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Storage 
A Self Study Guide for Members and Staff of Agricultural Cooperatives 

 
 

LESSON SIX:   Storage costs 
 

 
 
Objective:   to explain how to calculate and compare the costs and 
benefits of storage.  Unless the benefits exceed the costs, storage is 
not worthwhile, so these calculations should form the basis of all 
storage decisions. 
 

 
 
In the introduction to this study guide we noted that many co-operative societies store the 
members' crops for some time because of the benefit it brings to the members (usually in 
the form of better payment for the produce). 
 
You have now studied some of the problems involved in storage and will appreciate the 
fact that to manage storage properly you will incur many costs. 
 
Obviously, you would not want to store a crop for six months if you can receive the same 
payment for it today as after storage. That would mean incurring unnecessary costs – but if 
the benefits exceed the costs, such storage would be worthwhile. 
 
All your storage decisions must be based on a comparison of costs and benefits. Do not 
simply accept the argument that it is "normal practice" to store all crops for some time.  
Storage is not a matter of course, it is an economic decision. The managers of a  
co-operative have to ascertain the costs of storage and compare them with the benefits. 
Not until you have completed such calculations will you be able to compare your options 
and make your decision: storage in the co-operative, storage on members' farms, or 
perhaps no storage at all but immediate dispatch to the produce buyer. 
 
 
 
Estimating storage costs 
 
Begin by making a list of all possible storage costs and then estimating how much each one 
costs your cooperative.  You will discover that it is difficult to estimate costs in all 
circumstances.  Nevertheless, you must try to put a figure to each type of cost. 
 
 
i. Storage buildings. 
  

You can easily assess this cost if you pay rent for a building. If you own it, you have a 
yearly "depreciation cost". (For instance, if you paid T$100,0001 to build a store and 
plan to use it for 20 years, your annual cost in terms of the building depreciation will 
be $5,000.) 

                                                
1
 We use an imaginary currency in these study guides because they are used in many countries. We call it 
“Training dollars” (T$). 
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ii. Equipment. 
 
 You should include the specific equipment needed for moving produce into and out of 

storage. For expensive equipment, apply the same calculation methods as for a 
building: i.e. allow for "depreciation costs". 

 
 
iii. Packaging. 
  
 Include only the packaging required for storage. 
 
 
iv. Labour. 
 
 Include the wages of people directly employed in storage plus a proportion of the 

supervision and management salaries. 
 
 
v. Crop loss. 
 
 If you can estimate the percentage of actual crop loss (due to shrinkage, mould, pests, 

etc.) during storage, you can also estimate the loss in monetary terms. 
 
 
vi. Decline in produce value. 
 
 Mould damage or pest infestation may cause downgrading of the produce and lower 

prices. 
 
 
vii. Insurance. 

 
 You may need insurance to cover certain risks associated with storage such as theft, 

fire, and flooding. 
 
 
viii. Money tied up in storage. 

 
If you sell a crop immediately you receive money which can earn bank interest.  If you 
store the crop, you miss this opportunity; hence it is a "cost". 

 
ix. Other costs. 
 
 You will need money for cleaning equipment and materials, for maintenance, for 

pesticides, etc. Do not overlook the labour costs for maintenance and pest control. 
 
 
 
Comparing costs and benefits 
 
The next step is to compare the costs with the expected benefits of storage.  A simplified 
example which can be used as a model is provided on the next page.  
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The manager of a co-operative was offered T$200 a ton for maize sold immediately after 
delivery by the members.  He knew that if he stored it for six months, it would bring T$230 
a ton. He had to recommend to the management committee whether to sell the maize 
immediately or to put it into storage for six months. 
 
He had the following information: 
 

� The total amount of maize available was 1,000 tons. 
 
� The labour cost for the period of storage would be T$1,500. 
 
� Rental fees of building and equipment for storage would amount to T$600. 
 
� The insurance would cost T$2,000 for the storage period. 
 
� The banks pay an interest of 10% on deposits. 
 
� Predictable storage losses, with available control measures, would total 50 tons. 

 
 
Here are the manager's calculations: 
 
 

Benefits of storage 
 

T$ 

Revenue expected from sale after six months = 950 tons x T$230 
(This allows for the predicted storage loss of 50 tons.) 

218,500 

Revenue from the immediate sale would be 1,000 tons x T$200 
 

-  200,000 

Benefit from storage for six months 18,500 
  
 

Costs of storage 
 

T$ 

Labour 1,500 
Rent 1,000 
Insurance 2,000 
Cost of money (10% x T$200,000 x 1/2 year) 10,000 

Total cost of storage for six months 14,500 
  
 
This calculation suggests that the cooperative would be T$4,000 (T$18,500 – 14,500) better 
off, if it stores the produce for six months rather than selling it at once.   
 
The manager does not expect, based on his experience, to lose more than 5% of the crop 
during the storage (50 tons out of 1,000 tons makes 5%). But what if something happened 
to increase the losses to 7.5%? He would then have only 925 tons to sell and the revenue 
would be only T$212,750. The benefit would be reduced to T$12,750, which is less than 
the cost! Immediate sale would be more economical.  
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We can see from this how important it is to reduce storage losses as much as possible. It is 
also important to know what reductions can be achieved in practice by the methods 
included in the costs. 
 
 
Mathematical calculations of this type will help a manager to judge whether storage will 
be profitable or not.  Experienced managers know that while it is not possible to rely on 
the predicted figures alone, they need them to make a first quantitative cost/benefit 
analysis.   
 
The managers then look at all factors from all points of view and make their final 
decisions.  In subsequent operations they will reassess their costs and benefits, including 
the cost-effectiveness of their pest control measures, and will modify these, where 
necessary, in order to maximise the benefit/cost ratio. 
 
 
 
 

 


