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MODULE 1 AGRICULTURE AND BUSINESS

Unit 1 Meaning of Agriculture and Bussse
Unit 2 Nature of agricultural Products

Unit 3 Types of business and products
Unit 4 Characteristics of Agriculturalb@ucts

UNIT 1 MEANING OF AGRICULTURE AND BUSINESS
CONTENTS

1.0  Introduction

2.0 Objectives

3.0 Main Content
3.1  Meaning of Agriculture, Business and Agaimess
3.2  Definition of Business
3.3  Classification of Business
3.4  Types of Small Businesses
3.5 Forms of the Bess Organisations
3.6  Roles of Entrepreneur

4.0 Conclusion

50 Summary

6.0  Tutor-Marked Assignment

7.0 References/Further Reading

1.0 INTRODUCTION

The word agriculture indicates plowing a field, itiag seed, harvesting
a crop, milking cows, or feeding livestock. Ungcently, this was a fairly
accurate picture. But today's agriculture is ratiyodifferent.

Agriculture has evolved in to agribusiness and lb@asome a vast and
complex system that reaches for beyond the farnmdlude all those
who are involved in bringing food and fiber to congers. Agribusiness
include not only those that farm the land but dls® people and firms
that provide the inputs-seed, chemicals, credit ptocess the output
e.g. milk, grain, meat etc; manufacture the fooodpcts e.g. ice cream,
bread, breakfast cereals etc; and transport ahdhgefood products to
consumers e.g. restaurants, supermarkets.

Initially when agriculture was the major ventureagribusiness, it was
easy to become a farmer, but productivity ias. Most farmers
produced at subsistent level, which is producingatwis enough for
them and their families with little or nothing tells The implication of
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this was that most farmers were nearly self-sudfiti They produced
most of the inputs they needed for productisuch as seed, draft
animals, feed and simple farm equipment. Farm famiprocessed the
commodities they grew to make their own food andththg. They
consumed or used just about everything they pratluldee small amount
of output not consumed on the farm was sold fohc@bese items were
used to feed and cloth the minor portion of thentgts population that
lived in villages and cities.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

define and explain the meaning of agrimaltand agribusiness
describe the origin of Agribusiness

differentiate forms of business organagi

state the peculiar characteristics of@gpural products.

3.0 MAIN CONTENT

3.1 Meaning of Agriculture, Business and Agribsiness

A good understanding of the meanings of agriculurd business is a
veritable tool for adequate knowledge in agribussnebecause
agribusiness derives its name from agriculture launginess. Agriculture
can be defined as the production of food, feedefdnd other products
by the systematic growing and harvesting ptdnts and rearing of
animals to sustain life. Agriculture deals with faéng and/or raising
livestock.

3.2 Definition of Business

In simple words—businessmeans the state of beirdgusy. Broadly,
business involves activities connected with thedpotion of wealth. It
is an organised and systematised human activitylwing purchase of
goods and services with the object of selling tlara profit. Business is
involved with buying and selling goods, manufactgrigoods or
providing services in order to earn profit.

If we combine the definitions of agriculture andsimess together,
Agribusiness can therefore be defined as the asgdnand systematic
ways of food, feed and fibre productions and reprai animals to
sustain life.
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3.3 Classification of Business
A business can be classified based on the basis of

0] Forms of ownership

1. Sole proprietorship
2. Partnership
3. Corporation
4. Cooperative

(i)  Types of Businesses

Agribusiness

Financial businesses
Marketing businesses
Real estate businesses
Information businesses
Service businesses
Transportation businesses
Industrial businesses
Utility business

©CoNoORrWNE

3.4 Types of Small Businesses

With the exception of Government, most of the srhaBlinesses can be
classified as the following types

Production

Retailing

Distribution

Personal services
Professional services
Financial

Franchising

NookhwhE

=

Production: This classification includes all types of prodant
including agricultural production of crops and bteck, as well
as forestry.

2. Distribution : This classification refers to those businessdschv
do not make anything but which bring the goods seices to
the consumer or user. This includes such activagegackaging,
labeling, transporting, refrigerating, freezingp@essing, storing,
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and performing any service necessary to prepargabées or to
provide the service to eventual consumer.

Retailing: Although often included as a phase of distributio
retailing is listed as a separate category bectnese are a large
number of persons employed in retailing. Obvioushepresents
one of the best opportunities for the potentialrepreneur.
Retailing is that stage of distribution, which deakith the
consumers. Examples of retailers are grocers,sselfice stores,
florists, agricultural input retailing.

Personal servicesThe service business is those; which do not
primarily supply goods to the public, but inste&dfprm a service.
Goods may be used to perform the service but tteegfesecondary
importance. Examples of personal service are hatetsaurants,
agro-service centers.

Professional servicesSome type of services, in order to protect
the public, requires considerable training on tleet pf those
offering the service. Usually those professionalviees must
have a formal education and rigid examinations teefeceiving
licenses to offer their services to the public. lEpées of those
offering services are investment brokers, insuragents etc.

Financial: Financial businesses are usually service-oriebigd
since they deal primarily with the loaning or intreg of money
or the equivalents of money (stocks, bonds, prgpéaghts, etc) a
separate category describes them best. Exampldmancial
services are commercial banks, insurance compathigf, and
loan societies etc.

Franchising: Franchising is a system for selectively distribgt
goods or services through outlets owned by the chizee.

Basically, a franchise is a patent or trademadense, entitling
the holder to market particular products or sewwigader a brand
name or trademark according to prearrdngerms and
conditions. The franchiser is the owner of his er bwn business
(the franchisee) is likely to be more diligent astdve harder for
success than the hired manager of a company-ovutéd.Since
franchising is form of selective distribution, thgical franchise
agreement prohibits the franchise from setting wmpmeting

outlets within the franchise area. Examples of ¢hase services
are diet services, quick-service food-drive inke firied chicken.

Forms of the Busbwe Organisations

4
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There are three basic forms of business organmsatiethods: the sole
proprietorship, the partnership, and the corponatilgith only a few
limited exceptions, any type of business ventune gae any form of
business organisation. The factors that will affdged business form
chosen are:

Ease of formation

Exposure to financial risk

Ability to raise capital

Tax treatment of income

Continuity of business upon the deatbwher.

arwnNE

3.6  Roles of Entrepreneur

Many economic theories emphasise the significat¢ muayed by
individual entrepreneurs as they combine talertidlitias and drive to
transform resources into profitable undertaking@seph Schumpeter
was the first major writer to highlight the humageat in the process of
economic development. He believed that the econeas/propelled by
the activities of persons who wanted to promote m@eds and new
methods of productions or to exploit a new sourcenaterials or new
market not merely for profit but also for the puspoof creating.
Likewise, Arthur W. Lewis contended that economiovgth was bound
to be slow unless there was an adequate supplytdpeeneurs looking
out for new ideas, and willing to take the risk iotroducing them.
The relation between self-sustained growth of amnemy and
entrepreneurship was further discussed by W.W. ddosivhen he
claimed that—economicgrowth was the result of an interesting process
involving the economic, social and political sestof society, including
emergence of corps of entrepreneurs who are psygically motivated
and technologically prepared regularly to lead weey in introducing
new production functions in the economy".
As it is, experts as have variously described tiieepreneur.

A person who innovates

One who allocates and manages the factors afuption and

bears risk

One who has ability to perceive latent econoapportunities

and devise their exploitation

An individual, who conceives the ideas of bussmealesign the
organisation of firms, accumulates -capitadcruits labour,

establishes relations with supplier, customersthadjovernment
and converts the conception into a functional oiggion.

5. The supplier of resources, supervismd coordinator and
ultimate decision maker.

N =

> W
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4.0 CONCLUSION

In this unit, you have learnt the meaning of adtime and business.
You also learnt the different forms of business ekghip as well as the
classification of small businesses.

5.0 SUMMARY

Agriculture is defined as the production of fooekd, fibre and other
products by the systematic growing and harvestirqgants and rearing
of animals to sustain life. Business is involvedhwbuying and selling
goods, manufacturing goods or providing servicesrder to earn profit.
Forms of business ownership are sole prapskip, partnership,
corporation and cooperative. The roles @ftrepreneur include
innovation, coordination of other factors of protio, bearing of risks
and decision making.

6.0 TUTOR-MARKED ASSIGNMENT

1. Define agriculture and business
2. Mention the four forms of business owhars
3 Mention and discuss the roles of entnegue

7.0 REFERENCE/FURTHER READING

Adegeye, A.J. & Dittoh (1985)Essential of Agricultural Economics.
Ibadan: Impact Publishers Nig Ltd, Pp 106-155.
Adesimi, A.A. (1988). Farm Management Analysis with
Per spective through the devel opment process.
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UNIT 2 NATURE OF AGRICULTURAL PRODUCTS
CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1  Nature of Agricultural Products
4.0 Conclusion
5.0 Summary
6.0  Tutor-Marked Assignment
7.0 Reference/Further Reading

1.0 INTRODUCTION

Unlike manufacturing products, agricultural produdiave peculiar
characteristics which affect their lifespan, thegansportations well as
their prices. Agribusiness owners must understhede characteristics
and their implications on decision making on prdguctand marketing
activities.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

) mention and explain the nature of agrimalt products

o explain the implications of the nature of agriatal products on
transportation and demand and supply of agriculpraducts

o differentiate between agricultural productsd gproducts from

other sectors.

3.0 MAIN CONTENT

3.1  Nature of Agricultural Products
(@) Perishability
Agricultural products are highly perishable beinghty susceptible to

adverse weather conditions, such as excessive drgagss or wetness.
They easily deteriorate under unfavourable comatiand loose value.
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They therefore have to be disposed off quicklyezitty consumption or
sale. Farmers cannot easily keep them to take tatyamf better prices
later.

(b)  Bulkiness

Agricultural products are very bulky, that is, thégve much more
volume or weight or size than their real value. Vbime/value ratio is
very high. For example yams, potatoes, rice, gad aven vegetables
occupy a lot of space, though their monetealue may be small.
Industrial products are usually less bulky. This lmaplication for storage
and transportation and the final price of the poadu

(© Differentiation

Agricultural products are not homogeneousther, they are
differentiated physically in size and shape, foaraple yams, potatoes,
oranges and eggs. They may be differentiated iditguag. palm oil
and gari in which we have different grades. They migo be differen-
tiated by customer affinity in which case a consusteks to only a
retailer for his purchase of say gari or rice.

(d)  Substitution

Agricultural products have zero or negligible dl@st of substitution.

Food products are agricultural products. Therecaulg a few synthetic
products that may be used as food in special cistameces. Items of
foodstuffs may be substituted one for the otheg, eocoyam may be
substituted for white yams in making pounded yameRnd maize are
close substitutes in the making of pottage ("tuviit)they are not perfect
substitutes. Agricultural products therefore haegligible elasticity of

substitution.

(e) Raw Materials

Agricultural products are raw materials for agrbeal industries. When
industrial demand competes with domestic demandeprcan become
raised especially in adverse production conditions.

The nature of agricultural products and their paighin processes, as
discussed above, make their marketing to be uremaedifferent from

the marketing of industrial products. Industriabgucts are not easily
perishable, not as bulky as agricultural productd are not seasonal;

8
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they are more homogeneous than agricultural predactl often have
acceptable substitutes. Prices do not therefluetufate in industrial
marketing as in agricultural marketing.

4.0 CONCLUSION

In this unit, you have learnt about the nature grcaltural products and
its implications on transportation and their demand supply.

5.0 SUMMARY

Agricultural products, unlike manufacturing prodsicare primary
products; hence, they command low prices unlesg #ne processed.
Some of them are bulky thus; transportation froefdrm to the market
is often a problem, a condition that comp&smers to sell their
products at the farm gate at a relatively low ptaéhe middle men.

6.0 TUTOR-MARKED ASSIGNMENT

1. Mention the nature of agricultural protiuc

2. What are the implications of the nature of agtical products
on prices, demand and supply?

7.0 REFERENCE/FURTHER READING

Adegeye, A.J. & Dittoh (1985)Essential of Agricultural Economics.
Ibadan: Impact Publishers Nig Ltd, Pp 106-155.
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UNIT 3 MEANING, IMPORTANCE AND DIMENSIONS
OF AGRIBUSINESS

CONTENTS

1.0 Introduction

2.0  Objectives

3.0 Main Content
3.1  Definition and Origin of Agribusiness
3.2  Sectors of Agribusiness
3.3  Importance of Agri-business
3.4  Dimensions of Agri-business

4.0 Conclusion

5.0 Summary

6.0  Tutor-Marked Assignment

7.0 References/Further Reading

1.0 INTRODUCTION

Agribusiness has grown and translated from farnim@ll businesses
that is agro-based, that requires stakeholdersitovkhe nitty-gritty of
the business and the requirements for a succeagfildusiness in less
developed countries.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

define agribusiness

describe the origin of agribusiness

mention and discuss the sectors and dimensiayibusiness
state the importance afribusiness

3.0 MAIN CONTENT

3.1 Definition and Origin of Agribusiness

Agribusiness is the sum total of all operationsolmed in the
manufacture and distribution of farm supplies, picithn activities on the
farm, storage, processing and distribution of faommodities and items
made from them.

John H. Davis of Harvard University first used tbem agribusiness in
1955. In 1980s it was given three connotations:

10
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(2) Synonymous with term agriculture,

(2)  Synonymous with agricultural economics and

(3) A modified concept of agriculture, excludingrfang, or the off-
farm aspects of agriculture.

At present, agribusiness is defined as all busieatsrprises that sells to
farmers/traders/ consumers. The transaction magivaweither an input
or a product or service and encompasses itemsastch

1. Productive resources (feed, seed, fertilizeyipgent, energy,
pesticides, machinery, etc.)

2. Agricultural commodities — (raw and processetimdities of
food and fibre)

3. Facilitative services (credit, unsnce, marketing, storage,

processing, transportation, packing, distributmmsultancy, soil
testing etc.).

3.2 Sectors of Agribusiness
Agri-business involves three sectors:
1. Input sector: It deals with the supply of inpuégjuired by the

farmers for raising crops, livestock and otheredllienterprises.
These include seeds, fertilizers, chemicals, mackiiand fuel.

2. Farm sector: It aims at producing cropsestock and other
products.
3. Product sector: It deals with various aspelike storage,

processing and marketing the finished productsssio aneet the
dynamic needs of consumers.

Therefore, Agribusiness is sum total of all opemadi or activities
involved in the business of production and markgtf farm supplies
and farm products for achieving the targeted ohjest

3.3 Importance of Agri-business

(@) It deals with agricultural sector and alsohwthe portion of
industrial sector, which is the major source ofifanputs like
fertilizers, pesticides, machines, processing amdt pharvest
technologies.

(b) It suggests and directs the government andagisectors for
development of sub sectors.

(© It contributes a good part of the natimw@nomy.

ADVANCED AGRIC BUSINESS MANAGEMENT
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3.4 Dimensions of Agri-business

1. It deals with different components of bagricultural and
industrial sector, their interdependence and influence of one
sector on other.

2. It deals withdecision making process of farm either private or
government relation to production and selling atgpec

3. It deals withstrengths and weaknesses of a project and thereby
their viability in competing enterprises.

4. Agri-business is alwaysarket oriented.

5. Structure of Agri-business is generally vertiaad it comprises
the following

a. Govt. policies and programmes regarding rgisaf crops or

taking enterprises etc.,

Research and extension programmes @fdhernment.
Farm supplies or inputs

Agricultural production

Processing

Marketing of agricultural products

~ooo0o

4.0 CONCLUSION
Agribusiness is the sum total of all operationsaotivities involved in
the business of production and marketing of farmppias and farm

products. Agribusiness contributes significantly tgrowth and
development of national economy.

5.0 SUMMARY
In this study unit, you have learnt that:

The meaning of agribusiness, sectors, importance damensions of
agribusiness.

There are three distinct sectors (input, farm anadyct sectors) in
agribusiness.

Agribusiness deals with both agricultural and iridaksectors.

6.0 TUTOR -MARKED ASSIGNMENT

1. Define agribusiness and its importandd¢onational economy.
2. State and discuss the dimensions of agnless

12
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7.0 REFERENCES/FURTHER READING

Adegeye, A.J. & Dittoh (1985)Essential of Agricultural Economics.
Ibadan: Impact Publishers Nig Ltd, Pp 106-155.

Adesimi, A.A. (1988).Farm Management Analysis with Perspective
through the devel opment process.

Johl, S.S. & Kapur, J.R. (2006fundamentals of Farm Business
Management. New Delhi: Kalyani Publishers.

Olukosi, J.O. & Erhabor, P.O. (1988)ntroduction to Farm

Management Economics: Principles and Applications. Zaria:
AGITAB Publishers Ltd
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UNIT 4 SCOPE OF AGRIBUSINESS
CONTENTS

1.0 Introduction

2.0  Objectives

3.0 Main Content
3.1  General Scope of Agri-business
3.2 Scope for Agribusiness in Nigeria
3.3  Nature of successful agribusiness

4.0 Conclusion

5.0 Summary

6.0  Tutor-Marked Assignment

7.0 References/Further Reading

1.0 INTRODUCTION

Agribusiness has a wide scope. It deals with afjural sector and also
with the portion of industrial sector, which is tlmajor source of farm inputs
like fertilizers, pesticides, machines, processiagd post harvest
technologies. Agribusiness provides a wide scope i@festment

opportunities which ranges from production to mérige of agricultural

products and agro allied products.

2.0 OBJECTIVES
At the end of this unit, you should be able you to:

explain the general scope of agribusiness

describe the scope of agribusiness in iMigand other LDCs
identify investment opportunities in agréness in Nigeria
identify determinants of successful agsibass in Nigeria.

3.0 MAIN CONTENT

3.1 General Scope of Agri-business

1. Our daily requirements of food and fibre proguet desired
place at required form and time come from efficient and
hard working of many business personnel in input, farm and
food production and also in marketing them. Thdrergystem in
brief is called Agribusiness.

Agribusiness, of late, is combining the dsercommercial enterprises,
using heterogeneous combination of labour, nads$ecapital and technology.

14
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It is a dynamic sector and continuously meetseci demands of
consumers in domestic and world markets.
Agri-business  establishment leads  tstrengthening  of
infrastructural facilities in that area, expansion of credit; raw
materials supply agencies, adoption of modeghnology in
production and marketing of agricultural products.
Agri-business provides crucidbrward and backward linkages
(Vertical (Backward linkage includes supply of inputs, credit
production technologies, farm services etc. A rwhrd linkage
includes storage, processing, transportateomd marketing
aspects.)

Agri-business generates poterdgbl oyment opportunities.

It adds value to products and therebyeiases the net profits.

Scope for Agribusiness in Nigeria

Nigeria is endowed with favourable climatic ciioshs which
facilitates production of tropical agricultural corodities.

Supply of agricultural inputs like feed darfodder, inorganic
fertilizers and organic fertilizers.

Biotechnology applications in agriculture bawast scope in
production of seed, bio-control agents, industhainessing of
microbes for bakery products.

Export can be harnessed as a source of econgmowth. The
products line include cereals, pulses, oilseedsadsdoil meal,
spices and condiments, fruits and vegetables, figwaedicinal
plants and palm oil and so on.

At present agricultural products are nardleing processed,
hence processing of agricultural products sscondary and
tertiary levels presents vast opportunities intagginess industry.
The livestock wealth gives enormous scope favdpection of
meat, milk and milk products, poultry products etc

The forest resources can be utilisedgfoduction of byproducts

of forestry known as Non Forest Timber Products{R}:
Beekeeping and apiary can be taken Uprge scale in Nigeria.
Mushroom production for domestic consumption argdort can be
enhanced with improvement in the state df @fr their
production.

Organic farming has highest potential Nigeria which will
discourage the pesticide and inorganic fertilizgsligation and their
consequences on soil, crops animals and farmers.

Seeds, hybrid and genetically modified cropsyehthe highest
potential in Nigeria in the future.

Production of vegetables and flowessider green house
conditions can be taken up to harness the expaitaha
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for employment in marketing, transport,
warehousing facilities, credit, insurance and logissupport

service

S.

The enhanced agricultural production throwsnoppportunities
cold steragnd

Table 1 shows entrepreneurial opportunities in modRy agriculture

in Nigeria

Table 1. Entrepreneurial opportunities in Modern Agriculture

Farming(on Product I nputs Processing Facilitative
farm) Marketing Marketing
Crog Wholesale Fertilizer Milk Research &
Husbandry Development
Dairy/Poultry/ | Retail Agric. Fruits Marketing
Sheep and Chemicals Information
Goat
Piggery Wholesale/
Retail of pigs
and pork
Artisanal
fishery
Aquaculture Commission | Seeds Vegetables Quality control
Agent
Rabbitary Transpor Machineries | Paddy Insurance
Olericulture Export Animal feed | Sugarcene Energy
(Vegetable
Production
Floriculture Finarce Poultry Cashew
(Flower hatchery
production
Ornamenal Storage Vet Coir
plants medicines
Snailery Retail Landsceping | Poultry
Fodcer Agric. Credit | Cattle
Sericulture Custon Tannery
service
Agro-foresiry Bio-control Brewery
units
Beekeeping Bio-tech
units
Mushroon
3.3 Nature of Successful Agribusiness

We have learnt that agribusiness has becoerg gompetitive and
complex. This is mainly due to changing taste aadhion of the
consumers on the one hand, and introduction oftisutesand cheaper

16
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and better competitive goods, on the other. Thedattum —produces
and sells has changed overtime irt@roduce only what customers

want.

In fact, knowing what customers want is never pdan

Nevertheless, a farm operator/farm manager hasve gyoper thought

to this consideration in order to make his busirsessccessful one. The

important requisites for success in agribusiness ar

1.

also

Clean objectives:Determination of objectives is one of the most

essential pre requisite for the success of busifidss objectives
should be realistic and clearly defined. Then, th# business
efforts (physical and mental) should be geared tdgvachieving
the set objectives. As we all know, objectivesdgstination points
for an agribusiness. As a traveller must know wheeéshe is
going, i.e. destination, in the same vein, busineamagers
must know and have the objectives at fhreger tips.

Planning: In simple words, planning is a pre-determined lifie
action. The achievement of objectives set is toreatgextent a
function of the planning. This is in consonancehwat common
saying he who fails to plan has planned to faik Raid that it does
not take time to do a thing but it takes time toide what to do and
how to do it. Planning is a proposal based on @gsérience and
present trends for future actions. In other woitds,an analysis of
a problem and finding out the solutions to solventhwith
reference to the objective of the farm.

Sound organisation: An organisation is the art or science of

building up systematical whole by a number of lmiated parts.
Just as human frame is build up by various paktstieart, lever,
brain, legs etc. similarly; organisation djusiness is a

harmonious combination of men, machine materiainoney
management etc.  So that all these could warkly as one unit, i.e.

—the

agribusineds Organisation is, thus such astayatic
combination of various related parts for awimg a defined
objective in an effective manner.

Research:Consumers preferences are changing and onus lies on

the entrepreneur in agribusiness to be familiahwlite changes
and the determinants of consumer preferences. mbwlkdge of
these factors is acquired through market rese&tekearch is a
systematic search for new knowledge. Market rebeamable a
business in finding out new methods of productiomproving
the quality of product and developing new produmdsper the
changing tastes and wants of the consumers.

17
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5. Finance: Finance is said to be the life-wire of any ibass
enterprise whether agro-allied or industrially lthséinance is a
tool by which productive factors (land, labour, iaery etc) are
harnessed brings together for production purpodeerefore,
farmers and others that are involved in Agribussnefould
estimate the financial demand of their enterprigel anake
adequate arrangement for securing the requirechdandor the
enterprise.

6. Business Location: One major determinant of the success of
agribusiness is the location of the business enserplhe effects
of location on the achievement of objexti of profit
maximisation is hinged on the fact that it detemsinthe
accessibility of the business to the source(s)avé materials,
skill and unskilled labour , nearness to market anppyment of
both internal and external economies of scale. réfbee, it is of
utmost importance for entrepreneurs to select lsleiteocation to
site their agro-allied firms. For instance a firmogucing palm
kernel oil must be located close to where theraviilability of
palm kernel and good road network for the conveganicboth
the inputs and the product and by-product to theketa

7. Efficient management: Poor or inefficient management is a
major reason always being attributed to businedaréa It is
therefore necessary for the proprietor to acquirerde knowledge
that will aid his business acumen vis-a-his effective and
efficient management. To bridge the areas of teehni
incompetency, the business man must be williagerhploy
well trained and technical experts. For instandbefagribusiness
is feed milling business and the proprietor iskmawledgeable in
feed formulation, while learning on the job, he wldoemploy an
animal nutritionist. One of the reasons for falwf business
often attributed to as their poor management offioient
management.

8. Harmonious relations with the workers: In an agribusiness
organisation, the farmer operator occupiesdistinct place
because he/she is the main living factor amongfadtors of
production. In fact, it is the human factor thatkem the use of
other non-human factors like land, machimapney etc.
Therefore, for successful operation of businesstettshould be
cordial and harmonious relations mairgdin with the
workers/labours to get their full coopewati in achieving
business activities.
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4.0 CONCLUSION
Agribusiness deals with agricultural and industsaktors. There are

many investment opportunities in agribusiness. &haslude crop and
animal production; feed supplies, snailery, apimeltand so on.

5.0 SUMMARY

In this unit, you have learnt the meaning, scopd amportance of
agribusiness.

Entrepreneurial opportunities in agribusiness anetemninants of

successful agribusiness in less developed counhtiéa® also been
outlined.

6.0 TUTOR- MARKED ASSIGNMENT

1. State the scope of agribusiness in Nageri

2. What are the determinants of the groviitdigoibusiness in
Nigeria?

3. List 5 entrepreneurial opportunities griausiness in
Nigeria.

7.0 REFERENCES/FURTHER READING

Adegeye, A.J. & Dittoh (1985)Essential of Agricultural Economics.
Ibadan: Impact Publishers Nig Ltd, Pp 106-155.

Johl, S.S. Kapur, J.R. (200Gyundamentals of Farm Business
Management. New Delhi: Kalyani Publishers.
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MODULE 2 MANAGEMENT PRINCIPLES IN
AGRIBUSINESS
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Unit 2 Planning function of Management

Unit 3 Organisation and Staffing

Unit 4 Directing Function of Management

Unit 5 Co-ordination, Communication aaintrol

Unit 6 Principles of Management

Unit 7 Application of Management prinleip in Agribusiness

UNIT 1 CONCEPTS OF MANAGEMENT AND ITS
ELEMENTS

CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 Distinctive Features of Agri-business Mgeraent
3.2  What is Management?
3.3  Concepts of Management
3.4  Functions and elements of Management
4.0 Conclusion
5.0 Summary
6.0  Tutor-Marked Assignment
7.0 Reference/Further Reading

1.0 INTRODUCTION

Agriculture as a business that is runby differeaksholders involved in
it requires different skills in management tfe scarce resources
involved the production of goods and services fannHaven‘t known
the scope of agribusiness and the nature of w@gmal products, it
imperative to know how to apply management conaepagricultural
business.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

o define management
° list the element of management

20



AEA 503 ADVANCED AGRIC BUSINESS MANAGEMENT

o explain the concept of management
o state the features of agri-businessiagement
3.0 MAIN CONTENT

3.1 Distinctive Features of Agri-business Managnent

The important distinctive features or the pnihei characteristics of
agribusiness are as follows:

1. Management varies from business to businessndiépy on the
kind and type of business. It varies froasib producer to
brokers, wholesalers, processors, packagers,anufacturers,
storage proprietors, transporters, retailers etc.,

2. Agri-business is very large and evolved to hartie products
through various marketing channels fromodpicers to
consumers.

3. Management varies with several milliorfaxiners who produce
hundreds of food  and livestock products.

4. There is very large variation in the size ofidmsiness; some are

very large, while many other are one personone family
organisation.

5. Most of the Agri-business units are consenea#ind subsistence
in nature and family oriented and dedhviausiness that is
run by family members.

6. The production of Agri-business is seasonal @gpknds on farm

production. They  deal with vagaries of nature.

Agri-business is always market oriented.

They are by far vertically integrated, but soame horizontally

integrated and many are conglomerated.

9. There is direct impact of govenment. paogmes on the
production and performance of Agribusiness.

© N

People in many countries flock to the cities, cangting the problem of
food, transportation,distribution and marketing.the developing new
nations, this marks the beginning of a shift frambsstence farming to
commercial agriculture. The commercial agricultte@ not exist with out
the support of Agri-business and other industries.

The hungry countries are usually those with thenésg percentage of
their people in farming. This is because of thamfers are still close to
subsistence farming. The role of agricultural ecoist is to advice
farmers on the commaodities to be produced and thst economical
methods of combining resources so as to maximisétprfrom the
farm.
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3.2 Whatis Management?

There is no single definition of management. Acoaydo Henry Fayol,
the father of principles of managemerflo manage is to forecast, to
plan, to organise, to command coordinate anccdotrol Frederick
Winslow Taylor defined Management as knowing eyagthat you
want men to do and then seeing that they do ihéenkdest and cheapest
way.

Mary parker, --Managementis the art of getting things done through
peoplé.

P. Drucker, -—Managementis a multi-purpose organ that manages a
business, manages manager and manages workewoakid

George Terry, -—Managementis a distinct process consisting of
planning, organising actuating and controlling parfance to determine
and accomplish the objectives by the use of peamiieesources.

On the premise of the above definitions, we canmndefnanagement as
getting things done through others/subordinatesther words, it is a
process of various functions like planning, orgegs leading and
controlling the business operations in such a maaseto achieve the
business objectives set by the firm. It consistalbactivities beginning
from business planning to its actual survival.

3.3 Concepts of Management

1. Some describe Management as divisidn tle area of
responsibility into finance, marketing, productemd personnel.

2. Others look at the Management as six M concefitese are
money, market, materials, machinery, methods arahpower.
Here the management is conceptualised as effeatsees of
resources available.

3. Another concept is its division into apgches and processes.
This includes industrial engineering managemestititional or
organisational management and behavioural managemen

4. Another concept is functional approachmmagement.

3.4 Functions and Elements of Management
Fayol identifies five of such functions. They are:

1. Planning
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Organising
Directing
Co-ordination
Control

arwpn

4.0 CONCLUSION

Management is applied in all facet of human exstemncluding
agriculture thus its knowledge is required in agjtiral production,
processing and marketing in allocation of scare®ueces to increase
productivity and profit in agricultural business.

50 SUMMARY
In this unit, you have learnt:

Distinctive features or the principle aeristics of agribusiness
What is management

Concepts of management and

Functions and elements of management

PN

6.0 TUTOR-MARKED ASSIGNMENT

What is Management?

7.0 REFERENCE/FURTHER READING

Stephen, P. Robbins & Mary Coulter (199%)anagement Practice.

New Jersey: Hall, Inc. A Simon & Schuster Compadpper
Saale River.
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UNIT 2 PLANNING FUNCTION OF MANAGEME
CONTENTS
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2.0 Obijectives

3.0 Main Content
3.1  Meaning of Planning
3.2 Importance of Planning
3.3  Types/Levels of Planning
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1.0 INTRODUCTION

Planning is the process by which a manager lookthéofuture and

discovers alternate courses of action. Planningrde=s the adoption of
specific programme in order to achieve desiredltesit means the

selection from among alternatives of future coursesaction for the

enterprise as a whole and each department with ih is determining

goals, policies and courses of action and it ingslthe processes like
work scheduling, budgeting, setting up procedursetting goals or
standards, preparing agenda and programming.

In the body of management knowledge, planning & rtiuscle and it
allows the other functions to move in the desirgdation. Planning is
not a forecast but an action oriented statement.

2.0 OBJECTIVES
At the end of this unit, you will be able to:

define planning

state the importance of planning
identify the types of planning and
explain the planning process
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3.0 MAIN CONTENT

3.1 Meaning of Planning

Planning is the process by which a manager lookth¢ofuture and

discovers alternate courses of action. Planningrides the adoption of
specific programme in order to achieve desired lt®slt means the

selection from among alternatives of future coursesaction for the

enterprise as a whole and each department with in is determining

goals, policies and courses of action and it ingslthe processes like
work scheduling, budgeting, setting up procedursetting goals or
standards, preparing agenda and programming.

3.2 Importance of Planning

1 Agri-business is a more complex activity.

2 Planning is essential for the businesgigal and development.

3. Planning reduces risks and safeguaraisstguncertainty.

4 It helps to achieve the objectives or goals #redeby move the
things in a right direction.

5. It improves operational efficiency of oesces
It is most basic function of management andcmistte to other
functions.

7. Planning is an antecedent processnnihg process may be

divided into different steps, such that a highasority will be
given to immediate need and later to the less ipyineeds.

8. After dividing the entire planning process in didferent steps,
the problems are stated and objectives aeendd. These
problems and objectives will serve as boundariestti;nking
process to prepare a plan of action.

9. While stating problems and objectives dertassumptions
should be made depending on situation which mayay not be
under the control of management. After statingabjectives and
assumptions, the plan of action will be prepare@doomplish
objectives and goals.

10.  Planning necessitates faithfulness toatives.

3.3 Types/Levels of Planning

In agri-business, planning may be of several types
Financial planning
Industrial relations planning

1
2
3. Research and development planning
4 Physical facilities planning.
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3.4  Steps in Planning Process

1. Gathering of facts and information that have a bearing on the
situation

2. Analysis of the existing operations in business firm, whichl wil
involve analysing what the situation is and peots that are

involved.

3. Forecasting the future developments by identifying defects in
existing plan of firm

4. Setting of goalsThis is the benchmark for achieving the

objectives. Setting of goals may involve rimdetions with
professionals that will examiane the current plad the possible
improvements in existing plan)

5. Preparation of various alternative plans —On the bais of the
existing level of resources various alternativenplahould be
prepared, out of which the most suitable one vélkblected.

6. Developing a means of evaluating progreséeans of
evaluation of progress as the current plans aregbekecuted
should be developed. In the same vein, readprg process
should be outlined.

4.0 CONCLUSION

To succeed in life you need planning in all you Btanning is the first
step in business and if you fail to plan, you aoeirid to fail in your

execution of your business. Planning is dsalerior the business
survival and development. Planning also reducdss remd safeguards
against uncertainty

5.0 SUMMARY
In this unit, you have learnt that:
1. Planning is the process by which a managersidaokhe future
and discovers alternate courses of action.
. Importance of planning .

2
3. In agri-business, planning may be of severzsy
4. Steps in planning process.

6.0 TUTOR-MARKED ASSIGNMENT

1. Define planning.
2. List the steps involved in planning.
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7.0 REFERENCE/FURTHER READING

Stephen, P. Robbins & Mary Coulter (1998)anagement Practice.
New Jersey: Hall, Inc. A Simon & Schuster Compadpper
Saale River.

27 27



AEA 503

ADVANCED AGRIC BUSINESS MANAGEMENT
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1.0 INTRODUCTION

In any business activity, there is alwayperson who guides and
controls its functions. He also co-ordinates argulates all the factors
which are employed in the business activity. Afasin monitoring it,
he takes the responsibility of the outcome. Wesiath a person an
entrepreneur (organiser) and the business actidiigh he is doing is
called an enterprise or organisation.

If management is seen as a body of knowledge, ttieerganisation is
a skeleton or framework on which the managementiis.

An organisation is referred to as the activitieswad or more persons
that are concisely coordinated towards a given abe An
organisational structure is effective if it faalies the contribution of
individuals in the attainment of enterprise objeesi.

2.0 OBJECTIVES
At the end of this unit, you will be able to:

explain the meaning of organisation amadfisig

state the purpose of organisation

mention and explain the functions of oigan

state the modes of recruiting staff arldcd®n process.
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3.0 MAIN CONTENT

3.1 Meaning of Organisation

An organisation is referred to as the activitiestwb or more persons
that are concisely coordinated towards a given abge An
organisational structure is effective if it faalies the contribution of
individuals in the attainment of enterprise objeesi.

If management is seen as a body of knowledge, ttreeorganisation is
a skeleton or framework on which the managementiis.

3.2  Purpose of Organisation
The purpose of organisation in an enterprise ine@lv

1. The process of identification, classificationdagrouping up of

required activities.

Grouping of activities in light of resaes and situations.

Assigning these activities to positions,

Delegation of the authority to differ@eatrsons,

Horizontal and vertical co-ordination of ethauthority and

information relationships to enable them to cartybase activities

very effectively and efficiently towards

achieving the objectives.

6. Organisation brings co-operation, harmony ardginty among
the people.

7. As a part of the organisation functidre tgribusiness manager
must see that each employee has a role that idyctkdined.

arwd

The employees* work goals, the decision to placeesone in charge, and
the overall goals of the organisation, coupled wvitie ways in which
each person and department relate to each othenprise the
organisational plan. Such a plan allows managententestablish
accountability for the results achieved; it pregebuck passing and
confusion as to who is responsible; and it dethis nature and degree
of authority that is given to each person as thevides of the firm are
accomplished.

The process of organisation starts with stgffand recruitment of
persons.
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3.3  Functions of Organiser

1. To determine the jobs to be done by the stath escription,
selecting, allocating &training personnel).

2. Defining the line of activities of theafit

3. Establishment of relationship among tiaéf.s

4 Selecting and training of personnel igaoisation.

3.3.1 Staffing: (Human Resource Management)

Staffing, also known as human resource managersetéfined as the
process of filling the positions in an orgation structure through
identifying work-force requirements, inventoryinget people available,
recruitment, selection, placement, promotion, ajgpta compensation
and training of needed people to carry out thertmss activities very
effectively.

Staffing should be based on the need of the emerpperation and day
to day running of the business without any sorthwfdrance. On the
basis of the need, Managers should determine theébauand type of
persons to be staffed in the enterprise.

The manager of the firm should develop a stratstiffing plan in such
a way that the working by all in a collective waitlvout the feeling of
overwork. The staffing plan with specification dfet positions / jobs
should always thrive to fulfill the set objectivalsthe firm.

Once the staffing plan is prepared, the duty ofrttamager is to develop
the job description (i.e. the work should be perfed by the specific
position) in a constructive way so that the quadifpeople should think
that they should not leave the opportunity of wogkwith that

enterprise.

Organisation and staffing go side by sid&taffing starts with
recruitment of personnel.

Recruitment starts with specification or qualifioas of individual who

will occupy important positions to carry out thetiaities of the
organisation.

3.3.2 Modes of Staff Recruiment

1. Advertising in news papers.

2. Recruiting through persons who are alreadyking in the
organisation.

3. Recruiting through friends.
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4, Considering the persons who knock at the dobganisation,
etc.

3.3.3 Selection Process

1. The performance of choosen person on jtie is the best
criterion.
2. The application of the firm is usually reas information

pertaining to personal data of applicant and hisicational
background, training he has undergone, work expeei&
any, salary history, special interest of individdi@ny etc,.

3. An interview will be conducted through which rteralertness,
sense of values, quickness of judging, geéner&ntation,
communication skills, degree of professionalism, ettthe
applicant will be studied. Besides such mermthaility of the
individual, language efficiency of persons is afadied.

4. The applicant‘s academic record usualyeass a major indicator
for selection process.

5. In highly specialised jobs, the academacord is the best
criteria.

6. In the case of managerial positions along withdemic record
and leadership qualities communication skdlssume greater
significance.

7. The reference letters submitted by the appliea@tof some use,

but some managers do not give much impoetatc such
reference letters because applicant submits stieinde
which are with favourable comment from previousamigation.

8. Examination of physical fithess of individualnsst common in
any organisation because no organisation will laelyeo recruit
a sick person.

9. Good organiser selects the person withlyfsabove average
academic record with extracurricular activities g¥hgive rise to
a good leadership.

4.0 CONCLUSION

An organisation is referred to as the activitieshwd or more persons
that are concisely coordinated towards a givenabbe. Importance of
organisation involves identification and groupirfgagtivities, assigning
of activities to specific individuals and delegatiof authority. Staffing
involves recruitment of different categories dafs on the basis of
certain criteria.
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UNIT 4

ADVANCED AGRIC BUSINESS MANAGEMENT
5.0 SUMMARY

In this unit, you have been exposed to two fun&ioh management,
organisation and staffing. Organisation is regardedthe skeleton of
management. Staffing is the main job of humasource unit of a
business enterprise.

6.0 TUTOR-MARKED ASSIGNMENT

1. Explain the meaning and importance otarsation .

2. What are the functions of organiser.

3 State the meaning of staffing and processesatigainvolved in
selecting staff for a named agribusines enterprise.

7.0 REFERENCE/ FURTHER READING

Stephen, P. Robbins & Mary Coulter (1998)anagement Practice.
New Jersey: Hall, Inc. A Simon & Schuster Comypadpper
Saale River.

DIRECTING FUNCTION OF MANAGEMENT
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1.0 INTRODUCTION

Managers as directors know that the successfulunead the output is
due to sum of the performance or work output oftiatise who work
under their control in the firm.

It is also true that all employers can not be haglpthe time. The good
manager would always have good qualities of dingctand building

leadership that could help his staff to succedteair work and derive job
satisfaction in their work. Good directors alwaymge their styles to
bring about the desired changes. The functan directing is

compared to HEART of body of management.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

o define or explain the direction functidnmeanagement
o describe the components of direction
o List features of order and importancesaidership.
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3.0 MAIN CONTENT

3.1  Meaning of Directing

Direction involves motivating, ordering, guidingalding, executing and
supervising the organisation. It is an importantnagement function
that makes the people engaged in various positmmnsove towards the
achievement of goals and objectives.

The good manager would always have good qualitfedirecting and
building leadership that could help his staff teased in their work and
derive job satisfaction in their work. Good direstalways change their
styles to bring about the desired changes. Thetitmof directing is
compared tdeart of body of management.

3.1.1 Functions of Directing
The direction function of management has the falhgwvorks:

Assigning duties and responsibilitiepéosonnel.
Establishing the results to be achieved.
Delegating the necessary authority.

Creating a desire for success.

Supervising that the job is done propbsiyvorkers.

arwpnpE

3.2 Orders

Orders or instructions are the vehicles foessages with proper
direction from top to bottom of an organisation.

3.2.1 Features of Orders

1. Orders should be very clear and undedstale.

2. Generally orders are unidirectional and movemftop to bottom
operating units.

3. The timing of orders is crucial i.e. they mu#&t Issued when
needed and should reach the gross root level wonkdime.

4. To have a check whether the orders anwerted into action, a

feed back report should be the source of orders.

5. Orders vary in form and details depending uptten degree of
delegation practiced in the organisation. Some l#m are
negative, which prohibit certain actions, whereases
orders are positive, prescribing the course ofoactowards the
attainment of objectives.
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A firm should be conditioned for effective direcatiorhe manner in
which it is organised could facilitate conditionir@ften, it is necessary
to keep persons in the organisation, both as iddals and as groups

motivated for proper direction. The workers musbdind meaning and
purpose in the orders and in implementing the atder

3.3 Motivation

The goal seeking behaviour or goal directing betavof individual is
called motivation.

All the personnel in the organisation should beriesded towards
achieving the objectives of the organisatidimis is a task that is
possible but not an easy one.

Certain motivational devices are usually followedntake the direction
effective such as rewards for better work, time rizdbpromotions and
better working conditions. These devices are netstlandard, they vary
from situation to situation.

The farm manager or organiser in firm has to moéivas staff towards
better utilisation of resources and move the thimgsight direction
towards accomplishment of goals and objectivel@®frganisation.

3.4 Leadership

The function of direction may also be describedbioader terms as the
task of making the organisation take on life, aéating the conditions
that make for interest in the the job, wigoof action, imaginative
thinking and continuous team work. This goal is dhat cannot be
reached by magic formulae. Its achievement restarge measure, up
on the qualities of leadership exhibited by the aggan.

Leadership is helping individuals or groups to awpbsh organisational
goals. It is also, perhaps paradoxically, the pged®y which the manger
attempts to unleash each persons individual palemince again, as a
contribution towards organisational success. Lesadsognise the result
of a person’s activities counts for more than tttevdaies themselves.
Successful managers must have a leadership stgleeaability that
allows them to modify their management patterndittéhe changing
times.

The management pattern with respect to leadersigpdhanged over
times and are observed according to the dynami&ingrconditions in
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the business. The old pattern is presented asrgagte/hile the current
pattern is presented as today below:

Yesterday Today
Strong leadership Group leadership
Arbitrary rewards Planned rewards
No participation Meaningful participation
Absolute power Diluted power
Rigid organisation Flexible organisation
Thing oriented People oriented

A good manager today must help subordinates todat$faction and to
identify themselves with their jobs and with thegamisation. At the
same time, a sense of balance is required.

Managers must recognise the usefulness of humavimetmal principles;
but they must also recognise that there are othgcctives in running a
business besides having happy, satisfied employees.

Successful agribusiness managers know that theubigpsum total of
the outputs of all those who work for them. Suchnhaggers recognise
that no one is ever completely satisfied wathy organisation, and
probably some will never be satisfied at all. Whatisfies one person
will not satisfy other. But the manager as a doewtill see that most of
the people should be happy most of the time witlsfe&tions that they
derive from their work. The good agribusiness mangel develop
those qualities of direction and leadership thdk elp subordinates to
succeed and to derive satisfaction from their work.

4.0 CONCLUSION

Reading through this unit, you will be able to defdirecting, functions
of directing and meaning of motivation andleadgrstand their
importance in the successful performance of agmiess enterprise.

5.0 SUMMARY

In this unit, you have learnt that direction invedvmotivating, ordering,
guiding, leading, executing and supervising theaorgation. It is an
important management function that makes pleeple engaged in
various positions to move towards the achievemdntgoals and
objectives. Direction involves ordering, motivatiand leadership.
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6.0 TUTOR-MARKED ASSIGNMENT
Explain the meaning of direction and fimres of directing.

1.
2. What are orders and the features of 8rder
3 State the motivational devices that midlke direction effective.

7.0 REFERENCE/FURTHER READING

Stephen, P. Robbins & Mary Coulter (1998)anagement Practice.
New Jersey: Hall, Inc. A Simon & Schuster Comypadpper
Saale River.
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1.0 INTRODUCTION

Co-ordination is unifying and synchronising actmfngroup of people in
the firm.Communication is the free flow offormation from the
manager to the subordinates and vice-versa wduolgrolling is the
process of influencing the performance or executirgsupervision, so
that the results of organisational efforts will ckahe expectations. Co-
ordination is considered as tB&RAIN while control is regarded as the
NERVOUS SYSTEMin the body of management.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

explain the co-ordination function of mgaeent

state the principles of creating condueiagking climate
Describe the importance of communicatioan organisation
discuss the role of control in achievimgamisational objectives.
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3.0 MAIN CONTENT
3.1  Meaning of Coordination

Co-ordination is unifying and synchronising actmfngroup of people in
the firm. It is considered as tBRAIN in the body of management skills.
Sound, good and command of management skills w#lpkthe need for
coordinating function at a minimum level. The gowmdnager would
always strive to co-ordinate operations, departsiand individuals under
their control and properly work for their integraiito achieve the desired
results.

In general coordination means working together by:

1. Interpreting the programmes, plans, policiggoceeds and
practices.

2 Providing for growth and development oipdoyees.

3 Keeping in touch with the employees.

4. Conditioning the firm for its success.

5 Providing the free flow of information.

3.1.1 Roles of Co-ordinator

(@) The manager must work hard for welfaf the employees.
Efficient workers must be rewarded & promoati policies
should be designed. Bonus distribution shouldineltf and
adequate. Accommodation, transport, medical addcation
allowances, training facilities should be provided.

(b) The good manger should identify the hiddennisleof personnel
by stimulating them through varied assignments toéer
continuously increasing challenges and opporesit

(c) He should have regular schedule of contacth Wit staff. He
should set himself as a good example torsthe

(d A good coordinator continuously andrefally seeks the
participation of workers. His actions shbalways be result
oriented.

(e) He should inspire confidence and motivate skeff with his
skills.

3.1.2 Principles of Creating Conducive Working Climate
The coordination activities involve creation of dogive working climate

without which none of the skills and principlesodnagement can flower
and bear fruits. These principles are:
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The manager must be a role mode by gedtigood example.
Conscientiously seek participation.

Be goals-and results- oriented.

Give credit (in public) and blame (inyate) as needed.

Be fair, consistent and honest.

Inspire confidence and lend encouragement

ook wnE

3.2 Communication

The key to the success of any of the managemeastifuns is the free
flow of communication. The agribusiness managereisponsible for
designing and implementing the communications @ecéree flow of
information means that communications must flow ooty downward
(from management to subordinates), but upward (fsutmordinates to
managers) and laterally (at the same level) to fiectere. Too often
managers depend almost exclusively on downward aamnuations and
then wonder why policies, procedures, and goalsrsanderstood.

Successful communications require feed back. Fesdk allows the
managers to see whether understanding has inderdred. It also
allows the good ideas and potential contributidnsach employee to be
part of the success mix of collective wisdom andvdedge found in
the organisation. The manager must provide the ity for this feed
back and involvement through a carefully gesd communication
process involving commities, meetings, memos advidual contacts.
No matter how well thought out the organisatiomalcure is, there will
be times when it breaks down. In such tmasbn the complex
operations do not always work as they are laid oouthe paper. People
have emotions, misunderstandings and ego needsaimetimes get

in the way, especially during seasonal peaks ofihectivity, when
they get physically andemotionally tiredEffective management
recognises the need for interpreting the formaicstire in terms of the
human element, by adjusting and working throughunderstandings
when they occur. No organisational structure carsumxessful without
a constant concern about honest but tactful comeation at all levels.

3.3 Control

Control function is complementary to other managenienctions and
considered ablERVOUS SYSTEM of body of knowledge that reports
the function of the parts of the body to the wheJstem. It measures the
deviations from the desired course of action aretethy suggests for
desired direction.
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Controlling is the process of influencing the penfiance or executing the
supervision, so that the results of organisati@ffdrts will reach the
expectations.

3.3.1 Essential Elements of Control

(@) A pre-determined criterion / goal / benainkn

(b) A means of measuring current activitpantitatively and
gualitatively.

(©) A means of comparing current activity watlprefixed criterion.

(d) Some means or measures of correcting currénitgdo achieve
desired criterion / goal.

3.3.2 Purpose of Control in Agribusiness Enterprie

1. Control does not mean restriction of poweer subordinates.
Control system sounds awarning when necedsaryaking
up remedies for problems. Workers in general makeistakes,
so the plans finally could not be executed accgrdanschedule.
Then there will be great need for having contystem to set right
the things.

2. Through proper controlling, managers would bezcaware of
weak spots in organisational, directional aod-ordinating
efforts and operations of the business.

3. Another important purpose is to evaluate theymss being made
towards organisational goals.
4, In the absence of control system employees camraspect the

programmes, disregard and in-accuracy are likely t@sult. The
control programmes should be checked periodically and
reviewed so that the irrelevant control  progmesm can be
dropped.

4.0 CONCLUSION

In this unit, you have learnt about co-ordinatiowl @ontroling function
of management. The meaning and roles of commatiait in
agribusiness management were also discussed.

5.0 SUMMARY

In this unit, you have learnt that co-ordinatiean unifying and
synchronising action of group of people in the filtnis considered as
the BRAIN while control isconsidered as tiNERVOUS SYSTEM in
the body of management skills . Sound, good and ntamad of
management skills will keep the need for coordmmatiunction at a
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minimum level. Free flow of information means tl@mmunications
must flow not only downward (from management to@dinates), but
upward (from subordinates to managers) and laefallthe same level)
to be effective.

6.0 TUTOR-MARKED ASSIGNMENT

1. Define co-ordination and state the role of tleeordinator in
agribusiness enterprise .

2. Control is regarded as the nervous system ofirtheagement
skill. Discuss.

7.0 REFERENCE/FURTHER READING
Stephen, P. Robbins & Mary Coulter (1998)anagement Practice.

New Jersey: Hall, Inc. A Simon & Schuster Compadpper
Saale River.
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UNIT 6 PRINCIPLES OF MANAGEMENT
CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1  Principles of Management
4.0 Conclusion
50 Summary
6.0  Tutor-Marked Assignment
7.0  Reference/Further Reading

1.0 INTRODUCTION

Fayol identified fourteen general principles of ragement. These
principles are not rigid but have to be adaptesuibthe particular needs
of the situation. These principles are aflle in agribusiness
enterprise even as it has been applied in manufagtand service
sectors.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

o state the principles of management
) apply the principles on agribusiness qmise.

3.0 MAIN CONTENT

3.1  Principles of Management

1. Division of work: There must be division of labour with
specialisation which will allow individuals to bdilup skills and
become more productiveThe objective of division of work is to
produce more and better work with the same effort.

2. Authority: Authority could be both official and personal, wihic
has to be matched witlesponsibility. Generally speaking,
responsibility is feared as much as authority isgét after, and
fear of responsibility paralyses much initiativedatestroys many
good qualities. A good leader should possess afigse into
those around him courage to accept responsibilit.*

3. Discipline—_in essence, obedience, application, @ner
behaviour and outward marks of respect observeataordance
with the standing agreements between fher and its
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employees... when a defect in discipline is appam@nivhen
relations between superiors and subordinates leawveh to be
desired.. the ill mostly results from the ineptitude of leasl

Unity of Command—each man should have only one boss with
no conflicting lines of command.In all human associations, in
industry, commerce, army, home, State, dual commiana
perpetual source of conflicts...’

Unity of direction—_one head and one plan for a group of
activities having the same objective. It is the diban essential

to unity of action, coordination of strengtand focusing of
effort.’

Subordination of individual interests to general interests,
reconciling conflicting interests wherenecessary—that
represents one of the great difficulties of managgrh

Means of affecting it are (1) firmness and goodnepi@ on the
part of the superiors (2) agreements as &asir possible (3)
constant supervision.

Fair Remuneration for effort—_every mode of payment likely
to make the personnel more valuable and improveoits life,
and also to inspire keenness on the part of empkogeall levels,
should be a matter for managers' constant attention
Centralisation or decentralisation—the choice to depend on the
condition of the business and the culture of i&ffst The finding

of the measure which shall give the best overalldyithat is the
problem of centralisation or decentralisation. Btteing which
goes to increase the importance of the subordmatele is
decentralisation; everything which goes to redude is
centralisation.’

The scalar chain or hierarchical principle of management—a
path_dictatedboth by the need for some transmission and by the
principle of unity of command, but it is not alway® swiftest...

it is an error to depart needlessly from the lih@wathority but an
even greater one to keep to it when detriment ® kibsiness
ensues...when an employee is obliged to choose between the
two practices, and it is impossible for him to tadvice from his
superiors, he should be courageous enough andréseknough

to adopt the line dictated by the general inteTest.

Order, both managerial and social-Social order demands a
precise knowledge of the human requirements anolress of
the concern and a constant balance between tHasetms of
managerialorder— a place for everything and everything in its
place’, e.g. the organisation chart and statemdntareas of
responsibility.

Equity in the treatment oémployees—the head of the business
should strive to instill a sense of equity througihall levels of
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the scalar chain.*—i.e. kindliness and justice gnagers help to
produce loyalty from staff.

12. Stability of tenure amongpersonnel—generallythe managerial
concern of prosperous personnel is stable, thatnsticcessful
ones is unstable.

Instability of tenure is at one and the same tisgse and effect
of bad running. Nevertheless, changes of persoarelalso a
guestion of proportion.

13. Initiative —_thinking out a plan and ensuring its success is one of
the keenest satisfactions for an intelligent maexXperience. It is
also one of the most powerful stimulants of humadeavour...
the initiative of all, added to that ahe manager and
supplementing it if need be, represents a greatcsof strength
for business... the manager must be able to sacsfice personal
vanity in order to grant this sort of satisfactiorsubordinates.’

14. A sense oEsprit de corps—essential for management to foster
the morale of its workforce. Real talent is neetted@¢oordinate
effort, encourage keenness, use each persailgies, and
reward each one‘s merit without arousing possiddgusies and
disturbing harmonious relations.

4.0 CONCLUSION

In this unit, you have learnt about the meg of management,
functions of management and the principles of mansmt.

5.0 SUMMARY

There are as many definitions of management as nimabers of
management experts. Management is a mulggsaer organ that
manages a business, manages manager and manages auat work.
Functions of management include planning, orgagjsicommand,
coordination and control. According to Fayol, theage fourteen
principles of management.

6.0 TUTOR-MARKED ASSIGNMENT
Discuss the following principles of management:
(a)  Division of labour
(b)  Unity of command

(©) Fair Remuneration
(d)  Equity
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7.0 REFERENCE/FURTHER READING

Stephen, P. Robbins & Mary Coulter (1998)anagement Practice.
New Jersey:

Hall, Inc. A Simon & Schuster Company, Upper Sa&ileer.
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1.0 INTRODUCTION

The principles of management as outlined by HemydF have their

applications in agribusiness enterprisen. dll the agribusiness
enterprises beginning from the farm operatidmsre is division of
labour. Farm operations with respect to crop hudbamvolve land

preparation, planting, weeding, harvesting and gssinng. More often
than not each of these operations is handled bgrdiit individuals. In

most cases, men are involved in more rigorous aspeszop production

like land preparation, maintenance of the crops haesting while

processing of crops like cassava, cocoa, plantam i a sole

responsibility of women in many parts of Nigeria.

In livestock subsector of agriculture, there isgemder biasedness. Both
male and female farmers are into poultry, piggdishery and other
enterprises in livestock industry.

Control is a function of management, as put downHanri Fayol.
According to Fayolism, there are six primary fuoos of management -
Planning, Organising, Directing, Coordinating, Goilling and
Forecasting.
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The management functions and principles arestdol facilitate the
realisation of the aims and objectives of an orggtion, which in most
business enterprises including agribusiness isitpnzximisation. One
form of management control which is gaining groundagricultural
sector is integration.

2.0 OBJECTIVES

At the end of this study unit, you should be abte t

o apply management principles in varioustagginesses

o differentiate forms of integration anditidfferences

o explain the limitations of vertical integion in agriculture in
Nigeria.

3.0 MAIN CONTENT

3.1 Integration and Forms of Integration in Agiculture

Integration (from the Latinnteger, meaning whole or entire) generally
means combining two or more parts so that they wagkther or form a
whole. Integration is applicable in crop, animakbandry as well as in
agro-allied enterprises. We have the following femhintegration:

1. Integrated crop management (ICM): Integrated Crop
Management (ICM) is a pragmatic approach to thelyeton of
crops. Unlike Integrated Pest Management (IPM) tifacuses on
crop protection, ICM includes more aspects. Thisioalude such
things as IPM, soil, social and environmental mamagnt. Over
recent decades the focus on crop production hasednfvom
yields to qualty and safety, then moreecently
sustainability. This results in new challenges farmers and
growers each season. ICM is aiming to combine gleats of
crop inputs and management to achieve the neetle gfroducer
and consumer.

2. Integrated crop-livestock Farming: Is the integration of crop
and livestock production in a farm. Traditionalllyis is known as
mixed farming.The increasing pressure on land and the growing
demand for livestock products makes it more andennoportant
to ensure the effective use of feed resourceduding crop
residues. An integrated farming system consista afange of
resource-saving practices that aim to achieve aabkp profits
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and high and sustained production levels, whileimiging the negative
effects of intensive farming and preserving theiemment.

In an integrated system, livestock and crops @m@duced within a
coordinated framework. The waste products of ormapament serve as
a resource for the other. For example, manure ésl s enhance crop
production; crop residues and by-products feed taeimals,

supplementing often inadequate feed supplies, tmstributing to

improved animal nutrition and productivity. Arafs play key and
multiple roles in the functioning of the farm, andt only because they
provide livestock products (meat, milk, eggs, wdulles) or can be
converted into prompt cash in times of need.

Animals transform plant energy into useful workiraal power is used
for ploughing, transport and in activities suchnaifling, logging, road
construction, marketing, and water lifting for gation. Animals also
provide manure and other types of animal wasterdgadas two crucial
roles in the overall sustainability of the system:

(@) Improving nutrient cycling: Excreta contain several nutrients
(including nitrogen, phosphorus and potassiand organic
matter, which are important for maintaining soitusture and
fertility. Through its use, production is increasekile the risk of
soil degradation is reduced.

(b)  Providing energy: Excreta is the basis for the production of
biogas and energy for household use (@gking, lighting)
or for rural industries (e.g. powering mills andiater pumps).
Fuel in the form of biogas or dung cakes can reptd@rcoal and
coal.

3. Integrated Pest Management (IPM)is an effective and
environmentally sensitive approach to pest agament that
relies on a combination of common-sense practid&M
programmes use current, comprehensive informatiorthe life
cycles of pests and their interaction with the emvinent. This
information, in combination with available pest trmh methods,
Is used to manage pest damage by the most ecorlongaas, and
with the least possible hazard to people, propeatyd the
environment.

Broadly speaking, there are three basic kinds tdgmation: Vertical
Integration, Horizontal integration and Circulatdgration.
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Vertical integration is the merging together of timasinesses that are at
different stages of production—for example, a fovanufacturer and a
chain of supermarkets.

Horizontal Integration means acquiring activitiesalihg with similar
products, so that synergies accrue and there isgaed of_sensible’
diversification. Poultry production and fishery,uybtoy fishery, snailery
or any other combinations of livestock enteygsi are examples of
horizontal integration in livestock industry. Whérms expand both
vertically and horizontally, this is called circulategration. Of all these
three forms of integration, vertical integrationtie most prevalent. In
our next section we shall therefore discuss vdrititagration in details.

3.2  Vertical Integration

Vertical integration is a type of management cdntitois one of the

alternative methods of coordinating management eomtrol of farm

production from farm supplier to ultimate consumégrtical integration

can be defined as the combination of two or maagest of a production
marketing chain under single ownership. Thereaceforms of vertical

integration.

1. Backward integration: This occurs when a firm decides to make
rather than buy an input from an independent sapplh other
words firm is said to be backward integrated whelmas control
over the supply of its inputs.

2. Forward integration: This occurs when a firm decides to use
rather than sell one of its products to independrrstomers.
Conversely, vertical disintegration involves acid®n to buy
rather than make an input or to sell rather thanaumsinput.

The concept of vertical integration can be vis@alisising the value
chain. Consider a firm whose products areden@&ia an assembly
process. Such a firm may consider baclw integrating into
intermediate manufacturing or forward integratimgoi distribution, as
illustrated below:

Example of Backward and Forward Integration

Non Integration Backward Forward Integration

Integration
Raw Materials Raw Materials
Raw Materials
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Intermediate
Manufacturing

Intermediate

Intermediate
Manufacturing

Manufacturing

s

Assembly @ Assembly
Assembly @
Distribution @
Distribution
Distribution

s

End Customer

End Customer

<

End Customer

Fig. 1

Figure 1 shows vertical integration using valueichiaet us use poultry
farm to explain the chain. No integration in thestficolumn could be
likened to a poultry farm that source its inputsnirthe upstream and
sells his products either to wholesalers or retaiehile the backward
integration could be a case whereby the poultnn$aproduced its feed
by acquiring a feed mill and the forward integratmgnifies a poultry
farm that acquire its inputs from the upstreamdmumbines distribution
with production.

3.2.1 Benefits of Vertical Integration

Vertical integration potentially offers the follomg advantages:

1. Vertical integration reduces transportatioosts if
common ownership results in closer geographic pnayi

2. It Improves supply chain coordination.

3. Firms may integrate as a risk reducticatsgy.

4, Vertical integration is a management controk thareases
the profitability of business enterprises.

5. It provides more opportunities to diffeiatg by means

of increased control over inputs.

Entrepreneur and the farmers can guagdheequality of inputs.
It ensures adequate and timely suppigmits.

It increases entry barriers due to acbdggi of

vertically integrated firm to a scarce resourge (s

© N
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9. Vertical integration leads #pansion of core competencies.

10. It facilitates investment in highly specialis assets in which
upstream and down stream players may be relucamvést.

11. It facilitates information exchange, farertical integration
increases likelihood and  duration of exchangivben stages
Moreover, vertical integration may cause the rmfi to require
less information, thereby reducing costs, for examgdor
collecting and processing information about thekeaar

3.2.2 Drawbacks of Vertical Integration

While some of the benefits of vertical integratman be quite attractive
to the firm, the drawbacks may negate any poterg@hs. Vertical
integration potentially has the following disad\ages:

1. Vertical integration requires high level of dapinvestment. For
instance a poultry farm that integrates backwareéxpected to
acquire feed mill and produce the maize to feedtiie

2. The profitability advantage of vertical integoattis often limited
by scale and scope incompatibility and untlesation of
machineries. This problem will occur for instannoeai vertically
integrated poultry farm if the capacity of feed Insl greater than
the feed requirements of the poultry farms. Thisai€apacity
balancing issue and is also known as unbalanceddhput.

3. Potentially higher costs due to low efficiencresulting from
lack of supplier competition.

4. Vertical integration reduces flexibility due pvevious upstream
or downstream investments.

5. Decreased ability to increase product varietysignificant in-
house development is required.

6. It increases bureaucracy and its atteinoizsts.

7 It may lead to loss of specialisation.

3.2.3 Factors Favouring Vertical Integration
The following situational factors tend to favourtieal integration:

Strategic similarities between the vertically-rethactivities.
Taxes and regulations on market transactions.

Obstacles to the formulation and monitoring of cacis.

The production must be sufficiently large so thag firm can
benefit from economies of scale.

5. Reluctance of other firms to make investments $geto the
transaction.

AP DR
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3.2.4 Factors against Vertical Integration

The following situational factors tend to make it integration less
attractive:

1. The quantity required from a supplier is muelss than the
minimum efficient scale for producing the product.

2. Wide availability of a commodity and significantdiection in
production cost as cumulative quantity incesass a major
limitation to vertical integration.

3. Differences in the core competencies requiredm@nage the
integrated activities.

4. If the vertically adjacent activities are in verifferent types of
industries. For example, manufacturing is verffedent from
retailing.

5. The addition of the new activity places the firmaompetition
with another player with which it needs to cooperahe firm then
may be viewed as a competitor rather than a partner

3.3  Vertical Integration in Livestock Industry

In practice, vertical integration in agriculturetesf involves ownership
of both farm production and processing activitgeticularly in certain

parts of the livestock sector. In developed coesiralmost all livestock
farms-cattle, piggery, poultry. Farmers who raisencand hay as feed
for their dairy operations are vertically integatecross both crop and
livestock production. Similarly, cattle producerbavcombine raising a
cow-calf herd, back grounding the animals to medmmights, and

feeding cattle to slaughter weights are verticallggrated whereas in
developing countries vertical integration is momevalent in poultry

industry. We shall therefore focus on vertical gnggion in the poultry

industry.

Poultry farms with large operations, the enterpmibe may include a feed
mill, a hatchery, a grow-out operation, a slaughdeility, and a packing
plant. In such cases, integration moves both baakwato inputs
(feed manufacturing) and forward into the finishednsumer- ready
product. Similarly, egg producers with large opersg may own their
own feed mill, hatchery, laying operation, afréezing/drying plant
for the processing of egg products. According tanBa (2012), in the
poultry industry, there are three levels of intéigra These are:

1. Non-integrated — Poultry firms tend to act rdividual business
units. Poultry industry in Nigeria and developinguatries is
dominated by Non-integrated poultry farms. Integgdapoultry
farms are commercial feed users.
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2. Partially integrated poultry farms —These aoalipy farms that
use privately produced feeds but mill their feedcammercial
feed milling centres.

3. Fully Integrated poultry farms — These are lapgeiltry farms
that use privately compounded feeds that aiéednin their
own feed mill. A relatively few poultry farms inthis category
have hatchery, slaughter facility and freezingmyird) points.

This classification which is based on feed producis an indicator of
the level of vertical integration in the poultrydumstry, which is the mostly
integrated livestock subsector in Nigeria. The entextent of integration
in the poultry industry limits the financial gaihat accrues to poultry
farmers due to vertical integration. A fully integed poultry farms in
developed countries have feed mill, slaughter itgcilhatchery and
processing and sometimes own maize farms that iggpplaize, the
critical inputs in feed production vis-a-vis poylproduction.

3.4  Vertical Integration in Crop Production

In developed countries, vertical integration isoa®mmon in certain
specialty crops particularly for fresh vegetabld @otato operations. In
these industries, vertical integration often encassgs not only
production of the crop, but also sorting, assambland packaging
products for retail sales. Large, vertically intaigd vegetable growers,
for example, often both pack and sell their ownetafbles, displaying
their private brand names on packages, andinges investing in
research targeted at developing new varieties.

In developing countries on the other hand,pchusbandry are not
vertically integrated except in the areas of mixatming and mixed

cropping.

The reasons for non-integration in crop husbandd lEmited vertical
integration in livestock industry in Nigeria are:

1. Lack of processing facilities to transform agliaral products
from primary products to processed commaodity.

2. Poor development of agricultural sectorttltan necessitate
vertical coordination with or without contract.

3. llliteracy- Majority of farmers in Nigeria ardliterates, hence
they have no access to information on thsue of vertical
integration.

4. Poor agricultural finance- Vertical integratisncapital intensive,

but the farmers have no access to adequate fuodsfinancial
institutions especially banks that always twown the loan
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request of farmers under the pretext of vulpditg of farm
enterprises to high risks and uncertainties.

5. The subsistence level of agricultural productiorNigeria is a
major limitation because vertical integratiorquires large
production which will enable farmers to benefitrfreconomies
of scale and scope.

4.0 CONCLUSION

You have learnt the application of ngeraent principles in
agribusiness enterprises. Integration, which is thest important
principle, contributes positively to profitabilignd risk reduction.

5.0 SUMMARY

Application of management principle is the focustbis study unit.
Integration is one major management principle tieg been adopted in
both crop and livestock production and in agroedllifirms. The
integration is of three types, vertical integratitworizontal integration
and cyclical integration. The most prominent one tie vertical
integration. You have also learnt that integrai®osmore widely adopted
in livestock industry than in crop husbandry. mebtock industry, it is
highly pronounced in poultry industry.

6.0 TUTOR-MARKED ASSIGNMENT

1. Define integration and mention typesmégration.
2. State the merits and demerits of vertig@gration.
3. What are the limitations of applicatiosf integration in

agribusiness in Nigeria?
7.0 REFERENCES/FURTHER READING
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1.0 INTRODUCTION

Record keeping is an essential tool to any businesactivity. In the
present day farm operations are becoming more rance business
oriented, but remember being a good producer isonger enough to
remain in business. The key to becoming a sucdefsfmer today is
being a producer as well as good financenager. It is also an
essential for a farm manager to keep gamchurate records and
establish a sound record keeping system. Recorgirdgeeplays an
important and major role in any business regardlésise size, nature or
type of business, thus a good entrepreneur muatdmod record keeper
but unfortunately majority of LDCs especially thaaefarming business
do not keep records at all.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

o explain the meaning of farm records
o state the purpose of record keeping ithagmess
o List types and records in agribusiness.
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3.0 MAIN CONTENT
3.1 Importance of Farm Records and Accounts

There are several important reasons why a farmagrlousiness
ownersshould keep accurate and complete farm recordsselimclude:

1 For management purposes.

2 For credit purposes.

3. For taxation and insurance purpose.
4 For evaluation of economic performance of a fand farm
enterprise.

Improvement of managerial ability.

Basis for Research in Agricultural Ecommsn

Bedrock for agricultural policy formation

No o

1. Management Purpose

Farm management includes three activities: plannimgplementation,
and control. Efficiency in farm planning will be rairage except there
are adequate and accurate data. It would also pesisible to evaluate
farm projects to ascertain its success and itsaranty with the goals or
objectives set for the farm unless a good set cobros are kept.
Management of the farm is the first reason to kegpod set of records.

2. For Credit purposes

Another reason for farm records and accounts iscfedit purposes.
Lenders especially bankers require informatiagarding the farmers
equity, expected profitability, cash flow as wedlthe overall farm plans
before they will consider, let alone approve, anloaquest. This is good
and of immense benefit to both the financial ingitn and the farmers
because it is a pointer to judicious utilisationtbe credit facility if
eventually granted. It also helps the credit anabyshe bank to know
the current state of the farm and to monitor thegpess of the farm
enterprise.

3. Taxation and Insurance Purposes

In developed countries farmers pay taxes on thepsand other farm
produce and farm records and accounts is the baslstermining the
income tax liability of each farmer. Presently fams in developing
countries are not paying taxes on their farm priaglumut there is
likelihood of this in the nearest future, nbe, farmers in each
developing country must keep accurate datactwitan assist the
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government to accurately determine each farmexsligbility. In the
same vein, a good farm record is a principal regnent for crop or
animal insurance.

4. Evaluation of Economic Performance

The farmer or entrepreneurs always have set obgctagainst which
evaluation will be made to ascertain accomplishnwenthe extent to
which the objective have been realised. The remerd for evaluation
of economic performance is adequate and accurabe facords that
contain inventory, inputs, output, revenue, prefic. The best way to
obtain information on present results is to keegprgs and accounts in
order to:

Know financial status at a point of time.

Know gains and losses over time.

Know better source of income and itemsasits.

Keep a check on unproductive expenditure.

Examine comparative profitability & costs invetior different
enterprises.

Weak points of farm organisation.

Develop rational short term and long-t@naduction plans.

arwNE

N o

5. Way to improve managerial ability of the farmer: It helps to
acquire business habits which can help in takingaathge of
changes in the economic environment. The farmes gebetter
insight into the working of his business, whichggein finding
out the defects which can be set right by exergibietter control
and effecting economies. Farmer can avoid mistakek losses
which would otherwise result to dependence onhhi@snmemory
for guidance.

6. Basis for Research in Agricultural EconomicsResearch at all
levels requires precise and correct data whichossiple only if
proper records and accounts are maintained on daimasf The
absence of accurate data both at primary and seacptelels is
the bane of productive and economy-driven resegrclaucts
included in the study.

7. Bedrock for Agricultural Policies: The primary data from
small, medium and large scale farmers serves a®diedor the
formation of sound and implementable agrigaltupolicies.
These each primary data will only be accurate asefull if each
farmer keeps records of all the activities iacle season and
willingly make them available to researchers andegoment
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agencies that will need them for researcd &wrmation of

policies that will impact on agritwdal production.
Unavailability of this information often compellgdvernmentgencies
to resort to speculations and guesses. iPsliformed onsuch
speculations are frivolous, and non-implementable.

3.2 Types of Farm Records and Accounts

There are several types of farm records and acstunithey can  be
classified into three or four categories. Belowhis list of various
farm records.

0] Income and expense--Record showing the castsdions that
take place during the year.

(i)  Cash-flow--Record showing sources of incomel amowing the
time of year income is received and expenses occur.

(i)  Inventory--Record of all physical assets afparticular point in
time.

(iv)  Depreciation--Record showing the decraasalue of assets.

(v)  Enterprise account--Record kept on a particaletivity of the
agribusiness.

(vi)  Accounts receivable and payable--Record of eyomlue from
others and owed to others.

(vii) Production--Record of that which is grown oreated by the
business. Examples are trays of eggs, lafesilk, tones of

maize etc.

(Viii) Labour--Record of amount and cost ofan-hours used in
different enterprises within the agrimess

1. Inventory

An inventory is a record showing all physical ass#ta particular time.
Inventory is a—picturel of all assets at a particular time. It is usually
taken at December 31 of each year. There areipk@s in taking
inventory. The first principle involves the listireg the assets in physical
terms, that is, number, weight or litre dependindtee type of asset being
listed. For instance, inventory of machinery, csdgleand refrigerator,
goats, sheep broilers etc. will be in number, thathe quantity of the
assets in the farm while the quantity ofinpaoil, vegetable oil or
any other liquid will be listed in litre. The seabprinciple in taking farm
inventory is assignment of values to all assetagusippropriate asset
valuation methods. Finally, the assets should bemgd; crops, animals,
machinery and products and machinery that are
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meant for sale should be grouped accordingly. Itorgnrecords are

important for the following reasons:

(@ It helps to determine the net worth aoffarm at a point in
time.

(b) Inventory is useful for cash flow planibgicating assets
that the farms need to acquire and assets thidbaevil available
for sale.

(c) Inventoryincludes records of stock, outputaym products
in physical terms, hence, it shows the level gfroduction
during a season or year.

(d) Documented farm inventory serves as collateratredit
purposes.

2. Production Records

Production records are physical records of quastiaf resources used
in the farm and the output realised from the usth@finputs or resources.
Production records include livestock resorduch as quantities of
cow, bull, lamb, boar, sow, piglet, broilelesyers; quantities of feed
fed to each type of livestock, weight gain, trafeggs collected per
day, litres of milk from dairy farm etc. With resgeo crop husbandry,
the records contain information on hectares of lplaohted to various
crops, types and quantities of fertilizer appligghes and quantities of
herbicides and pesticide and output from each pnser Another
component of production record is labour recordolvlghows man days
of labour utilised for each enterprise.

3. Income and Expense Record

Income and expense record also known as IncomeExpenditure
Record; is a record that shows the cash transactioat take place
during the year. They comprise of income realisednfsales of farm
produce and expenditure on inputs such as wagess ad chemical
inputs etc. Income and Expense record in essenaeesord of values
of items in the production records.

4, Accounts Receivable and Payable

Account receivable and payable is the record oimddhat the farm- firm
has against individuals or another organisation #me claims that
individual or organisation has against the farrmfitt shows the amount
and the due date for payment of both account rabég and payable.
This record helps the manager to manage his defotshis debtors. It
also helps to ascertain the assets and liabilityheffarm at a particular
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time since account receivable (which is not yetad Hdebt) is an assets
while account payable is a liability

5. Enterprise Account

The enterprise account is a record that showsactiosns with respect
to each enterprise in the farm. For instance iivestock farm that has
poultry, piggery, fishery and apiary enterprisescli of them is an
enterprise and the records of values of inputsaridut with respect to
each enterprise should be documented. Therpige account will
enable the manager to know the contributions oh eaterprise to the
business economy vis-a-vis the enterprise thatnegjmore investment.

4.0 CONCLUSION

Record keeping is a major key to the growth andelbgment of a
business enterprise. Farmers and other stakehaldetiserefore expected
to keep records for several reasons.

5.0 SUMMARY

In this study unit, you have learnt the meanindasin records and the
importance of record keeping in agribusiness. Typke$arm records
identified are production records, inventory resprdccount payable
and receivable records, income and expense recodd eaterprise
account.

6.0 TUTOR-MARKED ASSIGNMENT

1. State different types of farm records and the rieedach.
2. What are the importance of keeping farm records.

7.0 REFERENCES/FURTHER READING
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1.0 INTRODUCTION

The assets of the farms must be ascertained atdees in a year at the
end of accounting period for a particular farm. @egmation of the asset
Is also a necessity for farm account so that thanlba sheet can reflect

the true picture of the assets values and to atmidoverestimation of
the net farm income or farm profit.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

define the assets valuation
) explain the methods of assets valuation.

3.0 MAIN CONTENT
3.1 Meaning and Importance of Valuation

3.1.1 Definition of assets

Assets are items that have monetary valud awned by the
agribusiness enterprise. Assets are classiBeduarent, intermediate
and fixed assets. Current assets are assets Wmatahaseful life of one
year. Intermediate assets have useful life thajegametween two to five
years while fixed assets have lifespan of six yaatsabove.
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3.2 Meaning of Valuation of Assets

Valuation of assets means attaching prices to asseth as buildings,
tractors, vehicles, crops on the farm, animals ¥@uation methods
employed will affect both profit and loss accountiahe balance sheet.
It is therefore important to employ the same metbbaaluation of all
the farm assets.

3.3 Methods of Valuation of Assets

There is no single one method is best for evenasan. Many items
can therefore be valued in different ways:

(@) Valuation at Market Cost

This method involves the use of price at which tmiwas purchased
on the market. This method is used for items pwsetdaecently and

scheduled for use in a short time. This can be tmeksets such as feed,
fuel, fertilizer, and seed.

(b)  Valuation at Net Market Price

Valuation of asset is based on selling priess transportation and
marketing costs. It is used for items held prinyafdr sale or for which

a market price is well established. Market livektolearvested crops,
machinery, breeding livestock are few examplesssiets valued at net
market price.

(© Valuation at Cost or Market Value

Assets are valued using the cost of producing em,itor its original

purchase price. The purchased price will be contpangh the current

market price, and the lower of the two amountshissen. It is used for
items primarily held for sale or for supplies to b&ed. It is generally
more conservative than the net market price. Inmutsh as seed,
fertilizer, and fuel can be valued at cost or mavieue.

(d)  Valuation at Farm Production Cost This method involves the
use of cost of producing an asset on the farmlicevhe assets.

It is used for assets that have been produced dhidenused in future

production. Examples of assets that can be valugtis manner are
breeding stock, standing crops.
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(e) Valuation at Cost Less DepreciationThis method is employed
for the valuation of assets with a limited lifespaser one year. It
is used for machinery, breeding stock, fences.

(f)  Valuation at Cost Less DepletionThis method is used to value
an asset less the amount that has been useddepleted. It is
used for natural resources that are gradually upemt depleted.
Timber stand, mineral deposits and oil wells ar@neples of
assets that can be valued with this method.

4.0 CONCLUSION

In this unit you have learnt the meaning of assetlsiation and the
different methods of valuation of assets. Undeditamthis concept will
enable you to know which method of evaluation iglapble to a
particular asset.

50 SUMMARY
Valuation of assets is the attachment of cost setas Methods of assets

valuation are valuation at market cost, at markéie, at farm production
cost and at cost less depreciation or depletion.

6.0 TUTOR-MARKED ASSIGNMENT

1. Define assets and valuation of asset.
2. Mention and discuss methods of valuatioassets.
3. Name the methods of valuation you will use foe following

assets: (a) tractor (b) breeding stock (c) fedili@) seed.
7.0 REFERENCES/FURTHER READING

Adegeye, A.J. & Dittoh (1985)Essential of Agricultural Economics.
Ibadan: Impact Publishers Nig Ltd, Pp 106-155.

ISBN 0-07-066366-1 McGraw-Hill Kogakusha, Ltd.

Kay, Ronald D. (1981)Farm Management: Planning, Control and
| mplementation.

64



AEA 503 ADVANCED AGRIC BUSINESS MANAGEMENT

UNIT 3 MEANING AND IMPORTANCE OF
DEPRECIATION

CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1  Meaning of Depreciation
3.2  Purposes for Calculating Depreciation
3.3  Methods of Depreciation
3.3.1 The Straight Line Method
3.3.2 The Double declining Balance Method
3.3.3 The Sum of the Years' Digits Method
3.3.4 Partial Year Depreciation
4.0 Conclusion
5.0 Summary
6.0  Tutor-Marked Assignment
7.0 References/Further Reading

1.0 INTRODUCTION

Fixed or long term assets are not consumed in duptmn process
rather they are consumed gradually over a periathe known as their
estimated life time or lifespan. Provision for degation is necessary due
to loss in the value of an asset which occurs @salt of wear and tear
and obsolescence. Managers must make provisiomdpreciation so
that the assets can be replaced after the expirafithe lifespan of the
assets.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
e write the meaning of and importance of depréemiat

e explain methods of depreciation
e calculate depreciation using different methdodaepreciation.

3.0 MAIN CONTENT
3.1  Meaning of Depreciation
Fixed assets are not consumed in one pramugirocess or cycle;

therefore, to reflect the cost of fixed asset likachinery, cutlass in
profit and loss account of the year of purchasmadsrrect and it will
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underestimate the profitability of the texprise. A farmer or
agribusiness experts should understand that agsethe asset each year,
a proportion of its value is being consumed, thetigo of it consumed in
each year is known as annual depreciable value emrediation.
Depreciation is regarded as annual cost; henhde a variable cost.
Depreciation enables you to spread the cost ofsaetaver its useful
life. Depreciation is defined as loss in the vatdiean asset due to wear
and tear and obsolescence.

The annual depreciable value of each asset sucieazer, planter,

milling machine should be accounted for and savedially as a sunken
cost so that the assets can be replaced at ewpimattiits lifespan. This

IS necessary because of the wear and tear of #stsagnd sometimes
some assets become obsolete, that is out &, daeir replacement
becomes impossible if there is no provision forrdetion.

3.2 Purposes for Calculating Depreciation

0] Depreciation helps to adjust taxable incomeichlis required for
tax purposes. If there is no provision for depreaeManagers
might be tempted to deduct the entire purchase pfi@a
fixed asset in the year it is purchased, whiclegally wrong.

(i) It provides a method to assign non-cash expems the various
enterprises
(i)  Depreciation provides an estimate of emtrvalue of an asset.

3.3 Methods of Depreciation

The rate at which assets depreciates differ. Sospeediate faster than
the other. The difference in the depreciation rateassets depends on
certain factors such as intensity of use, enviramalefactors such as
good roads for vehicles, level of maintenance fete.instance a vehicle
devoted to business and makes journeys from Lago&buja every
week will depreciate faster than another vehicle@avby the same firm
but being used within Lagos metropolis. In thisrapé, the rate of use
is the factor that makes the former to depreciaster than the latter.
Good roads and excellent maintenance culture a&dvwb major factors
that contribute to good conditions due to low m@telepreciation of used
vehicles (popularly known as tokunbo®) that are imported from
developed nations. Due to differences in the rdtedepreciation of
assets, methods of calculating depreciation thlitb& employed must
be such that makes provision for the rate of askegiseciation.

66



AEA 503

ADVANCED AGRIC BUSINESS MANAGEMENT

Basically there are three methods of depreciation:

(1)  The Straight Line Method
(2)  The sum of the Year Digit Method
(3) The declining balance method

3.3.1 The Straight Line Method

The straight line method as the name implies gt and simple. The
simplicity and ease of calculation has made bosiearchers and firms
to always employ this method of depreciation. Thaual depreciable
value (ADV) of an asset using this method is giasn

ADy= COST PRICE SALVAGE/SCRAP VALUE

ESTM ATED USEFULLIFE

Cost Price = Amount for which the asset was pumetias. Purchase
price Salvage /Scrap Value = the worth of an aasdhe end of its
useful life or lifespan. The scrap value of an aissay be zero if such
asset can no longer be disposed at any price.

Estimated Useful Life =this is the lifespan or légpectancy of an assets
which should be one year and above.

If a tractor was bought foe=N2, 850, 560 and carsble off in its 20th
year for;N800, 000, what is the annual depreciabalee?
2,850, 560 - 800,000

ADV = =-N102, 528
20

The annual depreciation or depreciable value ferttActor is=N102,
528. This implies that the farm-firm should setdasN102, 528 every
year for twenty years.

3.3.2 The Double declining Balance Method

This method makes use of the rate of depreciationughout the
estimated life of an asset. This method includeSaacelerator,” so the
asset depreciates more in the beginning of itsuliBed. This depreciation
method is used for cars and other assets that dafgemore in the
early part of their life expectancy. The proceddoe calculating
depreciation using declining balance method iedthelow:

1. Determine the rate of depreciation ofdkset.
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o The asset life is used to determine the rate hattwthe
depreciation will accrue.
o Assuming a purchase price=ef N1,000, sagpd value of
N200 and an asset life of 5 years, calculate theuan
depreciation.
o Using the example above, with the usefeldf 5 years.
Divide 100 percent by the number of years indhset life and

then multiply by 2 to find the depreciation rate.

o In our example, 100% / 5 = 20 percentp2écent x 2 =
40 percent.
Take the asset's purchase price as ffredable basis value.

Multiply the current depreciable basis by therdeiation rate to
find the year's depreciation.

In the first year of use, the depreciation will 8400 ¢N1,000 x
40 percent).

o For the second year, the depreciable value is RGO
(N1,000 - 400) and the annual depreciation willM¥240
(N600 x 40 percent).

) For the third year, the depreciable basis becohi&s0
with a depreciation 0£N144.

Cease accumulating depreciation in any yearwhich the
depreciable basis will fall below the salvage value

o Using this example, in year 4 the rde@ble basis is
N216. The salvage value4s N200.

o In year 4, calculate depreciation of N16remluce the
depreciable value te-N200.

o In year 5, there is no need to calculaareciation.

Double Declining Balance Depreciation Method ¢rmula
Depreciation Base * (2 * 100% / Useful Life of AsgeYears

Summary of the Depreciation using Double decliningpalance

Value (N} Annual Depreciation (N}

Year 1 100C 40C
Yeal 2 (100¢-400; 24C
Yeal 3 (60C-240; 144
Yeal 4 (36C-144; 6.4(C
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Yeal5 (21€-16)

(In year 4, the depreciable valueds N216 whikeghlvage value is
N200, hence the depreciable valueds (N246 - Na@d)the
depreciation isN6.40 (40%-ef N16).

Check: 400 + 240 + 144 + 6.40 + 200

Example: Tony poultry farms purchased a 3 tier dag&00,000.00 and
the rate of depreciation is 10 percent and theelfgectancy of theage
is 10 years. Calculate the annual depreciable value.

3.3.3 The Sum of the Years' Digits Method

This method of calculating depreciation favourshbtite assets which
depreciate faster in the later years of their ékpectancy or estimated
useful life. In this method, the number of yearsthe useful life is
summed. The formula for the sum of the years‘tdigethod is given
as:

Annual Depreciation Value = (Cost — Salvage Vaiueg%

RL = Remaining years of useful life
SOYD =Sum of the number from 1 through the estichateeful life.

For example, if an asset had a useful life of Ggethe digits would be
added: 6+5+4+3+2+1=21. Then annual depreciation ldvobe
determined as follows for assets that depreciagtefan the beginning
of their useful life

Year 1 = 6/21 = 28.6% times the cost (@tdess salvage)
Year 2 =5/21 = 23.8%

Year 3 =4/21=19%

Year 4 = 3/21 = 14.3%

Year 5 =2/21 =9.5%

Year 6 = 1/21 = 4.8%

If on the other hand the rate of depreciation ghhr in the latter years
of the assets, the depreciation is obtained thus:

Year 1 = 1/21 = 4.8% times the cost (®tdess salvage)
Year 2 = 2/21 = 9.5%

Year 3 =3/21 =14.3%

Year 4 = 4/21 =19%

Year 5 =5/21 = 23.8%

Year 6 = 6/21 = 28.6%
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Question: Calculate depreciation for a machine wittost o=N10, 000,
a salvage value £ N2, 000, and a useful life ojdars.
Solution

Sum of the years’ digit: 1+2+3+4 +5+6+7+8+9+10 =55

Year 1 4N10,000— N2,OOO)15>g = N1.454.55
Year 2 N10,000 — N2,OOO)59§ ~1,309.09
Year 3 {N10,000— N2,000)% ~1163.64
Year 4 4N10,000— N2,000)51§ _1,018.18
Year 5 -N10,000 — N2,000)5%=872-73
Year 6 -£N10,000— Nz,oooé =127.27
Year 7 -4N10,000— N2,OOO)5A)5 =581.82
Year 8 -N10,000 — N2,OOO)5_3;; =436.36
Year 9 -N10,000— N2,000) 5%; =2%0.91
Year 4 N10,000— N2,000) 5;5 = 14545

3.3.4 Partial Year Depreciation

If an asset is purchased during the year, rathar #t the beginning of
the year, depreciation must be prorated. A cagehased in May 1
would be eligible for 8/12 of a full year‘'s depraton in the first year.

Depreciation Schedule

It is expedient for farm manager to prepare deptemn schedule
because it will help him and other stakeholderss® at a glance when
the asset was purchased, the method of deprecetpioyed and the
annual depreciable value. Design of depreciatibedale is shown
below:
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Depreciation Schedule

Cost Depreciation 20 20
Date or Salvage Useful method
Item | Purchased Basis Value Life Depre-| Book | Depre-| Book

ciation | value | ciation | value

4.0 CONCLUSION

This unit has exposed you to the meaning, impoeara methods of
depreciation. You have also learnt how to calcubpreciation using
each method and the applicability of each method.

5.0 SUMMARY

Depreciation is the loss in the value of an assettd wear and tear and
obsolescence. There are three methods of depretiatmely, the

straight line method, double declining balance and of the years’

digit method. The rate of depreciation of assetthes basis for the

choice of method of depreciation.

6.0 TUTOR-MARKED ASSIGNMENT

1. What is depreciation?

2. The cost price of a de-feathering macthinag has a lifespan of
15years is=N500, 000.00 and the salvage valudl56, 00O0.
Calculate the annual depreciation value of thachime using
straight line method and double declining balane¢had.

3.  Suppose the asset was purchased in April, whiab&the first
year depreciation using straight line method?
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MODULE 4 FARM ACCOUNTS

Unit 1 Profit and Loss Statement

Unit 2 Balance Sheet and Balance Sheatysis
Unit 3 Farm Business Analysis

Unit 4 Farm Ratios |

Unit 5 Farm Ratios Il

Unit 6 Cash Flow Analysis

UNIT 1 PROFIT AND LOSS STATEMENT
CONTENTS

1.0 Introduction
2.0  Objectives
3.0 Main Content
3.1 Meaning and importance of Income Statement rofitP
and Loss Statement
3.1.1 Analysis of Farm Income Statement or Praiid
LossStatement
4.0 Conclusion
50 Summary
6.0  Tutor-Marked Assignment
7.0 References/Further Reading

1.0 INTRODUCTION
The valuation and depreciation we have consideredreeans to an end.
These two are essential for the assessment of risf@apility of the

business enterprise. The farm accounts that retealprofitability of a
business enterprise is profit and loss statement.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

o evaluate profit and loss statement

o define or explain the meaning of cash and -cesh income,
cash and non-cash.
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3.0 MAIN CONTENT

3.1 Meaning and Importance of Income Statemerdr Profit

and Loss Statement

Farm income refers to profits and losses incurhedugh the operation
of a farm. A farm income statement (sometimes dadldéarm profit and

loss statement) is a summary of income and expgedihat occurred

during a specified accounting period. This perdisually the calendar
year for farmers usually January to Decemfére content of the
income statement or farm profit and loss statenmelitates the enterprise
that has high expenditure and enterprise with higtrued revenue. This
and other information reveals the components offdéine business that
require more attention in terms of investment dnedareas that production
must be reduced. A hypothetical farm income statens presented in
Table 1.

Table 1: Farm Income Statement for the perid of January to
December, 2011

Income N Expenses N
Livestocl and praducts Livestock purchase 1,627
Milk 103,85! | Fee 28,17:
Dairy Stcck 10,30( | OthelLivestock 8,12¢
Expense

Crops 1,68¢ Crops
Cusomwork 40¢% Seel 2,96:
Rent: Fertilizers 6,524
Goveinment payments 76¢

Chemicals
Misc Ferm income 1,86: Othel
Total farm casl saes 118,88 | Marketinc costt
Closing current accounts Cusomwork, 1,252
receivables ($620) equipment rentals
Less opering curtent 12C Hired labor 7,10¢
accounts receivables
N500
Total farm sales 119,00: | Fuel oll 4,431
Plus inventory change Equipmenirepair: 4,607
(ending minus
beginning)
Livestock (N110815- 81t Building, fencerepars | 1,334
N110,000)
Crops (N46,857 - 6,857 Interes | 9,66=
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N40,000
Supplie: (N70C - (300 3,37t
AN1,000) Electricity
Gross farmincome (A) | 126,37 | Taxes insurance 3,61¢
Cal expelses 1,071
Ren 2,23¢
Otheifarmr cast 2,857
expenses
Total farm cast 88,96:
expenses

Closing currenti
accounts payable ($884

Less opering curtent

accounts payable ($500)

Total farm purchaes 89,34¢
Plus depreciation 17,53
Total farm expenses 106,87¢
(B)

Net farm income (A-B) | 19,49¢

3.1.1 Analysis of Farm Income Statement or Profiand Loss

Statement

The Farm Income Statement is a summary of incomperees, and

resultant profit or loss from farming operationgidg the calendar year.

Table 1 shows the Farm income statement of a farm The income is
shown on the left hand side while the expenditgren the left hand

side.

There are two types of farm income and farm expeoash income and

cash expenses and non-cash income and non-castsespe

Cash incomerefers to cash receipts from sales of produce &rapmals

and by-products.

Non-cash incomerefers to income not received or imputed income.

Examples are unsold harvested crops and unsoldaémifor value of

closing stock), supplies, values of crops and ahsoasumed at home

as well as gifts etc.

Cash expensesThese are expenditures made by the farmeas t

involve payment in cash or cheque.
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Non-cash expensesre expenditures that do not involve direct cash.
Examples are net depreciation of equipment, unpaides of family
labour, decrease in inventory etc.

The first section of the on the right hand sidah& income statement
lists cash farm income from all sources while twdr part lists the non
cash income. In the same vein, the upper partekipenditure section
contains cash expenses and the lower part contamsash expenses,
which include

The difference betweeiross Cash Farm Income and Total Cash
Expense is theNet Cash Farm Income. This is the net farm income on a
cash basis.

The difference between total income (sum totalaghcincome and non-
cash income) and total expenditures (sum total exgfense and non-
cash expense) is known as Net Farm Income. Thatires—Net Farm
Incomd represents the return to the operators amdily's unpaid
labour, management, and equity capital (net woith)other words, it
represents the return to all the resources whiehoamed by the farm
family and, hence, not purchased or paid a wageveder, it does not
include any asset appreciation, debt forgivenessset repossessions.

Other Definitions

Gross Cash Income the sum of all receipts from the sale of crops,
livestock and farm related goods and services, e as any direct
payments from the government.
Gross Farm Income the same as gross cash income with the addition
of non-money income, such as the value of homeuwuopsgon of self-
produced oof.

Net Cash Income the gross cash income less all cash expensdsasuc
for feed, seed, fertilizer, property taxesterest on debt, wagers,
contract labour and rent tonon-operator landlords.

Net Farm Income the gross farm income less cash expenses and non-
cash expenses, such as capital consumption anchtarsehold expenses.

Net Cash Income a short-term measure of cash flow.
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4.0 CONCLUSION

In this unit, you have learnt the basic concepteasated with profit and
loss statement and how to prepare the profit assldtatement.

5.0 SUMMARY

The profit and loss statement is a farm account thdicates the

profitability or otherwise of a business enterprideconsists the farm

income and expenditure (cash and non-cash). THereliice between
the total income and total expenditure is knownetfarm income (NFI).

If it is positive, it indicates profit while negag net farm income indicates
loss.

6.0 TUTOR- MARKED ASSIGNMENT

1. Explain briefly profit and loss statement in a fasasiness.

2. Consider agribusiness enterprise transactiofsvband use the
information to prepare a profit and loss statenfentJonathan
agro-allied firm Limited for the year ended 31 Dextxeer, 2012.

Sales of eggs 80, 250.00
Cos of incubato 20,500.01
Cos of feed: 50,000.0t
Cos of drugs 23,210.01
Eggs for domestic use 14,700.0
Loss due to mortelity 2,000.0(
Value of stocl left 3000.0(
Sale: of broilers 98,720.0!
Ferm waces 31,020.0!
Broilers for domestic use 26,100.01
Sale: of manure 24,880.01
Genere exgense: 8,560.0(
Sale: of day old chicks 38,120.01
Packagin cosi 18,570.01
Transportéion cos 13,240.0
Depreciatiol 5000.0(
Equipmeni maintenarce cos 4,800.0(
Electricity 4000.0(
Net Prcfit 70,620.0(
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1.0 INTRODUCTION

Balance sheet is a farm account that shows thadiabBhealth of a farm
at appoint in time. It balances the assets agatstities and owner's
equity. The difference between total assets aral batilities is known
as owner's equity or networth. The magnitude ofieworth of a farm
enterprise is very important to financial tingions, thus it is a
significant determinant of availability of credédility.

2.0 OBJECTIVES

At the end of this study unit, you should be abte t

o define or explain the meaning of assets, liabiéihd different
forms of assets and liabilities

o describe the fundamental accounting eqoati

o Prepare balance sheet.

3.0 MAIN CONTENT

3.1 Balance Sheet Analysis

A balance sheet or a net worth statement is aldétasting of assets,
liabilities, and net worth at a given time. lalénces assets against
liabilities and net worth. A balance sheet ignftlescribed as a "snapshot
of a company's financial condition". Balance shagplies to a single
point in time of a business calendar year. idt a physical
representation of the ‘accounting equation.' Theaggn states that at
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any point in time, the assets of the business qualdo the sum of the
liabilities and owner's equity. The accounting dtunais:

Assets = Liabilities + Equity

The equation also forms the basis of the statersgntture, which
mirrors the three aspects of the equation. Theetpaets are:

1) assets,
2) liabilities and
3) owner's equity.

We shall discuss the three parts one after the.othe
3.2  Assets

Assets are anything that the business owns. Fasetsasnclude land,
buildings, tractors, cutlasses, vehicles, inventeig, This expands the
definition to encompass all that the business kgsieed by purchase or
by owner contributions. Farm assets can be classifito three categories
according to their length of life, their cash lidiy, and their effect on

production in the farm business. The categories caed current,

intermediate-term, and long-term farm assets. Artfowcategory lists

nonfarm assets.

3.2.1 Types of Assets

(@) Current farm assets: Current assets are assets that can be
consumed in production or that will be sold duritihge year.
Examples are crops, livestock, and supplies. Cumaesets also
include cash, accounts receivable and other as#t@are easily
converted to cash without affecting the businesatmon. They
comprise prepaid expenses, supplies, crops, ligksend other
items that will be consumed in production or thall Wwe sold
during the year.

(b) Intermediate farm assets.These are assets that support farm
production and have a useful life of more than bokless than
10 years. Breeding livestock, tools, vehiclasgchinery, and
equipment fall into this category. Unlikeurrent assets,
intermediate assets are not easily converted to cas

(c) Fixed Farm assets.These are assets that have a useful life of
more than 10 years. These assets are difficulbhwert to cash,
and converting such assets to cash would seri@afétgt farm
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production. Fixed or long-term assets include famd| buildings
and land improvements.

(d) Nonfarm assets.This is another section included on the asset

side of the balance sheet. For many farmers, pakrsi@ms such

as a home, furnishings, and vehicles are consiqengaf the farm
operation. If they are not included in the farmedssitegories, they
may be included in the nonfarm asset section. Hewesome
individuals choose not to include personal itemstbe balance
sheet. In this case, the nonfarm asset sewtouid be left
blank.

3.3 Liabilities

Liabilities are claims that individuals or otheganisations have against
the assets of the farm firm. These claims can sakeral forms. Some are
both short- and long-term loans, bills for utilgjerent, employee

expenses, bonds, taxes and many other itemsy Téduce the total

value of the assets. Liabilities are categoriseidto three on the basis
of duration of repayment.

3.3.2 Types of Liabilities

They are current liabilities, Intermediate liabhdg and long term
liabilities.

(@) Current liabilities: These are debts that are due for repayment
within one business year. They include farm aot® payable
and accrued expenses such as rent, interestand taxes. Short-
term notes such as those you use to cover opeflaing and the
principal on longer-term liabilities due within thext year are also
listed in this  category. These liabilities rie@pond some- what

to current assets since funds needed to make
payments on these liabilities may have to come fligondating
current assets.

(b) Intermediate liabilities. These are liabilities that are due for
repayment between one and ten years fromd#ie on the
balance sheet. Loans for breeding livestock, aclhimery  and
equipment are typical of this category.
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3. Long-term liabilities.

Liabilities with a term of 10 years or longer atassified as long term
liabilities. Assets with a long or indefinite lifeuch as buildings and
improvements are long term liabilities . Theseiliaes correspond to
long-term assets. The long-term assets  will ggaencome needed to
make payments on these liabilities when they aee du

A farm balance sheet containing the componentsudgsd above is
presented below:

Balance sheet for Ola farms as at 31st December,12D

Assets Liabilitiesand Equity
Current N Current N
2,20( Account: payable

Cash at hand and In

bank

Accountsreceivable | 11,74( Bank opeiating loans

Market liv estock 92,42( Intermediete debt due| 11,37t
this year

Crops & produce for Long term deb due this | 3,93¢

sale year

Feed and farmr | 149,06! | Othel

supplies

Growing crops 1,60( Interes-intermediate 12,60:
loans

Other: 40,50( Interes-long term loens 31,311
Total Current 59,23:

Saving: 3,50( Inter mediate Li ablities

Total current 301,02¢ Loar on tractor 20,00(

Inter mediate Breedin¢stock 28,13:

Breedin¢livestoct | 134,43( Plante anc Spiayer 50,00(

Machinery & | 105,32. | Totalintermediate 98,13

equipment

Othel Long term (over 1C
years)

Depreciabl 25,07: Ferm Credit Mortgage 85,22

property

Total intermediatt 264,82 First Bank 224,00(

Fixed Total long term 309,22

Lanc anc buildings Total Liabilities 466,59:

Lanc 460,50( Net worth 841,17¢

Depreciabl 143,42.

property
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| Dwe 138,000 |

Total fixed asset 741,92
Total assets 1,307,77.

4.0 CONCLUSION

You have learnt in this study unit, the meanindpalance sheet as well
as the meaning of asset, liability and ddfértypes of assets and
liabilities. You have also learnt how to prepartahbae sheet.

5.0 SUMMARY

Assets refer to valuable items owned by a farm aevhdbility is the

claim that an individual or organisation has agaihe farm. Types of
assets include current, intermediate and fixedtas3gpes of liability

are current liability, intermediate liabilitgnd long term liability.

Balance sheet is a financial position that showesfitancial status of a
farm at a point in time.

6.0 TUTOR-MARKED ASSIGNMENT

1. Differentiate between the following terms
0] Assets and liabilities
(i)  Current assets and current liabilities

(i)  Balance sheet and networth

2. Balance sheet for Glory Farms at year ended 2012 is
presented below:

Assets Liabilities

Current assts N40,000 Current liabilities Fkxkkx

Intermediateasset N50,00( Intermediateliabilities N10,00(

Fixed assets Frkkkkk Long term liabilities N40,000
Total liabilities N110,000

Networth Fkkkdkkk

Total assets N290,000

Total liabilities + networth Tk

Calculate and supply the missing values in therfz@aheet for Glory
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Farms.

7.0 REFERENCE/FURTHER READING
Kay, Ronald D. (1981). Farm Management: Planningntt®| and

Implementation ISBN 0-07-066366-1 McGraw-Hill Kogeha,
Ltd.
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1.0 INTRODUCTION

Farm business analysis is the process of retrievioiganising,
processing, and analysing information used in féumsiness decision
making. It is a critical ingredient in the managetaf the modern farm.
Managers must be able to quickly respond to chamgée prices of the
inputs and the products if they are to maintaimfarofitability. The
knowledge of farm business analysis is a necefsitgll farm managers
not only to maintain farm profitability but also take advantage of
opportunities of available credit facility.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
o define business analysis
explain balance sheet analysis
explain income statement analysis.
3.0 MAIN CONTENT
3.1 Balance Sheet Analysis
A review of the balance sheet provides insight ithi® financial health
of the business. Comparison of balance sheets &dmasiness through

time is a good indicator of perfamse of the business.
The analysis of balance sheet begins with a cospamf total assets
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and liabilities. The difference between total assatd liabilities is the
net worth of the farm business. If total liabilgiexceed total assets, the
business is insolvent and net worth is negativenlithe other hand the
total asset is greater than total liabilities, tlem business is solvent and
the networth or owners equity is positive.

The net worth of a business on a given date inglicatvner equity and
Is a major factor that financial institutions catesi before granting loans
because it is an indicator of risk involved in loadvancement. The
extent to which a loan is secured depends on thgnnuale of the

networth. If networth is large relative to totalsats in the business, it
signifies good security for the loan and the chaocéoss is small. A

smaller net worth may present an obstacle to seguwredit because
risk of loss to the lender is greater.

Comparison of current assets and current liakslittd a farm is an
indicator of the liquidity of the farm. This impBehat the farm has ability
to meet cash obligations as they become due.

A farm with a balance sheet in a healthy financ@ahdition will have
current assets exceeding current liabilities. Tagiyc that excess should
be one-and-one-half to twice as much in currenetasas in current
liabilities. The excess is needed for the followiagsons:

1. It serves as a financial cushion in case oidrapange in prices
of the components of the current assets. A rapidrfgrice will
reduce the liquidity of a farm business that haselgaenough
current assets to cover current liabilities.

2. Excess of current assets over current liaksliie a necessary
indicator of financial healthiness of a farm busméecause the
excess is a source of working capital for the bessn Working
capital is the source of funds for the current apeg expense -
items that must be purchased on a day-to-day sthedikeep
the business operating. If there is a deficiencwoiking capital,
the business must borrow additional funds or it trigaidate
intermediate assets to secure working capital. prbeurement of
additional credit often takes time. If intermediadssets are
liquidated, the assets that produce income forbilginess have
been removed and future income flow will be reducé&dus,
asset liquidation is not a viable long-term altéinea
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3.2 Income Statement Analysis

Net farm income is the-bottom linel on the income statement and a
good place to begin the analysis procedure. Thisr@ represents return
to unpaid operator and family labour, equity cdpiéad management.
Over the long- termpnet farm income is the amount available for
discretionary use by the family and for businesgettigment. The net
farm income is discussed in detail below.

3.2.1 Value of Production (VOP) or Total Vale Product
(TVP)

This represents the values of all output of themfaimhis amount
represents the accrued value of commodities pratidoeng the fiscal
(or calendar) year.

Farm Cash Receipts + (Change in Value of Produeritory + Change
in Value of Accounts Receivable) - Livestock Pusdsa

3.2.2 Net Farm Income (NFI)

Net farm income, (farm profit or loss based on afirg earnings), is
net cash operating income (farm receipts minus fxpenses) plus the
adjustment for value of products consumed by thal{a plus inventory

adjustment, plus adjustments for accounts payafdkeraceivable, and
minus depreciation. This is not a ratio by defomtibut it is included as
it represents the bottom line for farms and a isignpoint for analysis.

The problem with net farm income is that it does mabate the income
to the size of the investment. This is the advaataigusing return on
assets as a measure of profitability.

Net Farm Income (NFI) = Total Value of Production (TVP) - Direct
Costs — Depreciation.

3.2.3 Gross Margin

This margin represents the excess of reveauetotal value of
production over the cost of variable inputs. Gnmssgin indicates funds
available to cover unallocated fixed costs, retumsinpaid operator &
family labour, and returns to owner's / share hdddsquity.

Gross Margin= Total Value of Production — Total Variable Cost {V
- TVC)
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4.0 CONCLUSION

In this unit, we have analysed the balance sheétpanfit and loss

statement. The analysis of the balance sheetatedi the solvency,
liquidity or otherwise of a business enterprigdile the analysis of
income statement indicates the profitability of the business
enterprise.

5.0 SUMMARY

Balance sheet analysis shows the financial heflifarm business while
the income statement reveals the profitability treowise of a business
enterprise. Analysis of the balance sheet invok@sparison of total
assets and total liabilities. If the total assegnsater than total liability,
the farm is solvent, if otherwise, it is insolve@ross margin, net farm
income and value of production are derived fromitit®me statement.

6.0 TUTOR-MARKED ASSIGNMENT

1. Discuss how you will ascertain the financialltreaess of a farm
business.
2. State the importance excess of currenbiliti@s over the

current liabilities?

3. What is networth? Why is it so importemfinancial
institutions?

4. Define or explain the following terms: (i) Grassrgin (ii) Net
farm income.

7.0 REFERENCES/FURTHER READING
A. J. Adegeye & Dittho (1998Essential of Agricultural Economics.
Kay, Ronald D. (1981)Farm Management: Planning, Control

and Implementation

ISBN 0-07-066366-1 McGraw-Hill Kogakusha, Ltd.
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1.0 INTRODUCTION

A number of ratios have been developed to helgwew of the balance
sheet. These ratios are useful tools for elaluation of the farm
financial healthiness of a business enterprisesd@hmatios are discussed
in next section. Four categories of ratios can dleuwtated from balance
sheet and income statement for the purpose of mdkiancial decisions.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

o list the categories of farm ratios
o state the components of each categoratif r
o calculate and interpret each categoryatbr

3.0 MAIN CONTENT

3.1 Categories of Ratios |
There are four categories of ratios that can baiodd from balance sheet

and profit and loss statement. Three categoriesabbs (Liquidity,
Leverage and Activity ratios) can be calculatedrfimalance sheet while
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one category (Profitability ratios) can be derivesm income statement.
The categories of ratios are:

(1)  Liquidity ratios
(2)  Leverage ratios
(3)  Activity ratios and
(4) Profitability ratios

In this unit, we shall consider liquidity and leage ratios in detalil.
3.2  Liquidity Ratios

Liquidity ratios are the ratios that measure thditgbof a business
enterprise to meet its short term debt obligatiditese ratios measure
the ability of a business to pay off its short-tdiabilities when they fall
due. They show the number of times the short bt obligations are
covered by the cash and liquid assets. If the veuwgeater than 1, it
means the short term  obligationare fully covered.
Generally, the higher the liquidity ratios are, tmgher the margin of
safety that the business enterprise posses to itseetirrent liabilities.
Liquidity ratios greater than 1 indicate that thesimess is in good
financial health and it is less likely fall intanincial difficulties.

There are two main liquidity ratios whicheaused to help assess
whether a business has sufficient cash or equivalanent assets to be
able to pay its debts as they fall due. In otherdspthe liquidity ratios
focus on thesolvencyof the business. A business that finds that itsdoe
not have the cash to settle its debts becomes/ersol

Liquidity ratios focus on thehort-term and make use of theurrent
assets and current liabilitiesshown in the balance sheet. The two main
liquidity ratios are:

3.1.1 Current Ratio

Current ratio is a simple ratio that estimates Waethe business can
pay debts that falls due within one year out of¢herent assets. A ratio
of less than one is often a cause for concernicpéatly if it persists for
any length of time.

Current asset

Current liability

Current ratio =
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From Ola farms balance sheet, the

301,025
59,232

Current ratio= =5.08

The current ratio is approximately 5, which impligst the farm can
meet its current obligations five times. This résudlicates that the farm
Is financially safe in the very short term.

3.1.2 Quick ratio

The quick ratio which is also called thacid test’ ratio is more severe
test than the current ratio because it we®l deduction of the
component of current assets that are not in cash éo ready cash from
the current assets.

The quick ratio is calculated thus:
Current asset - Inventories

Current liability

Quick ratio =

Inventories refer to stock of goods that are rdadyale. Inventories are
assumed to be the most illiquid aspect of the otirassets. The quick
ratios of the Ola farms is

301,025 -92,420

Quick ratio = =3.25
59,232
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The quick ratio is 3.25 which is less than the entratio, which implies
that the farm can meet its debt obligation 3 tim&igg its current assets.
This signifies that the acid test ratio is betkart the current ratio because
in case of financial difficulty, it will not be ep$o convert the inventories
to cash.

3.3 Leverage Ratios

These are ratios that measure the ability of the fausiness to honour
short and long term obligations. A high leveragers an indicator that
the farm is not financially buoyant to pay off itebts. It is on this
premise that business owners aim at low leverai@srd_everage ratios
are measure of solvency of the business erderpteverage ratios
include Net capital ratio, debt/equity ratio, totkgbt to total asset ratio,
which is the reciprocal of the net capital ratia dmes interest earned
ratio (TIER).

3.3.1 Net Capital Ratio

The net capital ratio is a common measure of solvency. The
net capital ratio is total assets divided by tdiabilities. A
business is solvent if the ratio is greater thae. drhis means
that there is more than one naira worth of asgets each
naira of liabilities. However, a financially Heéey business
will have a net capital ratio of approximately &iBmore. This
means that owner‘s equity is 60 percent or morg¢heftotal
assets used in the business.

Total Assets
Net

Capital Total Liabilitie s
Ratio =

In Ola farms, the Net Capital Ratio (NCR) =
841 179: 278

466,592
The NCR value of 2.78 implies that the farm is solvand it
indicates that the farm is financially healthy.

3.3.2 Debt/Equity ratio

Debt/Equity ratio is the ratio of total debt to @gur networth.
It measures the ability of a business to honouorgy Iterm
obligation. It is an indicator of the amount of negrborrowed
per naira of the farmers own capital used ie thusiness.
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Lenders often refer to this ratio because fireyer to make
loans to that borrower who has equity of 50 percemhore of
total assets used in a business. Thus, lendersrpaetiebt-
equity ratio of less than one. This indicates tifa owner's
contribution is more than that of the lender.

There is tendency for new farm business enterptisehave high
debt/equity ratio due to initial capital requirerhéimat are sourced from
financial institutions or individuals. However, pighing back profit into
the business will reduce the debt equity ratio tewvel that will enable
the farm to honour its long term obligation. Thebidequity ratio is
given as:

Total Liabilitie s

Debt/Equity ratio =——.
Equity (Networth)
.. " 466,592
In our example, the ratio is given as Debt E = — +——=0.
P g Guatyor 841,179

The debt equity ratio of 0.55 indicates that foemvone naira owned by
the farmer, 55 kobo was borrowed. This implies th&t particular farm
is low leveraged and financial institutions will lemcouraged to grant
loans and advances to the farm.

3.3.4 Total Debt/Total Assets Ratio

This ratio shows the relationship between the toailities and total assets of a
farm business enterprise. It is the reciprocal ef capital ratio (NCR), which is
the ratio of total assets to total liabilities. &lbtlebt/ total assets ratio serves as an
indicator of the proportion of each naira utilisedthe business that is borrowed.
The ratio is calculated thus:

Totd Liahlities

Total Asseés

Total Debt/Total Assets Ratio =

In our example from Ola farms balance sheet, ttie i=

Total Debt/Total Assets Ratmo 466,592 =0.36
1,307,771
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The Total Debt/Total Assets Ratio being 0.36 intisathat for every
naira used in the farm 36 kobo was borrowed.

3.3.5 Time Interest Earned Ratio (TIER)

Times interest earned ratio (TIER) or interesverage ratio is a measure of a
business ability to honour its interest and taxpanyts. It may be calculated as either
EBIT divided by the total interest payable. If drdst coverage ratio is smaller
than 1, it means that the farm business tsgeaerating enough cash from its
operations Earnings Before Interest and Taxes (E®lImeet its interest obligations.
Typically, it is a warning sign when interest caage falls below 2.5. A lower times
interest earned ratio means less earnings areablatb meet interest payments and
that the business is more vulnerable to increasgerest rates.

Time Interes EarnedRatio (TIER) = =Bl

Interest Charges
4.0 CONCLUSION

In this study unit, entitled category of ratiosybu have learnt about the liquidity
ratios and leverage ratios.

5.0 SUMMARY

Liquidity ratios indicate the solvency of the farithey include current and quick
ratio (or acid test ratios). THeverage ratios are indicators of the ability
of thefarmto  honour its financial obligatsoas at when due. Low leverage ratios
are desired by entrepreneurs.

Leverage ratios are net capital ratio, debt/equaitiyp and total debt total
asset ratio.

6.0 TUTOR-MARKED ASSIGNMENT
Copy the balance sheet for Glory Farm in unit 2 eaddulate

0] the liquidity ratios (Giving that invermpis N5000.00and.
(i)  the leverage ratios.

7.0 REFERENCES/FURTHER READING

A. J. Adegeye & Ditthoh (199&ssential of Agricultural Economics.
Kay, Ronald D. (1981)Farm Management: Planning, Control
and Implementation.

ISBN 0-07-066366-1 McGraw-Hill Kogakusha, Ltd.
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1.0 INTRODUCTION
We have considered two categories of farm ratiqsjdity and leverage

ratios in unit 5. The other two ratios-profitabyland activity ratios shall
be considered in this unit.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

o state the profitability of ratios
calculate each ratio in each category
give the interpretation of each ratio.

3.0 MAIN CONTENT

3.1 Profitability Ratios

Profitability ratio is one of the most frequentlgad tools of financial
ratio analysis. Profitability ratios are used totedmine the business
bottom line and its return to its investors. It wisoa farm enterprise
overall efficiency and performance. Profitabilitgtios are designed to
measure a firm's ability to generate profit. Thiosaare:
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3.1.1 Return on Farm Assets (ROA)

This ratio represents the total income generatenh fthe farm divided
by the total assets employed to generate this iectimpaid family labour
is subtracted as it represents a non-cash expEniseadjustment helps to
compare farms which pay family wages to those ttat not. In
comparisons of ROAs of farms, there is the needhtiw whether assets
are valued at or valued at market prices becauge market valuation,
the confidence in the value will depend upon theueacy of the appraisal
of the property.

One major strength of ROA lies on the fact thatdes not differentiate
on how the operation is financed as interest paysnare included in
income.

Return on Farm Assets (ROA) =(NFI + Interest Expense - Unpaid
Operator & Family Labour)/Total Farm Assetss Return to
Assets/Total Farm Assets

3.1.2 Return on Farm Equity(ROE)

This ratio represents the income generated fromotheer‘'s equity in
the farm business. As is the case for return oetgsshe estimate of
market values will have a large impact on the valllee return on
equity should be higher than the return on asseds the long-run. This
assumes that the manager is using debt leveragaefadvantage. There
is a trade-off here between a high return on ecay high risk as the
two are positively correlated.

Return on Farm Equity (ROE)

= (NFI - Unpaid Operator & Family Labour)/Total FaEquity
= Return to Farm Equity/Total Farm Equity

3.1.3 Operating Profit Margin Ratio

This ratio measures the portion of each nairawémae that trickles down
to the income statement to profits. A low profit ngia can be
compensated for with a higher asset turnover. Thissratio must be
viewed in the context of the capital turnover. Higtapitalised operations
tend to have a higher profit margin combined witbwa capital turnover.
Operating Profit Margin Ratio = Return to Farm Equity/Value of
Production ROE/NVOP
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3.2 Activity Ratios

Activity ratios, sometimes referred to as operatiajps or management
ratios, measure the efficiency with which a bussneses its assets, such
as inventories, accounts receivable, and fixeddpital) assets. The more
commonly used operating ratios are the averageatah period, the

inventory turnover, the fixed assets turnover, gnedtotal assets turnover.

3.2.1 Average Collection Period

This ratio applies to credit sales. The ratio meastow long a firm's
average sales naira remains in the hands of itooroaess. A longer
collection period may not allow the firm to meet matary obligations.
Increase in ACP is a call to tightening of crediles. The average
collection period is calculated in two steps. Thetfstep is calculating
the average daily sales, which is done by dividimg total annual net
sales by 365 days.The second step is dividing Weeage daily sales
into accounts receivable.

Avgrage Collection Account Receivable s
Period

Average Daily Sales

3.2.2 Inventory Turnover

This ratio measures the number of times investineinizentory is turned
over during a given year. The higher the turnoaéor the better, since a
farm with a high turnover requires a smaller stweent in inventory
than one producing the same level of sales witlova turnover rate.
Company management has to be sure, however, toikeeptory at a
level that is just right in order not to miss sales

Inventory

Total Sales
Turnover (IT)

Average Inventories

This ratio indicates the efficiency in turning ovarentory and can be
compared with the experience of other firmsfamms in the same
industry. It also provides some indication tas the adequacy of a
company's inventory for the volume of business ¢péiandled.
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3.2.3 Fixed Assets Turnover

The fixed (or capital) assets turnover ratio measurow intensively a
firm's fixed assets such as land, buildings, andipggent are used to
generate sales. A low fixed assets turnover imghes a firm has too
much investment in fixed assets relative sides; it is basically a
measure of productivity.

Fixed Asset Turn _TotalSales

over (FAT) " Fixed Assets
3.2.4 Total Assets Turnover

This ratio takes into account both fixed asset amgent assets. It also
gives an indication of the efficiency with whichsass are used. A low
ratio means that excessive assets are employedneraje sales and/or
that some assets (fixed or current assdisuld be liquidated or
reduced.

Total Asset Turnover —TotalJles

Total Assts
4.0 CONCLUSION

In this study unit, you have learnt aboutegaries of farm ratios,
importance of each ratio and the thresholds thatirensolvency, liquidity
and profitability of agribusiness enterprise.

5.0 SUMMARY

There are three farm ratios namely the liquiditiyoss solvency ratios,
and profitability ratios. The liquidity ratioand solvency ratios are
derived from balance sheet while profitability catiare calculated from
income or profit and loss statement. On the basishe ratios, the
financial status and viability of a business entegycan be determined.

6.0 TUTOR-MARKED ASSIGNMENT

Use the transactions for Jonathan agribusinesspeisi under Profit
and loss statement to:

0] Calculate the profitability ratios.
(i)  Interprete the ratios.
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1.0 INTRODUCTION

The cash flow plan is an essential financial mamege tool for
agribusiness. It addresses one of the most sdir@argial problems faced
on farms today—the control of cash flow. The caklwfplan is the
focal point of the annual farm planning processh# cash flow plan is
prepared carefully and in sufficient detail, it wdrovide a financial
picture of the operator's enterprise selectiongpuin needs, feed
requirements, credit needs and repayment capdaityly living needs,
and marketing plans. To be most useful, thsh flow should be
prepared on a projected basis; that is, it shogydesent a plan for the
future. Actual cash flow (farm receipts and expshsean then be
compared with the projection to provide an earlgahon business
progress and an opportunity to make timely adjusteé required.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

e define or explain the meaning of cash flow

e state the importance of cash flow projectio agribusiness
enterprise
describe methods and steps involved in cash pl@paration
prepare cash flow

e analyse cash flow.
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3.0 MAIN CONTENT

3.1 Whatis Cash Flow?

Cash flow is can be defined as projection or actséimates of the flow
of revenue into the farm business and the flow abi@ or projected
expenditures out of the business. Cash flow plamigssential financial
management tool for farmers. It addresses the @nolassociated with
the control of cash. Cash flow says nothing abaofifability of the
business; profitability information is available lprfrom the income
statement. Cash flow includes no considerationnefemtory change,
accounts payable or receivable, or depreciatiore fduabsence of this
information, profitability decision made on the isasf cash flow will be
grossly misleading.

3.1.1 Importance of Cash Flow

1. The cash flows are important because they iteliedhen cash
surpluses or deficiencies will occur.
2. It provide a financial picture of the farm emiese selections,

input needs, feed requirements, credit needs apdyneent
capacity, family living needs, and marketing plans.

3. Cash is used in estimating amousmsl time of financial
transactions.
4, It allows comparison between actual cash flaavn(f receipts and

expenses) and projected cash flow which will en#itdemanager
check for business progress or otherwise tnaieby make
timely adjustments if required.

3.1.2 Preparation of Cash Flow

Cash flow should be prepared on monthly amhual basis. The
monthly cash flow will afford the farm manager tetekrmine specific

dates when loans are needed, when loan repaymeritecanade, and
when inputs will be purchased. Cash flow is mostfuisf it is prepared

on a projected basis; that is, it should repreaqaan for the future.

A cash flow projection can be developed in eitHenm ways:

1. Cash flow projection can be prepared on theshafsinformation
from last year farm operations. Revenue and exggems the
current year can be projected from last year's rafteking
necessary adjustment based on price change andeharthe
farming operation. This approach is quick but may provide a
high degree of accuracy.
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2. It can be prepared on the basisti@ current year farm
operations’ plans. Steps required in this process a

(@) The first step is determination of the scoperop and livestock
enterprises. This involves collection of detailedenue and cost
data about those enterprises, preparationeaxth enterprise
budget and decide on technology to be adopted dsasénputs
that will be used

(b)  Step two is to estimate monthly enterpims®mme and expenses.
To arrive at monthly cash flow, it is necessaryestimate when
variable inputs will be needed and when machingrgrations
will be performed. Cost of the inputs and machinepgrations
must be determined. It is also necessary to deternahen
products will be sold and the amount of revenud thidl be
produced. The result of this process is an estignatenthly flow
of income and expenses for all crop and livestotkrrises.

(c)  Transactions related to capital investment nimesplanned. This
will include purchases, trades, or sales of cafigats.

(d) Nonfarm earnings should be included the projected
consolidated cash flow. Wages and salaries earfigtieofarm,
interest income received from investments, and rotifenfarm
income sources should be included in the tmaey are
expected to be received.

(e) Debt repayment should be planned and includethe month in
which surplus funds will be available to make pagtne

3.1.3 Analysis of Cash Flow

The analysis of cash flow is largely a matter afitcmious monitoring of
receipts and expenditures and comparing what dgtielppens to
projected cash flow.

A primary advantage of cash flow analysis is thatrovides an early-
warning system for the business in terms of finaneiffairs. When
major differences between projected and actual ¢kt occur, the
manager should review the financial transactioms@nduction practices
to determine the reason for the differences.

The focal points for cash flow analysis are totstc receipts, total cash
expenses, new debts, interest and principal pawnant cash balance.
Projected amounts for each of these should be cadpaith actual
experience at least on a monthly basis. Major hfiees between
projected and actual cash flow may indicate thelrieechanges in crop
or livestock production plans, planned newpiteh investment, or
planned family living expenditures.
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Caution must be exercised in using cash flow tduata the health of a
farm business. Cash flow can only indicate if correeturns will pay
current expenses, debt, family living, and otherremt obligations
included in the cash flow document. An analysishef health of a farm
business should include a review of the balancetsaed the income
statement, as well as the cash flow.

Annual Casl Flow
Casf inflow Casl outflow
Operating income N Operating expenditures N
Crops Hired Labol 1200(
Maize 54,00( | Machinery  repair anc | 60,00(

maintenance
Cassav 46,20( | Building and fence repair 12,00(
Whea Interes 90,00(
Soybean Hay 2,50(
Cottor Fee( 27,00(
Gras: ard clover seed Seedstwine etc 20,762
Hay, silage Agro chemicals 20,48:
Other crog Fertilizerand lime 90,74¢
Govenment Machine hire 20,50(
payments
Livestock Livestock supplies 90,90(
Broiler 50,00( | Vetanc medicine 10,80(
Egg:s 67,00( | Enegy (Fuel, Elecricity) | 70,39¢
Calve: 3,54(C |Ren 50,00(
Markei hags Taxe

15,000

Other market Insuranc -
livestock
Miscellaneous Utilities, electric phane 3,00(
Cusomwork Freigh anc trucking -
Casl rent Ferm autc 50C
Other farm Feede cattle
Total operatng | 130,56(
income
Capital sales Other expenses (2% | 1,84¢

subtotal)
Breedin¢ beef Total operding exgense 94,16¢
Breedin¢hogs Capital expenditures
Breedin(cow 7,80( Breedin¢beef
Machinery and Breedin¢hogs
equipment
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Total capita sale: 7,80( Breedin¢dairy
Total caslincome 138,36( | Machinery and eqtipmen | 9,00(
Other income 6,00C | Total capita experditures | 25,00(
Loans Total farm expendtures
Total cast available | 144,36C | Other cash outflow
Principa payment: 7,00(C
Family living 16,60(
Total casl outflow 142,76¢
Summary
Casl balarce 1,592
Accumulalted borrowing

4.0 CONCLUSION

In this unit, you have learnt the meaning of cdsiwfimportance of
cash flow as well as preparation and analysis si ¢aw.

5.0 SUMMARY

Cash flow can be defined as projection or actu@neses of the flow of

revenue into the farm business and the flowaofual or projected

expenditures out of the business. Cash flow indgathen the surpluses
and deficiencies of cash will occur, provides aafioial picture of the

farm enterprise selections. Cash flow should pared on monthly

and annual basis.

6.0 TUTOR-MARKED ASSIGNMENT

1. What is cash flow?

2. State the importance of cash flow.

3. Itemise the steps in preparing a cash flow foragribusiness
enterprise.

7.0 REFERENCES/FURTHER READING
Adegeye, A. J. & Dittho (1998ssential of Agricultural Economics.
ISBN 0-07-066366-1 McGraw-Hill Kogakusha, Ltd.

Kay, Ronald D. (1981)Farm Management. Planning, Control and
I mplementation.
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1.0 INTRODUCTION

Production is incomplete until the products arthemhands of consumers.
All activities that are involved between the tinfe tproduct leaves the
farm gate and the time it reaches the consumdasasn as marketing.

Marketing activities include processing, transptoota storage, financing

and risk bearing. Marketing is important in seveespects. It enables
the agricultural products to reach the consumetkarform and quality

that will maximise the utility of the buyers.
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2.0 OBJECTIVES

At the end of this unit, you should be able to:

o identify the relevance of marketing to amagribusiness in
developing countries
define marketing concept
describe the structure of Agricultural dwot Markets
give reasons why it is necessary to implement rrerketing
concept throughout food and agricultural markesiystems
list functions of marketing, and
state the modes of operation of some @f thmajor types of
agricultural and food marketing enterprises.

3.0 MAIN CONTENT

3.1 Meaning and Importance Agricultural Marketing

Agricultural Marketing has two components "Marketing" and
"Agricultural products”, which also must be undecst.

3.1.1 Definition of Marketing

Marketing may be defined in slightly different wagsepending on the
context in which it is being discussed. A laymatedinition could be
too simplistic or at times completely erroneousr Ezample, some
people have defined marketing merely as "buyingsatiihg' which just
focuses on a part of the concept. Others have etéfitarketing as-the
satisfaction of human needs and wants throughxtieamge process".
For our purpose, we shall define marketing as gdbBes of human
activities by which a product is exchanged betwierproducer and the
consumer during which the place, time, form andspssion desires of
the consumer are satisfied.

3.1.2 Key Elements of the Definition

The above definition contains some key eldmemhich must be
properly understood.

(@) Series of activities:Marketing involves a number of activities or
functions performed by the marketers. These includgng and
selling, transportation, processing and storageanting, risk-
bearing and market intelligence. These series tvites are
marketing functions, which shall be discussed ih 2n
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(b)  Product: There has to be a product to be marketed.
The product may be a good or a service. Agricaltu
products often marketed include produce like epco
coolants, and palm produce and by- products like
hides and skin, gari and yam flour.

(c) Producer and Consumer:There are always two parties, at least
which are involved in a marketing process. Oneypproduces
the product, while the other receives it.

(d) Satisfaction of wants: The place or time or form in which the
consumer wants the product is satisfied. The copsuabso
satisfies his desire to possess the product.

(e) Agricultural products: It refers to all commodities obtained
from the growing of crops and the rearing of lieest on the
farm. They are commodities that are obtained froan'midirect
activities on the land. These include cocgemundnuts, rice,
yams, cassava, poultry, sheep and goats, cattis, gnd so on
and all the materials derived from these primarynemdities
within the farm setting such as gari, milk, hides akin and so on.

3.2  The Structure of Agricultural Products Markets

Markets are classified according to their structume pure monopoly;

duopoly, oligopoly, pure competition, or monopatistompetition. At

one end, there is monopoly market in which therenly one seller but
many buyers of the commodity of interest and thikeisexploits the

market for maximum benefit. At the other end, thisrpure competition
in which there are many sellers and buyers of dremodity and neither
the seller nor the buyer of the commodity is ablexploit the situation.
A combination of these two extreme situations |e@dhe monopolistic
competition in which there are a fairly large numbfksellers and buyers.
The market for agricultural products approximathe tmonopolistic

competition, and we shall therefore briefly exantine characteristics of
this market.

3.2.1 Monopolistic Competition

The norms of monopolistic competition are;

1. The presence of a fairly large numbereties (farms) and buyers
(consumers) of the commaodity.
2. The commodity is not homogeneous in naturedif¢rentiated

slightly, for example gari has different brandstsas "olo'nyo”,
"iteko", and "koko-gari or rice which has "aroscdgric' and
"ofada" all of which attract different prices.

3. The product has only close but not perfeabstitutes; for
example cocoyam is a close substitute to wyaters in the
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preparation of pounded yam. Similarly, sorghisna close
substitute to maize in the making of palp.

4. Each firm (farm) has no firm control overices but can
determine its own output and price policies withcahsulting
others.

5. The free entry and exit of firms (farms)

6. The demand for the commodity does notngkain a high

proportion to changes in price as in pure oetitipn, but it
changes in a better proportion than in pure monopol

3.3 Importance of Agricultural Marketing in Developing
Countries

The objectives of an efficient marketing systemd@veloping countries
are:
1. Agricultural marketing enables the primary proehs to get the

best possible tures,
2. It provides facilities for lifting all pduce, the farmers are
willing, to sell at an incentive price,
3. It reduces the price differentials between thienary producer
and ultimate COMmEr,
4. It makes available all products of farngim to consumers at
reasonable price without impairingtba quality of the
produce.
5. In many countries, and virtually evergdedeveloped country
(LDC), agriculture is the biggest single industry.
Agriculture employs over fifty percent of the lalbdarce in

LDCs with industry and commerce dependent upos @ aource
of raw materials and as a market for uhactured goods.
Hence, the development of agriculture vis-a- s tile marketing
systems is the heart of the economic growth pracelsBCs.

6. According to Dixie, 1989, agricultural matikg attempts to
improve the rural incomes in developingpuntries. The
inequality of incomes between the rural and rban areas
draws people away from agricultural production atates great
stress upon the infrastructure and social servi¢es country's
towns and cities. Nowhere was this moredramatically
demonstrated than in Nigeria when petnole oil was
discovered and then exploited in the 1970s. A lawgaber of jobs
were created in the urban areas and peopleandoned
agricultural production in large numbers. Nigeria became a
net importer of many agricultural products of whithad formerly
been a net exporter. For as long as the world paceetroleum
remained high the economy thrived andulctovell afford
the food import bill. However, as soon de t
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world price for oil fell, the food import bill becze a serious
burden. Nigeria would have been able to avoidsbenario if
she had been able to motivate people to continwgiiculture
and this would only have been possible if the dispdetween
urban and rural incomes had been reducedallRubased
enterprises, including small-holdings, can greathprove their
earning potential by adopting a market orientatidrey can be
encouraged to add value to commodities bginad to their
utility. Value added products normally carry a hegimargin than
raw commodities.

Facilities Needed for Agricultural Marketing

In order to have best advantage in marketing ohgrscultural produce

the
1.

2.

4.0

farmer should employ rtaie basic facilities.
He should have proper and adequstorage facilities.

He should have holding capacity, in the sertsa, he should be
able to defer the sales of his product to the sinvben he could
get better prices for his produce and mdispose of his
products as soon as theye harvested when the prices are
very low.

He should have access to adequate and cheapdrafacilities

which could enable him to take his suspgbroduce to the
market rather than dispose it off in the g#ato the village
money-lender or middle men or merchants at low prices.

He should have up-to-date information regaydthe market
conditions as well as about the prevailing pricgsas not to be
cheated by the buyers.

The number of intermediaries should be as sasjpossible, so

that the middleman's profits are redudéds increases the
returns to the farmers.

CONCLUSION

Marketing and its importance in agribusiness ardneaof agricultural
products and the impact of the peculiar charadiesisf agricultural
products are the main theme you learnt in this. unit
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5.0 SUMMARY

Marketing includes all series of activities tha¢ arvolved between farm
gates until the products are in the hands of the& ionsumershe
seriesof activities are processing transportation finagetc.
Agricultural product market is Monopolistic comtietn.

4.0 TUTOR-MARKED ASSIGNMENT

1. State the market structure of agricultural paasland what are
the characteristics of the market structure

2. State and discuss the importance of agricultueaketing in less
developed countries.

3. What are the facilities that will engendgicient agricultural
marketing?

7.0 REFERENCES/FURTHER READING

Adegeye, A.J. & Dittoh (1985)Essential of Agricultural Economics.
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Adesimi, A.A. (1988).Farm Management Analysis with Perspective
through the devel opment process.

Kohls, R.L. & Uhl, J.N. (1990)Marketing of Agricultural Products.
(6th ed). Macmillan Publishing Company pp. 18-21.
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1.0 INTRODUCTION

Marketing system has two distinct dimensions. Ohthose dimensions
Is the institutions, organisations and enterprisbgh participate in a
market and the second is the functions that tha@sgcgpants perform.

The functions of agricultural marketing are groupetb three classes.
These are exchange, physical and facilitating fanst

2.0 OBJECTIVES

At the end of this unit, you should be able to:

o mention the functions of marketing

o state the dimensions of marketing
explain function of marketing.

3.0 MAIN CONTENT

3.1  Functions of Marketing

Exchange Functions: 1. Buying

2. Selling

3. Storagt
Physical Functions: 1. Transportation

2. Processin

3. Standardiation
Facilitating Functions: 1. Financing
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2. RiskBearing
3. Marketntelligence

3.1.1 Exchange functions
Buying

The marketing concept holds that the needs of tstomer are of
paramount importance. A producer is market oriemekis production
activities when he purposely tailors productiomteet specific demands
or market opportunities. Thus a contract farmer wighes to meet the
needs of a food processor manufacturing sorghureebasalted drinks
will only purchase improved sorghum seed.sHe/ will avoid any
inputs likely to adversely affect the storage angfmcessing properties
of the sorghum and will continually seek new andtdseinputs which
will add further value to his/her product in theesyof the customer. In
making his/her buying decisions his underlying cadesation will be the
effect upon the attractiveness of his/her outputh® markets he/she is
seeking to serve.

The buyer's motive is the opportunity to maimtar even increase
profits and not necessarily to provide, for examgie best quality. In
the course of producing attractive product to his/ds, he must be
conscious of additional cost because the most safideagribusiness is
the one which vyields the largest difference betweces obtained and
costs incurred.

(b)  Selling

Of the nine functions listed, this is probably e which people find

least difficulty in associating with marketing. kel to many the terms
marketing and selling are synonymous. Most firmacpce the selling

concept when they have over capacity. Their imntediam is to sell what

they can make rather than to make what they canl$e enterprise aims
at selling products that consist unction enablestiactice.

There is no denying thathigh pressure selling* is practiced, where the
interests of the consumer are far from foremosh@mind of the seller.
This is not marketing. Enterprises adopt the mamgephilosophy as a
result of becoming aware that their own long terojectives can only
be realised by consistently providing customersgattion. Whereas
selling might create a consumer, marketing is aboedting a customer.
The difference is that marketing is about estabigland maintaining
long term relationships with customers.
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Storage

Two major characteristics of agricultural pmoton which makes
storage an important marketing function are theispability of
agricultural products and the seasonality of adfucal production. While
production is seasonal, demand for agriculturadpobs is continuous
throughout the year, hence the need for storagldw a smooth, and as
far as possible, uninterrupted flow of products itite market. In addition
the biological nature of agricultural products does$ give room for
immediate response of supply to demand as it ignanufacturing
industry.

In agricultural industry especially in Nigeria aather LDCs, supply
often exceeds demand in the immediate post-hapeestd or on- season.
The glut reduces producer prices and wastatgs rcan be extremely
high while supply exceeds demand during off seaswhthe consumers
have to pay premium prices to secure bagdcw@tural products.
Storage function if well performed ensuresilabdity of agricultural
products throughout the year, which is beneficaddath the producers and
consumers.

3.1.2 Physical Functions
(@) Transportation

The transport function is the one that make thelypects available where
it is needed, without adding unreasonably to theral cost of the
produce. Adequate performance of this function ireguconsideration
of alternative routes and types of transpmma with a view to
achieving timeliness, maintaining produce qualityd aminimising

shipping costs. Effective transport managementritscal to efficient

marketing.

In LDCs, the poor road network makes the transportacost to be
high, which in essence increase the marketing aodtthe final price of
the products, thereby making many products unaéfole to the low
Income earners.

Processing

Most agricultural produce is not in a form suitalbte consumption
when it is first harvested. Rather it needs to banged in some way
before it can be used. The processing function msaaketing function
because it is essentially a form changing activitye form changing
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activity adds value to the product. Changicessava into gari or
livestock feed, palm fruit bunches into palm oil oraize into feed

increases the value of the product because theedmal product has
greater utility to the buyer. How the form of preguis to be changed
and the methods to be used in bringing alsuch changes is a
marketing decisions.

(@) Standardisation

Standardisation is concerned with the establishrapdtmaintenance of
uniform measurements of produce quality and/or guyarThis function
simplifies buying and selling as well as reducingrketing costs by
enabling buyers to specify precisely what they wantl suppliers to
communicate what they are able and willing to suyppith respect to
both quantity and quality of product. In the abgent standard weights
and measures trade either becomes more expensiverduct or
iImpossible altogether. In Nigeria there are ditersiof weights and
measures used with respect to many agriculturalymts. For instance,
the measures for cassava tubers are different $tate to state. In some
cases and for several agricultural products suclplastain, banana,
fruits and vegetables there is different from statstate. The merits of
uniform standards are:

1 Price quotations are more meaningful

2. The sale of commodities by sample or deson becomes
possible

3. Small lots of commodities, produced by a largenber of small

producers, can be assembled into economidsloé these
supplies are similar in grade or quality

4. A range of graded produce will be available ofitwhich the
buyer can choose the quality of product he/shélis and willing
to purchase.

3.1.4 Facilitating Functions

The facilitating functions include product sdandisation, financing,
risk bearing and market intelligence. Facilitatihgictions are those
activities which enable the exchange process te fdce. Facilitating
functions are not a direct part of either the exgjeeof title or the physical
movement of produce.
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Financing

In almost any production system there are inewtallgs between
investing in the necessary raw materials such edssdertilizers, feeds,
agrochemicals etc and receiving the payment forsdide of produce.
Investment in these factors of production requiieancing, which is
not easy to obtain in Nigeria. Bankers are not taably disposed to
agricultural financing because of the inherent giglad uncertainties
associated with agricultural production. The bustnewners are left
with the options of personal savings, money lenderd Cooperative
Society as sources of financing crop and livestmdduction and other
agribusiness enterprises in LDCs. The comnpooblem of these
sources of financing is limited volume of funds dmgh interest rates
are charged by money lenders. The problem of fimgns the main
reason why agribusiness in Nigeria is at smallesizalel.

Risk bearing

In both the production and marketing of praglibe possibility of
incurring losses is always present. Plasicrisks include the
destruction or deterioration of the produce through fire, excessive
heat or cold, pests, floods, earthquakes etc. Maides are those  of
adverse changes in the value of the produce betWeeprocesses of
production and consumption. A change in consumg&esacan reduce
the attractiveness of the produce and isetfbeg, also a risk. All of
these risks are borne by organisations and indalsdu

Market intelligence

The process of collecting, interpreting, and digsatmg information
relevantto  marketing decisions is known rmaarket intelligence.
Marketing decisions especially  in agribusinet®uld be based on
sound information because of the nature and risk associated with
agribusiness. The role of market intelligence isr@éduce the level of
risk in decision making. Through market intelligertbe seller finds out
what the customer needs and wants. Thenalige is to find out
through sales, or the lack of them. Wé#ng research helps
establish what products are right for the market, which channels
of distribution are most appropriate, how bestrmnmte products and
what prices are acceptable to the market.with other marketing

functions, intelligence gathering can be eamrout by the seller or
another party such as a government agentlye ministry  of
agriculture and food, or some other specialisirganisation. In

Nigeria, marketing research is at low ebbs becgosernment does not
provide the finance. The limited marketing resedintings do not get
to the business owners due to inadequate extensitiers.
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4.0 CONCLUSION

In this unit, we have discussed marketing functistméch are broadly
divided into three viz physical, exchange and ftatihg functions.

5.0 SUMMARY
The marketing functions are grouped into exchangetfons which
consist buying, selling and storage; physical fiomct-transportation,

processing and standardisation and theilithling function are
financing, risk bearing and marketing intelligence.

6.0 TUTOR-MARKED ASSIGNMENT

1. State the three classes of marketingtioms.
2. Discuss the exchange function of markgtin

7.0 REFERENCES/FURTHER READING

Adegeye, A.J. & Dittoh (1985)Essential of Agricultural Economics.
Ibadan: Impact Publishers Nig Ltd, Pp 106-155.

Adesimi, A.A. (1988). Farm Management Analysis wRerspective
through the development process.

Kohls, R.L. & Uhl, J.N. (1990Marketing of Agricultural
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1.0 INTRODUCTION

Production is incomplete until it is in the posses®f final consumers.
It is therefore a necessity for agribusiness marsagebe acquainted
with the marketing management, which involves seofeactivities that
will facilitate the product to get to the handscohsumers. Marketing
management is the process of allocating resouoees tis marketing
activities. It is also the art and science thablaed in the allocation of
resources which are commonly refers to as fourf Fsapketing.

2.0 OBJECTIVES

At the end of this unit, you should be able to

o define marketing management
o state the components of market manageaoyetd
° list the roles of marketing manager.

3.0 MAIN CONTENT
3.1 Meaning of Marketing Management

Marketing Management is the process of allocatimgresources of the
organisation toward marketing activities. Marketingnagement can also
be defined as an art and science of choosing taajeine and getting,
keeping and growing customer to creating deliveandg communicating
superior customer value.
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1. Marketing Management as both Science amktt

Marketing Management is both a science as wellnaara The science
of marketing management provides certain generatiptes which can
guide the managers in their professional efforte Art of Marketing
management consists in tackling every situatioanneffective manner.
Science should not be over-emphasised nor shotltdeadiscounted.
The science and the art of marketing managemenbgether and are
both mutually interdependent and complementary. kigtamg
Management is thus a science as well as an art.

2. Choosing Target Market

It is impossible for a marketer to satiséyeryone in a market.
Therefore, marketers start with market segmentalibey identify and

profile distinct groups of buyers who might prefar require varying

products and marketing mixes. Market segments @amdéntified by

examining demographic, psychographic, and behaaiodifferences

among buyers. The firm then decides whicgnsnts present the
greatest opportunity or those needs the firm camtnme a superior
fashion.

3. Marketing Mix

Marketers use numerous tools to elicit the desiesgponses from their
target markets. These tools constitute a marketilxg Marketing mix is
the set of marketing tools that the firm uses tospe its marketing
objectives in the target market. These marketingane classified these
tools into four broad groups known as the four Psharketing: Product,
Price, Place, and Promotion. Thieur P's' represents a convenient way
to summarise the main factors involved in amarketingstrategy.

3.3 Marketing Management Cycle

Marketing is a process that marketing managersut@etn a number of
instances, a marketing manager does not managdepdnj manages
the marketing process. A product manager is an pbamf such a
marketing manager; he manages the marketing prdoess product
within a larger marketing organisation. The resaftshat process in the
form of products, stores, shopping malls, advemseats, promotions,
prices, etc. This process is known as marketingagament cycle. The
marketing management cycle consists of four phasesely Planning,
Implementation, Monitoring and Correction (PIMC).
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1. Planning

Planning is the process of examiningd annderstanding the
surroundings within which the organisation functonFor example,
—environmentalscanning) is the process of studying and making sense
of all the things that might impact the firm's opgon that is external to
the firm. This would include studying and gainig understanding of
such things as: competition, legislation aredjulation, social and
cultural trends, and technology. Both present @exkeloping trends in
each of these areas must be identified and moditor&he planning
stage also includes creating documents that outheeorganisation‘s
intended response to these environmental (exteraagbles.

2. Implementation

The second phase is in marketing management cyéfepglementation.
Implementation is the process of putting plans beate been made into
action. It is the transition from expecteehlity to existing reality.
Marketing events that are involved in implementatay execution of
plans include advertisements, setting of pricesingp&f sales calls etc

3. Monitoring

Monitoring is the third phase. Markets are notistantities and thus must
be monitored at all times. After events executeytheed to be evaluated.
Monitoring is the process of tracking plans andntdging how plans
related to changes that take place during prograopeeations. When
more information is acquired, assumptions uporclwh plans are
based may no longer hold and thusuiregnodifications on the
basis of available information.

4. Correction

Correction is the fourth stage in marketing manag@raycle. It is a stage
in which we take action to return our plan to thesiced state based
on feedback obtained in the monitoring stage.wdffind that return to
the planned state is not practicable, we may adjusplanning outcomes.
Thus, Monitoring and Correction may be consider®eb stages
because after plans are put into action, one mumstinually monitor
performance and make adjustments to the plan baseitie feedback
gathered through these monitoring activities.
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3.3 Roles of a Marketing Manager

Marketing managers play many roles, and we carribesihem with
words that begin with the letter D:

1. Detective

The marketer is charged with understanding markeis thus must spend
considerable time learning about consumers, cotopgticustomers, and
conditions in the markets. This learning takes mé&myns: formal
marketing research studies, analysis of madett, market visits, and
discussions with people in the markets. The resoftshese studies
include insights about market conditions, and tdentification of
problems and opportunities in the various markets.

2. Designer
Once a problem or opportunity has been identifidet marketing

manager turns his attention to designing markgtnoggrammes that can
solve the problems and/or capture the opportunities

3. Decision Maker:
Marketing is a group process that involves manfedint people, each

of whom may be designing marketing programmes aedats. Thus the
marketer must make decisions about which prograninesecute.

4.0 CONCLUSION

In this unit, you have learnt the meaning of margtmanagement,
marketing management cycle and the roles of manggetianager.

5.0 SUMMARY

Marketing Management is the process of allocatirggresources of the
organisation toward marketing activities. The mérge management
cycle consists of four phases namely planning, emantation,
monitoring and correction. The 3Ds roles of markgtmanager are
Designing, Detecting and Decision making.

6.0 TUTOR-MARKED ASSIGNMENT

1. What is marketing management?
2. Enumerate and discuss the marketing managemnyela c
phases.
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3. What are the roles of marketing manager?

7.0 REFERENCES/FURTHER READING

Adegeye, A.J. & Dittoh (1985)ssential of Agricultural Economics.
Ibadan: Impact Publishers Nig Ltd, Pp 106-155.

Adesimi, A.A. (1988).Farm Management Analysis with Perspective
through the devel opment process.

Kohls, R.L. & Uhl, J.N. (1990)Marketing of Agricultural Products.

(6th ed.). New York: Macmillan Publishirgompany pp.
18-21.
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1.0 INTRODUCTION

Production is incomplete until it is in the possasf final consumers.
It is therefore a necessity for agribusiness marsate be acquainted
with the marketing management, which involves seakactivities that
will facilitate the product to get to the handscohsumers. To be able to
carry out these series of activities to ensure woess get satisfaction
for their money, you need financing in your agriatal business. In this
unit, you be acquitted with the concept of agriatdt financing and its
sources

2.0 OBJECTIVES
At the end of this unit, you should be able to:

) define agricultural financing
explain capital and credit.

3.0 MAIN CONTENT

3.1  Meaning of Agricultural Finance and Agricutural
Credit

Agricultural finance can be defined as the econostiedy of the
acquisition and use of capital. Agricultural finarg can be at national,
state, local and farm levels. At national, state lacal government levels,
agricultural financing refers to the share of reses at each level that
are devoted to agriculture as well as the roleBnaincial institution in
financing the agricultural sector of the Nigeriaoecmy.
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Agricultural finance at the farm level refers te tacquisition and use of
capital on the farm for the achievement of farmithess objectives.

If agricultural finance is defined as the studyagfjuisition and use of
capital, what then is capital?

3.1.1 Meaning of Capital

Capital is defined as the wealth set aside foptleeuction of further
wealth. This definition of capital underscores pleeception of many
people that capital is only cash or balances ineciiror saving accounts
and other liquid savings. Capital as defined abogkides money
invested in crop production, machinery, livestdakds and buildings.

3.1.2 Meaning of Credit

Credit is related to the study of acquisition aiseé of capital. Credit is
defined as ability or capacity to borrow money. sTdefinition places

credit in the possession of farmers or agribusieessepreneur and not
with a bank or other financial institutions. Borrioly money in this wise

connotes exchange of the borrower's credit ise of the lender's
money with a promise of repayment of the principéh interest. The

interest is the price paid for the use of anotlees@n‘s money.

The capital requirement of some agribusiness igmoos which the
accumulated savings of the entrepreneur cannot; rtheete there is the
need for capital acquisition. Credit is thereforeatuable asset because
it enables individual to acquire and use borrowednay for the
commencement of a business or for @ssin expansion. The
combination of equity capital and borrowed capip@rmits a larger
business and more profit than would be possibtaiy equity capital is
used. The use of borrowed capital to augment atahdxhe use of equity
capital is called leverage. The degree of leverage business is
measured by debt/equity ratio (See farm businesysia for details).

3.2 Economics of Capital Use

Capital, which is defined as wealth set aside tfee production of
further wealth can also be viewed as the monetepyesentation of
physical inputs in agribusiness because each wealttbe denominated
to naira value. The basic question that the faronghe business owner
needs to provide answer are (1) How much capitdlgaised in each
enterprise and (2) How should the limited capitalallocated among
several enterprises.
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The total amount of capital to use in a businegamisation is not a problem if capital
Is unlimited, that is the business owner or the agan

has all the capital that can be profitably utilieedas the sufficient credit
to acquire the capital from lending agencies. Thron for efficient
allocation of input is the equality of marginal utpcost (MIC) and
marginal value product (MVP). Marginal input cost tapital is equal to
additional naira of capital plus the interest thaist be paid to use it.
Therefore, MIC is equal to 1+i, where i is the raténterest.

In the case of limited capital, the manager musd & way of allocating
capital between alternative uses in such a mariredr grofit will be
maximised given the limited amount availablehe equi-marginal
principle will be applied in such a way that magajimalue products of
the last naira in all the enterprises are equal.

This principle is often difficult in farm situatidhor the following reasons.

(1) There may be insufficient information dahle to calculate the
MVPs accurately.

(2) Several alternatives uses or enterprises mayire large lump
sum investments of capital at once. This makeficdlt to equate
the marginal value products of this kind of entesgrwith the
MVPs of alternatives that capital investments argickles.

4.0 CONCLUSION

We have discussed the meanings of agricultura@nte, credit and
capital. Economics of capital use was also a stilgfeour discussion in
this unit.

5.0 SUMMARY

Agricultural finance can be defined as the econostiedy of the
acquisition and use of capital while capital is Wealth set aside for the
production of further wealth. Like any other protiac input, the
optimum utilisation of capital is determined by thguality of marginal
value product and marginal input cost.

6.0 TUTOR-MARKED ASSIGNMENT

1. Differentiate between capital and credit.
2. Discuss the economics of capital use in agnimss and state the
limitations of equi-marginal principles in farmusdttion.
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1.0 INTRODUCTION

The enormous financial requirements of agribusirmespled with low

income status of Nigerians often compel entreprentu secure loans
from financial institutions for the execution ofaphed project. Loans
obtained are to be paid back the borrowed fund witerest on a
stipulated date.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

o explain types of loan
) clasify loan based on osage
o state the criteria for loan decision mgkin

3.0 MAIN CONTENT

3.1 Loans and Types of Loans

There are different types of agribusiness loanseféé criteria are used
to classify loans. A prospective borrowers needbe familiar with

terminologies used by lenders to improve camication with the
lender vis —a-vis the borrower's bargaining powerlLoans can be
classified on the basis of length of the loan, akdoan, security and
repayment schedule.

1. Length of Loan

There are three time classifications in this catggmd it is the most
widely used.
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(a) Short-term Loans: These are loans that becareegf@ payment
within 12 calendar months. It includes loans fopexiod of 90
days, 6 months or 1 year. Short term loans can ladsecalled
production or operating loans because they are imsegcurrent
expenditures, as they are used to buy inputs ttfeacensumed
during a current production cycle. Short term loarns used to
purchase such as fertilizer, livestock feeds giatis

(b) Intermediate —term Loans: These are loans ti@atrepayment
period is more than 1 year than 7 to 10 years. 8 laams provide
money for the purchase of machinery.

(c) Long-term loans: Loans that become due for mnafter 10
years are termed long-term loans. This type of |lpaovides
money for the acquisition of fixed assets suclaad.|

2. Use of Loan

The purpose of the loan is another basis of loassdication. There are
three categories in this class.

(@) Real Estate Loans: These are loans that ak tosacquire real
estates such as land and buildings. Real estats k@ long term
loans. In this kind of loan, the assets acquirdti the money
serve as collateral for the loan.

(b)  Non-Real Estate Loans: All business loans othan real estate
loans are categorised as non-real estate loans ddwed be
short-term or intermediate-term loans. They can bks regarded
as production or operating loans.

(c) Personal Loans: These are loans that are oirad for business
purpose but for the acquisition of persomaisets such as
vehicles, buildings, electrical appliances etc.

3. Security

The security of a loan refers to the assets pletiyéiae lender to ensure
loan repayment. If the borrower defaults amld efforts to ensure
payment fail, the lender has the legal right toetglossession of such
assets or auction such assets and the proceedssedeto defray the
debt. Assets which are mortgaged by borrowersetture loans are
known as collateral. There are two categoriesasaunder security; they
are secured loans and unsecured loans.

(@) Secured Loans:Secured loans that the borrower pledged or
mortgaged assets (collaterals) that their valuesayher than the
loan value. The collateral is a deed that the lendkects to ensure
payment and in case of the borrower defaults, ¢énhedr
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has what he can sell to recoup both principal acdugd interest.
Secured loans are long term loans.

(b)  Unsecured Loans:Unsecured or signature loans are loans that
are acquired without collateral. It is called ansiture loan because
the signature of the borrower is the oslcurity
provided. Good customers of financial institutiorthva proven
record of prompt payment are the ones that canrobtessecured
loans.

4. Repayment

Repayment schedule or plan is another system af tbassification.

Repayments are scheduled according to the borrsvedility to pay.

Loans can be classified as single payment or asedfrtioan under the
repayment schedule system.

(@) Single Payment: This type of loan requires that payment of
both the principal and accrued interest be madéup sum
when the loan becomes due. Short-termn land some
intermediate term loans are single payment loans.

(b) Amortised Loan: These are loans that haveoda&ripayment of
the principal and interest. Loans that are paidalleentally on
monthly basis is an example of amortised loan. &laee two types
of amortised loan, the equal principal payment &mel equal
total payment.

3.4 Credit Rating of the Loan Applicants or Orgnisation

You will recall that we defined credit as the dlyilio borrow money.
Therefore, the lenders have certain criteria ordd@n that must be
satisfied by the applicant and or organisation,clwiform the basis for
approval or disapproval of the application. It is the extent to which
the conditions are satisfied that determines tHame of loan that will
be approved.

The criteria for loan decision making are:

Character

Capacity

Collateral

Management ability
Financial position of the firm
Purpose of the loan

ogkwnNpE
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The use of these factors is necessitated by thdlfacthe lenders are in
business with the aim of maximising profits, hetite need to ensure
the repayment of borrowed money. The first threeraferred to as 3Cs
of credit. The criteria are discussed one afteother below:

Character. The personal characteristics of the loan applicares
considered by lenders. Contact will be made with tbferees of the
applicant to ascertain the honesty, integrity amgbutation of the
applicant. This enables the operators of finanostitutions to establish
the credit worthiness of the prospective borrowers.

Capacity: This refers to the repayment capacity of the bissrecause

the prospective borrower will definitely defaulttife business enterprise
in which the loan is invested is unprofitable. Thesiness must generate
income that would be sufficient to settle familyperses, income tax
payments as well as the principal and the accmiedegst on the amount
borrowed generated. Lenders can authenticate gay/meent capacity of

the firm by considering the cash flow generatedthg business or

projected cash flow for two or more years. In addit balance sheet

analysis and farm ratios are tools in the hancheflenders to establish
the financial strength of the organisation.

(@) Collateral: Collateral is an asset pledged or mortgaged by the
borrowers to secure loans. The volume of loan isnaor
determinant of the type of collaterals lenders ddmand. Land,
buildings, vehicles and other valuable assets ased uas
collaterals. Demand for collaterals is borne outlef need for
security and what the lenders can fall upon in ¢hseborrower
defaults intentionally or unintentionally due tosimess failure.

(b) Management ability: In addition to 3Cs of credit, one of the
additional criteria for decision making in grantirigan is
management ability of the managers or the farmérss is
necessary as it helps the lenders to establishapipdicant's
judgement and ability in decision making. In cdse tarm is a
new one without a past record, the educationalistahd areas
of specialisation because they are shifter vargabdé the
production function, hence they are goaulicators of
efficiency and productivity of an applicant busisesiterprise.

(© Financial Status of the firm: In determining the capacity of the
business to generate enough funds for loan repayntlea
financial position or strength of the farm shoulkl &scertained
by the lenders. Lenders can learn muwdfout this by
considering both the profit and loss statementlaidnce sheet
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of the farm. Liquidity, solvency and profitabilitysatios from
balance sheet and income statement can be usedrtteerf
establish the financial status of the farm.

(d) Purpose of the Loan:The purposes of applying for loans
should be known by both the borrowers and the lendéhis is
necessary because of many alternative agribuser@ssprises
that on which the money could be invested. The dendased
on experience is in a good position to offer adwicth respect
to perceived profitability of various agribusése enterprises;
since the most profitable business will enhancerémayment
capacity of the borrower.

4.0 CONCLUSION

In this study unit, you have learnt about agribessloans,
classification of loans and criteria for rating moapplications and
applicants.

5.0 SUMMARY

Entrepreneurs often use loans to augment theiopalsavings while

starting business or when there is the need foamsipn. Loans are
classified on the basis of duration for rgpant, uses, mode of
repayment and security. Applications from prospectborrowers are

rated on certain criteria which include charactehe applicants, capacity
of the investment to repay both principal and ieseras well collateral

among others.

6.0 TUTOR -MARKED ASSIGNMENT

1. Define loans and discuss types of loans on #@mesbof uses,
security and repayment.
2. Congratulations, you have just been appdinds the credit

analyst of NOUN Microfinance Bank, state addcuss the
criteria upon which you will base your decision approval or
disapproval of a loan application of Joy agro-dlliem.

7.0 REFERENCE/FURTHER READING
ISBN 0-07-066366-1 McGraw-Hill Kogakusha, Ltd.

Kay, Ronald D. (1981)Farm Management. Planning, Control and
I mplementation.
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UNIT 6 TIME VALUE OF MONEY (TVM)
CONTENTS
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3.0 Main Content
3.1  Meaning of Time Value of Money
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1.0 INTRODUCTION

Time Value of Money (TVM) is an important capt in financial
management. It can be used to compare investmemhatives and to
solve problems involving loans, mortgages, leas®angs, and annuities.
TVM is based on the concept that a naira that yavehoday is worth
more than the promise or expectation that you ieidkive a naira in the
future. Money that you hold today is worth more dgse you can invest
it and earn interest. The time element is imporiayour decision with
respect to money becuause time allows e opportunity to
postpone current consumption and earn interest.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

define or explain the meaning of time eati money

o describe the relationship between presedtfuture value

o describe how the interest rate can be used tostathe value of
cash flows — both forward and backward — to a simgint in
time

o calculate both the future and present value aj: gn amount

invested today; (b) a stream of equal cash flowsagauity); and
(c) a stream of mixed cadlows.
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3.0 MAIN CONTENT

3.1 Meaning of Time Value of Money

The time value of money is the value of moneyeaing a given
amount of interest earned or inflation accrued aveagiven amount of
time. The ultimate principle suggests that a ceranount of money
today has different purchasing power than the sameunt of money in
the future. The difference exists both becauseetieean opportunity to
earn interest on the money and due to the effestflation which drive
prices up, thus changing the "value" of the morey. example=N100
of today's money invested for one year and earb¥ginterest will be
worth $105 after one year. Therefore, N100 paid rowN105 paid
exactly one year from now both have the same vailuthe recipient
who assumes 5% interest; using time value of moeewyinology, $100
invested for one year at 5% interest h&gtar e value of $105.

3.2 Interest

Interest is the cost of borrowing money. An interage is the cost
stated as a percent of the amount borrowed pesgefitime, usually
one year. The prevailing market rate is composed of

1. The Real Rate of Interestthat compensates lenders for
postponing their own spending during the term efldan.
2. An Inflation Premium to offset the possibility that inflation

(general rise in the prices of goods and servioésyeduce the
value of the money during the term of the loan. Bu@flation a
particular amount of money will purchase progresisifewer
goods and services during a period of inflation,tlse lender
must increase the interest rate to compensatédbidss.

3. VariousRisk Premiumsto compensate the lender for risky loans
such as those that are unsecured made to borraxtRrs
guestionable credit ratings, or illiquid loans ttte lender may
not be able to readily resell.

The first two components of the interest rate tistbove, the real rate of
interest and an inflation premium, collectively awferred to as the
nominal risk-free rate. The nominal risk-free rate in some countries can
be approximated by the rate of Treasurysksihce they are generally
considered to have a very small risk.
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3.2.1 Types of Interest

The interest rate and types of interest adopteddetiermine the time
value of a given amount of money. Type of interefisn use are:

1. Simple Interest

2. Compound Interest

3. Amortising a loan

4. Compounding More than Once Per Year

3.2.1.1 Simple Interest

Simple interest is computed only on the originaloant or principal
borrowed or lent. It is the return on that prindifza one time period.
The Simple interest formula is given as:

S.l. =R@ M)orp*i*n
Sl Simple Interest

Po: Principal

I Interest Rate per Period
n: Number of Time Periods

Example 1: Suppose you borrow N10,000 for 3 ye&arS% simple
annual interest. Calculate the interest that vadrae.

Interest=p *i*n=210,000 *.05 * 3=N1,500

Example 2: If you borrow the same amount N10,0006tbdays at 5%
at simple interest per year. (Assume a 365 day).year

Interest=p *i*n=10,000 * .05 * (60/365) =8K.1917

Having obtained the accrued interest, the futudeevaf the=N10,000
can be calculatedruture Value is the value of a present amount of
money or a series of payments evaluated at a gnterest rate at some
future time.

What is the future value (FV) of the amount borrd®e

FV = Principal + Interest
FV =R + Sl

The future value for Example 1:

FVv = =N10,000 =N1500
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= N11,500.00
The future value for Example 2:

FV N10,000 +N82.1917

§10,08219

What is the present value of the previous problem?
The present value (PV) is simply the N10,000.00dwed.

Present valueis the current value of a future amount mbney
evaluated at agiven interest rate.

3.1.1.2 Compound Interest and Time Value of Money

Compound interest is calculated each period on athginal amount
borrowed plus all unpaid interest accumulateddate. Compound
interest is always assumed in TVM problems. AlthHotite interest may
be stated as a yearly rate, the compounding ¢eraan be yearly,
semiannually, quarterly, or even continuously.

Compound interest can be viewde as a series of-toalbkck simple
interest contracts. The interest earned in eaclogéer added to the
principal of the previous period to become the qpal for the next
period. For example, you borrow N10,000 for thyears at 5% annual
interest compounded annually:

Interestyear 1 =p *i*n=10,000 * .05 * 1-= Q1B

interest year 2 = gp=p, +1i7) *i* n = (10,000 + 500) * .05 * 1 =N525
interest year 3=g= P, +1,) *1*n=(10,500 + 525) *.05* 1 =
Nb551.25

Total interest earned over the three years = 585+ 551.25 =
N1,576.25. Compare this te-N1,500 earned over the same nuofiber
years using simple interest.
Future Value = p+ CI

=N10,000 +N1,576.25

=N11, 576.25
Notice that the-N10,000 debt increases by the fgdte- .05) = 1.05 in

the first year. In general, for any interest rgtéhe value of the loan at
the end of 1 year is (1 times the initial volume of loan:
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Value after 1 year = initial investment x (I )

=MN10,000 x (1.05) =N10,500 (Interestds N500tzmn above)

In the second year the volume of loan (@pal plus Interest) =
N10,500

Value of the loan after 2 years — N10,500 ®%)1=-N11,025
This implies thatFuture Value of loan after 2 years =N10,000 x
(1.05¥= N11,025

Value of the loan after 3 years—= N11,025 x (1.05) =N11, 576.25
Similarly Future Value of loan after 3 years =N10,000 x (1.D5)
N11, 576.25

This clealy shows that loan value or investmenizoor of t years, the
original 10,000 loan will increase t& N10,0001x06)

The future value of an investment or loan an irgerate ofr and a

horizon oft years, thefuture value of your investmenat compound

interest is given as:

Future value =Initial investment * (1 )"
Future Value= Principal * (1 + r} (for loan)

Future value is calculated by multiplying the prasmvestment by 1
plus the interest rate. To calculate present vakeesimply reverse the
process and divide the future value by the intaadst

pv= Y _py s (—L

@+i" @+n"

The cumulative present value of future cash floas loe calculated by
summing the contributions &V, the value of cash flow at tinte

Note that this series can be summed for a givamevain, or whem is
0.,

What is the present valueef N11,576.25 to be veckin three years
time at the rate of 5% per annum?
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FV 1

pv= Yy _11576.25_ 10,000

(L+i)" 1+)"  (@1.05)

The expression in the formula 1/(1 + ig called the discount factor. It
measures the present value-ef N1 received in yea@hdse factors for
different interest rates and time are calculaaed dispalyed in the
present value tables. If you are using the presane table, the formula
can be changed as:

PV=FV*PVFk,,
PVFy, » is the value of present value tables for giverreggerate and
time. An extract of present value table is presgmerable 1.

Table 1: Present value o£N1

Number Interest Rate Per Y ear

of Years 5% 6% 7% 8% 9% 10%
1 0.952 0.94: 0.93¢ 0.92¢ 0.917 0.90¢
2 0.907 0.89( 0.87: 0.857 0.84: 0.82¢
3 0.86¢ 0.84( 0.81¢ 0.79¢ 0.77:2 0.751
4 0.82: 0.792 0.76: 0.73¢ 0.70¢ 0.68:
5 0.78¢ 0.747 0.71: 0.681 0.65( 0.621
1C 0.61< 0.55¢ 0.50¢ 0.467 0.42: 0.38¢
20 0.377 0.312 0.25¢ 0.21¢ 0.17¢ 0.14¢
3C 0.231 0.17¢ 0.131 0.09¢ 0.07¢ 0.057

Use the Present value table and calculate themireskie of
N11,576.25 to be received in 3 years at the raB&oper annum.

PV=FV*PVky,

Future value =N11,576.25

Discount factor @5% in year 3 = 0.864
PV = N11,576.25 x 0.864= N10,001.88

3.1.1.3 Rate of Return

If you know the present value, future value (amdamwhich the
investment will grow), and periods of investmeng, @an calculate the
rate of return with this formula:

i=(FV/PV)®M .1

Example: Suppose the future value of N129 to be earned at the end of

25th year is, N1000 what isthe interest rate?
13¢€
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FV=N129 x (1+r§°

N1,000 129 x (1 + (1
+r)?  =N1,000/129=7.75 (1
+1) = (7.75%°=1.0853
r =1.0853 -1.0853
= 0.85 =8.53%

3.2 ANNUITY

The term annuity refers to any terminating strednfixeed payments
over a specified period of time. Examples of anaesiare regular deposits
to a savings account, monthly home mortgage paynamd monthly
insurance payments.

PRESENT VALUE OF ANNUITY

Present value oft-year annuity = payment* annuity factor

[(@+)" —1]
PVA = A*

[(1+i)"*iJ

1. PV(A) is the value of the annuity at trle

2. A is the value of the individual payments inleaompounding
period

3. | equals the interest rate that woulddepounded for each
period of time

4. n is the number of payment periods.

5. {%} Is annuity factor and can be found in present value
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tables for any given interest rate and time contimna

Example: Suppose a farmer obtained N1,000,000 loan fronk lbar 12
months at monthly interest rate of 2%, what willthe monthly equal
payments?
PVA= APVFA%, n
N10,000=A*10,575
A _N1,000,000
~ 10,575

A =-N94.56

4.0 CONCLUSION

In this unit, we have considered the time valuanminey-the present
value, future value and different methods of caltinb the interest that

will accrue on a particular amount of money borrdveg a particular
interest rate for a period of time.

5.0 SUMMARY

Time value of money reflects a given amount of riegé earned or
inflation accrued over a given amount of time. Tih&erest accrued
depends on whether simple interest or compoundesites used to
calculate the accrued interest. Time value of mdredys the entrepreneur
to know the opportunity cost of investing particular amount of
money for a period of time.

6.0 TUTOR-MARKED ASSIGNMENT

1. What is time value of money and why is it impoitin financial

management?

2. Suppose groundnut oil producing firm needs 300 &0the end
of 2 yearsto buy a new computer. The istereate is 8
percent per year. How much money should y@aet aside
now in order to pay for the purchase?

7.0 REFERENCES/FURTHER READING
ISBN 0-07-066366-1 McGraw-Hill Kogakusha, Ltd.

Kay, Ronald D. (1981)Farm Management: Planning, Control and
I mplementation.
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MODULE 6 ECONOMICS OF AGRICULTURAL
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Unit 1 Meaning and Importance of Agricuhl Processing
Unit 2 Types and Problems of AgriculilReocessing in less

Developed Countries

UNIT1 MEANING AND IMPORTANCE OF
AGRICULTURAL PROCESSING
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1.0 Introduction
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6.0  Tutor-Marked Assignment
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1.0 INTRODUCTION

Agricultural products (crops and livestock) in mdstss developed
countries are sold as primary products both locatig internationally,
therefore it commands low prices and thus farmersrapoverished due
to low income realised from farm business entegpriehese primary
products such as cocoa, kolanut, maize etc areegsed by our foreign
business partners into secondary products like reges, coffee, baby
foods etc which are sold to us at very exorbitardgs thereby making
such essential products unaffordable to low inceammers. Agricultural
processing add value to raw products, generates moome and also a
means of job creation. The subsector of manufagjumdustry that
process raw materials and intermediate products fgricultural sector
Is known as agroprocessingor agricultural procegssimdustry.
Agroprocessing industry thus means transforminglyets originating
from agriculture, forestry and fisheries.
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2.0 OBJECTIVES

At the end of this unit, you will be able to:

o define agricultural processing

o mention and explain the contributions of agrigrat processing
to economic development of less developed countries

o identify the problems of agricultural processingNigeria and
other LDCs.

3.0 MAIN CONTENT

3.1  Meaning and Importance of Agricultural Proessing

Agricultural processing is defined as the hamtab set of activities
engaged exclusively in the production of procegsexiucts from the
processing of agricultural raw materials. Agrictdiuprocessing refers
to the process of transforming or changing agnicaltproducts from its
original state to a more valuable state. Many @& thw agricultural
products have intrinsic value in their original teta  Agricultural
processing has led to a form of agriculture ternadde added agriculture.
The value of a changed product is added value, asgocessing wheat
into flour, cassava tubers into cassava flakesiJGaocoa to beverages.
The application of biotechnology, the engineeririgfand from raw
products to the consumers and the restructuritigeodistribution systems
from the producers to consumers provides opporastio add value.

3.1.1 Value Added and Value Added Agriculture

Broad definition of value added is to econcatly add value to a
product by changing its current place, time andmfrone set of

characteristics to other characteristics that awrenpreferred in the
market place. A narrow definition of value addedoisconomically add
value to an agricultural product (such as wheatpilpcessing it into a
product (such as flour) which is in turn processed bread. Producers
involved in adding value should think of themselassnembers of a food
company that processes and markets product to owrsu Often, this
involves building processing plants, which howewaust be built in

locations where the business can thrive and ptiéita
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Importance of Agricultural Processig

Agricultural processing sector is a veritable sefiothe growth and
development of the economies of LDCs. Some of tmdributions are:

1.

10.

4.0

It increases the gross domestic producbR)G through the
provision of additional goods and new processedyxts in the
country.

It provides ( or increases the) income for th@pssors or of the
farmers if he is involved in the processing aciigt
It generates employment to teemingpubation of LDCs.
Agricultural processing industries that provide déyment in
Nigeria are breweries, feed mill, textiles,ofts drink
manufacturers, bakeries etc.

It can bridge the income gap that exists betwbkerruralites and
urban dwellers because of their strong backwakage to
primary agriculture.

Due to reduction in gap in rural and urban inepmural-urban
migration will be minimised.

It will creates a source of exports and therbbgg an end to
monoculture economy of Nigeria due to sole depecel@tf the
economy on oil.

It increased the net-export of the Nigednd other LDCs
because of increase in the prices of exports.

It provides training to unskilled new emplege as well as
fringe benefits, thus upgrading the level of ediscatind living
standards prevailing in underdeveloped areas.

Agricultural processing stimulates agrictalu production by
creating new stable intermediate markets for mgvicultural
products and assisting producers in improvthgir farming
know-how in some processing activities through icalt
integration and production contracts with processor
The processing industries have strong relship with other
important sectors of the economy, like the gro@erg wholesale
sectors, that create thousands of jobs, as wellithsthe service
sector and the growing tourist industry, tHaing about a
vigorous expanding demand for food processed pteduc

CONCLUSION

In this unit, you have learnt the meaning of agtimal processing,
valueadded agriculture and the importance of agricaltprocessing in
less developed countries.
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5.0 SUMMARY

Agricultural processing refers to the procedstransforming or changing
agricultural products from its original state to more valuable state.

Agricultural processing has led to a form of agtie termed value added
agriculture. Value added is to economically addigab a product by changing
its current place, time and from one set of charastics to other characteristics
that are more preferred in the marketplace. Sodafe the importance of

agricultural processing increases farmer‘some, increase in GDP and
employment generation.

6.0 TUTOR-MARKED ASSIGNMENT

1. What is agricultural processing?

2. The contribution of agriculture is continuouslgclining in less

developed countries. In what ways can process atudwral
products reverse the current trend?

7.0 REFERENCE/FURTHER READING
ISBN 0-07-066366-1 McGraw-Hill Kogakusha, Ltd.

Kay, Ronald D. (1981)Farm Management. Planning, Control and
I mplementation.
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1.0 INTRODUCTION

A common and traditional definition of agroprocessindustry refers to
the subset of manufacturing that processaw materials and
intermediate  products derived from the agriculturaector.
Agroprocessing industry refers to the subsectonaiufacturing industry
that specialises in the transforming or processawg materials from
agricultural sector. The industries that use adpmical, fishery and forest
products as raw materials comprise a very variedmrThey range from
simple preservation (such as sun drying) and ojp&sclosely related
to harvesting to the production, by moderrpited intensive methods,
of such articles as textiles, pulp and paper.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

o mention and discuss the different types of agjtical processing
industry
o list and discuss the problems of agroproceeinlystry in less

developed countries.
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3.0 MAIN CONTENT

3.1 Types of Agricultural Processing Industry

The classification of agricultural processing canbdased on methods of
processing, kinds of industries (food or non foodywnstream and
upstream.

(a) Simple Agricultural Processing
This involves simple preservations such as-dymg, oven-
drying, the use of refrigerator to preserve agtiwgal products.
This simple method of processing are meant foregmgion of
fish, meat vegetables for a short period of time.

(b) Food Industries
These are agro processing industries that transfooudstuffs
into processed products. The preservation techaiqdepted in
processing perishable food products such as vegstameat,
fish or milk is similar. The major purpose pfocessing the
perishable food products is preservation.

(c) Non-food Industries
Non-food industries, in contrast to the food indest have a
wide variety of end uses. Almost all non-food agitieral products
require a high degree of processing. Mostthafse
products are first transformed into intermediatedpicts which
will in turn be transformed into the final producBecause of the
value added at each of these successive stagesadsping, the
proportion of the total cost represented by thginal raw material
diminishes steadily. A further feature of the naod industries is
that many of them now increasingly use synthetiod ather
artificial substitutes (especially fibres) in cométion with natural
raw materials.

Another useful classification of agro-processinguistry is in
upstream and downstream industries.

0] Upstream industries are engaged in thi#alnprocessing of
agricultural commodities. Examples are rice andurflanilling,
leather tanning, cotton ginning, oil pressing, sailing and fish
canning.

(i) Downstream industries undertake farth manufacturing
operations on intermediate products made from aljuical
materials. Examples are bread, biscuit and noodlking, textile
spinning and weaving; paper production; clothing &ootwear
manufacturing; and rubber manufactures.
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3.2 Problems of Agricultural Processing in Deveping
Countries

(@) Availability of Raw Materials

The agro-processing industries depend on the dosarst sector-the
agricultural sector for raw materials. The raw mats are not always
available due to small-scale nature of farming ds and due to the
nature of agricultural production and products. Nawailability of the

raw materials throughout the year sets limit on $iee of processing
plants; this explains the reasons for underutibgabdf plants capacity.
In addition, the qualities of the raw materialsfeliffrom one another, a
problem that has a direct effect on the qualitthef processed products.

(b)  Cost of Machineries

The agricultural processing requires large scalprofluction which will
enable the agro-processing industry to enjoy tlom@aies of scale. The
large scale of production requires the importabbmachineries, which
are very expensive due to high tariffs and theanaxchange rate. The
quality of locally produced capital goods, whicle grotected by high
tariffs and other import restrictions, is eft inadequate to meet
investors' requirements.

(c)  Transportation

In Nigeria and most other LDCs, transportation €aste high due to
poor road networks and scarcity of modern transpwotles, such as
refrigerated vehicles that are required to transperishable agricultural
commodities. For instance, in Nigeria, trucks argeds to convey
agricultural raw materials from the north to theutboand vice versa,
which not only delay the arrival of the rawaterials at the agro-
processing plants, it also increases losses dubigh rate of truck
accidents on the roads.

(d)  Storage Facility for Raw Materials

In Nigeria, the storage facility is another factioat limits the expansion
of agricultural processing industries. Storage litgciis either not

available or when available, it is inadequate ferighable agricultural
commodities. Most food stuffs such as tomatoesatpes, vegetables
water melon etc need adequate storage fadoit keep down their
moisture content to increase their shelf life.

14¢
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(e) Power Supply

The power sources for all industries, agro-processidustry inclusive
are Power Holding Nigeria PLC and the use of gdnesawhich are
either powered by petrol or diesel. Power supplWigeria is highly
erratic and unreliable, thereby making productipie@tic. To surmount
this problem several manufacturing industries hagerted to the use of
generator but the high cost of diesel leads toe@®e in the average total
cost of production (production per unit) whigh turn reduced the
profitability of the industry.

) Credit Facility

Agro-processing on large scale is capital intensivech will require
credit acquisition form financial institutions. @iein Nigeria and other
LDCs are not readily available and when lakde the cost of
acquisition is so high that it eats up the pradawing little or nothing for
the agribusiness owners after the principal aner@st are paid. Besides
this, is the bureaucracy or red tapism associatéth whe credit
acquisition. This constraint does not allow thenlowhen eventually
approved, be available at the time that is needed.

4.0 CONCLUSION

In this study unit, you have learnt about the tymésagricultural
processing and the problems associated with agsrelilprocessing in
less developed countries.

5.0 SUMMARY

Broadly speaking, agricultural processing can hassified into food

industries and non-food industries. Other clasgifoms are upstream
and downstream industries. Agricultural processing developing

countries is limited by problems like credit fatyili power supply, and
transportation and so on.

6.0 TUTOR-MARKED ASSIGNMENT

1. Name the classes of agricultural procgssidustries.
2. State and discuss the problems of agricultuimatgssing in less
developed countries.
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7.0 REFERENCE/FURTHER READING

David Colander, H.O. (2008)Economics 7/e ISBN 0073402869
London: McGraw-Hill.
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1.0 INTRODUCTION

The size of agribusiness enterprise will determisevalue addition as
well as the profitability of the business. The jrtiiat will accrue from

a business activity is a function of quantitsoguced and it is the
difference between total revenue (TR) and totat ¢d€). Total cost

has two components, the total fixed cost and tetalable cost. An

increase in total cost without a correspogdincreased in accrued
revenue implies a decrease in profit from an eniszp

2.0 OBJECTIVES

At the end of this unit, you should be able to:

o define total cost and its components

o define and graph average variable cost, averaigé ¢ost and
marginal cost

o differentiate between short-run and loang-r
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3.0 MAIN CONTENT

3.1 Meaning of Total Cost and Its Components

The cost of production refers to expenditures gouigs or resources
employed in a production process. In other words,sum total of rent,
wages and interest on borrowed funds constitute tdtal cost of
production. The total cost of production has twanponents namely,
the total fixed cost and total variable cost.

3.2 Total Fixed Cost (TFC) and Total Variable @st (TVC)

Total Fixed cost refers to costs of fixed inpuRegources that the
utilisation does not vary with the level of outputr costs that are
independent of output. Examples are costs machibariging etc.

Total variable costs are costs that incured the employment of
variable factors of production whose amount cabeatltered in the short
run. The costs include wages, cost of raw materiisl, cost of

transportation and the like. Variable costs are alslled prime cost or
direct costs. Total cost of production is the swtaltof variable costs
and fixed costs. Hence:

TC=TFC+ TVC

3.3 Average Total Cost, Average Fixed Cost andverage
Variable Cost

Total cost, fixed cost and variable cost are imgoatstbut much of a firm's
discussion is of average cost. So we shall focub@differences between
total cost and average cost. To obtain the firmesrage cost, we simply
divide the total amount of whatever cost we ar&ingl about by the
guantity of product produced. For example:

3.3.1 Average Total Cost

(ATC) is defined as total cost per unit outputedjuals total cot divided
by the total output. Thus:

ATC = TC/Q
3.3.2 Average Fixed Cost (AFC)
is defined as fixed cost per unit output. Averagged cost equals total

fixed cost divided by quantity of output produced:
AFC = TFC/Q
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Average Variable Cost (AVC) refers to variable cpstr unit output.
Average variable cost is obtained by diving totatiable cost by total
output:

AVC = TVC/Q

The most important average cost concept, averaglectust can be viewed
as the sum of average fixed cost and average Vaabt:

ATC = AFC + AVC

3.4 Marginal Cost

is the increase (or decrease) in total cost fracneising (or decreasing)
the level of output by one unit. The marginal deghe addition made to
total cost by production of additional unit of outplt is expressed as:

MC =TC,-TC,1
Marginal cost is independent of output. As margimedduct of output

rises, reaches maximum and then declines, thusntrginal cost first
declines, reaches minimum and then rise. Margiostl curve is U shaped

4.0 CONCLUSION

In this study unit, you have been reminded of b#story of cost. We
have defined total cost and its components. Thatiogiships between
the cost components were also considered.

5.0 SUMMARY

The cost of production refers to expenditures gouig or resources
employed in a production process. The cost of prbo consists of total
variable cost and total fixed cost. Average cosésthe costs per unit
input.

6.0 TUTOR-MARKED ASSIGNMENT
Define the following cost components:

0] Total variable cost

(i)  Total fixed cost

(i)  Marginal cost
(iv)  Average variable cost
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(v)  Average total cost

2. Copy and complete the table below:

Total TFC | TVC |TC |AFC |AVC |ATC MC
Output

0 40C |0 - 40C 0 40C 0

1 400 | 400 - - 400 - -

2 400 |500 - - - - -

3 400 |550 - - - 316.66 | -

4 400 | 600 | _ - - - -

5 400 |700 - - - - -
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1.0 INTRODUCTION

The shape of cost curves has implication on thedymtivity and
profitability of the farm. The level of productiowis-a-vis the
corresponding cost is a significant indicator ofstconinimisation or
otherwise. If the cost is increasing with increas@roduction, the farm
is experiencing decreasing return to scale. If mwtfse, it is increasing
return to scale.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

describe the shape of short-run cost aurve

draw the cost curves

explain the meaning of economies and disemies of scale
state the importance of economies of Soadgribusiness.

3.0 MAIN CONTENT

3.1 The U Shape of the Short- Run Average andarginal
Curves

In the short-run, output can only be increasednoyaasing the variable

input. As more and more of variable inputs are ddea fixed input;
the law of diminishing marginal productivity sets and the marginal
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productivity and average productivity fall. The kegight here is that
marginal and average products are the mirror imajesarginal cost
and average cost respectively. This implies thaerwimarginal and
productivities falls, marginal costs and ageracost must rise. It
therefore follows that if law of variable jartion holds, then the
marginal and average cost curves must be upwapnglothat is U-

shaped. The U-shape of the cost curves indicatdshie marginal cost
and average costs are falls initially, reache& minimum level;

production beyond this lowest per unit cost leaglsncrease in the
marginal and average costs. This is shown in girgi(right) portion of

the cost curves.

3.2 Determinants of the Shape of Long-Run Co§iurve

Firms have many more options in the long-run theaytdo in the short-
run. Unlike in the short-run, firms can change ispilney want, plant is
not given and several technologies are availalden fvhich they can
choose. In making the long-run decisions, firmsklab the costs of the
various inputs and the technologies available @onlgining those inputs
and then select the combination that offers theekiwost.

In our previous discussion, we have seen that dle df diminishing
marginal productivity accounted for the U-shapf the short-run
average cost curves. The law of diminishing mailgmaductivity does
not apply to the long-run because in the long-dbimputs are variable.
The most important determinants of what is econahyicefficient in

the long-run are economies and diseconomies o¢ scal

3.3 Economies of Scale

Economies of scale exist in production when long-average total
costs decrease as output increases. For exampladiiction of 40,000
tons of flour costs the farss N16,000,000, but padg 200,000 tons of
flour costs the farm=N40,000,000. There are sigaiit economies of
scale associated with choosing to produce 200,8@ter than 40000
tons of maize because in the former case, a tas $800million while
in the latter a ton of flour costs N4Omilion.

In real-world production processes, at low levélpr@duction, economies of scale
are extremely important because many productiohnigoes require a certain
minimum level output to be useful. For example, gay want to set up a poultry
farm to raise layers; there is the need for contittn of poultry houses and to
purchase cages. The costs of these inputs aragidevsetup cost (the cost of an
indivisible input for which a minimum amount @roduction before the input
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becomes economically feasible to use). As outpatesses, the costs
per unit output decreases. A typical long-run agertotal cost curve is
shown in figure 1. Economies of scale actoion the downward

sloping part of the curve.

The importance of economies of scale makes entneprs talks of a
minimum efficient level of production. A minimunifeient level of
production is the amount of production that spreaetip costs out
sufficiently for a firm to undertake production fitably. The minimum
efficient level of production is where the averagél costs are at a
minimum. Economies of scale underlie firms* attesnfi expand their
markets. If they can make and sell more at loweupdé costs, they will
earn more profits.

3.4 Diseconomies of Scale

Diseconomies of scale in production exist when lamg average total
cost increases as output increases. Diseconarhissale could not
occur if production relationships were only teclahicelationships. If
that were the case, the same technical processd beulsed over and over
again at the same cost. In reality, however, prbdncelationships have
social dimension, which introduce two major potaintcauses of
diseconomies of scale. The first is the monitorwogts; as the size of
firms increases, monitoring costs generally inceeddonitoring costs
are the costs incurred by the organiser of prododt seeing to it that
the employees do what they are supposed to do.tborg costs are the
costs of supervision. The cost of monitoring insemasignificantly with
increase in size of the firm vis-a-vis the outputdait is a major
contributor to diseconomies of scale.

The second social dimension that contributes teatdisomies of scale is
the loss of team spirit (the feelings of friendsaim being part of a team
that bring out people‘s best efforts). As the firmerease in size, team
spirit or morale generally decreases. The largdirm is the more
difficult to maintain team spirit and when the teaspirit is lost,
production reduces considerably.

Diseconomies of scale is a factor that preventadirexpansion and it
can lead to sales of the firms and buyers of the o break it up in the
hope that the smaller production units will be meffcient and thereby
eliminate some of the diseconomies of scale.
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Long-run ATC Curves
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of scale to scale of scale
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4.0 CONCLUSION
In this unit, we have considered the theory of caogtterminants of

short-run and long-run cost curves' shapes andettmmomies of scale
and diseconomies of scale.

5.0 SUMMARY
The shape of cost curves in the short-run is detemnby the law of

diminishing marginal returns while an economy ofalscis the
determinant of cost curve shape in the long-run.

6.0 TUTOR-MARKED ASSIGNMENT

1. Discuss the determinants of shapes of the coges in the short
run and the long-run

2. What are economies of scale and its importanceroduction
activities?

7.0 REFERENCES/FURTHER READING
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London: McGraw-Hill.
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1.0 INTRODUCTION

The size of a firm to a large extent will determihe level of output vis-

a-vis the profitability and efficiency of the resoas employed in

production. The larger the size of a firm or falma greater the economies
it is expected to enjoy. The economies of dimsvever depend on
many factors such as the managerial and adtrative acumen of

the resource manager.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

° define economies and diseconomies of size
o identify determinants of economies an@cisomies of size
° differentiate between economies of size and etoe® of scale,

and economies of scope.
3.0 MAIN CONTENT

3.1 Meaning of Economies of Size

The concept of economies of size means that thegeeost per unit of
production decreases as the size of the femrneases. The term
_economiesf size' is also used to describe the fall in ta@st per unit
of production found on larger farms. The econornois occur because
the farmer is able to spread more production dweisame level of fixed
expenses. Economies of size can also occur whaarm i able to
obtain volume discounts for inputs such aedsor fertilizer. An
example would be the cost for pollution monitoriagpund a swine
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production facility. If the farm is required to mtor the groundwater
around the facility for contamination, they shyput in a well and
monitoring equipment, which represent fixed costd ean serve a large
number of pigs. As the number of pigs sold increatee costs for this
aspect of production would decrease. And, as dtresanitoring in this
fashion would actually provide a cost advantage tlarger operation.
There are two related concepts, which must not tefused with
economies size. These concepts are economies lef @uwd economies
of scope.

3.2 Economies of Sizeersus Economies Scale

Economies of scale, which measure what happleral inputs are
increased by the same proportion. If costs per gmitp, then there are
diseconomies of scale. If costs per unit go dowerd are increasing
economies of scale, and if the costs per unit rertiee same, there are
constant returns to scale. According to Kay (19%gd costs such as
management, supervision, information and machireay be spread
over more units of output (resulting in reductiamsost per unit of output
(increasing returns to scale or size). Returnscadesare defined as the
proportionate change in output when all inputsiaceeased in the same
proportion.

Economies of scale may be defined in terms of ielasiof cost with
respect to output. However, in a multi-productisgitan economy of
scale is defined as those reductions in averagewdoen all outputs are
increased proportionally holding all other inputices constant.
Mathematically an economy of scale is equivalenthi® inverse of the
sum of all the elasticities of total production tegh respect to all output.
Economies of scale prevall, if the sum of elastioftproduction is greater
than 1 and, accordingly diseconomies of scale éxis¢ sum of elasticity
of production is below 1. In the case of the suralasticity of production
= 1 no economies of scale or diseconomies of sexsld. (See further
details on economies of scale in unit 1).

3.3 Economies of Sizeersus Economies of Scope

Economies of scope refer to reducing costs Using resources by
spreading the resources over more than one ergerfme economy of
scope concept is defined as the process of redticengost of resources
and skills for an individual business enterprisespyeading the use of
these resources and skills over two or more enseqr As shown in
Figure 1, the cost for an enterprise is cut in Ifalie resources are used
in two enterprises rather than just one. If the efsthe resources is spread
over three enterprises, the cost per enterprisedisced to third.
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Figure 1: Economies of Scope

Cost per
enterprize

Murnber of
enterprises

Both horizontal integration (HI) and vertical intagjon enable farms
and business owners to enjoy economies of scope.irfstance a
combination of fishery and poultry is an example [drizontally

integrated enterprise. If the cost of producinghgmbultry and fish in an
horizontally integrated farm is greater than thetaof producing them
separately, the farm is described as haviogn@mies of scope. If
otherwise, the farm has diseconomies of scope.eEbaomies of scope
could have arisen from because the same set ofensork the poultry
farms are used for feeding and draining of fish gsoand for other
activities in fishery enterprise. In the same vedime same source of
water (well) will serve the same enterprises. Widspect to crop
production, the cost of a combine harvester casgdread over several
crop enterprises because, in many cases,oftitye thing needed to
harvest another crop is a different combine he@adother combine does
not need to be purchased for each additional cnogrgrise. The same
combine can be used to harvest corn, soyabeaheat, barleyetc.

As a farmer, agronomic skills can be used in tradpction of two or
more crops. Being a seed dealer and a farmer ntieanthe knowledge
gained about seed selection can be used both atkesperson and a
farmer. The same can be said about farmers whaorsgllinsurance.
Economies of scope are different from economiesz&. Economies of
size involve spreading fixed cost over a dangumber of units of
production of the same product or enterprig&onomies of scope
involve spreading the cost of a set of resourceskdls over two or
more products or enterprises.

However, economies of size and scope are not atiytexclusive.
While economies of scope allow costs to dpgead over several



AEA 503 ADVANCED AGRIC BUSINESS MANAGEMENT

enterprises, the size of each enterprise can yeased to also achieve
economies of size.

According to Kay (1981) fixed costs such as managegnpsupervision,
information and machinery can be spread over marés wf output

(resulting in reductions in cost per unit of outguicreasing returns to
scale or size). Returns to scale are defined aprthortionate change in
output when all inputs are increased in the saropgution.

4.0 CONCLUSION

In this unit, you have learnt about the economiesipe and related
concepts namely economies of scale and economgzEope.

5.0 SUMMARY

The term_economief size' is used to describe the fall in total cpst
unit of production found on larger farms. The emwires size can occur
because the farmer is able to spread more produatier the same level
of fixed expenses. Economies of size are diffefearh economies of
scope and economies of scale. While economiessize involve
spreading fixed cost over a large number of unitproduction of the
same product or enterprise economies of scope vavspreading the
cost of a set of resources or skills over two oranqoducts or enterprises
and economies of scale measure what happens ifinplits are
increased by the amse proportion.

6.0 TUTOR -MARKED ASSIGNMENT

1. Define economies of size.
2. Differentiate between economies of sizé @conomies of scale.
3. Explain concisely the concept of economies a@ipsc State how

an agribusiness firm can enjoy economies of scope.
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