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INTRODUCTION

Menbers of consumer co-operatives often cone with proposa:
for inproving their shop, for exanple:

we would like a | arger assortnment of goods;
we shoul d have a freezer in the shop; or
we need to noderni se the shop
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They do not al ways get the inprovenents they suggest and the

reason is usually the same - |ack of capital. Finding ways
to finance the set-up of a new co-operative shop can be dif-
ficult - as can obtaining nore capital for devel opnent of

t he busi ness and nmanagi ng the capital already contri buted.
These tasks demand wel | -trai ned nmanagenent .

The purpose of this "MATCOM El enent” is to help you under-
stand matters related to financial managenent of a co-opera-
tive shop. You will study the questions of raising capital,
but al so "cash planning”, i.e. howto avoid running out of

cash when it is tine to pay staff wages, insurance prem uns
and ot her expenses.

This booklet wll also teach you how to read the bal ance
sheet of your co-operative society. You should learn this -
because t he bal ance sheet can tell you a | ot about the
"heal th" of your society. Finally, you will see how a co-
operative should adjust its econony to a commobn problem -
I nflation.
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SOURCES OF MONEY

Peopl e forma consuner co-operative in order to have their
own shop where they can buy good quality nerchandi se at

reasonabl e pri ce. But establishing a new shop requires a
| ot of noney. Wiere can they get it? Let us | ook at sone
common ways of financing a co-operative. W w il use the

Unity Co-operative Society as an exanpl e.

Share capital
A person wanting to join a A
co-operative has to contri - * Al /
. olo|ojelN* Unmy D /ds
bute a certain anount of = P o
. . . == n:,',?ﬁl'
money to it. This is called o s e /
o =
"buyi ng shares" in the so- °“f /
ci ety. Z o 7 e
o ~—
° S &7
%
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In Unity Co-operative, every nenber had to buy at |east one
share. The price was T$25.* The society sold 620 shares,
rai sing T$15, 500 capital

But nore noney was still needed.

Grants

The | ocal authorities wanted to help the inhabitants set up
a shop. They decided to give T$8,000 fromthe Community

Devel opnent Fund to Unity Co-operative. Such a contribution
is called a "grant".

The co-operative now had a total of T$23,500 capital, enough
to start a small shop

*  We use an imaginary currency here, because the booklet is used in
many countries. We call it "Training dollars and cents"” (T$ and c).



Surplus on the business

The shop business becane CEEE%EEESD

successful; the society

earned a snall surplus (or . .

. THIS YEAR:

profit) each year. Accor d- SALES 208 000

) ) COoST of GOODs 187,000

ing to the National Co- GROSS SURPLUS 21, 000

operative Act, 10% of such RUMNING CosTs 14,000
NET SURPLUS 7,000

annual surplus nust be kept e - .

by a society. | Ear ni ngs

retained in a business in

this way are called "re-

serves".) But co-operative

nmenbers are free to decide

how to use the rest of the

sur pl us.

Unity nenbers decided that the best use of the surplus was
in continued devel opnent of the shop. They usual |y deci ded
at their annual neetings to reserve nost of the surplus for
use within the society, rather than just the conpul sory
10% Because of these decisions, the capital owned by the
co-operative has increased by T$10, 500.

Bank | oans

By proving that it could operate a profitable shop, the so-
ciety established a good reputation. It was able to borrow

the noney it needed to devel op the shop still further.
The co-operative was able
to get a devel opnent |oan of L‘::’ =
T$10, 000 from the Nati onal B
Bank as well as an addi - ,/ /
. . 2/allo
tional ordinary bank |loan of /?/ ;%?
T$5, 000. v 1| 7
Unity al so had a cheque account w th the bank. It was

agreed that the society would be allowed to make overdrafts
of up to T$15,000 on this account. This can be viewed as
anot her type of | oan.



Loans fromthe nenbers

In accordance with the ideal of a co-operative, Unity was to
be owned equally by the menbers. Everyone was supposed to
have ten shares, but not everyone could afford to buy them
all at once. People were allowed to become nmenbers even if
t hey bought just one share, but they were encouraged to buy
more |ater.

Nobody was allowed to own nore than ten shares, but those
who could afford it were asked to Lend noney to the so-
ciety. It had borrowed T$4, 000 from such nenbers.

Loans fromenployers of nenbers

Quite a nunber of Unity's nenbers were enpl oyed by the
Nat i onal Textile Conpany, which had a factory in the area.
As part of its welfare programe, the conpany decided to
support the co-operative with a | oan of T$5,000. This
hel ped the enpl oyees to neet daily needs.

it i
Most of Unity's suppliers demanded cash paynent or the
settlenent of bills shortly after the delivery of goods.

Unity was known to pay pronptly. Its main supplier, the Co-
operative Wol esale Society (CW5), therefore agreed to
deliver goods on credit. The credit bal ance was never to
exceed T$10, 000. This credit can al so be regarded as a kind
of loan, in goods rather than in cash.

. Make a summary of all sources of capital avail-
able to Unity. How much belongs to the Society
and how much is borrowed?




LOAN REPAYMENTS

As we have seen, Unity Co-operative found many ways to raise
capital.  This proved increasingly inportant as the business
expanded.

The co-operative nade every effort first to increase its

owned capital - through shares, grants and reserved sur-
pl us.
Despite these efforts, Unity still had to raise capital by

borrow ng noney. O course, such borrowed capital nust one

day be repaid. What happens to a shop then? Here is a sim
plified exanple:

A co-operative society has used T$10, 000 of its owned
capital and T$30, 000 borrowed capital to purchase a stock of
goods.

St ock owned by the society T$ 10, 000

"Borrowed stock" + 30, 000
Total stock val ue T$ 40, 000

After a few days, sone goods are sold and T$5,500 in cash is
collected. It will cost T$5,000 to purchase new goods to
repl ace the stock sold, |eaving T$500 earned on the sales.

Sal es T$ 5,500
Cost of goods sold - 5,000
Gross surplus T$ 500

Assune now that the society is suddenly required to repay
T$3, 000 of the borrowed noney.

The T$500 which the society has earned would not be
enough.  But the mamnager has T$5,000 in hand, ready to buy
new goods. \What happens if he takes T$2,500 fromthis noney
to pay for the | oan?



HERE /S
MONEY TO
BUY NEW

Goobns ./

O course, he cannot then buy the T$5,000 worth of goods
that he had wanted. He has T$2,500 | ess to spend on goods -
so the value of goods in the shop will be reduced by
T$2,500. Before, his stock was worth T$40,000; now it wll
drop to T$37, 500.

There woul d al so be a change in the ownership of the stock
Through repaynent, the loan is reduced from T$30, 000 to
T$27,000. The situation is now |ike this:

Total stock val ue T$ 37,500
"Borrowed stock" - 27,000
St ock owned by the society T$ 10, 500

Fromthis exanpl e you shoul d note:

- by using its surplus to repay the | oan, the society man-

aged to increase its owned capital (the proportion of

stock it owned);

- by using additional capital to repay the |oan, the so-
ciety failed to nmaintain the stock leve (This addi-

tional noney - the inflow fromsales - should have been
"earmarked" to buy replacenent stock.)

The latter is often a serious failure. Di m ni shed stock
| evel neans fewer goods avail able to nmenbers and fewer
sal es. The nenbers suffer and the society is not likely to
make enough surplus to neet expenses.



ment of the T$3,000 which will allow the

.' A) Suggest at least one way to arrange repay-
society to maintain the stock level.

B) How would the ownership of the stock be af-
fected if your advice is followed?

We understand fromthe previous exanple that a co-operative

must be aware of the repaynent conditions for any |oans. It
nmust be possible to settle the debts without causing diffi-
culties in future operations.

Let us take another |look at Unity's sources of capital and
exam ne the conditions attached to the | oans. Let us find
out how the conmttee plans repaynent.

The share capital

The share capital is usually regarded as owned by the so-
ciety rather than borrowed. Nevert hel ess, a nmenber w shing
to | eave the society is entitled to repaynent; he has a

right to get his noney back. According to Unity's by-I aws,
repaynent of shares is restricted so that only a m nor part
of the total share capital can be refunded in a given year
This is to protect the co-operative from sudden drai ns of
| ar ge anounts.

The surplus

The nbst common way to increase owned capital in Unity Co-
operative is through the surplus fromthe business, but even
here there is a potential problem A loss in a given year
must be covered by the earlier surplus. If those shoul d
prove insufficient, the share capital would be consuned
next. By then, the society would be bankrupt. So far Unity
managenent has been successful at avoi ding such | oss.




Ihe devel opnent | oan
Devel opment | oans are intended to hel p prom sing busi ness
enterprises. Unity's loan is to be repaid over 25 years;

the instalnents begin after 5 years.

Year Repaynent
0-5 0
6- 25 T$ 500 (Total T$10, 000)

The committee expects to repay the | oan according to this
plan or faster, if possible. Such a schedule will increase
the owned capital in the society by at |east T$500 per year

TIhe bank | oan

The entire anmpbunt (T$5,000) is to be paid back after 10
years. Wel | before that tinme, the commttee will arrange
for a new | oan, if necessary.

TIhe overdraft

Perm ssi bl e overdrafting on the cheque account is not sup-
posed to be used as if it were a regular |oan, although it

is possible to think of it in that way. The society intends
using overdrafting only occasionally, when several paynents
are due at the same tine.

TIhe nenber | oans

The comm ttee expects that the nmenbers will deposit nore and
nore noney with the society. However, the commttee is also
wel | aware that this depends on business returns. The nem
bers nmust feel confident that their noney is in good hands.

Member s and nmanagement have agreed that anyone wanting to
wi t hdraw hi s noney shall give notice a year in advance.

Ihe enpl oyer | oan

The National Textile Conpany (NTC), wanting to help its
workers in the Unity Co-operative, contributed T$5,000 to
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t heir shop. But it gave the noney as a | oan, not a grant,
to make sure it would really be used for the shop. If not,
NTC can reclaimthe noney. It can also reclaimthe loan if
t he shop were to close down, but as |ong as the business

continues well, the NTC noney will remain with the society.

I i i

CW5 allows credit for alimted tine. A bill nust be
settled wthin three nonths of the day of delivery. That

is, the society is given up to three nonths to sell a given
quantity of goods and to coll ect enough noney to pay for
t hem

the question on page 6.) Sort out the various

.' Look at your summary on borrowed capital. (See
loans under the following headings:

Long-term loans (at least 5 years)

Medium-term loans (1 - 4 years)

Short-term loans (less than 1 year).
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LOAN COSTS

One reason why co-operatives prefer owned capital to bor-
rowed is that they have to pay interest on |oans. The nore
borrowed noney in a society, the higher the costs.

Interest and other | oan costs nay vary consi derably, as we
shall learn fromUnity Co-operative.

TIhe shares

A co-operative is not required to pay interest on share cap-
ital. However, if a society earns a significant surplus,
it mght decide to use that noney to pay interest to its
menber s. Many societies do this because they find it
reasonabl e to pay their nenbers the sane interest a savings
bank woul d of fer.

Unity Co-operative prefers not to pay the interest to its
menbers in cash; instead, it adds T$1l to the value of each
share purchased.

Ihe devel opnent | oan

Conditions on this |loan of T$10,000 are quite favourable.
The interest rate is only 3% per year; T$300. Wen the re-
paynment starts after 5 years, the loan will gradually be re-
duced, as will the annual cost of interest.

Ihe bank | oan

Unity's | oan of T$5,000 carries a nornal interest rate of
12%  Annual cost is thus T$600.

Ihe overdraft

An interest rate of 15% w ||l be charged whenever the over-
draft is used. For exanple, the interest cost for a credit
of T$1, 000 during one nmonth woul d be T$12.50.

15 |

100 x 12 Xx 1,000 = 12.50


ana

ana
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TIhe nenher | oans

Menmbers | ending noney to the society are offered an annual
interest rate of 8 This is nore than they can get at the
bank but |ess than the society would have to pay for a bank
| oan. Bot h society and nenbers gain.

The NTC | oan

Since this noney is intended as a contribution (which could
be reclained) no interest is charged.

The supplier credit

CW5 does not charge any interest on a bill paid within one
nmont h. But if the society wants extended credit, a nonthly
fee of 1.5% on the debt is charged thereafter. This is

equal to an annual interest rate of 18% (12 nonths x 1.5%

Credit given by suppliers is often (as seen in the exanple
above) a conbination of a free period and a period when in-
terest is charged.

of Unity Co-operative. Assume that they have
used the overdraft and the credit from CWS as

.' Calculate the total annual costs for the loans
@  nmuch as allowed.

Development loan TS 10,000 TS
Bank loan TS 5,000 TS
Overdraft TS 15,000 TS
Member 1loans TS 4,000 TS
NTC 1loan TS 5,000 TS
CWS credit TS 10,000 TS

Total costs TS




.' How much would the society save per year, if it
could convince members to lend an additional
‘ T$5,000 to replace the bank loan?

.' Unity's manager has received a bill of T$6,000
from CWS. The society will not be able to pay
it within a month but will need credit for a
. second month.

a) Would you recommend that the manager

- make an overdraft on the bank account to
pay the bill, or

- use the extended credit offered by CWS
and pay the monthly credit fee?

b) How much will the manager save by choosing
the better alternative?

When consi dering the costs of various types of |oans, you
must | ook beyond interest rates. There may be ot her costs,

too - sonmetimes well hidden, as in the exanples that
fol |l ow.

Eees

Some banks charge an annual fee for the right to overdraft.
For exanple, Unity Co-operative can nake overdrafts up to
T$15, 000. It has to pay a fee of 1% on that anmount, whether

it uses the overdraft or not. Such a fee raises the cost of
overdrafting; both the fee and the interest nust be paid.
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Assune that Unity needs to use an overdraft of only T$1, 500
in a given year. The total annual cost woul d be:

15% i nterest on T$1, 500 T$ 225
1% f ee on T$15, 000 150
T$ 375

This woul d be a very expensive way to borrow T$1, 500. The
total credit cost of T$375 is equivalent to an interest rate
of 25% The co-operative ought to consider carefully
whet her or not the overdraft facility is really needed and
if the approved maxi mumcredit coul d be reduced.

Special favours
NTC had offered the | oan of T$5,000 to help its workers who
were nmenbers of Unity. But not all co-operative nenbers

wer e enpl oyees of NTC, although they all benefited fromthe
loan. At a general neeting sone workers said that this was
not fair. They suggested that nenbers who were NTC em
pl oyees shoul d get a special bonus of 5% on their purchases
because "their" conpany supported the co-operative.
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The manager estimated what this would cost the society:

- 40 NTC enpl oyees are nenbers of Unity;

- the average annual purchases per nenber run about
T$2, 500;

t he annual sales to enployees total about T$100, 000;

a 5% bonus on T$100, 000 is T$5, 000.

Thus, if the suggestion were to be accepted the bonus paid
in one year would be equal to the whole anmobunt borrowed. It
woul d be |ike paying an interest of 100% Realising this,
the neeting rejected the proposal.

Whol esale prices
A conpeting whol esal er, the General Supplies Conpany (GSCO),
of fered better paynent conditions than CWs: two nont hs

with no interest charge.

Nevert hel ess, Unity Co-operative stayed with CA5. It did so
not only because it preferred a co-operative whol esal er, but
al so because this was the nost econonical choice. Prices
charged by GSC were generally higher than those of CWs. The
committee had conpared the price lists and found the price
differences to be larger than the interest cost.

. The Unity Co-operative buys goods for T$2,000
' from CWS.
‘ a) What is the total cost with two months cre-
dit? (First month free, second month at
1.5% credit charge.)

b) What is the total cost if the same goods
are bought from GSC at 5% higher price but
without credit charge?
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THE BALANCE SHEET

How a co-operative is financed can be studied in the "Bal -
ance Sheet" which every co-operative nust present with its
annual report.

On next page, you will find a bal ance sheet fromuUnity Co-
operative. The sources of funds are |isted under the head-
ing " Liabilities"

Omed capital

"Reserves" includes the T$8,000 grant fromthe | ocal de-
vel opment fund and the accunul ated surplus reserved from
previ ous years.

"Surplus for disposal"™ is the surplus earned on the shop
busi ness during the actual year. The general neeting wll
deci de how to use it.

] | redi liahiliti

Here you shoul d recognise the various |loans to the society.

Liabiliti

These debts are to be paid within a short tine. Note that
the society has not used the maxi numcredit allowed by the
supplier, nor is there any overdraft on the cheque account.

"Expenses accrued" are bills for water and electricity re-
ceived during Decenber. They will be settled in January.

The bal ance sheet describes the financial situation on a
certain date - 31 Decenber. By the foll ow ng day, the cur-
rent liabilities m ght have changed.



BALANCE SHEET AS OF 31 DECEMBER, 1984
Liabilities Assets

Fixed assets:
Owned capital:

Shop building T$ 12,000
Shares T$ 15,500 Fixtures 7,500 T$ 19,500
Reserves 18,500
Surplus for disposal 5,200 T$ 39,200
- Investment:
Long-term liabilities:
Shares in CWS .. 1,000 T$ 1,000
Development loan 10,000
National Textile Company loan 5,000
Bank loan 5,000 TS 20,000 Current assets:
Medium-term liabilities: Cash in hand 700
Cash at bank 4,600
Loans from members 4,000 T$ 4,000 Stock of goods 40,800
Owed by customers 1,100 TS 47,200
Current liabilities:
Owed to suppliers ' 3,200
Bank overdraft 0
Expenses accrued - 1,300 TS 4,500
TOTAL T$ 67,700 TOTAL  T$ 67,700

W have | ooked at the co-operative's sources of noney. Now lovestment

let us see how the money is wused. That can al so be deter- A co-operative nmay sonetinmes use its funds to finance other
m ned fromthe bal ance sheet, under the heading " Assets"

enterprises which mght benefit it. Unity is a nmember of
. QW6 the Co-operative Wol esal e Society, and has bought
Eixed assets S
shares in it for T$1, 000.

Bui | di ngs and | asting equi prent owned by the society repre-
sent a value of T$ 19,500. This is not necessarily equal to
their actual market value because it is calculated in a spe- These are the assets which are available in cash or which
cial way. could be nade available within a short tinme. It is assuned

Current assets

possible to sell out the entire "stock of goods", converting
The shop building, for exanple, was bought for T$15,000 it into cash. It is also assuned that outstandi ng debts
three years ago. The co-operative accounts for this cost by "owed by custoners" can be coll ected
deducting a "depreciation cost" each year over a | onger
period of tine. So far, T$3,000 have been deducted and
T$12, 000 now remai n as the "book-val ue" of this asset.

The stock of goods is valued at its "cost price". This is
t he amount which was used to buy the goods, and which the
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society will acquire again when the stock is sold.

damaged or too old to be sold nmust no | onger
this stock val ue.

I tens

be included in

Such loss in stock value neans that the
society has | ost sone of its assets.

() Compare the liabilities with the assets of Unity
Co-operative.

a) Is there enough cash available to pay the
current liabilities?

b) How much of the current assets will remain

when the current liabilities have been paid?

i 2l

What renmmins of the current assets when the current liabili-

ties have been paid is called the "working capital”. This
capi tal makes the business operations possible - the buying
and selling of goods. If the working capital is too snall

it is not possible to naintain a | arge stock of goods -

a
conmon problemin many shops.

7N
N

COOPERATIVE
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Bal ance

On a bal ance sheet, liabilities nust always equal assets.
They "bal ance" each other. The liability side indicates the

sources of noney. The asset side indicates how the society
IS using that sanme noney.

LIAB/LITIES ASSETS
o]
g i‘ L
OWNED 2| m STOCK D ¢ INVEST-
CAPITAL | > | ® and Lo N MENTS
5|5 CASH gl
S1¢ R
> |2 p 3
(7} o <N o

If there is a change in the total on the liability side,

t here nust be an equal change on the asset side. For ex-
anpl e, new nenbers joined Unity Co-operative and together
bought shares for T$300. The total share capital (on the
liability side) increased from T$15, 500 to T$15, 800. The
shares were paid in cash and thus cash in hand on the asset
side increased from T$700 to T$1, 000.

‘ How will the 1liabilities and the assets change
because of the following events?
@ 2) The Annual General Meeting decides to distri-
bute the surplus so that T$2,200 is reserved
and T$3,000 is paid as bonus to the members.

b) The National Textile Company increases its
loan to the society with another T$5,000.
The amount is paid in goods manufactured by
NTC, which will be sold in the co-operative
shop.
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THE FLOW OF CASH AND GOODS

M's. Ruta buys a chicken in [TEEEE== SEEE
the shop and pays T$20. (= FLLEE=
There is an increase in the T

amount in the society's cash
box.

The stock  of goods de-
Creases, of course - but
only by T$18, the cost price
of the chicken.

Bot h cash and stock are included under "current assets" on
t he bal ance sheet. Through this transaction, total current
assets increase by T$2. This is the surplus or profit
earned by the society.

Purchase and sal e of goods are the typical transactions of a
consunmer co-operative. You can see fromthe exanpl e of
Ms. Ruta's chicken that -

a) this is a novenent within current assets - cash and
goods are exchanged;

by it is through such novenent that a surplus can be
ear ned.

You can spend a society's noney in two ways; buying goods

or payi ng other expenses. Note the difference! If you use
T$250 to buy a stock of chickens, you will not change the
total value of the current assets. You sinply have chickens
i nstead of cash and you can still make use of this asset.
But if you pay T$250 for electricity, your cash will be
reduced. It will not be replaced by any other current
asset .

Therefore, you nust earn a surplus to be able to pay such
expenses. If you use other capital for the expenses, you
will not be able to replenish your stock conpletely.
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Now you understand why it is so difficult to increase the
anmount of stock in a shop. Menbers m ght want a | arger
sel ection of goods, but the society cannot afford it. VWhen
sold stock is replaced, alnost all current assets of the so-
ciety have been turned into goods, leaving very little cash.

[ ) The weekly sales in a shop are some T$ 8,000.
The average trade margin is 10%.

. a) How much will be required for purchase of a
new stock?

b) What is the maximum amount that could be
spent on other expenses without reducing
future trading?
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THE RATE OF STOCK TURN

The value of the stock in Unity Co-operative is usually be-
tween T$30, 000 and T$40, 000.

The average stock value is

T$35, 000. STOCK VALUE
AT COST PRICE T$ 35000

The average markup is 12% or
T$4, 200. MARK - U
’ (MARGIN) 4,200

The .aver age s.t ock val ue at STOCK VALUE 79 38,200
selling price is T$39, 200. AT SELLING -

PRICE

This nmeans that the society earns a gross surplus of T$4, 200
when the entire stock is sold. How | ong does that take?
Or, as a businessnman woul d say, "How quickly do they turn
the stock?" (That is a better expression, because the stock
is never entirely sold out, of course. It is being
constantly repl eni shed.)

The "rate of stock turn"” is a neasure of how quickly the
stock is sold. To calculate your rate of stock turn, sinply
di vide the annual sales by the average stock

Annual sal es
Aver age stock

= Rate of stock turn

If it takes Unity Co-operative a whole year to sell goods
worth T$39, 200, the rate of stock turnis 1. If it sells
goods for T$78,400 in a year, the rate of stock turn is 2,
and so on. But sales in Unity total, in fact, about
T$392,000 in a year, hence it turns its stock 10 tines
annual | y.

T$392, 000
T$ 39, 200
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Unity Co-operative earns a gross surplus of T$4, 200 every
time it turns the stock. Thus, in one year it wll earn:

10 x T$4, 200 = T$42, 000

O course, if it could turn the stock nore often it would
earn a higher gross surplus.

Wth a stock turn rate of 10, an itemw || be stocked in the
shop 36 days - about 5 weeks - before it is sold (360 days
10 = 36).

This is an average figure.
The manager knows that per-
i shable itens |ike bread and
mlk are usually sold within

one day. They have a very ,
. A N 2
high rate of stock turn. /?
. WATS
Many groceries are conmonly WW“
sold within a week. ' T A Ll R0
Sone things, however, stay a
. . oleYe THESE TH/N66\®
long tine in the shop. The MOVE LIKE
: Y= (= .
tinned corned beef was re- TURTLES =
ceived about half a year - :cgﬁ';i’: =T=) =
o a: "L;h; slels{a oS =i
ago. The honey nust have 1 ' <
been on the shelf even z 7
| onger . The bundles of P/// i T =
cloth take at least two L~
nmonths to sell out. i

Goods remain in the shop for |ong periods for two main
reasons:

- There is not nmuch custoner demand for them (Only a few
menbers normal ly buy honey. Cloth is not often sold.)

- They may have been purchased in too large a quantity.
180 tins of corned beef were ordered last tine.)
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If the manager sold out the "shel f-warnmers" and repl aced
themw th other goods nore in demand, the stock turn rate
woul d i ncrease. If he reduced the quantities he ordered
and instead ordered goods nore often, he could afford to in-
clude new itens in his assortnent.

For a shop dealing only in goods in high demand, it shoul d
be possible to reach a stock turn rate of 20 or nore.

G ven the sane i nvestnent in
SALES

st ock, Unity Co-operative 20x T$ 39,200 = T$ 784,000
woul d double its sal es and

surplus if it attained a
stock turn rate of 20.

GROSS SURPLUS
20xT$ 4,200= T$ 84,000

‘ 1. Calculate the stock turn rate and the gross
surplus in Unity Co-operative, if the an-
‘ nual sales are

a) T$313,600

b) T$470,400

2. Calculate the annual sales and the gross
surplus in Unity Co-operative, if the aver-
age stock value is T$39,200 and the rate of
stock turn is 15.

3. What are the two main ways to improve the
rate of stock turn?
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TIThe stock | evel

Unity Co-operative nmenbers bought T$392, 000 worth of goods
| ast year. Suppose now that they actually could have used
nore or other goods and had nore noney to spend?

You know that the society
had used nost of its avail -
able capital to purchase its

st ock of goods. It appar-
ently could not afford
nor e. But did the nanager
order wi sely? You have

| earned by now that it would
have been possible for him
to 1increase sales W thout

I ncreasi ng the anount spent
on st ock.

| f he had inproved both the
range  of stock and his
ordering procedure, he
woul d have been able to turn
the stock nore rapidly and
to increase sales quite a
bi t!

The situation nmay vary in other co-operatives.

For exanple, custoners m ght have only enough noney to pur-
chase the npbst essential goods, already avail abl e through
their co-operative.

In a case like that, it would hardly be possible to increase

annual sales by much. But it would still be a good idea to
i nprove the rate of stock turn

Assune that Unity Co-operative reached its naxi rum sal es
| ast year. The custoners did not require goods other than
t hose sold for T$392, 000.
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By ordering smaller quantities nore frequently, the manager
m ght have been able to inprove the rate of stock turn from
10 to 16 times.

The stock value with a stock
STOCK VALWE AT

turn rate of 10 was on aver- SELLING PRICE

age T$39,200 at selling 78 392,000 . 14 a9 200
. 10 ’

price. TRADE MARGIN 4 200

At cost price, the average SToCk VALUE

AT COST PRICE = T$ 35,000
stock val ue was T$35, 000.

Wth a stock turn rate of STOCK VALUE AT

16 and the sane sales, the SELL/ING PRICE
average stock val ue woul d be 74 34962'000 = T$ 24,500
smal | er.

TRADE MARGIN 2,500
At cost price (about 10%
[ower than selling price) STOCK VALUE
the average stock value AT COST PRICE= T$ 22,000

woul d be T$22, 000.

If the average stock val ue can be reduced from T$35, 000 to
T$22, 000, the need for capital is reduced. Assets and |ia-
bilities can be reduced by T$13, 000.

It would be possible to do without sone of the |oans. If
t he bank | oan of T$5,000 at 12% i nterest were repaid, the
soci ety would save T$600 a Yyear. The | oans from nenbers
(T$4, 000) coul d al so be paid. That 8% interest (T$320 a
year) woul d be saved.

of stock turn is improved from 10 to 14 times?

.’ How much can the capital be reduced if the rate
(Assume sales remain the same; T$392,000.)
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CASH PLANNING

| qui di

The ability to pay debts when they are due is called
"liquidity", During a normal nonth Unity Co-operative has
good liquidity. There is enough cash to pay all the norma
mont hl y expenses. This is because the income fromsales is
saved and available to pay for both goods and the expenses
of running the shop.

But there are sonme nonths when expenses exceed the avail abl e
cash. Liquidity is insufficient. \Wy?

There m ght be an exceptional demand for goods requiring
a tenporary increase of stock

There m ght be sone "extra" costs in addition to the
"usual " nonthly expenses.

Such things can usually be anticipated. The nmanager is
aware that the custoners will buy a |ot of goods before the
new year cel ebrations, for exanple. He knows whi ch nonths

t he insurance prem um the business |icence, the |oan in-
terest, the electricity bill and such other |arge speci al
paynents are due.

For Unity Co- operati ve,
liquidity pr obl ens are
easily solved thanks to the
overdraft facility and the
CWS credit. Wt hout these,
t he probl ens woul d be nuch
nore difficult.
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Cash budgets

Ben is the manager of a small co-operative. He has to use
t he noney of the society very carefully. There is just
enough capital to stock the nost-denmanded goods. No credit
is allowed by the suppliers or the bank.

During January the sales in the shop bring in T$25,000 in
cash. The stock nust be repl eni shed; Ben purchases new
goods for T$22,500. Staff wages and sonme m nor expenses
nmust al so be paid; T$2,000 in total

This is a summary of the cash flow during the nonth:

CASH | N: Sal es T$ + 25,000
CASH QUT: Pur chases - 22,500

Expenses = 2000
CASH RESULT T$ 4+ 500

The cash has increased by T$500 conpared to the previous
month. At the end of Decenber the society had T$800 in
cash. Hence, the total cash at the end of January is
T$1, 300.

CASH BALANCE 1 Jan. T$ 800
CASH RESULT Jan. T$ 500
CASH BALANCE 31 Jan. T$ 1, 300

The cash flow in February is expected to be al nost the sane
as in January. But Ben knows that in addition to the usua
expenses he Wl have to pay an electricity bill of

T$1, 200. He prepares a sinple cash budget to see if there
wi |l be enough cash.

February:
CASH BALANCE 1 Feb. + 1 300
CASH | N: Sal es + 25,000
CASH QUT: Pur chases - 22,500
Usual expenses - 2,000
El ectricity = 1,200
CASH RESULT Feb. - 700 - 100

CASH BALANCE 28 Feb. + 600
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The cash to be collected during February will not cover the
expenses of the nmonth. Another T$700 is needed. Fortu-
nately, at the end of January T$1, 300 was available in
cash. This can also be used. Wen all bills are paid, the
society will be left with T$600 in cash.

T$30,000 and the purchases T$27,000. The so-

ciety also has to pay an insurance fee of

.' The sales during March are expected to reach
@ 71s2,400.

1) Help Ben to prepare a cash budget for March.
CASH BALANCE 1 March
CASH 1IN
CASH OUT: Purchases
Usual expenses
Insurance
CASH RESULT March
CASH BALANCE 31 March

2) Suggest how the budget should be changed so that
‘the society will be able to pay all expenses.

When Ben finds that there will not be enough cash to neet
t he expenses in March, he tries various ways to solve the
probl em

First he | ooks at the inflow of cash. Could it be in-
creased? Selling nore goods will nean nore cash. Ben is
afraid it mght be difficult. He has already estinated
hi gher sales in March than in the previ ous nonths.
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There are other ways to increase the inflow The society
cannot borrow nore noney. But perhaps nore share capital
coul d be collected from nenbers.

If Ben fails to increase the cash inflow, he has to reduce
the outfl ow. Sal aries, rent for the building and insurance
must be paid. The only remaining possibility is to purchase
f ewer goods.

What solution did you suggest? (See your answer to question
2 on the previous page.)

‘ Suppose that Ben reduces his purchase of
goods. How will that affect future business?

W thout a cash budget Ben might not realise the cash probl em
in tinme. One day he mght find that there is not enough
noney to buy all the goods required. Sone itens m ght have
to be omtted fromthe order. The custoners m ght suffer
shortages. Sal es mi ght be | ess than expected neaning, in
turn, |ess cash inflow

This woul d be a dangerous Ll /////
situation. It mght prove —f/”E§;3> ‘

necessary to cut the next
order, too, due to |ack of

noney. If allowed to con-
tinue, this could eventually
lead to an enpty shop - no
goods and no cash.

‘:%
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But Ben does prepare a cash budget. He is therefore aware
of the comng liquidity problemwhile there is still time to
solve it. Even if he does find it necessary to reduce the

purchase of goods, he can plan it so as to cause the | east

harmto the custoners

. Explain how Ben can purchase fewer goods with-
out causing shortages and reduced sales.

The easiest neans of avoiding liquidity problens are not
avai |l able to Ben's co-operative:

i ncreasi ng the cash inflow through an overdraft on the
bank account;

reduci ng the cash outfl ow through credit fromthe sup-
plier.

Bot h net hods can be used to neet occasional needs for cash.
But they may only postpone the problens. It is advisable,
therefore, to prepare cash budgets for sonme nonths ahead.

When a manager incurs any debts, he nust know when he can
settle themn
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FINANCIAL ANALYSES

If a co-operative society has a positive cash result al nost
every nonth, the cash balance will steadily increase. Does
this mean that the "financial position” of the society wll
i mprove?

How do we assess the financial position? Let us agree that

the follow ng three conditions are typical of a "healthy"
co-operative:

it has good liquidity (it can pay its debts when due);

it has sufficient working capital
it is self-supporting (it owns nost of its assets).

Let us take a | ook at these characteristics, one by one.

| Liquidi
The bal ance sheet shows the actual liquidity on a certain
day. It shows outstanding debts and how much cash is avail -

able to pay them This is the situation in Unity Co-opera-
tive on 31 Decenber 1984 (conpare pages 18-19):

Cash Short-term debts
Cash in hand T$ 700 Oned to suppliers T$ 3, 200
Cash at bank T$ 4, 600 Expenses accrued T$ 1, 300
Liquidity is satisfactory at this nonent; t he cash exceeds

t he debts.

But the bal ance sheet says nothing about the liquidity in
the com ng nonths. You | earned on pages 29-33 that you need
a cash budget to project the liquidity situation for the
future.



A society has T$2,200 at the bank and T$600 in
the cash box in the shop. It has received a
bill of T$1,350 from a supplier and the staff
expects T$1,200 of this month's wages. Explain
the liquidity situation.

y_

Sufficient working capita

A soci ety has sufficient working capital when it can afford
to stock all comodities selected for the stock range.
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It mght be useful to study the devel opnent of the working
capital. Most co-operatives try to increase the working
capital so that the stock range can be expanded.

How nmuch working capital a society has can easily be deter-
m ned fromthe bal ance sheet.

These figures are fromthe Unity Co-operative:

Current assets T$ 43, 100 47, 200
Current liabilities - 3,300 4,500

Wor ki ng capi t al T$ 39,800 42,700
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Unity Co-operative had a working capital of T$42,700 at the

end of 1984. From the 1983 bal ance sheet it can be cal cu-

lated that the working capital was T$39, 800

one year

earlier. This shows an i nprovenent. The society could af -

ford to stock nbre goods in 1984 than in 1983

T$55,700.

from previous year?

development of the society?

.' In the 1985 balance sheet the current liabili-
ties are T$12,200 and the current assets are

a) How much did the working capital change

b) What do the figures tell about the probable

Self-support
The third condition for a healthy co-operative is that nost
of the assets should be aowned by the society. It should be

sel f-sufficient and not dependent on various creditors

As we can see fromthe bal ance sheet, the total assets of
Unity Co-operative were valued at T$67, 700 at the end of
1984. Deduct the current liabilities (T$4,500 due to be
paid shortly) to get a nore correct picture of the assets
| T$63, 200) . This is the book value of the fixed assets, the
i nvest nent and the working capital

Look at the liability side of the bal ance sheet to see how
the assets were financed

BALANCE

Liabilities

Owned capital:

Shares T$ 15,500
Reserves 18,500
Surplus for disposal 5,200

Long-term liabilities:

Development loan 10,000
National Textile Company loan 5,000
Bank 1loan 5,000

Medium-term liabilities:

Loans from members 4,000

Current liabilities:

Owed to suppliers 3,200
Bank overdraft 0
Expenses accrued 1,300

TOTAL

SHEET

T$ 39,200

T$ 20,000

T$ 4,000

TS 4,500

TS 67,700

A S OF 31DECEMBER 1984

Assets

Fixed assets:

Shop building TS 12,000

Fixtures 7,500 TS 19,500
Investment:

Shares in CWS 1,000 TS 1,000

Current assets:

Cash in hand 700

Cash in bank 4,600

Stock of goods 40,800

Owed by customers 1,100 TS 47,200
TOTAL TS 67,700
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The assets were financed by:

Owned capital T$ 39, 200 (62%
Borrowed capital 24,000 |38%
Tot al 63, 200 (100%

(We omit the current |liabilities, since they have been de-
ducted fromthe assets.)

In 1984 the society owned 62% of its available capital - a

good situation. But what happens the follow ng year? WII
the society becone nore or |ess self-supporting? Answer the

guesti ons bel ow.

[ ) In 1985 the total owned capital is T$42,000;
and the borrowed capital T$28,000.

a) What percentage of the total capital is
owned by the society?

b) Is the society more or less self-supporting
than before?

WARNING! AHEAVY BURDEN OF HIGH cAPITAL CcoSTS
MAY BE TOO MUCH FOR YOUR CO-OPERATIVE ./

/NrERESI:s




INFLATION

- Sugar 1is T$3.60 a kilo.
Last year it was only

D
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T$3.20.
-\\\
- Many other things have ‘\\\\"
become more expensive, AN
too. This soap used to
be T$1.20. Now it is
T$1.30.

Two custoners, Ms. Malu and Ms. Kanma, are discussing the
rise in prices. Ms. Malu says that | ast year she spent
T$100 a week on food. Now she pays about T$110 - buying no
nore food than before. Al'l prices have sinply gone up, not

only in the co-operative shop, but everywhere.

The average price increase per year is called inflation
We shall see how it can affect the financing of a co-opera-
tive shop busi ness.

Wor ki ng capit al

Ms. Malu noticed that she had to spend nore noney than be

fore just to be able to buy the sane goods. This was be
cause the value of the noney had been reduced.

The sane applies to the shop. When the stock needs to b4
repl eni shed, nore cash is required just to purchase the sanf

amount of goods. Therefore, the working capital nust bi
increased with inflation.

Unity had a working capital of T$42,700 at the end of 1984
Assuming a 10%inflation rate during 1985, the price of con-
sunmer goods woul d i ncrease an average of 10% The wor ki n(
capital must then also increase by 10%

10% of T$42,700 = T$4, 270
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By the end of 1985, the working capital ought to be at | east
T$46, 970. O herwi se, the society mght be forced to reduce
its stock range, unable to afford to purchase as nmany goods
as before.

change of working capital in the Unity Co-
operative from 1984 to 1985. During the same
time, the rate of inflation was 10%. Adjust
the working capital accordingly (add 10%). How
would you answer the questions on page 36 now,
considering the inflation?

" In the exercise on page 36, you calculated the

: .
If the rate of inflation is high, a society requires nore
capital to keep its business alive. How can the society

find additi onal sources of finance?

Borrow ng noney for this purpose would not be very w se.
The cost of interest would increase and the society woul d
becone increasingly dependent on creditors.

It is better to increase the owned capital. ( Menmber s mi ght
agree to buy nore shares.) Mst inportant, the net surplus
earned on the business should remain in the society. At
| east the anpbunt needed to maintain the value of the working
capital should be reserved, the higher the rate of
inflation, the larger net surplus required.

In practice, the net surplus can continually be adjusted to
the inflation rate by increasing selling prices. The
foll owi ng exanple will show how it is done:

Unity Co-operative has a stock of 200 kil ograns of sugar.
It was purchased at T$3.00/kg and will be sold at T$3. 20.
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Sal es (200 x 3.20) T$ 640
Cost of goods (200 x 3.00) 600
Gross surplus T$ 40

When all the sugar is sold, the society can replace it with
anot her 200 kg and make T$40 surpl us.

But before any sugar is sold, new prices are suddenly an-
nounced: a cost price of T$3.40 and a selling price of
T$3. 60/ kg. If the old stock is sold at the new selling
price, there will be a |arger gross surplus:

Sal es (200 x 3.60) T$ 720
Cost of goods (200 x 3.00) 600
G oss surplus T$ 120
The big surplus is essential if the society is to refill the

stock of sugar:

| ncome from sal es T$ 720
Pur chase of new stock (200 x 3.40) 680
T$ 40

When the society has purchased new stock, there is just as
much noney, left as there would have been before the price
increase. The large surplus may | ook unfair to the nenbers,
but in ternms of goods the society is no richer than before.

purchase at the new cost price, 1if the old

.' How many kilograms of sugar could the society
' stock is sold at the old selling price?
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“CHECK-OUT”

To prove to yourself that you have
fully understood this Elenent, you
shoul d now go through the foll ow ng
questi ons. Mar k what you think is
the right answer to each questi on.
I f you have problens with a partic-
ul ar question, go back and read the

correspondi ng chapter again. Your
t eacher wi | | | at er check  your
answer s.
1 A loan is repaid without being replaced by other capi-
tal. Therefore the stock level is likely to
a I ncr ease,;

b decr ease; _
c remai n on the previous |evel.

2 "It costs noney to borrow noney". The nost expensive
loan is usually

a a long-term bank | oan;
b an overdraft on the cheque account;
c | oans from nenbers.

3 When a co-operative society borrows noney from nem
bers, how much interest should it pay conpared to the
interest on a savings account in a bank?

a An equal interest.
b A slightly higher interest.
c A slightly | ower interest.
4 A nonthly interest of 2%is equal to an annual in-
terest of
a 2%
b 6%
Cc 24%
5 The bal ance sheet can tell

a the costs of the capital
b t he actual market value of the assets;
c how the capital is used.
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1

12

The

total assets and the total liabilities of the bal-

ance sheet are

a
b
c

What
a

b
c

What

sonet i mes equal
al ways equal ;
never equal.

is working capital ?
The cash in hand.

The cash in hand plus the cash at the bank.
The current assets less the current liabilities.

is the rate of stock turn if the annual sales are

T$300, 000 and the stock value is in the range of
T$10, 000 to T$30, 0007?

The

a
b
c

stock turn rate can be inproved if

goods are purchased in smaller quantities;
goods are purchased in |larger quantities;
ordering intervals are extended.

A society has the best liquidity when the total cur-

rent
a

b

c
The

a
b
c

l[iabilities are

equal to the avail able cash
smal | er than the avail abl e cash;
| arger than the avail able cash

aimof a cash budget is to

i ncrease the working capital
earn a higher net surplus;
avoid liquidity problens.

Because of inflation, the working capital

a
b
c

nmust be reduced,;
nust be i ncreased;
nmust be maintained at the previous |evel.
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To conpl ete your studies of this topic you should take part
in some of the foll ow ng exercises to be organi sed by your
t eacher.

1

Ihe Bal ance Sheet

Study the bal ance sheets of a co-operative society from
two or nore succeedi ng years.

a Cal cul ate and note for each year

the liquidity;

t he amount of working capital

the ratio of owned capital conpared to tota
capital (excluding current liabilities).

b If possible, try to find an official figure for the
rate of inflation or make your own estimate accord-
Ing to your experience of the average price in-
Ccreases.

c G ve your comments on the financial devel opnent and
the present status of the society.

d G ve your advice on how the financial situation
coul d be inproved.

Loans and Credits

Anal yse the |l oans and credits given to a society. Find
out the various conditions and i nterest costs. Rank
the loans from nost favourable to | east favourable.

The Cash Budget

Prepare a sinple cash budget for a co-operative so-
ciety. Start with the next nonth and plan for the fol-
| om ng si x nonths.

a Calculate the cash bal ance nonth-by-nonth. See if
any action nust be taken to avoid a cash problem
I f so, suggest what to do.

b If possible, follow up what is really happening
during the tine covered by the cash budget. Note
any deviation fromyour estimates and explain it.





