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

LESSON FIVE:  Completing the Budget

Objective:  In this lesson you will see how the estimates of sales and 
costs are used to complete a budget for the cooperative and how the 
management committee can then see if they will make enough surplus 
altogether to cope with any problems that may arise.

The chairman summed up: “We now have all the information we need to complete the 
estimates. We have calculated how much we are going to earn from the sales and we have 
estimated our costs.  It is time to prepare a complete budget.”

Sabu had already prepared a layout for the budget on the board. Why don't you try and fill 
the figures in the spaces by referring back to the relevant lessons?

Item Total % of sales Lesson

MARKETING OF PRODUCE
Sales of produce 2 (p.6)

- Payment to producers

 = Gross surplus (commission) 2 (p.8)

- Running costs for marketing:
Staff

Building, equipment

Interest

Transport

Bags

Other costs

Total running costs

4 (p.10)

 = Net surplus on marketing (A)

SALES OF SUPPLIES
Sales of supplies 3 (p.3)

- Cost of goods

 = Gross surplus (margin) 3 (p.5)

- Running costs for supply sales:
Staff

Building, equipment

Interest

Transport

Other costs

Total running costs

4 (p.10)

 = Net surplus on supply sales (B)

TOTAL NET SURPLUS (A + B)
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Here is the budget which Sabu wrote up on the board.  It shows how much income the 
co-operative expects next year, and which costs they will have to pay, i.e. the total 
expected result of the operations.

Item Total (T$) % of sales

MARKETING OF PRODUCE
Sales of produce 2,376,000

- Payment to producers 2,209,000

 = Gross surplus (commission) 167,000 7%

- Running costs for marketing:
Staff 31,900

Building, equipment 8,000

Interest 3,600

Transport 8,800

Bags 6,200

Other costs 3,200

Total running costs 61,700

 = Net surplus on marketing (A) 105,300 4.4%

SALES OF SUPPLIES
Sales of supplies 150,000

- Cost of goods 135,000

 = Gross surplus (margin) 15,000 10%

- Running costs for supply sales:
Staff 6,600

Building, equipment 900

Interest 200

Transport 2,200

Other costs 400

Total running costs 10,300

 = Net surplus on supply sales (B) 4,700 3.1%

TOTAL NET SURPLUS (A + B) 110,000 4.4%

Sabu summed up:

"If everything goes according to plan, our co-operative
will earn a net surplus of about T$110,000."

That is about 4.4% of the sales. Will that be enough?
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Sabu made some calculations, and after a while he said: 

"I think it is enough.  Listen:

25% of the net surplus will go to the Reserve Fund, as required by the law. That is 
T$27,500.

Then we should also pay interest on the share capital.  Members' shares amount to 
T$30,000, so 3% interest will be T$900.

That leaves about T$82,000. We shall use some more of this surplus to build up our own 
funds, but we could also pay a bonus to the members at the end of the business year, if
everything goes as planned."

The chairman remarked: "People are pleased to get a bonus, but they are a nuisance for us 
to calculate and pay out. Now that our estimates show a net surplus, wouldn't it be better
to lower the prices of farm supplies and reduce our commission instead of paying a bonus 
afterwards?"

Sabu did not want to reduce the net surplus. He said: "What would happen if, for one 
reason or another, we do not achieve the result we have estimated? Suppose there is a
crop failure or a shortage of fertiliser....  In our estimates we have not assumed that 
anything like that will happen, but if it does...?  Our sales and our income will be much 
less."

To emphasize his point, Sabu gave the committee members an example: "Suppose that we 
reduce the margin on all farm supplies to 7%.  How much would that give us? Let's see, 7% 
of T$150,000 is only T$10,500, just about enough to cover the running costs! There is no 
'safety margin' whatsoever if anything should happen."

From this we can see that it is advisable to estimate for a net surplus.  If all goes well, the 
net surplus will be of benefit to the members, some of it may be returned to them as a 
bonus. Therefore, it is the practice of most co-operative managers and committees to aim 
at a net surplus of 3% to 5%.

But now we must ask ourselves a question: what should we do if the estimated net surplus 
seems to be too small?
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If this happens when you prepare estimates for your own cooperative, you have to examine 
your figures carefully and look for ways of improving the net surplus:

 Can the sales of produce or supplies be increased?

 Can the commission on produce be increased?

 Can the margin on supplies be increased?

 Can the costs of running the business be reduced?

To avoid the risk of a loss, it may sometimes be necessary to increase commissions and 
margins, or to reduce the costs drastically, perhaps by reducing the number of staff.

Using a Budget

The Unity Co-operative committee had done a good job preparing a satisfactory new 
budget.  The chairman concluded the meeting with these words: "If we can achieve the 
result we have estimated, we will be in good shape. We know that it is possible. It is a 
realistic budget, based on our experiences, statistics and surveys.  But we also know that
the budget is just the beginning of next year's work. Now it must be developed and used."

"Anything can happen, and we may face problems next year.  Then it is our responsibility 
to take quick action to solve the problems. The budget is our main tool in this work. It
will help us to discover any unexpected changes and to solve any problems that arise."

The chairman said that the budget must be developed and used. What exactly did he 
mean by that?

The budget in its initial form just shows the total result of the operations - it is an 
"operational budget". If sales and expenditures conform to the budget, then the co-
operative will have another successful year and make a net surplus.

But if anything unexpected happens, Sabu must be quick to respond. Therefore, he must 
"follow up" the budget, constantly keeping an eye on income and expenditures to see
whether they agree with the estimates or not.

As the budget looks now, it is not easy for Sabu to control the development of business 
according to plan. This is because the budget shows the total result for the whole year.  
For instance, the budget says that the transport costs are estimated at T$11,000.  Suppose 
now that the truck is needed mainly during the end of the business year. A less 
experienced manager may think, at the beginning of the year: "We have T$11,000 for 
transport, and we are hardly spending anything now. I can allow some more driving." And 
when the trading season begins, half of the budgeted transport costs may be spent 
already!

Therefore, it is necessary to subdivide the budget into quarterly or monthly budgets. The 
transport budget, for instance, could look like this:

Jul - Sep Oct – Dec Jan – Mar Apr - Jun
T$ 900 T$ 2,100 T$ 5,500 T$ 2,500

With this differentiated budget the manager will find it easier to control the transport 
costs. This is one way of developing and using a budget.  Another way is to develop the 
operating budget into a cash budget which we will learn how to do in the next lesson.
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1. Give all reasons you can think of why a co-operative should aim at having a net surplus 
at the end of the business year.

2. What do you think?  Is it better to:
a. reduce margin and commission or
b. plan for a larger surplus, so that members can be given a bonus at the end of the 

year, if everything goes as planned?   
Give reasons for your answer.

3. What has been the net surplus (expressed in percentage of total sales) in your co-
operative during the last few years? Comment on the figures.

  


