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AGE 4211: AGRIBUSINESS PLANNING AND CREATION

Course Overview

AGE 4211, Agribusiness Planning and Creation course, illuminates the pivotal role of strategic
management in shaping the trajectory of agribusiness ventures. This course is designed to
provide students with a comprehensive understanding of the nuanced processes involved in
establishing and planning small-scale agribusiness enterprises. Working collaboratively,
students will pitch their developed business idea to peers and a distinguished panel of judges
representing industry and financial institutions. This culminating experience will not only
solidify theoretical concepts but also will hone students’ critical thinking, problem-solving,
communication, and collaboration skills.

Course Aim

To equip students with the essential skills and knowledge to strategically plan and create
successful agribusiness ventures. Through a focus on start-up strategies, business planning,
market entry options, and feasibility testing, students will collaboratively develop a business
plan, culminating in a pitch to industry experts. The course enhances critical thinking, problem-
solving, communication, and collaboration skills, fostering confident and competent
agribusiness entrepreneurs.

Course Objectives

Upon successful completion of the course, students should be able to:

1. Navigate the intricacies of initiating small agribusiness ventures, focusing on successful
start-up strategies and sustainable growth.

2. Engage in team-based activities to collaboratively, develop an effective business plan,
emphasizing development strategies tailored to the unique challenges of the
agribusiness sector.

3. Analyze the pros and cons of various routes to market entry.

4. Assess the feasibility of a business idea.



MODULE: AGRIBUSINESS PLANNING AND CREATION

Introduction

Welcome to AGE 4211, Agribusiness Planning and Creation This course is designed to provide
you with a comprehensive understanding of the nuanced processes involved in establishing
and planning small-scale agribusiness enterprises. The focus will be on successful strategies
for start-ups and growth, business planning, development and the pros and cons of different
routes to market entry. You will also be exposed to the techniques of testing the feasibility of
a business idea. Working collaboratively, you will pitch you developed business idea to peers
and a distinguished panel of judges representing industry and financial institutions. This
culminating experience will not only solidify theoretical concepts but also will hone your critical
thinking, problem-solving, communication, and collaboration skills.

Module Aims

The module is aimed at equipping you with the knowledge and skills to strategically plan and
create successful agribusiness ventures. Through a focus on start-up strategies, business
planning, market entry options, and feasibility testing, you will collaboratively develop a
business plan, culminating in a pitch to industry experts. The course will enhance your critical
thinking, problem-solving, communication, and collaboration skills, fostering confident and
competent agribusiness entrepreneurs.

Module Objectives

By the end of this module you should be able to:

i.  Navigate the intricacies of initiating small agribusiness ventures, focusing on successful
start-up strategies and sustainable growth.

i.  Engage in team-based activities to collaboratively, develop an effective business plan,
emphasizing development strategies tailored to the unique challenges of the
agribusiness sector.

ii.  Analyze the pros and cons of various routes to market entry.

iv.  Assess the feasibility of a business idea.

Time Frame

You will need to spend a minimum of three (3) hours of study per week on the module units
over a period of 15 weeks.

Study Skills

As a learner studying at a distance, your approach to learning will be different to that from
your school days: you will choose what you want to study. There are a number of excellent
resources on study skills available on the web and we recommend a few links for you:

http://www.how-to-study.com/

http://www.ucc.vt.edu/stdysk/stdyhlp.html,



http://www.how-to-study.com/
http://www.ucc.vt.edu/stdysk/stdyhlp.html

", ou

If you want more, go to www.google.com and type “self-study basics”; “self-study tips;"self-

study skills”

Need Help?
If you are unable to obtain assistance on the contents of this module, you can contact the

Director through the IDE at the UNZA as follows:
Institute of Distance Education

University of Zambia

Great East Road Campus

P.O. Box 32379

Lusaka, Zambia

Tel: +260 978 — 227748/9

E-mail: director-ide@unza.zm

Website: www.unza.zm

Assessments

You will be assessed based on your performance in the continuous assessment (CA) and the
final written examination to be taken at the end of the course work. The continuous assessment
and final examination will contribute 40% and 60%, respectively, to the final course grade.

Required resources

You will need to have access to a computer and you can access secondary reading materials
for each of the units in this module from the following text books and websites:

Barnard, F. L., Akridge, J. T. (2012). Agribusiness Management. United Kingdom: Routledge.

Masanja, N.M. 2020. A practical guide to writing a feasibility study. NMM Printers

Scarborough, N.M. 2014.Essentials of Entrepreneurship and small business management 7™
edition. Pearson Education Limited. ISBN 978-0-13-266679-4

Stokes, D. and Wison, N. 2010. Small business management and entrepreneurship.6™ Edition.
South-Western Cengage learning EMEA. ISBN: 978-1-4080-1799-9.

Your comments

After completing this Module, we would appreciate it if you would give us your feedback on
various aspects which include:

= Content and structure
= Reading materials and resources
= Assignments and assessments

= Duration


http://www.google.com/

= Activities and Reflections, etc.
Your comprehensive constructive feedback will help us improve and enhance this module.

UNIT 1 STRATEGY AND THE SMALL AGRIBUSINESS

1.1 Introduction

Welcome to Unit 1, your gateway to unraveling the intricacies of strategic management,
entrepreneurship, and the development of effective new venture, survival, and growth
strategies specifically tailored for small agribusinesses. Within this unit, you will embark on a
journey to comprehend the dynamic landscape of agribusiness ventures in the twenty-first
century, gaining insights into the art of constructing an adaptive agribusiness.

As you navigate through the content, you will unearth the secrets behind successful new
venture initiation, survival tactics, and growth strategies, delving into the unique managerial
concerns that accompany the growth stage. This unit provides a platform for discovering the
keys to achieving entrepreneurial leadership in the new millennium, offering an exploration of
a composite model encompassing successful strategies.

1.2 Welcome to Unit 1. The aims of this unit are to introduce you to:

= Strategic management principles as they apply to small agribusinesses, laying the
groundwork for informed decision-making in a dynamic business environment.

= The entrepreneurial mindset and skills essential for navigating the challenges of
agribusiness ventures, emphasizing adaptability and innovative thinking.

= Proven strategies for initiating and establishing successful new ventures in the
agribusiness sector, ensuring a solid foundation for growth.

= The intricacies of survival strategies tailored to small agribusinesses, equipping you to
navigate challenges and uncertainties inherent in the agribusiness landscape.

= The strategies conducive to sustained growth in small agribusinesses, while also
addressing the unique managerial concerns that arise during the growth stage.

= Keys to achieving entrepreneurial leadership in the new millennium, developing the
leadership skills necessary to drive success in agribusiness ventures.

= A composite model integrating various successful strategies, providing a holistic
perspective on effective approaches for small agribusinesses.

1.3 Unit objectives

Upon completion of this unit, you should be able to:

e Highlight the key components of the strategic management process.
e Evaluate the evolving challenges and opportunities faced by agribusiness ventures in
the contemporary business environment.



e Explain the concept of adaptive agribusiness and its importance in responding to
change.

e Articulate effective strategies for launching new agribusiness ventures.

e Identify survival strategies crucial for the sustainability of agribusinesses, especially in
challenging economic climates.

e Analyze unique managerial concerns associated with the growth and expansion of
agribusiness ventures.

e Evaluate strategies used by agribusinesses to gain and sustain a competitive edge in
the marketplace.

e Apply principles of entrepreneurial leadership to enhance decision-making and
innovation within agribusinesses.

e Integrate the concepts and strategies covered in the unit to develop a composite
model of successful agribusiness strategies.

1.4 Time required

You will need to spend three (3) hours of study on this unit.

1.5 Unit Resources

You can access supplementary reading for this unit from the text books listed below:

Scarborough, N.M. 2014.Essentials of Entrepreneurship and small business management 7™
edition. Pearson Education Limited. ISBN 978-0-13-266679-4

Stokes, D. and Wison, N. 2010. Small business management and entrepreneurship.6™ Edition.
South-Western Cengage learning EMEA. ISBN: 978-1-4080-1799-9.

1.6 Unit Topics

1.6.1 The strategic management process
1.6.2 Entrepreneurship and the strategic management process
1.6.3 Competitive Advantage in Agribusiness
1.6.4 The Agribusiness Venture in the Twenty First Century
1.6.5 Venture strategies
1.6.5.1 New venture strategy
1.6.5.2 Survival strategy
1.6.5.3 Critical Factors in the Closure of Young Businesses
1.6.5.4 Management, Marketing, and Money ('3 Ms')
1.6.5.5 Strategies beyond Survival
1.6.6 A Composite Model of Successful Strategies

1.6.7 Achieving entrepreneurial leadership in the new millennium



1.6.1 The strategic management process

In this section, we look at the essence of strategic management for small agribusinesses,
dispelling the notion that strategic decisions are exclusive to larger organizations. Broadly
defined as the actions taken to achieve organizational goals, strategy is integral to the success
of enterprises, regardless of size. The strategic management process, as explored here, is the
systematic approach through which managers formulate, implement, and evaluate these
crucial strategies.

Strategies, whether viewed as plans, patterns, ploys, perspectives, or positions, act as cohesive
forces aligning an enterprise's major objectives, policies, and activities. This process guides
resource allocation by considering internal strengths and weaknesses alongside external
opportunities and threats. Strategic thinking, at its core, synthesizes entrepreneurial creativity
and intuition into a vision for the future.

Objectives, serving as the endpoints of strategic endeavors, encapsulate what is to be
achieved without prescribing the how. Ranging from broad and enduring values to specific,
short-term targets, objectives provide direction and purpose.

Policies, functioning as guidelines, establish the boundaries within which activities should
occur—ranging from broad principles to specific constraints.

Activities, the detailed actions required to achieve objectives, are formalized in action plans,
delineating step-by-step sequences for success.

Through this section, learners will gain a comprehensive grasp of the strategic management
process and its critical role in steering small agribusinesses toward success.

1.6.2 Entrepreneurship and the strategic management process

In this section, we delve into the dynamic relationship between entrepreneurship and the
strategic management process. Entrepreneurship, characterized by individuals undertaking
projects based on new ideas and opportunities, transcends traditional notions of planning and
control. Instead, it demands specific management behaviours focused on doing, enacting,
and realizing.

Entrepreneurial strategies unfold through a dual lens of deliberate and emergent approaches.

Deliberate strategies are consciously formulated, often documented in a business plan that
outlines intended courses of action.

On the flip side, emergent strategies materialize organically as consistent patterns during
the course of events. Real-world examples illustrate this interplay: from marketing approaches
evolving reactively into concentrated customer-focused strategies to unplanned financial
patterns leading to strategic shifts in borrowing practices. For instance:



+ An entrepreneurial firm had no deliberate strategy about the size of its customer base.
But one customer liked their products so much that they ordered more and more. There
was no time to find other customers, as this one demanded so much attention. A strategy
of concentrating 80 per cent of production capacity on one customer emerged. After a
while, the owner realized the dangers in this and deliberately decided to follow a strategy
of broadening the customer base.

+ A small manufacturer did not intend a strategy of long-term bank borrowing. But when
the entrepreneur reviewed the bank statements over a two-year period, the overdraft
never fell below $30,000. A pattern of borrowing had emerged, and the bank manager
advised recognition of this strategy by converting the fixed element of the overdraft into
a 10-year loan.

Realized strategies: The realization of strategies, whether deliberate or emergent, becomes a
dynamic blend in practice. Even the most meticulously planned strategy undergoes an
emergent aspect during implementation. Small businesses, whether entrepreneurial or not,
navigate a continuum from highly planned, deliberate strategies to frequently unplanned,
unstructured approaches. In other words, strategies which are implemented, or realized, are
therefore usually a mixture of deliberate and emergent strategies. This positioning depends
on the founder's personality and the business objectives. Ambitious entrepreneurs gravitate
towards detailed planning, operating at the deliberate end, while opportunists embrace
emergent strategies. Both, however, share a profound recognition that the business
environment is inevitably subject to change, necessitating adaptive and visionary approaches
to entrepreneurship.

1.6.3 Competitive Advantage in Agribusiness

Competitive advantage refers to the unique strengths and attributes that set an agribusiness
apart from its rivals, allowing it to outperform and thrive in the market. For agribusinesses, this
advantage may stem from innovative technologies, sustainable practices, superior product
quality, efficient supply chain management, or strategic partnerships. Understanding and
leveraging competitive advantage is integral to long-term success. Agribusinesses need to
identify their distinctive strengths, capitalize on them, and continuously innovate to stay ahead
in a dynamic marketplace.

1.6.4 The Agribusiness Venture in the Twenty First Century

In navigating the challenges and opportunities of the twenty-first century, the agribusiness
landscape is marked by unprecedented change and evolution. The pace of transformation
demands dynamic capabilities from entrepreneurial firms, setting the stage for a critical need
to adapt swiftly. Central to this challenge is the differentiation of dynamic capabilities from
emerging competitors.

Growing agribusiness ventures face a dual approach to building dynamic capabilities: internal,
leveraging the creativity and knowledge of employees, and external, seeking complementary
competencies beyond the firm's existing capabilities. Forces such as globalization,
technological advancements, and the information movement propel firms to scrutinize their
cultures, structures, and systems for flexibility and adaptability.



In this era, innovation and entrepreneurial thinking emerge as indispensable elements in the
strategic arsenal of growing ventures. Entrepreneurs, recognizing opportunities and believing
in the venture's success, often attribute this belief to the uniqueness of the idea, the strength
of the product, or their unique knowledge and skills. Translating these factors into the
organizational fabric becomes paramount as the agribusiness venture expands, ensuring
continued agility, resilience, and alignment with the dynamic demands of the twenty-first
century.

1.6.5 Venture strategies

This section illuminates the pathways and tactics involved in steering agribusiness ventures
toward success. First you will uncover strategies that establish a strong foundation for
agribusiness growth. Followed by tactics tailored for the survival of agribusinesses, equipping
you to navigate challenges and uncertainties inherent in the competitive market. Afterwards,
you will explore the pivotal factors influencing the closure of young businesses, providing
insights into mitigating risks and enhancing longevity, and the interconnected strategies of
management, marketing, and financial management—the '3 Ms'—as integral components
driving venture success. Lastly, you will delve into advanced strategies that extend beyond
survival, positioning agribusiness ventures for sustained growth and market prominence.

1.6.5.1 New venture strategy

Launching a new venture presents unique challenges, with one of the foremost hurdles being
the need to overcome the "liability of newness" and establish credibility in the business realm.
This challenge is particularly pronounced for young entrepreneurs lacking a track record in the
business domain, creating a 'chicken and egg' scenario. The traditional narrative of the solitary
entrepreneur battling against the odds often overlooks the collaborative nature of
entrepreneurship. Successful ventures thrive on collective activities, emphasizing the
paramount importance of working collaboratively with others.

Networking emerges as a crucial component, playing a pivotal role not only in the startup
phase but throughout the entire business life cycle. Entrepreneurs, faced with chronic resource
constraints, navigate the challenge by adopting established strategies. Recognizing the
interconnectedness of entrepreneurial efforts and the collaborative nature of success,

This section has shed light on the importance of networking, collective activities, and
resource optimization in crafting effective strategies for new ventures.

1.6.5.2 Survival strategy

While competitive advantage may not be the primary objective for small businesses, the
fundamental goal often boils down to achieving profitability. The traditional small business
strives to plough back profits for reinvestment, especially in the absence of external funding.
Yet, the primary strategic aim for many small businesses, particularly in their formative years,
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is survival. Statistics paint a sobering picture, suggesting that over half of independently owned
ventures cease trading within five years of startup.

1.6.5.3 Critical Factors in the Closure of Young Businesses

Several factors contribute to the closure of young businesses, including insufficient turnover,
poor management, inadequate accounting, competition, capital shortages, bad debts, and
excessive owner remuneration. These causes can be categorized into external influences, such
as macroeconomic conditions and local market dynamics, and internal factors, emphasizing
the owner-manager's personal attributes and skills.

1.6.5.4 Management, Marketing, and Money ('3 Ms')

Critical to a small enterprise's survival are the '3 Ms": Management, Marketing, and Money. The
competence of the owner-manager is pivotal, especially in the early days when personal
capabilities drive success. Effective management involves not only dealing with employees but
also managing crucial external relationships. Marketing requires a strategic understanding of
target markets and products, often a weakness among owner-managers. Financial difficulties
stem from the inability to raise sufficient funds or mismanagement of existing funds. The '3
Ms' overlap and are interdependent, influencing each other's effectiveness.

1.6.5.5 Strategies beyond Survival

Beyond survival, strategies hinge on enterprise objectives. However, the quality of
management, marketing, and the availability of funds remain key influencers. New strategies
should build upon these influences rather than detract from them. Owner-manager motives
emerge as a fourth crucial influence. Unlike large companies with diverse stakeholder
influences, small enterprise strategy is often driven by a more easily identifiable source,
frequently an individual. The overlapping influences underscore their interconnected impact
on each other.

1.6.6 A Composite Model of Successful Strategies

The preceding sections have delved into the diverse factors influencing the survival of a new
agribusiness venture, with a dedicated focus on survival discussed in Section 1.6.2. These
influences are categorized into external and internal factors, including those that specifically
impact high-growth enterprises.

Achieving a harmonious alignment of all these factors remains a rare accomplishment for
entrepreneurs. In situations where attaining a complete set of favorable influences proves
challenging, the pivotal question arises: which factors carry the utmost significance for
success? Insights gleaned from research on successful small firms provide valuable guidance.
Several studies indicate that the triumph of a small firm is more intricately tied to the strategic
policies it adopts than the inherent vibrancy of the markets it navigates.

Contrary to conventional assumptions, external influences wield less sway over the fate of a
small firm than individual factors do, particularly the management behaviors, competencies,
and personal attributes essential for navigating the unique challenges of the small business



environment. Notably, some entrepreneurs triumph against seemingly insurmountable odds,
while others falter even in conditions ripe for success.

In essence, the composite model of successful strategies underscores the centrality of strategic
decisions, managerial adeptness, and individual attributes in steering a small agribusiness
towards enduring success. The resilience and efficacy of an entrepreneurial venture hinge not
merely on market conditions but more significantly on the strategic choices made and the
intrinsic capabilities of those steering the enterprise.

1.6.7 Achieving entrepreneurial leadership in the new millennium

In the realm of high-growth ventures, entrepreneurial leadership stands out as the linchpin for
effective management. Leaders in this context are often characterized as visionary and
strategic, encapsulating what is referred to as entrepreneurial leadership.

Entrepreneurial leadership is the entrepreneur's proficiency in foreseeing trends, envisioning
possibilities, maintaining adaptability, strategizing thoughtfully, and collaboratively instigating
changes that pave the way for a viable future for the organization. The true essence of this
leadership lies in processes that, if intricate and challenging for competitors to comprehend
and replicate, bestow the firm with a sustainable competitive advantage.

The contemporary business landscape, shaped by the rapid evolution of the new millennium,
operates within an environment of constant and unpredictable change. These changes are not
merely incremental but revolutionary, occurring swiftly and relentlessly, impacting all facets of
an organization simultaneously. The resulting ambiguity from these revolutionary changes
poses a challenge to firms, testing their strategic agility in accelerating decision-making
processes involved in formulating and implementing strategies.

Firms aspiring for growth must adopt a paradigm shift, cultivating a new competitive mind-
set that places high value on flexibility, speed, innovation, and strategic leadership. With this
mind-set, organizations can adeptly identify and fully exploit opportunities emerging in the
dynamic competitive landscape. Such opportunities often arise due to the disequilibrium
created by continuous changes, especially in technology. While uncertainty and disequilibrium
may introduce seemingly hostile and intensely competitive conditions, they concurrently
unveil significant growth prospects driven by innovative products. Through effective
entrepreneurial leadership, growth-oriented firms can adjust their approaches, navigating
uncertainties, and capitalizing on emerging opportunities with agility and innovation
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1.7 Unit Summary

As we conclude unit 1 you are encouraged to reflect on these takeaways and consider
how you can apply these concepts in real-world scenarios. This foundational
knowledge will serve as a solid framework as you delve deeper into the intricacies of
agribusiness planning and creation.

1. Strategic Management Essentials:
e Understand the significance of strategic management in both large
organizations and small agribusiness ventures.
e Comprehend the diverse elements involved in the strategic
management process.
2. Entrepreneurial Leadership:
e Recognize the critical role of entrepreneurial leadership in the success of
high-growth ventures.
e Embrace the qualities of visionary thinking, flexibility, and strategic
foresight as integral components of entrepreneurial leadership.
3. Adaptability and Innovation:
e Appreciate the importance of building an adaptive agribusiness that
remains flexible and innovative beyond the start-up phase.
e Learn strategies for fostering a culture of innovation, including shared
vision, perception of opportunity, and institutionalized change.
4. Strategies for Different Stages:
e Grasp the unique challenges and strategies associated with various stages
of agribusiness, including startup, survival, and growth.
e Explore the specific managerial concerns during the growth stage and the
factors influencing the closure of young businesses.
5. Competitive Advantage in Agribusiness:
e Understand the concept of competitive advantage and its relevance in the
agribusiness context.
e Explore strategies to build and maintain a competitive edge in the
agribusiness sector.
6. External and Internal Influences:
e Distinguish between external and internal influences on the survival and
growth of agribusiness ventures.
e Recognize the impact of individual factors, particularly management
behaviors and competencies, on the success of small firms.
7. New Venture Dynamics:
¢ Navigate the challenges of starting a new venture, including establishing
credibility and overcoming the liability of newness.
e Recognize the importance of networking and collaboration for
entrepreneurial success.
8. Strategic Thinking in the New Millennium:
e Adapt to the fast-paced and unpredictable nature of the new millennium's
competitive landscape.
e Embrace a mind-set that values flexibility, speed, innovation, and strategic
leadership as key drivers of success.
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UNIT 2: FEASIBILITY ASSESSMENT OF THE AGRIBUSINESS IDEA

2.1 Introduction

In Unit 1, you delved into the intricacies of strategic management, gaining insights into the
development of effective new venture, survival, and growth strategies meticulously tailored for
small agribusinesses. The exploration extended to mastering the art of constructing an
adaptive agribusiness, with a focus on unique managerial concerns inherent in the growth
stage. Moreover, you unearthed the keys to achieving entrepreneurial leadership in the new
millennium, delving into a composite model encompassing successful strategies.

As you transition to Unit 2, you will not only acquire essential knowledge and skills for effective
feasibility assessment but also cultivate the attitudes indispensable for thriving in the
challenging and ever-evolving realm of agribusiness entrepreneurship. Get ready to sharpen
your analytical capabilities and embrace the mindset necessary for agribusiness venture
success.

2.2 Welcome to Unit 2. The aims of this unit are to introduce you to:

= The common pitfalls encountered in the selection of agribusiness ideas, empowering
you to make informed choices and mitigate potential risks.

= The pivotal factors that contribute to the successful development of new ventures in
the agribusiness sector.

= The concept of feasibility analysis as a cornerstone for assessing the viability of
agribusiness ideas, emphasizing its role in informed decision-making.

2.3 Unit Objectives

At the end of Unit 2, you will be able to:

= |dentify common mistakes in agribusiness idea selection and apply critical thinking
skills to mitigate these pitfalls.

= Conduct a comprehensive feasibility study, including data collection, analysis, and plan
development for an agribusiness venture.

= Show a proactive and adaptive attitude toward agribusiness venture development.

= Demonstrate a decision-making mindset that is grounded in data, analysis, and well-
defined recommendations.

2.4 Time Required

You will require three (3) hour to complete this unit.

2.5 Unit Resources
Textbooks

= Barnard, F., Akridge, J., Dooley, FJ. and Foltz, J. 2012. Agribusiness Management, 4th
Edition, Routledge. ISBN: 978-0-203-12418-5.
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= Masanja, N.M. 2020. A practical guide to writing a feasibility study. NMM Printers

2.6 Unit Topics

= Common Pitfalls in Agribusiness Idea Selection
= Critical Factors for New Venture Development
= Feasibility Analysis

- Stages in Feasibility Assessment

- Conducting a Feasibility Study

- Data Collection and Analysis

- Developing a Feasibility Plan

- Making Informed Decisions

2.6.1 Common Pitfalls in Agribusiness Idea Selection

Selecting the right agribusiness idea is the cornerstone of your entrepreneurial journey, yet, it
is easy to fall into common traps that can jeopardise your success. To succeed, it is essential
to recognise common pitfalls and discover how to mitigate them through rigorous research.
By learning from the mistakes of others, you can avoid these pitfalls. Following are seven of
the most critical pitfalls commonly encountered in the process of selecting a new venture:

i.  Lack of Market Understanding

Many entrepreneurs do not realise the importance of developing a marketing approach in
laying the foundation for a new venture. They launch a venture without understanding the
target market's needs and preferences. Hence, you must conduct comprehensive market
research to gain insights into customer needs, preferences and market trends. This data will
guide your product or service development.

Also, entrepreneurs do not understand the life cycle that must be considered when introducing
a new product or service. No product is instantaneously profitable, nor does its success endure
indefinitely. Entrepreneurs must not only protect the life cycle of the new product, but they
must also recognise that introducing the product at the right time is essential to its success.
Timing is critical. Action taken too soon or too late will often result in failure.

i. Ignoring Competition

Neglecting to assess and analyse existing competitors in the market. Always research and
analyse competitors to identify gaps, opportunities and threats that your agribusiness can fill.
Understanding what others are doing is crucial for differentiation.

ii.  Lack of Venture Uniqueness

A new venture should be unique. Uniqueness is the special characteristics and design concepts
that draw the customer to the venture, which should provide performance or service superior
to competitive offerings. The best way to ensure customer awareness of differences between
the company's product and the competitors' products is through product differentiation.
Pricing becomes less of a problem when the customer sees the product as superior to its
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competitors. A product that is unique in a significant way can gain the advantage of
differentiation.

iv.  Inadequate Understanding of Technical Requirements

The development of a new product often involves new techniques. Failure to anticipate the
technical difficulties in developing or producing a product can sink a new venture.
Encountering unexpected technical difficulties poses time-consuming and costly problems.
Therefore, entrepreneurs must be more thorough when studying the project before initiating
it.

v.  Setting Overly Ambitious Plans

Setting overly ambitious goals and underestimating the resources required. It is crucial to
develop a realistic and achievable business plan, considering available resources and potential
challenges.

vi.  Inadequate Financial Planning

Failing to create a robust financial plan, resulting in budget shortfalls. Sometimes,
entrepreneurs are ignorant of costs or are victims of inadequate research and planning. Quite
often, they tend to underestimate development costs by wide margins. It is common for
estimates to be less than half of what is eventually required. A common difficulty with the
development of a new product is an overly optimistic estimate of the funds needed to carry
the project to completion. Therefore, develop a robust financial plan, including cash flow
projections, contingency budgeting and risk assessment. This will ensure you have the financial
resources to navigate challenges.

vii.  Ignorance of Legal Issues

Business is subject to many legal requirements. One is the need to make the workplace safe
for employees. The second is to provide reliable and safe products and services. Third is the
necessity for patents and copyrights to protect one's inventions and products. Ignoring or
underestimating regulatory requirements can lead to costly legal issues and delays in
launching your venture. Therefore, stay informed about industry regulations, compliance
standards relevant to your agribusiness, maintain proper licenses, and seek legal advice when
necessary.

2.6.2 Critical Factors for New Venture Development

New venture development in the agribusiness sector involves a series of phases, starting with
the ideation stage and culminating in establishing a sustainable business beyond initial survival
threats. We identify three specific phases: prestart, start-up and post start-up. The prestart-up
phase begins with an agribusiness venture idea and ends when the agribusiness opens its
doors for business. The start-up phase commences with the initiation of sales activity and the
delivery of products and services. It ends when the business is firmly established and beyond
short-term threats to survival. The post-start-up phase lasts until the venture is terminated or
an entrepreneur no longer controls the surviving organizational entity. In this journey,
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entrepreneurs face many challenges, with each phase demanding unique considerations and
strategic decisions. We will focus on the prestart-up and start-up phases, highlighting critical
factors that influence the success and sustainability of agribusiness ventures. These factors
encompass market research and analysis, uniqueness, product availability, customer
availability, growth of sales, resource requirements, regulatory and compliance considerations
and technological and innovation aspects, each of which plays a pivotal role in shaping the
venture's trajectory.

Market research and analysis

Conducting thorough market research is essential to understand the demand for your
agribusiness products or services. It involves analysing customer preferences, market
size, competition, and trends.

Market analysis helps identify target customer segments, pricing strategies, and
potential sales channels.

It also assists in assessing the feasibility of your venture by providing data-driven
insights into the market's attractiveness and growth potential.

Uniqueness

A new agribusiness venture's range of uniqueness can be considerable. The degree of
uniqueness is influenced by the innovation and differentiation embedded in the
business concept.

Entrepreneurs need to assess the competitive landscape to identify opportunities for
distinctiveness.

Uniqueness can lead to market advantages, as customers are often attracted to novel
and valuable offerings.

Agribusiness entrepreneurs need to consider both product and process innovation.
Whether it's a unique agricultural product, an innovative farming technique, or a
distinctive marketing strategy, the degree of uniqueness can set the venture apartin a
crowded market.

Product availability

Essential to the success of any agribusiness venture is product availability, which refers
to the presence of a saleable good or service at the time the venture opens its doors.
Some ventures face challenges, mainly when the product or service is still in
development and requires further modification or testing. Ensuring the readiness and
quality of the product is fundamental.

Agribusinesses often have seasonal variations. Entrepreneurs should consider the
timing of product availability in relation to market demand and the agricultural
calendar.

Proper inventory management and quality control are key to meeting customer
expectations.
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vi.

Vii.

Customer availability

The presence of potential customers in the market before the venture is started
significantly affects its success.

Customer availability for start-ups influences market adoption and revenue generation.
Identifying and understanding the target customer base is essential for tailoring
marketing and sales strategies.

Building a customer base and demand before the venture's launch can be
accomplished through pre-launch marketing and engagement activities.

Leveraging social media, partnerships, and early adopter programs can create a buzz
and attract initial customers.

Growth of sales

The growth of sales during the start-up phase is a crucial factor in the success of an
agribusiness venture. Entrepreneurs need to anticipate the growth patterns of new
venture sales and profits.

Sustainable growth is often a key indicator of long-term success.

Key questions to ask yourself include whether sales and profits are expected to grow
slowly or level off shortly after start-up.

Effective market research and customer feedback are invaluable during this phase.
Understanding customer needs and market trends can help entrepreneurs adapt and
pivot as needed to maintain growth and profitability.

Resource Requirements

Assessing the resource requirements for your agribusiness is crucial. Resources include
not only financial capital but also physical assets, labour, and technology.

The capital investment required to start a new agribusiness venture can vary
significantly. The level of investment is determined by the nature of the agribusiness,
its scale, and the infrastructure needed.

Entrepreneurs must carefully evaluate their financial resources and seek funding
options to match the investment requirements. Resource planning helps ensure you
have the necessary inputs to meet production, quality, and operational needs.

Access to capital is critical. Entrepreneurs must explore various funding sources, such
as personal savings, loans, grants, or venture capital, and develop a robust financial
plan that aligns with the capital needs of the venture.

Managing resources efficiently is essential to control costs and optimize the use of
assets.

Regulatory and compliance considerations

The agribusiness industry is often subject to various regulations and compliance
requirements, such as food safety standards, environmental regulations, and labelling
requirements.

Entrepreneurs must navigate these regulations and ensure full compliance to avoid
legal issues and protect their reputations.
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+ Understanding and adhering to regulatory requirements can also be a competitive
advantage, as it demonstrates a commitment to quality and safety.

viii. Technological and innovation aspects

+ In today's agribusiness landscape, technology and innovation are transforming the
industry. Advancements in precision agriculture, data analytics, and sustainable
farming practices can offer significant advantages.

+ Embracing technology can lead to improved productivity, resource optimization, and
enhanced product quality.

+ Agribusiness entrepreneurs should stay informed about the latest technological
developments and consider their adoption to remain competitive and sustainable.

In conclusion, agribusiness venture development is a complex and multifaceted process.
Entrepreneurs must carefully navigate the prestart-up and start-up phases by considering the
critical factors discussed here. Success in the agribusiness sector requires a unique value
proposition, strategic investment planning, sustainable sales growth, product readiness, and
an understanding of customer behaviour. Including these factors in your venture planning and
decision-making processes will provide a more comprehensive and well-rounded approach to
agribusiness development. By addressing these factors comprehensively, agribusiness
entrepreneurs can increase their chances of establishing thriving and resilient ventures, as each
plays a vital role in shaping the success and longevity of your venture.

Group Activity: Case study- GreenHarvest Farms

Background

GreenHarvest Farms was founded in 2015 by a group of passionate entrepreneurs with a vision to
transform urban agriculture and make fresh, locally-grown produce accessible to city dwellers year-
round. The company's founders believed vertical farming could solve the growing demand for
sustainable, locally sourced food in urban areas.

Year 1 - The Exciting Beginning

In its first year, GreenHarvest Farms attracted significant attention and investor interest due to its
innovative approach to farming. The company set up its first urban farm in a repurposed warehouse on
the outskirts of Makeni. Using state-of-the-art hydroponic systems and LED grow lights, they were able
to grow a variety of high-value crops efficiently and without the use of harmful pesticides.

Year 2 - Rapid Expansion and Investments

With successful proof-of-concept, GreenHarvest Farms secured substantial investment from venture
capitalists and angel investors. They expanded their operations, acquiring more warehouse space and
opening new farms in different cities. The media hailed them as pioneers in sustainable urban
agriculture, and they quickly gained a loyal customer base.

Year 3 - Initial Signs of Trouble

However, by the third year, the company began facing challenges. Despite their expansion, they
struggled to meet growing demand, and production costs were higher than anticipated. Inefficiencies
in their vertical farming systems started to impact profitability. Additionally, regulatory compliance
issues emerged as local authorities began imposing stricter regulations on urban farming practices.

Year 4 - Financial Turmoil
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GreenHarvest Farms found itself in a precarious financial situation by year four. High operational costs,
coupled with regulatory fines and penalties, strained their financial resources. Investors grew wary as
revenue growth stagnated, and there were concerns about the company's ability to meet its financial
obligations.

Year 5 - The Collapse

Despite efforts to streamline operations and secure additional funding, GreenHarvest Farms faced
insurmountable financial challenges. The company had to cease operations, leaving investors
disappointed and customers without a sustainable source of local produce.

Explore the critical decisions and challenges faced by the founders and investors as they
navigated the intricacies of urban farming in a rapidly changing market.

2.6.3 Feasibility Analysis

Feasibility analysis is a critical process in developing a new agribusiness venture. It involves a
systematic and comprehensive evaluation of the viability and potential success of the venture.
This assessment is essential for entrepreneurs and investors to make informed decisions about
whether to proceed with a business idea or to explore alternative opportunities.

2.6.3.1 Stages in Feasibility Assessment

Feasibility analysis typically consists of several stages, each of which examines different aspects
of the venture. These stages serve as a structured approach to evaluate the key components
that contribute to a venture's potential success:

i.  Know thyself

Self-awareness can help you make more informed decisions about pursuing a particular
venture by matching your attributes and aspirations with the venture's requirements, thereby
increasing the likelihood of success and satisfaction in the entrepreneurial journey. In the
context of feasibility analysis and entrepreneurial decision-making, "knowing thyself" can
encompass several important aspects:

+ Self-assessment. Before embarking on an agribusiness venture, individuals should
assess their skills, strengths, weaknesses, and personal motivations. Understanding
your capabilities and limitations is crucial in identifying the type of venture that aligns
with your background and interests.

+ Entrepreneurial fit: Consider whether you have the entrepreneurial mind set and
temperament needed for starting and running a business. Entrepreneurship often
requires resilience, adaptability, and a willingness to take calculated risks.

+ Risk Tolerance: Assess your risk tolerance and financial stability. Different agribusiness
ventures may entail varying levels of financial risk. It's essential to understand your own
risk appetite and capacity for managing uncertainties.

+ Personal Goals and Values: Reflect on your personal and professional goals, as well as
your values. How does the proposed agribusiness venture align with your long-term
objectives and what you value in your work and life?
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Passion and Motivation: Examine your passion and motivation for the specific
agribusiness venture. Passion can be a driving force that helps you overcome
challenges and stay committed during difficult times.

Skills Development: |dentify areas where you may need new skills or knowledge to
manage the agribusiness effectively. Consider how you can develop the necessary
competencies or if you need to bring in partners or advisors with the required expertise.

Adaptability and Learning: Assess your willingness to adapt and learn throughout the
venture's lifecycle. Agribusinesses may require adaptation to changing market
conditions, technologies, and regulations.

Personal Network: Consider your personal and professional network. Do you have
access to mentors, industry experts, or potential collaborators who can provide
guidance and support?

Work-Life Balance: Contemplate how the agribusiness venture will impact your work-
life balance. Entrepreneurship often demands significant time and effort, so it's
essential to evaluate whether you are prepared for the associated lifestyle changes.

Market Feasibility

Market feasibility assesses the demand for the product or service in the target market. It
involves studying customer needs, market size, and growth potential. Entrepreneurs must
answer questions like: Is there a demand for the product in the market? Who are the
competitors, and what is the competitive landscape?

Market feasibility assessment tools include:

+ Market Surveys: Conducting surveys and questionnaires to gather information about

customer preferences, needs, and willingness to pay. Tools like Google Forms and
SurveyMonkey can help in creating and analyzing surveys.

Competitive Analysis: Analyzing the strengths and weaknesses of competitors in the
market using SWOT analysis. You can also use Porter's Five Forces of competition,
which are the Threat of new entrants, the Bargaining power of buyers, the Bargaining
power of suppliers, the Threat of new substitutes, and Competitive rivalry. This
framework helps strategists understand what makes an industry profitable and
provides insights needed to make strategic choices.

Market Research Reports: Utilizing industry-specific market research reports and
databases like IBISWorld, Statista, and government agriculture statistics for market
data.

Focus Groups: Organizing focus group discussions with potential customers to gain
insights into their opinions and preferences.

Technical Feasibility

Technology Assessment: Evaluating the existing and potential technology solutions for
your agribusiness. Tools like technology readiness levels (TRL) can help assess the
maturity of technologies.

Prototyping and Testing: Building prototypes or conducting field tests to assess the
feasibility of product development.
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Resource Assessment: Evaluating the availability and cost-effectiveness of necessary
resources and infrastructure. Geographic Information Systems (GIS) can be used for
location-based resource analysis.

Operational Feasibility assessment tools include:

Process Flow Diagrams: Creating process flow diagrams to visualize and assess the
operational workflow and identify potential bottlenecks.

Operations Research Tools: Tools like linear programming, queuing theory, and
inventory management models can be used for optimizing operational processes.
Resource Planning Software: Using Enterprise Resource Planning (ERP) software to
manage resources, supply chains, and production processes.

Financial Feasibility

Financial feasibility analyses the financial aspects of the venture. This includes
estimating start-up costs, revenue projections, and profitability. Entrepreneurs need to
address questions such as: What is the initial investment required, and how will it be
financed? Can the venture generate sustainable profits?

Financial assessment feasibility tools include:

*

*

Financial Modelling: Creating financial projections and scenarios using spreadsheet
software like Microsoft Excel or Google Sheets.

Cost-Benefit Analysis: Assessing the costs and benefits of the venture. Net Present
Value (NPV), Internal Rate of Return (IRR), and Payback Period are common financial
analysis tools.

Break-Even Analysis: Determining the point at which the business's total revenue
equals its total costs, which is a critical financial milestone.

Sensitivity Analysis: Evaluating how changes in key variables (e.g., sales volume or
pricing) affect financial outcomes.

N: B we will discuss these tools in detail in the subsequent units.

Vi.

Operational Feasibility

Operational feasibility examines the day-to-day operations of the venture. It assesses whether
you can effectively manage the venture, and it considers logistical and resource management
issues. Questions to address include: Are there any operational challenges or bottlenecks? Is
the business scalable and sustainable?

Operational Feasibility assessment tools include:

*

*

Process Flow Diagrams: Creating process flow diagrams to visualize and assess the
operational workflow and identify potential bottlenecks.

Operations Research Tools: Tools like linear programming, queuing theory, and
inventory management models can be used for optimizing operational processes.
Resource Planning Software: Using Enterprise Resource Planning (ERP) software to
manage resources, supply chains, and production processes.
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Vii.

Legal and Regulatory Feasibility:

Legal and regulatory feasibility examines the legal and compliance aspects of the venture. It
ensures the venture operates within local, state, and federal laws and regulations. Key
considerations include: What are the legal requirements for the business? Are there any
industry-specific regulations to comply with?

Legal and Regulatory Feasibility assessment tools:

*

*

viil.

Legal Consultants: Engaging legal professionals specialising in agribusiness and
regulatory compliance to assess the legal aspects of the venture.

Compliance Checklists: Creating checklists to ensure compliance with relevant laws
and regulations. You can do this in Excel or with the help of compliance management
software.

Environmental Impact Assessments: For ventures with environmental implications,
tools like Environmental Impact Assessment (EIA) are used to evaluate regulatory
compliance and environmental consequences.

Organisational feasibility

Organisational feasibility assesses the ability of an entrepreneur or team to manage
and operate an agribusiness venture effectively. This aspect of feasibility analysis is
crucial in ensuring that the people involved have the skills, resources, and capacity to
bring the business idea to fruition. Organisational feasibility is about ensuring that the
human component of the venture is well-prepared to manage the challenges and
opportunities that arise during the development and operation of the agribusiness. A
solid and capable team is a valuable asset in ensuring the venture's success. Here are
the key elements typically involved in organisational feasibility:

Management team: Evaluate the experience and qualifications of the management
team. Do they have a diverse skill set that aligns with the needs of the agribusiness?
Assess their track record in relevant roles and industries.

Skills and expertise: Examine the specific skills and expertise required for the venture.
This may include knowledge of farming practices, marketing, supply chain
management, finance, and technology. Ensure that team members possess or can
acquire these skills.

Leadership and decision-making: Analyse the leadership qualities of the team. Effective
decision-making, problem-solving, and conflict-resolution skills are vital. A cohesive
and collaborative team is essential for success.

Resource Management: Assess the team's ability to manage resources effectively. This
includes financial resources, physical assets, labour, and technological infrastructure.
Are there plans for resource allocation and optimisation?

Adaptability and learning: Consider the team's ability to adapt to changing
circumstances and learn from challenges. Entrepreneurship often involves pivoting and
making adjustments based on feedback and market conditions.

Network and connections: Evaluate the team's network and connections within the
agribusiness industry. Strong relationships with suppliers, distributors, potential
customers, and industry experts can be invaluable.
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Commitment and work ethic: Assess the level of commitment and work ethic of the
team. Entrepreneurship can be demanding and may require long hours and dedication.
Evaluate whether the team is prepared for the associated workload.

Communication skills: Effective communication, both internally and externally, is
critical. Ensure the team can convey the venture's vision, value proposition, and goals
to stakeholders, partners, and customers.

Conflict resolution: Consider how the team handles conflicts and disagreements. Clear
mechanisms for addressing disputes should be in place to maintain a harmonious
working environment.

Succession planning: Address the issue of succession planning. It's essential to have a
plan in place for the continuity of the agribusiness if key team members leave or
become unable to fulfil their roles.

Mentorship and advisory support. Determine if the team has access to mentors or
advisors who can provide guidance and industry-specific knowledge. Experienced
advisors can fill knowledge gaps and provide valuable insights.

Financial stablility: Evaluate the personal financial stability of team members. Starting
and running an agribusiness venture often requires personal financial investment and
commitment.

Organisational feasibility assessment methods or tools:

While there may not be single software or tools exclusively designed for assessing
organisational feasibility, the methods and tools mentioned below can be customised and
applied to address the human and team-related aspects of your agribusiness venture. The goal
is to ensure that the team is well-prepared, cohesive, and capable of driving the venture to
success.

+

Self-assessment and team interviews: Conduct self-assessments and interviews with
team members to evaluate their skills, qualifications, and experience. Ask team
members to discuss their strengths, weaknesses, and contributions to the venture.
Skills and competency matrices: Create skills and competency matrices for the team.
This is a simple table that lists the skills and competencies required and assesses
whether team members possess these skills or if they need further development.
SWOT analysis: Perform a SWOT (Strengths, Weaknesses, Opportunities, Threats)
analysis specifically focused on the team. Identify the team's strengths and weaknesses
and consider opportunities and threats related to team dynamics and capabilities.
Reference checks: Check the references of team members to validate their qualifications
and past performance in relevant roles. Contact previous employers or colleagues to
gather feedback.

Leadership and decision-making workshops: Organise workshops or exercises that
simulate decision-making scenarios to observe how the team collaborates,
communicates, and handles leadership responsibilities.

Skills development plans: Develop skills development plans for team members based
on identified skill gaps. This might include enrolling in courses, attending workshops,
or seeking mentorship.

Role clarity and responsibilities: Clearly define roles and responsibilities within the team
to ensure everyone knows their specific duties and contributions to the venture.
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+ Advisory board or mentoring: Consider establishing an advisory board or seeking
mentors who can provide guidance, knowledge, and support to the team. These
advisors can help address organisational gaps.

+ Succession planning workshops: Hold workshops or discussions to create succession
plans for key roles within the organisation. This ensures continuity in case of personnel
changes.

+ Conlflict resolution protocols: Develop clear conflict resolution protocols and processes
to address disputes and challenges within the team.

+ Workplace communication tools: Implement communication tools and platforms to
facilitate efficient and transparent communication within the team. Tools like Slack,
Trello, or project management software can help streamline collaboration.

ix. Economic and Social Impact Assessment (ESIA)

ESIA is a systematic process designed to evaluate the potential effects of a proposed
project, policy, or program on both economic and social aspects of a community or region.
In economic terms, ESIA analyzes the anticipated changes in employment, income, and
overall economic activity, providing stakeholders with insights into the project's financial
implications. On the social front, ESIA examines how the initiative may influence
community well-being, cultural heritage, and social cohesion. By considering both
economic and social dimensions, ESIA serves as a valuable tool for decision-makers,
enabling them to make informed choices that balance developmental goals with the
preservation of societal values and welfare. This assessment process fosters sustainable
development by identifying opportunities for positive impacts and proposing mitigative
measures for potential negative consequences, thus promoting a more comprehensive
and responsible approach to planning and decision-making.

2.6.3.2 Conducting a Feasibility Study

The process of conducting a feasibility study is a pivotal stage in agribusiness venture
development. In this phase, entrepreneurs and their teams collect and analyze data to assess
the viability of their business concept.

a) Data Collection and Analysis

The following points are central to effective data collection and analysis:

+ Data Sources: Determine the most reliable and relevant data sources for your
agribusiness venture. This can include primary data, such as surveys and interviews, as
well as secondary data from market reports, government statistics, and industry
publications.

+ Data Validity: Ensure that the data collected is current and accurate. Verify the
credibility of sources and cross-reference information where possible. The quality of
data is critical for making informed decisions.

+ Quantitative and Qualitative Analysis: Utilize both quantitative and qualitative analysis
methods. Quantitative analysis involves numerical data and calculations, while
qualitative analysis explores the underlying reasons and context behind the numbers.

+ Market Trends: Examine market trends, consumer behaviours, and emerging patterns.
Understanding these dynamics helps in anticipating future changes in the agribusiness
sector.
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*

Financial Projections: Create financial projections based on the data gathered. These
projections should include revenue estimates, cost structures, and profitability
assessments. Financial modelling can help you visualize different scenarios.

Technical Assessments: Evaluate the technical feasibility of your agribusiness,
considering factors like technology readiness, resource availability, and operational
requirements.

b) Developing a Feasibility Plan

Once the data is collected and analysed, the next step is to develop a comprehensive feasibility
plan. This plan serves as a roadmap for guiding your agribusiness venture and should include
the following components:

-

-

=

)

Executive Summary: A concise overview of the venture, highlighting key findings and
recommendations.

Market Analysis: An in-depth exploration of market demand, segmentation, and
competitive landscape.

Technical Assessment. An evaluation of the technical requirements, including
production processes, infrastructure, and resource needs.

Financial Projections: Detailed financial projections, including revenue forecasts,
expenses, break-even analysis, etc.

Operational Planning: An operational plan outlining how the venture will function daily.
Legal and Regulatory Compliance: Compliance considerations and plans for adhering
to relevant laws and regulations.

Organizational Structure: Information about the management team, roles, and
succession planning.

Risk Analysis: An assessment of potential risks and mitigation strategies.
Recommendations: Based on the findings, make clear recommendations on whether to
proceed with the venture, make adjustments, or reconsider the concept.

Making Informed Decisions

The culmination of the feasibility study is the opportunity to make well-informed decisions
about the future of your agribusiness venture. The study provides a foundation for choices
that align with the realities of the market and your organizational capacity. Consider the
following principles for making informed decisions:

-

-

-

Risk Management: Assess the risks identified in the study and develop strategies to
mitigate or manage them effectively.

Scenario Analysis: Explore different scenarios based on variations in key assumptions,
allowing you to be prepared for various outcomes.

Resource Allocation: Allocate resources based on the priorities identified in the
feasibility plan. Ensure that resources are used efficiently and effectively.

+ Adaptation and Innovation: Be open to adapting the business concept or innovating

based on the insights gained from the study. Flexibility is a valuable trait in
entrepreneurship.

Consultation and Collaboration: Engage with mentors, advisors, and stakeholders to
gather diverse perspectives and validate your decisions.
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By conducting a rigorous feasibility study, you empower yourself to make informed choices
that set your agribusiness venture on a path to success while minimizing unforeseen
challenges and maximizing opportunities.

ASSIGNMENT 1
Conduct a comprehensive feasibility study, including data collection, analysis, and plan
development for an agribusiness venture of your choice.

Key lessons learnt: GreenHarvest case study

The rise and fall of GreenHarvest Farms serves as a poignant reminder of the complexities of the
agribusiness sector. The case study of this once-promising agribusiness venture highlights the
importance of meticulous market research, financial prudence, operational efficiency, regulatory
awareness, and adaptability in the ever-evolving agribusiness landscape.

1.7 Unit Summary

= Thoroughly research and understand your target market to align your ideas with
consumer needs and preferences.

= Prioritize environmental and social sustainability to build a resilient and modern
agribusiness.

= Adhere to agricultural regulations diligently to avoid legal complications in your
venture.

= Carefully plan finances, considering initial capital, operational costs, and potential
risks.

= Develop contingency plans for unpredictable factors like weather conditions to
ensure business resilience.

=  Efficiently manage manpower, technology, and land resources for enhanced
operational efficiency.

= |dentify and cater to a growing demand within your chosen market.

= Unique Value Proposition (UVP): Develop a distinctive offering or competitive
advantage to stand out in the market.

= Strong and capable leadership is pivotal for navigating challenges and achieving
strategic goals.
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= Ensure sufficient capital and create a realistic financial plan for sustained operations
and growth.

= Assess the potential for scalability and expansion of your venture over time.

= Be adaptable to changing market conditions, technological advancements, and
consumer preferences.

= Stages in Feasibility Assessment: Idea generation: brainstorm and identify potential
agribusiness ideas; preliminary Screening: Evaluate ideas based on criteria like market
potential, resource requirements, and personal goals; detailed feasibility study:
conduct in-depth research and analysis on the most promising ideas.

= Conducting a Feasibility Study:

- Market Analysis: Examine market size, trends, competition, and target
audience.

- Technical Feasibility: Assess the practicality of implementing the proposed
idea from a technological standpoint.

- Financial Feasibility: Analyze costs, revenue projections, and potential return
on investment.

- Data Collection and Analysis: Primary Data: Gather first-hand information
through surveys, interviews, and experiments. Secondary Data: Utilize existing
sources like market reports, government publications, and industry studies.

= Developing a Feasibility Plan:

- Executive Summary: Summarize key findings and recommendations from the
feasibility study.

- Market Strategy: Outline your approach to penetrate the market, target
customers, and position your venture in the industry.

- Make informed decisions:

- Risk Assessment: Identify potential risks and develop strategies to mitigate
them.

- Go/No-Go Decision: Based on the comprehensive feasibility analysis, decide
whether to proceed with the venture or abandon the idea.

= Success in agribusiness requires meticulous idea selection, a focus on critical factors
for new venture development, and a thorough feasibility analysis. Be strategic,
adaptable, and well-informed to maximize your chances of building a successful
agribusiness venture.
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UNIT 3: ALTERNATIVE ROUTES TO MARKET ENTRY
3.1 Introduction

In Unit 2, you gained an understanding of the common pitfalls associated with the selection
of agribusiness ideas, explored the critical factors contributing to the success of new ventures
in the agribusiness sector, and acquired the skills to conduct a comprehensive feasibility
analysis for evaluating the viability of agribusiness ideas.

Moving on to Unit 3, our focus is on providing you with valuable insights into crucial market
entry strategies. This unit will guide you through the intricate decision-making processes that
define the trajectory of your agribusiness endeavors. You will delve into the complexities of
various market entry strategies, recognizing that owner-managers, as they shape their
business concepts, encounter a spectrum of choices. These choices range from initiating
entirely new ventures to acquiring existing ones, each presenting unique legal and structural
implications. The agribusiness sector, characterized by its inherent diversity, defies easy
categorization, resulting in overlaps and grey areas. Throughout Unit 3, you will navigate
through the challenges posed by this diversity, gaining the knowledge and skills needed to
make informed decisions that align with your specific agribusiness goals.

3.2 Welcome to Unit 3. The aims of this unit are to introduce you to:

= The strategic considerations involved in making effective market entry decisions within
the agribusiness sector.

= Adiverse range of market entry strategies, encompassing the initiation of new ventures
and the acquisition of existing ones, while considering their legal and structural
implications.

= The skills to navigate the intricate decisions that shape the trajectory of your
agribusiness endeavours, allowing you to choose the most suitable path for your
specific goals.

= The complexities of the agribusiness sector, acknowledging its inherent diversity that
often leads to overlaps and grey areas in market entry strategies.

3.3 Unit Objectives

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

e Highlight various agribusiness market entry strategies

e Critically analyze the pros and cons of each market entry strategy

e Develop a comprehensive market entry strategy for a hypothetical or real agribusiness
idea, incorporating relevant entry methods and justifications.

3.4 Time Required

You will require three (3) hour to complete this unit.
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3.5 Unit Resources

Textbooks

Bade, D. 2022. Export/Import Procedures and Documentation. United
States: AMACOM.

Blank, S., Dorf, B. 2020. The Startup Owner's Manual: The Step-By-Step Guide for
Building a Great Company. United Kingdom: Wiley.

Seid, M. H., Mazero, J. 2017. Franchise Management for Dummies. United

Kingdom: Wiley.

Ries, E. 2011. The Lean Startup: How Today's Entrepreneurs Use Continuous Innovation
to Create Radically Successful Businesses. United Kingdom: Crown.

Website

Small Business Administration (sba.gov): Provides resources and guidance for small

businesses, including start-ups and franchising.

Online courses

Coursera - "Entrepreneurship: Launching an Innovative Business": Covers key
concepts in entrepreneurship and starting a business.
https://www.coursera.org/specializations/business-entrepreneurship

3.6 Unit Topics

Entry Mode Selection
Start-ups/Starting an agribusiness from scratch
- Advantages and Disadvantages of the Agribusiness Start-Up
Franchising and Licensing
- Product and Trademark Agreements
- Licensing Arrangements
- Business Format Franchising
- Factors to Consider
- The Pros and Cons of Franchising
Buying an existing business
- Purchase Options
- Types and Motives of Sellers
- Purchase considerations
- Pros and Cons of Buying an Existing Agribusiness
Joint Ventures and Strategic Alliances
- Understanding Joint Ventures
- Strategic Alliances in Agribusiness
- Factors Influencing Joint Ventures and Strategic Alliances in Agribusiness
- Examples of Joint Ventures and Strategic Alliances in Agribusiness in Zambia
- Pros and Cons of Joint Ventures and Strategic Alliances
Exporting and Importing
- Exporting
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- Importing

- Factors Influencing Exporting and Importing in Agribusiness

- Examples of Successful Exporting and Importing Strategies in Agribusiness in
Zambia/Africa

- Pros and Cons of Exporting and Importing in Agribusiness

3.6.1 Entry Mode Selection

The alternative routes to market entry may through ‘beginning a new business’ or ‘buying an
existing business'.

3.6.1.1 Start-ups/Starting an agribusiness from scratch

Embarking on a new agribusiness venture entails initiating and trading in a chosen field, often
exploring uncharted territories where innovative ideas can take root and flourish. The
agribusiness start-up is particularly relevant in regions like Zambia and Africa, where existing
enterprises may have yet to fully explore unique opportunities. Entrepreneurs in the
agribusiness sector might opt for a start-up to minimize risk, testing their ideas in the market
before incurring significant liabilities.

The scope of agribusiness start-ups varies, influenced by the founder's objectives and
commitment to investment. This spectrum ranges from part-time endeavours with minimal
personal risk to more substantial investments requiring shared commitments from partners.
Agribusiness start-ups can take the form of small-scale initiatives, such as cultivating a specific
crop or introducing a novel farming technique, to larger ventures involving extensive capital
for land, equipment, and workforce.

3.6.1.2 Advantages and Disadvantages of the Agribusiness Start-Up

Like any entrepreneurial endeavours, agribusiness start-ups have advantages and
disadvantages, particularly when compared to other methods of entering the agribusiness
sector, such as acquiring an existing farm. These are summarized in Table 3.1.

Table 3.1: The Advantages and Disadvantages of the Agribusiness Start-Up

Advantages

Disadvantages

Creation of the Owners: Freedom of choice over
agribusiness activities, operations, and values.

Unproven Idea: The innovative idea may lack
validation until tested in the market.

Control of the Owners: Personal decisions hold
weight, minimizing external influences.

High Failure Rate: Agribusiness start-ups face a
substantial failure rate in their initial years.

Satisfaction of the Owners: Success stems from
the skills and efforts of the owners, leading to
heightened satisfaction.

Hard, Lonely Work: Unsociable working hours
and a sense of isolation are common challenges.

Clean Sheet: Agribusiness starts with no
inherited problems, allowing for new challenges.

No Market Share or Goodwill: Building a brand
from scratch can be challenging compared to
acquiring an existing farm.

Help from Various Agencies: Government
assistance and agency support are available for
encouraging new agribusiness ventures.

Barriers to Entry: Numerous obstacles, including
one-off  start-up costs and legislative
considerations, must be overcome.

29



Match Between Founder and Enterprise:
Founders can align their strengths with the
chosen agribusiness, optimizing their skills.

Difficult to Forecast: Start-ups lack a track
record, making financial predictions challenging.

Less Funds Required: Successful agribusiness
start-ups can be more cost-effective than
acquiring existing farms.

Difficult to Finance: Securing funding for
unproven concepts is often challenging.

Creation of the Owners: Freedom of choice over
agribusiness activities, operations, and values.

Unproven Idea: The innovative idea may lack
validation until tested in the market.

Entrepreneurs must carefully weigh the benefits and challenges of agribusiness start-ups
against other entry methods to make informed decisions aligned with their goals and the
unique characteristics of the agricultural landscape.

3.6.2 Franchising and Licensing

Franchising is a dynamic business arrangement wherein one party, the franchisor, grants others
(franchisees) the privilege to operate a legally separate business under the franchisor's
established brand name. This can involve selling products or services following a
comprehensive business package. In Africa, specifically in Zambia, examples of successful
franchising include Shoprite, where local entrepreneurs can operate under the established
Shoprite’s brand, benefiting from a proven business model.

3.6.2.1 Product and Trademark Agreements

Early franchising involved agreements where manufacturers distributed their products through
licensed dealers. In Zambia, a notable example is where local entrepreneurs distribute
agricultural machinery through licensed dealerships where they contribute local knowledge
and effort. In international markets, specific manufacturing processes, especially those with
patents, are licensed to local entities. Small businesses in Zambia may act as import agencies,
negotiating agreements to import and distribute foreign goods, often under licensing
arrangements that protect trademarks and set standards for sales and after-sales services.

3.6.2.2 Licensing Arrangements

Licensing extends beyond product distribution to cover the use of registered trademarks,
celebrity names, or patented processes. For instance, a Zambian clothing manufacturer might
enter into a licensing agreement to use a well-known international fashion brand, leveraging
its established image to boost local sales.

3.6.2.3 Business Format Franchising

Business format franchising in Africa is exemplified by companies like Nando's, a South
African-born franchise with a solid international presence. In this type of franchise, the
franchisor provides products and comprehensive support, including training, merchandising
assistance (national and local marketing; centralized purchasing, current market research
results), ongoing management support, trade name, business style, logo, house colours;
detailed product or service specification; analysis of location, and lease negotiations; design
of premises, and purchase of equipment; financial advance to establish the business; operating
systems and manuals; continuing assistance including research and development.
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3.6.2.4 Factors to Consider

The choice between franchising and licensing in Africa, particularly in Zambia, involves several
strategic considerations:

*

Cultural Fit: Ensure that the franchisor's brand and business model align with the
cultural preferences and values of the local market, fostering greater acceptance and
success.

Legal and Regulatory Compliance: Navigate local laws and regulations, ensuring that
the chosen arrangement complies with licensing requirements and protects intellectual
property.

Market Demand: Evaluate the demand for the franchisor's products or services in the
local market, considering factors such as consumer preferences and competition.
Operational Support: Assess the level of operational support the franchisor provides,
including training, marketing assistance, and ongoing guidance.

Financial Considerations: Examine the financial implications, including initial fees,
ongoing royalties, and potential returns on investment, to ensure viability and
sustainability.

Brand Recognition: Consider the strength of the franchisor's brand in the local context,
as established brands often enjoy greater customer trust and loyalty.

3.6.2.5 The Pros and Cons of Franchising

In Zambia, the franchise industry has seen both successes and challenges. Local franchises,
such as Java Foods, have thrived by offering a unique approach to food production. However,
it is crucial for prospective franchisees to carefully evaluate agreements, considering both the
advantages and disadvantages:

Advantages for Franchisees

v
v

v

Proven Business Concept: Access to a proven business concept, reducing start-up risks.
Training and Support: Franchisees receive training and support, which is crucial for
success in a competitive market.

National Branding: Benefit from established national branding and marketing
campaigns.

Disadvantages for Franchisees

>

>
>

Dependency on Franchisor Stability: The franchisee's success is tied to the stability and
reputation of the franchisor.

Financial Costs: Upfront fees and royalties can be significant, impacting profitability.
Operational Limitations: Franchisees operate within the rules set by the franchisor,
limiting entrepreneurial creativity.

Advantages and Disadvantages for Franchisors

Advantages for Franchisors:

31



v" Rapid Expansion: Franchising facilitates rapid business expansion with shared capital.
v Motivated Franchisees: Franchisees are often motivated individuals willing to invest
effort for rewards.

Disadvantages for Franchisors:
> Loss of Control: Franchising involves some loss of control compared to conventional
branch outlets.
> Operational Effort: Operating as a pilot franchise requires significant effort and
resources.
> Reputation Risks: A single franchisee's failure, though no fault of the franchisor, can
impact the franchisor's overall reputation.

In conclusion, deciding to engage in franchising or licensing in Zambia requires careful
consideration of cultural fit, legal compliance, market demand, operational support, financial
implications, and brand recognition. Success in the Zambian market hinges on the chosen
franchise or licensing agreement's quality and the franchisor and franchisee's collaborative
relationship.

3.6.3 Buying an existing business

Purchasing an existing business presents distinct advantages, including overcoming entry
barriers and gaining immediate market share. While it offers a shortcut to success, it also
introduces potential challenges, such as hidden liabilites and the absence of the
entrepreneurial thrill associated with starting anew. The dynamics of this choice depend on
the specifics of the acquisition and the motivations of both buyers and sellers. While the
principles of buying a business have global relevance, local laws and regulations shape some
details, particularly concerning legalities surrounding commercial property acquisition or
dealing with insolvent businesses.

3.6.3.1 Purchase Options

Entrepreneurs exploring opportunities need not initiate a completely new venture. Instead,
they can explore various avenues for acquiring ownership or partial ownership of an existing
business. Purchase options vary based on the sellers (ranging from individuals to corporations),
the status of the business (from successful to ailing enterprises or franchises), and the buyer's
preference (outright purchase or partnership with existing management and shareholders).

3.6.3.2 Types and Motives of Sellers

i.  Small Firms: Owner-managers of small firms may sell their businesses for various
reasons, including acknowledging lack of success, personal problems, desire for a
career change, retirement, or capitalizing on a business's success. In Zambia, for
instance, entrepreneurs may opt to sell their businesses to pursue new opportunities
or ease into retirement.

ii. Larger Firms: Large companies may divest parts of their business that constitute small
or medium-sized firms. Motivations include financial underperformance, a shift in
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Vi.

Vii.

corporate strategy, capital need, or legislation compliance. This has been observed in
Zambia, where conglomerates re-evaluate their portfolios, divesting non-core
businesses.

Franchise: Franchisees may sell their businesses for various reasons, including
disillusionment with the franchise system or a desire for change. Franchisors, too, may
sell off their own outlets, signalling the franchising concept's success.

Forced Sales: Opportunities arise to purchase assets from failed enterprises overseen
by liquidators, receivers, or administrators. Liquidation involves closing down a
bankrupt company and selling its assets to settle debts. In Zambia, forced sales can
provide avenues for acquiring assets at different stages of insolvency.

Buy-in: Buyers may choose not to purchase an entire business but instead buy into an
existing one, becoming partners or shareholders. This is common in professional
practices like accountants or solicitors, where turnover of partners occurs. In Zambia,
tax incentives for employees obtaining shares in small businesses through incentive
legislation underscore the government's recognition of the importance of rewarding
managers.

Buy-out: Buy-out refers to purchasing a business, or a significant part of it, by its
existing management. While buy-outs are prevalent in various countries, their success
rates can vary. In Zambia, the government's privatization program in the early 1990s
saw increased buy-out activity, though success rates were limited.

Buy-in Management Buy-out (BIMBO): A variation is the buy-in management buy-out
(BIMBO), combining outside and inside management in a company's purchase. This
approach minimizes risks by incorporating both external perspectives and the in-depth
knowledge of existing management.

3.6.3.3 Purchase considerations

Acquiring an existing agribusiness in Zambia can be a strategic move, offering unique
advantages and challenges specific to the agricultural sector. While it provides a shortcut to
market entry and immediate access to agricultural assets, it also introduces considerations
such as land-use regulations, existing farming practices, and the sustainability of operations.

Purchase Considerations include:

+

Land and Resources: evaluate the quality of the land for agricultural activities,
considering factors like soil fertility and water availability. Also, assess the condition of
existing infrastructure (structures, irrigation systems, and equipment).

Operational Practices: understand the current farming practices, ensuring they align
with sustainable and ethical standards. Examine crop rotation history to gauge soil
health and potential challenges.

Market Position/Access: investigate the existing market relationships, distribution
channels, and access to buyers for agricultural products.

Brand Reputation: consider the reputation of the agribusiness in the market and among
stakeholders.

Legal and Regulatory Aspects: verify the legal aspects of land ownership, ensuring
compliance with local regulations.
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+ Environmental compliance: assess adherence to environmental regulations and

sustainable farming practices.

+ Financial Health: review financial statements to understand the profitability and

financial health of the agribusiness. Identify any outstanding debts or legal obligations
associated with the business.

3.6.3.4 Pros and Cons of Buying an Existing Agribusiness

Pros

v

v

Immediate Entry to Market: rapid entry into the agricultural market with established
operations and existing clientele.

Infrastructure and Equipment: access to ready-to-use infrastructure, irrigation systems,
and agricultural equipment.

Knowledge Transfer: potential transfer of local agricultural knowledge and insights from
existing staff.

Market Access: existing relationships with suppliers, buyers, and distributors facilitate
smoother market access.

Risk Mitigation: reduced risk compared to starting a new venture, with established
practices and a known market presence.

Legacy Challenges: inherited challenges such as outdated equipment, inefficient
processes, or historical environmental issues.

Resistance to Change: existing staff or practices may resist changes, hindering the
implementation of new strategies.

Hidden Liabilities: unforeseen financial or legal obligations may surface after the
acquisition.

Market Adaptation: the need to adapt existing products or practices to meet evolving
market demands.

Dependency on Reputation: Success relies on the reputation of the acquired
agribusiness, which may need revitalization.

3.6.4 Joint Ventures and Strategic Alliances

In the dynamic landscape of agribusiness, Joint Ventures (JVs) and Strategic Alliances emerge
as powerful collaborative strategies. These partnerships offer unique opportunities for growth,
resource-sharing, and risk mitigation in the agricultural sector of Zambia or Africa.

3.6.4.1 Understanding Joint Ventures

Joint Ventures involve collaboration between two or more entities to undertake a specific
agricultural project or activity. In the context of agribusiness, this could range from shared
cultivation projects to joint processing and distribution initiatives. Critical considerations for
Joint Ventures include:

Resource Pooling: Partners contribute complementary resources, be it capital,
expertise, or infrastructure, creating a synergy that enhances the venture's overall
capabilities.
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i.  Risk and Reward Sharing: Joint Ventures distribute risks and rewards among partners,
fostering a collective responsibility for the project's success.
iii.  Legal Structure: Establishing a clear legal framework outlining each partner's rights,
responsibilities, and profit-sharing mechanisms is crucial for a successful Joint Venture.
3.6.4.2 Strategic Alliances in Agribusiness

Strategic Alliances are collaborative agreements between agribusiness entities to achieve
common objectives without forming a new entity. These alliances enable partners to leverage
each other's strengths and navigate market challenges collectively. Key aspects of Strategic
Alliances include:
i.  Shared Goals: Partners align their goals, whether entering new markets, developing
innovative products, or enhancing supply chain efficiency.
ii.  Flexibility: Strategic Alliances offer flexibility, allowing partners to maintain their
independence while collaborating on specific projects or activities.
ii.  Technology Transfer: Alliances facilitate the exchange of technologies, best practices,
and industry insights, fostering mutual growth and competitiveness.

3.6.4.3 Factors Influencing Joint Ventures and Strategic Alliances in Agribusiness

+ Complementary Capabilities: Identifying partners with complementary strengths
enhances the overall capacity of the collaboration.

+ Market Access: Accessing new markets or strengthening presence in existing ones
through combined efforts.

+ Risk Mitigation: Spreading risks among partners, particularly in uncertain agricultural
environments.

+ Regulatory Compliance: Navigating diverse regulatory frameworks can be complex but
is crucial for the success of collaborations.

+ Cultural Alignment: Ensuring alignment in business culture and practices to foster
effective communication and collaboration.

3.2.4.4 Examples of Joint Ventures and Strategic Alliances in Agribusiness in Zambia

+ Crop Cultivation/Milk Joint Venture: Local farmers collaborate with a processing
company to cultivate and supply a specific crop or milk ensuring a stable input for the
processing unit (Out grower schemes).

+ Research and Development Alliance: Agricultural research institutions form strategic
alliances with agribusiness companies to jointly develop and introduce new, high-yield
crop varieties.

+ Export and Distribution Partnership: A cooperative alliance between small-scale farmers
and an export-oriented agribusiness for collective packaging, distribution, and export
of produce.

3.6.4.5 Pros and Cons of Joint Ventures and Strategic Alliances

Advantages

v" Risk Sharing: Shared risks and financial burdens among partners.
v" Resource Optimization: Pooling of resources leads to enhanced capabilities.
v Market Expansion: Access to new markets through collaborative efforts.
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v Knowledge Exchange: Exchange of industry insights and best practices.
Disadvantages

» Coordination Challenges: Coordinating diverse interests and strategies can be complex.
Conflict Resolution: Managing conflicts that may arise between partners.

Dependency Risk: Dependency on partners for critical resources.

Intellectual Property Concerns: Protecting intellectual property rights in collaborative
projects.

Y VYV VY

3.6.5 Exporting and Importing

In the agribusiness sector, the dynamic interplay between exporting and importing plays a
pivotal role in shaping market landscapes, driving economic growth, and fostering global
agricultural collaborations. Understanding the nuances of international trade becomes
imperative for agribusinesses in Zambia or Africa aiming to expand their reach.

3.6.5.1 Exporting

Exporting refers to selling goods or agricultural products produced locally to international
markets. In the context of agribusiness in Zambia or Africa, exporting presents unique
opportunities and challenges.

Opportunities include:
v Market Diversification: Expanding beyond local markets diversifies revenue streams
and reduces dependence on regional economic fluctuations.
v Foreign Exchange Earnings: Generating foreign currency through exports contributes
to economic stability and growth.
v" Promoting Local Products: Showcasing unique agricultural products from Zambia or
Africa on the global stage enhances the region's reputation.

Challenges include:
» Quality Standards and Regulations: Complying with diverse international quality
standards and regulations can be complex.
> Logistical Considerations: Efficient export logistics, including transportation and
storage, are critical and may pose challenges.
» Market Entry Barriers: Navigating entry barriers in foreign markets, such as tariffs and
quotas, requires strategic planning.

3.6.5.2 Importing

Importing involves procuring agricultural products or inputs from international sources to
meet local demand. For agribusinesses in Zambia or Africa, importing can address gaps in local
supply or provide access to specialized inputs.

Opportunities include:
v Access to Specialized Inputs: Importing allows access to specialized agricultural
inputs not readily available locally.
v Market Stability: Ensuring a stable supply of agricultural products, especially during
seasonal variations or local production challenges.
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v" Technology Transfer: Importing technologies and machinery facilitates
advancements in agricultural practices.

Challenges include:
> Cost Considerations: Importing costs, including tariffs and transportation, may impact
overall operational expenses.
> Dependency Risks: Overreliance on imports for critical inputs may pose risks during
global supply chain disruptions.
» Regulatory Compliance: Adhering to import regulations and securing necessary
permits demands meticulous attention.

3.6.5.3 Factors Influencing Exporting and Importing in Agribusiness

+ Market Analysis: Analysing target markets for demand, competition, and regulatory
conditions is crucial.

+ Quality Assurance: Ensuring high-quality agricultural products enhances
competitiveness in export markets.

+ Trade Agreements: Leveraging regional or international trade agreements facilitates
smoother exporting and importing processes.

+ Supply Chain Resilience: Building resilient supply chains that can withstand
disruptions is essential.

3.6.5.4 Examples of Successful Exporting and Importing Strategies in Agribusiness in
Zambia/Africa
i. Exporting Success: Zambian organic coffee producers successfully export their
products to premium markets by emphasizing sustainable farming practices.
i. Importing Efficiency: African agribusinesses strategically import advanced
irrigation technologies to enhance crop yields during dry seasons.

3.6.5.5 Pros and Cons of Exporting and Importing in Agribusiness

Pros:
v Global Market Access: Accessing a broader market base enhances growth potential.
v" Economic Contribution: Contributing to national economic growth through foreign
exchange earnings or local supply stability.
v" Technological Advancements: Importing technologies fosters innovation and
efficiency.

» Market Risks: Fluctuations in global markets may impact the profitability of exports.

> Dependency Challenges: Overreliance on imports may pose risks during supply chain
disruptions.

» Regulatory Complexities: Navigating diverse international regulations demands
expertise and resources.

3.6 Unit Summary

= Embarking on a new agribusiness venture involves initiating and trading in a chosen
field, often exploring uncharted territories where innovative ideas can take root and
flourish. This approach is particularly relevant in regions like Zambia and Africa, where
existing enterprises may not have fully explored unique opportunities.
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Agribusiness start-ups allow entrepreneurs to minimize risk, test ideas in the market,
and gauge market response before incurring significant liabilities.

Scope of Agribusiness Start-ups: ranges from part-time endeavours with minimal
personal risk to substantial investments requiring shared commitments to varied forms,
from small-scale initiatives like cultivating specific crops to larger ventures with
extensive capital for land, equipment, and workforce.

Advantages agribusiness start-up: creation of the owners, control by the owners;
satisfaction of the owners, starts with no inherited problems, allowing for new
challenges, help from various agencies, match between founder and enterprise, and
successful agribusiness start-ups can be more cost-effective than acquiring existing
farms.

Disadvantages of start-ups: unproven idea, high failure rate, hard, lonely work, no
market share or goodwill, barriers to entry, difficult to forecast and difficult to finance:
Entrepreneurs must carefully weigh the benefits and challenges of agribusiness start-
ups against other entry methods to make informed decisions aligned with their goals
and the unique characteristics of the agricultural landscape.

Franchising involves the franchisor granting the privilege to operate a business under
their established brand; successful examples in Zambia include Shoprite.

Product and Trademark Agreements: Licensing agreements for distributing products
or using trademarks, such as local entrepreneurs distributing agricultural machinery or
a Zambian clothing manufacturer licensing an international fashion brand.

Business Format Franchising: Exemplified by companies like Nando's, providing
comprehensive support and assistance beyond product distribution.

Strategic Considerations of franchising in Zambia involve cultural fit, legal compliance,
market demand, operational support, financial considerations, and brand recognition.
Pros and Cons of Franchising: For franchisees, benefits include a proven business
concept and national branding, while challenges include dependency on franchisor
stability and financial costs. For franchisors, advantages include rapid expansion and
motivated franchisees, but drawbacks involve a loss of control and potential reputation
risks.

Advantages of buying an existing business include immediate market entry,
overcoming entry barriers, and gaining established market share. However, challenges
include potential hidden liabilities and the absence of the entrepreneurial thrill
associated with starting anew.

Purchase Options: Entrepreneurs can explore various avenues for acquiring ownership,
ranging from outright purchases to partnerships, depending on sellers, business status,
and buyer preferences.

Purchasing an existing agribusiness in Zambia involves strategic considerations such
as land and resource evaluation, understanding operational practices, assessing market
position, checking brand reputation, legal compliance, environmental considerations,
and financial health.
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Pros of Buying an Existing Agribusiness: immediate market entry, access to
infrastructure and equipment, knowledge transfer, market access facilitation, and risk
mitigation; while cons include legacy challenges, resistance to change, potential hidden
liabilities, market adaptation needs, and dependency on the reputation of the acquired
agribusiness.

The dynamic interplay of exporting and importing is pivotal for agribusiness, shaping
market landscapes and fostering global collaborations. Understanding international
trade intricacies is crucial for expansion in Zambia or Africa.

Exporting Opportunities include: market diversification, foreign exchange earnings and
promoting local products, while challenges include: quality standards and regulations,
logistical considerations and market entry barriers.

Importing opportunities include: access to specialized inputs, market stability,
technology transfer, while challenges include cost considerations, dependency risks
and regulatory compliance.

Factors influencing trade: market analysis, quality assurance, trade agreements and
supply chain resilience.

Pros of exporting and importing in Agribusiness: global market access, economic
contribution and technological advancements, while cons include market risks,
dependency challenges and regulatory complexities.
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UNIT 4: FINANCIAL FORECASTING
4.1 Introduction

In Unit 3, you delved into various market entry strategies, encompassing initiatives from
launching entirely new ventures to acquiring existing ones, each accompanied by distinctive
legal and structural considerations. You explored the challenges inherent in this diversity and
cultivated the knowledge and skills necessary for making well-informed decisions aligned with
your specific agribusiness goals.

Now, in Unit 4, you embark on a journey to master the financial forecasting intricacies
indispensable for entrepreneurial success. Beginning with an exploration of the vital role
financial statements play in new ventures, you will learn the significance of these statements,
their preparation, and how they become pivotal in decision-making processes. Thereafter, you
will learn how to prepare financial budgets, encompassing both operating and cash flow
considerations. Moving beyond, you will delve into capital budgeting methods such as
Payback Period, Net Present Value (NPV), Internal Rate of Return (IRR), and Breakeven analysis,
providing you with the tools needed for well-informed investment decision-making. The unit's
scope extends to developing proficiency in forecasting future financial scenarios, empowering
you to make strategic decisions based on these projections. Additionally, you will learn to
identify and manage financial risks, integrating risk management strategies into your financial
projections to establish a resilient business model.

4.2 Welcome to Unit 4. The aims of this unit are to introduce you to:

A robust foundation in financial forecasting, financial and capital budgeting, break-even
analysis, and the seamless integration of risk management strategies into your financial
decision-making. By the end of this unit, you will be equipped with the knowledge and skills
necessary to navigate the agribusiness terrain with confidence and strategic finesse, ensuring
informed and resilient financial strategies for entrepreneurial success.

4.3 Unit Objectives
By the end of unit 4 you should be able to:

= Explain the significance of financial statements in new ventures, how these statements
are prepared and their pivotal role in decision-making.

= Prepare comprehensive financial budgets, including the operating budget and cash
flow budget,

= Use the following capital budgeting methods: Payback Period, Net Present Value
(NPV), Internal Rate of Return (IRR), and Breakeven analysis for informed investment
decision-making.

* Forecast future financial scenarios and make strategic decisions based on these
projections.

* |dentify and manage financial risks, and integrate risk management strategies into their
financial projections for a resilient business model.
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4.4 Time Required

You will require twelve (12) hours to complete this unit.

4.5 Unit Resources

Textbooks

= Brigham, E. F., Ehrhardt, M. C,, Fox, R. (2016). Financial Management. Theory and
Practice. Austria: Cengage Learning.
= Garrison, R. H., Noreen, E. W., Brewer, P. C. (2021). Managerial Accounting. United
States: McGraw-Hill Education.
Website
* Investopedia: A comprehensive resource for financial education and explanations of
various financial concepts.
Financial Tools and Software
= Microsoft Excel or Google Sheets: Essential tools for financial modeling and analysis.
= Online financial calculators: Websites like Calculator Soup - Online Calculators offer

various financial calculators for budgeting, breakeven analysis, and more.

4.6 Unit Topics

= Financial Statements in New Ventures
- Purpose of Financial Statements
- Relevance to New Ventures
- Projected or Pro-Forma Statements
= Preparing Financial Budgets
- The Operating Budget
- The Cash Flow Budget
- Pro Forma Statements
= Capital budgeting
- Capital Budgeting Process
- Common Methods in Capital Budgeting
- Payback Period Method
_ Net Present Value (NPV) Method
_ Internal Rate of Return (IRR) Method
= Breakeven Analysis/Cost Volume Analysis
- The Behaviour of Costs
- Revenue structure
- Breakeven Point Structure
- Algebraic Model
- Contribution
- Applicability of Break Even Analysis
Critique of Break Even Analysis
" Rlsk Management and Financial Forecasting
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4.6.1 Financial Statements in New Ventures

Financial statements are essential tools for assessing and communicating a business's financial
health and performance. They are crucial in helping entrepreneurs, investors, and other
stakeholders make informed decisions about the company's present and future prospects. In
the context of new ventures or start-ups, understanding and effectively utilizing these financial
statements are of paramount importance.

4.6.1.1 Purpose of financial statements

Financial statements serve several purposes, but their primary function is to provide a clear
and comprehensive picture of a company's financial situation. They do so by revealing critical
information about three core aspects:

The Balance Sheet: This financial statement, also known as the "Statement of Financial
Position," offers a snapshot of a company's financial condition at a specific point in
time. It provides an overview of the company's assets, liabilities, and equity. The
fundamental equation, Assets = Liabilities + Equity, ensures that the balance sheet is
always in balance. Assets represent what the company owns, liabilities represent what
it owes, and equity represents the owners' stake in the business.

The Profit and Loss Account (Income Statement): Commonly referred to as the
income statement, this report presents a company's financial performance over a
defined period, typically a year or a quarter. It outlines the revenues generated by the
business, deducts the expenses incurred, and yields a net income or loss. The income
statement is invaluable for assessing a company's profitability and identifying areas
where financial performance can be improved.

The Cash Flow Statement: provides insights into how balance sheet accounts and
income changes affect a company's cash and cash equivalents over a specified
timeframe. It is divided into operating, investing, and financing activities. By detailing
cash inflows and outflows, the cash flow statement reveals how well a company
manages its cash resources and whether it has the liquidity necessary to meet its
obligations and seize new opportunities.

4.6.1.2 Relevance to new ventures

For new ventures and start-ups, these financial statements hold particular significance. Here is

why:
+ Navigating Uncertainty: Start-ups often operate in an environment characterized by

unpredictability. They need to adapt quickly to changing circumstances and make
data-driven decisions. Financial statements offer a structured means of tracking
performance and understanding how resources are utilized, enabling start-ups to make
informed decisions amidst uncertainty.

+ Attracting Investors: Investors, whether they are venture capitalists, angel investors, or

banks, typically require a deep understanding of a start-ups’ financial standing before
committing capital. Well-prepared financial statements can instil confidence in
potential investors and increase the likelihood of securing funding.
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+ Strategic Planning: Developing and analysing financial statements are essential for
setting clear financial objectives and strategies. Entrepreneurs can use these
statements to plan for growth, assess the feasibility of new projects, and identify areas
that require attention.

4.6.1.3 Projected or Pro-Forma Statements

In the context of new ventures, financial statements are often projected or pro forma. These
statements provide a forward-looking perspective, estimating how a start-up’s financial
position and performance may evolve in the future. Projected statements are crucial for
creating business plans and financial forecasts, allowing entrepreneurs to demonstrate their
venture's potential profitability and sustainability to potential investors and stakeholders.

Financial statements, including the balance sheet, income statement, and cash flow statement,
are vital tools for assessing and communicating a new venture's financial health. They offer
insights into a start up’s present condition, past performance, and future potential. Utilizing
these statements effectively can aid entrepreneurs in decision-making, attracting investors,
and navigating the often unpredictable terrain of new business ventures.

a. Balance Sheet

A balance sheet is a financial statement that provides a snapshot of a business's financial
position at a specific point in time. It highlights what the entrepreneur owns (assets) and what
the entrepreneur owes (liabilities) on a particular date.

Balance Sheet Formats

There are two common formats for balance sheets:

i.  The Horizontal Format: In this format, assets are listed on one side, and capital and
liabilities are listed on the other side. Assets are further categorized into fixed and
current assets and arranged in reverse order of liquidity (farthest from cash to closest
to cash). This format makes the balance sheet more readable and follows the equation:

Fixed Assets + Current Assets = Capital + Long-term Liabilities + Current Liabilities
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Table 4.1: lllustration of a Balance sheet as at 31st December 20XX for ABC Ltd -
Horizontal

Fixed Assets ZMW ZMW Capital ZMW
Buildings 45,000 Opening Balance 50,000
Plant and Machinery 30,000 Add Profit 14,000
Motor Vans 19,000 Total Capital 64,000
Less Drawings 4,000
Total Fixed Assets 94,000 Total Capital 60,000

Long Term Liabilities

Loan 50,000
Current Assets Current Liabilities
Stock in trade 23,000 Trade Creditors 37,000
Trade debtors 18,000
Cash in bank 12,000
Total Current Assets 53,000 Total Liabilities 87,000
Total Assets 147,000 | Total Capital and Liabilities 147,000

ii.  The Vertical Format: rearranges the balance sheet equation in a vertical presentation.
It lists fixed and current assets and deducts current liabilities to arrive at net assets. The
equation is as follows:

Fixed Assets + (Current Assets - Current Liabilities) - Long-term Liabilities = Capital + Profit
- Drawings.

Assets

Assets can be broadly categorized into two types:

+ Fixed Assets: These are long-term assets used to generate wealth. They have a lifespan
of typically more than one year and include items like buildings, land, machinery, and
fixtures. Fixed assets with the exception of land may depreciate over time, reflecting
their actual value accurately.

+ Current Assets: Current assets are those assets that can be converted to cash within the
normal operating cycle of the business, which is usually within one year. Examples
include cash, accounts receivables (debtors), inventory stock, prepaid expenses, and
other assets like investments in securities.
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Table 4.2: lllustration of a Balance Sheet as at 31st December 20XX for ABC Ltd -

Vertical

Fixed Assets ZMW ZMW
Buildings 45,000
Plant and machinery 30,000
Motor Vans 19,000

94,000
Current Assets
Stock in Trade 23,000
Trade Debtors 18,000
Cash in Bank 12,000

53,000

Less Current Liabilities
Trade Creditors 37,000

16,000
Total Assets Less Current Liabilities 11,000
Less Long Term Liabilities
Loan 50,000
Net Assets 60,000
Capital
Opening Balance 50,000
Add Profit 14,000

64,000

Less drawings 4,000

60,000

Capital

Capital represents the claims of the owners against the business assets. It is what remains after
subtracting liabilities from assets according to the accounting equation: Assets - Liabilities =
Capital. Common stock signifies the owners' initial investment, while retained earnings reflect
the net profits the owners have chosen to reinvest in the business.

Liabilities
Liabilities can be divided into two categories:
+ Long-Term Liabilities: These claims against the business are not due within one year.

Examples include bonded indebtedness, mortgages, and long-term loans.

+ Current Liabilities: These claims will fall due within one normal operating cycle, typically
within one year. Examples encompass accounts payable (items purchased on credit),
notes payable (short-term loans), and accruals (obligations incurred but not yet
formally billed, like taxes and wages).

Understanding the balance sheet is crucial for entrepreneurs as it provides a clear overview of
their company's financial health at a specific moment in time, helping them make informed
decisions, attract investors, and plan for the future.
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Income statement

The Income Statement, often called the Profit and Loss account, tracks the flow of wealth over
a specific period. In contrast to the Balance Sheet, which provides a snapshot of a business's
wealth at a particular moment, the Income Statement displays how wealth was generated
throughout the period.

Relationship between Balance Sheet and Income Statement

The Income Statement connects the Balance Sheet at the beginning and end of a period,
illustrating how wealth accumulation occurs over time. This connection affects the Balance
Sheet equation, which can be extended as follows:

Assets = Capital + (-) Profit (Loss) + Liabilities

This equation can also be expressed as:
Assets = Capital + (Revenues — Expenses) + Liabilities

Income Statement Format

The format of an Income Statement may vary among businesses, but it typically starts with
sales, followed by various sections:

.  Turnover

+ Sales refer to the total value of products and services sold during the specified
period. They can include both credit and cash sales.

+ Sometimes customers return products after purchasing them. The money value
of all returns is usually subtracted from the money value of all sales. Some
customers may be offered discount prices for the goods or services they buy
these also must be subtracted i.e. Sales- (Returns + Discounts) = Net Sales

& Other income:Income from various sources, such as interest, dividends,
consultancies, discounts, commissions, and rent.

ii. Costof Goods Sold (COGS)
+ Represents the total cost of goods sold during the specified period.
+ Inretail or trading firms, it includes the actual purchase cost and any additional
expenses.
+ It includes raw materials and direct manufacturing costs for processing or
manufacturing firms.

+ COGS = Opening Stock + Purchases (for the opening year) - Closing stock (cost
of goods unsold at the end of the same period).
iii. ~ Gross Profit/Margin
+ The difference between Total Sales and COGS.
+ [t indicates the money available to cover operating expenses and generate a
profit.

46



VL.

7

Operating Expenses

+ Costs associated with specific sales transactions during the period.

+ Includes marketing expenses, administrative expenses, and general expenses

(overhead).

+ Depreciation is a part of the operating expenses and represents the allocation

of fixed asset costs over time.

Profit before Interest and Tax

+ The amount left after subtracting operating expenses from the Gross Margin.

Balancing Charge or Allowance

+ Itis relevant when a fixed asset is sold or written off.

Profit After Interest and Tax/Net Profit

+ The net profit remaining after taxes and interest expenses.

Table 4.3: lllustration of Trading Profit and Loss Account for the year Ended 31st

December 20XX
Expenses (ZMW) Income (ZMW)
1| Turnover
Sales 5,000,000
Other Income (Commission, etc) 450,000
2| Cost of Goods Sold 1,000,000
3| Gross Profit 4,450,000
4| Allowable Expenses
Office Rentals 120,000
General Administrative Costs 30,500
Travel and Subsistence 10,000
Advertising and Marketing 4,600
Depreciation 3,200
Vehicle Maintenance 4,000
Salaries 400,000
Total Expenses 572,300 (572,300)
7| Profit Before Tax 3,877,700
8| Taxation (1,220,925)
9| Profit After Tax 2,656,775

Depreciation and Profit Measurement

Depreciation is the allocation of a fixed asset's cost over its useful life to measure its
consumption during a particular period. Four factors influence depreciation calculation:

% The cost of the asset
£ The asset's useful life
£ The residual value of the asset
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+ The depreciation method

The cost of the asset: includes all costs incurred by the business to bring the asset to its
required location and to make it ready for use, i.e. cost of acquiring the asset, any delivery
costs, installation costs (e.g. setting up a new machine) and legal costs incurred in the transfer
to the legal title (e.g. in case of freehold property). Similarly, any costs incurred in improving
or altering an asset to make it suitable for its intended use within the business will also be
included as part of the total cost.

The useful life of the asset: an asset has a physical and economic life. The Physical life of an
asset will be exhausted through the effects of wear and tear and the passage of time. Note
that the physical life can be extended considerably through careful maintenance,
improvements, etc. On the other hand, the economic life of an asset is decided by the effects
of technological progress and changes in demand. After a while, the benefits of using the asset
may be less than the costs involved. This may be because the asset cannot compete with newer
assets or because it is no longer relevant to the needs of the business. The economic life of an
asset may be much shorter than its physical life, e.g. a computer may have a physical life of
eight years and an economic life of three years. The economic life of an asset will determine
the expected useful life to calculate depreciation.

Residual value (Disposal value): when a business disposes of a fixed asset that may still be
of value to others, some payment may be received. This payment will represent the residual
value or disposal value of an asset. The residual value must be deducted from the asset's
cost when calculating the total amount to be depreciated.

Two common depreciation methods are:

i.  Straight Line Method: Allocates an equal amount of depreciation over the asset's
useful life, resulting in a constant annual depreciation charge. The written-down value
declines in a straight line.

i. Reducing (Declining) Balance Method: Applies a fixed percentage rate of
depreciation to the written-down value of the asset each year, leading to higher
depreciation charges in the early years and lower charges in the later years.

Activity 4.1

The following information has been provided; use it to calculate the depreciation.

Cost of machine $40,000

Estimated residual value at the end of its useful life $ 1,024

Estimated useful life 4 years

Solution

Total amount to be depreciated = Total cost — Estimated Residual Value
$38,976 = $40,000 - $1,024

Amount to be depreciated
Estimated Useful life

Annual depreciation charge =
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$38,976
4 years

$9,744/year

The annual depreciation charge in the profit and loss account for this asset will be $9,744 for
each of the four years of the asset's life.
+ The amount of depreciation relating to the asset will be accumulated for as long as the
asset continues to be owned by the business.
+ This accumulated depreciation figure will increase yearly due to the annual
depreciation amount charged to the profit and loss account.
This accumulated amount will be deducted from the asset's cost on the balance sheet. Thus,
from the example above, at the end of the second year, the accumulated depreciation will be
$9,744 x 2 = $19,488, and the asset details will appear on the balance sheet as follows:

$ $
Machine at cost 40,000
Less Accumulated depreciation 19,488
20,512

The balance of $20,512 shown above is referred to as the asset's written-down value or net
book value. It represents that portion of the cost of the asset that has still to be written off (i.e.
treated as an expense). Note that this figure does not represent the current market value, which
may differ.

+ The straight-line method derives its name from the fact that the written—-down value of
the asset at the end of each year when graphed against time, will result in a straight-
line.

+ Figure 4.1 shows that the written-down value of the asset declines by a constant
amount each year. The straight-line method provides a constant depreciation charge
each year. The result, when plotted on a graph, is a straight line.
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Time
Figure 4.1: Graph of Written Down Value against Time Using the Straight Line Method
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Activity 4.2

Supposing we used the same information in the above example but applied a 60% per cent
fixed rate of depreciation of the written down value to determine the annual depreciation
charge. This will have the effect of reducing the written-down value to $1,024 after four years.

$
Cost of Machine 40,000
Year 1 Depreciation charge (60% of cost) (24,000)
Written — down value (WDV) 16,000
Year 2 Depreciation charge (60% WDV) (9,600)
Written down value 6,400
Year 3 Depreciation charge (60% WDV) (3,840)
Written — down value 2,560
Year 4 Depreciation charge (60% WDV) (1,536)
Residual value 1,024

Figure 4.2 shows that under the reducing balance method, the written — down value of an asset
falls by a larger amount in the earlier years than in the later years. This is because the
depreciation charge is based on a fixed rate percentage of the written down value.
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Figure 4.2: Graph of Written Down Value against Time Using the Reducing Balance
Method

Activity 4.3

Assume that the machine used in the example above was owned by a business that made a
profit before depreciation of $20,000 for each of the four years in which the asset was held.

Required

Calculate the net profit for the business for each year under each depreciation method and
comment on your findings.

Solution

Straight line method
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(a) (b) (a-b)
Year Profit before Depreciation ($) | Depreciation ($) Net profit ($)
1 20,000 9,744 10,256
2 20,000 9,744 10,256
3 20,000 9,744 10,256
4 20,000 9,744 10,256
Reducing balance method
(@ (b) (a-b)
Year Profit before Depreciation Depreciation ($) Net profit ($)
(%)
1 20,000 24,000 (4,000)
2 20,000 9,600 10,400
3 20,000 3,840 16,160
4 20,000 1,536 18,464
+ The above calculations reveal that the Straight Line Method of depreciation results in

*

a constant net profit figure over the four years. This is because the profit before
depreciation and the depreciation charge are constant over the period.
The Reducing Balance Method, however, changes profit figures over time. In the first
year, a net loss is reported, and after that, a rising net profit is reported.

Depreciation and replacement of fixed assets

*

There seems to be a misunderstanding in some people's minds that the purpose of
depreciation is to provide the funds to replace an asset when it reaches the end of its
useful life.

On the contrary, depreciation is an attempt to allocate an asset's cost (less residual
value) over its useful life.

The resulting depreciation charge in each period represents an expense, which is then
used in the calculation of net profit for the period. It is necessary for the proper
measurement of financial performance and must be done whether or not the business
intends to replace the asset in the future.

If there is an intention to replace the asset, the depreciation charge in the Profit and
Loss account will not ensure the liquid funds are set aside by the business specifically
for this purpose.

Although the effect of a depreciation charge is to reduce net profit and, therefore, to
reduce the amount available for distribution to owners, the amounts retained within
the business may be invested in ways unrelated to the replacement of the specific asset.

Question: Suppose a business sets aside liquid funds, equivalent to the depreciation charge
each year, intending to use these to replace the asset at the end of its useful life. Will this
ensure that there will be sufficient funds available for this purpose?

Answer: No! Even if funds are set aside each year that is equal to the depreciation charge for
the year, the total amount accumulated at the end of the asset's useful life may be insufficient
for replacement purposes. This may be because inflation or technological advances have
increased the replacement cost.
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Stock Costing Method

The method used to determine the cost of stock sold during a period and the value of stock
held at the end of the period can significantly impact profit measurement and financial
position reporting. Common stock costing methods include:
i.  First in, First out (FIFO): Assumes that the earliest stocks purchased are the first to be
sold.
ii.  Lastin, First out (LIFO): Assumes that the latest stocks purchased are the first to be sold.
iii.  Weighted Average Cost (AVCO): Uses an average cost for all stocks sold without
distinguishing between individual purchases.
The choice of stock costing method affects the reported profit and balance sheet figures. FIFO
tends to result in the highest gross profit and closing stock figures, while LIFO leads to lower
gross profit and stock values. AVCO falls between these two extremes. The choice of method
may also depend on factors like tax regulations and the nature of the business.

Activity 4.4

A business commenced on T1°** May to supply oil to factories. During this month, the following
transactions took place:

Tonnes Cost per tonnes
May 2 Purchased 10,000 $10
10 purchased 20,000 $13
18 sold 10,000

What would be the effect on the business of adopting each stock costing method in terms of:
(a) the size of the reported profit for the period, and

(b) The assets shown on the balance sheet at the end of the period?

(c) Can you explain the effect on each method on reported profit and financial position?

FIFO Approach: It is the first 10,000 tonnes that are assumed to be sold first. The remainder,
which is the later purchases, will comprise the closing stock. Thus we have:

Cost of sales (10,000 @ $10 per tonne) = $100,000

Closing stock (20,000 @ 13 per tonne) $260,000

LIFO Approach: The later purchases are assumed to be the first to be sold and so the earlier
purchases, plus any later purchases that remain unsold, will comprise the closing stock. Thus
we have:

Cost of sales (10,000 @ $13 per tonne) = $130,000
Closing stock (10,000 @ $13 per tonne + 10,000 @ $10 per tonne) = $230,000

AVCO Approach: The weighted average of the stock purchased during the period will be
determined as follows:
Average Cost = [(10,000 x $10) + (20,000 x $13] =$12 per tonne

(10,000 + 20,000)
This cost per tonne will then be used to drive both the cost of goods sold and the cost of the
remaining stocks. Thus we have:
Cost of Sales (10,000 @ $12 per tonne) = $120,000
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Closing stock (20,000 @ $ 12 per tonne) = $240,000.

+ The FIFO method gives the lowest cost of sales figures, which, when deducted from
sales, will give the highest gross profit figure. This method gives the lowest cost of sales
figure because it reflects the cost of the earlier (cheaper) stocks. This method will also
give the highest stock figure in the balance sheet at the end of the period. This is
because the latter (and more expensive) stocks are reflected in this figure.

+ The last in, first out (LIFO) approach gives the highest cost of sales figure and will give
the lowest gross profit figure. This approach gives the highest cost of sales figure
because it reflects the cost of the later (and more expensive) stocks. This approach will
also give the lowest stock figure in the balance sheet at the end of the period. This is
because the earlier (and cheaper) stocks are reflected in this figure.

+ The weighted average cost will provide a cost of sales figure and closing stock figure
that fall between the two extremes.

+ When stock prices rise, the FIFO method will give the highest gross profit, and LIFO will
give the lowest gross profit. During falling prices, the positions of FIFO and LIFO are
reversed.

+ The AVCO method will provide a figure between these two extremes.

+ For taxation purposes, especially in an inflationary economy, LIFO will be preferred to
reduce the taxable income; however, some revenue authorities prefer/require that
companies use either FIFO or AVCO.

Effect of Bad Debts

When it is reasonably certain that a credit customer will not pay, the bad debt should be written
off. This involves reducing debtors and increasing expenses by creating an "expense" called
"bad debts written off." This action reflects the unrecoverable nature of the debt and impacts
both the income statement and balance sheet.

b. Cash Flow Statement

For a business to ensure its survival, it is not sufficient to generate profits. Many profitable
agribusinesses have faced severe limitations due to insufficient cash flow. The inability to meet
current financial obligations can lead to the collapse of businesses since creditors typically
require cash for settlements. Managing cash is critical for seizing commercial opportunities as
they arise and ensuring the business's survival. Generating sufficient cash is essential for
meeting obligations as they emerge.

Profitability and Liquidity

Profit (or loss), which represents the difference between revenues and expenses for a period,
may not always correlate with the cash generated during that period. Revenues do not
necessarily represent cash received, especially when sales are made on credit. Expenses are
not equivalent to cash paid. Therefore, net profit (total revenue - total expenses) does not
necessarily represent the net cash generated during a period. Profitability and liquidity are not
necessarily aligned. It is essential to differentiate between profit and liquidity. Profit measures
achievement and productivity, while cash is just one form in which wealth can be held.
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Factors Affecting Profit and Cash

Table 4.4 illustrates how specific transactions or events affect profit and cash differently:

Table 4.4: lllustration of Effects of Transactions on Profit and Cash

REASON

Repaying the loan requires that cash be paid to
the creditors. Thus two figures in the balance
sheet will be affected, but not the profit & Loss
A/C

Making a sale on credit will increase the sales
figure and probably profit or loss (unless the sale
was made for a price that precisely equalled the
expense involved). However, at this point, the cash
level will not change.

Buying a fixed asset for cash obviously reduces
the cash balance of the business, but its profit
figure is not affected.

Receiving cash from a debtor increases the cash
balance & reduces the debtors balance. Both of
these figures are on the balance sheet. The profit
and loss account is not affected.

ITEM EFFECT ON EFFECT ON
PROFIT CASH

Repayment of a | None Decrease

loan

Making a Sale | Increase None

on credit

Buying a Fixed | None Decrease

Asset

Receiving Cash | None Increase

From A Debtor

Depreciating A | Decrease None

Fixed Asset

Depreciating an asset means that an expense is
recognized. This causes the value of the asset as
recorded in the balance sheet to fall by an amount
of the expense. No cash is paid or received.

What is a Cash Flow Statement?

A cash flow statement summarizes the company's cash balance changes over a period by
presenting cash receipts and disbursements. It differs from a cash flow budget, which projects
future cash needs and income. A cash flow statement aims to understand a business's cash
flow on a monthly basis, including assessing its ability to generate positive cash flows and plan
and control cash for meeting financial obligations and responding to major events or
transactions. It is also used by banks when applying for loans.

Construction of a Cash Flow Statement

Preparing a cash flow statement involves three key stages:

i.  Estimating of cash inflows: Cash inflows come from various sources such as cash sales,
selling fixed assets, bank cash loans, and capital investments.
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Explanation of the Main Features of a Cash Flow Statement

Estimating cash outflows include drawings, purchases, credit payments, operating

expenses, and loan repayments.

Determining the net cash flows and current cash position: Calculate net cash flow by
subtracting total cash outflows from total cash inflows for each month, then add this

to the opening bank balance to determine the closing balance for the next month.

A cash flow statement tracks the cash inflows and outflows of a business over a given period,
including three primary activities:

i.  Operating activities: These involve the primary operating activities of the company.
Cash inflows may come from sales, while cash outflows relate to operating

expenses, interest paid, and income taxes.

Table 4.5: lllustration of a Cash Flow Statement

1

Operations Activities

Cash Receipts from Customers 693,200
Cash Paid for
Inventory Purchases (264,000)
General Operating and Administrative Expenses (112,000)
Wage Expenses (123,000)
Interest (13,500)
Income Taxes (32,800)
Net Cash Flow from Operations Activities 147,900
2 Investment Activities
Cash Received From
Sale of Property and Equipment 33,600
Collection of Principle from Loan
Sale of Investment Securities
Cash Paid For
Purchase of Property and Equivalent (75,000)
Making Loans to Other Entities
Purchase of Investment Securities
Net Cash Flow from Investment Activities (41,000)
3 Financing Activities
Cash Receipts From
Issuance of Stock
Borrowing
Cash Paid For
Repurchase of stocks (Treasury Stocks)
Repayment of Loans (34,000)
Dividends (53,000)
Net Cash Flow from Financing Activities (87,000)
Net Increase in Cash 19,500
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‘ ‘ Cash at End of Year 35,200 ‘

ii.  Investing activities: These include the acquisition and disposal of long-term assets
and other investments. Cash inflows may result from selling property and
investments, while cash outflows come from purchasing assets or investments.

iii.  Financing activities result in changes in the size and composition of equity capital
and borrowings. Cash inflows can come from issuing shares or debentures, while
cash outflows include repayments of amounts borrowed, capital lease payments,
and share repurchases.

4.6.2 Preparing Financial Budgets

Budgets are essential tools for managing finances in agribusiness. They provide a structured
framework for estimating and planning income, expenses, and cash flows. In this section, we
will explore the key elements of financial budgets, including operating budgets, cash flow
budgets, and pro forma statements, to help you understand how they can aid in decision-
making and financial management.

4.6.2.1 The operating budget

An Operating Budget serves as a projection of expected income and expenses over a defined
time frame. The initial step in creating an operating budget is preparing the sales forecast.
There are various methods to generate sales forecasts, two of which are described below:

i.  Statistical Forecasting Techniques: Entrepreneurs can employ statistical methods like
simple linear regression to develop sales forecasts based on historical data. This
technique provides a quantitative and data-driven approach to predict future sales.

i.  Trend Analysis: Another common approach is to estimate that current sales will
increase by a certain percentage compared to past sales. This percentage is determined
through trend line analysis, covering the previous five sales periods. This method
assumes that seasonal variations will remain consistent. Trend analysis is particularly
suitable for established ventures with a history of reliable sales data.

4.6.2.2 The cash flow budget

Once the operating budget is in place, the next phase of the budgeting process involves
creating a Cash Flow Budget. This budget is a statement that estimates cash receipts and
expenditures over a specified period, providing insights into cash inflows and outflows.
Management can make the necessary financial arrangements to ensure smooth operations by
identifying potential cash flow issues in advance.

Activity 4.5

The following information has been provided regarding Zulu's poultry farm

e Production costs and estimated production are as follows:
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JAN FEB MAR APR MAY JUN | TOTAL

Production (Number | 250 260 275 285 280 270 1620
of Trays)
Monthly  Production | 2500 2700 2900 3100 | 3100 2900 | 17,200

costs (ZMW)
e |n addition to the above production costs, his overhead costs are estimated to
be ZMW 1,250 per month;
e Eggs will be sold for cash at ZMW 16 per tray, each tray contains 30 eggs;
e He hopes to contribute a sum of ZMW 600 as initial capital;

REQUIRED

i) Prepare a cash flow budget/statement for Zulu poultry farm

ii) How much overdraft, if any, should he get to avoid liquidity problems
iii) What profit or loss does Zulu make after six months?

4.6.2.3 Pro forma statements

The final step in the budgeting process is the development of pro forma statements. These
statements project a firm's financial position into the future. There are two primary types of
pro forma statements:

Pro Forma Income Statement: This statement projects a firm's expected financial performance
over a specific period, typically one year. It provides an overview of projected revenues and
expenses based on the data from the operating budget.

Pro Forma Balance Sheet: Unlike the income statement, the pro forma balance sheet offers a
snapshot of the firm's projected financial position on a specific future date. It reflects expected
changes derived from the operating and cash flow budgets, which are integrated to create the
projected balance sheet totals.

In summary, financial budgets are invaluable tools for agribusinesses, enabling them to plan,
manage, and forecast their financial activities. The operating budget forms the foundation by
projecting expected income and expenses, while the cash flow budget focuses on cash-related
transactions. Pro forma statements provide a forward-looking perspective, helping
agribusinesses understand their financial position in the coming months or years.
Agribusinesses can make informed decisions and proactively address financial challenges by
meticulously preparing and analysing these financial budgets.

4.6.3 Capital Budgeting

In agribusiness, as in any other industry, entrepreneurs often encounter investment decisions
that involve allocating capital for projects with returns expected to extend beyond a single
year. These long-term investments, commonly known as capital investments or capital
expenditures, play a crucial role in the success and sustainability of agribusiness operations.
To make informed investment decisions, agribusiness managers utilize a technique called
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capital budgeting, which helps assess the financial viability of projects and their alignment with
organizational objectives.

4.6.3.1 Capital budgeting process

The capital budgeting process in agribusiness involves the identification of expected cash
inflows or returns over time. The goal is to evaluate the financial feasibility of potential projects,
considering their long-term impact on the business. To assess the returns on investment, we
often use the following formula:

Expected Returns = (Net Operating Income x (1 — Tax Rate)) + Depreciation
+ Net Operating Income (NOI) represents the income generated by the project before
the deduction of payments to financing sources, applicable taxes, and depreciation.
+ Tax Rate (T) is the relevant tax rate for the project.
+ Depreciation is added back to account for its non-cash nature.

The primary objective of capital budgeting in agribusiness is to maximize the business's overall
value. This process seeks to address two fundamental questions:
a. Project Selection: Agribusiness managers must decide which of the several mutually
exclusive projects to undertake. In other words, they must choose the projects that
align best with the company's goals and resources.

b. Project Quantity: Agribusinesses also need to determine how many total projects they
should undertake. This involves optimizing the allocation of resources across various
investment opportunities.

4.6.3.2 Common Methods in Capital Budgeting
Agribusinesses employ several capital budgeting methods, each with unique advantages and

disadvantages. Here are three of the most common methods used in agribusiness capital
budgeting:

a. Payback Period Method

The payback period method is one of the most straightforward techniques for evaluating
capital projects. It focuses on determining the time it takes to recover the initial investment
from a project's net cash flows. Agribusiness managers set a maximum acceptable payback
period, and any project exceeding this limit is rejected. Projects with shorter payback periods
are preferred, as they provide a faster return on invested funds.

Example: Suppose an agribusiness invests $50,000 in a new irrigation system, and it generates
an annual net cash flow of $15,000. The payback period for this project is calculated as follows:

Payback Period = Initial Investment / Annual Net Cash Flow = $50,000/ $15,000 = 3.33 years
Advantages

v Simplicity: The payback period is easy to understand and calculate. Agribusiness
managers do not need advanced financial knowledge to apply this method.
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v Risk Assessment: It emphasizes quick returns, making it useful for projects where
liquidity and risk management are essential. A shorter payback period reduces
exposure to uncertainties.

v Liquidity: Projects with shorter payback periods provide faster access to cash, which
can be crucial for agribusinesses with liquidity concerns.

Disadvantages:

» Ignores Time Value of Money: The payback period method does not account for the
time value of money, failing to consider the fact that money received sooner is more
valuable than money received later.

> Neglects Cash Flows Beyond Payback Period. It ignores cash flows that occur after the
payback period. Long-term profitability may be disregarded.

» Subjective Payback Period Selection: The choice of the maximum acceptable payback
period is somewhat arbitrary and can vary among different businesses.

b. Net Present Value (NPV) Method

The Net Present Value (NPV) method accounts for the time value of money, making it a more
comprehensive approach than the payback period method. The concept of Time Value of
Money is used in this case. The premise that a dollar today is worth more than a dollar in the
future, how much more depends on the applicable cost of capital for the firm. It involves
discounting all future cash flows back to their present values to assess the project's
profitability. The discount rate used is typically the firm's cost of capital, reflecting the
opportunity cost of capital. The cost of capital is the rate used to adjust future cash flows to
determine their present values. This procedure is referred to as discounting. The future cash
flows are discounted at an applicable discount rate to determine their present values. After the
net present value has been calculated for all the proposals, the entrepreneur can select the
project with the highest and positive net present value. In case of a single project proposal the
entrepreneur should decide not to proceed further with the project if the net present value is
negative. In general, when using the net present value method, the selection criterion is to
accept project proposals with positive net present values and reject those with negative net
present values.

Advantages:

v Considers Time Value of Money: The NPV method incorporates the time value of money,
providing a more accurate reflection of a project's profitability.

v Objective Decision Making: By comparing NPVs, agribusiness managers can objectively
assess project alternatives and select the one with the highest positive NPV.

v" Incorporates All Cash Flows: NPV considers all cash flows, making it suitable for
evaluating projects with varying cash flows over time.

Disadvantages:

» Complexity: Calculating NPV requires a good understanding of finance, including the
selection of the appropriate discount rate. This complexity can be a drawback for those
with limited financial expertise.
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» Subject to Assumptions: NPV calculations rely on various assumptions, including the
discount rate and cash flow forecasts. Inaccurate assumptions can lead to incorrect
decisions.

> Limited to One Project: NPV analysis is often done on a project-by-project basis, making
it challenging to prioritize and select multiple projects simultaneously.

c. Internal Rate of Return (IRR) Method

The Internal Rate of Return (IRR) method determines the discount rate at which a project's
NPV becomes zero. It helps identify the project's inherent rate of return, which must exceed
the company's cost of capital to be considered financially viable. The project with the highest
internal rate of return which is above the cut-off point would then be selected. If it is a single
project, the internal rate of return should be above the cut-off point for the entrepreneur to
proceed with the project. Generally, in financial analysis, the cut-off point would be the
marginal cost of money in the economy, which often referred to as opportunity cost of
capital. If the project proposal is to be financed solely from equity, the cut-off point would be
the rate of return that would be necessary to attract investment in the economy.

Table 4.6: lllustration of Computing IRR - Example One

Year Net Cash flows DF (25%) PV

1 220,000.00 0.800 176,000.00

2 240,000.00 0.640 154,000.00

3 260,000.00 0.512 133,000.00

4 200,000.00 0410 82,000.00

5 200,000.00 0.328 66,000.00
PV 611,000.00
NPV 11.00

One of the major drawbacks to the use of IRR method is the difficulty that can be encountered
when computing the IRR mechanically. Using the NPV method, it is quite simple to look up
the appropriate discount factors in the discount tables. Fortunately, electronic calculators and
spreadsheet software programmes are available that can determine the actual internal rate of
return given the cash flows, initial investment outlays and appropriate cash flow periods.

However, in order to compute the internal rate of return mechanically, we have to use a
systematic procedure of trial and error to find that discount rate which will make the net
present value of the stream of cash flows equal zero. The most difficult aspect of the trial and
error approach is making the initial estimate. If the estimate is too far from the final result,
then several trials will have to be made to find two rates close enough together to permit
accurate interpolation (interpolation is the process of finding a desired value between two
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other values). With more practice the entrepreneur can be able to use the method quite
efficiently in finding the two rates which will give two present values close together, one being
positive and the other negative. The internal rate of return can be computed by interpolation

using the following formula once the two rates which are close together have been found:

Present value of the net cash flow

Internal
Rate of
Return

Lower
= Discount
Rate

Difference
+ between the X
discount rates

Table 4.7: lllustration of Computing IRR - Example Two

-
at the lower discount rate )
< Sum of the present values of the
net cash flow streams at the two >
discount rates, signs ignored
N

Investment: US$600,000

Year Net Cash flows DF (25%) PV DF (30%) PV
220,000.00 0.8 176,000.00 0.769 | 169,000.00
240,000.00 0.64 154,000.00 0.592 | 142,000.00
260,000.00 0.512 | 133,000.00 0.455 | 118,000.00
4 200,000.00 0.41 82,000.00 0.35| 70,000.00
200,000.00 0.328 66,000.00 0.269 | 54,000.00
PV 611,000.00 553,000.00
NPV 11.00 - 4700

IRR =25 + 5 (11/58) = 25 + 0.95 = 25.95%

Advantages of IRR

v Considers Time Value of Money: Similar to NPV, the IRR method considers the time

value of money, providing a rate of return that reflects the project's profitability.

v" Single Metric for Comparison: IRR provides a single rate that agribusiness managers
can compare to the company's cost of capital. If the IRR exceeds the cost of capital,
the project is favourable.
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v" Objective Decision Making: Agribusinesses can objectively select projects based on
their IRR compared to the cost of capital.

Disadvantages of IRR

» Multiple IRRs: Complex project cash flows may lead to multiple IRRs, making
interpretation challenging. Managers need to consider which IRR is relevant for their
decision.

> Potential for Misinterpretation: Agribusiness managers may misinterpret IRR results
when the cash flows change direction multiple times. In such cases, caution is needed
to ensure proper decision-making.

» Limited to One Project: Like NPV, IRR analysis is often done on a project-by-project
basis, which may not facilitate the simultaneous evaluation of multiple projects.

In summary, capital budgeting is a critical process in agribusiness, enabling entrepreneurs
to evaluate and prioritize long-term investment opportunities. By considering the payback
period, NPV, and IRR methods, agribusiness managers can make well-informed decisions
that align with their financial goals and objectives. These methods provide the tools
necessary to ensure the sustainability and growth of agribusiness operations. The choice of
capital budgeting method depends on the specific project, the complexity of the cash flows,
the financial expertise of the decision-makers, and the business's strategic goals. It is
common for agribusinesses to use a combination of methods to gain a comprehensive view
of investment opportunities and make well-informed decisions.

4.6.4 Breakeven Analysis/Cost Volume Analysis

It is particularly important that every agribusiness manager knows what activity levels they
need to operate in order to produce profits. Break even analysis is a tool used to show the
level of business necessary to break even and to earn a specific amount of profit under various
cost and price assumptions. The basic concept is the breakeven point which is that volume of
production where costs exactly equal revenue, resulting into neither loss nor profit. As a tool,
the breakeven analysis involves a thorough examination of those parameters or variables like
profit, cost and price which determine the economic viability of a business/project. It assists
management not only in determining the breakeven point, but also is an essential part of
yearly/annual budgeting or project planning. The basic traditional model relates total
revenue/sales and total costs at a certain level of volume. The breakeven analysis given in a
graphic or algebraic form helps decision makers identify how many units are required to
achieve a desired level of profitability.

4.6.4.1 The behaviour of costs
Costs represent the resources that have to be sacrificed to achieve a business objective. The

objective may be to make a particular product or provide a particular service etc. Costs may
be broadly classified as fixed costs and variable costs.

Fixed costs

They do not fluctuate with the volume of business. They remain fixed (the same) regardless
of changes in volume of activity e.g. rent, insurance, lease payments etc. Fixed costs are
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depicted by the horizontal line, showing that regardless of the sales volume/volume of output,
FCs remain the same. However as sales or volume of output increases, the fixed costs per unit
of output or sale continue to drop. The implication to the agribusiness manager is that, in
order to operate at efficient levels he/she should exploit the economies of scale.

NB: ‘Fixed’ in this context means only that the cost is not altered by changes in the volume of
activity e.qg. fixed costs are likely to be affected by inflation (rent goes up because of inflation
but not because of a change in volume of activity). Fixed costs are almost time based, i.e., they
vary with the length of time concerned. The rental charge for 3 months is normally thrice that
for one month. N: B Thus fixed costs vary with time, but (of course) not with the volume of
output. We should note that when we talk of fixed costs being, say ZMW600 we must add the
period concerned, say, ZMW600 per month.

Variable costs

These are costs that vary with the volume of activity e.g. raw materials, electricity etc. As with
many types of business activity, variable costs tend to be relatively few in comparison with
fixed costs: i.e., fixed costs tend to make up the bulk of total costs. Variable costs (VC) can be
represented graphically as in Figure 6.1. At zero volume of activity the variable cost is zero on
the graph implying that the variable cost will normally be the same per unit of
activity/output/sales.

Costs(C) K

A

TC (Total Costs)

VC (Variable Costs)

A\ 4

Volume of Output

Figure: 4.3: Graph of total cost against the volume of activity/units of output
4.6.4.2 Revenue structure

Total Revenue line is a straight line starting at zero, showing that at zero level production there
are no sales (Figure 4.4).
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Total Revenue

Volume of
Output

v

Figure 4.4 Graph of Revenue structure
4.6.4.3 Breakeven point structure

If we superimpose, onto the total cost graph in Figure 4.3, a line representing total revenue for
each volume of activity, we obtain the breakeven chart shown in the Figure 4.5 below. The
profit (total sales revenue less total cost) at various volumes of activity is the vertical distance
between the total sales revenue line and the total cost line at a particular volume of activity.
Where the volume of activity is at breakeven point (BEP), there is no vertical distance between
these lines (total sales revenue equals total costs) and so there is no profit or loss; i.e., when
the activity is below breakeven point, a loss will be incurred because total costs exceed total
revenue. Where the business operates at a volume of activity above breakeven point, there
will be a profit because total sales revenue will exceed total costs. The further below the BEP,
the higher the loss and the further above BEP, the higher profit.

The extent to which the planned volume of output or sales lies above the breakeven point is
known as the margin of safety. It is the amount which actual output/sales may fall short of
the budget without a loss being made, often expressed as a percentage of the budgeted sales
volume. The relative margin of safety is directly linked to the relationship between selling price
per unit, the variable costs per unit and the fixed costs. Margin of safety (MOS): extent to
which the planned volume of output or sales lies above the breakeven point.
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Figure 4.5 Graph of breakeven point structure

r .

As you may imagine, deducing the breakeven points by graphical means is laborious business.
Since the relationships in the graph are all linear, it would be easy to calculate the breakeven

point.

4.6.4.4Algebraic Model

Involves the use of mathematical equations
Notations
R = Total Revenue
C = Total Costs
V = Variable Costs
F = Fixed Costs
X = Volume of output
r = Variable Cost per unit
P = Selling price per unit
At breakeven point, Total sales revenue = Total costs
i.e. Total sales revenue = Fixed costs + Total variable costs
=F+V
ButF+V=F+Xr
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And Total Revenue (R) = X. P
Thus XP =F + Xr
X(P-r)=F

Therefore volume of output at breakeven point is given by:

F or Fixed Costs
P-r Selling Price per Unit—Variable Cost Per Unit

X =

To determine a certain level of profitability (K)
Where R-C =K

XP - (Xr + F) = K
K+F
P-r

X =

4.6.4.5 Contribution

The bottom part of the breakeven formula i.e. sales revenue per unit less variable costs per
unit (P -r) is known as contribution per unit. It is a useful figure to know in decision making
context. It is called ‘contribution’ because it contributes to meeting the fixed costs and if there
is any excess, it also contributes to profit.

-

’ L)
\ Activity 4.6

Lubinda industries Ltd makes floral pots. The fixed costs of operating the workshop for a
month total $500. Each pot requires materials that cost $2. Each pot takes two hours to make
and the business pays the pot maker $5 an hour. The pot makers are all on contracts such
that if they do not work for any reason, they are not paid. The pots are sold to a wholesaler
for $14 each.

1) What is the breakeven point for the pot making business? (The breakeven point should be
given in number of pots)

A ~r‘$‘
1 -
W Activity 4.7

Supposing the industry expects to sell 500 pots a month. The business has the
opportunity to rent a pot-making machine. Doing so would increase the total fixed costs
of operating the workshop for a month to $3,000. However, the machine would reduce
the labour time to one hour per pot. The pot maker would still be paid $5 an hour.




(@)

(b)
()

(d)
(e)

How much profit would the business make each month from selling pots?
(i) Assuming that the pot making machine is not rented and;
(ii) Assuming that itis rented.
What is the breakeven point if the machine is rented?
What is the contribution per unit for the pot making activity?
(i) Without the machine;
(i) With the machine.
What do you notice about the figures you calculate?
What is the margin of safety?
i.  Without the machine.
ii.  With the machine.

iii.  What advice would you give Lubinda industries Ltd about renting the
machine, on the basis of the values for margin of safety?

4.6.4.5Applicability of Breakeven analysis

The general applicability of break-even analysis models; reflects the industrial importance of
break-even analysis. The decision making tool can be used for:

(i).

Vi.

Planning for new products: assists production and market research managers to decide
on what new products to add what old products to drop to get profits. Different break
even charts can be used to appraise different product policies. It would enable the
principal examination of the appropriate product mix, identification of profitable or
unprofitable lines of products.

Determining product prices and pricing: break even analysis tool is useful in relating the
price and volume sensitivity so that the firm can take advantage of elasticity of demand.
Choosing promotion strategy: Managers can use break even analysis to select the best
from the different advertising media.

Choosing the physical distribution channels: break even analysis is employed to assess
whether an organization should maintain its current structure of its distribution
network, change them or use other firms’' channels.

Make or buy decision: break even analysis helps management in the optimal allocation
of its resources in deciding to make all the components of the products or buy some
of them from outside the firm.
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Vii.

viii.

Lease or own decision: the break-even analysis model makes it possible for managers
to determine whether it is possible to lease or own machinery/equipment in order to
maximize profits.

Budgeting control; forming a conceptual framework for budgetary controls, profit
planning and process selection. Points to management what could happen to the
breakeven point and to profit as a result of changes in volume or any other proposed
course of action.

Improving and balancing sales.

Wage and salary policy determination e.g. the effect of a wage increase or decrease on
the profit margins.

4.6.4.6Critique of Break Even Analysis

Assumes availability of information and stable conditions to be able to predict trends of
fixed and variable costs. The degree to which we can base decisions on break-even
analysis depends on the extent to which these assumptions will affect decisions. This
leads to the pitfalls of the model.

Adequacy /validity of data: the cost volume analysis can be reasonable and sound only
if a firm in question has a good accounting system and procedures such that figures
are adequately valid. This is rare in many firms, especially in developing countries.
Book keeping may affect the cost revenue figures.

Linearity of curves can operate in the relevant range i.e. short run over a given range of
period. In the long run the curve may be curvilinear e.g. when the firm expands.
Therefore it is suitable for the short run not the long run. For in the long run costs may
not be easily classified as variable/fixed costs besides most fixed costs are not fixed
over all volumes of activity. They tend to be stepped. Therefore great care must be
taken in making assumptions about fixed costs. The problem is particularly heightened
because most activities will probably involve fixed costs of various types (rent,
supervisory salaries, administration costs,) all of which are likely to have steps at
different points. N:B This is probably not a major problem, since break even analysis is
normally conducted in advance of the activity actually taking place. Our ability to
predict future costs revenues etc. is somewhat limited; hence what are probably minor
variations from strict linearity are unlikely to be significant compared with other
forecasting errors.

The assumption that other things are constant is not realistic there are other factors that
affect a firms efficiency e.g. the dynamic Business environment — static device which
provides an over simplified relationship of cost volume — revenue relationship. Each of
these parameters affects and is affected by outside factors e.g. political, social which
cannot be plotted on a graph for us to enjoy the visual picture. So BEA may not be
useful in highly changing atmospheres.

Indiscriminate treatment of factors: It tends to lump together a group of products; both
bad and good performing points are viewed as one group. When this situation is so
vague the performing departments cannot be distinguished from the non-performing
areas. Hence it brings about a potential problem to decision makers. E.g. there is the
problem of identifying the fixed costs of one particular activity. Fixed costs tend to
relate to more than one activity. For example two activities may be carried out in the
same rented premises. Although there are ways of dividing FC between activities, but
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these tend to be arbitrary which raises questions as to the value of breakeven analysis.

4.6.5 Risk Management and Financial Forecasting

Risk management is a crucial aspect of effective financial planning for any agribusiness.
Identifying, assessing, and mitigating risks is essential to ensure the long-term success and
sustainability of the business. Here are key points related to risk management:

*

Risk Identification: Conduct a comprehensive analysis to identify potential risks specific
to the agribusiness industry, such as weather-related risks, market fluctuations, and
regulatory changes.

Categorize risks into different types, including operational, financial, strategic, and
external risks.

Risk Assessment: Evaluate the impact and likelihood of each identified risk. This
involves considering both the potential financial losses and the probability of
occurrence.

Prioritize risks based on their significance to the agribusiness, focusing on those with
the highest potential impact.

Risk Mitigation Strategies: Develop strategies to mitigate or manage identified risks.
This may involve diversification of crops, implementing insurance coverage, or creating
contingency plans for adverse market conditions.

Establish risk mitigation policies and procedures that align with the overall business
strategy.

Financial projections provide a roadmap for the agribusiness, helping to set realistic goals and
allocate resources effectively. Here are key considerations for financial projections:

+

Sales and Revenue Forecasting: Estimate future sales based on historical data, market
trends, and potential growth opportunities. Consider seasonality and other factors that
may influence sales patterns in the agribusiness sector.

Expense Projections: Project operating expenses, including costs related to labor,
equipment, maintenance, and supplies. Factor in potential increases in costs, such as
inflation or changes in commodity prices.

Cash Flow Analysis: Create a detailed cash flow statement to monitor the inflow and
outflow of funds. Ensure that cash reserves are sufficient to cover operational needs,
debt obligations, and unforeseen expenses.

Capital Expenditure Planning: Identify major investments or capital expenditures
required for the agribusiness, such as equipment upgrades or infrastructure
improvements. Plan for financing these expenditures through a combination of savings
and external funding sources.

Sensitivity Analysis: Perform sensitivity analysis to assess how changes in key variables (e.g.,
crop prices, interest rates) may impact financial performance. This helps in understanding the
resilience of the financial plan under different scenarios.

Monitoring and Adjustments: Regularly monitor actual financial performance against
projections. Be prepared to adjust the financial plan in response to unforeseen events or
changes in market conditions.
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By integrating effective risk management practices with robust financial projections,
agribusinesses can enhance their resilience, make informed decisions, and navigate challenges
successfully.

"'S:i
o

' Activity Answers
Activity 4.5

ZULU POULTRY FARM CASH FLOW BUDGET (ZMW)

Cash In Flow JAN FEB MAR APR MAY JUN TOTAL
Opening Balance - 850 1060 1310 1520 1650 6390
Capital Introduced 600 - - - - - 600
Sales 4000 4160 4400 4560 4480 4320 25,920
Total Cash In Flow 4600 5010 5460 5870 6000 5970 32,910
Cash Out Flow
Production Costs 2500 2700 2900 3100 3100 2900 17,200
Overhead Costs 1250 1250 1250 1250 1250 1250 7500
Total Cash Outflow 3750 3950 4150 4350 4350 4150 24,700
Closing Balance 850 1060 1310 1520 1650 1820 8210

Profit or Loss ZMW

Total sales over the 6 months 25,920

Less Production costs 17,200

Gross Profit 8,720

Less Overhead costs 7,500

Net Profit 1,220

Activity 4.6

The breakeven point for the pot making business is

Fixed Costs
Selling Price per Unit—Variable Cost Per Unit

= 500/ [14 — (2 + 10)] = 250 pots

Activity 4.7
(a) Estimated profit, per month, from pot making
Without the Machine With the Machine
$ $ $ $
Sales (500 x $14) 7,000 7,000
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Less materials (500 x $2) 1,000 1,000

Labor (500 x 2 x $5) 5,000
(500 x 1 x $5) 2,500
Fixed Costs 500 3,000
Total costs 6,500 6,500
Profit 500 500
(b) Break-even point with the machine
= Fixed costs

(Sales revenue per unit — variable costs per unit)
= 3.000
14— (2 + 5)
= 429 pots
() Contribution = (P -r)

(i) Without the machine (ii) With the machine
=$14 - ($2+$10) = $14 — ($2+$5)

= $2 = $7
(d) Comment on the figures:

There seems to be nothing to choose between the two manufacturing strategies regarding
profits at the estimated sales volume. There is, however, a distinct difference between the two
strategies regarding the breakeven point. Without the machine, the actual volume of sales
could fall by a half of that which is expected (from 500 to 250) before the business would fail
to make a profit. With the machine, however, a 14 percent fall from (500 to 429) would be
enough to cause the business to fail to make a profit. On the other hand, for each additional
pot sold above the estimated 500, an additional profit of only $2 (that is, $14 — ($2 + $10)
would be made without the machine, whereas $7 (thatis $14 — ($2 + $5) would be made with
the machine. (N: B knowledge of the break-even point and the planned volume of activity give
some basis for assessing the riskiness of the activity).

(e) Margin of Safety

Without the Machine With the Machine
(Number of pots) (Number of pots)
Expected Volume of sales 500 500
Break-even point 250 429
Difference (margin of safety)
Number of pots 250 71
Percentage of estimated volume of 50% 14%

Sales
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(i) Advice regarding the margin of safety.
It is a matter of personal judgment, which in turn is related to individual attitudes to
risk, as to which strategy to adopt. Most people, however, would prefer the strategy
of not renting the machine, since the margin of safety between the expected volume
of activity and the break-even point is much greater. Thus, for the same level of return
the risk will be lower without renting the machine.

4.7 Unit Summary

* Financial statements in new ventures serve as comprehensive tools for assessing and
communicating the financial health of a business.

= They provide a snapshot of the company's financial position, performance, and cash
flows, aiding stakeholders in making informed decisions.

= For new ventures, financial statements are crucial for attracting investors, securing
funding, and establishing credibility.

= They help in monitoring early-stage performance, identifying areas for improvement,
and adapting strategies for sustainable growth.

* Projected financial statements offer a forward-looking view, helping new ventures
anticipate future financial scenarios and plan accordingly.

= The common Pro-forma statements include the projected income statement, balance
sheet and cash flow statement.

= Pro-forma statements assist in forecasting revenue, expenses, and overall financial
performance, aiding in strategic decision-making/planning, risk assessment and
mitigation, and demonstrate the potential impact of business decisions.

= The operating budget serves as a detailed plan outlining expected revenues and
expenses over a specific period. It helps new ventures allocate resources efficiently,
plan for operational needs, and evaluate the financial feasibility of business activities.

= The cash flow budget forecasts the inflow and outflow of cash, ensuring that a new
venture maintains sufficient liquidity. It aids in identifying potential cash shortages,
managing working capital, and making informed decisions to sustain day-to-day
operations.

* Pro Forma Statements, included in financial budgets, offer a forward-looking
perspective on a company's financial performance. By integrating projected income,
expenses, and cash flows, pro forma statements assist in anticipating financial
outcomes and strategically planning for the future.

= The capital budgeting process involves evaluating and selecting long-term investment
projects that align with the strategic goals of the business.

= |t typically includes identifying potential projects, estimating cash flows, assessing risk,
and making investment decisions that enhance the overall value of the company.

= Capital budgeting employs several methods to assess the viability of investment
projects.

= Key methods include the Payback Period, which measures the time it takes to recover
the initial investment, the Net Present Value (NPV) method, which evaluates the
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project's profitability, and the Internal Rate of Return (IRR) method, which calculates
the project's rate of return.

* Payback Period Method: focuses on the time required to recoup the initial investment,
providing a quick assessment of liquidity and risk.

= Net Present Value (NPV) Method: measures the present value of future cash flows,
helping assess the project's profitability and impact on shareholder wealth.

= Internal Rate of Return (IRR) Method: determines the discount rate at which the
project's NPV is zero, indicating the project's inherent rate of return.

= Breakeven analysis begins with understanding how costs behave—differentiating
between fixed and variable costs.

= Variable costs fluctuate with production levels, while fixed costs remain constant,
influencing the breakeven point and overall profitability.

= The breakeven point is the production level at which total revenue equals total costs,
resulting in neither profit nor loss.

= An algebraic model helps express the breakeven point mathematically, offering
insights into the minimum sales needed to cover costs.

= Breakeven analysis is valuable in various business decision making scenarios such
assessing the level of sales needed to cover costs, and pricing strategies among other
things

= However, its simplicity can be a limitation; critics argue that it may oversimplify complex
business dynamics and ignore factors like market demand fluctuations.

= Risk Identification: Conduct a thorough analysis to pinpoint potential risks specific to
agribusiness, including weather-related, market fluctuations, and regulatory changes.
Categorize risks into operational, financial, strategic, and external categories for a
comprehensive understanding.

= Risk Assessment and Mitigation: Evaluate the impact and likelihood of identified risks,
prioritizing based on significance. Develop tailored strategies, such as diversification
and insurance, to effectively mitigate risks and align with the overall business strategy.

= Sales and Revenue Forecasting: Utilize historical data, market trends, and seasonality
considerations to estimate future sales in the agribusiness sector.

= Expense Projections and Cash Flow Analysis: Project operating expenses, factoring in
potential cost increases, and create a detailed cash flow statement. Ensure sufficient
cash reserves to cover operational needs, debt obligations, and unforeseen expenses.

= Capital Expenditure Planning: Identify major investments, plan for financing through a
combination of savings and external sources, ensuring the agribusiness can meet
operational requirements and achieve strategic goals.
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UNIT 5: BUSINESS PLANNING

5.1 Introduction

In Unit 4, you acquired a comprehensive understanding of the pivotal role played by financial
statements in new ventures. You explored their preparation, gaining insights into how they
inform crucial decision-making processes. Additionally, you honed the skill of crafting financial
budgets, encompassing both operating and cash flow considerations. Moving beyond, you
delved into capital budgeting methods such as the Payback Period, Net Present Value (NPV),
Internal Rate of Return (IRR), and Breakeven analysis, equipping yourself with the tools
necessary for informed investment decision-making. Furthermore, you developed proficiency
in forecasting future financial scenarios and acquired the ability to identify and manage
financial risks. This integration of risk management strategies into your financial projections
contributes to establishing a resilient business model.

Now, in Unit 5, our focus shifts to the fundamental question: "What is a business plan?" You
will explore the various purposes these plans serve and unveil the optimal moments for
effective planning. Discover the myriad benefits that a well-crafted business plan can bring to
entrepreneurial ventures. Be prepared to navigate potential pitfalls, gaining valuable insights
on what to avoid in the planning process. The journey continues with an in-depth focus on the
art of business plan writing and presentation. Here, you will receive tips for successful
development, dissect the essential elements of a compelling plan, and explore the crucial skill
of pitching your business idea. Get ready for an engaging and enlightening exploration of the
key facets contributing to the success of any entrepreneurial endeavour.

5.2 Welcome to Unit 5. The aims of this unit are to introduce you to:

The strategic significance and diverse roles of business plans in entrepreneurial ventures. You
will gain the skills to craft robust business plans, identify optimal moments for effective
planning, navigate potential pitfalls, and master the art of articulating and presenting business
ideas persuasively.

5.3 Unit Objectives

By the end of unit 5 you should be able to:

= Explain the strategic importance of business plans in the context of entrepreneurial
ventures.

» Create a well-structured and effective business plan that aligns with the goals and
needs of entrepreneurial endeavors.

= Recognize opportune moments for strategic planning, ensuring the timely and
impactful development of business plans.

= Navigate potential pitfalls and challenges associated with the planning process,
demonstrating resilience and adaptability.
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= Articulate and present business ideas persuasively, honing the communication skills
necessary for garnering support and investment.

= Demonstrate a practical mastery of the essential elements and best practices in
business plan development and presentation.

5.4 Time Required

You will require twelve (12) hours to complete this unit.

5.5 Unit Resources
Text Books

Osterwalder, A. and Pigneur, Y. 2013. Business Model Generation: A Handbook for Visionaries,
Game Changers, and Challengers. Germany: Wiley.

Ries, E. 2017. The Lean Startup: How Today's Entrepreneurs Use Continuous Innovation to
Create Radically Successful Businesses. United States: Currency.

Tiffany, P., Peterson, S. D. and Barrow, C. 2012. Business Plans for Dummies. Germany: Wiley.
Websites

Small Business Administration (SBA) - Business Plan Guide Write your business plan | U.S. Small

Business Administration (sba.gov): Provides a step-by-step guide to creating a business plan.

Harvard Business Review - "How to Write a Great Business Plan" How to Write a Great Business

Plan (hbr.org): Offers insights and tips for creating a compelling business plan.
Business Plan Templates

Bplans Oh no... (bplans.com): Offers a variety of free business plan templates.

SCORE - Business Plan Template and Guide Business Plan Template for a Startup Business
(score.org): Provides a comprehensive template and guide for creating a business plan.

5.6 Unit Topics

* What is a business plan?

= Importance of a Business Plan

=  Whento Plan

=  Benefits of a business plan

= Pitfalls to avoid in planning

= Business Plan Writing and Presentation
- Tips for successful business plan development
- Elements of a business plan
- Presentation of the business plan: ‘'The pitch’
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https://www.sba.gov/business-guide/plan-your-business/write-your-business-plan
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https://www.score.org/resource/template/business-plan-template-a-startup-business

5.6.1 What is a Business Plan?

A business plan is a comprehensive and strategic document that outlines the details of a
proposed venture. It serves as a roadmap for entrepreneurs, providing insights into the current
status, anticipated needs, and projected outcomes of the new business.

Entrepreneurs often possess a fervent desire for success, but success in the business world is
intricately tied to thorough planning. The haste to launch a venture without careful
consideration can lead to failure. In the next section, we explore the vital role of a business
plan in steering a venture towards success.

5.6.2 Importance of a Business Plan

A business plan holds paramount importance for various stakeholders involved in a venture. It
serves as a dynamic and strategic tool that extends beyond being a mere document for
financial institutions or investors. The significance of a business plan encompasses:

1. Guiding Business Strategy: Acts as a roadmap, providing a clear direction for the
business's future. It also helps in setting objectives, defining goals, and formulating
strategies to achieve them.

2. Analysing Feasibility and Viability:Facilitates a thorough examination of the
venture's feasibility and viability. In addition, it allows stakeholders to identify potential
challenges and devise strategies to overcome them.

3. Financial Planning and Forecasting: Enables the calculation of the required financial
resources for the business and provides a platform for financial forecasting, including
profit and loss projections, cash flow estimates, and break-even analysis.

4. Risk Assessment: Assists in evaluating potential risks and obstacles the business may
encounter. Encourages entrepreneurs to develop contingency plans and alternative
courses of action.

5. Setting Objectives and Budgets: Helps in defining specific objectives and creating
realistic budgets. It also provides a framework for aligning the business's overall
direction with financial targets.

6. Attracting Investors and Lenders: Serves as a persuasive tool when seeking external
funding from investors or loans from financial institutions. Investors use the business
plan to evaluate the business's potential and the quality of its management.

7. Alignment of Efforts: Assists employees in understanding the business's vision and
aligning their efforts with organizational goals. The business plan establishes a
cohesive understanding of the business's purpose and direction among all
stakeholders.

8. Establishing Creditworthiness: Demonstrates creditworthiness to suppliers and
creditors, instilling confidence in the business's ability to meet financial obligations.

9. Strategic Decision-Making:: Provides a foundation for making informed and strategic
decisions. It guides the allocation of resources and helps in prioritizing initiatives.

10. Continuous Improvement: Encourages periodic review and adaptation to changes in
the business environment. Facilitates continuous improvement by identifying areas
that need adjustment or enhancement.
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In essence, a well-crafted business plan serves as a dynamic tool that empowers entrepreneurs
and stakeholders with the insights and foresight needed to navigate the complexities of the
business landscape.

5.6.3 When to Plan

Planning is not a one-time event but a dynamic process applicable in various scenarios:

1. Start-up Stage: After identifying an initial idea, a detailed planning stage is crucial.

2. Business Purchase: Even when buying an existing business, a detailed plan enhances
understanding and risk assessment.

3. Ongoing Review: Stress on the importance of periodic reviews to adapt to the dynamic
business environment.

4. Major Decisions: Planning is instigated by significant events like new investments or
business recovery.

Reflection
+ Success in entrepreneurship is not just about having a great idea; it's about
meticulous planning and thoughtful consideration of market dynamics.
+ You should recognize that a business plan is not just a formality but a tool for
navigating the complexities of the business landscape.

5.6.4 Benefits of a Business Plan

Engaging in the comprehensive process of business planning offers a multitude of benefits,
compelling entrepreneurs and various stakeholders to actively participate in the strategic
development of the venture. The advantages of a well-constructed business plan extend across
diverse user groups, each deriving specific value, as outlined below:

i. Owner

v" Collecting Your Thoughts: The business planning process serves as a structured
platform for entrepreneurs to gather and organize their thoughts
systematically.

v Analyzing Your Business: Enables a thorough analysis of the business, fostering
a deep understanding of its strengths, weaknesses, opportunities, and threats.

v Assessing Feasibility and Viability: Facilitates the evaluation of the feasibility and
viability of the business idea through meticulous examination.

v Setting and Monitoring Objectives/Targets: Provides a framework for setting
specific objectives and targets, guiding the business toward its desired
outcomes.

v" Making Decisions: Equips entrepreneurs with insights and data-driven
information for making informed and strategic decisions.

v Calculating Financial Needs: Aids in calculating the precise financial
requirements of the business, preventing financial uncertainties.
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ii.

iii.

iv.

vi.

vii.

viii.

Associates/Business Partners
v’ Establishing Agreement, Direction, and Purpose: Fosters consensus and
alignment among associates and business partners, ensuring shared
agreement, clear direction, and a common purpose.
Managers (Senior Executives and Other Managers)
v" Approving and Allocating Company Resources: Assists senior executives in
approving and allocating resources effectively to support the business plan.
v Clarifying Ideas and Building Teams: Provides a platform for managers to clarify
ideas, build cohesive teams, and enhance collaboration.
v"Assisting in Raising Money: Offers valuable insights for managers involved in
fundraising activities, enhancing their ability to attract financial support.
v Practicing Analysis and Presentation: Provides opportunities for managers to
practice analytical skills and refine presentation abilities.

Investors/Lenders/Bankers
v" Evaluating Risk and Appraising Management Quality: Offers investors, lenders,
and bankers a comprehensive tool for evaluating risks associated with the
venture and appraising the quality of management.

Employees
v' Aligning Efforts and Keeping the Vision Alive: Facilitates alignment of
employees' efforts with the overall vision of the company, fostering a sense of
purpose and commitment.
Suppliers
v' Establishing Creditworthiness for Inventory and Material:
v" Demonstrates creditworthiness to suppliers, enhancing the business's ability to
secure necessary inventory and materials.
Business Brokers
v Selling Your Business:
V" Assists business brokers in effectively presenting and selling the business,
showcasing its potential and value.
Stock Offerings
v'Assisting in Writing a Prospectus: Supports the development of a comprehensive
prospectus for selling stock or partnership units, attracting potential investors
through transparent and compelling information.

5.6.5 Pitfalls to Avoid in Planning

Entrepreneurs should navigate clear of several pitfalls in the business planning process.
This section highlights five common errors often committed by entrepreneurs.

i. No Realistic Goals

Pitfall: Lack of any attainable goals, absence of a time frame, and failure to establish
priorities and action steps.
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Solution: To avoid this pitfall, create a timetable outlining specific steps to be executed
within defined periods.

ii. Failure to Anticipate Roadblocks

Pitfall: Lack of objectivity due to over immersion in the idea, leading to a failure to
recognize potential problems

Solution: List potential challenges and develop contingency plans to overcome them.
ili. No Commitment or Dedication

Pitfall: Lack of authentic commitment demonstrated by excessive procrastination, missed
appointments, reluctance to invest personal money, and a perception of the venture as a
fleeting whim.

Solution: Act promptly, fulfill professional appointments, and demonstrate financial
commitment to the venture.

iv. Lack of Demonstrated Experience (Business or Technical):

Pitfall: Inability to showcase relevant experience, particularly in business or the technical
aspects of the venture.

Solution: Provide evidence of personal experience and background. Seek assistance from
those with the necessary knowledge or skills, fostering a team concept.

v. No Market Niche:

Pitfall: Failure to identify potential customers or establish a market, leading to a disconnect
between inventions and the marketplace.

Solution: Specifically target a market segment, demonstrating why and how the product
meets the needs or desires of the identified group.

These pitfalls represent common points of failure entrepreneurs encounter before their
business plans undergo review. Addressing these critical areas meticulously before
developing business plans enhances the overall quality and increases the likelihood of
thorough reviews. This preparation establishes a solid foundation for the development of
an effective business plan.
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5.6.6 Business Plan Writing and Presentation

Most investors agree that only a well-conceived and well-developed business plan attracts the
necessary support to lead to financing. The business plan must describe the new venture with
excitement and yet with complete accuracy. This section provides a holistic view, guiding you
through the entire process of developing a business plan, from understanding the key
components to effectively communicating the plan to different audiences. It encompasses
both the "what" (elements of the plan) and the "how" (tips for successful business plan
development, presentation and pitching skills).

5.6.6.1 Tips for successful business plan development

To ensure the effectiveness of a business plan, entrepreneurs must navigate the diverse
audience it caters to, including venture capitalists, financial institutions, angel investors,
potential customers, legal professionals, consultants, and suppliers. Understanding three
primary viewpoints is essential during the preparation of the plan.

i. Entrepreneur's Viewpoint: The entrepreneur, being the architect of the venture, possesses
unparalleled knowledge of the technology or creativity involved.

ii. Marketability Perspective: Incorporate a strong focus on the marketability of the new venture
into the business plan. Despite its significant value, entrepreneurs often understate the
importance of in-depth marketing information.

iii. Financial Forecast: Concentrate on providing sound financial projections. Investors rely on
these projections to assess the venture's worth. Note: While an inundation of figures is
discouraged, a three to five-year financial projection is a minimum requirement for investors
to gauge a venture's future success.

When these three viewpoints are meticulously addressed, the entrepreneur is well-prepared
for what experts term the "five-minute reading.” Venture capitalists typically follow a six-
step process during this brief review:

Step 1: Characteristics of the Venture and its Industry: Understand the fundamental attributes
of the venture and its industry.

Step 2: Financial Structure: Determine the financial structure of the plan, including the required
amount of debt and equity investment.

Step 3: Review of the Latest Balance Sheet: Analyze the latest balance sheet to ascertain
liquidity, net worth, and debt/equity ratios.

Step 4: Evaluation of Entrepreneurial Quality: Assess the quality of entrepreneurs involved in
the venture, often a pivotal step in the review process.

Step 5: Unique Features: Identify and emphasize the unique features that set the venture apart
from others.
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Step 6: Comprehensive Plan Overview: Conduct a light, comprehensive review of the entire
plan. The reviewer glances through graphs, charts, and other plan components for a cursory
understanding.

While it may seem disproportionate that extensive effort is invested in a plan subjected to only
a five-minute reading, this is the nature of the process for many venture capitalists. Other
financial or professional sources may dedicate more time to analyzing the plan.

5.6.6.2 Elements of a business plan

Creating a comprehensive business plan is essential for guiding the successful implementation
of a business venture. The elements outlined below constitute key components of an effective
business plan:

Section I: Executive Summary

This section provides a concise overview of the entire business plan, summarizing critical
aspects and key objectives.

Section ll: Business Description

A. General Description of the Business: Offers a comprehensive overview of the business,
outlining its nature, purpose, and overall mission.

B. Industry Background: Details the broader context of the industry in which the business
operates.

C. Goals and Potential of the Business and Milestones: Outlines specific goals and
potential achievements, including any significant milestones.

D. Uniqueness of the Product: Highlights distinctive features or characteristics that set
the product apart in the market.

Section lll: Marketing
A. Research and Analysis

— Target Market (Customers) Identified: Clearly defines the intended customer base.

— Market Size and Trends: Provides insights into the overall market size and current
trends.

— Competition: Evaluates competitors in the market.

— Estimated Market Share: Outlines projections for capturing a portion of the market.

B. Marketing Plan
— Market Strategy
— Sales and Distribution: Details the approach to sales and distribution.
— Pricing Policy: Outlines the pricing strategy.
— Advertising and Promotions Plans: Describes plans for promotional activities.
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Section IV: Operations

A. lIdentify Location: Advantages: Explores the advantages of the chosen business
location.

Specific Operational Procedures: Details the day-to-day operations and procedures.
Personnel Needs and Uses: Outlines personnel requirements and their roles.
Proximity to Suppliers: Discusses the proximity to suppliers and its impact.

Access to Transportation: Examines transportation considerations.

mOonNnw

Section V: Management

A. Management Team—Key Personnel: Introduces key members of the management
team.

B. Legal Structure—Stock and Employment Agreements and Ownership: Details legal and
ownership structures.

C. Board of Directors, Advisors, and Consultants: Identifies external entities providing
guidance.

Section VI: Financial

This section includes pro forma financial statements:
— Profit and Loss
— Cash Flow
— Break-even Analysis
— Cost Controls
— Budgeting Plans

Section VII: Critical Risks

A. Potential Problems: Identifies potential challenges and risks.

B. Obstacles and Risks: Discusses obstacles and associated risks.

C. Alternative Courses of Action: Proposes alternative strategies to mitigate risks.
Section VIII: Harvest Strategy

A. Transfer of Asset: Details plans for transferring assets.
B. Continuity of Business Strategy: Outlines strategies for business continuity.
C. Identity of Successor: Identifies potential successors.

Section IX: Milestone Schedule

A. Timing and Objectives: Establishes timing and specific objectives.
B. Deadlines and Milestones: Sets deadlines and identifies key milestones.
C. Relationship of Events: Describes the relationship between events.

Section X: Appendix or Bibliography

— This section includes additional supporting materials or references.

Each of these elements contributes to a comprehensive business plan, providing a roadmap
for successful business development and execution.
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5.6.6.3 Presentation of the business plan: ‘The pitch’

Successfully pitching a business idea is crucial for attracting investors, partners, or customers.
Here are some tips to help you create an effective pitch:

Vi.

Vii.

viii.

Xi.

Xii.

Xili.

Understand Your Audience: Tailor your pitch to the specific interests and needs of
your audience. Whether it is investors, customers, or partners, make sure your pitch
addresses what matters most to them.

Clear Value Proposition: Clearly articulate what problem your business solves and the
value it brings. Explain why your product or service is unique and better than existing
solutions.

Elevator Pitch: Develop a concise and compelling elevator pitch that can be delivered
in 60 seconds or less. This should grab attention and provide a snapshot of your
business.

Tell a Story: Humans are naturally drawn to stories. Craft a narrative that engages your
audience emotionally. Explain how your idea came about and the journey that led to
its development.

Market Research: Demonstrate a solid understanding of your target market. Present
data and statistics to support the need for your product or service. Show that there is
a demand for what you're offering.

Business Model: Clearly outline your business model. Explain how you plan to make
money, the revenue streams, and the scalability of your business.

Competitive Analysis: Be aware of your competitors and be prepared to discuss how
your offering differs. Highlight your unique selling points and any advantages your
business has over others in the market.

Financial Projections: Provide realistic and well-researched financial projections. This
includes revenue forecasts, expenses, and any other relevant financial metrics. Investors
want to see that you've thought about the financial viability of your business.

Team: Introduce your team and their expertise. Investors often invest in people as
much as they do in the idea, so highlight the skills and experience of your team
members.

Use Visuals: Incorporate visuals, such as slides, charts, and graphs, to make your
presentation more engaging. Visual aids can help convey complex information more
effectively.

Practice, Practice, Practice: Rehearse your pitch multiple times to ensure that you can
deliver it confidently and smoothly. Anticipate potential questions and be prepared to
address them.

Handle Questions and Objections: Be ready to answer questions and address any
concerns or objections that may arise. Confidence and preparedness in handling
questions will instil confidence in your audience.

Follow-Up: After the pitch, follow up with your audience. Thank them for their time
and ask for feedback. This is also an opportunity to provide additional information and
address any remaining concerns.

Remember that a successful pitch not only conveys the potential of your business but also
builds trust and confidence in you as an entrepreneur. Tailor your pitch to your audience, be
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passionate about your idea, and convey a sense of determination and commitment to its
success.

w
-

' )
&
Activity 5.1

Watch the video ‘How to pitch your business idea in 3 minutes’ by (Funzi and SAIS Programme,
September, 2018). This video captures the essence of the various sections you should include
in your startup pitch. This short video combines the lessons learnt by its writers from Funzi and
SAIS Programme, and it's modelled after the well-known practices of pitching used everywhere
from Silicon Valley to one of the most innovative countries in the world, Finland. The video can
be accessed through the following link: https://www.youtube.com/watch?v=XWRtG_PDRik

R
e Assignment 2

Develop a business plan for the business idea that you conducted a feasibility study.

5.7 Unit Summary

= A business plan is a strategic document outlining the goals, vision, and operational
details of an entrepreneurial venture.

= |t serves as a roadmap, providing direction and clarity to stakeholders, including
investors, partners, and team members.

= A well-crafted business plan is crucial for attracting investors, securing funding, and
guiding decision-making.

= |t acts as a dynamic tool, adapting to changes in the business environment and
fostering organizational resilience.

= Effective planning should occur at opportune moments, aligning with key milestones
and changes in the business landscape.

= Timely planning allows for proactive decision-making, ensuring the business remains
agile and responsive.

= Provides a structured framework for goal-setting and strategic decision-making.

= Enhances communication within the organization and with external stakeholders.

= Serves as a proactive risk management tool, identifying and addressing potential
challenges.

= Avoid over-optimism and unrealistic projections; instead, base plans on thorough
market research and analysis.

= Beware of neglecting the importance of contingency plans, as unforeseen challenges
may arise.
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= Tailor the plan to the audience, emphasizing key points relevant to investors, partners,
and internal teams.

= Ensure clarity and conciseness, presenting a compelling narrative with a focus on the
business's unique value proposition.

= Elements of a Business Plan: Executive Summary, Business Description, Market Analysis,
Organizational Structure, Product/Service Offering, Marketing Strategy, Financial
Projections, and Appendices.

= Craft a concise and engaging pitch that highlights key aspects of the business plan.

= Practice and refine the pitch to effectively convey the business's vision, potential, and
strategy.

5.8 Unit References

Funzi and SAIS Programme, 2018," How to pitch your business idea in 3 minutes’, video,
September, viewed 9 January 2024, https://www.youtube.com/watch?v=XWRtG PDRik
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UNIT 6. FORMING AND PROTECTING A BUSINESS

6.1 Introduction

In Unit 5, you delved into the intricacies of business plans—what they entail, their varied
purposes, and the opportune moments for effective planning. You gained insights into the
substantial benefits a well-crafted business plan brings to entrepreneurial ventures and
acquired the knowledge to navigate potential pitfalls, avoiding common planning mistakes.
Additionally, you honed the art of business plan writing and presentation, gaining tips for
successful development, dissecting the crucial elements of a compelling plan, and mastering
the skill of pitching your business idea.

Now, in Unit 6, our focus transitions to the foundational aspects of establishing and
safeguarding your business venture. Initially, you will navigate the factors influencing the
choice of a business organization, exploring legal forms such as sole proprietorships,
partnerships, corporations, and cooperatives. Shifting your focus to Intellectual Property
Rights, you will unravel the significance of trademarks, business names, patents, copyrights,
and design rights within the agribusiness landscape. This section concludes by guiding you
through the intricate terrain of contracts and licenses, ensuring you are well-equipped to
navigate the regulatory landscape in the formation and operation of your business. Embark
on this enlightening unit as we empower you with the knowledge and tools not only to form
a robust business foundation but also to safeguard your innovations in the thriving
agribusiness sector.

6.2 Welcome to Unit 6. The aims of this unit are to introduce you to:

Equip you with the knowledge and skills needed to establish and safeguard a business venture.
6.3 Unit Objectives
On completion of this unit, you should be able to:

e Highlight the factors influencing the choice of a business organization, including sole
proprietorships, partnerships, corporations, and cooperatives.

e Explain the key differences between the various legal forms that a business can take.

e Explain the advantages and disadvantages of the four major forms of business
ownership: sole proprietorship, partnership, corporations and cooperatives.

e Identify various ways of protecting business ideas and intellectual property

6.4 Time Required

You will require twelve (12) hours to complete this unit.

6.5 Unit Resources

Text books

Barnard, F. & Akridge, Jay & Dooley, Frank & Foltz, John. (2012). Agribusiness management:
Fourth edition. 10.4324/9780203124185.
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Scarborough, N.M. 2014.Essentials of Entrepreneurship and small business management 7™
edition. Pearson Education Limited. Isbn 978-0-13-266679-4.

Shaw, W. H. 2017. Business Ethics: A Textbook with Cases. United States: Cengage Learning.

Stokes, D. and Wison, N. 2010. Small business management and entrepreneurship.6™ Edition.
South-Western Cengage learning EMEA. ISBN: 978-1-4080-1799-9.

Velasquez, M. G. (2006). Business Ethics: Concepts & Cases. India: Pearson Prentice Hall.

Government resources

Zambia Development Agency (ZDA): Information on business registration and compliance in
Zambia. (https://www.zda.org.zm/)

6.6 Unit Topics

Factors Influencing Choice of Business Organization
Legal forms of business
- Sole proprietorship
- Partnerships
- Corporations
- Cooperatives
Registering a Business and Ensuring Compliance in Zambia
- Importance of registering a business
- The Business Registration Process in Zambia
- Ensuring Compliance
Protecting the Business
- Intellectual property
- Trademarks and Business names
- Patents
- Copy right
- Design right
Types of contracts and licenses
Risk Mitigation and Insurance
- ldentifying and Assessing Risks
- Risk Mitigation Strategies
- Role of Insurance in Agribusiness
- Developing a Comprehensive Risk Management Plan
Business Ethics and Corporate Social Responsibility
- Business ethics
- Corporate Social Responsibility (CSR)
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6.6.1 Factors Influencing Choice of Business Organization

Once you make the decision to launch a business, one of the first issues you will be faced with
is choosing a form of ownership. Often entrepreneurs invest insufficient time and effort
evaluating the impact that the various forms of ownership will have on them and their
businesses. However, choosing a form of ownership is important because it is a decision that
has far reaching effects for both the entrepreneur and the business. Although the decision is
reversible, changing from one ownership form to another can be difficult, time consuming,
complicated and expensive. In many cases, changing to another form of business ownership
can trigger onerous tax consequences for the owner. There it is important that you get it right
the first time.

Choosing the right form of business ownership requires that you understand the
characteristics of each form and how well those characteristics much your business and
personal circumstances and objectives. Choose a form of business ownership that gives you
the protection you need but with few rules as possible. Entrepreneurs should move up the
complexity chain only when it is necessary because each step means more requirements and
paper work (Scarborough, 2014).

- —_—
Slad~ Y
W Activity 6.1

What factors should an entrepreneur consider before choosing a form of ownership?

Barnard et al. (2012) and Scarborough, (2014) suggest some of the important factors to
consider when evaluating the various forms of business ownership:

+ Cost of formation: Some forms of ownership are much more costly and involving to
create. Hence, you must weigh carefully the benefits and the costs of the particular
from you choose.

+ Business goals: How big and profitable do you plan your business to become? N:B
Businesses often switch forms of ownership as they grow, but moving from some forms
to others can be extremely complex and expensive.

+ Managerial ability: You must assess your skills and abilities to manage a business
effectively. If you lack ability or experience in key areas, you may need to choose a form
of ownership that allows you to bring in other owners who can provide the necessary
skills for the company to succeed.

+ Tax considerations: The net income you expect the business to generate and the tax
bill you must pay are important factors when choosing a form of ownership. The year
to year fluctuations in a business’'s income, tax rates that apply to each form of
ownership and governments constant changing the tax code make some forms of
ownership more attractive than others.

+ Liability exposure: Certain forms of business ownership offer owners greater
protection from personal liability that might result from financial problems, faulty
products, lawsuits and many other difficulties. Hence, you must decide the extent to
which you are willing to assume personal responsibility for your firm’'s financial
obligations.
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+ Start up and future capital requirements: Depending on how much capital is needed
and where you plan to get it, some forms of business ownership are superior to others
in their ability to raise capital. As a business grows, so does its appetite for capital, and
some forms of business ownership make it easier to attract capital than others.

+ Control: By choosing certain forms of business ownership, an entrepreneur
automatically gives up control over the firm. Hence, you must decide early enough how
much control you are willing to sacrifice in exchange for help from other people to
build a successful business.

+ Management succession plans: \When choosing a form of business ownership, you
must look ahead to the day when you will pass your company on to the next generation
or to a buyer. Some forms make this transition easier than others.

+ Confidentiality: desirability to keep the affairs of the agribusiness secret

6.6.2 Legal forms of business

There are four legal forms of business: sole proprietorship, partnership, corporation and
cooperatives. We discuss them in detail in the subsequent sections.

6.6.2.1 Sole proprietorship

A sole proprietorship is a business that is owned and operated by one person. The enterprise
has no existence apart from it owner. This individual has a right to all of the profits and bears
all the liability for the debts and obligations of the business. The individual also has unlimited
liability, which means that his /her business and personal assets stand behind the operation.
If the company cannot meet its financial obligations, the owner may be forced to sell the family
car, house and whatever assets would satisfy the creditors.

Advantages of a Sole Proprietorship

v Ease of formation: least complicated as there are few legal formalities in that there is
no need to create and file legal documents that are recommended for partnerships
and corporations.

v" Better control: Control of the business rests with one individual; therefore it is relatively
easy to make decisions and there is no scope for disagreements between owners

v Not subject to corporate tax: income is taxed as proprietor’s personal income thus it
is free from corporate tax

v" Ownership of all the profits

v Confidentiality: Information on operations and profits are known by proprietor and
generally not known by the public. Legally they are not required to audit their accounts
nor publicly disclose their records.

v Decision making and control vested in one owner

V" Flexibility: Activities and flexibility are unlimited except by personal wishes of proprietor

v Relative freedom from government control: the sole proprietorship is the least
regulated form of business ownership.

v Easy to dissolve: by sale or inheritance of assets of the business organization

Disadvantages of Sole Proprietorship

» Owner has unlimited liability: the owner’s personal liability for all debts and liabilities
of the business extends even to the owner’s personal estate
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> Difficulty in raising capital: A sole proprietorship is limited to whatever capital the
owner can contribute and whatever he can borrow. Most banks and other lending
institutions have well defined formulas for determining borrowers’ eligibility.
Unfortunately many sole proprietors cannot meet those borrowing requirements,
especially in the early days of the business.

» Lacks stability and continuity because it depends so heavily on one person. Death or
disability of the owner in effect ends the business.

» Difficulty of doing business beyond a certain size.

» Taxation: While freedom from business taxes is generally an advantage, it may be a
disadvantage. This is because business profit is considered as personal income to the
owner, whereby a high business profit may throw the owner into a higher tax bracket.

» Limited managerial skills: potential benefits of specialization in business management
are usually inaccessible to the typical small scale proprietorship. Proprietorships may
experience difficulty in employing highly skilled employees because the majority of
highly trained and motivated employees would want to participate financially in the
business for which they work. They may also feel uneasy about the fact that their future
depends on the health and viability of a single person. Consequently, as the business
grows the owner may find herself/himself wearing too many hats which results in the
business suffering.

» Feelings of isolation: running a business alone allows an entrepreneur maximum
flexibility but it also causes feelings of isolation. There is no one else to turn for help
when solving problems or getting feedback on a new idea. Most sole proprietors
intimate that at times they feel the pressure of being alone and fully responsible for
every major business decision.

6.6.2.2 Partnerships

A Partnership is a business formed for profits by two or more co-owners.
Characteristics of a Partnership

+ The rights and duties of the partnership are regulated by laws of the state and
bounded by a legal agreement “Partnership agreement “entered into by the co-
owners.

+ Each partner customarily contributes economic assets to the enterprise in form of
money, skill & labour.

+ Profit is divided in any ratio as stipulated in the partnership agreement.

+ No partner can sell/transfer his/her interests in the firm to anyone without the
consent of other partners.

Types of Partnerships

There are basically two types of partnerships. These include general partnerships and limited
liability partnerships.

General Partnerships

This is the most common type of partnership. Each individual partner, regardless of the
percentage of capital contributed, has rights and liabilities. A general 8 partner has the
authority to act as an agent for the partnership, and each general partner may bind the
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partnership to fulfill any business deal he/she makes. In addition, a general partner normally
participates in the management and operation of the business. Each partner is liable for all
partnership debts, and may share profits in equal proportion with all partners. If misfortune
befalls the partnership, all liabilities are shared equally among partners for as long as sufficient
personal resources exist. However, in the case where one partner’s resources are exhausted,
remaining parties continue to be liable for the remaining debt. General partners may contract
among themselves to delegate certain responsibilities to each other or to divide business
revenues or costs according to a chosen criterion, for instance, the funds invested or job
responsibility.

Limited Partnerships

All partnerships are required by law to have at least one partner who is responsible for the
operation and activities of the business, but it is possible for the other partners to partake in
the business on a limited basis. This type of partnership permits individuals to contribute
money or ownership capital without incurring the full legal liability of a general partner. A
limited partner’s liability is generally limited to the amount that the individual has personally
invested in the business. There are basically two types of partnerships. These include general
partnerships and limited liability partnerships.

Advantages of Partnerships

v'  Ease of formation & Subject to fewer regulations: when compared to corporations.
However, it is advisable that a good solicitor is engaged to draw up the partnership
agreement

v Larger pool of capital: broader pool of capital available to a business. Each partner’s
asset base enhances the business’s pool of capital and improves its ability to borrow
needed funds: together, partners’ personal assets support borrowing capacity

v' Complementary skills: In successful partnerships, the parties’ skills and abilities
usually complement one another, strengthening the business’'s managerial foundation.

v' Sharing of risk

v Better management & flexibility of operation

v Possible tax advantage: partners as individuals pay taxes only on the income
generated from their share of profits, hence tax expense is minimized through the
distribution of profits.

v" Transfer of ownership: partners may sell their interest in the business to others if the
remaining partners agree

v' Easy to graduate to limited company: A partnership can be relatively easily
transformed into a limited company at a later stage compared to a sole proprietorship.

v Confidentiality: The business affairs of a partnership are confined to the partnership
and the partnership accounts are legally not required to be audited. This element of
secrecy is one of the prime reasons why many people choose to do business as
partners.

Disadvantages of Partnerships

> Liability: At least one member of every partnership must be a general partner. The
general partner has unlimited personal liability for any debts that remain after the
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partnerships assets are exhausted. In addition, general partners’ liability is joint and
several, which means that the creditors can hold all general partners equally
responsible for the partnership’s debts or can collect the entire debt from just one
partner.

Partners are bound by the law of agency: Each partner is an agent for the business
and can legally bind the partnership and, hence the other partners to contracts-even
without the remaining partners knowledge and consent .Because of this agency of
power, all partners must exercise good faith and reasonable care when performing
their duties.

Continuity and stability: From strictly a legal point of view whenever a partner leaves,
the partnership is dissolved and a new one must be formed. However, if the means for
establishing the value of the partner's share and the process for transfer and
acceptance of new partners has been firmly established in the written partnership
agreement, the transition can be reasonably smooth.

Conflicts: disputes between partners can be very damaging and can force an otherwise
thriving business to close. Hence, a high degree of mutual trust is required. Engaging
in serious discussions with potential partners before launching a business together is
a valuable revealing exercise. It is advisable to work together before committing to a
partnership to determine how compatible the potential partner’'s values, goals,
personalities, views and ethics are.

Control and management of partnership: Control and management of partnership
are vested equally in the general partners, therefore a serious mistake by one partner
can affect all the partners seriously.

Transfer of ownership: is by mutual agreement of partners. Therefore, sale of
partnership interest may be difficult making the investment illiquid. This is the case for
example when remaining partners are unwilling to buy the shares of the business that
belongs to a partner who retires or wants to relocate to another city. To avoid such
difficulties, the partnership agreement should include some procedure for buying out
a partner.

Activities and flexibility: are limited by the partnership agreement and partner wishes
Ease of raising funds: when compared to a corporation which can raise capital by
selling shares of ownership to outside investors, raising of funds in partnerships is
limited to partner’s resources and ability to borrow.

Partnership agreement

As indicated in the prior sections, the legalities required to set up a partnership are minimal,
however, it is advisable to have a formal partnership agreement drawn up by a solicitor (if
possible one who is familiar with problems of partnerships). The partnership agreement should
specify the following:

*
*

Details of the partners, and the name and nature of the business

Duration of the partnership, date of commencement and any anticipated termination
date;

Capital contributed by partners and agreement on interest payable to partners for
money introduced,;

Calculation and division of profits: this needs to be specified particularly where partners
contribute unequally;
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+ Rights and obligations of individual partners such as management and control of the
business; this is most needed where partners put in unequal amounts of time in the
partnership;

+ Where there is a sleeping partner, management partners may need to guard against
future interference and provide for their own salaries before profits are divided;

+ Changes brought about by death, retirement and joining of new partners;

+ How the ending can be dealt with if the partnership is dissolved; and

+ Participation of family members as employees of the business.

- ‘}\‘s,
t b Activity 6.2
a) How does personal conflict affect partnership?
b) What issues should the articles of partnership address? Why are the articles important to
a successful partnership?
c) Can one partner commit another to a business deal without the other's consent? Why?

6.6.2.3 Corporations

The corporation is the most complex of the three major forms of business ownership. It is a
Legal entity or structure created under the authority of a state's laws, consisting of a person
or group of persons who become shareholders. The entity's existence is considered separate
and distinct from that of its members, which means that corporations are capable of owning
property, employing people, making contracts, suing and being sued. The number of shares
issued is unlimited. The shares are issued to each stockholder according to the level of
investment.

Types of Corporations

According to Mapani (2020), in Zambia, corporations are basically in two forms: local and
foreign companies. The local companies can be basically be categorized in two: the public
limited company and private limited company.

1. Public limited company — has share capital and has no limit on the number of
shareholders- It can invite the public to subscribe for its shares, usually through the
stock exchange. It ends with the letters PLC. In case it winds up and its assets are not
sufficient to cover its liabilities, the liability of the shareholders is limited to the amount
left unpaid of their shares Examples of public limited companies include: Zambeef,
Zambia National Breweries and Zambia Sugar. It has a minimum authorized share
capital

2. Private limited company can be categorized in three forms:
a) Private company limited by shares: Like public limited company, it has
share capital and is mainly for profit. It is not allowed to invite the public to
subscribe for its shares .N: B these are largely family 12 businesses. It cannot
have more than fifty (50) shareholders and the name should end with the word
Limited.
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b) Unlimited liability companies: Have share capital i.e. amount agreed to be
raised from subscribers divided into shares of a given amount. Also generally
for profit making purposes. May be allowed to have more than fifty (50)
shareholders. However, the liability of shareholders is unlimited.

c) Companies Limited by Guarantee: Should not carry on business for the
purpose of making profit for its members or anyone concerned in its
promotion. Has no share capital. Members guarantee a specified amount - this
is not paid upfront. Amount guaranteed is only paid when Company is wound

up.

3. Foreign companies: This is a branch of a company incorporated outside Zambia
which is registered in Zambia. A foreign company must at all times have at least one
and not more than nine (9) individuals called 'local directors’, empowered and
authorized to conduct and manage all the affairs, properties, business and other
operations of the company in Zambia. At least one local director of the company must
be resident in Zambia, and if the company has more than two local directors, more
than half of them should be resident in Zambia.

Advantages of Corporations

v

\

Limited liability: because a corporation has all rights, duties and responsibilities
of a legal person, therefore, the shareholders are not personally liable for the debts
of the organization. Liability of owners is limited to the amount invested in
corporation stock;

Ease of raising capital: is relatively easy by selling shares of its stock to a limited
number of private investors in a private placement or to the public through an initial
public offering (IPO);

Perpetual life: is indefinite, it can operate through the lives of several generations
of investors. Death, withdrawal, or retirement of its shareholders has little effect on
the life of the corporation. In other words, if one or more of its owners die or sell
their shares, the company will continue to exist;

Ease of transfer of ownership: is easier and usually a stockholder can sell shares
of stock to any one for any price that the buyer is willing to pay. An individual owner
may also transfer individual equity to heirs or to others much more easily. If you
decide to cease operations, you may appoint a liquidator to sell the company's
assets and then take the steps needed to close your business. Another way to end
a corporation’s legal life is to file for bankruptcy;

Ease of attracting top talent and establish credibility with suppliers, partners,
customers and employees.

Separation of ownership from management

Ability to diversify/ expansion/growth potential

Easy to increase brand awareness and build customer loyalty: This type of
business also finds it easier to increase brand awareness and build customer loyalty.
Think of popular brands like CocaCola, Zambeef, and Parmalat etc. All of them are
corporations. Sure, your brand won't become popular overnight, but you'll have
more opportunities to promote it and raise funds needed to expand your
operations and reach your target market.
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Disadvantages of Corporations

> Higher start-up costs: it is more time consuming and expensive to set up. The costs
of taxes, documentation (which must be extremely comprehensive), and operation of
the corporate can be significantly higher than the costs for other forms of organization.
For example the auditing and accounting costs are high; for this reason the 15
corporate form should be evaluated carefully before it is adopted by an agribusiness
owner.

> Legal requirements and regulatory red tape: subject to more legal reporting and
financial requirements than other forms of ownership. Managers must meet more
stringent requirements for recording and reporting management decisions and
actions. They must hold annual meetings and consult the board of directors about
major decisions and actions Managers may be required to submit some major
decisions to stockholders for approval. Public limited companies must submit quarterly
and annual reports to security and exchange commission.

> Double taxation: the company pays tax on the profit it has earned and thereafter
stockholders pay income tax on the dividends that they receive

> Lack of confidentiality: because reports must be made to stockholders and the public;
and they may be required to disclose whenever a stock offering is made to prospective
purchasers. Especially public limited companies are more available for public scrutiny.

> Conflicts within the corporation (shareholders & board members)

> Potential for diminished managerial incentives: As a corporation grows it often
requires additional managerial expertise beyond that which the founder(s) can provide.
However, professional managers the entrepreneur brings in to run the company as it
grows do not always have the same degree of loyalty to the company. Consequently
the business may falter without the founder’s energy, attention and devotion. One way
to overcome this is to stimulate managers’ and employees’ incentive on the job by
creating an employee stock ownership plan(ESOP) In which managers and employees
become part or whole owners in the company. Alternatively you can link managers’
(and even employees’) compensation’s financial performance through profit —sharing
or bonus plan.

> Decision making: may be relatively slower than in sole proprietorship or partnership
because of the bureaucracy involved.

> Potential loss of control by the founders: when entrepreneurs sell shares of
ownership in their companies, they relinquish some control. Especially when
entrepreneurs need large capital infusions for start-up or growth, they may give up
significant amounts of control, so much, in fact, that the founder becomes a minority
shareholder. Losing majority ownership and therefore control- in a company leaves the
founder in a precarious situation since he has no power to determine the company’s
direction.
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t OB Activity 6.3
A corporation is significantly different from a sole proprietorship or partnership in several
aspects.
a) What are these aspects?
b) What advantages and disadvantages do these differences give to the agribusiness owner?

6.6.2.4 Cooperatives

A cooperative can be defined as an autonomous association of persons united voluntarily to
meet their common economic, social and cultural needs and aspirations through a jointly
owned and democratically controlled enterprise.

Cooperative principles

There are seven cooperative principles adopted by the International Cooperative Alliance (ICA)
in 1995 that countries world over have agreed to uphold. These serve as guidelines by which
co-operatives put their values into practice and form the basis for conducting co-operative
business. They include:

Voluntary and Open Membership
Democratic Member Control
Member Economic Participation
Autonomy and Independence
Education, Training and Information
Cooperation among Cooperatives
Concern for the Community

FEFEFEEFEE

Role of Cooperatives
+ Important cornerstone in the socio economic development of the country.

+ Strategic means for enhancing income generation, employment creation and
community development, which will lead to alleviating hunger, poverty,
unemployment and income disparities in the country.

+ Cooperatives can provide the mechanism to organize and mobilize people for self-help
action in providing the services they require as a farming and rural community.
+ Cooperatives in Zambia act as a vehicle for the implementation of government rural
development policies and strategies.
o Agricultural development
o Empowerment of small-scale farmers
o Agricultural credit delivery systems,
o Inputsupply and crop marketing and to some extent postharvest management.
+ They appear well suited to economic, social and institutional needs of development in
the rural economy.
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Objectives of Agricultural Cooperatives

The general purpose for which the society is established is to promote agricultural activities of
its members by:

*

Raising funds by issuing shares, receiving deposits, overdrafts, organizing and
managing loans and credit schemes to promote agricultural production amongst its
members;

Engaging in agricultural farming activities of any kind: livestock, fish farming and crop
production;

Sorting, grading, storing, transporting and selling agricultural produce on behalf of its
members;

Processing or handling any agricultural products on behalf of its members;

Dealing in or selling agricultural requisites and consumer goods as long as this is in the
interest of members;

Provision of agricultural related training, extension and;

Hiring out services to agricultural related institutions

Advantages of Cooperatives

v

v

v

Continuity: the cooperative’s lifespan is dependent on a lot of people, thus if one
member dies or pulls away the cooperative will still survive;
It is easier to raise capital;
Cooperatives are better positioned to reduce the poverty levels; and meet the
economic, social and institutional needs of development in the rural economy.
Co-operatives benefit from larger business volume, operating efficiencies and
professional management of Apex organizations. Economies of scale enjoyed by co-
operatives enable farmers to:

— purchase supplies at volume discounts;

— receive profits from value-added processing and

— credit unions pool their resources together and are able to transfer surplus

savings to credit unions in lower income areas.

Substantial tax advantages
Co-operatives teach people how to resolve problems democratically and empower
individuals by giving them chance to participate in decisions, which impact them.
Co-operatives teach new skills, from adult literacy to business operations.

Disadvantages of Cooperatives

YV VYV VY

Y

Cooperation among members may be difficult to achieve

Slow in organizing and getting started

Members fail to recognize their ownership responsibilities

In some countries cooperatives are dependent on the government, hence are prone to
abuse; and

Cooperatives may not afford hiring skilled personnel since their capital base is low.
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”" . Activity 6.4

List the advantages and disadvantages a cooperative agribusiness has over non cooperative

agribusiness.

6.6.3 Registering a Business and Ensuring Compliance in Zambia

Registering your business in Zambia and ensuring compliance with regulatory requirements is
fundamental to its success. It provides a legal foundation, facilitates access to benefits, and
demonstrates a commitment to operating within the legal framework of the country.

6.6.3.1 Importance of registering a business

Registration of your business is important for various reasons:
+ Legal Recognition: Registering your business in Zambia is a crucial step towards

obtaining legal recognition. It establishes your venture as a legal entity, separate from
its owners, and provides the foundation for various legal protections.

+ Access to Services and Benefits: Registered businesses are often eligible for a range

of services and benefits, including access to financing, government incentives, and
participation in government contracts. It can enhance your credibility when dealing
with customers, suppliers, and financial institutions.

Compliance with Regulations: Business registration ensures that you comply with the
regulatory framework in Zambia. This involves adhering to tax obligations, labor laws,
and other regulations that govern businesses in the country.

6.6.3.2 The Business Registration Process in Zambia

1.

Choose a Business Structure: Before registering, decide on the most suitable business
structure. Common structures in Zambia include Sole Proprietorship, Limited Liability
Company (LLC), and Partnership.

Business Name Search and Reservation: Perform a name search with the Patents and
Companies Registration Agency (PACRA) to ensure your chosen business name is

unique and available for registration. Once approved, you can reserve the name.

Prepare Required Documents: Gather necessary documents such as identification
documents of owners, proof of address, and details about the business activities.

Complete Registration Formes: Fill out the registration forms provided by PACRA. The
forms vary based on the chosen business structure.

Submit Application and Pay Fees: Submit the completed forms to PACRA along with
the required fees. Fees depend on the type of business and the services you require.
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6. Wait for Approval: After submission, the registration authority will review your
application. Once approved, you'll receive a Certificate of Incorporation or Registration.

6.6.3.3 Ensuring Compliance

1. Tax Compliance: Register for taxes with the Zambia Revenue Authority (ZRA). This
includes Value Added Tax (VAT), Pay As You Earn (PAYE), and other relevant taxes.

2. Employment Compliance: Adhere to labor laws when hiring employees. This includes
proper contracts, adhering to minimum wage regulations, and ensuring a safe working
environment.

3. Environmental and Sector-Specific Compliance: Certain businesses must comply
with sector-specific regulations and environmental standards. Familiarize yourself with
industry requirements and environmental regulations.

4. Regular Filings and Reporting: Submit annual returns and financial statements to
PACRA and other relevant authorities. This ensures ongoing compliance with reporting
requirements.

5. Renewal of Licenses and Permits: Ensure timely renewal of business licenses and
permits to operate legally.

6.6.4 Protecting the Business

Apart from the entrepreneur needing to form a legally recognized vehicle or business
ownership form to exploit the opportunity, s/he needs to protect the concepts from those
wishing to copy them. Therefore in the next section we discuss the nature of intellectual
property rights that might arise during the development of the business opportunity and how
to register and protect it.

6.6.4.1 Intellectual property

Intellectual property (IP) plays a pivotal role in safeguarding the fruits of innovation and
creativity within the industry. Intellectual property encompasses a diverse range of creations
of the mind, including inventions, literary and artistic works, designs, as well as symbols, names,
and images used in commerce.

IP protection is conferred by legal mechanisms such as patents, copyright, trademarks, and
designs, providing individuals and businesses the means to earn recognition and financial
benefits from their inventive and creative endeavors. Striking a delicate balance between the
interests of innovators and the broader public, the IP system in Zambia aims to foster an
environment conducive to the flourishing of creativity and innovation in agribusiness. Stokes
and Wilson (2006) identify four primary types of intellectual property critical to agribusinesses:

i.  Trademarks
ii. Patents
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ii.  Copyright
iv.  Designs

By navigating and leveraging these facets of intellectual property, agribusinesses in Zambia
not only protect their innovations but also contribute to the growth and sustainability of the
sector by fostering a climate of creativity and continuous advancement.

6.6.4.2 Trademarks and Business names

Establishing a distinctive identity through trademarks and business names is integral to
fostering brand recognition, protecting business interests and maintain compliance with
regulatory standards.

Trademarks

A trademark, encompassing a unique name, mark, or symbol associated with a company's
products, holds significant value in the agribusiness sector. Trademarks, registered at the
Patent and Trademark Office, serve as vital tools for distinguishing the goods or services of
one agribusiness enterprise from others. Originating from ancient practices where artisans
marked their products, contemporary trademark registrations in Zambia are valid for 10 years,
with the option for renewal every decade. Key advantages of trademark registration include
nationwide constructive notice of ownership rights, protection against unauthorized
importers, and incontestability of the mark after five years.

Business Names

The business name, under which an agribusiness is recognized, plays a crucial role in
establishing its identity. Whether reflecting the business owner's personal name or a unique
identifier, the business name is utilized in official correspondence such as letters and invoices.
Agribusinesses are obligated to adhere to general rules for business names, ensuring they are
not offensive, identical to existing registered names or trademarks, or imply a connection with
government authorities without proper authorization.

Selecting an appropriate business name involves additional considerations based on the
business structure. Sole traders and partnerships may opt to use their personal names, while
limited companies must choose distinct names. Limited companies, by regulation, typically
end their names with 'Limited’ or 'Ltd," while sole traders and partnerships are restricted from
incorporating terms like 'limited," 'Ltd," 'limited liability partnership," 'LLP," 'public limited
company,' or 'plc’ in their business names.

6.6.4.3 Patents

In the dynamic landscape of agribusinesses in Zambia, securing a patent is a strategic move
that grants exclusive rights to the owner, offering control over the production, sale, and
licensing of innovative products or processes as intellectual property. This becomes
particularly relevant as agribusinesses strive to advance technologies, enhance production
processes, and bring novel products to market.

In Zambia, design patents maintain exclusivity for 14 years, while other patent categories
extend protection for 20 years. Beyond a mere legal safeguard, a patent bestows upon its
owner the authority to determine how, or if, the invention can be utilized by others. This control
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is exchanged for the patent owner's commitment to disclose technical details about the
invention in the publicly accessible patent document.

Items eligible for patent protection in the agribusiness sector encompass a broad spectrum,
including processes, machines, products, plants, compositions of elements (such as chemical
compounds), and improvements on existing items. As agribusinesses in Zambia engage in
cutting-edge innovations and contribute to the evolution of the industry, leveraging the patent
system becomes instrumental in protecting intellectual property and fostering a culture of
innovation within the sector.

By navigating the patent landscape, agribusinesses in Zambia can not only secure their
inventive endeavors but also actively contribute to the advancement of agricultural
technologies and practices on both national and international fronts.

6.6.4.4 Copy right

Understanding and leveraging copyright protection is vital for safeguarding the intellectual
property of creative individuals within the industry. Copyright serves as a legal framework
providing exclusive rights to creators for the protection of their literary or artistic productions.

The scope of works covered by copyright in the agribusiness sector is expansive, encompassing
a wide array of creations such as books, music, paintings, sculptures, films, computer programs,
databases, advertisements, maps, and technical drawings. This protection extends to any
original works granted copyright and remains in force for the life of the author plus an
additional 70 years.

Copyright holders in the agribusiness domain enjoy a range of rights, including the ability to
reproduce the work, create derivative works based on it, distribute copies of the work through
sale or other means, perform the work publicly, display the work publicly, and sell or transfer
individual rights.

Given the diverse range of creative outputs within agribusinesses, including innovative
marketing materials, educational resources, and technological solutions, securing copyright
protection becomes a strategic measure. This not only fosters a culture of creativity and
innovation but also ensures that the rights of creators in the agribusiness sector are upheld,
contributing to the overall growth and advancement of the industry in Zambia.

6.6.4.5 Design right

Design rights play a crucial role in safeguarding the visual appearance of products,
encompassing elements such as lines, contours, colors, shape, texture, materials, and
ornamentation. In the diverse landscape of agribusiness, design rights extend to various
aspects, including graphic designs, patterns, computer icons, three-dimensional product
shapes, two-dimensional ornamentation (such as stylized logos), packaging, and digital media
products like computer game characters and icons.

For agribusinesses engaged in the development and promotion of agricultural products, the

protection of distinctive designs becomes a strategic imperative. Whether it be the packaging
of innovative seed varieties, the aesthetic features of agricultural machinery, or the visual
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elements of digital media used in marketing, design rights offer a legal framework to safeguard
the unique visual characteristics that set products apart.

By recognizing and securing design rights, agribusinesses in Zambia not only protect their
investments in product aesthetics but also contribute to the overall growth of the industry by
fostering a culture of innovation and differentiation in the marketplace.

6.6.5 Types of contracts and licenses

Entrepreneurs venturing into the agribusiness sector in Zambia must diligently examine local
regulations to gain insight into the specific types of licenses and permits essential for their
operations. Adhering to these regulations ensures compliance with legal requirements and
facilitates smooth business operations. The following outlines key considerations related to
licenses and permits in the agribusiness domain:

Business Licenses: Securing a business license is a fundamental requirement for operating in
Zambia. Various types of agribusinesses may necessitate specific licenses tailored to their
nature. For instance, businesses involved in the production or sale of agricultural products,
processing facilities, or those engaged in the distribution of agricultural inputs may require
specialized licenses. It is crucial for agribusiness entrepreneurs to identify and obtain the
relevant licenses pertinent to their specific activities. Additionally, the acquisition of a sales tax
license is typically mandatory for conducting business within the agribusiness sector.

Business Permits: In conjunction with business licenses, certain agribusinesses may be
obligated to obtain specific permits, which depend on both the nature and location of the
business. For example, a health permit may be requisite for agribusinesses operating
restaurants or food processing units to ensure compliance with health and safety standards.
In the context of agro-industries involved in various processes, obtaining a manufacturing
license is imperative. This license encompasses the approval for specific manufacturing
activities related to agriculture, such as processing and packaging. Entrepreneurs should
meticulously assess their agribusiness operations to identify any additional permits that may
be required beyond the basic business license.

Understanding and navigating the regulatory landscape for licenses and permits in Zambia is
essential for agribusiness entrepreneurs. This knowledge empowers them to establish and
operate their ventures in compliance with local laws, fostering sustainable and legally sound
business practices in the dynamic agribusiness sector.

6.6.6 Risk Mitigation and Insurance

Understanding and effectively managing risks is crucial for sustainable operations and long-
term success. This section delves into the strategies of risk mitigation and the role of insurance
in safeguarding agribusiness ventures.

6.6.6.1 Identifying and Assessing Risks

Before implementing risk mitigation strategies, it is essential to identify and assess potential
risks that could impact the agribusiness. These risks may include, but are not limited to:
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i.  Market Risks: Fluctuations in commodity prices, changing market demands, and
competitive pressures.

i.  Operational Risks: Challenges in production processes, supply chain disruptions, and
equipment failures.

iii.  Financial Risks: Currency fluctuations, interest rate changes, and financial market
uncertainties.

iv.  Environmental Risks: Climate variability, natural disasters, and environmental
regulations.

v. Human Resource Risks: Workforce management issues, skill shortages, and labor-
related challenges.

6.6.6.2 Risk Mitigation Strategies

Once risks are identified, agribusinesses can employ various strategies to mitigate their impact:

i.  Diversification: Spreading operations across different products or markets to reduce
dependence on a single revenue stream.

ii.  Insurance Coverage: Acquiring insurance policies tailored to specific risks, such as crop
insurance, business interruption insurance, and liability insurance.

ii.  Supply Chain Management: Developing resilient and diversified supply chains to
minimize the impact of disruptions.

iv.  Technology Adoption: Incorporating advanced technologies for precision farming, data
analytics, and early warning systems to enhance decision-making and reduce
operational risks.

V.  Financial Hedging: Using financial instruments to hedge against price volatility in
commodities or currency exchange rates.

6.6.6.3 Role of Insurance in Agribusiness

Insurance plays a crucial role in agribusiness risk management, offering protection against
various uncertainties. In addition to traditional insurance, agribusinesses can explore
innovative solutions such as Weather Index Insurance, tailored to address specific challenges
related to weather fluctuations.

Traditional Insurance: covers specific perils like fire, theft, or damage, providing financial
compensation for actual losses incurred. It is commonly used to protect physical assets such
as buildings, equipment, and vehicles.

Crop Insurance: A specialized form of insurance that safeguards against crop losses due to
events like drought, excessive rainfall, or disease. It provides financial support to farmers and
agribusinesses when adverse conditions lead to reduced yields.

Livestock Insurance: protects against losses in livestock production, including deaths,
diseases, or accidents. Essential for livestock-dependent agribusinesses to manage risks
associated with animal husbandry.

Property Insurance: Safeguards physical assets, such as buildings, equipment, and inventory,
against perils like fire, theft, or natural disasters.

Liability Insurance: Provides protection against legal liabilities arising from third-party claims,
including product liability and environmental liability.
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Weather Index Insurance: Utilizes predefined weather parameters (e.g., rainfall levels,
temperature thresholds) as triggers for insurance payouts. Offers a transparent and objective
basis for claims, particularly relevant for sectors heavily influenced by weather patterns.

6.6.6.4 Developing a Comprehensive Risk Management Plan

To effectively address risks, agribusinesses should develop a comprehensive risk management
plan that integrates risk identification, assessment, and mitigation strategies. This plan should
be dynamic, regularly reviewed, and adjusted to align with the evolving risk landscape. By
implementing robust risk mitigation measures and leveraging insurance solutions,
agribusinesses can enhance resilience, protect assets, and ensure the continuity of operations
in the face of unforeseen challenges. In the next section, we will explore the crucial aspect of
sustainable practices in agribusiness.

6.6.7 Business Ethics and Corporate Social Responsibility

Incorporating business ethics and CSR into the discussion of forming and protecting a business
is vital for creating a sustainable and responsible business model. These principles not only
contribute to the long-term success of the business but also help it navigate potential
challenges and crises while maintaining a positive impact on society and the environment.

6.6.7.1 Business ethics

Ethics in Business involves the application of moral principles to the conduct of individuals and
organizations engaged in commercial activities. Understanding and practicing business ethics
is essential for several reasons:

i.  Trust and Reputation: Ethical behaviour builds trust among stakeholders, including
customers, employees, and investors. A trustworthy reputation can be a valuable asset
for a business.

i. Legal Compliance: Adhering to ethical standards helps businesses comply with laws
and regulations, reducing the risk of legal issues that could harm the business.

i. Employee Morale: Ethical business practices contribute to a positive work
environment, fostering employee morale and loyalty. This, in turn, can enhance
productivity and reduce turnover.

iv.  Customer Loyalty: Customers are more likely to support businesses that demonstrate
ethical behaviour, leading to increased customer loyalty and repeat business.

6.6.7.2 Corporate Social Responsibility (CSR)

CSR involves a company's commitment to operating in an economically, socially, and
environmentally sustainable manner. Integrating CSR practices into business operations
contributes to long-term success and resilience:

i.  Environmental Stewardship: Businesses can adopt eco-friendly practices, reduce their
carbon footprint, and promote sustainability. This not only benefits the environment
but can also appeal to environmentally conscious consumers.

i. ~Community Engagement. Engaging with and supporting local communities through
initiatives such as philanthropy, volunteerism, or job creation enhances a company's
social impact and strengthens its ties with the community.
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Employee Well-being: CSR initiatives that prioritize employee well-being, such as
health and wellness programs, can contribute to a positive corporate culture.

Ethical Supply Chains: Ensuring that the supply chain adheres to ethical standards,
such as fair labor practices, is a crucial aspect of CSR. It minimizes the risk of
reputational damage associated with unethical sourcing.

6.7 Unit Summary

There are various factors influencing the choice of a business organization, including
liability, management structure, and tax implications.

Choose a business organization that aligns with the specific goals and nature of your
agribusiness, ensuring a strategic fit for long-term success.

There are four legal forms, such as sole proprietorship, partnerships, corporations, and
cooperatives, it is important to understand their unique characteristics.

Each of these business forms has advantages and disadvantages which you need to
consider when tailoring your choice to the specific needs and goals of your
agribusiness.

It is important to be knowledgeable about the business registration process and the
ongoing commitment to compliance with Zambian regulations for a legally sound
operation.

For comprehensive protection of your agribusiness innovations. It is critical to explore
various elements such as intellectual property rights, trademarks, business names,
patents, copyrights, and design rights.

Familiarize yourself with various contracts and licenses relevant to agribusiness
operations and learn to draft, negotiate, and manage contracts effectively to safeguard
the interests and collaborations of your agribusiness.

Conduct a thorough analysis to identify diverse risks associated with agribusiness
operations, including but not limited to weather-related challenges, market
fluctuations, regulatory changes, and supply chain disruptions.

Develop and implement strategic risk mitigation strategies, such as diversification of
crops, utilizing insurance coverage, creating contingency plans for adverse market
conditions, and fostering strong supplier relationships. Align these strategies with the
overall business strategy to enhance resilience and sustainability.

Create a comprehensive risk management plan tailored to the specific needs of your
agribusiness, ensuring resilience in a dynamic environment.

Uphold principles of integrity and honesty in all business dealings, promoting
transparency and trust within the agribusiness sector.

Embrace principles of fairness and equity in decision-making, ensuring just treatment
of stakeholders including farmers, suppliers, and employees.

Integrate ethical considerations into agricultural practices, promoting sustainability
and responsible resource management.
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= Engage with local communities and stakeholders ethically, ensuring positive social
impact and fostering a harmonious relationship between agribusiness and the broader
society.
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