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INTRODUCTION

Agriculture can be defined as the cultivation angdamduction of crop plants or
livestock products. It consists of rearing of ansnahe growing of crops,
development of forest resources and fishing. Them® many branches of
agriculture, namely- agricultural economics, cragesce, soil science, fishery,
forestry and agricultural engineering.

Agricultural economics is an applied field of ecancs in which economic

principles are applied in the use of scarce ressustich as land, labour capital
and management in farming and allied activitiesislindeed the science in
which the principles and methods of economics aplied to the special

conditions of agricultural industry. One of the meches of agricultural

economics is “Agricultural Business Management Eimance”.

Agricultural Business is the sum total of all thpemtions involved in the
manufacture and distribution of farm supply, pragc operation of the farm
and the storage, processing and distribution aifaommodities and items
made from them. Agricultural finance on the othemndh means studying,
examining and analysing the financial aspects panto farm business.

This course is designed to provide essential skdlsded in agricultural business
management and finance.

WHAT YOU WILL LEARN IN THIS COURSE

ARD 509- Agricultural Business Management and Fosais a three credit units
course. It is one of the courses on offer in onthefdepartments in the Faculty
of Agricultural Sciences.

The course is presented in six modules. Moduleiioa Agricultural Business

Management. This covers meaning and importance gfc@ltural Business,

Components and various sectors of Agricultural Mgmaent and Management
decisions.

Module two focuses on the types of Agricultural Bess Management and
Organisation. They include Sole-proprietorship,tianship, Cooperatives and
Corporate Business.

Module three discussed Production and Planning. mbeaning and types of
production and planning were explained. Factonset@onsidered in production
planning, advantages and guiding principles weseutised.



Module four discussed the Economics of AgricultiRadcessing and marketing
Management. Concept and Contribution of Agro-precgswere explained. We
also explained Marketing and Marketing managemimgtions and problems
of Agricultural marketing.

Module five discussed Agricultural Finance and Fa@redit. It covered
meaning and problems of Agricultural finance, cqiceclassification and
characteristics of Agricultural credit. Sourcesjtezia, and requisites for
Agricultural credit were also discussed. Collatesacurity for loans was
highlighted.

The last module (six) covered Farm records, accoginand inventory, we
explained how to, properly, record financial trartgms on the farm and
calculate profit in order to give an assessmemh®frogress of the farm.

Farm inventory which forms the basis for the prefian of income statement,
balance sheet, measures of income etc. was alsusded in this module.

COURSE AIMS

The aim of this course is to explain how to effeelly and efficiently manage
Agricultural business and finance in order to aghithe desired objectives.

COURSE OBJECTIVES

At the end of this course, you should be able to:
e define Agricultural business, finance, credit, neikg, planning, farm
records and accounts.
e explain the components and various sectors of Aljucal management
and management decisions.
¢ identify the types of Agricultural business managetrand organisations
and list their characteristics, advantages andldaatages.
e define production and planning
e list and explain the types of production and plagniadvantages and
guiding principles of production planning.
e explain the economics of Agricultural processing amarketing
define marketing management and explain functiomd problems of
agricultural management
define Agricultural finance and farm credit
explain the problems of Agricultural finance
list the criteria and sources of agricultural ctedi
determine the importance of keeping farm recordsamtounts.



e prepare balance sheet and profit and loss accdantany given farm
enterprises

e calculate and explain the implications of the comnfimancial ratios to
agricultural business management.

WORKING THROUGH THE COURSE

ARD 509-Agricultural Business Management and Firaisca three (3) Credit
units course; so, it is expected that the lectward will be twelve (12). In
addition to twelve hours of lectures with the caufacilitator, tutorial classes
will also be organised for students to discusstéudnical areas of this course.
During the first reading, you are expected to spmdaximum of two hours on
each unit of this course-book. During the periodved hours, you are expected
to read through the unit and also answer the sskssment exercises and
guestions. Apart from tutorial classes, it is adiis that you form discussion
group with your classmates to discuss some of tlestipns especially those that
involve calculations. To this end, discussion grafpbetween three to five
people will be adequate.

COURSE MATERIALS

The main components of the course are as outliskxhb
e Course guide
e Study units
e Textbooks and references
e Assignments
e Presentation schedule

STUDY UNITS
The following are the study units arranged in medués contained in this
course.

Module | The Scope of Agricultural Business and Management

Unit 1 Meaning and Scope of Agricultural Business

Unit 2 Management Decisions in Agricultural Business and
Management

Module 2 Types of Agricultural Business Management and
Organisations

Unit 1 Sole Proprietorship

Unit 2 Partnership

Vi



Unit 3
Unit 4

Module 3

Unit 1

Unit 2

Unit 3

Module 4

Unit 1

Unit 2

Unit 3

Unit 4

Module 5
Unit 1
Unit 2

Unit 3

Unit 4

Module 6
Unit 1
Unit 2
Unit 3
Unit 4
Unit 5

Corporate or Limited Liability Company
Cooperative Societies

Production Planning

Meaning of Production and Planning

Why Planning is Necessary, Characteristics of Good
Production Plan and Factors to be Considered iduet@mn
Planning

Advantages of Production Planning, Uses of Planrnd
Guiding Principles of Planning

Economics of Agricultural Processing and Markgtin
Management

The Concept of Processing, Contribution of Agrodessing
and Constraints Relating to Agro-Processing

Meaning of Marketing and Marketing Management: €zt
of Agricultural Marketing and Pre-requisites forfiEient
Agricultural Marketing

Functions of Agricultural Marketing and Agricultlira
Marketing Manager

problems of Agricultural Marketing and Solution tbe
Problems

Agricultural Finance and Farm Credit

Meaning and features of Agricultural Finance

Problems of Agricultural Finance and Suggestioms t
Improve Agricultural Finance

Meaning, Characteristics and Classification of i&gjtural
Finance

Sources of Agricultural Credit, Criteria and Redfes for
Agricultural Credit, Collateral Security for Loans

Farm Records, Accounting and Inventory
Concept of Farm Records and Accounting
Farm Record Designs

Benefit Cost Analysis of Agricultural Projects
Farm Inventory

Financial Statements

TEXTBOOKS AND REFERENCES
At the end of each unit, there is a list of recomde textbooks which though

are not compulsory for you to acquire or read, dret necessary as supplement

vii



to the course materials. The textbooks and maseaisd meant to deepen your
understanding of the course.

Meanwhile, you are advised to consult more receltioms of the following
recommended textbooks.

Abbot, J.C. & Makeham, J.P. (1980). AgriculturalbBomics and Marketing in
the Tropics. London : Longman.

Adegeye, A.J. & J.S. Dittoh. (1985). Essentials Agfricultural Economics.
Ibadan: Impact Publishers Nig. Ltd.

Arene, C.J. (2003). Introduction to Agricultural Mating Analysis and Policy.
Enugu, Nigeria: Fulladu Publishing Company.

Castle, N.E. & Becker, H.M. (1987)Farm Business Management. New
York: Macmillan.

Ihimodu, I.I. (2012). Perspectives on AgriculturedaRural Development in
Nigeria. llorin, Nigeria. Yori Consulting and Dewpiment Services Ltd.

Marshall, Odii, A.C.A. (1978). Modern Farm Managern&echniques. Owerri,
Nigeria: Alphabet Nigeria Publishers.

Nwokoye, N.G. & A.l. Ahianzu. (1988). Introductida Business Management.
Nigeria: Macmillan.
Oyedijo, O.A. (1995). Principles of Management.déa. Paramount Books Ltd.

Panda, S.C. (2011). Farm Management and Agriclilthfarketing. India,
New Delhi: Kalyani Publisher.

Subba, R.S. & P. Raghu, Ram. (1991). AgricultunabRce and Management.
NewDelhi: Oxford and IB Publishing.

Subba, Reddy.S., Ram, .P., Sastry, T.V. & Bhavaeyi. I. (2009). Agricultural
Economics. New Delhi, India: Prt. Ltd.

Upton, M. (1993). Farm Management in Africa. Lond@wxford University
Press.

Upton, M. & Anthonio, Q.B.O. (1981)Farming as a Business. London:
Oxford University Press.
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ASSESSMENT

There are two components of assessment for thisepu
I.  Tutor-Marked Assignment (TMA)
ii. End of course examination

TUTOR-MARKED ASSIGNMENT

The Tutor-Marked Assignment is the continuous ss®ent component of this
course. It accounts for 30 percent of the totakesctyou will be given four
Tutor-Marked Assignments to answer. At least troBthem must be answered
before you are allowed to sit for the end of couesamination. The TMAs
would be given to you by your facilitator and reted to him or her after you
have done the assignments.

FINAL EXAMINATION AND GRADING

This examination concludes the assessment for these. It contributes 70
percent of the whole course. You will be duly imf@d of the time and date for
the examination through your study centre.

SUMMARY

ARD 509-Agricultural Business Management and Fieans designed to
provide background information and practical expeces on how to effectively
and efficiently manage agricultural business andrice/credit. By the time you
complete studying this course, you will be able answer the following
guestions.

% What is Agricultural Business?

What is Agricultural Finance?

Discuss the Components of Agricultural Business

Define Management and Explain categories of Manageecision
Give the meaning and characteristics of the foll@myviorms of business
organisations (i) Sole Proprietorship, (ii) Parshep (iii) Corporate or
Limited Liability Company (iv) Cooperative Societie

+ List and explain the advantages and disadvantafgeén dollowing forms
of business organisations (i) Sole Proprietorship Rartnership (iii)
Corporate or Limited Liability company (iv) Coop¢ive societies

What is Production and what are the types of Prodln@nd Planning
What are the advantages of Production Planning #red guiding
principles of Planning?

Define Agro-Processing and explain the contributioh Agro —
Processing.

» Define and explain the functions of Marketing Masaagnt.
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Outline and explain the problems of AgriculturaaiMeting.

Explain the features and problems of Agriculturaiaface

What is Agricultural Credit and list the criteriarfAgricultural Credit.
Explain the terms Farm Records and Accounts

+ Design Farm Records and Accounts for:

(a)a named Crop

(b)a named Livestock.

% What is a Balance Sheet?

s With relevant examples, distinguish between assaddiabilities.
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MODULE 1 The Scope of Agricultural Business and Maagement
Unit 1 Meaning and Scope of Agricultural Business
Unit 2 Management Decisions in Agricultural Busse@nd Management

UNIT 1 MEANING AND SCOPE OF AGRICULTURAL BUSINESS

CONTENTS

1.0 Introduction

2.0 Objectives

3.0 Main Content
3.1 The Meaning of Agricultural Business
3.2 Importance of Agricultural Business
3.3 Components of Agricultural Business
3.4 Sectors of Agricultural Business

4.0 Conclusion

5.0 Summary

6.0 Tutor-Marked Assignment

7.0 References/Further Reading

1.0 INTRODUCTION

Agriculture can be referred to as the art andneaeof cultivating crops,
raising livestock, providing raw materials for adrased industries and
marketing of agricultural produce for man’s useeféhare many branches of
agriculture and these are: Agricultural Economi&mil Sciences, Fishery,
Forestry and Agricultural Engineering.

Agricultural Economics is the science in which geciples and methods
of economics are applied to the special conditiminagricultural industry. One
of the main branches of Agricultural Economics igridultural Business
Management and finance. This unit examines the mgaand scope of
agricultural Business.

2.0 OBJECTIVES

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

define Agricultural Business

explain the importance of Agricultural Business

outline and explain the components of AgricultiBakiness
list and explain the various sectors of AgricultuBasiness.

3.0 MAIN CONTENT
3.1 Meaning of Agricultural Business

This is the sum total of all the operations inwalhvin the manufacture and
distribution of farm supply (input), production apdon of the farm and the
storage, processing and distribution of farm comitexland items made from



them. It is a coordinating science of supplyingi@gtural product, inputs and
subsequent production. Furthermore, it describeeatinomic activities that
involve the distribution and transformation of tfeav materials that are from
agricultural sector and non agricultural sector®senfinal product are used for
agricultural purposes and agro allied enterprises

3.2 Importance of Agricultural Business

Agricultural Business serves to move food and fibmeconsumers to
eliminate scarcity of food. Food and fibre may he abundance
somewhere but if they are not moved to where theynat produced, it is
the same as no food. Faculty distribution systerasa much as the cause
of hunger and starvation as is inadequate foodibre production.

Farm inputs are basic to efficient agriculturalguction. Availability of
inputs such as fertilizer, feeds and insecticidesimportant catalyst for
agricultural production. Storage and processingmmmnt of agricultural
business ensure availability of food and fibreyaihr round, ensure food
varieties and increase the lifespan of food anakfib

Agricultural business development facilitates tleé¢ease of workers on
farming for employment in other occupation duentcréased efficiency in
production and marketing of food and fibre.

3.3 Components of Agricultural Business

The components of agricultural business are tharsg¢e units for carrying

out agricultural business activities.

They are farm supply components, farm productioommonent,

processing component, and marketing and distribud@mponent.

1) Farm Supply Component: Farm production depends heavily on certain

traditional inputs such as land, labour, capitahtew and management.
The capital input comes in two forms. They are ajlscapital and
biological capital.

Physical capitals are in form of machineries andgrowhich are capable
of substituting for labour. The biological capitals the other hand are in
form of improved seeds, fertilizer, pesticides whiare essential in
improving yield.

In addition, there are packaging supply such asbsgcks, carton and
creeks which are needed for bagging agriculturatipcts. Other aspects
of supply include building materials, water, elety, credit or finance
and farm insurance. Availability of farm supply cheap and continuous
form facilitates structural transformation of fagnoduction from small
scale state and to a more modern and commercidbseu



2) Production Component of Agricultural Business:This involves actual

3)

4)

production of farm products. The major activitia® @éhe production of
crops, feeds, livestock, fish, forest product and Vife. Farm production
IS moving towards cooperate, cooperative and det® with increase
efficiency in production. The growth in farm efieicy is brought about
by large acquisition of large farm land and waesources, investment in
education which include human skill and manageradtivities,
development and diffusion of new knowledge aboutricafjural
technology and complementary industrial developntkeat supply input
needed for agricultural production among others.

The growth and development of farm production wadher in useful
agricultural framework as a result of the followingpact. Reduction in
the number of farmers and decrease in the total efénectares of land
under cultivation i.e. a few people should be mmimg and produce more
food and fibre as a result of the use of moderfstaad equipment. The
yield per hectare should be increased as well amgbtbck should do
better under improved conditions. Finally, farmetsould be better in
terms of having more assets, using more credipyamng better living

standard, raising farm family, growing and usingrenmachine and hired
labour.

Processing Component of Agricultural BusinessProcessing is one of
the important components of agricultural busingssesit is capable of
changing the form of farm production process. Inal@ping countries,
processing involves the preparations of rice ngllipam flow and cassava
flow preparation so as to provide the basic foadHe people. Processing
adds value to the products and increases the Igiedff the products. As
the level of income rises there is a need to $bwftards move elaborate
processing which can lead to more refined and esiperiood processing
of farm. Processing of farm products play very im@ot role in the
economy of developing countries where it serveshasbeginnings of
industrialization. It also helps in foreign exchargarning because when a
product that was formally exported in raw form isgessed before export
or when exported commodity is produced locallypardry can obtain for
itself the value approved elsewhere.

Marketing Components: This is otherwise called products distribution
component and undertakers three major functionsiwduie:
(a) Concentration which involves buying, assemblingrefhousing
and packaging.



(b)Equalisation which involves grading, sorting, regsging,
standardisation, regulating and inspecting to ensuuality
compliance.

(c)Dispersion function which involves merchandisingtaieng
wholesaling and market intelligence.

3.4 Sector of Agricultural Business
Agricultural business can be perceived in threepethdent sectors.

I.  Input Sector. This serves as building unit that is required eoviee a
transformation process in order to achieve one aerproduct. As input
prices increase and farm income is relatively staptoducers will reduce
the utilization of the more expensive input andstibte other resources
input for them.

ii. Farm Production Sector: This covers area like aquaculture, forestry,
crop and livestock production. The success of $kistor has vital direct
impact on the financial stand of the input supplestause as the sector
grows in size, the level of output and efficienaydancrease in the scale
of production leads to more of the output being enagtailable to the
product sector for onward processing and distrdvuti

iii.  Output Sector: This sector is otherwise known as product secdhe
final sector in agric-business. It is the largesttsr in agricultural
business as its function ranges from products ggte marketing and
distribution of the product to the various conswneither as raw
materials for further production or final consunopii

SELF-ASSESSMENT EXERCISE
I. Differentiate between agriculture, agricultural eomics and agricultural
business
ii. Explain the following terms:
I. Agricultural products
ii. Agricultural input
iii. Agro-allied enterprises
iv. Business
iii. Explain the various sectors of agricultural bustnes

4.0 CONCLUSION

In this unit, we have discussed the meaning amghesof agricultural
business. It covers the components and sectorgric#tural business. From the
discussions, it can be concluded that the mairess#uagricultural business are
production and distribution of agricultural prodaetthe various consumers and
supply of farm inputs.



5.0 SUMMARY

In this unit, you have learnt that agriculturalsmess is an important
branch of Agricultural-economics. It is a scienck supplying agricultural
product, inputs and subsequent product. Agricultbissiness is perceived in
three sectors- viz input, farm production and otugactors.

6.0 TUTOR-MARKED ASSIGNMENT
1. (a) What is agricultural business?

(b) Discuss the importance of agricultural busme
2. Describe the various components of agricultbesiness.

7.0 REFERENCES/ FURTHER READING
Adegeye, A.J. & Dittoh, J.S. (1985Essentials of Agricultural Economics.
Ibadan: Impact Publishers Nig. Ltd.

Ayinde, A.T., Abdul-Azeez .A. & Adebayo, R.O. (1999Agricultural
Economics and Statistics. Ado-Ekiti: Adebayo Publishing Nigeria Ltd.

Panda, S.C. (2011)arm Management and Agricultural Marketing. India,
New Delhi: Kalyani Publisher.

Upton, M. (1993).Farm Management in Africa. London: Oxford University
Press.



UNIT 2 MANAGEMENT  DECISIONS IN AGRICULTURAL
BUSINESS AND MANAGEMENT

CONTENTS
1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 Definition of Management
3.2 Vital Functions of Management
3.3 Main Decisions of Agricultural Business
3.4 Classification of Management Decisions
4.0 Conclusion
5.0 Summary
6.0  Tutor-Marked Assignment
7.0 References /Further Reading.

1.0 INTRODUCTION

In unit one, we explained the meaning of agricaltwusiness, discussed the
components and sectors of agricultural businesse Various sectors of

agricultural business are in input, farm productemd output. This unit is

devoted to the study of management and manageraeisiahs.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
e define management
e explain the vital functions of management
¢ highlight the main decision of agriculture business
e explain the various categories of management aessi

3.0 MAIN CONTENT

3.1 Definition of Management

Management is the control and organising of a mssror other entity. When
applied to farm business, management could be agenpractical undertaking
of the farm business with respect to how to putdiog and livestock husbandry
to work on the farm as a means of obtaining higifiprt therefore involves the

process of determining how the business or farmisi@rganised or operated.

3.2 Vital Functions of Management
Generally, management performs three unique fonsti
I. It makes Decision: This means to decide upon each course of acton, t
choose wisely among alternatives where they exist.
ii. It acts on Decisions:The next step to take after making decisions is to
act and work. In farm management, the manager tselbe production



level producing and marketing the farm products.niest therefore find
and assemble all resources.

iii. It takes Financial Responsibility: This entails assembling, using and
maintaining the agricultural resources.

3.3 Main Decisions of Agricultural Business
I.  What to Produce: It decides which products to produce and shows the
product relationship
ii. How to Produce: This relates to choosing the most effective metbbd
producing a given quantity of a particular product.
lii. How Much to Produce: This relates to the problems in converting the
several farm resources into the final farm product.
iv. Time Relationship: It shows the relationship between the time that
farmer makes investment of capital and that latate dwhen this
investment returns the physical production.

3.4 Classification of Management Decisions

Management decisions are generally classified iotganisational
management decisions, administrative managemernsioles and marketing
management decisions. They are therefore discasstallows:

1) Organisational Management Decision:These are further sub divided
into operational management decisions and strateg@nagement
decisions.

I.  Operational Management Decisions: These involve less
investment and are made move frequently. The efiécthese
decisions is short lived. These decisions can bersed without
incurring a cost or with less cost. These decisiares what, how
and how much to produce.

ii. Strategic Management Decisions: These involve heavy
investment and are made less frequently. The eféécthese
decisions is long lasting. The decisions cannoteasily altered.
However, in case of reversal of these decisionsfah@er has to
incur high cost. These decisions are also knowbaag decisions.
Some of the examples of strategic management desisire size of
the farm, machinery and labour programme, constmiadf farm
buildings, irrigation, conservation and reclamatmwogrammes.

2) Administrative Management Decisions: The farmer makes several
administrative decisions like financing the farmsimess, supervision,
accounting and adjusting the farm business acogrtiin government
policies.



3) Marketing Management Decision: Marketing management decisions
include buying and selling. Every farmer makes #anapt to purchase
necessary inputs at the least cost source. In ugsources, a farmer has
to decide the agency, the timing and the quantitye purchased. In case
of selling, farmers can obtain better prices bystipg the timing of sales.
What to sell, where to sell, whom to sell, whersédl and how to sell are
important selling decisions that are to be madébyfarmer.

4.0 CONCLUSION

In this unit, we have discussed the meaning, fanst and types of
management decisions. Management entails the ¢oam organising of a
business or other organisations. Management desisice therefore classified
into organisational management, administrative rgament and marketing
management.

5.0 SUMMARY

In this unit you have learnt that:

e management is an aspect of Agricultural Economics

e management makes decisions, acts on decisions ake$ tfinancial
responsibility.

e the main decisions of Agriculture Business are wbaproduce, how to
produce, how much to produce and time relationship.

e management decisions focus on organisation, admate and
marketing.

6.0 TUTOR-MARKED ASSIGNMENT
1) Explain the concept of Management
2) What are the unique functions of Management?
3) Describe the various categories of Management idesis

7.0 REFERENCES/FURTHER

Nwokoye, N.G. & Ahianzu, A.l. (1988).Introduction to Business
Management. Nigeria : Macmillan.
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Panda, S.C. (2011)Farm Management and Agricultural Marketing. New
Delhi, India: Kalyami Publishers.

Subba Reddy .S., Ram, .P, Sastry, T.V. & BhavaaviO. (2009).Agricultural
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MODULE 2 TYPES OF AGRICULTURAL BUSINESS MANAGEMENT
AND ORGANISATIONS

Unit 1 Sole Proprietorship

Unit 2 Partnership

Unit 3 Corporate or Limited Liability Company
Unit 4 Cooperative Societies

UNIT 1 SOLE PROPRIETORSHIP

CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content

3.1 Meaning of Sole Proprietorship
3.2  Advantages of Sole Proprietorship
3.3 Disadvantages of Sole Proprietorship

3.0 Conclusion

4.0 Summary

5.0 Tutor-Marked Assignment
6.0 References/Further Reading

1.0 INTRODUCTION

In Module one, we examined the scope of agricaltiousiness and
management. In Unit 1, we explained the meaning soape of agricultural
business, components of agricultural business awtors of agricultural
business. In Unit 2, we defined management, ex@thithe functions of
management, main decisions of agricultural businassl discussed the
classification of management decisions. This modsildevoted for discussing
types of agricultural business management and @@dons. The module is
divided into four units which include, Sole Propokship, Partnership,
Corporate or Limited Liability Company and CooperatSocieties. This unit
examines the meaning of Sole Proprietorship, adepest and disadvantages of
Sole Proprietorship.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
e define Sole Proprietorship
e explain the advantages of Sole Proprietorship
¢ highlight the disadvantages of Sole Proprietorship.



3.0 MAIN CONTENT

3.1 Meaning of Sole Proprietorship

It is a form of business organisation where ones@ercombines productive
factors for the immediate purpose of making reveau@rofit (Ajayi: 1981).
This is an enterprise or a firm owned, financed aadtrolled by one person
whose aim is to make a profit.

3.2 Advantages of Sole Proprietorship or One-Man Bainess

I. It is a simple and highly flexible type of businesganisation. It has
limited capital or the type of finance requiredigially small.

ii. Effective Operation is enhanced in this type ofibess organisation
because the owner can supervise the workers orogegsd who are not
too many and are personally known by the owner.

iii.  Decisions can be quickly made by the owner of thsiriess since he is
the owner of the business and does not have tauttaasy other person
before he can act. In view of this, he enjoys irdw@nce of action and
freedom of speech and action for his business.

Iv. The one-man business or sole proprietorship payerldaxes. He pays
income tax which is generally lower than those gaydother forms of
business organisation.

v. Privacy is enjoyed in this type of business orgatios. The owner can
keep his business moves very private since he sgoyacy.

vi. There is a close personal contact between the owhéhe business
organisation, his employers and customers. Thisuseds better friendly
relationships and the smooth running of the businkBsunderstandings
with regard to wage rates and condition of sergi@enot common in one-
man business.

3.3 Disadvantages of Sole Proprietorship

I.  Limited Capital- the financial resources of one-man business igeldn
generally, hence it is difficult to expand his mess.

ii.  The one-man business has unlimited liability. Thisans that if he makes
a wrong calculation, he must take responsibilitydib the losses. If things
go badly, he is likely to lose all his personalgessions.

iii. He works for longer hours and in most cases hée lir no time for
vacation

iv. If the owner of the business dies, the businesseronmay fold up. The
business is legally terminated as soon as the owie since a new
proprietor of the business may not have the sarmaétgs as the original
or first sole proprietor.
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v. There is an element of uncertainly about the sodenetor. This is due to
the fact that his state of health and family proideare likely to affect the
business.

vi. The sole proprietorship type of business does ngyethe advantages
associated with large scale production.

vil.  As regards risk bearing, either big or small isngobby a single person that
owns the business organisation.

4.0 CONCLUSION

In this unit, we have defined or explained the nmeguof Sole Proprietorship.
We have discussed the advantages and disadvantdgede proprietorship.

Business enterprises can be established by privatividuals in order to

produce, sell and distribute goods and servicds avitiew to making revenue or
profit. The sole proprietorship is a popular busgxeoncern in Nigeria and is
mostly confined to agriculture and retailing busieln all ramifications, it has
some obvious advantages and disadvantages.

5.0 SUMMARY

¢ |n this unit, you have learnt that sole proprietguss the simplest form of
business organisation owned, financed and contrdeone person with
a view to making profit.
This form of business organisation has no legaraegs, therefore it is
easy to set up.
This form of business organisation is retail tradeh as farming.
The sole proprietor ears the risks and reaps i jpil alone.
The decision making function rests on the owneriandost cases makes
decisions that lead to the progress of the business

6.0 TUTOR-MARKED ASSIGNMENT
1) Explain the following:
a. Sole Proprietorship
b. Limited and Unlimited Liability
2) Discuss the advantages and disadvantages of lodiviBroprietor or
One-man Business.

7.0 REFERENCES/FURTHER READING
Ibi Ajayi, S. (1981).Economics Textbook for West Africa. Ibadan, Nigeria:
Onibonoje Publishers.

lhimodu, I.I. (2012) Perspective on Agriculture and Rural Development in
Nigeria. llorin: Yori Consulting and Development Serviddd.
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1.0 INTRODUCTION

In unit 1 of this module, we discussed Sole Praprship. The issues discussed
include- Meaning of Sole Proprietorship, Advantagad disadvantages of Sole
Proprietorship. This unit is devoted to discusspagtnership form of business
ownership. The issues covered include- Meaning aftnérship, types of
Partnership, Advantages and disadvantages of Psiipe

2.0 OBJECTIVES
By the end of this unit, you should be able to:
e explain or define Partnership
¢ list and explain the types of Partnership
e explain the advantages of Partnership
e explain the disadvantages of Partnership.

3.0 MAIN CONTENT

3.1 Meaning of Partnership

This is a form of business organisation where twomore people sign a
contract to own and run a business (Ajayi & Ojo31p It is a situation in which

two or more persons up to a maximum of twenty comlio set up a business.
The agreement that binds the partners togethallesdc‘Deed of Partnership”.

3.2 Types of Partnership

I.  Active Partner: In this case, the partner is active in terms oVmion of
capital and participation in the business.

li. Passive Partner: The partner supplies his own share of capital m th
business but does not take part in the running agdnisation of the
business. He shares in the profit or loss butdss Is limited to the capital
he invests in the business.
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Nominal Partner: This is applied to the partner who mainly contrésut
his popularity and prestige, but neither contrisutgny capital nor
participates in the management of the business.

Secret Partner: This partner takes part in the provision of capéad
management of the business but his identity is dnddecause of his
official position.

Quasi Partner: In this case, the partner has withdrawn from thgiress,
but has left behind the capital he contributech husiness. However, he
continues to receive his own share of profits asdes in the business.

3.3 Advantages of Partnership

More capital is available than in the case of omrbusiness, therefore
there are opportunities for business expansiordandlopment

It provides continuity in that if one partner dies,retires, the others carry
on with the business

Partnerships enable the introduction of new bladd the business. The
survival of the concern does not depend on oneopeiis depends on a
joint effort with everyone contributing his best.

The partners can borrow money since they can pogéther all their
assets than a single proprietor. It is therefosseedo borrow money in a
group than on individual basis.

3.4 Disadvantages of Partnership

Vi.

There can be arguments between the partners andahilead to loss in
the sense of direction.

Decision takes a longer time since each partnerttvdse consulted on
major issues.

There is the problem of unlimited liability. Ordnygpartners are liable for
the liabilities of the business beyond the extentheir share of capital
investment in the business.

If the partners are emotionally tied together, tdegth of one partner can
lead to a total disruption of the business.

Transfer of ownership may not be possible in aneasthip as the other
partners or some provisions in the deed of parmersay not permit
such transfer.

Partnerships are often less efficient than solepfi@torship are often
taken collectively. There is therefore the posgipilof ineffective
management as the business operations become larger

4.0 CONCLUSION

In this unit, we have explained the meaning anesypf partnership. A

partnership is set up to overcome some of the damadges of sole
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proprietorship business enterprise. It is formedcetable different talents and
expertise to function in one business.

5.0 SUMMARY
In this unit you learnt the following:
e That a business enterprise may be run by a groygeaple who form a
partnership
e Partnership is of different types like Active, HaesNominal, Secret and
Quasi partners.
e Partnership can be formed when there is need largaer capital than the
one which a sole proprietor would be able to obtain
e The number of partners is limited to twenty excepsome cases like
solicitors, accountants and banking enterprise ehlee number can be
less.

e Inspite of its advantages, partnership is facedhwiie problems of
unlimited liability, ineffective management, lacklegal entity e.t.c

6.0 TUTOR-MARKED ASSIGNMENT
1) List and explain the various types of Partnership.
2) Discuss the advantages and disadvantages of Paniimer
3) Explain in detail, the concept of “Deed of Partihgps.

7.0 REFERENCES/FURTHER READING

Anyaele, J.U. (1990).Comprehensive Economics for Senior Secondary
Shools. Lagos: Johnson Publishers Ltd.

lhimodu, [.I. (2012).Perspectives on Agriculture and Rural Development in
Nigeria. llorin: Yori consulting and Development Servidgd.
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African Students.  Ibadan, Nigeria: University Press Limited.
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1.0 INTRODUCTION

In unit 2 of this module, we discussed partnersbipn of business organisation.
Under partnership we discussed the meaning of @atip and types of
partners. We also discussed advantages and digadearof partnership. In this
unit, we shall discuss Limited Liability Company.ntler Limited Liability
Company, emphasis will be on the types of Limiteghbility Company,
characteristics, formation, advantages and disddyas.

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

e explain the meaning of Limited Liability Company
list the characteristics of Limited Liability Comma
explain the formation of Limited Liability Company
explain the advantages of Limited Liability Company
explain the disadvantages of Limited Liability Ccang.

3.0 MAIN CONTENT

3.1 Meaning of Limited Liability Company

Limited Liability Company is an expansion of therfparship principle. It aims
at securing a better method of mobilising finanaiesources. The company
comes into existence when a number of personstggether to invest their
money in a common enterprise. The liability of eavrestor for the debts of the
business is limited to the amount of his capitatested in the company. The
profits of the company are distributed in propartto the shares subscribes and
paid for. The limited liability company is owned carcontrolled by the
shareholders. Each shareholder receivers a shareofprofits called the
dividend.
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Limited Liability Companies are of two types thavate liability company and
the public limited liability company or the jointeck company. The two types
are essentially the same. The major difference d&twthem is that in private
limited liability company, the number of owners whee shareholders ranges
from two to fifty. In public limited liability compny, the minimum number of
shareholders is seven and there is no maximum nunhibeaddition, private
limited liability company is called private becaugerchase of shares is
restricted to only the founders. In contrast, puliiinited liability company is
open to every body in the society who is interestedhe ownership of the
company.

3.2 Characteristics of Limited Liability Company

» Number of Shareholders: For private limited liability company, the
number of shareholders ranges from two to fiftyr fpablic Limited
Liability Company, the number of shareholders stémdm seven and no
maximum.

» Separate Legal Entity: The business is a separate legal entity. It is
recognized as a personality in law. The businessaa and be sued in its
own name, without involving the owners. It is régred as a corporate
body.

» Limited Liability: The shareholders have limited liability. In the eivef
business failure, the amount which a shareholderl@ase is limited to
his share or capital he has invested in the busindis personal assets are
protected by the law.

» There is Continuity of Business: The withdrawal or death of a
shareholder may not affect the existence of thepeom

» Board of Directors: There is Board of Directors who controls the
business of taking most of the major day to daysileas.

» Acquisition of Capital: Capital is raised through the issue of shares.
Capital can also be raised through borrowing fremarfcial institutions
and issuing debentures.

> Publication of Accounts: Corporate business organisation must have its
account publicized usually annually. It must subamt audited balance
sheet to the Registrar of Companies for inspection.

3.3 Formation of a Limited Liability Company
A. Filing of Documents with the Registrars:The first step in the formation
of a Limited Liability Company involves filling oflocuments with the
Registrar of Companies. Such documents include:
I. Memorandum of Association
ii. Articles of Association
lii. Names of the company directors, and
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Iv. Letter of undertaking

The memorandum of association will include:

» The relationship of the company with outside world
» Name of the company

» The business address

» Objectives of the company

» The nature of the shareholders’ liabilities

» The amount and type of shareholders’ capital, e.t.c

The articles of association give the rules and leguns guiding the operation of
the company. The document provides informationhenfollowing areas:

WVVVVVVVYVY

The duties, rights and position of each membehefcompany

Method of the appointment of directors

The rights and powers of the directors

How dividend are to be shared

How general meetings are to be held

Method of electing directors

Voting rights of shareholders during elections

Method of auditing the account of the company

The second step after the preparation and submisgithe documents to
the registrars of companies involved preparation ceftificate of
incorporation. If the registrar is satisfied thae tbusiness has met the
necessary requirements for company formation, #gwgstrar will then
send a certificate of incorporation. The certifecatf incorporation shows
that the business has been recognised as a ldggl en

. The third step is the submission of the compangeotus to the registrar

of companies. The prospectus shows how the compasyraised or
wants to raise its capital.

. The last step is the preparation of certificatéradling by the registrar of

companies. The business can start functioning as ss they receive
trading certificate from the registrar of companiedl these legal
procedures are necessary in order to protect tieeested shareholders
from being defrauded by a group of dubious people.

3.4 Advantages of Limited Liability Company

Legal Entity: The business has a separate legal entity andessib, nit is
distinct from the owners. It can therefore, sue laadued in its own right.
Limited Liability: In the event of business failure, the maximum anhoun
a shareholder can loose is the amount of capitdlalsecontributed to the
business. His personal assets are protected by law.

Large Capital: The business has large resources of capital becdibe
large number of shareholders in the company. Tepamy also finds it
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Vi.

Vil.

easy to borrow money because of its many assetshwdan be used as
collateral.

Assurance of Continuity: There is continuity of the business on the death
or illness of the shareholder. The misfortunes cfhareholder do not
affect the existence of the company and its opmnati

Transfer of Capital: The shares of a public Limited Liability Company
are easily transferable for cash. This form of beiss ownership has the
advantage of allowing the shareholders to transfeir capital at will if
they fell dissatisfied with the company.

Specialisation is Possible:Division of labour is possible under this
system of business ownership. Due to large numbpeaple involved in
running the business, the organisation is divicéd various departments.
This leads to greater efficiency.

Risks Reduction among OwnersThe business risks are shared among a
large number of persons. The wider spread of mekslts in reduced loss
for each shareholder, in the event of businessréil

3.5 Disadvantages of Limited Liability Company

Vi.

Difficult to Establish: Due to Government interest in this type of
business organisation, the formalities for its lelitAment are usually
very complicated. A number of requirements mustusidled before the
business is registered as a company.

Required Large Amount of Capital: Apart from the formalities
required, to establish the business, company algoines huge amount of
capital to start the business.

Delay in Decision Making: There is delay in taking decisions because of
the relatively large size of the business. Befarg major policy change
can be adopted by the manager, a meeting of sHdezbmr the board of
directors has to be convened. All these may take quong time.

Lack of Privacy: It is required by law for the company to make pailalil
the financial activities and operations of the hass. All vital documents
and information concerning the business are alsb teethe registrar of
companies for inspection. All times, annual repoftthe company is
published in the dailies.

Ownership is Separated from Management: Since the shareholders
who are the owners of the business are separatadtfre management of
the business, there may be a negative attitude gnib@ managers
towards the interest of the shareholders. The nexsagay embezzle the
company’s fund since the business is not their own.

Lack of Cordial Relationship between Employers andEmployees:
Unlike single proprietorship and partnership, tlee sof this company
makes cordial relationship with employers and ousis/employees
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Vil.

impossible. The shareholders may not know eachr.offiee owners may
range into thousands and are scattered throughewountry.

Decrease in Personal InterestT he type of interest, zeal and enthusiasms

found in a business owned and controlled by one malacking in a
Limited Liability Company. This is because the owgiep is separated
from the management.

SELF-ASSESSMENT EXERCISE

Differentiate between Limited Liability Company aRartnership form of
business organisation

Describe the process involved in the formation ofimited Liability
Company.

4.0 CONCLUSION
In this unit, you have learnt the meaning of a t&diLiability Company. We
also discussed the two types of Limited Liabilityor@pany. The
characteristics features of the business werehaggdighted. In this unit, we
also further highlighted the advantages and disadges of Limited
Liability Company.

5.0 SUMMARY
In this unit, you have learnt that:

» Limited Liability is an association of individualsho agree to and
jointly pool their capital together in order to &slish and own a
business.

» There are two types of Limited Liability CompanynRite Limited
Liability Company and Public Limited Liability Conay.

» The characteristics features or Limited Liability orf@§panies
highlighted include: the number of shareholderpasate legal entity,
limited liability, business continuity, there is drd of directors,
acquisition of capital and publication of accounts.

» There are four essential steps in the formationestdblishment of a
Limited Liability Company-filing of documents witthe registrar of
companies, preparation of certificate of incorpiort submission of
company’s prospectus and preparation of certifiohteading.

» The important areas touched under the advantagesnged Liability
Company include: Legal entity, limited liability,ange capital,
prospects of continuity, transfer of capital, pb8sgy of specialisation
and reduction in risks among owners.

» The major disadvantages highlighted include: difficco establish,
required large amount of capital, delay in decismaking, lack of
privacy, lack of cordial relationship between enygloand employees,
and decrease in personal interest.
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6.0 TUTOR-MARKED ASSIGNMENT

la. Whatis a Limited Liability Company?

b. Describe the characteristics of a Limited LigbiCompany.

2. List and discuss five advantages and five diaathges of a Limited
Liability Company.

7.0 REFERENCES/FURTHER READING
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1.0 INTRODUCTION

In unit 3 of this module, we discussed Limited Ligyp Company as a form of
business ownership. In the unit, we defined Limitedbility Company and

identified the two major types of such organisatitve also looked at the
characteristics of Limited Liability Company thaisthguished it from other
forms of business. We further discussed the presessolved in the formation
of Limited Liability Company. Finally, we discussetthe advantages and
disadvantages of such business organisation. Itagteunit of this module, we
are going to concentrate our efforts in discussingperative as a form of
business organisation. The topics covered inclbdereaning of cooperative,
characteristics of cooperative, types of coopeeativadvantages and
disadvantages of cooperative society.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
e define Cooperative Society
e list the characteristic features of Cooperativei&wes
e describe the various types of Cooperative Societies
e list and explain the advantages of Cooperative éesi as a form of
business organisation
e list and explain the disadvantages of Cooperatoaesies

3.0 MAIN CONTENT

3.1 Meaning of Cooperative Society

Cooperative is a form of business voluntarily ownadjanised and upgraded by
members for their mutual benefits. Unlike Limitedalility Company, the
control is on their members and no individual iBwed to have controlling
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share. It is expected that most of the businesoperative should be carried
out with the member’'s patron, therefore, after pgyall costs, the profit or
surplus is returned to members in the form of paige refund. If cooperative
operate along such line, they obtain certain kihdssistance from government
and they are usually exempted from taxes. The pyiparpose of a cooperative
business is to give good service to its memberstaneturn any surplus or
profit arising from this operation to its owners.

3.2 Characteristics of Cooperative Societies

Vi.

Vil.

Open Membership: This principle implies that cooperative business
should be opened to all those who are interestkerelis no limit to the
size of its membership. It is usually opened tospaes with similar
interests who wish to join.

Democratic Control: This principle implies the concept of one man one
vote. Each member has one vote only and can staneldction into any
office. They have equal rights. All the membersetadart in any major
decision taking.

Limited Return on Capital: Cooperative societies exist primarily to
provide services to their members at the lowestipées cost; hence,
cooperators should not expect to make large retamsheir invested
capital.

Patronage Dividend:Profit made is shared to members according te thei
share contributions. This is meant to encouragelpewho are able to
contribute more in the society to do so.

Cash Transaction only: Members of the cooperatives are expected to
purchase or sell produce strictly on cash basis Mieans that no credit is
allowed.

Religious or Political Neutrality: This implies that membership of
cooperative society should be opened to all irrespe of religion,
political or ethnic differences. This principle denstrates the role of
cooperative as a unifying factor in the society.

Constant Education of Members:Members could be trained on simple
farm hygiene livestock management, new productahniques like yam
and fish farming. Cooperative education also hétpsnlighten members
on the important of cooperation.

3.3 Types of Cooperative Society

Producers Cooperative Society: Producers cooperatives or group
farming cooperatives are organised in order to kensimall farmers reap
the benefits of large scale farming, collectiveghase and use of heavy
machinery and other equipments. Through such sesjeimproved
farming methods can be practiced. Members of thiesy contribute
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Vi.

money in order to buy or hire equipment, machireamg raw materials at
reduced rates meant for the promotion of their petigle activities.
Consumers Cooperative SocietyThese are more concern with the sales
of manufactured goods to members at minimum cosimbkrs pool their
resources together in order to buy goods in budknfthe manufacturers.
They by-pass the middlemen in order to get theselg@t cheaper rates
and then distribute to their members.

Marketing Cooperative Society: The main objective of this society is to
arrange for the sale of members’ produce to engeunmembers to
produce crops of high quality and promote coopesasipirit among the
members. In addition, marketing cooperatives alsavige loans and
savings facilities to their members.

Thrift and Credit Cooperative Society: The aims of thrift and credit
cooperative society are the provision of savingditees and the granting
of loans to members. Credit limits are fixed fdrraémbers in relation to
their savings. The rate of interest charged ofdoaaries but are generally
low.

Multipurpose Cooperative Society:As the name implies, these types of
organisation discharge two or more functions. Mastltipurpose
cooperatives assist members to purchase farming &mol other essential
materials. They serve as village banks where mesnt&n keep savings
and obtain loans. They also serve as agents fordisibution of
fertilizers and improved seeds and seedlings. Som&éem combine
production with marketing and processing.

Other Types of Cooperative society: Other forms of cooperative
societies exist, they include: Agricultural Prodgegs Cooperatives,
Fishery Cooperative Society, Farmers Consumer Qatipe Society,
Service Cooperative Society, e.t.c.

3.4 Advantages of Cooperative Societies

Encouragement of Savings:Cooperative thrift and credit societies
encourage their members to save their money. Timgtibn is very
important in Nigerian rural areas where commerbahks are very few.
Left on their own, the individuals may not be atlesave enough money
for investment purpose.

Provision of Loans: Cooperatives can raise loans for agricultural
practices or other forms of production easily ahdoav interest rates.
Cooperatives can borrow money more easily in barwa tindividual
farmers. This is because they are in a better iposiio offer more
collateral than individual farmers.

Education and Training of Members: Cooperatives educate their
members in the area of production, distributionnstonption and
marketing of goods and services.
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Iv. They are Democratic in Nature:All members of the cooperative society
have equal right to vote and be voted for. Theyehagual right to say
how the society should be organised. In this wapgperative society
provides training in self-government and businesmagement for its
members.

v. They Prevent Price Fluctuation: The motive of forming cooperative
society is not to make profit but to protect thelfeue of their members.
They buy most of their products in bulk and selhtembers at low costs.
This results in low prices of goods.

vi. Avoidance of Cheating and Hoarding:Cooperative societies are known
for open service. The satisfaction of members & whimate goal of
cooperatives. Since their members are their imnediastomers, they
can not afford to cheat their members. Hoardingl$® avoided by the
society.

vii.  Increased Standard of Living: Through cooperatives societies, farmers
have access to loans to increase their productgaaity as well as to
purchase essential items for the family. Coopeegatizlso purchase some
manufactured goods and distributed same to memAkithese are aimed
at improving the living conditions of members.

viii.  Promote Unity Among Members: Members of cooperatives akaown
to each other. They meet regularly and take dewsowmllectively. This
personal interaction between members encouragesr-pgatsonal
relationship among them.

3.5 Disadvantages of Cooperative

I. Low Capital Base: This problem arises because of the poor background
of most rural farmers who form the bulk of theseistes. Another
problem is the unwillingness of members to payhertsubscriptions.

ii. Political Influence: Even though cooperatives are not supposed to be in
politics. Many of the societies have found theiryg/anto politics. Some
were forced to declare for a particular politicaty as against the wish of
some members thereby causing conflict and riftsragntbem.

lii.  llliteracy of Members: Most members of cooperative societies in Nigeria
are illiterates. The result is that most of themynh& ignorant of the
potential gains of cooperative. Apart from the gaiitliterate members
may not understand the working and principles eséhsocieties.

iv. Weak Management: Cooperative officers are drawn from among
members who are mainly farmers; they may lack adhtnative and
managerial competence to handle the businessestiigi

v. Possibility of Embezzlement:Reports of embezzlement of cooperative
fund is very rampant. Some cooperative officersnogmnto use societies’
money for their selfish benefits.

25



vi. High Rate of Loan Default: Occurrence of loan default is very common
among cooperative members. Loan default occursimitie societies as
well as the loan guaranteed by the societies floenbianks. Most loans
granted through cooperative societies are usuatlyowt much collateral
security. Most members usually enjoy the loan iy dew pay back the
money in full.

vii. Low Membership: Unlike Limited Liability Company, there is stilbw
membership of cooperatives in Nigeria. Even thotlgdre is no limit to
the number of shareholders, only few people joioperative business.
This problem is probably due to lack of proper ustending of the
principles and ideals of cooperatives.

SELF-ASSESSMENT EXERCISE
I. Distinguish cooperatives from other forms of imess organisation.
ii. Describe the steps you would take to form atmuurpose agricultural
cooperative society.

4.0 CONCLUSION

In this unit, we have discussed the meaning of emaipve society. We have also
discussed the characteristics of cooperativesdiséihguish it from other forms

of business. The various types of cooperative $esieavailable were also
discussed. The benefits derived from joining coapees were highlighted.

Finally, the problems associated with cooperativevements were equally
highlighted and discussed.

5.0 SUMMARY
In this unit, you have learnt that:

» Cooperatives are business organisations jointlyamisgd, funded and
operated for the mutual benefits of members.

» Some of the features of cooperatives that diststguti from other forms
of business organisations include: open membersi@mocratic control,
limited return on capital, dividend based on padga cash transaction
only, religion and political neutrality and educatiof members.

» Many types of cooperatives exist. They include:dBo®rs’ cooperatives,
consumers’ cooperatives, marketing cooperativesift ttand credit
cooperatives, multipurpose cooperatives.

» Some benefits of joining cooperatives include: emagement of savings,
provisions of loans, education and training of mersb cooperative is
democratic in nature, they prevent price fluctuagiothey avoid cheating
and hoarding of goods and improve the standartviofl of members.

» The major disadvantages discussed include: lowtadapase, political
influence, illiteracy of member, weak managemenmhbezzlement of
members’ fund, high rate of loan default and lowmhership.
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6.0 TUTOR-MARKED ASSIGNMENT
la. What is Cooperative?

b. List and discuss any five types of Agricultu@boperative known to
you.

2. Discuss any five benefits a farmer will enjoyorh joining a
cooperative Society.

b. Discuss any five problems facing Agriculturaldperatives in Nigeria.

7.0 REFERENCES/FURTHER READING
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MODULE 3 PRODUCTION PLANNING

Unit 1 Meaning of Production and Planning. TypéPmduction
and Planning
Unit 2 Why Planning is Necessary, Charasties of Good Production
Plan and Factor to be considered in Productionrittgn
Unit 3 Advantages of Production Planning, UseBlahning and

guiding principles of Planning.

Unit 1 Meaning of Production and Planning, Types D Production
and Planning

CONTENTS

1.0 Introduction

2.0 Objectives

3.0 Main content
3.1 Meaning of Production
3.2 Types of Production
3.3 Meaning of Production Planning
3.4 Types of Planning

4.0 Conclusion

5.0 Summary

6.0 Tutor-Marked Assignment

7.0 References/ Further Readings

1.0 INTRODUCTION

In the last module, we learnt about the forms yges$ of agricultural
management and organisations. We identified fopegyof business partnership,
Limited Liability Company and cooperative societieSor each of these
organisations, we explained the meaning, advantagesdisadvantages among
other things. This module deals with productionnpiag, meaning, types,
characteristics, advantages and uses of plannisgeasfied in respective units.

2.0 OBJECTIVES

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

list and explain the types of Production
define Production Planning

explain the types of Planning.

3.0 MAIN CONTENT
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3.1 Meaning of Production

Production is any activity that leads to the dowabf goods and services.
It is the act of creating goods and services ne¢aleadtisfy human wants; i.e. it
includes the creation of tangible goods as welkawices rendered to people
and paid for by them.

3.2 Types of Production

I.  Primary Production: This entails the harnessing or extraction of
products in their natural form; i.e. extractionrafv materials from land,
air and sea. Most production in agriculture andchifig is Primary
Production.

ii. Secondary Production: This deals with conversion of basic raw
materials into new products or their final formattlare acceptable to the
consumers. For example, processing of cassavayarto and maize into
cornflour.

iii.  Tertiary Production: This covers commercial and professional services.
It has to do with the provision of services thampéement the other two
categories of production.

3.3 Meaning of Production Planning: Any scheme of action prepared in
advances is a plan. Production planning in agucelis a process or technigue
for making plans about optimum choice and combamatiof production
enterprises. It is continuous effort on the parthaf producer to think about the
production programmes in advance and adjust theocordimg to the new
knowledge on technical developments, changes aegrinatural resources such
as rainfall and others.

3.4 Types of Planning
The production planning is a process for decidmghe present what to
do in the future about the best combination of srapd livestock to be raised
through rational use of available resources.
The planning can be classified into two parts.
I.  Annual or short-term Planning
ii. Long-term Planning
I.  The Short-term Planning implies one production qubrrequired for
growing crop. In general, one agricultural yeataisen into consideration.
Short term decisions are imperative as the farmes to bear its
consequences immediately. It therefore requireplém under noted
aspect like allocation of land under different @pfmbour use planning
and satisfying immediate credit needs of farmei$ @mangement for its
payment.
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Long-term Planning: Long-term refers to a periodrenthan one year.
Long-term investment plays crucial role in agriawdtl development;
hence, farmers should provide sufficient attenfarong-term planning.

In general, farmers require taking long-term decisiin the following
case. These include, land improvement, irrigatfarm houses, livestock
development and purchasing machineries

4.0 CONCLUSION

In this unit we have learnt about production plagnWe explained the

meaning and types of production. We have primaegordary and tertiary
production. We have also explained the meaningrofiyction planning and
types of planning which can be classified into sierm planning and long-term
planning.

5.0 SUMMARY

) ) )
0’0 0’0 0’0

In this unit, we have learnt that:

production is any activity that leads to creatidigoods and services

the types of production are primary, secondarytartthry

plan is any scheme of action prepared in advandgeoduction planning
Is a process or technique for making plans abotimoon choice and
combination of production enterprises.

Planning can be categorized into short-term plagrémd long-term
planning. In short-term planning, one farming year taken into
consideration while long-term planning is a penmndre than one year.
Farmers require taking long-term decisions in lamdprovement,
irrigation, farm houses, livestock development amuurchasing
machineries.

6.0 TUTOR-MARKED ASSIGNMENT

(1) a.

b.
2

Define Production.
List and explain the types of Production.
Explain Production Planning and the types of Rilag
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UNIT 2 WHY PLANNING IS NECESSARY, CHARACTERISTICS OF
GOOD PLAN AND FACTORS TO BE CONSIDERED IN PRODUCTIO N
PLANNING

CONTENT

1.0 Introduction

2.0 Objectives

3.0 Main Content
3.1 Why Planning is Necessary
3.2 Characteristics of Good Plan
3.3 Factors to be Considered in Production Plannin

4.0 Conclusion

5.0 Summary

6.0 Tutor-Marked Assignment

7.0 References/Further Reading

1.0 INTRODUCTION

In unit one, we explained the meaning and typespriduction. We also
explained production planning and types of plannifilgis unit is devoted to
necessity for planning, characteristics of gooch@ad factor to be considered
in planning.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
e (give reasons why planning is necessary
¢ outline the characteristics of good plan
¢ list and explain the factors to be considered anping.

3.0 MAIN CONTENT
3.1 Why Planning is Necessary
Planning is necessary for the following reasons:
I.  To look into the future and decide on suitable sewf action.
ii. To choose different farm activities which are suit® the given farm
conditions.
iii.  To select appropriate enterprise combinations rigsult in the better use
of resources.
iv. To help the farmers in timing various jobs and agiens for smooth
conduct of operations without competition.
v. To avoid wastages that occur in the use of ressurce
vi. To provide guidance and flexibility to the producdor ensuring better
use and growth of the farm.
vii.  To provide allocation of resources for producing taquisite products for
marketing and household consumption.
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3.2 Characteristics of Good Plan

Vi.

The main characteristics of good plan are asvallo

The farm should be large, as well as productiveughp so that it can
provide more profit to meet the financial needshef family.

The land use programme should provide the maximmoome. This

involves a good cropping pattern which will econsenthe labour and
capital.

The livestock system should be adjusted to the amsoand kind of feed
available in the market for livestock products &hidl and knowledge of
the farmer.

The family and hired human labour should be disteld properly to

secure more yields from crop and returns from toels

Enough power and machinery should be kept on th@ fa do work

timely and at least cost.

The production practices included in the plan stida¢ those which can
be financed without undue risk and which provideducts for the sale in
the seasons when the prices are favourable. Sucketimy agencies
should be selected which will provide maximum rasuof their produce.

3.3 Factors to be Considered in Production Planning

Inventory of resources: Inventory of resources should be taken at the
beginning and end of the year. It includes applaitkand, labour, capital
and management.

Land: The appraisal of the land will involve a deterntioa of quality
and quantity of the various types of solil. It wikcide the adaptability of
crops and possible yields. The location of landgation facilities as well
as fertility level are factors to be consideredinving at an estimate of
the value of land.

Labour: An examination of human and bullock programme Vedd to

a much effective organisation of the business.

Capital: This plays an important role in the farming bussdsincludes
building, livestock, implements and machines angold At the
beginning of the year, these capital items shoalcebaluated. After the
end of the year, the value of depreciation is degtudrom the initial
inventory value.

Management: This determines the success of the businessaltriental
process and occurs when a farmer (i) Observes aadres ideas (ii)
Analyses his observations and ideas (iii) makessa®t on the basis of
his analysis and.(iv) takes action on the basiki®flecisions and accepts
the responsibility and consequences of his de@sion
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4.0 CONCLUSION

In this unit, we have learnt about reasons whydpection planning is
necessary. We have also been able to identify tiaeacteristics of good plan
and explain factors to be considered in produgbiamning.

5.0 SUMMARY
In this unit, you have learnt that:
% planning is necessary for some various reasons sclkchoice of
appropriate enterprises combinations, avoiding agest in the use of
resources, allocation of resources, choice of iiffeactivities suited for
some conditions etc.

% good plan has various characteristics such as hkgegough power and
machinery, proper distribution of farming and hitagman labour, proper
adjustment of livestock system, land should bedagd productive, land
use programme should provide maximum income e.t.c.

+ certain factors should be considered in producfitamning. The factors
identified and explained are inventory of resouyrdard, labour, capital
and management.

6.0 TUTOR-MARKED ASSIGNMENT
1. List and explain the factors to be considered wdBction Planning.
2. Justify the need for Production Planning.
3. What are the main characteristics of a good plan?
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UNIT 3 ADVANTAGES OF PRODUCTION PLANNING, USES OF
PLANNING AND GUIDING PRINCIPLES OF PLANNING

CONTENT
1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 Advantages of Planning
3.2  Uses of Planning
3.3  Guiding Principles of Planning
3.4 Limitations of Planning
4.0 Conclusion
5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/Further Reading

1.0 INTRODUCTION

In unit two, we explained why planning is necessave also identified various
characteristics of good and explained factors toctesidered in production
planning. This unit deals with advantages of prdoidac planning, uses and
guiding principles of planning. It also discussesthtions of planning.

2.0 OBJECTIVES

At the end of this unit, you should be able to:
explain the advantages of Production Planning
state or highlight the uses of Farm Production iflam
highlight the guiding principles of Planning

discuss Limitations of Planning.

3.0 MAIN CONTENT
3.1 Advantages of Planning
Planning in Production has the following advansage

I. Increase in income: It has been observed that careful plans have
increased farmers income. Farmers’ income can treased because of
the possibility of making desirable changes inubke of resources.

ii. Proper Information: Planning demands that cultivator should collect
relevant information regarding various alternatimethods and practices
of production and marketing which might be useduhim in his business.

iii.  Viable Unit: Planning increases viability of the farm and sofmxed
resources are also developed. For example, wellirfggation, land
improvement, purchase of equipment can help thedes to develop a
viable farm unit.
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iv. Management of Credit Facilities: Planning helps farmers to meet his
credit needs. Cultivator can therefore arrangefedit in advance.

v. Timely Action: The farmer knows in advance the inputs to be @set.
He can therefore manage them well in time save cost

vi. Educational Process: A well formulated plan can improve the
managerial ability of the farmer with its attendhanefit.

3.2 Uses of Production Planning
[. It is helpful in determination of needed adjustnseials a yardstick for
agricultural credit. This will help give necessaysistance for agricultural
finance.
ii.  Proper planning can provide road to farmer’s séguri
li. It helps or improves basis for calculation of agitieral income of the
country at large.

3.3 Guiding Principles of Planning

I.  Farm Planning shows rational combination of farnsorteces for
enhanced production and output.

ii. Law of comparative advantages the net returns eetale of a particular
crop are determined by farm yield per hectare pricéne output and low
cost involved in its production. Therefore, higlelgi, high price and low
cost are all indications of comparative advantages.

iii. It shows the proper combination of farm enterprises regards
complementary relationship of enterprises.

3.4 Limitations of Planning

Production planning has some obvious limitationspite its usefulness.
Planning has been considered as time consumingaanekpensive device. It
encourages a false sense of security against riBksecasting methods,
statistical data supplied are in some cases notraiec and the results of
operations research cannot be applied to all cdegscome under production
planning.

Good plans should be based on actual recorded faartscularly given the data
on the availability and requirement of resourcese Tecords provide adequate
information for planning process. But it is unfarate that relevant records are
not given importance in many developing countries.

Though some records are maintained by farmers, these suffer from
inadequate and inaccurate data. The pertinent mabon in agriculture
particularly in respect of climate, water supplyarikets is not found in the
required form. The sources of data for diagnosespanning are also lacking.
As a result, planning is not effectively formulat@ad implemented.
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Therefore, relevant records derived from reseatatioss and efficient farms in
the locality should from the basis for scientifi@amning. Data from research
stations should be continuously used for the plagnrsince this may be more
reliable.

4.0 CONCLUSION

In this unit, you have learnt about advantageslarfiqung, uses of planning and
guiding principles of planning. We have also disask limitations of planning
especially in developing countries.

5.0 SUMMARY
In this unit, you have learnt that:

planning has some advantages in terms of increasacome, proper
information, viable unit, management of credit itiess, timely action and
educational process.

planning helps in the formulation and assessmentde¥elopment
projects, determination of needed adjustments fgnicaltural credit,

provision for farmers security and basis for adtimal income of a

country.

Planning has guiding principles as regards rati@aahbination of farm
resources for enhanced production, low of comparasidvantages and
proper combination of farm enterprises in terms complementary
relationship.

Planning has some limitations in the form time eonmg and expensive
device, inaccurate data and forecasting methodss Importance to
relevant farm records, which are inadequate couyiéid lack of sources
of data for diagnosis and planning.

6.0 TUTOR-MARKED ASSIGNMENT

1. Discuss the advantages of Production Planning.
2. (a) What are the uses of Planning?

(b) Highlight the guiding principles of Planning.

3. Discuss the limitations of Farm Production Plannimg developing

countries.
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MODULE 4 ECONOMICS OF AGRICULTURAL PROCESSING
AND MARKETING MANAGEMENT

Unit 1 The Concept of Processing, Contribution gf@Processing
and Constraints Relating to Agro Processing
Unit 2 Meaning of Marketing and Marketing ManageméZoncept

of Agricultural Marketing and Pre-requisites forfiEient
Agricultural Marketing

Unit 3 Functions of Agricultural Marketing andkations of an
Agricultural Marketing Manager

Unit 4 Problems of Agricultural Marketing and Stdun to the Problems

Unit 1 The Concept of Processing, Contribution ofAgro-Processing

and Constraints Relating to Agro-Processing

CONTENTS
1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 Concept of Processing
3.2 Contribution of Agro-Pessing
3.3 Constraints relating tgré-Processing
4.0 Conclusion
5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/Further Readings

1.0 INTRODUCTION

In the last module, you learnt about meaning ofipobion and planning, why
planning is necessary, and characteristics of gmmdiuction plan. We also
discussed the advantages of production plannireg arsd guiding principles of
planning. This module deals with economics of agtizal processing and
marketing management.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
e define Processing and Agro-Processing
¢ highlight constraints relating to Agro-Processing
e discuss contribution of Agro-Processing.

3.0 MAIN CONTENT

39



3.1 Concept of Processing

Processing is the conversion of farm produce intwentonsumable form. The

example of processing is conversion of wheat ifgar§, processing of cassava

into garri, preparation of butter ghee from milkjlimg of paddy into rice e.t.c.
Agro Processing: It generally entails changing phgsical from of a

commodity though its chemical composition mightoalse changed in the

process.

3.2 Contribution of Agro-Processing

Processing is important in the production and mntarge of perishable

agricultural products like fruits and vegetableonf® of these crops are
produced on a seasonal basis and without adequategsing and storage
facilities; their supplies during the off-seasorlwot be possible. Canning and
vegetable ensures that the can be obtained atimeyof the year and in good
form too.

Since processing tends to enhance the quality méwdtiral products, it creates
demand for such products. With increasing raterbanisation in the country,
the food requirement of the country has increagsederms of quantity and
changed in terms of quality.

Processing also helps to increase the efficiencymafketing agricultural
products. The removal of the non-consumable paftsa goroduct during
processing helps to reduce the bulk of the produmd thereby reduces
transportation costs.

Another important contribution of agro-processingwards increasing

agricultural food production in the country liesiig ability to stimulate growth

in the local agricultural production base. For amete, the establishment of
canning industries in Zaria and Ibadan has givessbto agricultural production

in these areas.

Agro-industries can also bring about the much nead&astructure including
roads, water, electricity supplies, schools andtheservices in rural areas in
addition to generating employment opportunities.isTimplies that agro-
industries have great potentials for stimulatingpwgh in any agricultural
production area in which they are established.

3.3 Constraints Relating to Agricultural Processing
The constraints are highlighted as follows:
I.  Inadequate and irregular supply of raw materials
ii. Poor quality of raw materials
li.  Inadequate pre-investment planning
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Iv. Lack of technological base for a successful takeobfagro-processing
industries

v. Inadequate physical infrastructure

vi. Lack of adequate research to support promotionafgssing.

SELF-ASSESSMENT EXERCISE
I.  Explain the concepts of Processing and Agro-Praogss
ii.  Highlight the Constraints relating to Agro-Processi

4.0 CONCLUSION

In this unit, you have been exposed to explainmeaning of processing
and agro-processing. The examples include conwversfowheat into flour,
processing of cassava into garri, hulling of paddy rice, processing of cocoa
into cocoa powders and chocolate e.t.c. we hawedissussed the contribution
of agro-processing in terms of its importance i pinoduction and marketing of
perishable crops, creation of demand for agricaltyroducts, efficiency in
marketing agricultural products and its ability gbmulate growth in the local
agricultural production base. Finally, we have hgjited the various constraints
to agricultural processing in Nigeria.

5.0 SUMMARY
In this unit you have learnt that:

% Processing is the conversion of farm produce inboenconsumable form.

% Agro-processing entails changing the physical f@fmfa commodity and
the possibility of changing its chemical compositia the process.

% Agro-processing contributes to the production amdketing of perishable
agricultural products, enhancing the quality of gmesducts, creating
demand for such products and stimulation of growthagricultural
production areas.

s Agro-processing is constrained by poor quality @wr materials,
inadequate supply of raw materials, inadequate ipalysnfrastructure,
inadequate investment planning among others.

6.0 TUTOR-MARKED ASSIGNMENT
I.  What are the contributions of agro-processing tgelan economy?
ii.  Explain the various constraints relating to agjtural processing in
Nigeria.
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UNIT 2 MEANING OF MARKETING AND MARKETING
MANAGEMENT: CONCEPT OF AGRICULTURAL
MARKETING AND PRE-REQUISITES FOR EFFICIENT
AGRICULTURAL MARKETING

CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content

3.1 Meaning of Marketing, Mating Management
3.2 Pre-Requisites for Effitt Agricultural Marketing
4.0 Conclusion

5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/Further Readings

1.0 INTRODUCTION

In the last unit, you learnt about agro-processoanstraints relating to
agro-processing and contribution of agro-processings unit deals with the
concepts of marketing, marketing management andgdigiral marketing. It
also deals with the pre-requisites for efficientiagtural marketing.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
¢ define marketing and marketing management
e explain the concept of agricultural marketing
¢ highlight the pre-requisites for efficient agriautil marketing.

3.0 MAIN CONTENT

3.1 Meaning of Marketing

It is the performance of all business activitiegoived in the flow of goods and
services from the point of initial agricultural piaction unit until they are in the
hands of the ultimate consumer. Marketing includiksctivities having to do
with effecting changes in the ownership and possessf goods and services.
Furthermore, it is that part of economics whichlslegith time and place and
possession-utilities, and that place of busineswigcthrough which human
wants are satisfied by the exchange of goods andces for some valuable
consideration.

Agricultural Marketing

In a simple language, agricultural marketing is @cpss by which the
producers and buyers of agricultural goods are ditbtogether. It is the study
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of all the activities, agencies and policies inwalvin the procurement of farm
inputs by the farmers and the movement of the atju@l products from the
farms to the consumers. Agricultural marketing eystis a link between the
farm and non-farm sectors of the economy. It inetudhe organisation of
agricultural raw materials. Supply to processingustries, the assessment of
demand for farm inputs and raw materials and thécyaelating to the
marketing of farm products and inputs.

Marketing Management

This includes a wide spectrum of decisions andviiets that are intended to
satisfy customer needs and wants profitably. Thik marketing process
identifies customer needs, develops products andces to meet these needs,
establishes promotional programmes and pricingcigsj and implements a
system of distribution to customers. It implies tthagricultural marketing
management is concerned with managing this prodésider (1988), gives a
wider definition of marketing management as the npilag, analysis,
iImplementation and control of programmes desigredring about desired
exchanges with a target audience for the purpogesonal or mutual gains. In
other words, marketing management implies the phepn analysis,
implementation and control of the marketing procesthin the individual
business firms.

3.2 Pre-requisites for Efficient Agricultural Marke ting

I. Storage facilities: The farmers are expected to have adequate storage
facilities. This is to enable farmers keep theodurce for the future with a
view to earning more profit.

li. Transportation Facilities: Farmers are expected to have cheap and
adequate transport facilities to be able to také gurplus to the towns or
urban centres instead of selling them at the \élliegel.

iii.  Adequate Information: Farmers should have adequate information of
the prevailing market conditions so that they may lme cheated. There
should be organised and related markets when theydiectly sell their
produce.

Ilv. Capacity to Hoard: Farmers should be able to wait for times when they
could get better prices of their produce. In a seti®ey may not dispose
of their surplus produce immediately after harvegthem.

v. Fewer Intermediaries: The number of intermediaries should be small so
that the profits of middlemen may be reduced. Timturn will increase
the returns of the farmers.

vi. Good Quality of Produce: Produce with good quality tends to enjoy a
universal market. The produce should be processaate and
unadulterated. In the processing of different comities more than one
operation are sometimes needed in order to have guality or produce.
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vii.  Staying Power: Producers or sellers must have staying powerderaio
command fair and better prices for their commoslitie

viii. Regulated Markets: A good number of regulated markets should be set
up in the country in order to be able to removel@igtive practices.

4.0 CONCLUSION

In this unit, you have been exposed to the meaafngparketing, agricultural
marketing and marketing management. In all circamsts, agricultural
marketing deals with all activities, agencies amaliges involved in the
procurement of farm inputs by the farmers and tlhb@eament of the agricultural
products from the farms to the consumers. We hseeleen able to explain the
pre-requisite for efficient agricultural marketing.

5.0 SUMMARY
In this unit you have learnt that:
I.  marketing includes all activities having to do watffiecting changes in the
ownership and possession of goods and services.
ii. agricultural marketing is a process by which thedpicers and buyers of
agricultural goods are bought together.
lii.  marketing management implies the planning, anglyismplementation
and control of the marketing process within thavrtbal business firms.
Iv. the farmers should have certain basic facilitiehave the advantage of
marketing of agricultural produce. These includerage facilities,
transportation facilities, adequate informationpaety to hoard, good
qguality of produce, staying power agricultural netikg societies and
regulated markets.

6.0 TUTOR-MARKED ASSIGNMENT
1) Explain the concepts of marketing, agricultural kesing and marketing
management.
2) List and explain the pre-requisite for efficientiagltural marketing.
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UNIT 3 FUNCTIONS OF AGRICULTURAL MARKETING AND
FUNCTIONS OF AN AGRICULTURAL MARKETING MANAGER

CONTENTS
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1.0 INTRODUCTION

In the last unit, you learnt about the conceptsnafketing, agricultural
marketing and marketing management. You also leabout prerequisite for
efficient agricultural marketing. This unit dealsthvfunctions of agricultural
marketing and functions of an agricultural markgtmanager.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
e define a marketing function
¢ list and explain the functions of agricultural metikg
¢ list and discuss the functions of an agriculturarketing manager.

3.0 MAIN CONTENT
3.1 FUNCTIONS OF AGRICULTURAL MARKETING

A Marketing Function may be defined as a major gdised activity performed
in accomplishing the market process.

I.  Assembling: This deals with collection of produce for salemarkets. It
is of two types. The first one is bringing togetloéismaller amounts of a
produce for greater convenience and economy inngyyransportation or
processing. The second type of assembling occutkerdistribution of
finished products. Wholesalers buy from many precesto have on hand
the commodities wanted by retailers to supply ®odbnsumers.

ii. Grading and Standardisation: Grading is the sorting out of the
commodities into different groups on the basis izk s variety, taste,
guality and colour. Such action may or may not oomf to established
standards. Grading and standardisation refer topgng in accordance
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with predetermined standards. However, it must batech that
standardization is slightly different from gradismce it fixes the grades
and does not allow them to very from season tocseasd year to year.

lii.  Processing: Agricultural commodities before reaching the canets
pass through one or more forms of processing.thasconversion of farm
produce into more consumable form, e.g. conversfamheat into flour.

iv.  Transportation: This entails physical movements of produce from th
place of production to the final consumer. All mganri transport namely
road, rail, air and water are used in moving tredpce from the place of
production to its ultimate destination. Many prosu@re transported
several times at various stages as they move tepsting centres and the
finished products are distributed.

v. Storage: It is the holding of produce from the time of pustion until
needed by the consumers. Agricultural productiorsaasonal but the
demand for products extends throughout the yeara§é¢ helps to spread
out the market supply.

vi. Financing: It is the provision of money and credit necessarycarry
products through the marketing channels. The farmants cash to
perform the various marketing services like tram&gimn, storing,
processing and payment of other marketing changegegyhing, loading
and unloading.

vii.  Distributing: It relates to dispersing, retailing and marketofigproduce.
The average consumer wants small quantities of nd#fgrent products.
Distribution bridges the gap between the wholesaderd a large number
of consumers. Distributing is therefore the disfer®f produce from the
wholesalers to the retail market from where thescomers receive the
commodities.

viii.  Packaging: It is the packing or covering the product in sucdes and
pattern as to be most marketable. Packaging haitbering objectives,
namely, to facilitate the handing of product, taluee the storage and
marketing cost, to prevent loss by deterioratiod aob and to make
products more attractive.

iX. Market Intelligence: This refers to the information services about the
markets. The farmers should have accurate, adeqaatk timely
information regarding the price of different comni@s. It is vital that
both buyer and seller possess adequate and upatd¢ardormation about
the market conditions when negotiating price.

3.2 Functions of an Agricultural Marketing Manager
The basic functions of a marketing manager are:
e Planning
e Coordination
e Motivation
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Monitoring and Control
Planning: It is the duty of the marketing manager to deteartime broad

strategy which will direct the operations of therksding firm and prepare
the basis and methods by which the operation ibetccarried out. It
therefore means t hat the marketing manager hate¢ale on how to

mobilise available human and material resourcesrder to achieve the

firm’s objectives.

Coordination: It involves balancing and keeping together the tehat

constitutes the workforce by ensuring that the gamsie performed with
the harmony among members of the workforce. Coatalin involves
getting things done through other people. A goodketing manager

must be able to resolve disagreements and conti@wc within the

system.

Motivation: The essence of this is to get members of the warkfpull

their weight effectively, give strong support ahéit unalloyed loyalty to
the group or team. Motivation implies the introdaot of some

inducements and incentives which will make the woskgive out their
best. Generally, each member of the workforce igeeted to play an
effective role in the job the group has undertakeperform, and thus the
manager by his action, can motivate and inspireMbwkers to put in their
best for the good of the firm.

Monitoring and Control: This is the process of monitoring the
performance of the marketing firm against set saashsl It is done by
taking measurements of outputs and inputs used emtithating the
efficiency of the business to ensure that it isgpessing according to
plan. Furthermore, it makes the necessary adjussmgumckly before
things get out of hand in order to achieve theobgtctives of the firm or
not to go too far from the objectives.

4.0 CONCLUSION

In this unit, you learnt about Marketing Functiomdafunctions of Agricultural
Marketing. You have also been exposed to the asations of an Agricultural
Marketing Manager in terms of planning, coordinationotivation, monitoring
and control.

5.0 SUMMARY

In this unit, you learnt that:

marketing function is a major specialised activiperformed in
accomplishing the market process.

the functions of agricultural marketing are: asskmgh grading and
standardisation, processing, transportation, s&rugancing, distributing
and packaging.
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lii. an agricultural marketing manager performs the ddsinctions of
planning, coordination, motivation, monitoring acwhtrol.

6.0 TUTOR-MARKED ASSIGNMENT
1) Outline and discuss the functions of Agriculturahiideting.
2) Explain the main functions performed by an Agriatdl Marketing
Manager.
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1.0 INTRODUCTION

In the last unit, we learnt about functions ofiagjtural marketing and
functions of an agricultural Marketing Manager. this unit, we discuss
problems of agricultural marketing and how to sdive problems.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
e outline and explain the problems of agriculturaklkesing
¢ highlight measures to solve the problems of agnical marketing

3.0 MAIN CONTENT
3.1 Problems of Agricultural Marketing

The major problems faced by the farmers in thegss of marketing their
produce are listed and discussed as follows:

I.  Lack of Organisation: Due to scattered production, lack of regional
specialisation and predominance of village salesetis no collective
organisation among the farmers. The farmers ardoggg@ by the
village agents, itinerant dealers and other midélem

ii. Forced Sale:Mostly, after harvesting, farmers are forced tib teethe
village buyers, at cheaper rates. These middlenesmerglly, advance
loan to the farmers for production of crops andlean of that they take
the produce from them at cheaper rates. Due ta teverty and
indebtedness, lack of staying power and the neednfoney, the
produce is sold soon after the harvest.

lii.  Excessive Supply of Produce just After harvestingDue to lack of
retailing capacity of the farmers there is abunédasapply of the
commodities soon after harvesting, which leads ¢odgwn. The
farmers get less amount of their produce.
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Vi.

Vil.

viil.

Xi.

A long Chain of Intermediaries: There is a long chain of the
middlemen in between producers and consumers.grbigp of people
functions at various stages on one hand and consuomethe other
hand.

Absence of Proper Grading and Standardization of Agcultural
Produce: Majority of farmers dispose of their produce witlhg@roper
grading. The produce is sold together in one IottHe absence of
certain standard grades the producers get theasgdmarket rate. The
un-graded of mixed quality has reduced the repnatf agricultural
produce in the market.

Lack of Efficient Transport: In Nigeria the means of transport are
inadequate and inefficient. The transportation arfvbsted crops from
field to threshing floor and produce from villagetbwn is very poor
and defective. The roads are poor and in rainy oseas becomes
difficult to transport the commodities from village the town.
Adulteration: Dirt or foreign matter, stones, non-food graind)eot
varieties of food grains and other matters are thixéh the produce.
Due to adulteration, the farmers get less amouttief produce.
Inadequate Storage and Warehousing Facilitiestn the villages the
farmers store their commodities in pits, bans ards.s These
indigenous methods of storage do not adequateleg@rehe produce
from dampness, weevils and spoilage. In the absehpeoper storage
and warehousing facilities, farmers are unabletéoestheir produce
for a longer period of time. Thus, they do not tet proper price for
their produce.

Lack of Financial Facilities: The farmers want money to perform
various marketing services. The farmers borrow midnem different
money lenders and agents at higher rate of intefdwt farmers are
forced to sell their produce at cheaper rates @sdHinancing agents.
The high rate of interest leads to a rise in thet ob marketing with the
ultimate result the producer’s share in consumsrieduced.
Multiplicity of Market Charges: The producers pay various
marketing charges in the marketing of produce. &hgdsmarges reduce
considerably the return to the producers from #ie ef their produce.
Lack of Market Intelligence: Absence of up-to-date information
about the markets is another defect. The farmeraadaget accurate
and timely information regarding prices of the prod. They mostly
depend on village about prices and charges foromarimarketing
services. Due to illiteracy of farmers they arehledo understand the
procurement and support price, wholesale and repaite as
announced by the government from time to time odioraand
published in newspapers etc.
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3.2 How to Solve the Problems of Agricultural Markeing

iii.
Vi.
Vil.

viil.

Xi.

To solve the problems, the following solutions preffered:

Improvement of transport facilities and communicatservices
Establishment of regulated markets with a view totgrt the farmers
from the malpractices of sellers and brokers.

Standardisation of weights and measures

Adoption of measures to secure improved quality ppbduce by
organisation amongst buyers and traders and ta @gainst adulteration.
Fixation of standards and grades of commodities

Promotion of cooperative sale societies and swtaisbanisations for
purpose of sale.

Holding of auction sales by the agricultural depmmts to ensure
increased price to activators who produce improxaaeties.

Carrying out of market surveys

Appointment of expert and highly experienced markgofficers

Building of storage facilities especially warehatisby cooperative
societies.

Provision of adequate financing in the rural areasssist the peasant
farmers who constitute the majority of farmers.

4.0 CONCLUSION

In this unit, you have learnt about the problemsagficultural marketing and
how to solve the inherent problems of agricultunadrketing. The existing
system of marketing is in many ways defective. Tdreners are generally not
paid due share of their produce. To solve the proablof agricultural marketing,
the various arms of government, institutions argharsations have crucial role
to play.

5.0 SUMMARY

In this unit, you have learnt that:

agricultural marketing and the farmers face a fqiroblems.

the problems are lack of organisation, lack of ot transport,
adulteration, lack of financial facilities, inadee storage and
warehousing facilities, low standard of weights andasures, lack of
market intelligence e.t.c

the solution to the problems of agricultural maikgtamong others are:
improvement of transport facilities, establishmehtagricultural market,
standardisation of weights and measures, carryingnarket surveys,
building of warehouses and provision of finance.

6.0 TUTOR-MARKED ASSIGNMENT

List and discuss the problems of Agricultural Mdnkg in Nigeria
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ii. In what ways can the problems of Agricultural Mdrkg be solved in
Nigeria?
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1.0 INTRODUCTION

In module 4, you were exposed to the concept ofgssing, contributions of
agro-processing and constraints relating to agoegssing. In unit 2, we
explained the meaning of marketing and marketinghagament. We also
highlighted the pre-requisites for efficient agtiaval marketing. In unit 3, we
discussed functions of Agricultural Marketing antflarketing Manager. Finally
in unit 4, we discussed problems of Agriculturalrikigting and solution to the
problems. This module is focused on discussingcatjural finance and farm
credit. The module is divided into four units.

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

¢ define agricultural finance
e explain macro and micro aspects of agriculturarice
e discuss the features of Agricultural Finance.

3.0 MAIN CONTENT
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3.1 Meaning of Agricultural Finance

Agricultural Finance, generally, means studyingaraming and analysing the
financial aspects pertaining to farm business, Wwhe&the core sector of the
economy. The financial aspects include money nstedating to production of

agricultural products and their disposal. When wea& of financial aspects in
agriculture, issues involved are capital required dgriculture, the necessary
funds that are raised and the pattern of utilisatibfunds so raised. Agricultural

finance can also be defined as a branch of agm@ileconomics, which deals
with the provisions, and management of bank sesvarel financial farm units

(Tendon and Dhonolyal: 1962).

3.2 Macro and Micro Aspects of Agricultural Finance

Agricultural finance is viewed both at macro anecnm levels. Macro
finance deals with the different sources of raisfngds for agriculture as a
whole in the economy and it is also concerned wih lending procedures,
rules, regulations, monitoring and controlling prdares of different agricultural
institutions. Macro finance deals with the aspeelating to total credit needs of
the agricultural sector, the terms and conditiomslem which the credit is
available and the method of using the total crddit the development of
agriculture. On the other hand, micro finance eferthe financial management
of the individual farm business.

3.3 Features of Agricultural Finance
In Nigeria, agricultural finance has some spefgatures which are listed

and discussed below:

I.  Risks in Agriculture: In agriculture sector, it is difficult to foresemsks
and uncertainties. A farmer has to face numberigks and uncertainties
as droughts, floods e.t.c. it may cause considerdadimage to the farmer.
Moreover, agricultural produce tends to deterioratsetorage due to lack
of proper storage facilities to hold back surplusew supply exceeds
demand. It leads to further difficulties. Thus, lw#o many uncertainties,
agriculture has always been a risky affair to bedhed by the commercial
banks and insurance companies.

ii.  Difficulties of Co-operation in Agriculture: in agricultural sector, there
IS a very little scope of co-operation. It is scéease; farmers are mostly
individualistic and are suspicious of co-operatimigh each other for a
common purpose. This creates difficulties to thenkxs in getting cheap
credit.

lii. Economic Lags in Agriculture: In agricultural production process, there
iIs a long interval between the reward and effopeeslly during the
period when costs are incurred. During the peri@inand for agricultural
produce may change upsetting the financial adjustsnef the farmers. In
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Vil.

this way, farmers have to bear another uncertaiitys becomes an
excuse for credit supplying agencies to refuseitcfedfarm operations.
Credit for Consumption Purpose: Nigerian farmers require credit not
only for production purposes but also for consumpfpurposes. In the
case of crop failure, small farmers need creditciwhihey spend on
consumption requirements. Moreover, Nigerian fasvae accustomed to
spend beyond their means on social and religiomstions. In addition to
all these, litigation is another important non-protive requirement for
funds.

Small Size of Farm:In Nigeria size of farms is very small in companso
to the amount of labour employed and the extenhefcapital invested.
Moreover, there is no control over the yield ane tyuality of the
produce. Thus, there is lack of security to bereflefor loans.

Lack of Proper Securities: The large farmers have their own resources
which enable them to raise funds from the creddtitutions. Small
farmers find it extremely difficult to raise creddr their needs. It is due
to the reason that small farmers neither posseggepsecurities to pledge
against loans, not they have adequate repayingitgpAs a result, small
farmers are forced to go to the money lenders.

Complex of Many Industries: Agriculture is an industries complex of
varying types of production and marketing. The sifeholdings and
forms of land tenure differ from one area to anthHrese differences
create different types of complex relations betw#ss farmers which
makes financing of agricultural sector relativeifficult.

4.0 CONCLUSION

In this unit, we have been able to define and arpthe meaning of

agricultural finance. We have also been able tdagxpmacro and micro aspects
of agricultural finance. Finally, we have listeddagiscussed special features of
agricultural finance in our country.

5.0 SUMMARY
In this unit, we have learnt that:

Agricultural finance is a branch of agriculturaloeomics which deals
with the provision and management of bank serviaed financial
resources related to individual farm units.

Micro finance deals with the financial managemerhe individual farm
business, while macro finance deals with the aspetating to total credit
needs of the agricultural sector, the terms andlitions under which the
credit is available and the method of using theltatredit for the
development of agriculture.

Agricultural finance has special features such iaksrin agriculture,
economic lags in agriculture, small size of farmifficulties of
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cooperation, credit for consumption purpose, lalcgroper securities and
complex of many industries.

6.0 TUTOR-MARKED ASSIGNMENT
I.  What is Agricultural Finance?
ii.  What is the difference between Micro and Macro atpef Agricultural
Finance
lii.  Outline and discuss special features of Agricultiraance in Nigeria.
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1.0 INTRODUCTION

In the last unit, you learnt about the meaning gfiéultural Finance and the
concepts of micro and macro aspects of agricultimahce. We also discussed
the features of agricultural finance in Nigeria.isThnit deals with problems of
agricultural finance and suggestions to improvecagfural finance.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
e Discuss the problems of Agricultural Finance
e Discuss suggestions to improve Agricultural Finance

3.0 MAIN CONTENT

3.1 Problems of Agricultural Finance

In Nigeria, governments have been making effort;m¢oease the flow of credit
in the agricultural sector. However, there are aierproblems of agriculture
credit that need to be discussed. The problemsthaeefore highlighted as
follows:

I.  Complicated Procedures of Loanslt has been observed that number of
formalities is to be completed to avail credit fliels. Majority of farmers
are illiterate and are unable to furnish requigifermational. Therefore,
farmers prefer to borrow from money lenders and pagher rate of
interest. Moreover, there is large time gap betws@nmission of loan
application and sanction of loans.

ii. Wastage of Time and Man Power: Most of the financial institutions
like commercial Banks, State Cooperative Backset. gituated in cities.
Farmers have to visit the bank offices for a numbketimes to fulfill
many formalities leading to the sanction of loafisus, results in wastage
of time and main power.
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Vil.

viii.

Lack of Co-ordination: Another problem of agricultural finance is that
the co-operatives and commercial banks lack ofrdmation in respect
of credit planning. This results in overlappingcasnmercial banks credit
flows to those areas where due credit structusgrang and areas of low
credit availability remain deprived. Therefore, pigyi of funds has been
greatly responsible for low production agricultutbus, poverty of the
cultivators.

Improper utilisation of Loans: It has been observed that there is a gap
between disbursement and requirement in the faktoiseThe situation
becomes more pitiable when the granted loans aneg benproperly
utilised by the farmers. In other words, the loares used for unproductive
purposes in rural areas of the country.

Inefficient Administration: Still another problem faced is that co-
operatives and commercial banks are managed byficieet and
incapable persons. These organisations possessqumacies which are
difficult to handle easily. Obviously, they do nwork for the betterment
of farming community. Rather, they are keen onrthersonal benefits.
Mounting over dues: The stagnation of agriculture has caused mounting
over dues. The efforts to wipe off loans in somagaf the country can
be seriously viewed. In fact, it has set an undéar precedent and will
hamper the development of agricultural sector tarfl

No Provision of Consumption LoansDue to the seasonal nature of farm
income, peasants need credit both for productiorpgee of durable
consumption goods but this facility is limited tdoan areas. Therefore,
farmers are compelled to borrow from money lendersconsumption
needs who suck their blood by using malpractices.

Low Rate of Share in DevelopmentSince there is low productivity in
agriculture, so it has led to a low share in theneenic development. This
iIs due to non adoption of latest technology. Thiglence shows that
commercial banks still prefer industry and tradetlaes safest field to
invest rather the agricultural sector. Moreovergéaamount of the total
credit facilities are pocketed by rich farmers,vieg poor cultivators at
the mercy of unscrupulous money lenders. The satterp is common in
loan disbursement of co-operatives as they are geahhy the well to do
farmers.

Lack of Savings: There is lack of rural savings in the country. \tévar
rural savings exist fall short of rural needs ahdttis why there is a
greater need for outside finance in the rural acdabe country. What is
needed is not the mobilisation of rural savings that efforts to make
rural savings possible.

Predominance of Private Agencies:in Nigeria, there exist the private
agencies. There is an urgent need for the subatitaff private agencies
as we have been able to do | n the sphere of indu§hance in the

60



country. Institutional credit may be private or etlise, but the
continuance of professional money lenders as thjerrsaurce of finance
to cultivators can not solve the problem of rurnabhce “where larger
production is the aim, the money lender’s credibliwiously unsuitable.
The alternative is institutional credit, private atherwise but his tends
more than ever to confine itself to the bigger igators if it is not
channeled through some form of co-operative asBooiaof the
borrowers.

3.2 Suggestions to Improve Agricultural Finance

The need to increase institutional credit —flovagricultural sector and to

modernise it cannot be over emphasized. To this sathe suggestions are
made to improve the agricultural finance.

Vi.

Repayment of Loans:In this case, government should take strong and
meaningful measures to ensure appropriate repayrfaamilities and
provide necessary assistance to institutional tradencies for loans
recovery. It is expected that this will increasanocapacity of credit
institutions to supply more loans to the farmers.

Reduction in Regional Imbalance:To reduce differences in the various
parts of the country, new bank branches shouldpesmed in rural areas;
banks should be directed to provide loan to onhalsrand marginal
farmers at cheaper rate of interest.

Provision of Consumption Loans:To check the exploitation made by
money lenders, cooperatives and commercial banksldgltome forward
to extend the facility of consumption loans to fyraople. Once they are
free from the exploitative tendencies of money &sdthey will think to
sell their produce at market price; hence it wéllghto raise their farm
income.

Co-ordination of Credit Agencies: In this case, sincere efforts should be
made to coordinate the functioning of various tasibns of cooperative
societies and commercial banks. These agenciesco@plement each
other to meet the requirements of rural agricultl@@mmunity. This
process will certainly lead farmers to adopt motkei@nd modern farm
technology.

Proper Utilisation of Loans: This can lead to enhance crop productivity.
To ensure proper utilisation of loans by the fasnar cultivators, special
cell should be created in all credit institutiofifiey should keep close
watch to ensure that the loans are being utilisedhfe purpose for which
such loans are granted.

Suitable Representation: Proper representation to small and marginal
farmers in the management of cooperative instituial give the feeling

of responsibility. In this case, they themselvesciwdhe interests of their
community for the purpose of granting loans.
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4.0 CONCLUSION
In this unit, we have been able to discuss problefragricultural finance.
We have also listed and discussed suggestionspimwua agricultural finance.

5.0 SUMMARY
In this unit, we have learnt that:

I.  there are certain problems of agricultural finamspite of various efforts
taken by the government to raise the flow of credithe agricultural
sector of the economy. The problems among othees lack of
coordination, limited coverage, complicated loamscpdures, improper
utilisation of loans, inefficient administration,adk of saving,
predominance of private agencies and wastage efdim manpower.

ii. there is need to increase institutional credit flovagricultural sector and
to modernise it. To this end, few suggestions Hzen made to improve
agricultural finance. They include reduction in icewl imbalances,
provision of facility of consumption loan, repaymemf loans,
coordination among credit agencies, proper utibsatof loans and
suitable representation.

6.0 TUTOR-MARKED ASSIGNMENT
I.  List and discuss the problems of Agricultural Fioaumn Nigeria.
ii.  In what ways can Agricultural Finance be improvedNigeria?

7.0 REFERENCES/FURTHER READING

Abbot, J.C. & Makeham, J.P. (197®gricultural Economics and Marketing in
the Tropics. Longman: London.

Adegeye, A.J. & Dittoh, J.S. (1985Essentials of Agricultural Economics.
Ibadan: Impact Publishers Nig. Ltd.

Beneke, R.R. (1955)Managing the Farms. New-York: John Wiley and
Co.Inc.

Nelson, A.Get al. (1973).Agricultural Finance. lowa State University Press.

Panda, S.C. (2011)Farm Management and Agricultural Marketing. New
Delhi, India: Kalyami Publishers.

Subba, Reddy, S., Roghu, Ram, P.,(199@yricultural Finance and
Management. New-Delhi, India PVt. Ltd.

62



Subba, Reddy, .S., Roghu, Ram, P., Sastry, NedakkdrV. & Bhavani. D.I.
(2009).Agricultural Economics. New-Delhi, Oxford and IBH Publishing Co.
PVT. LTD.

63



UNIT 3 MEANING, CLASSIFICATION AND CHARACTERISTICS OF
AGRICULTURAL CREDIT

CONTENTS
1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 Meaning of Credit
3.2 Classification of Agricultur@ledit
3.3 Characteristics of AgricuéilCredit
4.0 Conclusion
5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/Further Readings

1.0 INTRODUCTION

In the last unit, you learnt about problems of Agtiural Finance and
suggestions to improve agricultural finance. Thist Wleals with meaning of
credit, classification of agricultural credit andhacacteristics of agricultural
credit.

2.0 OBJECTIVES

At the end of this unit, you should be able to:
e define or explain credit
e discuss the characteristics of agricultural credit
¢ highlight the classification of agricultural credit

3.0 MAIN CONTENT
3.1 Meaning of Credit
The word credit is derived from the Latin word &dp” meaning “I
believed” “or” | have confidence in”. In economidbe term credit implies
the postponement of payment. It is certain amodinthoney provided for
certain purpose on certain conditions with someredt which should be
repaid sooner or later.

3.2 Characteristics of Agricultural Credit
The characteristics are given below:

I.  Agriculture, instead of a single homogenous indugran industrial
complex of many different types of production andrking. The size
of holdings forms of land tenure and methods ofdpobion differ a
good deal from country to country. These differengive rise to many
different kinds of complex relations between farsnen the one hand
and middlemen, manufactures and consumers on ther.of his
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Vi.

complex nature of agriculture makes the financihg elatively more
difficult than the financing of industry and trade.

There is little scope of combination in agriculturelustry because
farmers are mostly individualistic and extremelys@aious of
combining with each other for a common purpose. fideire of farm
economy develops social characteristics and habitsind that raise a
barrier to corporate effort. The absence of contimnain agriculture
makes it difficult for the farmer to obtain cheapdit.

Uncertainty in agriculture- which is present thrbagt the productive
process, also affects the capacity of the farmebtain credit. Natural
forces such as flood or drought may cause unexgéeteconsiderable
losses to the agriculturists. Further, most of ageicultural products
tend to perish in storage and the difficulties ofdmng back surplus
when supply exceeds demand, are very great. Akethpeculiar
characteristics of agriculture marketing it highlycertain makes
credit agencies unwilling to lend money to agricufit except at very
high rate of interest.

The productive process in agriculture is such timere is a long
interval between the reward and effort. During timgerval, the
demand for agricultural product may change upsgtive calculations
of the farmer. This introduces another uncertaiatyd another
important reason for the credit supplying agentiesefuse credit to
farm operator.

While an industrialist or businessman is able tod® against stock of
goods, machinery e.t.c which can be easily congleinéo cash, the
farmer has only his land as security against as,|dut land is not an
asset which can be easily and quickly converted daish. If farmers
are prepared to borrow against their marketablplssirof food grains
or raw materials, it should be easy for them tgsadunds but this is
generally not the case because farmers need fuaddinance
production and not marketing. The absence of ailbdgecurity
except land and the tendency to borrow for productather than for
marketing, are two important reasons which prevéanding
institutions particularly commercial banks fromdemg to the farmers.
Finally, farmers, particularly the small farmersdecredit not only for
production purposes but also for consumption resoénts. In the
periods of crop failure, most of the credit obtainey farmers of
limited means is spent on providing consumptiorun@mments to them
and their families. Moreover, traditionally the rars of under-
developed countries are accustomed to spend bey@mdmeans on
social and religious functions e.t.c. litigationaisother important non-
productive requirement for funds.
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3.3 Classification on Agricultural Credit
A brief explanation on this classification is giviealow:
1) Period —wise Classification
I.  Short term credit: It is given to meet current farm expenses such as
purchase of seed, manure and fertilizers, paymemiages to hired
human labour.
ii. Medium term credit: it is given to purchase livestock and farm
machineries etc.
iii. Long term credit: It is given for purpose of land, construction of
farm buildings, purchase of tractor and installatd tube wells.
2) Purpose-wise Classification
I.  Directly Productive: It includes money spent on cultivation, the purehas
of cattle and machines etc.
ii. Indirectly Productive: Money spent on payment of land revenue,
repayment of old debts, and education is indirguttyductive.
lii.  Unproductive: Money spent on litigation and social and religious
ceremonies will come under unproductive credit.
3) Security-wise Classification
I.  Personal Security: The credit which is given on the basis of secunity
other persons is called personal security credit.
ii. Land Security: Under this, credit is given on the basis of laadusity.
lii.  Chattel Security: The credit which is given on the society of capsiach
as livestock, crops e.t.c is called chattel seguntdit.
iv.  Collateral Credit; it is given on the basis of shares, bonds, insigan
policy, etc.
4) Creditor-wise Classification
I.  Private Credit: Credit obtained from private agencies such as money
lenders, traders, commission agents, relativessetalled private credit.
ii. Institutional Credit: Credit obtained from government, cooperatives, or
banks is called Institutional credit.

4.0 CONCLUSION

In this unit, we have been able to define credduYave also been exposed to
the characteristics of Agricultural Credit and slfisation of agricultural credit.
Farm finance is concerned with the acquisition ar@hagement of capital for
construction of buildings, purchase of livestoakplements and machineries,
seeds, fertilizers and insecticides. To this enfferént types of credit are
required.

5.0 SUMMARY
In this unit, you have learnt that:
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I.  Credit or loans are certain amount of money pravifite certain purpose
on certain conditions with some interest, whichudtidoe repaid at certain
period of time.

ii.  Agricultural Credit may be classified period-wigeirpose-wise, security-
wise and creditor-wise. Or it can be based on mepbme, security and
liquidity.

6.0 TUTOR-MARKED ASSIGNMENT

I.  Define credit or loan

ii.  Explain the various characteristics of agricultumadit
iii.  List and explain the classification of agricultucaédit
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1.0 INTRODUCTION

In the last unit, you learnt about meaning of drediharacteristics and
classification of Agricultural Credit. This unit dls with criteria and requisites
for agricultural credit, Sources of Agriculturaleciit and collateral Security for

loans.

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

highlight criteria for agricultural credit

state the requisites of good credit system

identify various sources of agricultural credit.

explain collateral security and list propertiesttitan be accepted as
collateral security by institutional lending agesxi

3.0 MAIN CONTENT
3.1 Criteria for Agricultural Credit

The various criteria of a suitable type of cradibe set down are:

to be granted for a sufficiently long period, cormsgrate with the length
of the operation.

to be granted at a low rate of interest.

to be adequately secured, in order, more partiyularavoid any abuse of
credit facilities, but the security should not resaily be material, rather
it should be in the form of personal credit securedinly by the
borrower’'s moral standing and farming ability.

to be placed in the hands of institutions, the adoes or managers of
which have received special training and have atiaaking experience.
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v. there should be possibility of extension of tharteaf credit in the event
of crop failure.
vi. should be made locally available without delay
vii. the agency engaged for the purpose should be alfiledt out facts about
the borrowers readily.

3.2 Requisites for good Credit System

The requisites for good credit system as giveneagiéhal Seminar for Asia on

“Agricultural Credit for small Farmers” held in Bgkok, in October, 1974

were:

I.  All credit needs (short, medium and long-term) lnd farmers should be
met.

ii. Credit should be made available as near to his dismps as possible and
when needed by all farmers.

iii. It should generate savings and accelerate econgnowveth at the socially
desired rate.

iv.  The credit policy should reflect a compromise betwéhe often diverse
plan objectives and differing group interest; itke farmer, the credit
institution and the government.

v. The government should be encouraged to adopt nedmadogies without
which sufficient capital cannot be generated t@yepans.

vi.  Supply and other services too should be made daita him

vii.  The lending agency had to ensure that lending machiis matched by a
recovery machinery

viii.  An efficient finance system would not confine iteas of operation to a
particular system, which may include crop loangedtock loans, agro-
industry loans e.t.c.

iX. The credit agency should be in a position to imkriwith marketing
agencies to ensure the full recovery of loans.

X. Itis necessary that the rate of interest chargewsh the farmer should be
relatively low.

3.3 Sources of Agricultural Credit
The various sources of agricultural credit are:
I.  Government Government gives loans to the cultivators forduation of
crops, land improvement and distress relief etc.
ii. Relatives In most cases, loans are given to farmers fremtefest and
such is considered as a loan from relatives
lii.  Agricultural Moneylenders: These are those whose main occupation is
agricultural but involved in money lending activityhich is of minor
importance.
iv. Professional Moneylenders Those who earn substantial part of their
income from money lending activity are professiomainey lenders.
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v. Traders: These are the individuals who are involved inlitng and loans.

vi. Institutional Credit Agencies: These include borrowings from
cooperatives, commercial banks, and other schechdeits. Borrowing
from these agencies can be short term credit argttierm credit.

3.4 Collateral Security for Loans

It is the property that is pledged to secure a.ldd® movable properties of the
individuals are offered. Examples are bonds, stogkd shares; warehouse
receipts, jewellery, machinery, a life policy, chparon fixed asset, personal
security/guarantee- in which case borrower himstalfids as the guarantor.

4.0 CONCLUSION

In this unit, we have been able to highlight the#ecia for agricultural credit,
explain the requisites for agricultural credit amkntify various sources of
agricultural credit. We have also been able tondefecurity for loans and
outline properties that can be accepted as callesecurity.

5.0 SUMMARY
In this unit, you have learnt that:

I.  Requisites for good credit system include low iestrrate; lending
machinery is matched by a recovery machinery, mgetil credit needs
of the farmers, generate savings to accelerateoauongrowth, adoption
of new technologies, credit agencies to interlinkhwnarketing agencies,
supply and other services made available to thedes, finance system
would not confine its areas of operation to a paldr system.

ii. The sources of agricultural credit are governmegigtives, agricultural
money lenders, professional money lenders, traaetdnstitutional credit
agencies.

lii.  Collateral Security is the property that is pledgederve as loans- e.qg.
bonds, shares, machinery, landed property etc.

6.0 TUTOR-MARKED ASSIGNMENT
I.  What are the criteria for agricultural credit?
ii. State clearly, the requisites for good credit syste
iii.  Outline and explain the various sources of agnicaltfinance.
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1.0 INTRODUCTION

In the last module, we learnt about meaning antuifea of agricultural finance,
problems of agricultural finance, agricultural ateand its classification. We

also learnt about sources, criteria and requisitgsagricultural credit and

collateral security for loans. This module is dexbto farm records accounting
and inventory and unit one deals with the meanirfgron record and account.

2.0 OBJECTIVES

At the end of this unit, you should be able to:
e define farm record and account
e give reasons for keeping farm records and accounts
e explain the various types of farm records and actou

3.0 MAIN CONTENT
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3.1 Meaning of Farm Records

Farm records are the written records or documehtactvities on the farm.
Records of farm activities are kept on daily bagisom the daily records, the
weekly summaries are prepared and the weekly suynpravides information
for the monthly and subsequently yearly summari@B. daily activities
including performance of crops and livestock, syonpd of diseases observed,
farm operations, and other happenings must be dedormpromptly and
accurately in the farm record book.

3.2 Meaning of Farm Accounts

Farm accounts are the financial records of whafdahmer spends or receives on
the farm. The systematic way of recording finanbiasiness transaction is what
is normally referred to as farm accounting.

Farm account is usually designed to show two m@jancial statements. First
is the capital position or net worth of the farne. ibalance sheet. Secondly, the
income and expenditure- i.e. profit or loss in fdwen business.

3.3 The Importance of Keeping Farm Records and Acamts

1. Calculation of Profit Margin: Farm records and accounts involve
keeping of all the expenses incurred on the farcththa records of all the
income in the operations of the farm. If the tatelome is more than the
total expenditure on the farm, the result is prafd if the reverse is the
case it results into losses.

2. Progress Report: Some of the important records kept on the farm are
profit and loss, crop yield and livestock performas Since the records
are kept on yearly basis, the farmers can easiiypese the progress
made on yearly basis. Through these records, farc@n determine if
there is increase in this farm size, livestock gapan, crop yield, e.t.c.
over the years. This will enable him determine phegress he has made
over the years.

3. Easy Access to Credit Facilities:One of the major problems facing
credit institutions in Nigeria is to determine tepropriate credit suitable
to each farmer. Proper records of farm accounteiliithinate this problem
as the record will show the level at which the farms operating.
Granting appropriate credit will also reduce theolpem of credit
diversion by farmers.

4. Determination of Appropriate tax: farmers supposed to pay taxes based
on the profit realised on their farms. If recordsd aaccounts are not
properly kept, government will decide to fix any @amt which may lead
to either over-tax or under-tax payment.

5. Determination of Insurance Premium: With the establishment of
National Agricultural Insurance Company, it is nocampulsory for any
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farmer taking agricultural loan to produce insumover for his farm
business. Just like the taxation of farm busingssyrance premium paid
by farmer is also based on the volume of farm mssnThe amount of
crop of livestock insurance to be paid is deterwhifftem the farm records
and accounts kept by farmers. When records areamatlable, the
insurance company can decide to fix any amount sleegesired.

Guide in Decision Making: A good farm records and accounts will guide
farmers in decision making process. A comprehensasord of farm
activities will bring out clearly the area of we&sses and strong points in
farm management. A good farm records and accouikssiow which
enterprises is making progress and which one tadibearded. On the
basis of resources allocation, farm records andwadccan reveal the
level of fertilizer used on the farm or the ratefeéd consumption by the
livestock. This can lead to a decision on whethaetluce or increase the
level of resources used on the farm.

For Planning and Budgeting Purposesfarm records and account kept
for many years will provide both the farmers andegmment information
for planning purposes. Based on the past records amtounts both
farmers and government can prepare accurate bedgetate for the next
farming season. Past records and accounts will stlearly the amount
spent on the various farm operations and the ressuequired from these
records, the expected revenue can be projectgudoning purposes.

3.4 Type of Farm Records and Accounts

There are many ways of presenting farm records amwbunts. The method
adopted depends on individuals and the type ofnlegsi organisation involved.
Generally, there are four different groups of falenords and accounts that are
used by most farmers. These include:

Production records

Income and expenditure records
Inventory records, and
Miscellaneous records

Production Records: Productionrecords are the records of physical
activities on the farm. In crop production, allfaloperations involving
inputs and outputs from land clearing to the hamgsstage are recorded
under the production records. Similarly in livestoproduction, all
operations from the introduction of the new bregd ta maturity are
recorded here. Production records may be preseuntettr different
classes depending on the type of farm enterprisetlaa choice of farm
manager. In crop production we may have separateds for hectares of
land under various crops; chemical used in vargyaps, family and hired
labour used, crop yields etc., for livestock prdadug we identify such
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b)

d)

classes as quantities of feeds consumed by theugatypes of livestock,
record of medical treatment, the weight gains & tarious livestock,
number of eggs collected, amounts of milk produsedanimal, number
of piglets furrowed per sow, etc., all these resofall into production
record.

Income and Expenditure Records:All the money values of input under
production records are recorded as expendituredsc&imilarly, all the
money values of output under production recordsrecerded as income
records. Therefore, records, all purchases and svpga&l on labour are
recorded as expenditure while all the sales madd@farm are recorded
under income. Income and expenditure provides twhengary of financial
transactions under the production record. Incone: expenditure could
be prepared for each enterprise on the farm wthke ihcome and
expenditure for the entire farm is prepared fromltidividual enterprises.
Inventory Records: Inventory records involved taking stock of all @ss
and liabilities on the farm at a specific datestack taking, all the assets
and liabilities are physically counted and value that the financial
position or net worth of the farm can be seen at pgarticular point. In
additions, the record will reveal all the unuseguits and unsold farm
outputs at the point in inventory records involwe tmajor steps. The first
step involves the physical count of the assets lafllities. Physical
counts involve mere listing the assets and liagdiof the farm. Examples
of such list include the total size of the farme ttrops grown and the
number of stands or hectare devoted to each crololifgs and the use of
such buildings, fences and dams. Other assetsdlidd be listed include:
Machinery and equipment such as tractors and thaplements,
cutlasses, hoes etc., supplies such as ropes,schantilizers, seeds,
medicines etc., are also listed. A physical couhtlieestock should
include the type and class of livestock, the agg,as well as the number
and weight of the animals.

The second step in inventory record is the valuatd the assets and
liabilities already listed. We have already dis@dsshe various methods
of valuing farm assets in Unit 3 of Module 2. Suclethod include-
valuation at cost or using the actual cost priedyation at cost or market
price which ever is lower, valuation at currentiagl price and valuation
by reproductive value or replacement cost.

Miscellaneous Records: Any important record which cannot be placed
under production or income and expenditure andntorg records are put
together under miscellaneous records. Some peadlred to it as
special records while others call it supplementagords. Some of the
important records under this category include fieatie of occupancy of
the land, the soil map, farm layout as well as otlegal documents
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pertaining to the farm like the business registratitax payment,
insurance etc.; these documents are necessarfigantooth running of
the farm business. At time, government and othézvamt agencies
demand for some of these documents before anyefuimtprovement or
assistance can be allowed on the farm.

SELF-ASSESSMENT EXERCISE
1. List twenty (20) inventory assets that can be foumihrm business.
2. Name a farm enterprise and prepare production degioorthe enterprise.

4.0 CONCLUSION

In this unit, you have learnt about the meaninfpai records and accounts, the
importance of keeping farm records and accountst@dypes of records and

accounts kept in farm business. The conclusiondaatbe drawn from this unit

is that no farm business can progress without progmords and accounts of its
operations.

5.0 SUMMARY
In this unit, you have learnt about the following:
I.  Farm records are the records of physical activiireshe farm
ii. Farm accounts are the records of financial trarmasbn the farm.
lii.  Some of the advantages of keeping farm recordsecounts include:
e for the calculation of profit margin
to produce progress report
easy access to credit facilities
determination of appropriate tax
determination of appropriate insurance premium
guide in decision making and
for planning and budgeting purposes.

6.0 TUTOR-MARKED ASSIGNMENT
la. Explain the term farm records and accounts.
b. List and discuss the importance of farm résoand accounts in farm
enterprises.
2. Enumerate the classes of farm records and atxoand write
explanatory note on any two of them.
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1.0 INTRODUCTION
In unit one of this module we discussed the corzceptarm record and account.
Under the concept, we explained the meaning of feaooerd and account. We
further listed and explained the importance of kegparm record and account.
Finally, the four major types of farm records ardaunts were explained in this
unit, efforts will be made to design farm record=l aaccounts for crops and
livestock enterprises. We will also identify therrfarecord and accounts for
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crops and livestock enterprises. We will also idgrihe principles behind farm
records and accounts.

2.0 OBJECTIVES

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

design farm records and accounts for a namedeamtgrprise
design farm records and accounts for a poultry éarm
design farm records and accounts for other ensspri

state the basic principles of farm records and @aiso

3.0 MAIN CONTENT
3.1 Sample of Farm Record and Account for Crop Enterise
Introduction
The design of farm records and accounts combireegeitords of production and
income and expenditure on the farm. The naturdefdiesign will depend on a
number of factors, which among others include:

e the type of crop enterprise

e type of livestock enterprise

e interest of the farmers or farm managers.

Generally, any design adopted should be simplegiggeand comprehensive
enough to accommodate all necessary informatiorutaliee enterprise. A
typical farm record and account is normally presdnin columns as shown
below:

Column i Column ii Column iii Column iv Column v

Some of the essential records in a crop enterprcdede:
+ Cropping record

Machinery and equipment used record

Labour record

Chemical input used record

Crop harvest record

Crop sales record

) )
* 0’0 0’0 L)

)

*%

) )
0’0 0’0

3.1.1 Cropping Record

Some of the essential columns in cropping recactlide:
Columni Types of crop

Column ii Date of planting

Column iii  Quantity of seed planted

Column iv  Crop yield (bags or key etc.)

) ) ) )
0’0 0’0 0’0 0’0
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s Columnv Remarks (if there is any)

3.1.2 Machinery and Equipment Use Record

The essential columns that should be presentsnype of record include:
Columni Date of operation

Columnii Type of Operation

Column iii  Type of Machinery and equipment used

Column iv Total area covered (hectares)

Columnv  Cost of service (Naira)

) ) )
0’0 0’0 0’0

3

*%

3

*%

3.1.3 Labour Record

Labour used record should be designed to haveotlmeving columns:
Columni Date of operation

Columnii  Types of operation

Column iii  Amount of hired labour used (No.)

Column iv. Amount of family labour used (No.)

Columnv  Total amount of labour used

Column vi Wage rate (Naira)

Column vii  Total cost of hired labour (Naira)

Column viii Total value of family labour (Naira)

3

*%

)
0’0

3

*%

3

*%

3

*%

3

*%

3

*%

)
0’0

3.1.4 Chemical Input Use Record
The essential columns that must be present inypeés of record include:
s Columni Date of application
s Columnii Types of fertilizer or agro-chemicals
s Column iii Quantity applied
s Column iv Cost per unit (Naira)
s Columnv Total cost (Naira)

3.1.5 Harvest Record

s Column li Date of harvest

» Column ii  Quantity harvested

» Column iii  Quantity of crop after drying and thrasdp of milling

CAR)

L)

CR)

L)

L)

3.1.6 Sales Record

A typical sales record should have the followinguoans:
s Columni Date

Column ii  Quantity sold (kg)

Column iii  Price per unit (Naira)

Column iv Total Sales (Naira)

Column v  Quantity given out as gift (kg)
Column vi Value of the gift (Naira)

) ) )
0’0 0’0 0’0 L)

3

*%

3

*%
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3.2 Samples of Farm Record and Account for Poultr§nterprise

Some of the essential records in a poultry enteggriclude the followings:
+» Feed record

» Other cost record

Flock number record

Egg production record

Egg sales record

Chicken sales record

CAR)

L)

) ) )
0’0 0’0 0’0 L)

3

%

3.2.1 Poultry Feed Record
Some of the essential items under poultry feedrdscimclude the followings:
s Columni Date of purchase
s Column ii Description of feed
s Column iii Weight in kg
s Column iv Price per unit
s Columnv Total value (Naira)

3.2.2 Other Costs Records
All other costs apart from feed which carries tregonaspect of poultry running
cost can be grouped one item. The essential colwndsr this record include
the following:

s Columni Date

% Columnii Description of items

s Column iii Quantity of items

% Columniv Cost of items

3.2.3 Labour Record

Labour record may have a separate heading or ifalmer desires it can be
presented along other costs. If separated, it diwaNe the following columns:
s Columni Date of operation

» Column ii Type of operation

Column iii  Amount of labour used (Hired/family)

Column iv Total amount of labour used

Columnv Wage rate (Naira)

Column Vi Total cost of hired labour (Naira)

CAR)

L)

) )
0’0 0’0 L)

3

%

3

%

3.2.4 Flock Number Record
The essential columns under flock number recortlidecthe following:
s Columni Date
s Columnii No. of birds at the beginning
¢ Columniiii No. of dead birds
s Column iv No. of birds removed
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s Columnv No. of birds remaining
«» Column Vi No. of birds added
«» Column vii No. of birds in hand

3.2.5 Egg Production Record
Egg production records are essential if only layaes involved. Some of the
important columns under this record include théofeing:

s Columni Date of collection

s Columnii No. of eggs collected

s Columniii No. of bad eggs

s Column iv Total number of good eggs

3.2.6 Egg Sales Record
Sales of eggs are an important record that mukepein poultry enterprise that
involves layer’s production. The essential colurtiree must be present include
the following:

s Columni Date

s Columnii No. of eggs sold (crates or dozens)

s Columniiii Total value of eggs sold (Naira)
The eggs may be sorted into small and large sizeshich case there will be
separate columns for them under the number soldrendalue of eggs sold.

3.2.7 Chicken Sales Record
Record of chicken either broiler; cockerel or spagers must be properly kept.
The essential columns under this record includddhewings:

s Columni Date

s Column ii  Number of birds sold

s Columniiii Total value of birds sold (Naira)

3.3 Sample of Farm Records and Accounts for other ilestock
(Ruminant) Enterprise

The type of farm records and accounts kept undernant enterprise will

depend on the type of the animal produced-sheepgaatl beef cattle, dairy

cattle, e.t.c. Generally, the following records aadounts can be identified in a

comprehensive livestock enterprise embracing maadnalk production:

Feed record

Labour record

Other costs record

Livestock number record

Meat (beef) sales record

Milk production record

Milk sales record.

3

%

)
0’0

3

%

)
0’0

3

%

3

%

3

%
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3.3.1 Feed Record

The important columns under feed record include:
Columni Date

Columnii  Description of feed

Column iii  Weight of feed (kg)

Column iv  Price per unit

Columnv  Total value (Naira)

) ) ) )
0’0 0’0 0’0 0’0

3

*%

3.3.2 Labour Record

Labour record under ruminant production is simi@athe labour records under
poultry production. The essential columns undehsecords include:

Columni Date

Column ii  Type of operation

Column iii  Amount of labour used (hired/family)

Column iv Total amount of labour used (Manday)

Column v  Total cost of hired labour (Naira)

) ) )
0’0 0’0 0’0

3

*%

3

*%

3.3.3 Other Costs Record
This is also similar to other costs under poultmpduction. Such records
include:

s Columni Date

% Columnii Description of items

s Columniii Quantity of items

s Columniv Cost of items

3.3.4 Livestock Number Record (e.g. Cattle)
The essential columns include:

< Columni Date

s Columnii No. of cattle at the beginning

«»» Column iii No. of dead cattle

«» Column iv No. of cattle removed

s Columnv No. of cattle remaining

+»» Column Vi No. of cattle added/born

«» Column vii No. of cattle at hand

3.3.5 Meat (Beef) Sales Record
The design of this record depends on whether thdec#& sold live or
slaughtered. The suggested formats are presentad:be

s Columni Date

s Columnii Number of cattle sold or

s Column iii Quantity of beef sold (kg)

% Column iv Total value of cattle/ beef sold (Naira)
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3.3.6 Milk Production
If the ruminant enterprise involved dairy produatianilk production record is
very essential. Some of the important columns utiderecord include:

s Columni Date

s Columnii Number of cattle milked

s Column iii total quantity of milk (litres)

3.3.7 Milk Sales Record

The design of milk sales record should have thewohg columns:
s Columni Date
s Columnii Quantity of milk sold (bottle/it.
s Columniiii Total value of milk sold (Naira)

3.4 Principles of Farm Records and Accounts

The general principles guiding the keeping of faerords and accounts include

the following:

I.  Farm records and accounts must be comprehensigeand accurate: all
records and accounts must be comprehensive enougtpeople to
understand. The record must be neatly kept and alsst be accurate.
Since account involves the use of figures, it ninesproperly recorded.

ii.  Another important principle of farm records and@adt is that the record
of all transactions must be kept immediately. Doidoss of memory if
records of transactions are not kept immediatélgred is the tendency for
the farmer to forget some of the transactions argdwill make the record
for the day incomplete. Omission of an importaangaction may affect
some major decisions on the farm.

iii.  Another important principle of farm records and @aus is that all
income and expenditure must be recorded in casbuatcThis must be
recorded on daily bases to give on the spot inftionabout the progress
of the farm business.

SELF-ASSESSMENT EXERCISE
List and explain four factors that will guide arfaar in the design of a farm
record and account for a particular farm enterprise

4.0 CONCLUSION

In this unit, you have learnt about the variousigtes of farm records and
accounts that can be used in farm enterprise. ®smpi farm records and
accounts were designed for crop farm, poultry famd cattle production. It is
generally agreed that no one acceptable methodearsed in presenting farm
records and accounts. The design or method ada@pends on a number of
factors. The general principles guiding the usdapi records and accounts
were also highlighted.
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5.0 SUMMARY

In this unit, you have learnt the following:

% The design of farm records and accounts dependsrmmmber of factors
among which include: the type and size of crop rat/divestock
enterprise, the choice of farmer or farm manager the complexity of
the farm.

« The various items under a typical crop farm recmnd account include:
crop population, machinery and equipment, laboluenucal used, harvest
and sales.

* In a poultry production enterprise the essentiainfaecord and account
identified include: feed, labour, other costs, Klowmber, chicken sales,
egg production and egg sales.

s For other livestock like cattle, important itemsantypical farm records
and accounts include: Feed, labour, other coststibck population, meat
sales, milk production and milk sales.

6.0 TUTOR-MARKED ASSIGNMENT
Design farm records and accounts for:
a. a named crop
b. a named livestock
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1.0 INTRODUCTION

In Unit 2 of this module, we discussed farm recoaa&l accounts designs.
Sample of three farm enterprises were taken. Wegked farm record and
accounts for a crop farm, poultry enterprises attlecproduction. In Unit 2, we
also explained the basic principles guiding thepkeg of farm records and
accounts. This unit of the module is devoted tauBsing benefit —cost analysis
of agricultural enterprises.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
¢ identify benefit in agricultural projects
identify costs in any farm enterprise
define benefits in agricultural project
define costs in agricultural project
classify the various items and operations in adfucal activities into
benefits and cost.

3.0 MAIN CONTENT

3.1 Meaning of Costs and Benefits

Benefits mean any increase in production or any gaigoods, materials and
services which emanate from the project.

Cost means the expenditure or consumption of gandtgrials and services for
the construction and maintenance of the project.

Benefit-cost analysis is the term used to refeh&decision-making process for

the production of public goods (agricultural goods)this type of analysis the
benefits and costs of agricultural project are wWlaked and compared. The
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project is economically acceptable only if its bi#seare greater than or equal to
its costs.

If the benefits associated with any agriculturabdi@are greater than its costs,
then it is also true that the ratio of the beneaditshe project to its costs is greater
than one. The ratio of the benefits to the costa pfoject is called the benefit-
cost ratio. Any agricultural project is acceptaagelong as its benefit-cost ratio
is greater than one.

3.2 Classification of Costs and Benefits
Benefits and costs can be divided into two types:
(@) Intangible
These are benefits or costs to which no monetalyevean be assigned; e.g
benefit from prevention of loss of lives as a resillflood control; reduction in
yellow fever as a result of constructing a candlceln the case of intangibles
these should be expressed in
(b) Tangible
Tangible benefits and costs are those which caxpeessed in monetary terms.
Tangible benefits and costs can be further subedigcito primary (direct) and
secondary (indirect).
I.  Primary (Direct) Benefits and Costs
Primary benefits represent the value of the imntedgoods and services
which emanate from the project e.g. in irrigatiinis the increase in the
annual crop production.

Primary costs on the other hand, represent theevafuthe materials and
services used for undertaking the project. Prin@osts sometimes can be
further subdivided into project costs and assodiatests.

Project costs represent the value of goods andicesrwused for the
establishment, maintenance and operation of thegiro

Associated costs are those incurred over and ath@vproject costs in order
to make the expected benefits accessible to theficearies.

ii. Secondary (Indirect) Benefits and Costs
Secondary benefits represent the added value beealiove the immediate
products and services which the project inducesie.igrigation project, they
are the increases in the earnings of processingufaeturing and business
undertakings resulting from the increase in agtigal production.

Secondary or indirect costs are those incurredecusng the secondary
benefits e.g. in irrigation project those costsumed by the processing,
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manufacturing, transporting and marketing agenaidgndling the increased
agricultural output.

In project analysis, the numerical calculation asking is usually based on
the primary costs and benefits only. Estimationsetondary costs and
benefits are difficult and tend to be inaccuratberEfore, these and other
intangible benefits are usually noted but not emglly estimated.

3.3 lIdentification of Costs in Agricultural Projects Cost means the
expenditure or consumption of goods, materialssamdices for the construction
and maintenance of the project. In almost all mtognalysis, costs are easier to
identify than benefits.

I. Goods and Services:Costs of goods and services are easier to identify
e.g. concrete for irrigation wells, bulldozers land clearing, e.t.c.

[I. Labour: The labour component of agricultural projects lsoaeasy to
identify. The major problem is the valuation espélgi in case of
unskilled and family labour where shadow pricingyrba appropriate.

[ll. Cost of Land: Proper value to place on land in an agriculturajext is
often a complicated subject because land marketsatr perfect. Three
alternatives are used to value the land in the @mon analysis of
projects- value the land at its purchase priceabnesthe land at its rental
cost or value the land at an estimate of the nielevaf production forgone
or opportunity cost of return each year.

IV. Taxes: Taxes are a transfer payment which requires spgegtment in
project analysis. These are payments from the grégewhole society.

V. Subsidies:Subsidies are transfer payment to the projeab ohe farmers
in a project from the rest of the society. A sulgsaah fertilizer reduces its
cost to the farmer and thereby increases his inctmmeconomic analysis,
if subsidy operates to reduce input costs, themust add the subsidy to
the market price of the commodity.

3.4 Identification of Benefits in Agricultural Proj ect
Benefits in agricultural projects can arise eitlfiemnm an increased value of
output or from reduced costs. The specific formsvinich benefits appear are
not always obvious and valuation may be difficult.
A. Increased Value of Output:
The most common of benefits in agricultural prggest an increased in
output. This can arise in a number of ways inclgdin
I. Greater Physical Production: Benefits can arise from increased
physical production of a crop or livestock prodyebvided the
market and price relationship are such that grgateduction does
not bring a fall in prices.
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V.

Quality Improvement: A benefit from an agricultural project may
take the form of a quality improvement. Most ofteragricultural
projects, both increased output and quality impnoeets are
expected but it may not always be the case.

Changes in Form: Changes can occur in form of grading and
processing. This situation generally arises fronojqats for
agricultural industries. Farmers sell paddy to endl who, in turn
sell polished rice. The benefits arise from thengaain form. Other
examples are canning of fruits, grading of frugtggs. etc.

Changes in Location and Time of Sale: This type of benefits can
arise from projects improving marketing and storegalities.

B. Cost Reduction
In addition to increased value of output, benafitagricultural projects may
be from a reduction in costs, examples are aswstlo

Gains from Farm Mechanization: Reduction in costs of production,
through mechanization may increase benefits; ewetal production
may not increase provided that any labour displaceoh be
productively employed elsewhere.

Reduced Transportation Cost: Better transportation may reduce the
cost of moving produce from the farm to the consem8uch benefits
are very common in agricultural marketing projects.

Losses avoided: One kind of cost reduction benefit may arise bseau
of a loss avoided. Examples of such benefits aneagé projects,
irrigation system, maintenance and soil consermatithrough
prevention of water losses and soil erosion.

Other kinds of direct Benefit: Such benefits may come as a result of
increased saving capacity of individuals, improveuaation and
training, better health working conditions etc.

3.5 Analysis of Costs and Benefits
A. Costs
1. Cost of Crop Production
Some of the costs items under crop production debhe followings:
Cost of fertilizer, pesticides, seeds etc., witly snobsidies removed to
reflect the true economic price.
Cost of irrigation water other than supplies byjgcofacilities e.g. canal
water, private tubewell water etc.
Farm machinery should be evaluated at rental cost.
Animal Power may be treated as a rental cost
e. Electricity
f.Labour Cost
g. Farm Improvement
h. Land should be valued at purchase price

a.

b.

C.

d.
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I Infrastructures
j. Credit.
2. Costs of Livestock Production
Animal husbandry is an important part of many fdmagets in Nigeria. Where
farm animals exceed a pair of bullocks for drafwwpg the cost of animal
husbandry sector is to be developed.
(@) Land for fields to grow fodder and for pen building
(b) Labour costs for maintenance and production oshwek
(c) Veterinary services and supplies
(d) Concentrates, minerals and salts.
3. Project Costs
It is important that all project costs are ideetifiand accurately accounted for.
(@) Capital Costs
All capital costs of the project works are to ksdd by items, quantities and unit
cost. Some of the capital costs include:

e Replacement Costs

e Electrification Costs

e Transfer payments such as interest on the investroestom duties, sales
tax etc.

e Subsidies

e Contingencies = 15 to 20 percent of capital cost

e Land acquisition which is the actual cost of thedla

(b) Operational and Maintenance Costs.
These items generally include the following:

e Personnel costs should include all managemenladadir costs

e Equipment and supplies to run the project

e The cost of energy

e Gas, oil, diesel etc., to run the vehicle and maeityi

B. Benefits

I. Primary and Tangible Benefits

e Agricultural Production: Agricultural production should be estimated for
each of the two conditions, i.e. without projectdawith project. An
analysis period of 25 years is ample for deterngriime economic worth
of an agricultural project.

e Gross value of Production: Gross value of Production (GVP) should be
determined on the basis of farm-gate prices midtipby total production
year-by-year for the project analysis period.

e Net Value of Production: The Net Value of Production (NVP) is the
gross Value of production less the costs of pradoabther than the costs
of the project itself.
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ii. Secondary and Intangible Benefits

e Aside from the additional employment created for farm proaburcthere
will be many secondary benefits and intangible fieshand that should be
enumerated even though they are not quantifiedtlagid values are not
included in the analysis.

SELF-ASSESSMENT EXERCISE
1. List five examples each of tangible and intangitdaefits in agricultural
project.
2. List five examples each of tangible and intangibtests in agricultural
project.

4.0 CONCLUSION

In this unit, you have learnt about the benefittcamalysis of agricultural
project. In our discussion, we have been able fleréintiate costs from benefits
in agricultural project. We further classified sind benefits into tangible and
intangible. Tangible costs and benefits were furthédivided into primary or
direct and secondary or indirect. We equally idesdtiall the various costs and
benefits of agricultural project. Those costs wamalysed under crop, livestock
and projects. While benefits were analysed undecatural production, gross
value of production and net value of production.

5.0 SUMMARY

In this unit, you have learnt that the following:
e Benefits mean any gain in goods, materials andssv

Costs means expenditure of goods, materials anttssr

Intangible benefits or costs carries no monetatlyeva

Tangible benefits or costs can be expressed in fapnerms

Primary benefits are the values of goods and seswihich emanate from

the project

e The added value over and above the values of gandsservices which
emanate from the project are called secondary lisnef

e Values of the materials and services used for uakleg the project are
called primary costs.

e Secondary costs are costs incurred when securaumdary benefits.

e Some of the costs identified in agricultural prégeinclude: labour, goods
and services, land, taxes, subsidies, etc.

e Some of the benefits identified in agricultural jerts include: increased
value of output, greater physical production, dgwalimprovement,
changes in form, reduction in costs, etc.
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6.0 TUTOR-MARKED ASSIGNMENT

la. Define:
I. Costs and
ii.  Benefit of Agricultural Project.
b. Discuss the two major classes of costs and filenef agricultural
projects.
2. Identify and discuss any four (4) major costdd dour (4) major

benefits in agricultural projects.
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1.0 INTRODUCTION

In unit 3, we discussed the benefit-cost analg$iagricultural projects.
We were able to explain the meaning of costs ameefits. Furthermore, we
classified costs and benefits into primary and sdaoy, and identified the
various costs and benefits of agricultural projedilis unit deals with the
concepts of accounting and difficulties in farm@aating.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
e explain the concept of accounting.
e discuss the problems and difficulties of farm actmg.

3.0 MAIN CONTENT

3.1 Concept of Accounting
Accounting is the art of recording, classifying aswimmarising the business
transactions. Recording refers to writing in jousnalassifying means writing in
ledgers and summarising relates to preparatiomanlirig accounts, profit and
loss account and balance sheet (Panda, 2011). $imusly put, accounting is
the activity of keeping detailed records of the ante of money a business or
person receives and spends.

3.2 Difficulties in Farm Accounting
The specific and various difficulties in maintangiaccounts are:

I.  Subsistence Nature of Farming:in Nigeria, farming as a business,
relatively speaking is a small size operation nafsthe farmers cannot
engage separately trained accountants to help itnéime farm accounting
and subsistence nature of farming does not prothaetive for keeping
the records.

ii. Farm is a Laborious Work: Farming requires a lot of physidabour in
addition to mental work of management. In the dadytine, the farmer
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Vi.

Vil.

usually gests exhausted in the evening time, aed dot feel like keeping
and updating records and accounts.

llliteracy and Lack of Business Awareness: The very low level of
literacy among the farmers is a hindrance in depiatpthe required level
of business awareness on the part of the cultisatod they do not realise
the need for records and accounts.

Complicated Nature of Agricultural Business:lIt is a biological activity
and is always subject to weather and other naturalertainties. It
therefore requires an accounting system which candle various
complexities involved | n the business of farmiruch complicated
accounts are difficult to maintain.

Inadequate Extension Serviceln this case, sufficient number of trained
specialists in farm management is not availableaip farmers maintain
accounts of their business.

Non-Availability or Lack of Suitable Farm Record Books: Lack of
standardized, easy to understand and maintain atbooks or proforma
stands in the way of willingness of the farmerséep records. To this
end, standard farm record books should be devel@met should be
simple and easy to understand.

Fear of Taxation: Farmers are afraid of taxes. They fear that ifythe
maintain records and accounts and their incomew sipohigh, some sort
of tax may be levied on them.

4.0 CONCLUSION

In this unit, you have learnt about the conceptaofounting, problems and
difficulties in farm accounting. In the country, stoof the farmers have no
interest for maintaining farm accounts due probatadylack of education,
business orientation and time required to do the jo

5.0 SUMMARY
In this unit, you have learnt that:

accounting is the art of recording, classifying aswmmarising the
business transactions.

some of the specific difficulties in maintainingcacints are: subsistence
nature of farming, illiteracy and lack of businesgareness, farming as a
laborious work, complicated nature of agricultubalsiness, inadequate
extension service, lack of suitable farm recorddsocand fear of taxation.

6.0 TUTOR-MARKED ASSIGNMENT

1.
2.

Explain the concept of accounting.
List and explain the problems and difficultisdarm accounting.
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1.0 INTRODUCTION

In the last unit of this module, we explained tlenaept of accounting and
discussed the problems and difficulties in farmoaeding. This unit deals with
the concept of inventory and farm inventory. We |wvalso highlight the

objectives of inventory and procedure for prepammginventory. Finally, you
will be exposed to methods of valuing the inventory

2.0 OBJECTIVES

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

define the concept of inventory and farm inventory
state the object of inventory

highlight the procedure for preparing an inventory
list and explain methods for valuing the inventory.

3.0 MAIN CONTENT

3.1 Concept of Inventory and Farm Inventory

Inventory is the detailed list of all the assetsl diabilities with their values
prepared at the end of the agricultural year (SuBlealdyet al.: 2009).

Farm inventory is the list of all the physical peofy of a business along with
their values at a specific point of time. Inventdoy an agricultural business is
taken at two points of time in a year- i.e., at beginning of the agricultural
year and at the end of the year. It constitutescsh assets, depreciable assets
and non-depreciable assets. It is noteworthy #amh inventory forms the basis
for the preparation on income statement, balaneetsmeasures of income e.t.c
(Panda, 2011).
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3.2 Object of Inventory

I

.
iii.
V.

V.

To measure the progress during the year

Actual value is determined as unsold stock is aectsmlifor

True value of assets is known by allowing depréemmt

Shows distribution of capital among different epteses and types of
articles

Experience helps in fixing depreciation and intecesdifferent items.

3.3 Procedure for Preparing an Inventory

Maintaining an inventory book

Grouping of assets. These include land, buildifigestock, implements,
seeds, manures, catlefeed, credit to be realizexnyigg crops, unused
cultivation, unspent utility/residual value, casthand, cheques, bill etc.
Listing and valuation of the assets by allowingréemtion. Market value
if it is lower than book value and there is degnitend towards reduction.
Listing and valuation of liabilities. Loans or dshpayable, wages not
paid, bill not paid.

3.4 Methods of Valuation

Vi.

The following are the common methods of valuation.

Net selling price: From the market price, selling costs are deduced t
arrive at the current value of the asset. For exanghl farm products for
sale and livestock for sale.

Cost less depreciationThis method is applicable in the case of working
assets. The assets depreciate with every passeng §ye depreciation
amount is estimated and deducted from the purchasee, e.g.
Machinery, buildings constructed recently, cartsydeattle.

Market price method: it is a common method fro valuing purchased
farm supplies such as seeds, fertilizer, pesticifled, feeds, veterinary
medicines.

Cost method: This method is used to estimate current valueheffarm
produced inputs like seeds. Standing crop is aklloed through this
method. In this case, expenses incurred in raidiagcrop till the date on
which inventory is taken are recorded.

Replacement cost less depreciatiorhis method is confined to estimate
the value of very old buildings. Replacement cegresents the cost of
constructing the same type of building with thespr@ technology at
present or current prices. After arriving at theplaeement cost,
depreciation is deducted in order to arrive at ¢therent value of the
building.

Income capitalisation: Using these methods, asset which yields income
over an infinite period of time is evaluated, eagd. The formula for this
is V=RI/r
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Where V= Income capitalized value

R= Net income from land per annum

r= Rate of Interest
4.0 CONCLUSION
In this unit, you have learnt about the meaningnekentory/farm inventory,
objectives of inventory and procedure for prepararginventory. You have
learnt the various methods of valuing the inventody inventory therefore
entails complete count and evaluation of all asaetsliabilities on the farm at a
specified date. An inventory records of a farnmiportant since it shows the net
worth of the farm, stocks and records the expedsedo depreciation.

5.0 SUMMARY
In this unit, you have learnt that:

I.  farm inventory is the list of all the physical pesfy of a business along
with their values at a point in time.

ii. the essence of the inventory are to measure pgiagng the year,
determine actual value of unsold stock and assi&jbution of capital
among different enterprises and fixing depreciat@md interest on
different items.

li. the procedure for preparing an inventory are: naammg an inventory
book, grouping of assets, listing and valuatioasdets and liabilities.

Iv. Assets can be valued through the methods of nkhgelrice, cost less
depreciation, market price, cost, replacementdegseciation and income
capitalisation.

6.0 Tutor-Marked Assignment
I.  Explain fully, the concept of farm inventory.
ii. Justify the need for farm inventory and explain theocedure for
preparing an inventory.
iii.  Outline and explain the various methods of valulmginventory.
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1.0 INTRODUCTION

In unit 5, we explained the concepts of inventong d&arm inventory. We also

highlighted the procedure for preparing an inventond stated the objectives of
inventory. In the last part of the unit, we dis@gwvarious methods of valuing
inventory. This unit deals with financial statenwent covers definition of assets
and liabilities, preparation of balance sheet amgfitpand loss account for

commercial farms.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
» define assets
= define liabilities
= prepare balance sheet for a commercial farm
= calculate net worth from balance sheet
= prepare profit and loss account for a commerciahfa

3.0 MAIN CONTENT

3.1 Assets and Liabilities

Meaning of Asset

Anything or value possess by the business or aiyndb value on possession to
others. In agriculture farm assets refers to alteni@ls i.e goods and services
owned by the farmer and used in the productionge®c

Assets could be classified into fixed, working andrent assets.

Meaning of Liability

Liabilities in accounting mean any claim which pkoputside business have
against the business. In farm business, liabilitefer to goods and services
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which the farm owes to others. Liabilities are dlguelassified into long term
liabilities, medium term liabilities and short-tedrabilities or current liabilities.
The classifications are however, not foolprooflas decision to which class to
put a particular asset or liability depend to scawéent on the farmer or farm
manager. Nevertheless, there are some assetsadiididis that fit neatly into
the classes.

3.2 Balance Sheet

The best possible measure of capital position effdtm at any given time is
shown by the yearly balance sheet. The balancet stesvs the assets and
liabilities of the farm business at a specifiednpan time usually the last day of
financial year.

To illustrate balance sheet or Net worth statena&cbunts consider the farm
business of Ocholi Farm Ltd. for the year endetil@ay, 2013.

Example 1

Balance Sheet of Ocholi Farm as at 31May 2013

Current Liabilities N Current Assets N
Debt due for payment 500 Cashin hand
500
Stock for sale
1,400
Acct. receivable 1.100
Medium term liabilities Working assets
Debts due for payment in about 2 years 12,900 iestbck
500
Supplies 200
Harvested crops 9,200
Long term liabilities Fixed assets
Mortgages 5,300 Buildings 13,000
Debts for payments in long term 19,900 Machiney
15,00
Equip
Land with crops 3,000
Dairy cow and 15,000
Breeding stock
Total liabilities 38,600 Total assets
58,900
Net worth 20,300
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Total assets — Total liabilities
N58,900 -38,600
N 20,300

Net worth

3.3 Net worth and Accounting Ratios
Meaning of Networth

Net worth or Net capital is the amount by whictatwalue of assets exceed the
total value of liabilities within a period of tim&his implies that net worth value

is calculated from the balance sheet account.rim fausiness, net worth or net
capital is used to determine the overall perforneamica farm at a given period

of time.

Net capital shows how much the business worthhtg to be sold at that point
in time. It is thus the best possible measure efféihmer’s financial position and
its growth is a direct measure of the growth oflblsiness. It shows at a glance
whether or not the farmer is credit worthy. Net thostatement is only very
useful when compared to past values. The previaliges will show whether the
farm business is progressing or not.

Calculation of Net worth from Example 1

Total assets = =B8,600

Total liabilities =  pB8,600

Net worth = Total assets — Total liabilities=N&830-N38,600 =N20,300
: Net worth value = N20, 300.00

Accounting Ratios

The accounting ratios that can be obtained fromstagement of balance sheet
include:

(a)Net Capital ratios (NCR)

(b)Working capital ratio (INCR)

(c) Current capital ratio (CCR)

a) Net worth Ratio (NCR)

The Net capital ratio is a measure of the degresabéty for the entire
business. It is the ratio of total assets to tiailities. The greater the figure
above one, the safer the farm business- financially

NCR = Total Assets

Total Liabilities
FromExample 1,
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Total assets = =BB,900
Total liabilities =  -A\88,600
N58,900
N38,600

= 1.53

This figure (1.53) when expressed in ratio is abbt- which means that
assets are about one and a half times the valligbdities? There is no one
acceptable level of financial safety; it is leftitalividual farmer to determine
the safety for his farm business.

b) Working Capital Ratio (WCR)

This is also known as intermediate ratio. Workirgpital ratio measures the
degree of financial safety of the farmer over aterimediate period of time
(about 1-3 years).

Mathematically;

WCR = Working Assets + Current Assets

Medium Term Liabilities + Current Liabilities

From Example 1

1. Working assets = =9\900

2. Current assets = =3N00
Addition of working assets and current ass€2s980 +-28,000
N12,900

3. Medium term liabilities =h?,900

4.. Current liabilities =N00
Add No. 3+ No. 4
N12,900+ N500 = N 13,400

WCR = A12,900

= N13,400

0.96
The value (0.96) indicates that the farm is lesauricially safe in the shorter
term than in the long run.
c) Current Capital Ratio (CCR)

Current capital ratio measure the ability of thenfao meet current financial
obligations. It measures the degree of solvendi@®farm business.

Mathematically,
CCR = Current Assets
Current Liabilities
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From Example 1

Current assets = N3, 000
Current liabilities=N 500
CCR = =N3, 000
N500 =6

The current capital ratio 6.1, means that the feam meet its current financial
obligations six times over. This figure can be canggl with previous figures for
better judgement about the performance of the farm.

SELF-ASSESSMENT EXERCISE

The Balance sheet statement of Ocholi Farms Ltait &' December, 2009 is
given as follows:

Valuation of livestock and crops N 10,000
Machinery and equipment N1, 000
Raw materials N 500
Debt receivable N 600

Cash in hand N2, 000
Debts payable N1,000
Loans N500
Bank overdraft N1,000

a. Use the information above and draw up a balancet sleeount
b. From the account prepared, calculate:

I.  Net worth or Net capital
ii. Net Capital Ratio (NCR)

Hints

Note that total assets = N14,500
Total liabilities = N2,500

Net worth = N12,000

3.4 Profit and Loss Account

The ultimate goal of any business is to make pr@me of the best ways of
assessing how well the business is progressing @dparing a profit and loss
account for the business.

There are three essential components of profit@sslaccount:
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A. Total Product on Return
This is recorded as income or receipts or credi@iprofit and loss
account. It is the income obtained from sales aherosources together
with valuation on hand at the end of accountingqokr

Some of the essential items under this componehide:

e Closing valuation of output resources
e Income during the year
¢ Debtor at the end of the year

B. Total Expenditure
This is recorded as purchases or expenses or debtprofit and loss
account. It is the sum of the expenditure items \aaldation of the input
resources at the beginning of accounting period.

Some of the essential items under this componehide:
e Opening valuation of input resources
e Expenses during the year

C. Profit or Net farm Income
Net farm income is the amount by which the valuetafl product
produced in the accounting period exceeds the vafuetal resources
used during the same period i.e.

Profit = total value of product — total expensess Iregarded as profit if
the total value of product is more than the totglemses. It is however
regarded as a loss if total expenses are more tiartotal value of
product. Profit is recorded under debt while lossreécorded under
income.

Example 2

Profit and Loss Account of Ocholi Farm as at 31 May, 2012

Debt (Expenses) N Income Valuation N
Opening valuation 3,200 Closing valuation 600,
Day old chicks 1,400 Eggs 6,000
Seeds 1,200 Cull Birds 4,000
Feeds 1,100 Other sales 4,000
Fertilizer 1,800 Home use 3,100
Labour 1,100 Loss -
Depreciation 1,300
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Miscellaneous 1,700

Sub total 12,800

Profit 15,900

Grand total 28,700 Grand total
28,700

SELF-ASSESSMENT EXERCISE 2

Prepare a Profit and Loss Account for Mal. SulenfFas at 31 May, 2010 from
the following information:

I.  Maize seed for planting N25,000

ii.  Fertilizer used N14,800

iii. Pesticides N20,000

Iv.  Purchases of yam seed N50,000

v. Tractor hire N60,000

vi.  Transport cost N10,000
vii.  Workers wages N40,000
viii.  Sale of maize cobs N250,000

IX. Yam tubers sold N200,000

X.  Opening valuation N440,000

xi.  Closing valuation N200,000

4.0 CONCLUSION

In this unit, we have learnt the meaning of assetd liabilities. We also

illustrated how we can prepare a balance sheetuatcbrom the statement of
balance sheet we calculated the Net worth and diaamatios. The financial

ratios calculated from balance sheet account irdudllet capital ratio, working

capital ratio and current capital ratio. We finallystrated how we can prepare
a profit and loss account.

5.0 SUMMARY
In this unit, you have learnt the following:
e Farm assets are goods and services owned by timerfand used in the
production process.
e Farm liabilities are goods and services which #rener owes to other
e Farm assets are classified into three: currentkwgrand fixed assets.
e Farm liabilities are classified into three: curremtedium and long term
liabilities.
e Balance sheet statement contains assets andtieshif the business at a
specified point in time.
e Networth or net capital is total assets minus tidbllities.
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Total Assets
Total Liabilities

e Net capital ratio

e Working capital ratio = Working Assets + Currergsits
Medium Term Liabilities+ Current
Liabilities

e Current capital ratio = Current Assets

Current Liabilities

e Profit and loss account contains income and expessatement of a
business over a given period of time

e The three main components of profit and loss adcave: expenditure,
income and profit.

e In profit and loss account, opening valuation amdfip and recorded
under expenditure column while closing valuation doss are recorded
under income column.

6.0 TUTOR-MARKED ASSIGNMENT

Explain the importance of the following termsfarm accounting:
Networth or Net Capital

Net Capital Ratio (NCR)

Working Capital Ratio (WCR)

Current Capital Ratio (CCR)

eooopkE

2a. Prepare a profit and loss account for St. Jahms for the year ending
31" December 2008 using the following information.

I.  Cost of maize seeds =1M00
il.  Cost of fertilizer N1,700
li.  Cost of insecticides N1,100
iv.  Tractor Hiring N 1,000
v. Cost of Herbicides N1,200
vi. Cost of cassava stem N1,300
vii. Sales of maize N30,000
viii.  Sales of yam tuber N10,500
iX. Sales of cassava tubers N15,000
X.  Transportation cost N1,500
xi.  Cost of processing cassava tubers N2,500
xii.  Sales of cassava stems N 2,500
xiii.  Wages of workers N8,000
Xiv.  Miscellaneous expenses N2,000
Xv. Maize consumed N600
xvi. Yam consumed N8,000
xvii.  Opening valuation N45,000
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xviii.  Closing valuation N16,000
2b. What is the net profit or loss of the farm?
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