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Making a Budget
A Self Study Guide for Members and Staff of Agricultural Cooperatives

LESSON TWO:  Estimating the sales of produce

Objective:  In this lesson the committee discuss the estimates of how 
much produce they will be selling on behalf of their members and what 
prices they can expect to get.  They then review the commission that 
they will need to deduct from the selling price to cover their costs.

The most important business of the co-operative is "marketing", that is selling members' 
produce. So although the committee had many matters to discuss, this was at the top of 
the agenda.  Sabu, the manager, and the committee came to the meeting well prepared. 
They had collected some important information from the villages and Sabu had put 
together several charts with useful figures.

1. GROUNDNUTS

a. The Sales

"This year's sales of groundnuts have just been concluded, and we have sold 809 tonnes in 
all.  That is a little more than last year," the chairman announced.  "The question is 
whether or not we can plan for a further increase next year," said Sabu. "Let's look at this 
chart."

Sabu called the committee's attention to the "statistical" figures on the chart. These 
showed how many groundnuts the co-operative had sold in the last few years.  He had also
made a graph, which was posted on the wall. 
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From the graph it was easy to observe the small increase in the groundnut business. There 
had been a drop in sales three years before, but that was caused by a certain transport
problem, which had long since been solved.

"You can see that we have increased the sales by 2% to 6% each year," said Sabu. "Can we 
do it again next year?"

In recent years the development had been rather slow.  It seemed as if the farmers had 
now reached the maximum of what they could produce on their small plots of land. 
Therefore, the only way to increase the co-operative's business was to enlarge the 
membership.

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

Sabu said: "Look first at column 4. At the bottom we can see this year's total, 809 tonnes.
Now, the question is: can we buy more next year?"

The committee members studied the chart and discussed the figures.  It was obvious from 
columns 3 and 5 that all farmers in the Balta area were already members. No increase
could be expected at that buying point. "Some members there have some unplanted land, 
but I think they will use it for other crops, not groundnuts," noted one committee man.

"In Kanno we have a group of 30 farmers who don't sell through us and in Tora about 90. 
They sell to private agents.  Suppose that we could get all those people to join us.  Look at 
column 5.  You can see that we could increase our sales potential by 95 tonnes. That is 
11.7%, to be exact," said Sabu.

"But what is happening in Tora?" said one committee member, and pointed at the "90" in 
column 3. "Have some farmers in Tora left our co-operative?"

The chairman said: "You are right.  However, I do have some good news. We have now had 
meetings in the villages in Tora.  Forty farmers who used to sell to us before had their 
reasons for changing to other agents.  They are all living in the outer area and they were 
promised help with their transport by an agent from town. However, they were not 
satisfied with his help nor with his prices. So recently, when they had heard how much our 
members were paid, they said they would certainly come back to Unity next year."
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The committee was pleased to hear this. But at the same time they regretted that they 
had a "communication problem" with the farmers living in the outer villages. After all, the
purpose of their co-operative was to help all farmers in the area.  "A thing like this should 
not happen; we must try to keep them better informed." So the committee decided to 
arrange more information meetings in the remote villages. The farmers' major problems, 
including transport, could then be freely discussed.

The committee went on assessing the likely production for the following year.  The 
committee members came from various villages and between them they knew the whole 
area and the members very well.  Therefore, their estimates were realistic.  They were 
sure that they would get a few more members in Kanno, and that the 40 "lost" members in 
Tora would come back again. In addition, they thought that some more members would 
join in Tora, as a result of their meetings there recently. "But let us not be overly 
optimistic," warned Sabu.

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

b. The Selling Price

"840 tonnes, what does that mean in terms of money?" said the chairman.

Unity Co-operative sells most of the groundnuts to Quality Foods, which is a major 
processing company in the nearest town.  

"You can see in my chart (on page 1) how the prices have increased over the last three 
years," said Sabu.  "From T$2,190 per tonne to T$2,275 and then to T$2,410, that's 4% to 
6% per year."

In the latest news bulletin from the Government market information service it was stated 
that prices would most probably remain steady for the next buying season. Normal 
inflation would probably mean an increase of 5% to 10%, but that was difficult to say for 
sure.

Once again, Sabu cautioned against over-estimating.  "Although we all hope prices will go 
up a lot, we should not bank on more than a 4% increase. It is better to be on the safe 
side. A 4% increase this year means about T$2,500 per tonne." The committee agreed 
with Sabu's remarks.

1. Why did Sabu warn against over-estimating production and the selling price?

2. Fill in the estimates of total production and selling price in the chart on page 1.

3. Prepare a bar chart, similar to the one on page 1, for the production sold through your 
co-operative.
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We have now seen how the committee arrived at its estimate for the total income from 
groundnut sales:

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

They used statistics from previous years and they used first-hand information from the 
growers.  So the estimates should be reliable, provided nothing very unusual happens.  Let 
us see how the committee continued its work in this budget meeting.

2. OTHER PRODUCTS

The committee now went on to prepare the estimates for the sales of the other products. 

a. The Sales

Some 100 members were growing potatoes and beans as a "cash crop" to earn an income, 
but many members brought to the co-operative the surplus from their garden crops. 
Obviously, this amount could vary, so it was very difficult to estimate the total business. 
Therefore, each year the committee made a survey: the village leaders were asked to 
estimate how many kilogrammes would be delivered to the co-operative next year. The 
reports from the village leaders had now been collected by the chairman.

In addition to this information, Sabu had the sales statistics from previous years. These two 
sources of information made it possible for the committee to prepare a forecast.

The estimates for the bean deliveries presented no problem.  The production figures had 
hovered steadily around 12 tonnes the last few years, and the committee found no reason 
to expect any change.

But the production of potatoes was increasing, that was clear. In fact, the demand for 
potatoes had been very high in the last years and the growers had been paid a very good
price.  So the committee had encouraged the members to grow more potatoes and they 
had responded well.

The chairman said: "I believe that the village leaders' estimates are correct. Because we 
managed to get a good price again this year, I am sure that the production will increase to 
at least 120 tonnes."
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The Selling Price

Selling potatoes and beans was quite different from selling groundnuts in Unity Co-
operative.  They did not have one major buyer for these products.  So each year the 
management had to find buyers and then obtain a fair price for the products.

Over the years, Unity had built up a circle of regular
customers who preferred to buy from Unity, because 
the co-operative had a reputation for good quality
and fair prices. It was also Unity's policy to deliver 
to its regular customers instead of always looking for 
higher prices from occasional customers.

But now vegetable prices were fluctuating. The main 
question in the budget meeting was whether potato 
prices would go down or not. "If the potato 
production is going up like this, I fear that the prices 
will come down," said the chairman.

Their main buyer of potatoes was a company which had shops all over the country.  Sabu 
reported: "They paid us T$2 a kilogramme this year. I have talked to their manager.  He
hinted that they can buy more from us, but that prices may be lower."

One committee member said: "I think we can earn more if we sell to shops and petty 
traders in town.  They pay at least 10 cents more per kilogramme."

Sabu said: "Don't forget the transport and the handling costs.  It takes four times as long to 
drive around to the shops and we need two men to go with the lorry.  Let me give you an 
example: "Suppose that we deliver 5 tonnes and the company pays us T$2 and the shops 
T$2.10 a kilogramme.

Sales to the company Sales to six shops

5,000  x  T$ 2.00 =     T$ 10,000
Transport cost =      320

       T$  9,680

5,000  x  T$ 2.10 =     T$ 10,500
Transport cost =   1,400

       T$  9,100

"You can see that we earn more even if we sell at a lower price to the company.  It pays 
because we save on transport and labour costs."  The committee realised that it made 
sense to have a single buyer who could take the bulk of the production.  They were also 
anxious to continue the collaboration with the company, which had proved to be a reliable 
customer.  So they agreed to sell to them even if they paid two or three cents less than 
the shop owners.

After these discussions, the committee had still not estimated the expected selling price 
for potatoes next year.  In the end the committee members agreed that it was still a
"seller's market", and that the buyers would be forced to pay at least the same price as the 
previous year, probably a bit more because of inflation.  They decided on an anticipated
price of T$2 a kilogramme.
`
As for the beans, the price had increased with the inflation rate in recent years, and would 
probably again need to be raised by a few percentage points. The committee agreed to a 
cautious estimate of T$3 per kilogramme for beans.
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3. THE TOTAL SALES

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

When Sabu added up the total of the sales estimated for next year, he arrived at a sum of 
T$2,376,000.  All this money would be payment for agricultural products grown by the 
members, so they should receive the money, of course.  The role of Unity Co-operative is 
just to help the members to sell their products.

But this means a lot of work for the co-operative, and a lot of expenditure for wages, 
transport, storage and so on.  Unity Co-operative must therefore keep some of the money 
to be able to pay for all costs of running the business.  So the co-operative has to take a 
commission (or a levy) on the sales.

4. Fill in the estimated selling prices in the chart on page 4.

5. What sources of information did the committee use to estimate next year’s production?  
Why were the sales statistics from the previous year not enough?

6. The committee discussed their “marketing policy” (see page 5). What do you think 
about the way Unity is marketing and pricing its products?
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4. THE COMMISSION

The question for the committee is how much commission Unity should take on the sales of 
produce next year.

The committee had no trouble deciding the amount of commission on the groundnut 
business.  In the past a government Marketing Board determined the price of groundnuts. 
They had also fixed the commission. At that time no agent was allowed to charge more 
than 6% commission.  For example, on a price of T$125 for a 50 kg bag, an agent was 
allowed to keep a commission of T$7.50 and the farmer would be paid T$117.50.

For Unity, this commission was usually more than enough. When the financial year came 
to an end, Unity always had some money left over after all costs had been paid.  They 
could then usually pay out an extra bonus to the groundnut producers.  So, in the long run, 
the co-operative took less than 6% commission; they just took enough to cover the costs, 
and gave the rest back to the producers.  

They agreed that they would continue with a 6% commission on groundnut sales for 
another year.  The manager calculated: "6% of T$2,100,000 gives us a commission of 
T$126,000."

On the other products, however, the co-operative had to charge a higher commission of 
15%.

Sabu looked at his statistics again. He told the committee members that the commission 
on potatoes and beans had amounted to T$10,200 this year.

Some committee members were really worried about this high commission.  They wanted a 
lower margin and pressed Sabu to find some way of reducing costs so that the growers 
could be paid more.

But Sabu answered: "Wait until we discuss our costs. You will see that there is not much we 
can do. You must remember that we have much higher handling costs for these
vegetables."

After some more discussions and tentative calculations, they decided to settle on a 15% 
commission for potatoes and beans.  The figure was to be adjusted, if necessary, when the 
committee had looked into the running costs for next year.
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Sabu summed up the estimates: "I will round off the figures," he said. "We cannot be too 
precise.  Let us say that sales will be T$2,376,000 and our commission will be T$167,000."

7. Give some likely reasons why Unity Cooperative charges a higher commission on their 
minor products – beans and potatoes.

8. One member complained to the manager of Unity Cooperative: "You pay us T$118 a 
bag. Our private trader is paying more."

Suppose you are the manager.  Write down all your arguments for why the member 
should continue to sell his produce through the co-operative.

  


