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

LESSON THREE:  Estimating the Sales of Supplies

Objective:  In this lesson the committee of Unity Cooperative work out 
how much income they can expect to get from their input supply 
service.  They make sales estimates and review their mark-up policy,
taking into account the effects of price inflation, government 
controlled prices and leakage on their calculations.

The committee had now estimated the income from selling produce but Unity Co-operative 
has one more source of income: the sale of farm supplies.

They buy fertilisers and some other farm supplies from wholesalers and sell these things to 
members.  In order to prepare a budget for this business, Sabu and his committee have to:

 estimate how many farm supplies they would sell,

 calculate the cost of these goods and their margin.

1. Estimating Sales

"How many supplies are you going to sell next year, Sabu?" asked the chairman.

Sabu replied: "Well, let's first look back. This year we have sold fertilisers, pesticides and 
some other farm inputs for T$142,600 altogether.  The question is - will it be the same 
next year?"

There are many reasons why sales of supplies may differ from one year to another, so it 
would have been wrong of Sabu to just assume that sales would also be about T$142,600 
the following year.
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In trying to judge whether they would sell more or less the following year, Sabu asked two 
questions:

i. Did anything out of the ordinary happen this year, which made us sell more or less 
than usual?

ii. Is anything likely to affect next year's sales?

This Year

Looking back at what has happened this year, the committee remembered some events 
which had made sales different from an "ordinary" year.

Sabu said: "We did not sell any pesticides at the beginning 
of the season because we could not get any supplies.  We 
lost at least T$4,000 in sales."

He added: "Remember, too, that we delivered all the
water pipes for the irrigation project in Balta.  It was 
a special order, worth T$10,200. We won't be 
involved in anything like that next year."

The committee members confirmed that there would 
be no more big orders like that next year.

Sabu continued: "Therefore, we should use the figure
T$136,400 if we want to make a comparison." He 
showed his calculation:

Sales this year T$ 142,600
      + Pesticides (if they had been available) +  4,000
      - Water pipes (special delivery) - 10,200
      = Sales/adjusted figure T$ 136,400

Next Year

Now that they saw what the "normal" sales might have been this year, the committee 
considered the changes they knew would take place next year.

The chairman said: "We have already estimated that our membership will increase by some 
60 farmers, and they will certainly buy their requirements from us.  They can't get them
cheaper anywhere.  So the question is - how much will each farmer buy?"

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

T$109,800 = T$110
    998

T$109,800 was the total sale of supplies; 998 was the number of members. Dividing the 
number of members into the total sales gives the average sale to each member.
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The committee members nodded approvingly. They knew that some farmers spent more 
on fertilisers and spray, and others less, but as an average figure it was certainly right.

Sabu concluded: "So, together the 60 new members would buy supplies for about T$6,600 
from us next year. Will there be any other changes that will make us sell more or less than
this year?"

None of the committee members were able to think of anything else that could affect the 
sales of supplies the coming year.  Sabu summed up:

Sales this year(adjusted figure) T$ 136,400
      + Sales to new members + 6,600
      = Expected sales next year T$ 143,000

Price Increases

Sabu said: "We must not forget the price increases. Last January, for instance, one bag of 
fertiliser was T$26.40.  Now it is T$28.00. And it is the same with most of the other 
supplies.  Prices are going up all the time.

"So, even if we sell the same amount of supplies next 
year, our income will increase, simply because of the 
inflation."

Sabu knew that for some years, the price of most supplies had gone up by 5% to 10% each 
year.  Most probably the same would happen next year.  Therefore he advised the 
committee to increase the figure for the expected sales by 5%.

Total expected sales next year T$ 143,000
      + 5% price increase + 7,000
      = Sales figure adjusted for inflation T$ 150,000

Based on his experience as well as on statistics from previous years, Sabu was able to say 
that 70% of this sum would be for fertilizer purchases, i.e. T$105,000.  The rest, T$45,000,
would mainly be for pesticides.

2. The Margin

So the committee thought that they would be able to sell supplies worth T$150,000 during 
the following year. To cover the costs for all the work involved, Unity had to earn a
"margin" on its supply business, in the same way, as it had asked for a commission on the 
marketing business. For the last few years it had been Unity's policy to earn a margin of 
about 10% on the supply sales. This had given the cooperative sufficient money to cover 
the running costs.  

However, they had some problems.

Pricing Problems

First of all, they could not earn an exact 10% margin on all the various farm supplies they 
were selling.  For instance, the price of the most popular fertiliser was controlled by the 
Government.  Unity bought it from the wholesaler at T$26.60 a bag, and sold it to the 
members at T$28. That meant a margin of only 5%.
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To make up for the low margin on fertiliser, Sabu had to earn more on the sales of some 
other items.  For example, he could buy a drum of pesticide at T$16, and sell it at T$20. 
That was a margin of 20%.  In this way he could obtain an average of 10%.

Leakage Problems

Another problem was that it was very difficult to achieve the planned margin. Sabu had 
found that the margin that was actually earned when all supplies had been sold was usually
lower than the planned margin.

In his Purchase Register Sabu had noted down all farm supplies bought during the year. He 
entered in what he had paid to the wholesalers, the cost price, and also how much the 
goods had been "marked up" to arrive at a selling price. Now Sabu had added up all the 
purchases for the whole year.

PURCHASE REGISTER

Sabu said: "As you can see from these figures, we actually aimed at a margin of T$15,750, 
which is about 11% of the planned sales.  However, the sales of these supplies brought in 
only T$142,600, which was T$900 less than expected. So our margin was actually only 
T$14,850, or about 10.4% instead of 11%."
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In fact, this was no surprise to Sabu or the committee.  Through experience they had 
learned that the margin was often reduced.  For instance, it happened that they had to cut 
the price of some bags, because they were damaged. Like all traders, they also had some 
leakage in their operation, which means that some goods "disappeared" without being paid
for. (They were stolen, damaged through careless handling, never paid for because of 
careless book-keeping, etc.)

Of course, Sabu did his best to keep the leakage to a minimum, but he knew that he had to 
aim a little bit higher than 10% when he decided on his margin and fixed the selling prices.

The co-operative did not intend to change the margin on farm supplies and there was no 
reason why the leakage should change much.  Thus Sabu could estimate that the real 
margin for farm supplies would remain at 10% during the coming year. That would give 
them T$15,000 to cover the running costs for the supply services.

1. Calculate the average sales of farm supplies to each member in your cooperative.

2. What could cause the sales of farm supplies to vary from one year to another?  Give 
some examples.

3. Sabu knew that prices went up by 5 – 10% every year but he advised the committee to 
calculate with a price increase of 5%, not 10%.  Why?

  


