one, however, wi thout further
analysis, is sufficient and there is nothing to be gai ned by
cal cul ati ng whether the population will increase by one per-

cent nore or |ess.

The proportion of people living in urban areas is grow ng very

rapidly. This factor is encouraging for the egg project, but
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the exact percentage now or in the future need not concern the
AFS.

The figures for egg inports have steadily declined. The steep
decline in the second half of each year, followed by a re-
covery, appears to have ended in 1978. However, it is prob

ably reasonable to expect a further steep decline in the sec-
ond half of 1979, followed by continuing decline with some
seasonal vari ations. The exact figures are |less inportant
than the reasons behind them | mport figures should be com

pared with the estimates of total egg consunption as foll ows:

- 1979 total national egg consunmption 20.9 x 11.1 nmillion =
232 mllion per year. Inported eggs = 37 nillion per year
i.e. 16%

- 1975 total national egg consunmption 20.4 x 10.6 nmillion =

216 mllion per year. Inported eggs = 72 nillion per year
i.e. 33.3%

Inflation since 1975 has anounted to 40% The cost of im
ported eggs has nearly doubl ed over the same period, while
prices of eggs in supermarkets have increased by an average of
27% onl y. This indicates that nore quality eggs are being
produced | ocal ly. The figures for inports of |ayers' mash

suggest the sane concl usi ons. AFS managenent rust careful ly
i nvestigate the actual and potential conpetition to ensure

that the narket will not be glutted

The layers' nash inport statistics are of interest since they
confirmthe conclusions nmentioned earlier. In addition, they
confirmthe likely demand for mash fromthe nill now under

construction. AFS managenent nust therefore ensure that they

will be able to obtain supplies fromthe new mll, particu-
larly if the total capacity of the mll is going to be Iess
than forecasted inports; these nmight be as follows if the

mll were not to be built:

- 1979 second half = 11,000 tons
- 1980 first half = 13,500 tons.

- 1980 second half = 15,500 tons.



- 1981 first half = 18,000 tons.

- 1981 second half = 20,500 tons.

To this projection nust be added whatever demand is likely to
arise as a result of (i) local production and availability of
| ayers' mash, and (ii) presunably | ower prices. I f the above
forecasts are over or near the planned capacity of the new
mll, and there are no plans for expansion of mlling capa-
city, some egg producers will have to rely on inported |ayers

mash at far higher costs. Therefore, at this stage, it wll

be vital for the managenent to secure a guarantee of supplies

fromthe local mll.

The figures for local poultry population are irrelevant. They
i ncl ude what nust be a very approximate estinate for the tra-
ditional village poultry, and do not show the quality stock

separately.

Nat i onal egg consunption per capita is rising along with
growi ng urbani sati on. Thi s suggests that there should be a
secure growi ng market for "nodern sector" egg production, such

as that proposed by the AFS.

The supernmarket retail prices noved steadily upwards until the
end of 1978 but did not conpletely keep pace with inflation.
During the first two quarters of 1979 prices declined. Thi s
may suggest (i) an increasing proportion of |locally produced
eggs and/or (ii) falling local prices. Thi s nust be investi -
gat ed. The fall from$1.95 to $1.85 in six nonths may appear
smal |, but this amobunts to about 10% drop in prices per year
or, if continued, a halving of prices in six years. Cearly
this woul d be disastrous for the AFS project, and the reasons

nmust be investi gat ed.

The stall holder prices are about 30% bel ow supermarket
prices. Stall holders may get their eggs much cheaper from
the producers than supernarkets do, or the mark-ups applied by
the stall holders mamy be far |ower than those in super-
mar ket s. The conclusion is, therefore, that selling prices
are simlar, or at least not as different as the final retai

prices woul d suggest.
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The recent fall in egg prices in supermarkets is worrying, but

not when considering the follow ng:

i mports of eggs have nore or |ess been hal ved over the |ast

four years;

- the proportion of eggs sold in supermarkets and obtai ned

fromlocal sources is increasing.

Since inported eggs are nore expensive than locally produced
eggs, the fall in egg prices in supernmarkets is probably
caused by a reduction in the proportion of inported eggs,

rather than | ower |ocal prices.

i) Transport costs will be an inportant elenent in the economcs
of the new operation. The latest rate of increase, nanely 14%
per year, is about double the current rate of inflation, and
this should be allowed for in the calculation of the costs of

operation.

j) The rate of inflation is vital in order to neasure whether
prices have increased faster or slower than inflation. Infla-
tion itself can be ignored in project proposals (see Session
3.1). However, significant costs, which are likely to nove at
a significantly different rate frominflation, nust be altered

accordingly.

5) Suggest the general |essons arising fromthe exercise:

- Ceneral statistical information is usually quite easy to obtain
and is of little direct relevance to specific project

proposal s.

- Statistics should not be studied in isolation. More use can be
made of themif they are conbi ned and conpared with one

anot her.

- Retail selling prices can be m sl eading. High retail selling
prices do not necessarily nean high prices paid to the pro-
ducer. Low price retailers may operate on a snaller trading
margi n than high price retailers. In this case the low price
retailer may actually pay the producer nore than the high price

retail er does.



Publ i shed i nformati on has to be obtained froma | arge nunber of
di f ferent sources. This can save field work ainmed at finding
out what is already available, but often the data are presented
for periods, or in units which makes it difficult to relate to

ot her dat a. The necessary changes nmust be nade before the fig-

ures can be of any val ue.



Sheet 4

TIhe Egg Project

The manager of the Agrarian Farners' Society was anxious to put forward
a good case for the proposed egg gradi ng and packing facilities.
Thanks in part to the nanager's pronpting, the committee had suggested
the idea and the 1979 Annual General Meeting had voted unani nously that
the plan should be inplenmented as soon as possible. A total of about
one hundred t housand dollars was needed to provide transport, grading,
packi ng and storage facilities for the project. The manager had to
prepare a detail ed submi ssion to the co-operative bank in order to ob-
tain a loan. The first step was to collect all the necessary inforna-

tion so that a convincing case could be put forward.

The soci ety has sone one thousand nenbers, five hundred of whom are ac-
tively involved in the society's affairs. The staple crop is maize
The society markets nmenbers' surplus to the National Miize Marketing
Board. The society provides a range of farminputs to nmenbers, includ-
ing fertilizer and seed. A tractor hire service is operated for the

benefit of nenbers.

The popul ation of the region is growing, and land is scarce. There are
few enpl oynment opportunities el sewhere for the fanmlies of nmenbers.

Al t hough the new crop varieties require nore intensive cultivation and
weedi ng than the traditional ones, there are still a lot of people who
are seriously underenpl oyed nost of the year. Most famlies raise a
few chi ckens for meat and eggs. The proposal is to nodernise this ac-

tivity by encouraging nmenbers to invest in units of one hundred pul -

I ets, housed in properly designed, prefabricated huts.

The co-operative bank is prepared to provide nediumtermcredit to nmem
bers for purchase of the initial stock and housing, so long as the so-
ciety can present a convincing case for the processing and marketing of
the eggs. The manager is not sure how many menbers will take up nodern
poultry raising if the project is approved, or when, but there is no
doubt that this activity could provide valuable extra incone and em

pl oyment for farmfamlies.

It is proposed that the Agrarian Farmers' Society will sell feed to

menbers and this would if necessary be provided on credit and set

agai nst the individual menmber's receipts fromsale of eggs.



Chicken feed is currently inported at rather high prices, but a |oca

mll is opening shortly. This will provide |ayers' mash at conpetitive
prices. Menbers might be able to supplenment the diet with carefully
chosen produce fromtheir own farns. The society will also sell day-

old chicks, or point-of-lay pullets, to nmenbers as their stock passes
peak laying ability. The cost of this could al so be set agai nst egg
sal es. It is expected that sales of chickens for neat will take place
through the traditional channels, and the society does not intend to

becone involved in this trade

The nanager proposes to operate an egg collection service to collect
eggs from nenbers at | east once a week. The exact nunber of vehicles
wi Il depend on how nany farmers decide to start raising poultry, but
the manager estinates that one vehicle should be able to collect from
one hundred and fifty nenbers per week. The eggs will be taken to the
proposed grading facility, where they will be inspected, graded, packed
and stored in a cold roomprior to despatch. Menbers will be required
to clean eggs before collection. A penalty systemcould be introduced

to deal with excessive proportions of cracked or addl ed eggs.

There is a growing demand in urban areas for graded eggs from supernar-
kets and other nodern retail outlets. Large nunbers of eggs are stil

i nported by air from abroad, and a nunber of |ocal suppliers (co-opera-
tive and private firnms) are attenpting to enter the market. They ai m
to conpete with, and eventually displace, the inported supplies. It is
becom ng increasingly difficult to keep one or two chickens in the
city itself, and as people's ties with rural relatives |oosen, it be-

cones | ess convenient to fetch supplies privately fromrural areas.

The expatriate conmunity and senior governnent and industrial staff are
willing to pay a premiumfor eggs which are clean, uniformand well
packed. The supermarkets catering for these elite are anxious to ob-
tain reliable supplies of graded eggs. The | ower income people in the
urban areas are |l ess concerned with appearance. However, since the ur-
ban popul ation is growing very quickly, there is an increasing demand
fromstalls catering for the urban masses. This market does not obtain
such a high price, but smaller and | ess uni form eggs, or any tenporary
surplus over the supermarkets' requirenents, can always be di sposed of

t hrough t hese channel s.
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The nanager knows that the success of a project of this sort depends
on a lot of different factors. He has collected a | arge anpbunt of data
whi ch appears to relate to various aspects of the project. He | ooks at
the mass of figures and wonders of what val ue the various kinds of in-

formation will prove to be. He asks hinself where he ought to begin!

a) NMNational Population

1970 (census) 10 mllion 1975 (census) 10.6 mllion

1971 10.2 nmillion (estimate) 1976 10.8 million (estimte)
1972 10.4 mllion (estimte) 1977 10.9 million (estimte)
1973 10.6 nmillion (estimate) 1978 11.1 million (estimte)

1974 10.8 million (estimte)

Sour ce: National Statistical Ofice.

b) lrban Population as a Percentage of the Total

1970 11%  (census) 1975 20% (census)

1971 12. 1% (esti nate) 1976 23% (estimate)
1972 13.3% (estinate) 1977 25% (estimate)
1973 14.6% (estinate) 1978 28% (esti mate)

1974 16.1% (estimate)

Sour ce: Nati onal Statistical Ofice.

c) Egg lnports per Month with Average Price per Dozen ¢ i f Qur
Airport

Year Time Quantity Price

1975 First Half Average 600,000 Dozen 65 cents
Second Half Average 400,000 Dozen 66 cents

1976 First Half Average 550,000 Dozen 72 cents
Second Half Average 350,000 Dozen 76 cents

1977 First Half Average 530,000 Dozen 85 cents
Second Half Average 300,000 Dozen 92 cents

1978 First Half Average 250,000 Dozen §1.01
Second Half Average 240,000 Dozen $1.15

1979 First Half Average 270,000 Dozen $1.20

Sour ce: Custons and Exci se.



d Layers Mash lnports per Month

1977

1978
1979

Sour ce:

First Half 3,000 tons

First
first Half 9,000 tons

Hal f 3,500 tons

Cust ons and Exci se

e) Paultry Population

Second Hal f 4,500 tons
Second Hal f 7,000 tons

1975 1.75 mllion 1978 2.10 million
1976 1.90 million 1979 2.25 mllion
1977 2.05 mllion

Sour ce: Approxi mate estimate by Mnistry of Agriculture' s Snal

Farm Survey.

f) Egg Consunption per Capita per Year

1975 20.4
1976 20.3
1977 20.5
Sour ce

Food Consunption Survey,

1978
1979

M nistry of Health.

20. 7
20.9

9) Average Refail Price per Dozen of Fggs in Urban Supernarkets

Yea;-_ 1st Quargg; 2nd Qua;;er 3rd Quargg; 4th Q;;;;;;
1976 $1.40 |  $1.55 |  s1.58 $1.60
1977 $1.70 $1.75 $1.80--- $1.90““4
1978 ‘$2.00 $2.00 $1.90 N $1.95
1979 §1i90 $1.85

Sour ce: I nformation provided by Supernarket nanagenent.
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h) Average Retail Price of Eggs in Urban Mirket Stalls

1977 First Half 8 cents each Second Half 8 cents each
1978 First Half 9 cents each Second Half 10 cents each
1979 First Half 11 cents each

Sour ce: Urban Market Survey carried out by University Depart nent
of Agriculture.

3 : E E : : pital G

1976 $12.50 1978 $15. 80
1977 $13.75 1979 $18. 00

Sour ce: Records of AFS.

j) Average Rate of Inflation

1973 8% 1977 9%
1974 15% 1978 9%
1975 12% 1979 8%
1976 10%

Sour ce: Central Bank.

Assi gnnent

Advi se the nmanager of AFS as foll ows:

1) cQutline the information he will need in order to put together an

ef fective proposal for the egg project.

2) State the inplications (if any) of each of the tables of inforna-

tion for the viability of the project.



topic

timing, valuation
and appraisal

fSession 4.1 Cost and Benefits of a Project \

Session 4.2 Which Costs ?

Session 4.3 Whose Benefits ?

Session 4.4 Valuation Problems

Session 4.5 The Comparison of Costs and
Benefits

Session 4.6 The Problem of Timing

Session 4.7 Which Project ? - Discounting
Exercises

Session 4.8 What if it goes wrong ? -
Sensitivity Analysis

\_ Session 4.9 Appraisal Risk W,
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SESSION 4.1
COSTS AND BENFFITS OF A PROIFCT
(hjective: To enable trainees (i) to distinguish between a "feasi-
bility study" and a "profit and | oss account" for a spe-
cific project or activity, and (ii) to identify the costs
and benefits of a project, through the correct conpletion
of a statenment of cash inflows and outflows for that pro-
ject.
Tine: 1 to 2 hours.
Cess) i de
1) Ensure by inquiry that all trainees, and not merely the nobst arti-

culate, are fam liar with normal accounting practice and the mean-
ing of a profit and | oss account. Ask trainees to suggest the
items which mght be included in a yearly profit and | oss account

for a single vehicle transport operation. Wite the results on
t he chal kboard/ OHP al ong the followi ng |ines:

Revenue $12,000

Costs

Depr eci ati on $ 2,500 (Purchase price vehicle
$20,000, to be witten off
over eight years)

Mai nt enance 600

Fuel 2,400

Gar agi ng 600

Driver's Wages 1, 800

Admi ni strative Overheads 1.200

Total Costs $ 9,100

- Total Surplus $2,900



Ask trainees to suggest whether these figures indicate a viable
oper at i on. The surpl us appears adequate, and may even indicate
overcharging. Ask trainees what factors might prevent such an op

eration fromstarting, or mght bring it to bankruptcy after a few

nont hs operati on.

Use the followi ng extrene exanple to enphasi se the inportance of

the tining of the cash inflows and outfl ows:

- assune the vehicle in the exanpl e has been bought with an in-
terest-free | oan of $20,000, repayable in eight yearly instal-
nents of $2,500, payable of the 30th June each year

- all other costs are also to be paid in the first six nonths of

each year;
- the revenue will only be received in Decenber of each year.
The profit and | oss account will not change and the operation wll
apparently remain equally profitable. The transport operation
wi I I however not survive very long, since it will not have the

necessary cash when the costs fall due for paynent.

Take anot her exanpl e. Ask trainees how the "profitability" and
the "profit and | oss account” for the above transport operation

wi Il change under the follow ng circunstances:
- Vehicle cost $20,000 payable in cash on delivery.
- Qperating costs payable in cash on receipt of services.

- Revenue payable on the tenth of the nonth followi ng a service.

As in the first exanple, these factors will in no way affect the

profitability and the profit and | oss account for the operation

Sumari se and conclude as foll ows:

- whether a project is viable or not will not only depend on

whet her the project is profitable but also on the availability

of cash when it is needed:

- to know whether cash will be available when it is needed, the
tinming, as well as the amounts of cash noney coming in (cash

i nfl ows) and going out (cash outflows), nust be known;
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- the "profit and | oss account” does not give any information

about timng and anpbunts of cash inflows and outfl ows;

- it is therefore necessary to have another nethod of analysis

which will show the timng and anobunts of cash fl ows.

Refer trainees back to the profit and | oss account for the single
vehi cle transport operation and the conditions given in 3) above.
Allow them 10 to 15 nminutes to list the nonthly cash infl ows and
outflows for the first year of the project, assum ng revenue and

costs to be divided equally over the 12-nonths' period.

Many trainees will include depreciation at $2,500 per year as a
cash outfl ow It is vital that all should understand that this
reflects an accounting convention and not a regul ar cash outfl ow
(the error must be corrected by question rather than by state-
ment). Ask trainees who have nmade the mistake, to state the reci-
pi ent of each cash outfl ow which they have identified. They
should clarify the point that vehicles purchased for cash only

have to be paid for once, i.e. at the beginning

Ensure that all trainees conplete the statenment of cash inflows
and outflows correctly as shown bel ow Expl ai n each figure and
stress the need for accurate sinplp calculations. (The foll ow ng
tabl e includes net, and cunul ative net figures to be filled in

| ater as suggested.)



Time Cash Out Cash In |[Net for Month Cumulative Net
Start $ 20,000 Nil ($ 20,000) ($ 20,000)
Month 1 |$ 550 Nil ($ 550) ($ 20,550)
Month 2 |$ 550 | $ 1,000 $ 450 ($ 20,100)
Month 3 ($ 550 | $ 1,000 $ 450 ($ 19,650)
nonth 4 |8 550 | $ 1,000 $ 450 ($ 19,200)
Month 5 |$ 550 | $ 1,000 $ 450 ($ 18,750)
Month 6 |$ 550 | $ 1,000 $ 450 ($ 18,300)
Month 7 {$ 550 | $ 1,000 $ 450 ($ 17,850)
Month 8 {$§ 550 | $ 1,000 $ 450 ($ 17,400)
Month 9 |$ 550 | $ 1,000 $ 450 ($ 16,950)
Month 10 {$ 550 | § 1,066 $ 450 ($ 16,500)
Month 11 |$ 550 | $ 1,000 $ 450 ($ 16,050)
Month 12 {$ 550 | $ 1,000 $ 450 ($ 15,600)

Ask trainees to fill in the fourth colum giving the pet cash flow
(positive or negative) for each nonth. Figures will be as shown
in the |ist above. Negati ve net cash flows are witten in
bracket s.

Ask themto fill in the fifth columm, giving the cumul ative posi -

tion. Ask them how many nonths it will be necessary to operate

the vehicle for before the cunmulative figure reaches zero

($15, 600 divi ded by $450 equals 34 nonths; added to the first 12
nonths it amounts to a total of nearly four years.)

Ask trai nees what would be the effect of a noderate redistribution
of surplus - say $200 a nonth - after the end of the first year.

(The total period after the first year would be extended to 62
nont hs, or nore than five years).

Ask trainees to consider the inplication of the negative cash

flows during the first two nonths of the transport operation and
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the cunul ative negative hire figures. The operation will not be
able to start unless the vehicle is financed by a [ oan or bought

on hire purchase, which anobunts to the sane thing

VWhat woul d be the extra nonthly repaynent if (i) the vehicle was
purchased on five year hire purchase terns, or (ii) the principle
and total interest is $10,000 spread evenly per nonth? ($30, 000
di vi ded by 60 equal s $500 per nonth repaynent.)

What effect on the nmonthly surplus would such a nmonthly repaynent
have? (A deficit of $50 per nobnth, before any distribution of

surplus.)

Ask trainees to recal culate the cash flows, assunming that the only
custoner is a governnment departnent which actually pays all its
bills half yearly, i.e. at the end of the six nonths' period
during which the services have been received. The table will

appear as foll ows:

Time Casﬂubut Cash In | Net for Month Cumulative Net
Star{- $ 20,000 Nil ($ 20,000) ($ 20,000)
Month 1 {$§ 550 Nil ($ 550) ($ 20,550)
Month 2 |$ 550 Nil (s 550) ($ 21,100)
Month 3 |$ 550 Nil ($ 550) ($ 21,650)
Month &4 |$ 550 Nil ($ 550) ($ 22,200)
Month 5 [$ 550 Nil ($ 550) ($ 22,750)
Month 6 |$ 550 |  Nil (s 550) ($ 23,300)
Month 7 |{$ 550 | $ 6,000 $ 5,450 ($ 17,850)
Month 8 |$ 550 Nil ($ 550) ($ 18,400)
Month 9 |S$ 550 Nil ($ 550) ($ 18,950)
Month 10 ($ 550 Nil ($ 550) | ($ 19,500)
Month 11 ($ 550 Nil ($ 550) ($ 20,050)
Month 12 {$ 550 Nil (S 550) ($ 20,600)
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Rem nd trainees that this change would in no way change the profit-
ability of the project. Show however that it increases the
financing requirenent froma nmaxi num of $20,550 in the previous
case, to $23,300 in this case, with consequently higher interest

char ges

Ask trainees to recal cul ate the schedul e once again on the foll ow

i ng assunptions:

Vehi cl e bought for cash at start.
Customers' bills payable six nonths in arrears.

Fuel to be bought and paid for six nonths in advance of use.

Garage rental payable annually in advance.

Time Cash Out Cash In j Net for Month Cumulative Net
Start $ 21,800 Nil ($ 21,800) ($ 21,800)
Month 1 $ 300 Nil ($ 300) ($ 22,100)
Month 2 |$ 300 Nil ($ 300) ($ 22,400)
Month 3 |$ 300 Nil (s 300) ($ 22,700)
Month 4 |$ 300 Nil ($ 300) ($ 23,000)
Month 5 |$§ 300 Nil ($ 300) ($ 23,300)
Month 6 |$ 1,500 Nil ($ 1,500) ($ 24,800)
Month 7 |$ 300 $‘6,000 $ 5,700 ($ 19,100)
Month 8 |($ 300 Nil ($ 300) ($ 19,400)
Month 9 |$ 300 Nil ($ 300) ($ 19,700)
Month 10 |$ 300 Nil (s 300) ($ 20,000)
Month 11 {$ 300 Nil ($ 300) ‘ ($ 20,300)
Month 12 $ 2,100 Nil ($ 2,100) ($ 22,400)

Thi s increases the maxi mum financing requirenent to $24, 800, and

further |engthens the period during which finance is required.
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Ask trainees to suggest what may be the effect of inflation on

problens of this sort, particularly as the project continues over

several years

Trainees will probably concentrate on the higher cost aspects.
Rem nd themthat revenue will alnost certainly also be increased
in proportion, although perhaps with sonme del ay. Wth effective

managenent the surplus is therefore likely to increase in |ine
with inflation.

Ask trainees to suggest any cash inflow or outflow which will def-
initely not increase with inflation. Elicit the follow ng from
the trainees: repayments of the principle, and total interest

charges, if not indexed, will remain static. Ask trainees to con-

sider the inplication of this for the burden of repaynent.
Clearly, it will becone progressively | ess onerous.

Trai nees may not appreciate the benefits to a borrower (and the
cost to a lender) of inflation. Ask them which of the follow ng

situations they would prefer:

a) To borrow $1,000, to be repaid over five years with interest
i ncl uded, at an annual rate of $220. The npney is to be in-
vested in a project which will (i) produce 2,000 units a year
of product x, (ii) consume 500 units a year of raw material y
and 800 hours of |abour. As there is no inflation, prices and
costs are expected to remain the sane for the conplete five-

year life of the project, as follows:

- selling price of x = $1 per unit

- cost price of y = $2 per unit
- labour = $1 per hour
b) Exactly as above, but with 10% inflati on each year. Prices

and costs of x, y and labour will be as foll ows:

X y [ abour / hour
Year 1 1.00 2.00 1.00
Year 2 1.10 2.20 1.10
Year 3 1.21 2.42 1.21
Year 4 1.33 2.66 1.33
Year 5 1.46 2.92 1. 46



The results of situation a) will be as follows every year:

- sales $2, 000

- raw material : $1, 000

- labour $ 800 - $1.800

- surplus $ 200

-l oan repaynment - § 220

- net cash deficit -9 20 (per year or $100 over
the five-year period)

The results of situation b) will be the sanme as above for the

first year.

It should not be necessary to work out figures for each subse-
quent year in order to nake the point that the surplus will be
bi gger each year, while the |oan repaynment remains the sane,
and consequently that the borrower will benefit frominfla-

tion.

The results of year five al one shoul d nake the point:

- sales $2, 920

- raw material : $1,460

- | abour . $1, 168 - $2.628
sur pl us $ 292
| oan repaynent - § 220

- net annual surplus + $ 72

The surplus after loan repayment is in fact as follows in sit-

uation b):

- Year 1: $ -20

- Year 2 $+0

- Year 3 : $ +22

- Year 4 : $ +46

- Year 5 $ +72
$ +120

This is clearly preferable to a deficit of $100.
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Ask trainees what the average inflation rate in their country is;
it is unlikely to be under 10% so that the benefits to borrowers

will be even greater

Inflation can of course have di sadvantages as well:

- if it is not necessary to borrow noney because of existing re-

sources;

- if costs rise during the inplenmentation of investnent so that
the actual investnent costs becone considerably higher than

originally planned.

Poi nt out that inflation cannot be predicted, so that it is diffi-

cult to allowfor its effects

If inflation is expected to continue at a high rate however, fig-

ures should be altered accordingly.

Refer to the original trading account for the one vehicle trans-
port operation. Ask trainees whether the administrative overhead
woul d actually be a cash outflowif (i) the operation was part of
a larger unit and (ii) the admi nistrative charge was a percentage
al l ocation rather than an actual expense involved in hiring new

peopl e.
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SESSION 4.2
WHI CH COSTS?
hj ective: To enable trainees to identify those financial costs
whi ch may appear in a profit and | oss account, but which
shoul d not be consi dered when preparing and appraising a
proj ect.
Time 1 to 112 hours.
Material: Case Study "The Transport Dilenma".
: . i d
1) Renmind trainees of the previous session and of the essential dif-

ference between a profit and | oss account and a cash fl ow budget
when it comes to assessing the feasibility of a project. Stress

that the objective of a feasibility study is:

- to find out whether or not a project can be done, i.e. whether
the project can pay for itself or for what period external

finance will be required

- to find out whether a project should be done. Project funds
can be used in many different ways and a project feasibility
study should therefore conmpare the value of the project under

consi deration with other possible uses of funds.

Ask trainees to name their own nost precious and irreplaceable re-
sour ce. It is their own tinme. Ask trainees how they go about de-
ciding how to spend their own tine. Elicit the foll ow ng points

during di scussion

Time is not usually valued in terns of noney. W neke deci sions
about spending tinme (i) by conparing the various alternative ways
of spending it and (ii) by deciding that a particular way is the
nost enj oyabl e, profitable (or whatever particular quality we hap-
pen to value the nost). In other words, the possible alternative

uses for our tine will largely determ ne our final decision.
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The sanme applies to the way we spend noney. Ask trai nees what a
private individual, or a co-operative society, is really conparing
proposed expenditure with, when he is deciding whether to spend

money.

Poi nt out that noney itself is of no val ue. What nekes noney
val uabl e are the things which one can buy in exchange for it. Use
the exanpl e of somebody with $100 in his bank account who deci des
to spend the $100 on a suit. Such a decision is based on com

paring the "value" of the follow ng alternatives:

- $100 at the bank plus whatever interest it mght earn
- the suit;

any alternative ways of spending the $100 (trips, school fees,

furniture, etc.)

When he decides to buy the suit, it shows that he values the suit
nmost anong the alternatives. The sane applies when a co-operative
decides to invest in a piece of equipnment. Such a decision shows
that the piece of equipnment is nore valuable to the co-operative
than whatever el se might have been done with the noney. Invest-

nment decisions are therefore a matter of conparing alternatives.

Distribute the short case study and ask trainees to conplete the

assignment. Allow up to 30 minutes for this.

Reconvene trainees and ask them for their views. Focus the dis-
cussion on the costings and the figures that are brought up. Dis-
courage coments on technical factors, which mght or m ght not
support the two five-ton vehicles over one ten-ton vehicle, but

which are not relevant to the i ssues under consideration

Trai nees may generally agree with the nanager and the conmittee.
Ask themto identify the real reason for unw llingness of the man-
ager and the committee to consider the ten-ton vehicle. They do
not want to adnit that they should have bought a ten-ton vehicle
in 1979.
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Ask trainees to recall exanples of individual, co-operative, com
pany or governnment institutions which have (i) continued to use
out nroded equi prent, or (ii) to work in an unsuitable |ocation, or
(iii) to follow inappropriate procedures, not because they could
not afford to change, but because they could not accept that deci-

sions today need not be affected by decisions yesterday.

Does a fashion consci ous wonan who buys a dress just before a
change of fashion continue to wear it if she can afford to buy the

| at est design?

Shoul d a nanufacturer continue to use new but out noded equi pnent
even if the latest nodel is available, and can pay for itself

t hrough savings in operation?

Every cul ture and | anguage has phrases such as "don't cry over

spilt mlk" or "that is water under the bridge".

Co-operative managers shoul d observe the sane principle when
maki ng i nvestnent deci sions. Earlier expenditure may mean that
noney is not avail able at present, but that is all. Manager s
shoul d not take into account "sunk costs" (costs which have al -
ready been made) or noney that has al ready been spent, when making
i nvest ment deci si ons. The possession of new but redundant assets
nmust not influence decisions as to their replacenent. Such re-
pl acenent nust be eval uated as an investnent like any other and if

it can earn a good return it should be carried out.

Depreciation is irrelevant to the Agrarian Farners' Society's de-

ci sion. The solution is as follows:

Immediate Cost Annual Cost
— .- e
One additional five-
ton vehicle $ 15,000 $ 15,200
One ten-ton vehicle $ 12,500
(net of trade—in $ 14,500
allowance)




It is clear that the purchase of a ten-ton vehicle will result in:

an i medi ate saving of $2, 500;

an annual saving of $ 700.

The ten-ton vehicle should therefore be purchased.



Sheet 3

Ihe Transport Dilenmm

The conmittee of the Agrarian Farmers' Society was unani nous. Early in
1979 the society had bought a five-ton lorry, and by early 1980 the de-
mand for its services had already outstripped its capacity. The lorry
was fully occupied collecting menbers' produce, bringing farmsupplies
from manufacturers and delivering processed crops to the Marketing
Board. The nmanager had cal cul ated that there was a need for at |east a
further lorry of the same size, and that nost of the work invol ved
|arge loads on fairly long trips. The representative of the vehicle
suppl i er had suggested that the society should purchase a ten-ton veh-
icle to replace the five-ton one, rather than purchasing a second five-
ton vehicle and operating two of that size. The representative al so
poi nted out that the larger lorry was cheaper to run. The manager felt
that it would be better to purchase another five-ton vehicle and to run
two lorries rather than one. It seened nore sensible to keep the one-

year ol d vehicle than to dispose of it so soon after its purchase

The representative fromthe vehicle supplier produced the follow ng
conparative figures of operating costs for two five-ton lorries and one
ten-ton lorry. The figures clearly favoured the purchase of the |arger
vehicle, in spite of insurance and taxation rates which were advant-

ageous to the snaller ones.

Ten- Taon Eive- Tan
Cost of Vehicle $ 20, 000 each $15, 000 each
Annual Cost of Operation:

-~‘“E;;t Item ' One ién—Ton Two FivefTon---‘
‘Depreci;zgggu(éive year ligé) $ 4;&*5 $ 6,000 h
Fuel‘E;;ts $ 8,500 $ 9,000 .
Drivers' Waéé; $ 1,8b0 , $ 2,400 ) |
Maintenance - o $ 2,665_ $ 2,000
lInsuraqcé ...... $ 1,000 $ ‘1,000
Tax i $ 1,260 —;- 800
Total Costs o $ 18,500 i ' $ 21,200




Ien- Ton Eive-Ton

Total ton kilonetres conveyed 400, 000 400, 000
Cost per ton kilonmetre 4.625 cents 5.3 cents

The manager was inpressed by the figures and was aware that one | arger
vehicle would certainly do the work as easily as two smaller ones. He
felt however that the representative's figures might be biased in
favour of the larger figure. After all, his conpany stood to gain nore
fromselling a ten-ton than a five-ton vehicle. The representative
could offer a trade-in allowance of only $7,500 if the existing five-
ton vehicle was traded for a newten-ton lorry, since the five-ton

nodel had been repl aced by a newer version

The manager was unwilling to recomrend to the conmittee that they
shoul d take a | oss of $7,500 on a vehicle which they had only purchased
a year before. He exanmined the representative's figures and identified
the critical flaw The figures did not take into account either the
| osses on the sale of the old vehicle, or the continuing depreciation
cost of the existing five-ton vehicle which would be kept unused if a
ten-ton vehicle was bought. He noted the following alteration to the

cal cul ations

One Two
TIen-Ton Vehicle Ei ve-Ton Vehicles
Total cost of operation $ 18, 500 $ 21, 200
Add depreciation on exist-
ing five-ton vehicle 3,000
Total costs $ 21,500 $ 21,200
Cost per ton kilonetre 5. 375 cents 5.3 cents

He realised that the difference was only marginally in favour of buying
a second five-ton lorry, but he felt that the figures convinced him
that this was the right course. He had no doubt that the committee
woul d support himas he was sure they would not be willing to sell, or
lay up a vehicle that they had only bought a year before, and there was

definitely no need for fifteen tons capacity.
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He submitted the figures to the commttee, and was pl eased that they
agreed with him They proposed to purchase a further five-ton vehicle

and the proposal was approved and an order was pl aced.

Assi gnment

Was the Agrarian Farners' Society Conmittee correct to purchase a se-
cond five-ton vehicle rather than one ten-ton vehicle as the represent-

ative had suggested? Justify your answer.

You shoul d assunme that there were no operational advantages to using

two five-ton vehicles rather than one ten-ton vehicle.
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SESSION 4. 3
WHOSF BENFFITS?
hjective: To enable trainees (i) to distinguish between the various
interests served by devel opnment projects and (ii) to
identify the need for techniques to quantify as many as-
pects as possible.
Tige: 1 to 2 hours
Material : Tape Di al ogue.

Session Qiide:

1) Ask trainees to suggest whose interests any agricultural co-opera-
tive devel opnent project should serve. Summari se trai nees' sug-
gestions on the chal kboar d/ OHP. They will probably fall into two

cat egori es:

(i) Vague statenents such as

- "The national interest"
- "The needs of the comunity"

"The cause of devel oprment”

These are correct but usel ess because nobody can say whet her

one project serves such a purpose better than another.

(ii) Specific objectives such as

"To increase the inconme of the poorest 15% of the
nenber s"
- "To increase food production by 15%in the XYZ region"

- "To increase the surplus of the society by 25%

I ndi vi dual projects can be eval uated using these "specific"
obj ecti ves. However, it is very difficult to use such ob-
jectives as "standards" for preparing, evaluating and ap-

prai si ng proposed projects.



Identify the resulting dilenma. bj ectives are either too vague
to be operationally useful, or too specific to be generally

appl i ed.

Play, or if a recorder is not available, enact the tape dial ogue.
Ask trainees to wite down the objectives which each speaker is
attenpting to pronote. If trainees wish, play the tape again.

They shoul d have a list of objectives reading as follows:

- to create enpl oynent;

- to earn foreign exchange through exports;

- to increase nenbers' incones;

- to benefit the poorer menbers of the society;
- to ensure a maxi mum surplus for the society;
- to produce a nmaxi num amount of food

- to devel op resources which are presently underused.

Mention exanpl es of projects which seemto conflict with one or
nore of these objectives. Such exanpl es m ght include situations

i ke these:

- A project which increases nmenbers' incomes very significantly,
but whose benefits are confined to the richer and nore success-

ful nmenbers of the society, who are [east in need of help.

- A project to nechani se a crop processing task at present car-
ried out on the farmby the nenbers and their fanilies; nem
bers will then earn a | arge surplus and increased cash payouts
but a substantial source of enploynent for nenbers' famlies

and others will be destroyed.

- A project which will increase production of an export cash
crop; as a result however menbers are likely to devote |ess
time and land to cultivation of staple food crops which are

vital in providing balanced nutrition for their famlies.

Tr ai nees may suggest various ideas for weighting different types
of benefits. Stress that although quantitative techni ques can
help clarify the qualitative decisions which nust be taken, no
quantitative nethod can absol ve a nanager or any deci si on- naker

fromusing his own judgenent.
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Tape Dial ogue

The manager of the Agrarian Farmers' Society was annoyed
and di sappoi nt ed. The committee was di scussing the egg
grading project for the first time and every nenber seened
to have a different argunment against it. \Wat was worse

all argunents seenmed to be quite convincing and he felt
that all his preparatory work woul d be wasted. The presi-

dent had di scussed the project with the manager before the
meeting and he was equally surprised. He decided that no-
body woul d change his nind at this nmeeting and he at-

tempted to draw the proceedings to a close

Fel |l ow co-operators, | am sure we have had a npbst en-
I'i ghtening discussion. Your conments have certainly given
me, and | suspect our manager, a great deal of food for
t hought . One thing is certain, nore work must be done on

this proposal before we can subnit it to you again

Could | ask each of you to sunmarise your arguments
agai nst the proposal, so that we can be cl ear where we

stand. M. A perhaps you would like to start.

Certainly, thank you Sir. My objective is quite sinple.
Qur nenbers and all the people around here need jobs nore
t han anyt hi ng. The poultry unit will create a few hours

work for the children and a couple of jobs here in the
gradi ng and packi ng station. Surely we nmust find sone-
thing else which will really create jobs, on the farmand
in the society. How about building a road? W coul d get
money fromthe government to hel p, and enpl oy hundreds of

peopl e for nonths.

Thank you M. A, that's certainly very clear. Wat about

you, M. B?
| am no econom st, but all | read about in the papers is
"bal ance of paynments" and "exports". Wth the noney and

effort that would go into this poultry thing, we could in-
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crease nenbers' production enornously, and the society's
out put of coffee. Every kil ogram would go for export.
That woul d benefit the country and not just a few spoilt
rich people in the city who want eggs of a particular
t ype.

Thank you, | nust adnit you have a point. What are your

opi ni ons, M. C?

Qur job is to serve our nmenbers, and that means hel pi ng
t hem make nore noney. These petty little chicken houses
are chicken feed, if you will excuse the joke. W need
bi g projects, which our nore progressive nenbers will
really be able to turn into noney spinners. In that way
they and their society will grow rich, and the whole re-

gion and nation will benefit.

That's certainly frank enough, | gather you do not agree,
Ms. D?

| certainly don't. | am agai nst the poultry project for
quite different reasons however. | think our rich nmenbers
will be able to make nore out of the schene than the

poorer ones, and that's just what |I'magainst. Qur job is
to help the least fortunate in the comunity. Any funds
we have should be given to education, to hel ping the
| andl ess to get sone fields to plant, or should even be
distributed in the formof food to those who are wholly
destitute. The co-operative should not be hel ping the

rich to get richer by producing eggs for the privileged.

Thank you, that's difficult to reconcile with M. C's
view, but it's another point of view we have to take into

account. \What were your objections, M. E?

| think we are all being far too hi gh-ninded and conpli -
cated. Qur job as conmittee nmenbers of a co-operative so-
ciety is to help the society nake as nuch noney as pos

sible. Menbers will benefit in the end, and they el ected
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us not to try to work out what is best for any particul ar
group of menbers, but to do what is best for the society.

That neans nmaking as big a surplus as we can. It seens to
me that the egg project will have a pretty thin nargin
after we have paid for the eggs and your city traders have
taken the margins they are used to. A few extra breakages
and it will be in the red. Let's invest nore noney in
farm suppl i es. We can undercut the |ocal traders by a
cent or two and nake far nore noney, far nore easily, than

by nmessing about w th eggs.

You nmake it all sound very sinple, and maybe you're right,
M. E Ms. F, how do you feel?

My view is even sinpler, but no nore favourable for the
poul try schene. Food is our national problem and the so-
ciety nmust devote all its energies to producing nore food
for the nation. A few non-indi genous poultry, raised on
imported feed in houses of foreign design are not going to
sol ve our probl ens. I f our menbers think that they can
sell eggs for a good price, their children won't ever get
eggs to eat and the first effect will be a great increase
in malnutrition. Let's help nenbers realise what a won-

derful source of food they have.

"Food to eat" certainly seens basic enough, and sone of
our menbers and the | andl ess people around here could do

with nore of it. What do you feel, M. G?

As | see it, the society is nmeant to hel p devel opnent. |

take that to nean opening up new | and and maki ng better
use of idle resources. | don't think the egg project wll

do that since the chickens, their houses and even the feed
wi |l be brought fromoutside our area, and a lot of it
from abroad even. Shoul dn't we hel p our nenbers, and the
country, by putting a new irrigation schene in, or clear-
ing the bush on the hillside to open up new | and? That
woul d provide enpl oynent for the people and help themto
make t he best use of what they already have. That's de-

vel opnent, surely?
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Menber s

Vell, we've heard a great nmany opinions, and none in
favour of the poultry schene. Maybe we really don't know
what we're trying to achieve in this society. | suggest
that before the next neeting we should | ook at our byl awns
again, and conpare themwith the nminutes of this neeting.
Let's list all the legitinate objectives that have been
put forward by nembers this afternoon, and then try to de-
ci de how we should direct our affairs in the future. That

way we can achi eve consi stency.

A good idea. W'Ill do that.
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VAI UATI ON PRCOBI FMS

(bjective To enable trainees (i) to explain the reasons for sinple
adjustments to price figures in project appraisals
(shadow prices), (ii) to make such sinple adjustments to
price figures for use in project evaluations and (iii) to
interpret results from project appraisals based both on
adj usted and non-adjusted price figures.

Iine 3 to 32 hours.

Session Giide

1) Renind trainees of the apparently conflicting project objectives
identified in the previous session. Elicit fromthemand I[ist on

t he chal kboard/ CHP t he fol |l owi ng probl ens which may occur if pro-
jects are approved on purely financial terns.

- Less jobs will be created, or enploynent opportunities nmay ac-

tually be destroyed.

Products destined for export markets nmay be neglected in favour
of products with no positive effect on the bal ance of payments.

- The richer nenbers of the society may benefit di sproportion-
ately from projects whereas poorer nenbers (and | andl ess non-

menbers) may gain nothing, or even suffer

- The society's surplus may be naxinm sed to the detrinent of nmem

bers' direct incomnes.
- Food production may suffer, or may not be maxim sed

- Existing underutilised resources such as uncleared | and nmay not

be brought into production.

2) Explain that if the price nechani smoperated perfectly, invest-
ments woul d automatically be nade in projects which would optim se

benefits to the society.



However, this does not always happen. Ask trainees for exanples
of prices in their country which would change if there were no

governnent controls. Exanples may incl ude:

sone staple food prices (may go up)
m ni mrum wages (nmay go down)

official foreign exchange rate (may go down).

Ask trainees what effects such changes ni ght produce (assum ng

they took place):

food prices: people would initially buy |less, but the higher
price m ght encourage farnmers to grow nore; the increased sup-
ply might bring prices down again;

wages: nore people would be enpl oyed

foreign exchange: i nports and foreign travel would becone nore

expensive, so |ess spending on these.

Si nce actual prices for |abour, foreign exchange, food products,
etc., do not often reflect the "true" value of these itens, pro-
ject analysts very often "adjust" such prices when appraising pro-
jects. Such adjusted prices which are a nore accurate reflection
of the true value of the itens they represent, are called "shadow

prices".

The techni que of shadow pricing gives co-operative project ana-
|l ysts the opportunity to appraise the effects of projects on

i ssues which are inmportant in a co-operative context, such as:

- enpl oynent

- exports (earning or saving foreign currency)
- income distribution

- society versus nenbers incone

- food production

- underused resources

a) Enploynent

Ask trainees to suggest what would be the | owest anount for

whi ch an unenpl oyed, unskilled person in their area would be
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willing to work. Conmpare this with the | owest wage paid by

the society.

M ni mum wages are set by governnent, or by enployers, usually
at levels well above the rate for which people would actually

be willing to work.

Ask trainees to suggest the effect of this "artificially" high
wage rate on the creation of enploynent. Clearly, fewer jobs

will be created than if wage rates were | ower.

Usi ng actual but artificially high wage rates to appraise
"l abour-intensive" projects nmay nean that decision-makers do
not consi der the project. In such projects, analysts there-
fore adjust wage rates so that |abour is valued, not at its
actual and artificially high rate, but at a rate which is a

better reflection of the true val ue of | abour.

Exports

Ask trainees how nmuch they could sell a $100 note for on the
bl ack market . Conpare this with what such a note could be
sold for in the bank. Wat does this tell us about the offi-

cial rate of exchange?

In nost countries the value of the currency against other cur-
rencies is kept above its "free market" value by a variety of
devi ces which restrict free trading in currency. These in-
cl ude exchange controls, linmted travel allowances, inport

i cences and export taxes.

Use the followi ng exanple to show the effect of controls of
this sort (nmodify if possible to incorporate actual "black

mar ket" and "official" rates of exchange in the trainees

country).
- Oficial Rate - 15 DC Units = $ 1 USA
- Black Market Rate - 25 DC Units = $ 1 USA

If the world price of a society's produce is $1,000 per ton
how much will the society receive in DC Units when a ton is

sold and the dollars exchanged at the official rate?

- $1,000 x 15 DC Units = 15,000 DC Units.



How much woul d the society have received if the rate of ex-

change had been allowed to be a "free" reflection of the sup-

ply and dermand for the currency?
- $1,000 x 25 DC Units = 25,000 DC Units.

If the price of a piece of machinery is $1, 000 USA, how many
DC Units will the society have to pay in order to buy $1, 000

with which to pay for the nachine?

- $1,000 x 15 DC Units = 15,000 DC Units.

How many DC Units would the society have had to pay if they

had bought the dollars on a free uncontrolled nmarket?

- $1,000 x 25 DC Units = 25,000 DC Units.

Ask trainees to suggest the effect of such controls on a so-

ciety's willingness to:

produce export crops;

purchase inported equi pnent or other itens.

Clearly the society will be |ess likely to produce for export
and pore likely to purchase inported equi pnent, than if the

rate of exchange was the sane as the unofficial rate

Ask trainees why rates of exchange are controlled:

- to keep down the local prices of essential inported food-

stuffs, nedicines or other itens;

to preserve the value of the currency for reasons of

national prestige.

Many aut horities believe that controls of this sort are in-
appropri ate. But they do exist, and project analysts should
make sonme adjustment to export prices and inport costs.

! i but i

Ask trainees to estimate the follow ng figures:

- the average nonthly incone of the ten richest nenbers of

their society;
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the average nonthly inconme of the one hundred poorest nem

bers of their society;
the average nmonthly incone of |andl ess unenpl oyed non-nmem

bers in their conmunity.

Has this inequality increased, decreased or remained the sane

during the last ten years?
VWhat effect has the co-operative society had on the distri-
bution of income?
VWhat effects do projects currently being considered, or im

pl enented, by the society have on income distribution?

Peopl e who al ready have nore noney than average in a conmunity
are al nost al ways those who are nost likely to benefit from

any new proj ect.
They are better educated and very often have nore exper-
i ence of new practices and nachi nes.

They can afford to take risks which m ght be too dangerous

for people who are close to destitution.

They may have becone richer through i nborn qualities of
energy and initiative.

They are likely to be nore healthy and optinistic and thus

able to work hard on new projects

Shoul d a co-operative society select projects which help the

poorer nenbers, and even non-nenbers, even if this neans less

total revenue for the society and its nenbers? I f so, how

can adjustments be built into analysis of projects?

Agricultural co-operative societies should be organised in
such a way that all farners, and not only the nbst success-
ful, benefit from nenbership and play sone part in direct-

ing its affairs.

One coul d "shadow price" the benefits fromthe project by
counting likely increased i ncomes for poorer people as
being worth nmore than similar anpbunts which would accrue to

ri cher people.



Ask  trainees to imagine tw co-operative nechanisation

proj ects:

A.  To purchase two large tractors which will be used mainly by

the wealthiest farners who have | arge | andhol di ngs.

B. To purchase 20 hand-driven power tillers, which will be

hired mainly by poorer menbers for their small farns.

If both have identical financial results, which should be

sel ected?

Most trainees will select project B. Ask them which of the
two they would select if project A earned a 1% hi gher surplus
for the society. Rai se the figure until trainees swing to
project A Point out that they are in fact using "shadow
prices" if they prefer a project which benefits poorer far-
nmers, even if the alternative earns a |larger surplus. Point
out, however, that if a society is equitably directed and em
pl oynent is favoured, as suggested earlier in the session, the
interests of poorer npenbers and non-menbers will be well

served.

The Society or its Menbers

Ask trainees whether an average nenber of their society really
regards increases in the income and capital of his society as

a benefit to hinself.

Sone nenbers nay argue that their societies should redistri-
bute all surplus, since the society has no right to determne
how "their" noney should be used. Can every co-operative man-
ager claimthat the ways in which undistributed surplus is
used in his society are always better for menmbers than if the

noney was given back to then?

Ask trainees whether the nargi n between buyi ng and selling
prices of produce can be set by society managenent. On those
products where nanagenent does have sone discretion, are

prices offered to nenbers as high as they could be?
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Ask trainees which of the follow ng projects should be sel ec-

ted, all other factors being equal. Wite the project details
on the chal kboar d/ OHP

- Project A Estimated increased i ncome to one hundred mem
bers $90 per menmber = $9, 000. Estinmated increased surplus

to the society = $1,000. Total Benefit $10 000.

- Project B: Estimated increased income to one hundred mem
bers $10 per menber = $1,000. Estinmated increased surplus

to the society = $9,000. JTotal Benefit $10,000.

[f all the surplus was automatically redistributed on a

patronage basis, there would be no difference.

But a proportion of the surplus is always retained for "educa-
tion" and “reserves". VWhi ch project is better for the

soci ety?

If trainees select one or the other, alter the figures in
favour of the less preferred alternatives, to stress the point
that such a preference inplies a higher "valuation" for mem

bers', or for the society's incone.

I f possible, projects should be designed to nmaximnm se nmenbers'

i ncone. Soci eties' surplus should be linmted to a | evel which
pays for the equi pnent invested in the project, and allows a
mar gi n for contingencies. Proj ects such as B should in gen-

eral not be put forward.

Eood Products

Ask trainees to consider the follow ng situation. A nationa
governnent was anxious to increase exports. The small farners
used nost of their land for beans and cassava whi ch were con-
sumed at home, but co-operative societies were encouraged to
persuade themto change to coffee for export. There was not
nmuch demand for beans or cassava since nost farnmers grew
enough to satisfy their own needs. The export market prices
for beans and cassava were low. On the basis of these prices,
it was nore profitable to sell coffee and buy food. However,
when the farners stopped grow ng beans and cassava for their

own consunption, they all needed to buy these staples fromthe



mar ket . Prices rose dramatically and the farners were far
worse off than before. Ask trainees how this situation might

have been avoi ded.

- CGovernnent officials should have anticipated the results of

i ncreased demand and reduced supply of food crops.

- An adjusted (shadow) price could have been used for food
crops grown and consuned on the farm This would have cor-
rected the unnaturally | ow market price which resulted from

the very "thin" narket.

Underused Resaurces

Ask trainees if they know of co-operative societies that have
pl enty of uncleared | and, or |and which could produce nore if
irrigated, but where nothing is being done to exploit the po-

tenti al because the society invests its funds in short term
projects, or in projects which do not involve the use of new

land. Wy is this so? How can it be avoi ded?

Ask trainees whether |and can be freely bought and sold at a
price approximating the free market value in their areas. |If

not, why not?

Land is often overpriced, or not priced at all, because it is
conmmunal | y owned, unregistered or customarily belongs to
peopl e fromone particul ar group. How can a co-operative so-
ciety value land of this sort which nust be used in a co-

operative project?

Land may be valued at the price charged in nei ghbouring areas
for land of simlar quality for which there is a reasonable

mar ket .

An annual figure for equivalent rent may be used if |and can-
not actually be purchased, or if prices are ridiculously |ow

or high.

The val ue of whatever else mght be done with the | and can be

used as a regular charge to the project.

Exanple: A co-operative society has the choice:
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- to grow nmai ze on a piece of |and, or

- to build a co-operative shop on it.

When apprai sing the co-operative shop, the yearly net returns

fromthe naize crop can be used as yearly rent for the |and.

If land woul d ot herwi se not have been used at all, it may

reasonably be included at no cost.

Major land clearing, reclamation or irrigation projects
clearly involve large i mmedi ate i nvestnents and del ayed re-

turns.  Techni ques exist for taking sonme account of the timng
of costs and benefits, and these will be dealt with in the

foll owi ng session.

Real Prices versus Shadow Prices

Repeat that the adjusted values for |abour, foreign exchange, food

products, and so on, are called "shadow prices"
Ask trainees to suggest why this nane is used:

they are not "real prices" and they are used in project apprai-
sal only to ensure that projects which are socially preferable
but maybe financially |ess profitable, are selected when appro-

priate.

Ask trainees if the use of shadow prices in the appraisal of a
project will affect the operation of the project if it is selected

and i npl ement ed:

the project may be selected because shadow prices were used

but the actual results will depend on real prices aonly

Ask trai nees how the use of shadow prices will affect the fina

results a society may obtain froman apprai sed project:

- the financial results will be worse than they woul d ot herw se

have been, because the society will have chosen projects for

their social rather than their financial benefits



Ask trai nees whether a society should use shadow prices in ap-

prai si ng projects.

Shadow prices are usually used by governnent planners and devel op-
nment bankers when deciding on nmajor projects. There is however no
however no reason why a co-operative society should not use them

internally, provided that:

- the committee and ot her decision nakers understand what they
are doing, and are ready to accept |ess than optinumfinancia

results;

- the financial inplications of any project are conputed in rea
prices as well as in shadow prices, to ensure that the real re-

turn is high enough to repay the | oan, pay a surplus, etc



Session 4.5
Sheet 1

THE COVPARI SON OF COSTS AND BENFFI TS

SESSION 4.5

(hjective: To enable trainees (i
associated with a pr
projects by traditiona
need for
timng.

Tine 2 to 3 hours.

Material - Exerci se

Session Quide:

1) Renind trainees of the inport

) to tabulate the costs and benefits
oject, (ii) to evaluate and conpare

met hods and (iii) to identify the

a nmet hod which takes account of differences in

"The Grain Storage Systent.

ance of collecting appropriate and

rel evant data, of nmking the necessary forecasts and of naki ng ad-

justments to nmarket val ues of
paynents.

adj ust those figures which in
take account of non-financia
for this

factors.

itens such as export prices or wage

Distribute the exercise to trainees and ask themindividually to

their opinion should be changed to

Allow up to half an hour

A possible set of answers is as follows:

Items to-be
Considered for
Ad justment

Actual
Ad justment

Explanation

. _ S ]
Cost of Wasted New high prices are likely to re-
Grain No change flect the real value.

- _ —_ e
The Cost of Divide by two {Wages at which unskilled labourers
Unskilled would be prepared to work likely
Labour to be lower than the minimum of-

ficial wage rates because there is

high unemployment.
]

Cost of Land Eliminate

The land is at present unused, and
the money will be at the disposal
of the society in any case.

Imported Double

Equipment

R

The unofficial rate likely to re-
flect the "true" rate of exchange.




Opi nions may differ

are |less inportant than trainees

justment of these costs.

priate for

simlar

in nearly every case.

figures in trainees'

The specific changes

D scuss what changes mi ght

own country, i.e.

sidering the foreign exchange and enpl oyment situation there.

appreciation of the need for ad-

be appro-

con-

Enphasi se once again that shadow prices should only be used in

proj ect appraisal.

sults of the project,

| ess profitable than others if

In this case the nanager

carefully explain why and how he is adjusting the figures,

proposes to

Ask trai nees,
t he exerci se.
present ati on,

wher e necessary.

do so.

The real

prices wll

determ ne the fina

re-

and a society may choose projects which are

agai n individually,

In particular,

Stress the inportance of neat

and circul ate anpng the trainees,

it uses shadow prices.

of the Agrarian Farners

i f

Soci ety nust

he

to compl ete the second part of
| ayout and systematic

gi vi ng gui dance

they may need help with identify-

ing the starting point ("year zero") and in determ ning what the

benefits are.

After

di splay the follow ng

one and a half hours collect trainees'

on the chal kboar d/ CHP

witten answers and

Concrete Mechanised ]
Time Bins Unad justed| Adjusted System Unadjusted| Adjusted
Start Point Land Cost of
(one month Purchase [($ 1,000) System ($ 20,000) {($ 40,000)
from decision :
to proceed)
During Year 1| Cost of |{$ 15,000){($ 15,000)| Skilled
Bins Labour ($ 2,000){($ 2,000)
Unskilled
Labour ($ 400) {($ 200)
Maintenance{($ 1,500){($ 1,500)
Reduced
Losses $ 16,000 | $ 16,000
End of Year 1{Cost of
Conveyer |[($ 3,000)({($ 6,000)
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Concrete Mechanised _
Time Bins Unadjusted| Adjusted System Unadjusted| Adjusted

Year 2 and Reduced Reduced
therafter Losses $ 10,000 | $ 10,000 | Losses $ 16,000 { $ 16,000

Wages ($ 4,000){($ 2,000){ Wages ($ 2,400){($ 2,200)

Repair and Repair and

Mainten— Mainten—-

ance (s 500){($ 500){ ance ($ 1,500)|($ 1,500)
End of Year 6(|New Con-

veyer ($ 3,000){($ 6,000)

This exanple is deliberately rather

that trainees grasp (i) the necessity for clear

conpl ex,

rel evant cash flows and (ii) the tines at which they occur. If i

appears likely that trai nees wll

and | ayi ng out the figures,

in order to ensure

identification of

t

find difficulty in identifying

t he soci o- econom ¢ adj ustnents may be

omtted or only discussed after the table of unadjusted costs and

benefits has been settled. It

is

vital

that every trainee is able

to identify and lay out the figures before proceeding to discount-

i ng techni ques.

Trai nees nmay believe that it
i ndefinite period.

ment conveyers wil |
ani sed systens every ten
m ght be expected to | ast
Circunstances and technol ogy change very quickly,

beyond ten or

i ndefi

nitely.

The exanpl e above stops at year ten.

is necessary to present data for an
Repl ace-
be needed every five years and conpl ete nech-
Wth these replacenents both systens
This is not necessary.

and any forecast

at the nost twenty years is extrenely hazardous.

Stress that decisions about future replacenent should thensel ves

be the subject of project appraisals.

not

cially separated activities which formpart of the tota

of an enterprise,

such.

and nust

i solated activities which begin and end.

be apprai sed over

So-called "projects" are
They are artifi-
operation

the long term as

Ask trainees to decide which alternatives should be chosen by the

AFS,

ni ques fromintroducing themat this stage,

Prevent any trainees already fam liar with discounting tech-

since the objective is

to test the use and identify the weaknesses of nore traditional




met hods of appraisal, such as "pay back period" or "annual re-

turn".

Ask trainees to "vote" for one project or the other. Askthemto
explain their preferences. Clearly the saving is greater with the
nmechani sed system while nore people will be enployed and | ess
capital needed for the concrete bins. These arguments must be re-
|ated to one another in sonme way, since neither enploynent, cap-
ital saving nor loss prevention are justified at just any price.

The benefit mnmust be proportionate to the cost.
Trai nees may use the adjusted or the unadjusted figures. If both
are used, it is possible to conpare the projects by asking the

fol |l owi ng questi ons.

Whi ch project repays the original investnent the quickest?

Concrete Bins Unad justed Ad justed
Initial Investment $ 19,000 $ 21,000
Net Annual Benefits $ 5,500 $ 7,500
Pay Back Period 3.45 years 2.8 years
Mechanis;; System o - o
Initial Investment $ 20,000 $ 40,000
Net Annual Benefits $ 12,100 $ 12,300

Pay Back Period 1.65 years 3.25 years

On this basis, using the adjusted figures, the nechani sed system
is better, but using the adjusted figures however, the concrete
bi ns system pays for itself nore quickly. Ask trainees what crit-
ical factor is omtted when using this nethod of conparison. The
results of the project, after the initial investnent has been re-

noved, are totally ignored

Whi ch project produces the highest net surplus over (say) the

first ten years of its life?



Session 4.5
Sheet 3

Concrete Bins Mechanised System ]
Item - - — — ——————

Unad justed Adjusted |Unadjusted | Adjusted

Total Bemefit | $ 90,000 | $ 90,000 | $ 160,000 | $ 160,000
Total Costs $ 62,500 | $ 49,500 | § 59,000 | $ 77,000

Total Surplus $ 27,500 $ 40,500 $ 101,000 $ 83,000

On this basis the nmechani sed systemis preferable, whether the
figures are adjusted or not. Ask trainees to identify ways in
which this nethod of conparison is deficient. The rel ationship
between the anobunt of the initial expenditure and the benefit is
ignored. Clearly a |arge investnent can be expected to generate a
| arger surplus, but the analyst is nore interested in the rate of

return on the investnent, than in the total ampunt of the return.

VWi ch project produces the highest annual return, measured as the

rati o of the annual benefit to the initial investnent?

Concrete Bins Mechanised System
Item - _——— ————— e m ]

Unadjusted Adjusted |{Unadjusted | Adjusted

Initial

Investment $ 19,000 $ 21,000 $ 20,000 $ 40,000 )
Net Annual

Benefit $ 5,500 $ 7,500 $ 12,100 $ 12,300
Percentage

Return 28.97% 35.7% 60.5% 30.7%

—-- S I

On this basis, using the unadjusted figures, the nechani sed system
is preferable, but the concrete bins yield a higher rate when the
adjusted figures are used. Ask trainees to coment on this nethod
of compari son. It is inpossible to take account of variations in
annual benefits, or isolated investnents after the initial expend-
iture has been nade. Nei t her is any adjustnent nade for the

timng of the benefits or costs.

Illustrate these deficiencies by using exanples fromthe schedul e
of costs and benefits.



The nechani sed systemrequires the full investnent to be made
fromthe beginning, while the investnent in concrete bins is
spread over the first year. The noney could then be used for

some ot her purpose, such as earning interest, before it is
spent.

The concrete bins require a new conveyer in year 6. The ordi -

nary rate of return figure cannot take this into account.

After this session the trainees should realise that a nore effec-
tive method of comparison is needed. They shoul d neverthel ess ap-
preciate that when they identify and tinme the rel evant cash fl ows,

and conpare them as they have | earned to, then they are applying

t echni ques which are nore sophisticated and systematic than those

normal Iy used in nost organisations.
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The Gain Storage System

The Agrarian Farnmers' Society had to install new grain handling and
storage facilities. The probl em was what type of equi pnent shoul d be

install ed.

At that time the grain was stored on the earth floor of a covered barn
open to verm n and danp. Thus there were | osses of about 5% on al

grai n passing through the stores. Al t hough this wastage rate had al -
ways been consi dered excessive, it becane intolerable at the new gov-

ernment guaranteed price of $100 per ton of grain.

The growi ng popul ation required nore food, and existing standards of
nutrition were poor, therefore the governnent was anxi ous to encourage
hi gh production of |ocally consunmed foodstuffs of all kinds, including

grain.

The nmanager estimated that about 4,000 tons of grain passed through the
society's store every year. The intention was to install a system
whi ch woul d receive and deliver the grain, and also store it for what-
ever period was necessary. The maxi mum amount to be stored at any one
time was about 1,000 tons. The maxi mum capacity for receiving or de-

livering grain had to be 20 tons per hour.

Two possi bl e nethods had been identified, one of which involved the
construction of a set of specially designed concrete bins. Each bin
woul d hol d 200 tons. The grain woul d be shovelled directly into the
bins fromlorries, and a portable conveyer belt would be purchased.

This belt could be nmoved fromone bin to the other and coul d deliver
grain to custoners' transport at the required rate of 20 tons an hour

when necessary. This conveyer belt was |ocally manufactured, nostly
with inmported naterials and conponents. The cenment for the bins was

| ocal |y nade.

The manufacturer of the conveyer had a substantial export business to
nei ghbouring countries, and was thus permtted to inport the necessary
materi al s. Forei gn exchange for inports was generally very hard to ob-
tain. Essential agricultural equipnent could be inported on speci al

licence only, as could nedicines, books and a few other things. There



was a substantial illicit trade in inport licences and foreign ex-
change. The illegal foreign exchange rate for |ocal currency was said

to be around half the official rate of exchange

If the bin systemwas chosen, further bins and the necessary conveyers
could be installed as required. However, the bins would take about 13
mont hs to construct, because of cenent delivery problens and the size
of the construction task. During this period the existing | osses woul d

conti nue.

The cost of the bins was $3,000 each. The land on which they were to
be built was owned by a trust which had been left to the society by a
weal t hy menber . The soci ety woul d have to pay $1,000 to the trust for
the land, which could then be used for any purpose which the comrittee
of the society believed to be for the benefit of nenbers. This sum
woul d have to be credited to the trust account as soon as construction
started. The cost of the bins would be paid during the period of con-
struction. The conveyer woul d be paid for when the whol e system was

conmi ssi oned and the conveyer was install ed.

Four people would be enployed full-time for receiving, storing and de-

l'ivering grain. They woul d be paid the official mninmwage for un-
skilled | abour, $600 a year. A further eight part-tinme workers would
be needed at harvest time. They would be paid on average $200 a year

each. There were many | andl ess people in the area and the manager was
al ways bei ng asked to provide jobs of any sort for relatives and
friends of menbers. It was known that plenty of people were waiting

and prepared to take part-tine jobs on farms for $300 a year.

The portable conveyer woul d cost $3, 000. Fuel , spares and repairs
woul d cost about $500 a year. This conveyer could be expected to |ast
about five years, after which it would have to be scrapped and repl aced

with a simlar machine.

The storage bins could be expected to last al nost indefinitely and
woul d need no repairs if they were constructed according to the speci-

fications. This systemwould reduce |osses by half to 2 1/2%
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The alternative was a far nore nodern nechani sed system using fixed
screw conveyers and a special |arge capacity steel silo which could
hol d 1,500 tons of grain. This system woul d reduce |losses to 1% Be-
cause of the height of the silo, a disused corner of the storage yard
woul d be suitable for its installation, since it would occupy very

little ground space.

The nodern system coul d be operated by one specially trai ned worker and
a mechani c. People with this experience were in short supply and they
woul d have to be paid $1,000 a year. Two further part-tine | abourers
woul d be required during the harvest season, and would have to be paid
about $200 a year each. Routine replacenent of high wearing conponents
woul d be necessary. Spares, repairs and fuel would cost about $1,500 a
year including this. The manufacturer stated that the conplete system
coul d be expected to | ast about ten years, after which it would prob-

ably require alnost total repl acenent.

The nechani sed system was i nported from abroad. Stocks were avail abl e
locally for imredi ate delivery and the total cost, including the neces-

sary foundations and installation, would be $20,000. The conpl ete sys-

temcould be installed and ready to operate in a nonth. The total
price would have to be paid on conpletion. What ever system was in-
stalled, the co-operative bank was willing to advance the necessary

funds to cover the capital cost.

Assi gnnent

1) VWi ch costs or benefits should be considered for adjustnent for
soci al or economnic reasons? Wat specific adjustnents should act-

ually be made?

2) Lay out a schedule and tinetable conparing the costs and benefits
associ ated with each project, showing the cash fl ows each year

starting fromthe first cash novenment in earliest project.

3) Advi se the nanager of the Agrarian Farnmers' Society as to which

alternative should be sel ect ed.
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SESSION 4.6
THE PROBIEM OF TIM NG
hjective: To enable trainees (i) to appreciate the need for taking
sone account of the timing of costs and benefits and (ii)
to construct and use sinple discount tables for this
pur pose.
Tine: 2 to 3 hours.
Materjial . Tables Al and A2, taken from Gttinger, Economic Analysis
of Agricultural Projects, published by the John Hopkins
University Press for the Wrld Bank in 1972.
: . i
1)  Ask trainees whether they would prefer to receive $100 today or in

a year fromtoday. They will all choose to have the nobney today.

Ask them why.

- They nay fear they will not get the noney in a year's tine. If
it is offered today, it is certain. They are concerned about
RLSK.

- They may believe that $100 received in one year's tinme may not
be worth as much in purchasi ng power as the same anmount re-
ceived today. They are concerned about LNELATIQN.

Ask trainees whether there are any other factors which | ead them
to choose noney today rather than | ater. Ask them what they would

do with the noney if they received it today.

- Sone woul d buy something they need and woul d enjoy i nmedi ately.

- Some would put the nobney in a savings bank and earn interest on
it
- Sone would invest the noney in their farmor in sone other

activity, in the hope of getting a return on the investnent.



In every case they would be nmaking an imedi ate uyse of the noney.
Money available to them now can be uysed now. Money available in a
year's time can only be used in a year's tine. In other words,

they are concerned about the USE of the noney.

Ask trainees to inagine that you are conducting an auction. You
are selling $100 in cash. It will be given in 12 nonths' tinme to
whoever is willing to pay the nost for it today. Trainees should
ignore inflation and assune that the vendor is 100% honest and se-
cure and that the noney really will be given as pronised. Each
trai nee should wite on a piece of paper a "sealed bid" of the

amount he is willing to pay.

- Wen all trainees have witten down their figure, say that you
are now selling $100, again inflation proofed and conpletely
secure, but to be given two years from today. They shoul d
write down how rmuch they would pay for this "promi ssory note"

t oday.

- Followthis with simlar auctions of $100 to be given three,
four, five, six, seven, eight and nine years fromtoday. En-
sure by inspection that all trainees understand what they are
bei ng asked to do, so that all will end up with a "personal
di scount table" showi ng how nuch $100 at the end of one, two,

three, ...... nine years is worth today.

- Ask trainees to read out their figures. Ensure that all fig-
ures are less than $100 and that all the tables decrease as the
nunber of years increases. Expl ai n the reasons for these

"rules" to any trai nee who has m ssed the point so far

- Sone trainees will have higher figures than others. Af ter
awar di ng the "prize" to the highest bidder at the one year
point, ask trainees to explain why everybody has not chosen the
sane rate. The greater the discount that an individual applies
to a sumto be received in the future, the nore he val ues the
use he thinks he can nake of the npbney in the intervening

peri od.
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Exanple:

Sonmebody who is prepared to offer $99 now (small discount) for

$100 in a year  values the use he thinks he can make of the
noney during that year at $1.00.

Sonmebody who is prepared to offer only $85 now (considerable
di scount) for $100 in a year values the use of the sane noney

during that year much higher, i.e. at $15.

Distribute Table Al and show that this is a mathenmatically cal cu-
| ated version of the personal table which each trainee has con-
structed for hinself. Ask trainees to estimate the rates of in
terest they have applied in their own "bids" for $100 to be re-
ceived in one year, five years' and ten years' tinme. Show the in-
consi stency of using different discount rates, unless there are
particul ar circumstances maki nhg noney received at one date nore

active than at another date.

- Explain the very low figure in the |ower right hand quadrant of
Table Al. Show trainees that their personal discount rates
woul d produce similarly low figures if extended to twenty and

nore years.

- Show trainees that the table could be used as a "Ready Reck-
oner" in any future auction of the type just conduct ed. The
"bi dder" has only to choose a discount rate and he can then
calculate his bid for any nunber of years. Ask trainees to
cal cul ate bids on $100 for various future dates at the di scount
rates they prefer. Make sure that all have full understanding
of the table.

Ask trainees to participate in a variation of the first auction.
On this occasion they are to bid, at their preferred di scount
rate, for an anount of $100, to be paid annually over the next
three years, starting from today, making a total of  $300
al t oget her. Trainees may try to make estimates as in the first
auction, but sone will realise that all they need do is add the

figures for individual years in Table Al at the chosen interest
rate. Ensure that all trainees understand this principle. Ask

for bids for four and five years of continuous inconme flowto en-

sure that all grasp what is involved



Distribute Table A2 and explain that the figures in this table
are the sanme as those they used when naking their bids in the
| ast auction. Ask trainees to bid for $100 to be received
every year for various nunbers of years, at their preferred
interest rate, to ensure that they understand the use of Table
A2.

Ask trai nees whet her an organi sation such as a co-operative so-
ciety, should discount future incone in the sane way as they have

been doi ng as individuals.

A soci ety can use noney by depositing it in a bank where it wll
be conpletely secure and will also earn a certain rate of
interest. Any project nmust therefore earn at |east as good a rate
of interest as a deposit account at the bank. The di scount tables
can be used to ensure that all projects achieve at |least this
m ni mum The tabl es can al so be used to pick out those projects

whi ch yield the highest return.

Renmind trainees that it is preferable to adjust the figures used
in the projects to take account of the enploynent, foreign ex-
change and other factors discussed in the previous session. | f
this has been done, the project which yields the greatest return
will be the one which nbost nearly achi eves the objectives of the
soci ety.

Ask trainees to consider the followi ng problem which should be

witten on the chal kboard/ OHP

There are three possible investnents a society can nake with
$1, 000:

a) Deposit at the Co-operative Bank at 5% conpound interest.

b) Project X which involves expenditure and i ncone as shown

bel ow.

c) Project Y which involves expenditure and i ncone as shown

bel ow.
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X Y O
Initial Inv;;tment $ 1,000 $ 1,000
Incomeﬂkn Year 1 $ nil $ 100
Income igugéar 2 B $ nil $ 100
Income in Years 3 to 10 N $ 100 $ 70
Salvage Valdé at End ofiYear 10 $ 1,000 $ 1,000

How shoul d t he noney be invested?

Show trainees that Project X returns a total of $1,800 while Pro-
ject Y returns a total of $1,760. |Is project X therefore prefer-

abl e?

Show that the discount tables take account of the different timng
of the returns, and calculate the solution as follows. Use the 5%
di scount factor in order to conpare both projects with depositing

nmoney at the bank.

X Y
Initial Investment ($ 1,000) (($ 1,000)
Discount Factor for Income
Received During Year 1 0.952 { § il $ 95.20
Discount Factor for Income
Received During Year 2 0.907 | $ il $ 90.70
Discount Factor for Income Re-
ceived During Years 3 to 10 5.864 | $§ 586.40| $ 410.48
Discount Factor for Income
Received at End of Year 10 0.614 $ 614 $ 614
Net Total $ 200.40] $ 210.38

Both projects are preferable to depositing in the bank at a rate
of 5% because both show a net positive val ue when future incone
flows are discounted at 5% (a sinilar calculation for the invest-

nment in the bank woul d have produced a nil net positive value).



Show that Project Y is to be preferred to Project X

its | ower total of

i nconme undi scount ed,

is $ 9.98 higher than Project X

Use further

in spite of

since the di scounted val ue

sinpl e exanpl es to check that trainees are famliar

with the use of discount tables to cal culate present val ues of

future incone.

count ed

A society wi shes to ensure that al

15% r et urn.

Show t hat

costs as well

its projects yield at

as henefits nust be dis-

The foll owi ng exanple or other variants may be used.

| east

Whi ch of the follow ng projects should be sel ected?

A B c
Initial Investment $ 1,000 $ 10;656 $ 100:660
Income in Year 1 $ 100 $ 500 $ nil
Income in Years 2 to 5 $ 100 $ 1,500 $ n£;~
Income in Years 6 to 20 $ 200 $ 2,500 $ 30,000
Salvage Value at End of Year 20 $ il $ 1,000 $ 100,000
The sol ution shoul d be discounted as follows:
A B c
" Initial Investment ($ 1,000) {($ 10,000) {($ ldB:bOO)
Discount Factor for Income o
Received in Year 1 0.870 $ 87 $ 435 $ nil
Discount Factor for Income Re- N T
ceived During Years 2 to 5 2.482 $ 248 $ 3,723 $ nil
Discount Factor for Income Re-
ceived During Years 6 to 20 2.907 $ 581 $ 7,267 $ 87,210
Discount Factor for Income Re- B B
ceived at the End of Year 20 0.061 $ il $ 61 $ 6,100
Net Total (s ) 84) | $ 1,486 |{($ 6,690)
Only Project B should be passed, because only in this case does

the present val ue exceed that of the origina

15% di scount rate

i nvestnent at the
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Use nore exanples to ensure that all trainees can nanipul ate the
discount tables and make the necessary sinple calculations
accuratel y. Denmonstrate the inportance of neat layout and

nmet hodi cal working, and stress that it hel ps avoid m stakes.



Discount Tables

A-1. DISCOUNT FACTOR—-How much I at a future date is worth today.

Year 1% 3% 5% 6% 8% 10% 12% 14% 15% 16% 18% 20% 22% 24% 25% 26% 28% 30% 35% 40% 45% 50%
1 0.990 0971 0952 0943 0926 0909 0.893 0.877 0.870 0.862 0.847 0.833 0.820 0.806 0.800 0.794 0.781 0.769 0.741 0.714 0690 0.667
2 0.980 0.943 0907 0.890 0.857 0.826 0.797 0.769 0.756 0.743 0.718 0.694 0672 0.650 0640 0.630 0.610 0.592 0.549 0.510 0476 0.444
3 0.971 0915 0.864 0.840 0.794 0.751 0.712 0.675 0.658 0.641 0.609 0.579 0551 0.524 0.512 0.500 0.477 0455 0406 0364 0328 0.296
4 0.961 0.888 0.823 0.792 0.735 0.683 0636 0.592 0.572 0.552 0.516 0.482 0.451 0423 0410 0397 0373 0350 0.301 0.260 0.226 0.198
5 0951  0.863 0.784 0.747 0681 0621 0567 0519 0497 0476 0437 0402 0370 0.341 0.328 0.315 02901 0.269  0.223  0.18 0.156 0.132
6 0942 0.837 0.746 0.705 0630 0564 0507 0456 0432 0410 0.370 0.335 0.303 0.275 0.262 0.250 0.227 0.207 0.165 0.133  0.108 0.088
7 0933 0.813 0.711 0665 0583 0513 0452 0400 0376 0.354 0314 0279 0249 0.222 0.210 0.198 0.178 0.159 0.122 0.095 0.074 0.059
8 0.923 0.789 0.677 0.627 0540 0467 0404 0351 0.327 0.305 0.266 0.233 0204 0.179 0.168 0.157 0.139 0.123  0.091 0.068 0.051 0.039
9 0.914 0.766 0.645 0592 0.500 0424 0361 0308 0.284 0.263 0.225 0.194 0.167 0.144 0.134 0.125 0.108 0.094 0.067 0.048 0035 .02

10 0.905 0.744 0.614 0558 0463 0.386 -0.322 0.270 0.247 0.227 0.191 0.162 0.137 0.116 0.107 0.099 0.085 0.073 0.050 ¢.035 0.024 0.017

11 0896 0.722 0.585 0.527 0.429 0350 0287 0.237 0.215 0.195 0.162 0.135 0.112 0.094 008 0.079 0.066 0.056 0.037 0.025 0.017 0.012

12 0.887 0.701 0.557 0497 0397 0319 0.257 0.208 0.187 0.168 0.137 0.112 0.092 0.076 0.069 0.062 0.052 0.043 0.027 0.018 0.012 0.008

13 0.879 0.681 0.530 0469 0.368 0.290 0.229 0.182 0.163 0.145 0.116 0.093 0.075 0.061 0.055 0.050 0.040 0.033 0.020 0.013 0.008  0.005

14 0.870 0.661 0.505 0.442 0.340 0.263 0.205 0.160 0.141 0.125 0.099 0.078 0.062 0.049 0.044 0.039 0032 0.025 0.015 0.009 0.006  0.003

15 0.861 0.642 048] 0417 0315 0239 0.183 0.140 0.123 0.108 0.084 0.065 0.U51 - 0.040 0.035 0.031 0.025 0.020 0.011 0.006  0.004  0.002

16 0.853 0.623 0458 0.394 0.292 0.218 0.163 0.123 0.107 0.093 0.071 0.054 0.042 0.032 0.028 0.025 0.019 0.015 0.008 0.005 0.003 0.002

17 0.844 0.605 0436 0371 0.270 0.198 0.146 0.108 0.093 0.080 0.060 0.045 0.034 0.026 0.023 0.020 0.015 0.012 0.006 0.003 0.002 0.001

18 0.836 0.587 0416 0.350 0.250 0.180 0.130 0.095 0.081 0.069 0.051 0.038 0.028 0.02F 0.018 0.016 0.012 0.009 0.005 0.002 0.001 0.001

19 0.828 0.570 0.396 0.331 0.232 0.164 0.116 0.083 0.070 0.060 0.043 0.031 0.023 0.017 0.014 0.012 0.009 0.007 0.003 0.002 0.001 0.000

20 0.820 0.554 0377 0.312 0.215 0.149 0.104 0.073 0061 0.051 0.037 0.026 0.019 0.014 0.012 0.010 0.007 0.005 0.002 0.001 0.001  0.000

21 0811  0.538 0.359 0294 0.199 0.135 0.093 0.064 0.053 0.044 0031 0.022 0.015 0.011 0.009 0.008 0.006 0.004 0.002 0.001 00060 0.000

22 0.803 0.522 0.342 0.278 0.184 0.123 0.083 0.056 0.046 0.038 0.026 0.018 0.013 0.009 0.007 0.006 0.004 0.003 0.001 0.001 0.000 0.000

23 0.795 0.507 0.326 0.262 0.170 0.112 0.074 0.049 0.040 0.033 0.022 0.015 0.010 0.007 0.006 0.005 0.003 0.002 0.001 0.0600 0.000 0.000

24 0.788 0492 0.310 0.247 0.158 0.102 0.066 0.043 0.035 0.028 0.019 0.013 0.008 0.006 0.005 0.004 0.003 0.002 0.001 0.000 0.000 0.000

25 0.780 0478 0.295 0.233 0.146 0092 0.059 0.038 0.030 0.024 0.016 0.010 0.007 0.005 0.004 0.003 0.002 0.001 0.001 0.000 0.000 0.000

26 0.772  0.464 0.281 0.220 0.135 0.084 0.053 0.033 0.026 0.021 0.014 0.009 0.006 0.004 0.003 0.002 0.002 0.001 0.000 0.000 0.000 0.000

27 0.764 0450 0.268 0.207 0.125 0.076 0.047 0.029 0.023 0018 0.011 0.007 0.005 0.003 0.002 0002 0.001 0.001 0.000 0.000 0000 0.000

28 0.757 0437 0.255 0.196 0.116 0.069 0042 0.026 0.020 0.016 0.010 0.006 0.004 0002 0.002 0.002 0001 0.001 00060 0000 0.000 0.000

29 0.749 0424 0243 0.185 0.07 0.063 0.037 0.022 0.017 0.0:4 0.008 0.005 0.003 0002 0002 0.001 0.001 0001 0.000 0.000 0.000 0.000

30 0.742 0412 0231 0.174 0.099 0.057 0.033 0020 0015 0.012 0007 0.004 0003 0.002 0001 0.001 0.001 0.000 0.000 0.000 0.000 0.000

35 0.706  0.355 0.181  0.130 0.068 0.036 0.019 0.010 0008 0.006 0.003 0,002 0001 0001 0000 0.000 0.000 0.000 0.000 0.000 0.000 0.000

40 0.672  0.307  0.142 0.097 0.046 0.022 0.011 0.005 0.004 0.003 0.00l 0.001 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000

45 0.639  0.264  0.111 0073 0.031 0014 0.006 0.003 0.002 0001 0.00) 0000 0.000 0.000 0.000 0.000 0000 0.000 0.000 0.000 0.000  0.000

50 0.608 0.228 0.087 0.054 0.021 0.009 0.003 0.001 0001 0001 0000 0000 0000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000

3a9Ys

S

gy UOI883g



Discount Tables

A-2. PRESENT WORTH OF AN ANNUITY FACTOR-
How much 1 received or paid annually for X years is worth today.

Year 19 39 5% 6% 8% 10% 12%  14% 5%  16%  18%  20%  22%  24%  25%  26%  28%  30% 35% 40% 45%  50%
1 0990 0871 00952 0943 0926 0909 0893 0877 0870 0.862 0847 0.833 0820 0806 0800 0.794 0.781 0769 0.741 0714 0.690 0.667
2 1970 1914 1.859 1.833 1.783 1.736 1.690 1647 1626 1.605 1.566 1.528 1.492 1457 1440 1424 1392 1361 1289 1.224 1.165 1.11]
3 2041 2829 2723 2673 2577 2487 2402 2322 2.283 2246 2174 2106 2.042 1981 1952 1923 1868 1816 169 1.589 1493 1.407
4 3902 3717 3.546 3.465 3.312 3170 3.037 2914 2855 2798 2690 2.589 2494 2404 2362 2320 2241 2166 1.997 1.849 1.720 1.605
S 4853 4580 4.330 4212 3993 3.791 3605 3433 3352 3274 3.127 2991 2864 2745 2689 2635 2.532 2436 2220 2035 1876 1.737
6 5795 5417 S5.076 4917 4623 4355 4.111 3.889 3.784 3685 3.498 3.326 3.167 3.020 2951 2885 2.759 2.643 2385 2168 1983 1824
7 6728 6230 5786 5.582 5206 4.868 4.564 4.288 4.160 4.039 3.812 3605 3416 3.242 3161 3.083 2937 2802 2508 2.263 2057 1.883
8 7652 7.020 6463 6210 5747 5335 4968 4.639 4487 4.344 4.078 3837 3.619 3421 3329 3241 3076 2925 2598 2331 2108 1922
9 8566 7.786 7.108 6.802 6.247 5759 5328 4.946 4.772 4.607 4.303 4.031 3.786 3.566 3463 3366 3.184 3.019 2665 2379 2144 1.948
10 9471 8530 7.722 7.360 6.710 6.145 5650 5216 S.019 4.833 4494 4192 3923 3682 3.571 3465 3269 3.092 2715 2414 2168 1.965
11 10368 9.253 8306 7.887 7.139 6495 S5.938 S5.453 5234 5029 4656 4327 4035 3.776 3656 3.544 3.335 3.147 2752 2438 2.185 1.977
12 11.255 9.954 8863 8384 7.536 6.814 6.194 5660 5421 5197 4793 4439 4127 3851 3.725 3606 3.387 3190 2.779 2456 2.196 1.985
13 12134 10635 9.394 8853 7.904 7.103 6424 5842 5583 5342 4910 4.533 4203 3912 3.780 3656 3427 3223 2799 2468 2.204 1.990
14 13.004 11.296 9.899 9.295 8244 7367 6.628 6.002 5724 5468 5008 4611 4265 3962 3.824 3695 3.459 3.249 2814 2477 2210 1.993
15 13.865 11.938 10.380 9.712 8.559 7.606 6811 6.142 5847 5575 5092 4.675 4315 4001 3.859 3726 3483 3.268 2.825 2484 2214 1.995
16 14718 12.561 10.838 10.106 B8.851 7.824 6974 6265 - 5954 5669 5.162 4.730 4.357 4.033 3.887 3751 3.503 3.283 2834 2489 2216 1.997
17 15562 13.166 11.274 10477 9.122 8022 7.120 6.373 6.047 5749 S222 4775 4391 4059 3910 3771 3518 3.295 2840 2492 22i8 1998
18 16398 13754 11.690 10.828 9.372 8.201 7.250 6.467 6.128 5.818 5273 4812 4419 4080 3.928 3786 3.529 3.304 2844 2494 2219 1.999
19 17.226 14324 12.085 1i.158 9.604 8365 7.366 6550 6.198 5877 5316 4.844 4442 4097 3942 3799 3539 3311 2848 2496 2220 1.999
20 18.046 14.877 12462 11470 9.818 B.514 7469 6623 6.259 5929 5353 4870 4460 4110 3.954 3808 3.546 3.316 2.850 2497 2221 1.999
21 18857 15415 12.821 11.764 10.017 8649 7562 6687 6312 5973 5384 4891 4476 4121 3963 3816 3.551 3320 2.852 2498 2221 2.000
22 19.660 15.937 13.163 12.042 10.201 8.772 7.645 6.743 6359 6.011 5410 4909 4488 4.130 3970 3822 3556 3.323 23853 2498 2222 2.000
23 20,456 16,444 13.489 12303 10.371 8883 7.718 6792 6.399 6.044 5432 4925 4499 4.137 3976 3827 3.559 3.325 2.854 2499 2222 2.000
24 21,243 16936 13.799 12550 10.529 8985 7.784 6.835 6434 6.073 5451 4937 4.507 4.143 3981 3.831 3.562 3327 2855 2499 2222 2.000
25 22,023 17,413 14.094 12783 10.675 9.077 7.843 6.873 6464 6.097 5467 4948 4514 4.147 3.985 3834 3.564 3.329 2.856 2499 2222 2.000
26 22.795 17.877 14.375 13.003 10.810 9.161 7896 6906 6491 6.118 5480 4956 4520 4.151 3988 3837 3.566 3.330 2.856 2.500 2222 2.000
27 23560 18.327 14.643 13211 10935 9.237 7.943 6.935 6514 6.136 5492 4964 4524 4154 3990 3.839 3.567 3.331 2.856 2500 2222 2.000
28 24316 18.764 14.898 13.406 11.051 9.307 7984 6961 6534 6.152 5502 4970 4528 4.157 3992 13840 3.568 3.331 2857 2500 2222 2.000
29 25066 19.188 15.141 13.591 11.158 9.370 8022 6.983 6551 6.166 S.510 4975 4.531 4159 3.994 3841 3.569 3.332 2.857 2.500 2222 2.000
30 25.808 19.600 15.372 13.765 11.258 9.427 8055 7.003 6566 6.177 5517 4979 4.534 4160 3995 3842 3.569 3.332 2.857 2.500 2.222 2.000
35 29409 21.487 16.374 14.498 11.655 9.644 8.176 7.070 6617 6215 5539 4992 4541 4164 3998 3845 3571 3.333 2.857 2.500 2.222  2.000
40 32835 230115 17.159 15046 11.925 9779 8244 7.105 6642 6234 5548 4.997 4544 4166 3.999 3846 3.571 3333 2857 2500 2222  2.000
45 36.095 24.519 17.774 15456 12.108 9.863 8283 7123 6.654 6.242 5552  4.999 4.545 4.166 4.000 3.846 3.571 3333 2.857 2.500 2222 2.000
S0 39.196 25730 18.256 15762 12.234 9.915 8304 7133 6661 6246 5554  4.999 4545 4.167 4.000 3.846 3571 3333 2.857 2500 2222  2.000
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Sheet 1
SESSION 4. 7
WHI CH PRAIECT? - DI SCOUNTI NG EXFRCI SES
hjective: To enable trainees (i) to use discount tables in order to
eval uate and conpare sinple projects, (ii) to calculate
the net present value of such projects at set rates of
interest and (iii) to calculate the internal rate of re-
turn on the projects.
Tine 2 to 3 hours.
Material Exerci se sheets and di scount tables.

Session @Qiide:

If a significant interval has el apsed since the previous session,
use sinple exanples to rem nd trainees of the basis and use of
di scount tables. Stress once again that the techni que does naot
repl ace nmanagers' judgenment but nerely nakes project appraisa

nore systematic and focuses the analyst's attention on those fac-

tors which can be quantified

Distribute the exercise sheet. Tr ai nees shoul d conpl ete part a)
on their own. Allow themup to one hour. Sone trainees will be
sl ower than others. Encourage trai nees to hel p one another. En

sure that all have conpleted at | east the first question before

reassenbl ing the group for discussion.

Reassenbl e the group and go through each project. Attenpt to eli-
cit the correct answers fromtrai nees, ensuring that those who are
| ess confident have an opportunity to raise their doubts. By the
end of the session all trainees should be able to conplete at
| east a sinple discounting task like those included in this exer-

ci se.

After trainees have had the opportunity to state and explain their
cal cul ations for each project, show the answers as bel ow on the
chal kboar d/ CHP



Iypewrijter
Dollars Dollars 10% Discount
Years Out In Factor Net Movement
0 $ 1,000 ($ 1,000.00)
l to 5 $ 300 3.791 $1,137.30
- P ——
End of 5 $ 100 0.621 $ 62.10
Net Present Value at 10% = + $199. 40
Pick-Up
Dollars Dollars 10% Discount
Years Out In Factor Net Movement
0 $ 8,000 ($ 8,000.00)
1 to 4 $ 2,000 3.170 $ 6,340.00
End of 4 $ 2,000 0.683 $ 1,366.00
Net Present Value at 10% = - $294.00
Security Fence
= =T
Dollars Dollars 10%Z Discount
Years Out In Factor Net Movement
0 $ 2,000 ($ 2,000.00)
1 to 20 $ 230 8.514 $ 1,958.00
Net Present Value at 10% = - $42.00

Ensure that trainees understand the neaning of the figures. A

proj ect whose net present value is negative at a certain dis-

count

rate yields |ower than that

pi ck-up and the security fence).

is positive (e.qg.

of return.

rate of

One whose net

interest (e.g.

t he

present val ue

the typewiter) yields nore than a 10%rate
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Go through the figures for the tractor hire project. The second
series of projects is rather nore conplicated than the first
series. Stress the inportance of identifying and timetabiing the
cash flows before attenpting to di scount them Trai nees may not

be able to estinate the rate of return, as opposed to cal cul ating

the net present value at a given rate. Explain the trial and er-
ror nethod used. It is not necessary or desirable to calcul ate
more accurately than to the nearest one percent or so. Ask

trainees why this is so. Tell themthat the inaccuracies and ap-
proxi mati ons involved in forecasting costs and benefits for sev-
eral years in advance are inevitable. An exact cal cul ati on of
rates of return would give an erroneous, and even dangerous, il-

| usi on of precision.

The followi ng answers shoul d be shown on the chal kboard/ OHP. Take

the figures fromtrainees

own answers if possible.

Iractor Hre Service

287% 30%
Dollars |[Dollars |[Discount Net Discount Net
Years Out In Factor |Movement Factor {(Movement
0 $60,000 ($60,000) ($60,000)
1
2 $15,009 0.610 $ 9,150 0.592 $ 8,880
3 to 8 $30,000 1.684 $50,520 1.564 $46,920
End of 8 $15,000 0.139 $ 2,085 0.123 $ 1,845
Net Present Value at 28% = + $1, 755
Net Present Value at 30% = - $2, 355
Not e: Income is calculated at net revenue at $10 per hour

($20 charge mnus $10 running cost) |ess $15, 000 per

year fixed costs.

Note: The discount factor for vyears three to

eight s

cal cul ated by subtracting the factor for two years from

that for eight years in Table A2.




The rate of return is approximately half way between 28% and

30% or about 29%

Ask trainees to conment critically on this project. If neces-
sary ask them whether the project could be economcally inple-
mented. Wthout nore information, the maxi mum annual capacity
of a tractor cannot definitely be stated, but if three trac-
tors are capable of 4,500 hours two should achieve 3,000 and
one shoul d nmanage 1,500 hours.  (One tractor should therefore
be bought each year, rather than three at once. Stress that
common sense nodifications of this sort can yield far greater
returns than sophisticated analysis and cal cul ations to sev-

eral points of decinals.

$5, 000 per year standing charges for the unenpl oyed tractors

woul d be saved. Ask trainees what other benefits this policy

woul d achi eve. Menbers' response to the single tractor ser-

vice was too high or too | ow.

Whenever possible a project should be inplenented in stages,
so that information about future demand can be obtained before

making a full commtnment.

Ask trainees for other views on the projects. How does t he
rate of return conpare with the typical interest rate on
borrowed funds?  Should the price per hour be reduced to en-
sure that nenbers get nore direct benefit? Should the surplus
be redistributed to users of the tractor hire service, even if
conpetitive private hire services or private ownership would

be far nore expensive?

5) Go through the figures for the Petrol Station and Hotel Projects

as before. "Mbdel answers" are as foll ows:
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10% 8%
Dollars |[Dollars |Discount Net Discount Net
Years Out In Factor |Movement Factor |Movement
0 $110,000 ($110,000) ($110,000)
1 $ 5,000 0.909 ($ 4,545){ 0.926 ($ 4,630)
’ _
3
4 to 10 $30,000 3.658 $109,740 4,133 $123,9%g—
Net Present Value at 10% = - $4, 805
Net Present Value at 8% = + $9, 360
The Rate of return is slightly under 10%
Hotel and Restaurant
16% 18%
Dollars (Dollars Discount Net Discount Net
Years Out In Net Factor ({Movement Factor Movement

0 $50,000 ($50,000) ($50,000) ($50,000)

1 $10,000 {$10,000

2 to 5 |$10,000 |$20,000 | $10,000 2.412 $24,120 | 2.280 $22,800

6 to 10 $20,000 | $20,000 1.559 $31,180 | 1.367 $27,340

Net Present Value at 16% = +$5, 300
Net Present Value at 18% = +$ 140

The rate of return is thus very slightly over 18%

Ask trai nees whether a co-operative society should invest in pro-
jects such as petrol stations or hotels. Is it not better to in-
vest any spare funds and nmanagerial resources in projects of nore

direct benefit to nenbers?

If necessary, set further sinple exanples to ensure that al

trainees are able to conplete sinple discounting exercises of this

type. The purpose of learning the techniques is twofold

—-— - - o cesasd



To enabl e a nanager to understand appraisals using this
t echni que. He can then co-operate in the collection of data,
and can comment on and criticise the conpleted appraisal with

sone know edge of the principles on which it is based

To enabl e a nanager, on his own initiative, to appraise
societie's projects in this way. This may require educating
conm ttee nmenbers, or bankers, or other sources of funds.

Trai nees should therefore be able, not only to understand and
use di scounting techniques, but also to explain themto others
who may be involved in projects approval. These others may be
famliar only with the haphazard or politically notivated

nmet hods of deci si on naki ng.
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The managenent and the committee of the Agrarian Farmers' Society had a
| ot of ideas for new projects which could benefit menbers, and the
country in general . Funds, however, were |imted. It was therefore
necessary to select only those projects which would earn the naxi num

benefit in relation to the anmpbunt invested.

a) The nmanagenent decided to consider only those projects that
achieved a mninumrate of return of 10% Mney could be borrowed
fromthe Co-operative Bank at this rate of interest, and it seened
reasonable to elimnate any projects which could not achieve at

| east a 10% et urn.

Three investments were under consideration:
- The purchase of an electric typewiter to inprove the quantity
and quality of typed work produced by the office.

- The purchase of a new pick-up to deliver farminputs to nenbers’

farns.

- The installation of a new security fence to reduce pilferage

fromthe society's warehouse.

The econom cs of these investnments were expected to be as foll ows:

Iypewiter

- Cost $1, 000.

- Annual benefits net of servicing costs $300.
- Life oftypewiter five years.

- Sale value at end of five years $100.

Pick-up
Cost $8, 000.

Annual savings through reduced use of private contractors $2, 000

net of driver's wages and operating costs.

Life of vehicle four years.

Sal e val ue of vehicle at the end of four years $2, 000.



Security Eence

- Cost $2,000.
- Estimated saving in reduced pilferage $230 per year.
- Life of fence 20 years.

- Sale value at end of 20 years nil, conplete replacenent re-

qui r ed.

Assignnent .

Wi ch of the three projects passes the test of achieving an annua

rate of return in excess of 10%

Three far nore anbitious projects were suggested, but for these the
management deci ded that they nust attenpt to find out the actua
rate of return on the investnents involved. In this way the pro
jects could be conpared with one another and wi th possible sources
of funds which m ght be available for particular types of invest-

nent. The data on the projects were as foll ows:

- A Tractor Hre Service

The society would buy three tractors for a total of $60,000, and
woul d hire these out to nenbers for ploughing or other work.
The annual fixed costs of operation, including the drivers
wages, mai ntenance and repairs were estimated to be $5, 000 per
tractor. Each tractor would cost a further $10 per hour to op-
erate. The nmanagenent estimated that nenbers would utilise
1,500 hours in the first year of operation. This would be ex-
pected to increase to 3,000 hours in the second year and 4,500
hours in the third and subsequent years. Menbers woul d be
charged $20 per hour for the use of a tractor. The econonic
life of the tractors was said to be approximately ei ght years,
but they could at the end of this period be sold for approxi-
mat el y $5, 000 each
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A service station for selling petrol and vehicl e mai ntenance
services to menbers and non-nenbers was proposed. The cost of
the site and construction of the necessary facilities would be
$100, 000. The station woul d be expected to | ose $5, 000 during
its first year, to break even in the second year, to earn a net
surplus of $10,000 in the third year and $30, 000 per year there-

after. It would be necessary to finance stocks of fuel and
spares and the working capital required for this was estinated
to be $10,000 initially. A further $10,000 woul d have to be in-
vested during the third year to finance the increased business.

The conplete petrol station would require reconstruction after
about ten years, because of the age of the equipnment and prob-
abl e new regulations. It was also possible that a new ring road
woul d be constructed round the town after about ten years. Then
with the loss of traffic, the petrol station would cease to be

vi abl e

Hotel and Restaurant

An existing business could be bought for $100,000. For tax rea-
sons the owner wished to receive half the purchase price on con-
clusion of the deal, with the other half paid in five equa
annual instalnments thereafter. 'The hotel was currently earning
an annual profit of $20,000, but this would probably drop by
half in the first year of operation by new owners. They coul d
not hope to have all the personal contacts enjoyed by the pre-
Vi ous owner. However, fromthe second year on it was forecast

that the project would again reach about $20, 000.

Assi gnment

VWhat

rate of return does each of these three projects earn?
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WHAT |F IT GOES WRONG? - SENSITIVITY ANALYSI S

(hjective: To enable trainees to identify (i) those factors whose

actual values may be different fromestimtes, and (ii)

to assess the effect these night have on projects.

Tine: 2 to 3 hours.
Material Exerci ses from Session 4.7.
Session Quide:
1) Ask trainees what sort of questions banks are likely to ask them

when they are requesting to fund co-operative projects. Wite the

foll owi ng exanpl es of answers on the chal kboar d/ CHP:

- A new processing factory will cost "A" to buy and install.

- The factory will cost "B" to operate and maintain every year.

- The factory will process "C' tons per year, of a crop produced
by menbers.
- The factory will pay nenbers "D' per ton for produce delivered

to the factory.

- The factory will sell the produce for "E' per ton to custoners.

A perceptive and critical analyst will ask three types of ques-
tions (wite these on the chal kboar d/ OHP) :

- Howlikely is it that the figures "A*, "B", "C', "D' and "E"

will be the sane as forecast?

- What range of values are possible for "A*, "B', "C', D'

What will happen if the forecast is inaccurate, or if the
val ues are close to the | east satisfactory of the possible
ranges in each case?



2)

Ask trainees to suggest which of the variables represented by "A",

"C', "Dy and "EIl is:

nost likely to vary fromthe forecast;

nost likely to have a serious effect on the project's viability

if it does vary.

The answer depends on the nature of the commopdity and the project
i nvol ved, but any anal yst nust accept that the forecasts may be

i ncorrect. Ther ef or e:

He nmust estimate the likely range within which each inportant

variable is likely to fall

He nust calculate the effect of the worst |ikely comnbination of

m sfortunes on the viability of the project.

Refer trainees to the exercise in Session 4.7. Ask themto ident-

ify the critical variables.

- Cost of tractors.

- Cost of tractors' operation.

- Hours of tractor time to be used by nenbers.
- Fees to be paid by nmenbers.

- Life of tractors.

- Salvage value of tractors.
Ask trainees to suggest the highest and | owest reasonabl e val ues
for each of these. Rem nd themto ignore the effect of in-

flation.

Replies will depend on trainees' own judgenment and experience, but

here are sone suggested answers:

Cost of Tractors

$60, 000 to $65,000 for three tractors. Hi gher price possible be-
cause of (i) necessary extras not yet identified, (ii) delivery
and licencing charges, (iii) increase in price after the quotation

and before the placing of the order.
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Cost of Tractor Qperation
Fi xed Costs = $4,000 to $6,000 per year per tractor.
Vari abl e Costs = $9 to $13 per hour
Wages, frequency and cost of routine maintenance, |life of ngjor
repl acenent parts nmay vary. Fuel prices may rise above the gen-

eral level of inflation.

Hours of Tractor Tine to be Used

M ni mum nunber of hours: forecast |ess one third.

Maxi mum nunber of hours: 4,500 per year fromthe very beginning.
This variation is possible since it is very difficult to asses the
response to a service which is not yet available. The upper lint

is fixed by capacity.

Eee Charged to Menbers

$15 to $25 per hour. The lower figure night be applied if an un-
expectedly | ow demand required stinulation. The  higher figure

m ght be inposed if fuel costs increased excessively.

life of Tractors

. Three to ten years. The lower figure mght apply as a result of

poor nmi ntenance.

Salvage Value of Tractors

$1,000 to $10,000 for each tractor. Lower value m ght be the re-
sult of m suse. Hi gher val ue possible if inport restrictions are
i nposed.

Ask trai nees how they can assess the effect of the worst set of
ci rcunst ances on the econonmics of the project. Di spl ay on the
chal kboard/ OHP the data calculated in 4.7, showing the 29% rate of
return. What nodification should be nade to the figures to re-
flect the nost pessimstic view of the project? This is the as-

pect a banker or other source of funding nmust take into account.

Is it justifiable to use the "worst" value for each variabl e?

Is there a chance that higher than expected operation costs

will be associated with | ow fees?



I's low hour utilisation likely to be associated with short life

and hi gh operating costs?
be associated with a

Is it possible that low utilisation will

| ow sal vage val ue?
Clearly these and ot her conbi nati ons are possible but very un-

likely. Anything can go wong, but bankers and managers shoul d

confine their attention to things that a reasonable person m ght
expect to go wrong.
Ask trainees to suggest a worst |likely set of values for the fig-

ures for the tractor hire service. Possibilities include:

- ———— e m e S S —
Item Possibility Aj{Possibility B|Possibility C
Cost of Tractors $65,000 $65,000 $65,000
O SO - R
Fixed Costs of
Operations $18,000 $15,000 $15,000
Variable Costs of
Operation per Hour $ 13 $ 10 $ 13
U ——— — ]
Time Used
Year 1 1,000 hours 1,000 hours 1,500 hours
Year 2 2,000 hours 2,000 hours 3,000 hours
Year 3 to 5 3,000 hours 3,000 hours 4,500 hours
e -y - Q———-.-—————v——@———‘-_—ﬂl
Hire Charge $ 25 $ 15 $ 20
Life of Tractor 5 years 5 years 3 years
Salvage Value $ 6,000 $ 6,000 $ 3,000
Ask trainees to calculate the effect on the rate of return of

these apparently | east profitable sets of changes,

count table if necessay.

Cal cul ations for

(Note

be used;

the inmplications of the

r own wor st

using the dis-

situations A, B, and C are as fol | ows:

t hese suggestions and cal cul ati ons shoul d not necessarily
trai nees should be encouraged to devel op and work out

likely estimates.)



Possibility A

Years Dollars Out Dollars In
0 $65,000
1 $ 6,000
2 $ 6,000
3 to5 $18,000
End of 5 $ 6,000
Total $§71,000 $66,000

Possibility B

plying di scount factors is negative,

itself and is therefore not worthwhil e.

the project wll

Years Dollars Out Dollars In
0 $65,000
1 $10,000
2 $ 5,000
3 to5
End of 5 $6,000
Total $80,000 $6,000

Under these circunstances the project

Sheet

not

3

Thus the net outflow is mnus $5,000. Since the val ue w thout ap-

pay for

is even nore unprofitable.

Thi s concl usi on can be reached w t hout using discount tables.
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Possibility C

Dollars Out

— s iy

Dollars In

$65,000
$ 4,500
$ 6,000
e e e D i ——— —l
$16,500
End of 3 $ 3,000
Total $69,500 $25,500

Net outfl ow undi scounted is $44, 000.

whi |l e under these circunstances either.

The proj ect

is not worth-

Ask trainees what conclusions they draw fromthis recal cul ation.

The projected tractor

abl e results.

The economics of the project appear

nor e suscept

tractor life than to underutilisation

Managenent shoul d concentrate on car eful

so as to prolong the life of the tractors.

not be encouraged if overutilisation or inadequat

woul d resul t.

If there is a good chance that the |eve

hire service originally showed high profit-

ible to short

mai nt enance and use,

Extra use shoul d

e mai nt enance

of the actual results

will be that suggested by the pessimstic figures, the project

shoul d be reconsi dered.
nmust pay for

be npst reluctant to support a project

This is particularly necessary if it

A banker, or

basis if figures of this type were at all Iikely.

ot her source of funds, woul d

on a self-financing

Ask trainees to suggest simlar sets of figures for the pick-up

proj ect described in Session 4.7.

mstic sets of estimtes?

VWhat are their

likely pessi-
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Item

Cost of Vehicle

Annual Savings

Life of Vehicle

Salvage Value of Vehicle

T

Sheet 4
ST ) T
Situation A Situation B
- e ]
$8,000 (no change)|{$8,000 (no change)
$1,000 $2,000
4 Years 3 years
- -———)
$2,000 $2,000

—— - -

|

Ask trainees to nake the necessary cal cul ations.

[ T T T e S e e [ e mm - B A
Situation A Situation B
Time Dollars|Dollars|Dollars|Dollars
Out In Out In
Year 0O $8,000 $8,000
Total Savings During Life
of Project $4,000 $6,000
Salvage Value at End of
Project $2,000 $2,000_
Total Value $8,000 [$6,000 [$8,000 |$8,000

Both possibilities will
future itens are di scounted

di scounti ng,

and savings is worse than higher

and Situation B breaks even.

The effect of |

show a negative present value if the

since Situation A is negative w thout

ower use

use with reduced vehicle life.

H gher than estinmated use woul d probably be favourabl e,

this was associated with reduced vehicle life

This inplies that, in this case,

even if

the vehicle nust be fully used.

Managenent must ensure that the estimated savings can be achieved,

even at the expense of greater than expected vehicle usage.

Ask trainees to attenpt

toidentify critical

factors

jects included in the exercises in Session 4.7.

Typewriter Annual

Security Fence .

Service Station .

benefits.

in other

pr o-

Esti mat ed savings fromreduced pilferage.

.Estimated |life of service station site



- Hotel and Restaurant . . . Tinme to return to existing profit-

ability.
If time allows, ask trainees to suggest "worst |ikely" values for
each of these itens, and to calculate the effect of these val ues

on the viability of the respective projects.

Reasonabl e estimates m ght be as foll ows:

- Typewiter . . . Annual benefits reduced to $100 per year

- Security Fence . . . Annual savings frompilferage reduced to
nil.

- Service Station . . . Life of site reduced to seven years.

- Hotel and Restaurant . . . Delay in return to profitability in-

creased to two years.

It is clear without further calculation that the first two ex-
anples will not "pay for themselves” with future benefits not dis-
counted at all. Ask trai nees whether this neans that the invest-

ment shoul d not be nmde.

Clearly the conclusion depends on the reliability of the est-

mat e. If the pessim stic figures suggested above are al nbst as
likely to be the eventual outcone as the original estimtes, the

proj ect should not be undertaken.

The figure for the "Service Station” clearly illustrates a mar-

gi nal repaynent of investment w thout discounting

Profit in 7 years of life, 4 x $30, 000 = $120, 000
- Investnent, $100,000 + $10, 000 + $5, 000 = $115, 000
- Total Surplus = § 5000

Trai nees should by this stage appreciate that this marginal sur-
plus inplies a very lowrate of return. The actual figure is

under 1% as can be shown by cal cul ati on.

The "Hotel and Restaurant” project would not be so seriously af-

fected by one year's del ay.
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Ask trainees why a banker may be particularly concerned to know
the final effect of "worst likely" values for critical variables.
Is a banker principally concerned with the rate of return of the

project on its own, or with sonething el se?

Bankers are concerned mainly with the security of noney they have
lent. If pessimstic but reasonably likely values lead to in-
ability to repay, banks nay denmand further security or reconsider-

ation of the project.

Thus bankers are likely to demand "sensitivity anal yses" or cal cu-

lation of the effects of variation fromestimtes, especially if:

- the project is so large in relation to the organisation that

its failure to generate funds for repaying a | oan cannot be

covered by funds fromother activities;

- the whole organisation is a new one, devoted wholly to the pro-

ject for which funding is requested;

- the project is sponsored, but not guaranteed, by another or-
gani sation, so that legally it must generate its own funds for

repaynent of | oans.

Ask trainees which of the six projects presented in Session 4.7

m ght possibly fall into one of these categories:

- the service station

- the hotel and restaurant.

Any society and its managenent should al ways be interested in the
ef fect of an unfavourable outcone of a project, particularly if
the project is large in relation to the whole society, for if the
project does fail, what effect will this have on the society as a
whol e?
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SESSION 4.9

APPRA| SAl Rl SK

(hiective: To enable trainees (i) to apply their ability to assess
risk, (ii) toidentify critical variables and (iii) to
calculate rates of return to a rather conplex project.

Tine: 2 hours.

Materjal : "The Grain Storage Systeni (case study session 4.5) to-
gether with whatever statenent of cash flows was finally
agreed by trainees. See back of Sheet 2 of this session
for an exanple. I f possible, such a table should be re-
produced to provide each trainee with a copy.

Sess| ide

1) Remind trainees of "The Grain Storage Systen exercise used in

Session 4.5. Ensure that every trainee has a copy of the origina
case study and, if possible, of an agreed schedul e of costs and

benefits.

Ask trainees how the techniques used in Sessions 4.5 to 4.7 can be

used in nmaking a choice between the two systens.

Trai nees have been introduced to two ways of using the di scount

t abl es. They can use the tables:

a) to decide whether a project's present value is positive or

negative at a given rate of return

b) to discover the rate of return for a project.

Met hod a) is used to deci de whether projects pass the test of
achieving a certain rate of return. Ask trainees when this ap-

proach mi ght be used

when investnment funds are available at a certain rate of in-
terest, all projects over that rate can be financed and inple-

nent ed;



when the society has a mnimumrate of return to be achi eved by
all activities, at demand of those who invest their own noney

init.

Met hod b) can be used to rank projects in order of the rate of re-
turn.  Wen nmight this be used?

- when a society has limted funds and can only afford to inple-

ment a small proportion of the projects which are avail abl e;

- when nanagenent capacity to investigate and inplenent projects
is limted, a prelimnary screening can be carried out to

determ ne an order of priority.

Ask trainees to identify AFS nanagenent's objectives in the grain
handl i ng system proj ect, whichever systemis chosen. Suggestions

may be as foll ows:

- to mnimse | osses

- toyield a satisfactory rate of return, which will benefit mem
bers and society in general.

Losses coul d be reduced to zero, but at enornobus cost. The objec-.
tive therefore is to nake a satisfactory return on the society's

i nvestnment and not nerely to minimse | osses.

Ask trainees to identify the alternatives open to the society.
Most will refer to the two systens described in the case study.
Elicit or, if necessary, remnd trainees that there is a third
alternative, nanely to continue with the present mnethod. One of
the new systens should be chosen only if it yields a satisfactory

return.

Ensure that trainees appreciate that the grain storage case is not
a matter of ranking a nunber of alternatives, any of which could
be inplemented, but of selecting one fromthree options. It is
therefore appropriate to use nethod b) in order to find out which
has the highest rate of return
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4)
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Di vide trainees into groups and allow themup to 45 minutes to

di scount the cash flows in the schedul e.

Dependi ng on the nunbers in the groups, the tine avail able and
their interest in "shadow pricing", groups nay be asked to cal cu-
late the rates of return either for both the adjusted and the un-

adjusted figures, or only for one set of figures.

Before they start work, ask trainees whether they should continue
the figures beyond year ten in the schedul e. By this stage they

shoul d appreciate that:

di scount rates for figures ten years or nore into the future
are unlikely to affect the outcone, unless the anpunts are very

| arge;

- timng of the replacerment of the nechani sed system neans t hat
it is probably necessary to add a further five years to include

incone flows up till year 15.

Al low trainees up to 40 nminutes to conplete their cal cul ati ons.
If trainees find it difficult to identify a "first try" discount

rate, advise them accordingly.

Exanple

Concrete bins, unadjusted figures

Total period 15 years
Total investnent during these 15 years $ 25,000
Total revenue during these 15 years $ 77,000

Average (non discounted) annual return

17,000

x 100 : 15 = 20.53¢
25, 000 20. 53%

First try could be 20

Reconvene the group and ask groups to give their figures for each
option, using unadjusted or adjusted figures as request ed. The
followi ng figures show one way in which the rates of return for

each alternative can be estinmated.



Concrete Bins,

Unadj ust ed Figures

Net Cash 20% 247% 26%
Time Flow Factor Result Factor Result Factor Result

0 ($ 1,000) ($ 1,000) ($ 1,000) ($ 1,000)
During
Year 1 ($15,000) 0.833 ($12,495) 0.806 ($12,090)| 0.79 ($11,910)
End
Year 1 ($ 3,000) 0.833 ($ 2,499)] 0.806 ($ 2,418)] 0.79 ($ 2,382)
Years
2 to 15 $ 5,500 3.842 $21,131 3.195 $17,572 2.932 $16,126
End
Year 6 ($ 3,000) 0.335 ($ 1,005) 0.275 ($ 825) 0.250 (s 750)
End
Year 11 ($ 3,000)| 0.135 ($ 405)( 0.094 ($ 282) 0.079 (s 237)
Net
Total +$ 3,727 +$ 957 -$ 153

The rate of

figures,

Concrete Bins,

The rate of

is slightly under 26%

Adj ust ed Fi gures

return for the concrete bin system using unadjusted

Net Cash 30% 35%
Time Flow Factor Result Factor Result
0 Nil

Year 1 ($15,000){ 0.769 (811,535)| 0.741 ($11,115)
End

Year 1 ($ 6,000)| 0.769 [($ 4,614) 0.741 |($ 4,446)
Years

2 to 15 $ 7,500 2.499 $18,742 2.084 $15,630
End

Year 6 ($ 6,000)| 0.207 ($1,242) 0.165 ($ 990)
End

Year 11 ($ 6,000)] 0.056 ($ 336) 0.037 (s 222)
Net

Total +$ 1,015 -$ 1,143

ures is thus approximtely 32%

return for the concrete bin systemusing adjusted fig-
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Explain to trainees howit is possible to interpol ate between the

di scount rates given in the table.

Exanple use the adjusted figures for the concrete bins proposed.

- A 30%discount rate is too lowas it results in a net total of
+$1, 015.

- A 35%discount rate is too high as it results in a net total of
-$1, 143.

In other words, a 5% (35% - 30% difference in discount rate re-
sults in $2,158 ($1,015 + $1, 143) difference in discounted cash

flow
5% $2, 158

1% $2,158 -
5

$432

Fromthis it is easy to conclude that a 32% di scount rate will
bring the discounted net total down to +$151 (+$1,015 - $864).

The rate of return for the project is therefore slightly over 32%

It is not necessary to produce nore accurate figures since the
calculations depend on gross estimates which are thenselves
subject to wide margins of error. Any nobre acccurate cal cul ations

can give a wholly msleading inpression of accuracy.

Mechani sed System Unadjusted Figures

Time ) Net Fl-o.v; ) 507:--F-a-ctor ‘R-e-s‘ult ]
o (520,000) | (s20,000)
b‘i'-;a—l:‘—s‘.l to 15 ‘$12,100 o 1.9—;5_~—‘- $2—4-,.139
En; -Y‘e-ar 10 (-$20,000).“ 0.017 o (;‘——3-4.0‘)-1
Net ’I:o_tal o o +$ 3,799-"

The rate of return for the nechanised system usi ng unadjusted fig-

ures is thus over 50%



Point out to trainees that the tables do not 'include figures for
returns over 50% since any project with a rate approaching that
level is clearly worthwhile. Managenent factors, and the relia-
bility of estimates, are far nore valid standards of conparison

for projects at this extremely high rate of return.

Mechani sed System Adjusted Figures

Net Cash 25% 26% 287 T
Time Flow Factor Result Factor Result Factor Result
0 ($40,000) ($40,000) (540,000) ($40,000)

Years
1 to 15 $12,300 3.859 $47 ,466 3.726 $45,830 3.483 $42,841

End
Year 10 ($40,000)1 0.107 §$ 4,280)1 0.099 ($ 3,960)| 0.085 (8 3,400)

Net
Total +$ 3,186 +$ 1,870 -8 5%?~J

The rate of return for the nechani sed system using adjusted fig-

ures is thus approxi mately 27%

Explain to trainees how the "first try" figure of 25% was sel ect ed
and the process of trial and error by which the actual approxi ma-

tion is reached.

The conpl ete set of answers nmay now be given as foll ows:

Concrete Bins Mechani sed System
Adj usted Fi gures 32% 27%

Unadj ust ed Fi gures 26% over 50%

Trai nees may becone so involved in the cal culations that they for-
get the purpose of the exercise - to select the best nethod of

storing food grain.

Ask trainees which systemthey woul d recomend:

- using unadjusted figures: t he nechani sed system
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- using adjusted figures : the concrete bin system

This exanple illustrates how the use of "shadow prices" can influ-
ence sel ection of projects which enploy nore people and use | ess
forei gn exchange. Stress that the sequence of project analysis

and conparison nust be as foll ows:

a) ldentify projects avail able.

b) Identify costs and benefits associated with each

¢) Adjust costs and benefits to take account of socio-econonic

factors (if appropriate).

d Calculate rates of return of each project in real as well as

shadow pri ces.

e) Select the best project (inportant: if selection is based on
"shadow prices", ensure that real return is high enough to re-

pay investnent, to pay a surplus, and so on; actual results
will depend solely on real prices!).

Refer to the previous session and ask trainees to identify the
single nost critical variable, which is also the nost difficult to

estimate.

Clearly this is the amount by which the | osses will be reduced in

each system

Ask trai nees to suggest which system would be nost sensitive to
| ower -t han-antici pated | oss reductions. The return fromthe nech-
ani sed system which has the |largest investnent, will clearly be
more seriously affected by a lower rate of |oss reduction or

savi ngs.

Denonstrate this by asking trainees to recalculate the returns for

both projects, assuning halved estimates of savings in each case
and using the adjusted figures. Cal cul ati ons shoul d be as
foll ows:



Concrete Bins.

Time Cash Flow 1% Discount Factor Result n
Year 1 ) ($15,0_00) i 0.990 ($].4-,850-)———q
End Year 1--_ (s 6,(;6-(;)-‘ 0.990 ($ 5,9::(;)——.A
Years 2 to '1-5 $ 2,50—0—-' 1-2-.875 $32,187 ]
End Year 6 ($ 6,000*)”“ 0.942 ($ 5,652) ]
End Year 11 ($ 6,000) ) 0:-896 ($- 5,376)
Net Total o o +$~—- 369 il

The return is a little nore than 1% using the adjusted figures.

Mechani sed System

Tin:e- Cash F?i-éw
Year 0 N ($40,00~0-)‘”q
Years 1 to 15 $ 4,300'--—
End Year 10-— ($40,0(;(;;__

The cash fl ow undi scounted is $64,500 - $80, 000 = -$15, 500.

The project is therefore not viable if the expected savings are

hal ved.

Tell trainees that after a technical review of both systens hal ved
estimates of savings for each project prove to be nuch nore real -
istic than original estimates. \Wuld trai nees' above cal cul ations
lead themto inplenent the concrete bins project? If so, what

will be the actual results of the concrete bins project? Renmind

trainees that a project may be sel ected because of shadow prices,

but that the actual results will depend on real (i e unadjusted)

figures only.

Elicit that it is necessary to calculate the actual return based

on unadj usted figures for both the concrete bins and the nech-

ani sed system assuning hal ved estinmates of savings.
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be as foll ows:

Cal cul ations wll

Concrete Bins:

Time Cash Flow
Year O ($ 1,000)
- - —— e = o]
Year 1 ($15,000)
e —— —— o — . o -
End Year 1 ($ 3,000) ]
Years 2 to 15 $ 500 B
End Year 6 ($ 3,000)
End Year 11 ($ 3,000)

The bin system gives an undi scounted | oss of $18, 000.

Mechani sed System

12% Discount 14% Discount

Time Cash Flow Factor Result Factor Result
Year O ($20,000) - ($20,000) - ($20,0021J
Year 1 - 15{ $§ 4,100 6.811 ~ | $27,925 6.142 $25,182
End Year 10{($20,000) 0.322 ($ 6,440) 0.270 ($ 5,400)
Net Total +$ 1,485 _J—S 218_
The mechani sed systemwi |l still give a real rate of return of
about 14%
In other words with half the original savings, the concrete bin
systemwill lead to a financial |oss when inplenented, and this

despite its beneficial
if somebody is prepared to nake up for the financial

to subsidise the project.

still

ment ed, despite the fact that froma socia

not as benefici al

soci al

yield a 14%fi nanci al

ef fects.

The nechani sed system however,

| osses

It can only be inplenented

. e

Wil |

return and can therefore be inple-

as the concrete bins.

point of viewit

is
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SESSION 5.1
DEALING WTH RISK - PROBABIIITY
hjective: To enable trainees to reconmend appropriate investnents
to avoid risk by conparing objective assessnment of risk
with the cost of avoiding it.
Tine: Il to 2 hours.
Material Exer ci ses: "ls It Worth 1t?"
Session Quide:
1) Ask trainees to give exanples of risks which they, or their socie-

ties are insured agai nst. Depending on |ocal circunstances, these
m ght be:

- drivers' third party insurance

- insurance of houses or other property against fire or theft.

Ask those who have such insurances how often they have had to
claim or howlikely it is that they will have to nake a claimin
the future. Mpst of the accidents agai nst which people carry in-

surance are very rare. Wiy do they spend noney on insurance?

- Because the financial |oss occasioned if the accident (fire,
car crash, theft, etc.) occurred is so great that the person is

unwilling to risk suffering it.

Because the person thinks the cost of insurance is worth paying
as protection against |oss.

Ask trai nees who own a car or often travel by car whether they
carry a spare tyre. A spare tyre costs nmoney and occupi es val u-
abl e space. Wy do they carry one?

Because they believe it is worth paying the cost of carrying a

spare tyre to avaid the cost of being unable to change the whee
if they have a puncture.



4)

5)

Ihe cost of the "risk" is seen as being greater than the caost

of the "insurance"

Ask trai nees whether they ever carry twn spare tyres. The extra
cost and space would be the sane as for the one tyre, or perhaps

rather less. Wy do they not carry a second spare?

Because they believe that it is not worth paying the cost of a

second tyre since it is very wunlikely that they will have two
punctures in one journey.

The cost of "insurance" is perceived to be greater than the

cost of the "rijsk"

WIllingness to pay for protection against risk is therefore nmade
up of three factors:

The cost of protection.
The cost of the accident if it does occur

The likelihood of the accident occurring.

Ask trainees to suggest exanples of risks which a co-operative so-
ciety runs in the normal course of its business and which it can

be insured against.

The risk of |osing vehicles by theft or accident.

The risk of claimby third parties when one of the society's
vehicles is involved in an accident resulting in injury to em

pl oyees or ot her people. Those injured are known as "third
parties".

These | osses can be insured against. In some cases insurance is a
| egal requirenent. In nost cases co-operatives, as well as indi-
vi dual s and ot her organi sations, believe that the cost of insur-

ance is worth paying to avoid the penalty of the accident.

Ask trainees to give exanples of other types of |osses which co-
operative societies may suffer, and against which it is not usual

or possible, to buy insurance.
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Processed crop prices may drop unexpectedly.

Processing equi prent or farm npachinery may break down un-

expectedly while being used.

Essential farminputs nay unexpectedly rise in price, or cease

to be available at all

Staff may cheat the society.

Ask trainees how a co-operative society can "insure" against this
type of loss, or at least reduce the risk, wthout buying an act-

ual insurance

- By selling crops early, preferring an acceptable price today to

the risk of a lower, (or perhaps a higher) price at a future
dat e.

- By overhauling or replacing equi prent before it breaks down.

- By purchasing supplies or farminputs when they are avail abl e,
and incurring storage and financing charges in order to avoid

the risk of non-availability, or higher prices, later.

By having conplicated procedures and doubl e checks, the possi-
bility of loss by staff dishonesty is reduced at the cost of

extra work and del ay.

Ask trai nees how t hey deci de whether or not to nmke "insurance"

i nvestments of this sort.

Estimate the cost of the protection.

- Estimate (i) the cost of accident and (ii) how nuch the cost

woul d be reduced if protection was purchased.

- Estimate the l|ikelihood of the accident occurring

Ask trainees to state which of these three is the nost difficult

to estinate. Clearly the likelihood of an accident is inpossible
to forecast accurately; in fact it is difficult to estimate at
all. What techniques are there for estimating "risk" or "possi-

bilities"?



Ask trainees to wite down on a piece of paper how nuch noney they
wi Il pay for an undertaking by yourself that you will give them $1

if a coin cones up heads when it is tossed once

Trai nees' "bets" will differ, but none should be over 50 cents.
Ask trainees why this is so. They know that the "odds" or prob-
ability of the coin coming up heads is only one in two, or 50%
and therefore they are not willing to bet nore than half of the

possi bl e reward.

Explain the construction of a roulette board, where a ball has an

equal chance of falling in any one of twenty holes. Ask trainees
to decide which of the followi ng bets they would be willing to

make.

a) Bet $5 to win $40 if the ball lands in any one of the two

nom nat ed hol es.

b) Bet $10 to win $20 if the ball lands in any one of the five

nom nat ed hol es.

c) Bet $1 to win $25 if the ball lands in one nom nated hole.

d Bet $5 to win $7.50 if the ball lands in any one of ten noni-

nat ed hol es.

In each case it is necessary:

To calculate the odds or |ikelihood of success.

To relate the odds to the relationship between the investnent

and the return.

The anal ysis of these exanples is as follows:

a) The odds being 2 to 20 neans that the one who bets will on
average have to play at least ten tines to be sure to win
once. Betting $5 ten tines will anobunt to a $50 i nvestnent.
The return of such an investnent, however, will only be $40

(the prize). Hence the bet is not worthwhile. Mathematically
this can be cal cul ated as foll ows:
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Odds are 2/20 or 10%

I nvestnent is

Hence the bet is not worthwhile.

b) The odds being 5 to 20 neans that the one who bets will have
to play at least four tinmes to be sure to win once. Betting
$10 four tinmes will cost him $40. His return will however
only be $20. Hence the bet is not worthwhile. Mathematically

this can be cal cul ated as foll ows:

Qdds are 5/20 or 25%

I nvestnment is 10/20 or 50% of the return.

Hence the bet is not worthwhile.

The sane reasoning applies to bets c¢) and d).
¢) ¢) Odds are 1/20 or 5%
Investnment is 1/25 or 4% of the return.
Hence the bet is worthwhile.

d) d Odds are 10/20 or 50%

Investment is 7/7.5_. or 66% of the return.

Hence the bet is not worthwhile.

Distribute the exercise sheet and ask trainees to apply a simlar

approach to the co-operative investnent decisions described.

Allow up to half an hour for this and circulate among trainees to ensure that all grasp the principles involved.

Reconvene the group and ask themto state and explain their rec-

omrendat i ons. The straightforward mathematical cal cul ati ons



10)

shoul d be given and expl ai ned before any further anal ysis or dis-

cussion is pernitted. The cal cul ations are as foll ows:

a)

Ask

| ati

The odds of rain are ;if or 10%

The cost of protectionis 1 or 6.6% of the cost of damage.
15

It is worth renting covered storage

The odds of breakdown are - or 2%

50
The cost of protection is 4000 or 3% of the cost of break-
100, 000 down.

It is not worth having new bearings installed

The odds of non-availability are 1 4 or 25%

The cost of protection is 300 or 10% of the cost of non

5, 000 avail ability.

It is worth buying in advance.

The odds of rain are i%_ or 6.6%

The cost of protection is 115 or 6.6% of the cost of damage

There is no advantage in either solution.

trai nees to suggest reasons why the sinple mathematical cal cu-

ons may not necessarily give the conplete answer.

"Members' confidence" or "customer goodwi |l I" may be | ost as
wel |l as a crop harvest. These types of |oss are inpossible to

quantify, but may increase the value of protection

A particular financial |oss may be so serious as to underm ne
or destroy the society altogether. The |l oss would thus be far
greater than the single financial amount needed to buy protec

tion. In other words, protection would be proportionally nore

val uabl e.
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Stress that while facts of this sort must be considered, and may

over-rul e sinple mathenmati cal concl usions, they should not be

allowed to replace the objective cal cul ations altoget her

Mat hemati cal techniques of this sort allow the nmanager to concen-
trate his attention on the areas where judgenent is necessary.

The cal cul at ed deci sion may be reversed, but the need for reversa
must be clear and justifiable.



b)

d)
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Is It Whrth [t?: Exercises

Weat her records show that in one year in ten rain falls during the
normally dry season. Harvested crops stored in the open are ruined
t hat year. The co-operative society is offered the use of a
covered store for the dry season, for an annual rent of $1,000 in-
stead of storing in the open. If rain does ruin the crop, the so-
ciety suffers a |l oss of $15, 000. Shoul d they rent the store or

continue to store in the open?

An expert nechanic reckons that the bearings in a society's proces-

sing machi nery should | ast another season, but he says there is a

one in fifty chance they will break down. |f they do, processing
wi Il not be conpleted and the society will |ose about $100,000. It
will cost the society $3,000 to renew the bearings for the year.

The conplete plant is to be replaced next year in any case. Should

they renew the bearings?

A society can buy fertilizer as it is needed, for direct delivery
to nenbers, or can buy it in advance. Advance purchase mneans
storage, double handling and further delivery which costs the so
ciety about $500 nore. In approximately one year in four, however,
fertilizer is unavailable at the time the farmers want to use it.
If the society cannot provide fertilizer, they will |ose about

$5,000. Should they buy in advance or not?

The same as a), but the odds that rain falls during the normally

dry season are one year in fifteen
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SESSION 5.2
RI SK EXFRC SES
(hjective: To enable trainees (i) to assess the degree of risk in
various projects and (ii) to nake appropriate all owances
to cover or reduce such risks when appraising projects.
Tine: 1 to 2 hours.
Material . Tape Di al ogue.
Session Quide:
1) Renmind trainees of the exercises and exanples used in the previous

sessi on. How realistic were they?

Managers rarely have:

- a quantitative statenent of the "odds" of m sfortune;

- a definite figure for the cost of such misfortune if it does

occur,

- possi bl e investnents which will totally renove (as opposed to

merely reduce) the risk of |oss.

Managenent nust still however take account of risks. Ask trainees

whi ch of the following two i nvestnents they would prefer to nake:

a) Deposit $100 in a bank to earn a guaranteed $10 interest per

year.
b) Lend $100 to an acquai ntance who plans to start a business; he
will pay you $10 a year interest.

Clearly a) is a better investnent since:

- the investnent is the sane;
- the return is the sane;

the risk is far Lower.



Any manager responsible for selecting investnments nust nmake sone
assessnent of the risks. Hi s concl usions may not be expressed in
"odds", as in the previous session, but his decision wll

denonstrate his view as to the degree of risk involved.

Play or enact the tape dial ogue. Ask trainees to listen carefully

and to deci de which side they support.

If necessary play the dialogue a second tine. Take a "vote" to

measure support for the two opposing views.

Ask trainees to comment on the apparent decision nmaki ng methods of
the conmittee in the dialogue. \Wat is nmissing fromtheir deli-

ber ati ons?

- Clear statenents of the costs and benefits of alternative in-

vest nent s.

- An assessnent of the chances that all may not go according to
pl an.

- Reasonabl e estimtes of the actual costs of failure and rewards

of success.

- Assessnent of the effects of failure on the co-operative as a
whol e

- A bal anced, quantitative and di spassi onate appr ai sal

Quantitative decision maki ng techni ques cannot renove the need for
j udgenent . "Quantifying" certain aspects of the decision naking
process can however expose the areas where judgenent is nost

needed

Sel ect a future possibility with which trainees are fanmiliar which

may or may not occur in about twelve nonths.
Exanpl es
- a particular political party will win the next election

- the rate of exchange between one currency and another will pass

a certain point;

the price of a certain conmpdity will reach a certain |evel
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Trai nees should imagi ne that they have $100 to invest. They have

two al ternatives

- they deposit it in the bank and get back the principal with an
addi tional $10

they invest it in a somewhat risky event and get back the prin-

cipal with $x if the chosen event takes place.

Ask trainees to wite down their mni mumval ue for x.

After trainess have individually witten down their "bids", ask

themto read them out. Li st them on the chal kboard/ OHP, from
hi ghest to | owest.

The range of bids will clearly depend on trainees' perception of
the likelihood of the event occurring. No trainee should have bid
| ower than $10, since the uncertain event is less likely than the

certainty of interest on the bank deposit.

Explain that trainees' bids represent their perception of the risk

(or odds) of the uncertain event taking place.

- A bid of $50 assunes that the, event is five tinmes less likely
than the certain event of $10 bank interest being received.
Anybody who bid $50 believes that there is one in five chance

of the unlikely event occurring.

- ADbid of $15 is one and a half tinmes the $10 certain return
Whoever makes such a bid believes that there is one in one and
a half chance, or two chances out of three that the event wll

occur.

Ask trainees how they can conpare the returns of the follow ng two

alternative investnents?

$100 bank deposit to earn $10 a year.

$100 deposit to earn $50 only if a given uncertain event oc-
curs.  The anal yst thus believes that the chances of the event

occurring are one in five



Ask trainees to calculate the average profit on the second invest-

ment if it was made five tines.

The cal cul ation is as foll ows:

Return
First unsuccessful attempt $ 0
Second unsuccessful attempt 0
Third unsuccessful attempt 0
Fourth unsuccessful attempt 0
Fifth successful attempt 50
Total $ 50

50
Average of 5 attempts — $ 10
by 5 |

Returns on risky investnments can be nmade conparable with those on
secure ones by dividing the higher but less likely returns by the
odds agai nst its occurring. In the above exanple, both invest-

ments are equal ly good.

The chances or odds cannot usually be accurately assessed. They
can however be estimted by a process such as the one which has
been carried out above. If a nunber of well-informed people par-
ticipate in such a process, the average of their views will repre-
sent an inforned opinion about the risk or odds. Such a risk fig-
ure can then be used to reduce the rate of return of risky ven-
tures in order to nake them conparable with nore secure, but ap-

parently less profitable alternatives.

Two people may agree on the odds of a certain event occurring,
such as a horse winning a race or a commobdity price rise.
However, one will bet while another will refuse to nake a bet.
Wiy is this?

Sone people like to take risks, while others prefer security.
This is a natural difference in personality. Nei t her viewis

right or wong.
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VWhy shoul d managers behave any differently when maki ng i nvest nent
deci sions for their co-operative? Is it not nore a matter of tem
perament than attenpts to quantify risks such as have been covered

in this and the previous session?

Co-operative managers are dealing with nenbers’ poney and not
their own. Managenment shoul d be rational and not depend on tem
per anent . Thi s does not mnean that co-operative managers shoul d
not take risks. Enterprise devel opment and growth depends on risk

taki ng, but risks should be taken on the basis of:

an attenpt to estinmate the chances of the unfavourabl e outcone,

as suggest ed above;
i nvestigation of the likely cost of an unfavourabl e outcomne;

i nvestigation and quantitative assessment of (i) the costs and
benefits of every possible neans of reducing the chance of nis-

fortune, (ii) the cost if the m sfortune does occur

assessnent of the effect of the worst likely set of circum
stances on the co-operative as a whole and on i ndi vi dual

nmenbers.
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Iape Dial ogue

It was late and the committee neeting of the Agrarian
Farnmers' Society had al ready spent many hours considering
a lot of sinple issues. The final itemon the agenda was
the sale of the renmmining stock of processed grain. The
chai rman thought this would be a fornmality, as it had been

in the previous seasons.

Finally, fellow co-operators, may | cone to the last item

on the agenda. It is proposed, as in previous years, to

sell all the remaining stock of grain. Thi s has been a
good season. We can clear the stores next week and then
we' |l have six nmonths before the new crop starts to cone

in. Secretary, could you give us the details?
Yes, M. Chairnman. We have 80 tons, and at today's price
of $125 a ton, this should give us $10,000. The bank w Il

be pleased to see the noney in our account, | can assure

you.
Thank you. Co-operators, may | have a proposal that the
grain be sold as soon as possi bl e. Ah, Peter, are you
proposing this?

Yes, Chairman, wth pleasure.

What about a seconder, ah, Paul is that you?

Yes, of course |I'll second the proposal

Now, are we all in favour? Ch, Janes, what have you got

to say?

Well, M. Chairman, 1'd like to suggest an alternative, if

| may.

Well, we've always sold at this tinme in the past, but

let's hear what you have to say.



Janes:

Secretary:

Janes

Secretary:

Janes

Chai r man:

John:

Chai r man:

Secretary:

Janes:

Secretary:

Chai r man:

Janes:

Chai r man:

May | ask the secretary, through you M. Chairnman, what we
will be doing with the $10, 000 when we get it.

Yes, of course, we'll be putting it in the bank
And what good will it do us there?
Well, noney in the bank does no harm | believe. W are

overdrawn now by $5, 000. This is costing us about $50 a

nonth, so there'll be that saving right away.

What other benefit will there be?

Excuse nme, but is all this necessary?

Ch, it sounds worth pursuing to me, | nust say.

Al right, go on Janes.

As | said, the bank manager will be very happy to see a
positive bal ance for once. I'msure he's been a good

friend to us.

O course he is, after all we're proposing to lend him
$5,000 interest free. What about putting it on deposit?
| suppose we could do that. It will earn us about $300 in

the six nonths before we start to pay out again.

I must admit, fellow co-operators, this sounds reason-
abl e. Should | take it as a proposal that the funds
shoul d be put on deposit, after clearing the overdraft of

course?

Please, M. Chairman, 1'd like to add to what |'ve already
sai d. What is going to happen to the price of grain in

t he next six nonths.

Well, it always goes up as stocks go down, but that's the

trader's business, not ours.
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It always has been, | agree, but should it always be? My
| ask again, what will the price of grain be six nonths
from now?
Maybe | could conme in, M. Chairman. | don't know, none

of us knows. It may be higher than $125 - it may be the

same - it mght even be | ower. What difference does it

make anyway?

| suggest that we should use our storage space and hold on
to the grain until the price goes higher. Some tinme dur-
ing the next six nonths it will surely be nore than $125
Renenber, our nmenbers depend on us to get the hest price
for their produce! What right have we to sell it off now,

just because it's adm nistratively convenient?

I"msorry, but I cannot agree. Who knows what the price

will do? We're not speculators, we're the trustees of our

menbers’ produce. W nust not abuse their confidence.

Now, fellow co-operators, let's not be unpl easant. Are

there any ot her views?

Yes, | nust say | agree with James. The traders in town
seemto do all right by buying grain from people Iike us,
and selling it for nore noney. Why should we | et them

make all the profit?

Why i ndeed? | would say that our nenbers trust us to use
our judgenent and intelligence on their behalf. W should
hang on to the grain until the price is higher, and sel

our produce for a decent profit.

If we can_ | agree. VWhat do you think Paul ?

| agree with Peter here. Qur job is to process and market
our menbers' crops, not to specul ate. Let's sell the

grain now and be safe.



James:

Peter:

Janes:

Peter:

Chai r man:

Safe and poor, while the traders make the noney. W have
t he space' and we can do without the noney for six nonths
nore. Surely we owe it to our nenbers to get the best pos-

si bl e deal for them

What if the price goes down?

Anyt hi ng coul d happen, the roof could fall in on our heads
ri ght now - the co-operative could fail - the stores could
be burgl ed! We are in business, and that neans taking
ri sks |ike any other business. | f people had al ways been
cautious, our nenbers would still be growi ng the sanme crops
they grew a hundred years ago, and there wouldn't even be

such a thing as a co-operative society.

I"msorry, | must repeat ny view |'ve cone here to pro-

tect our menbers, and not to ganple their noney away.

Well, co-operators, | think we should put this to the
vot e. Pet er proposed, and Paul seconded, that we shoul d
sell the grain right away. May | see those who are in

favour? (Pause) That makes one, two, three, four. Thank

you very nuch - and now those agai nst? (Pause) One, two

three, four. In the circunstances | nust use ny casting
vote. | shall do this in favour of an early sale and | now
declare the neeting closed. Good night fellow co-

operators.
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SESSION 5.3
MEMBER VIABILITY
hjective: To enable trainees (i) to explain the link between the
success of society projects and viability of nmenbers' as-
sociated farm ng activities and (ii) to appraise the via-
bility of projects accordingly.
Tine: 1 to 2 hours.
Material Case Study "The Pyrethrum Enterprise!’
Session Qiide:
1) Distribute the case study and ask trainees to conplete the assign-

ment in groups. Allow up to 45 nminutes for this.

Reconvene the group and ask group spokesmen to |ist their sugges-
tions for possible reasons for failure. Do not ask each group to
give its whole list. (otain a list fromone group and ask others
only to nention itenms not already covered. Ensure that trainees

focus particularly on the feasibility and profitability of nmem
bers' pyrethrumenterprises, and do not nake hypothetical comrents
on the drying plant which are not suggested in the text.

A possible list is as foll ows:

- The yield is expected to be $1,200 per hectare, and the cost of

new plants will be $1,000 per hectare. Thi s assumes a ful
year of cropping which will not be possible in the first year.
O her costs are not covered. Menbers will alnpbst certainly

have to pay out nore than they receive in the first year. If
t hey do not have a cash surplus in hand, this nay be inpos-

si bl e.

- Menbers will require information and an opportunity for discus-
sion before deciding to grow pyrethrum An announcenent at the

AGM is insufficient.



- It is unlikely that nenbers will ask the Mnistry of Agricul -
ture for advice, since they do not know what advice they need

at this stage.

The expected yield per hectare frompyrethrumis doubl e that
for maize, but the view nenbers take of the risk is rightly
quite different fromthat of a |larger organisation: crop fail-

ure to them may mean starvation and not nerely financial |oss!

Menbers are unfamliar with pyrethrum They have probably not
had any opportunity of seeing or talking to farmers who are
successful pyrethrum growers. They will probably be unwilling
to risk using land, which currently produces a food crop (wth
which they are familiar) to grow a cash crop which is entirely

new to them

The change from subsi stence to cash crop farming invol ves nore
than a sinple conparison of the market value of'the two crops.
Members may be unwilling to increase their reliance on pur

chased foods, particularly if they are famliar with shortages

of farminputs or other purchased itens.

The | abour requirenent for cultivating, picking and transport-

ing the fl owers nay exceed the nunbers of those presently
under enpl oyed. This is likely to be nost true for the nore
progressive farners, who are likely to start with the new crop

but whose fanilies are probably better educated and thus

ot herwi se enpl oyed.

3) Ask for suggestions as to how the project mght be inproved.

These may i ncl ude:

Careful preparation and appraisal of the "project" which will
have to be undertaken hy each farmer. This nust include cash

flow feasibility as well as profitability.

Arranging visits to successful pyrethrum co-operatives and
farmers for menbers who are likely to influence and | ead

ot hers.



Session 5.3
Sheet 2

Cultivation of one or nore denonstration plots to prove the
technical feasibility of grow ng pyrethrum Thi s night involve
del aying the dryer project for a season, in order to allowtine

for nmenmbers to nmake their decision to plant pyrethrum

4) Discuss with trainees how an individual's or a famly's decision

to undertake a project nmay differ fromthat of an organi sation

such as a co-operative or a conpany.

The cost of failure may be hunger, w thdrawal of children from
school, loss of land or even starvation. This leads to a very

different attitude to risk

An organi sation can reasonably be expected to val ue i medi ate
returns nore than delayed returns, and to take this into ac-
count by using discounting techniques such as have been dis

cussed. The organi sation's noney belongs ultimately to its
owners who have entrusted it to the organisation for profitable
enpl oyment . An individual may | ook further ahead and may for
i nstance wi sh to | eave unexploited resources for his children
or even for further generations. A fanmily mght exploit a

quarry (or an oil well) far nmore slowy than an organisation.

- The formof resources is often nore inportant to an individua

than their val ue

A tractor may be worth nore than ten cows, but it cannot

easily be divided between five children on the owner's death

or retirenent.

A snmall holding, intensively farned, may yield a higher re-
turn than a poorly exploited larger farm Still a fanmly
may prefer to continue to (poorly) exploit a larger hol ding
because their ancestors nay be buried on the | and which

t heref ore cannot be sol d.

A large herd of traditional cattle may be | ess val uabl e
financially than a smaller nunber of graded ani nals, but
they may be nore valuable in terns of status, bride price or

dowry.

The enpl oyee of an organi sation nust work for the interests

of the organisation. His personal affairs are quite



separ at e. A private individual running his own farm or other
busi ness will choose projects which suit his preferred life

style which are not necessarily those which nmaxinise his

i nmedi ate i ncone.

These facts are difficult to take into account, but co-operative
projects usually depend on nenbers' own "projects". Co- operative
managenent nust therefore ensure that these individual nenbers'

projects are appropriate and feasible, thus ensuring they will be
successful and will provide the necessary inputs for the co-opera-

tive project itself.
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Ihe Pyrethrum Enterprise

The manager of the AFS was confident of the success of the new
Pyret hrum Dryi ng Project which was to be inpl enent ed. He had cal cu-
|ated that the project would yield over 35%on the investnent to be
made, and there was no doubt that the society's financial position and

reputation would benefit fromit.

The society had 500 active nenbers. They generally farnmed about two
hect ares each and npbst nenbers grew nmize, the national staple crop

VWhat ever surplus they had beyond their own consunption needs was sold
through the society. A nunber of nenbers also had a few head of cattle
for meat and mlk. This was consumed | ocally and not marketed through

the society.

The project involved the installation of a plant_ to dry pyrethrum

This crop produces flowers fromwhich insecticide is eventually ex-
tracted. It was known that pyrethrumgrew well in areas with simlar
climate and soil conditions. It had not been grown before in the AFS
area because it was essential that the flowers should be dried within
two or three hours of being harvested. Wt hout a local drying plant
this tine could not be achieved. The dried flowers would be sold to a
co-operative based extraction plant at a price which guaranteed a good
return. The rising oil price, coupled with increasing suspicion of

chem cal insecticide, neant that the nmarket was secure and grow ng

The dryer would cost $10,000 to buy and install. It would process
about 100, 000 kil ograns of flowers per year. The machi ne was wi dely
used in other parts of the country and costs of operation could easily
be covered by the difference between the price paid to farmers and the

price paid to the society by the Pyrethrum Board

The average yield per hectare woul d be about 800 kil ograns. The man-
ager cal cul ated that 125 hectares of pyrethrum should satisfy the de-
mand. It seened reasonable to expect that nenmbers woul d devote at
| east that amount of land fromtheir total holding of around 1, 000

hectares, to the new crop.



The manager's confidence was partly based on the increased i ncome which
he estimated that nmenbers would receive if they started grow ng pyre-
t hrum He estimted that the produce of one hectare would sell for
around $1, 200, whereas nmi ze grown on the same hectare of |and woul d
only sell for about half this sum The nanager had enough respect for
the judgenment of his menbers to believe that they would be only too
eager to plant pyrethrum In fact he was rather worried | est too many
menmbers plant the crop and he wanted to be sure that a second dryer

could be installed at short notice if necessary.

Pyret hrum pl ants cost five cents each and it was recomrended that they
shoul d be planted at a rate of 20,000 per hectare. The plants required
regular cultivation prior to maturity, then flowers could be picked
about every two weeks al nbst throughout the year. This neant a far
st eadi er | abour requirenent than nai ze, which needed two weedi ngs and
harvesting, but little other attention. This seemed to be another ad-
vantage in addition to the high revenue per hectare, since nenbers

fam |ies were underenpl oyed

Menbers woul d be able to obtain the plants on credit fromthe society.
The cost woul d be deducted fromtheir receipts during the first year.
The local director of the Mnistry of Agriculture said that he would be
abl e to provide expert advice on pyrethrumcultivation to any nenbers
of the AFS who asked for it. There seened, in fact, to be no outstand-

i ng probl enms what soever.

The society therefore arranged the necessary long termcredit and
pl aced an order for the dryer. It would be installed and ready for op-
eration within nine nonths, by which time nenbers' new pyrethrum
pl anting shoul d have started fl owering. The deci si on was announced at

the Annual General Meeting and the nmanager confidently wote the in-

creased surplus into the budget for next year's operations.

Assignnent

1) Identify possible reasons why the project nmay not succeed

) What inprovenents mght be nade to increase the chances of success?
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SESSION 5.4
HUMAN FACTORS
hjective: To enabl e trainees to distinguish the "human" fromthe
techni cal and econonic risk factors in any project, and
to take appropriate steps to mnimse them
Time: 1 to 2 hours.
Material Case Studies.
Session Qiide:
1) Distribute the case studies and allow trainees in groups up to one

hour to conplete the assignment.

Reconvene the group and ask one group to suggest their answers to

guestions one and two for case study one.

Case Study One
Problem

The equi pnrent schene depends entirely on the effective formation
and operation of the farmer groups. Experi ence suggests that

groups of this sort rarely succeed when inposed from above

Possible Difficulties:

G oups unabl e to decide which farnmer shoul d have preference,

when the equi pnent is nost needed.

G oups unable to determne responsibility for repair and main-

t enance.

Groups unable to determne, collect and pay in regul ar pay-

nments.

Possible Solutions:

The search for nore "appropriate technol ogy”, the tools of

whi ch can be economically owned and used by one farner.



- Encouragenent of private ownership of nachinery by | eadi ng
farmers. They coul d provide contract service to other nem
bers. The co-operative could provide financing for these con-

tract services.

- Establishnment of machine depots, controlled by the society and

operating a nunber of nachines to cover a convenient area

Ask a second group to suggest their answers for case study two.

Case Study Two

Problem

Large organi sati ons, whether owned by private interests or govern-
nment, are notoriously unreliable. Statenents of good intentions
or even signed agreenents, are no guarantee of action. Problens
of co-ordination may arise so that even if the facilities are

avail abl e, they cannot be effectively integrated.

Trainees will be famliar with problens arising fromlack of co-
ordi nati on between mnistries and other organi sations. Li ai son

conmmittees and copi es of nenoranda are generally ineffective rem
edi es.

Di fferent organi sations have different priorities and if there are
shortages there is no reason why this particular project should

recei ve preference

There is no clear |eadership and any credit for success will ac-
crue only to the society itself, and not to the other organisa-

tions on which the success will depend

bl . :
- \Whenever possible, two or nore suppliers should be arranged for
every product or service. This will provide alternatives in
case of failure and will also establish the | eadership role of
the society which will be in a position to choose from one or

nore suppliers.
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- "Fall back" facilities should be arranged as second best, but
with feasible alternatives for arrangenents such as the | oan of

cl assroons.

- There nmust be clear |eadership of any project, particularly one

whi ch i nvol ves a nunber of different autononous organi sations.

- If costs, finance and nanagenent resources allow, a society

should attenpt to satisfy its own needs for products and

services rather than relying on other organisations. If it is
necessary to use outside organisations, their services should
be purchased on a supplier/customer relationship basis, rather

t han provi ded on a goodw || basis.

Ask a third group to suggest their answers for case study three.

Case Study Three

Probl em

Successful farming requires four inportant factors:

- Land
- Physical Inputs
- Labour

- Farmer Skills

Farmer skills can be divided into two general categories, i.e.

- Know edge of the necessary technical facts.

- Ability to apply the facts and to nmmnage the conplete

enterprise.

The project as outlined ignores farmmenagenment ability. Menbers

are unlikely to be able to manage the far nore conplex activities

of modern farming at short notice and without extensive gui dance

ible Soluti :
- |If possible, new inputs and technol ogy shoul d be introduced

gradually, enabling farners to cope with one new set of

ci rcunstances at a tine.



5)

- Farmers' existing nanagenent ability should be neasured by re-
lating their present output to their resources. New techni ques
shoul d only be introduced to those who have shown thensel ves

able to make the best use of what they have already.

- An integrated information and gui dance package, consisting of
denonstration plots, periodic classroominstruction, and inten-
sive guidance fromfield advisers should precede and acconpany

t he physical inputs.

Rem nd trai nees that the human factor is:

- the nost likely to vary;
- the least likely to be predictable;
- the nost difficult to direct;

- the nost inportant determnminant of results.

Ask trainees to "place" farners in their area along the follow ng

l'i nes:
Di shonest Honest
Jeal ous Co- operative
Suspi ci ous Trusting
ldle Energetic
Conservative Enterprising
Sheep Like | ndependent
St upi d Intelligent
Short Sighted Far Seeing
Di scuss

Why shoul d co-operative nanagers sonetines "place" nenbers to
the left hand end in such an exercise?

How can such a changed perception of nmenbers by managers nodify

proj ects?



It was clear that the nenbers of the AFS needed sone form of nechani sa-
tion in order to enable themto make use of the new seed varieties
whi ch were beconing avail abl e. Ot her societies had had unsatisfactory

experiences with tractor hire services and the conmttee was determ ned

to avoid the sort of problens associated with these.

It was therefore determ ned that nenbers woul d be encouraged to form
smal | groups of between ten and twenty farnmers. Each of these groups
woul d be provided with a small-scale tractor, on nmediumtermcredit.
It was hoped that there would be eventually ten or twenty such groups.
They woul d be responsible for all the aspects of owning the tractors
including (i) repaying the loans, (ii) deciding who should use them and
(iii) ensuring that they were naintained in good order. The secretary
was asked to communicate with farmers with a view to encouraging the

formation of groups of this sort.
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Case Study Two

The secretary of the AFS was very satisfied with the reactions fromthe
vari ous agenci es whose help was needed to introduce the new seed varie-

ties to his menbers successfully.

The new varieties woul d undoubtedly bring enornmous benefit_ but nenbers

woul d need a great deal of help before being able to take advantage of

t hem

- The Mnistry of Education would have to |lend classroomfacilities.

- The Mnistry of Agriculture would have to provide extra extension

services and instructors for classroomtraining sessions.

- The Agricultural Bank woul d have to provide extra managenent and a

speci al short termcredit package.

- The Mnistry of Conmerce would have to ensure that the trade chan-
nels, both private and publically owned, were ready and willing to

purchase the extra production which was expect ed.
- The Central Bank would need to allocate special inport |icences.

The rail ways woul d have to ensure that sufficient wagons were avail -
able, both to deliver the necessary inputs and to take away the

crops.

The secretary had convened a neeting, inviting representatives of al

the interested agencies. Every agency had sent a representative. It
was agreed that a liaison conmittee would be set up, with chairmanship
rotati ng anong the various agenci es. Copi es of all correspondence re-
lating to the new project would automatically be sent to every organis-

ation by all the others.

The secretary was very happy with the goodwi Il and interest which was
expressed and he proposed to go ahead with the inplenentation of the

proj ect as soon as possible.
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Case Study Three

The nenmbers of the AFS enjoyed one advantage whi ch was not shared by
nost farners in the Country_ Most of them had additional | and which

needed only to be cleared to be brought into production.

The secretary was anxi ous to introduce a new and potentially highly
profitable cash crop to the menbers. I't required a nunber of new in-
puts and new cultivation nmethods, but was known to grow well in the re-
gi on. To get good results, the crop should be grown on virgin ground.

The secretary al so appreci ated that nmenbers m ght be reluctant to
di m ni sh the area devoted to other crops in favour of sonething that
was unfanmiliar to them He therefore proposed a schene whereby credit
was nade avail able to nenbers for clearing additional |and. He al so
ensured that the necessary short termcredit was avail able, that the
appropriate inputs were identified and put into stock and that the
necessary technical information was made avail abl e. There was no
probl em about marketi ng the new crop and he was confident that the
farmers would extend their farnms and nake good use of the opportunity

that was bei ng nade avail able to them

Assi gnment

1) Identify difficulties which may arise in the course of inplenenting

the three projects descri bed.

2) Suggest possible solutions which may overcone these difficulties.
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SESSION 5.5
PRQIECT PRESENTATI ON
Objective: To enabl e trainees to present projects to potenti al
sources of finance or other authorities in an effective
way.
Tine: 3 to 4 hours or nore, depending on group nunbers.
Material . Information fromtrai nees’ own societies.
Handout : The Agrarian Farners' Society: Proposal for
the installation of a Grain Storage System
Session Quide:
1) Ask trainees to describe how their societies present projects to

banks or ot her sponsoring authorities. Wich of the follow ng
stages are included in the procedure leading to final approval or

rej ection?

- Prelimnary informal discussion to obtain initial reactions and

gui dance
- Preparation and handi ng over of a detailed witten report.

- Personal presentation of the project, to highlight salient fea-
tures of the report and to respond to questions and sugges-

tions.

- |If necessary, revision and resubm ssion of the report, possibly
with further presentations

- Final approval or rejection.

Trai nees may not be familiar with fornmal witten or personal pre-
sentations of investnent proposals. The actual procedure of pro-
ject appraisal always involves informal semi-political activi-
ties. It should not be suggested that the process can or should
be wholly open, rational and based on dispassionate quantitative
apprai sal s of costs and benefits.



Ask trainees to suggest advantages and di sadvantages of the "in-

formal " aspects of project appraisal.

Di sadvant ages :
- Project appraisal nay be del ayed by interm nable politica

negoti ati ons and | engthy di scussi ons.

- Projects may be approved because they happen to be in areas re-
presented by people of particular influence, rather than be-
cause their rate of return is the highest, or they benefit the

| argest nunber of people.

- There is no clear, open and rational basis for project selec-

tion, hence corruption can easily go undetected

- The poorest people, nost in need of help, are usually the |east
capable of nobilising opinion in their favour. | nf or mal
nmet hods of project appraisal perpetuate and exaggerate regi ona

i nequal ity.

- There is no incentive for managers to plan projects carefully,
because appraisal is not based on objective facts. If projects
are approved, the lack of planning will l|ead to poor inplenent-

ation.

Advant ages

- In a genuinely denocratic society, the |largest nunber of people
can make the | oudest "noise". Projects benefitting the |argest

nunber may therefore be approved.

- Projects which lack political support often fail even if they
are initially approved. I nformal approval can ensure continued

support.

- In the end, estimates of future results are always a matter of
opi ni on. Endl ess argunents about details of data can seriously

del ay project approval, and occupy expensive staff and ot her

resources.

- Inconpletely prepared project proposals, or those including
serious mathematical errors, can lead to serious nisallocations

of resources. I nformal processes are nore effective than [n
conpetent quantified appraisal
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- Statistics can be mani pul ated by skilful analysts in such a way
as to support any project, particularly if the decision makers

are not familiar with the mathemati cal techni ques enpl oyed.

The objective should be to naxi m se the advantages and ni ni m se
the di sadvant ages by devel opi ng an effective m x of informal and

formal methods of project appraisal.

Ask trainees to suggest an appropriate set of headings or chapters
for a project proposal docunent. Elicit headings fromtrainees

and wite a list approximately as follows on the chal kboar d/ CHP.

A.one page "executive sumrary", stating in particular

what is recomended,
how much noney is required

what rate of return the project will earn.

A statement of the problemor reasons for concern which have

given rise to the project.

A brief concise statement of the objectives of the project.

A brief account of the history of the co-operative society

whi ch proposes to inplenent the project and of its financial

and managenent resources.

A brief description of alternative ways of achieving the ob-

jectives.

A summary of the results of the cal cul ati ons and ot her consid-
erations which led to the selection of the project actually

bei ng proposed rather than the alternatives

A detail ed description of the project, including (i) a tech-
ni cal survey, (ii) the associated costs and benefits and (iii)
atimetable for inplenentation, (iv) calculation of the rate of

return.

A statement of the project financing arrangenents, fromthe
poi nt of view of the bank or other financing organi sation,

showi ng the timng of disbursenents and repaynents.



- Financial statenents for nmenbers' new enterprises which will be
associ ated with the project.This will show the viability both

in terns of cash flow and rate of return

- Alist of other organisations whose collaboration will be es-
sential for the success of the project, including suppliers of
physi cal inputs, credit, advice, training and nmarketing ser-

Vi ces

- "Sensitivity analysis" summarising the effect of likely conbi-

nations of misfortunes on the viability of the project.

- A statenent of how and at what stages the project will be

eval uat ed.

Di stribute copies of the handout.Rem nd trainees of the grain
storage problem and go through the proposal with them Ask them

to comrent on its content and | ayout.

Ask trainees to imagine that they are potential supporters of a
project. They have received and briefly studied a witten pro-
posal such as is outlined above. Wat nore woul d they want before

maki ng a deci si on?

- An opportunity to neet those responsible for the project, in
order to appraise their seriousness and apparent ability to im

pl ement it successsfully.

- An opportunity to put further questions to the project's pro-
posers in order (i) to clarify any uncertainties, (ii) to ob-
tain any mssing information and (iii) to ensure that the pro-

posers have anticipated all possible problens.

These needs can be satisfied by a personal presentation to a pane

of potential supporters by the project's proposers.

Ask trainees how they would structure a personal presentation to a
group of bankers or other potential project sponsors. |If they had
one hour with such a panel, how would they nake the best use of

the tinme?
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- Ensure that all those present received a copy of the witten
proposal sone days before the personal presentation takes

pl ace.

- Start the presentation with a prepared and highly polished 15
m nute summary of the project, naking effective use of visua
aids to show the panel the nature of the project, and to pro
vi de any who have not read the proposal with a basic survey of
what is involved. (This should not involve reading out parts
of the proposal, since panel nenbers will be offended if the

proposers suggest that they have not read the proposal.)

- Invite questions. If these reveal that panel nenmbers have not
read the witten proposal, do not make them | ook foolish when

answering the questions.

- Ask panel nenbers for advice on any aspects of the project
whi ch appear likely to cause problens. The advice will be use-
ful, and potential supporters are always nore favourably dis
posed towards projects to which they feel they have given ad-

vi ce.

- Ensure throughout that the panel nenbers feel they are in
charge of the presentation. Its objective is to satisfy their
need for information, not the proposers' need to prove their

own skill or know edge

- Conclude the presentation by a summary of what is needed from
t he panel

If time allows, and if some trainees at |east have access to the
necessary information, trainees in groups or individually should
prepare witten and personal presentations as outlined above for
proj ects under consideration in their societies. They should pre-
sent themto the rest of the group for appraisal. It may be pos-
sible for small groups of trainees fromdifferent societies to
wor k together by hel ping one of their group to put together a pro-
posal . These proposals can be presented to the rest of the group
and their coments and suggestions can be incorporated in the
final proposal to be nade to the actual bankers or other spon-
sors. If this is possible, the follow ng session 6 may be

omtted.
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If trainees are not in a position to obtain data on actual pro-
jects, one group of about five people should be asked to act as
the committee of the AFS and to present the grain storage proposa
to the remai nder of the trai nees, who should act as a panel of
critical bankers who are being asked to finance the project. The

conmttee may nodify the sanple proposal if they want to.

The conmittee should attenpt to follow the procedure outlines in
6) above, while the bankers should comrent on the follow ng points

especial l y:

If the comrittee uses shadow prices ensure that they are able
to explain clearly what they are doing and why. The bankers

may not be familiar with that technique.
Ensure that they explain the discounting procedure clearly.

- Ensure that the comittee has carefully investigated all likely
m sfortunes, and they know at what point the project woul d not

be vi abl e.

- Ensure that the conmittee prepares a tinetable plan show ng
specific targets to be reached at certain intervals prior to

the inplenentation of the project.
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The Agrarian Farners' Society

Proposal for the Installation of a Grain Storage System

Sumary

It is proposed to install a sem -nechani sed grain storage system
using five concrete bins and a nobile conveyer belt, in order to
reduce the present wastage of 5% by hal f. The investnment will be

$19, 000 and the net savings are estimated to be $5,500 per year.

Probl em

Menbers' grain is currently stored under cover on the ground. It
is estimated that | osses of 5% or approxi mately 200 tons per year,
occur as a result of damp and verm n. At present prices this
amounts to $20,000 per year, and it is expected that the loss wll
i ncrease as nenbers' production and market prices rise in the

future

i .
The objective of the project is to reduce grain storage |osses as

much as is econonically possible, and in such a way as to allow for

future expansion of capacity if necessary.

The AFS Society

The Agrarian Farmers' Society was started in 1970. There are 400
active nenbers, who narket all their surplus grain through the so-
ciety. The total volune anmounts to approxi nately 4,000 tons/year

The society has nade a surplus and a redistribution every year

since its inception

Possible Alternatives

The followi ng alternatives were identified and investigated for

conpari son pur poses

a) Do nothing: this would all ow the existing wastage to
continue, but would avoid any capital ex-
pendi t ure. No new enpl oynent would re-

sul t.



b) Install the con- this i nvol ves capi tal expenditure  of
crete bin system $19, 000 and net annual savings of $5, 500.
Four full-time and eight part-time workers

will need to be enpl oyed.

¢c) Install fully this invol ves  capital expenditure of
mechani sed st eel - $20, 000 and net annual savi ngs of
bin system $12,000. Two full-tine and two part-time

wor kers woul d be required.

The rate of return of the two projects has been conpared using un-

adjusted financial figures and using the follow ng adjustnents:

- unski |l |l ed | abour hal ved to take account of the need for em
costs: pl oynent and benefits created through new

j obs.
- | and costs: el imnated since the |and belongs to the

AFS trust fund anyway.

- i nput costs: doubl ed to take account of the scarcity

of foreign exchange

The results of the cal cul ations, using adjusted and unadjusted fig-

ures are as foll ows:

, ¢ Calculati . hani sed B

Unadj usted figures 26% over 50%
Adj usted figures 32% 27%
Technical Data

Detail ed technical data on the proposed systemis given in the an-

nex to this proposal (not included).

. .
The Co-operative Bank has informally agreed to |l end the AFS the

capital sum necessary to finance the construction of the system
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Fffect on Menhers

The savings fromreduced wastage will be passed back to nenbers
through distribution of the resulting increased surplus. Mnbers
existing grain enterprises are profitable, and they are increasing
both the area and intensity of growing cultivation. The proposa
does not involve any new types of activity on the part of the

nmenber s

QO her Organi sations

The National Miize Produce Board (NWPB) is anxious to purchase al

grain avail able, and no problens are foreseen in marketing the
grain which will be saved. The equi pnent manuf acturer has sup-
plied simlar conveyers and storage bins to other societies in the
past, and it has been ascertained that they are very reliable.

The availability of spaces and servicing is known to be first
cl ass too.

Ri sks

Shoul d the expected i nmprovenent be only half of what is expected,
the concrete bin system becomes unvi abl e. In such a case, the
financial return based on unadjusted figures beconmes negative and
subsidising will become necessary. The rate of return on the
fully mechani sed steel bin systemdrops to approximately 149%

usi ng unadj usted figures.

Eval uat ion

The costs of installation and operation, and the actual wastage
rate, will be closely nonitored and controll ed. Figures will be
summari sed annually to denonstrate the rel ati onship between fore-

cast results and actual operations
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SESSION 6
ACTI ON | FARNI NG AND COVM TMVENT
hjective: To enable trainees to apply what they have learned to
projects in their own societies.

Time: Depends on group nenbers.
Session Giide:

1) If time or the lack of information prevents trainees from pre-

paring and presenting conplete project proposals along the |lines
suggested in the previous session, they should neverthel ess be
given the opportunity to state how they propose to apply what they

have | earned in their own societies.

Many t housands of peopl e have been trained as project analysts
t hroughout the world but nost projects, in nbst countries, are
still badly prepared, and are approved entirely through the sort
of "informal" methods which were described in the previous ses-

sion. Ask trainees to suggest why this may be so.

- It is difficult to teach the techni ques of project appraisal
It is far nore difficult to teach people when and how to apply

t hem

-  The techniques are often conplicated and difficult to explain
Soneone who has | earned to apply them hinsel f cannot neces-

sarily explain themconvincingly to other people.

- A nmanager who is the only person in his organisation to under-
stand the techni ques of project appraisal nay feel nervous
about introducing themto his colleagues, or reluctant to do so

for some other reason.

- S one nmahagers or conmittee nenbers may feel that objective,
quantitative decision-naking techni ques deprive themof their

power and i nfluence.

- The pressure of work, particularly when participants return

froma course, may prevent newly trained project analysts from

exercising their new skills.



Power ful peopl e who have a financial interest in how projects
are currently approved may be in a strong position to resist

any nmore honest methods of appraisal.

Ask trai nees how they feel they can overcone these, and other

sim | ar problens, when they return to their societies.

- By carefully and selectively identifying projects which can
gain nost fromthe techniques they have | earned, and which wll

ef fectively denonstrate the val ue of such techniques.

- By enduring now that not only can they carry out the various
techniques they have |earned, but can also explain their

advant ages to ot her people.

- By resisting the tenptation to introduce new techni ques too

qui ckly, without explanation.

- By avoiding any inpression that they believe that they alone
under stand how to sel ect good projects, and that other people

are woeful ly ignorant.

- By nmamintaining contact with other people on the course for

mut ual support.

Remi nd trai nees of the difference between the classroom experience
they are just conpleting and the reality of co-operative
managenment . The two may very easily becone unrel at ed. The
anbition of this course, however, is that trainees should apply
what they have learned in the classroomto the daily managenment of

their co-operative societies.

Ask trainees to consider the tinng of costs and benefits

associatdd with this course

- the costs have now all been incurred;

- no benefit whatsoever has yet been gained

The | ast session nust therefore be seen not as the end of a suc-
cessful course, but as the beginning of individual activities by

trai nees which will eventually nore than repay the noney and tine

t hat has been invested.
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Remind trainees of the total cost of their attendance at the
course as estimated in the second session. Wiy is it necessary
for each trainee to aimat a considerably greater anount of bene-

fit in order to justify his attendance?

The probl em of timng: the benefits will be Llater than the

costs and dependi ng on the di scount rate, nust therefore be
proportionally greater

The problem of risk: sone trainees may be transferred to ot her
j obs where they may be unable to apply what they have | earned.
O hers may be totally frustrated. Successful trai nees nust

therefore nore than recover their own cost of attendance.

It is very helpful to have a "bridge" between the cl assroom and
the societies. Reni nd trainees of their obligation to make an
"action conmtrment" at the end of the course, by describing sone
thing they are going to do as a result of the course and by com
mtting thenmselves to have reached a certain stage in its inple-

mentation by a certain date.

During the course trai nees should have been continually rem nded
of their responsibility to make this action conmtnent. If pos-
si bl e individual advice ainmed at hel ping them put this together

shoul d have been gi ven throughout the course.

Appropriate projects mght be as follows:

- To prepare and apprai se a nethodi cal project proposal on a
particular investment which is under consideration in a

trainee's society at the tine.

- To suggest to their society that in future all investnents over
a certain sumshoul d be subject to an appraisal system al ong

the lines learned in this course.

- To prepare and present to their comrittee a proposal for nodi-
fying the costs of |abour and inported goods in statenents of
costs and benefits for proposed projects, in order to achieve

enpl oynent and "bal ance of paynents" objectives.



- To carry out a survey into menbers' intentions, before deciding

to introduce a particular service

Al |l ow each trainee up to 15 minutes to present his action comit-
ment, and a statenent of how he proposes to "sell" the plan, not
only to his chairman and conmittee nenbers but also to sub

or di nat es. Even if subordi nates can be forced to do what they are

told, they will not work effectively unless they believe in what

they are doi ng.

Warn trainees that, if at all possible, the instructor will visit
each trainee at about the tine he has noninated for conpletion of
a particular stage in his action plan. The objective will be to
measure the effects of the course itself, not to evaluate the

trai nees.

I f possible, arrange for a brief reunion to be held at a conven-
ient tinme and pl ace about six nonths after the course. This can
provide an opportunity (i) to share the experiences the trainees
have had in attenpting to apply what has been learned, (ii) to
describe progress in inplenenting action plans and (iii) to ex-

change ideas for nore effective project appraisal in the future.

I f possible and appropriate, prepare and distribute a paper giving
nanes and addresses of all participants, and sunmmarising the de-

tails and conpl etion dates of the action commitnents.





