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Abstract

In this modern and competitive business world teednof improved, capable and flexible
managerial skills to manage the working capitalasy crucial. Cooperatives as business of the
poor section of the society with the core missibmproving the living standards of the owners,
they need strong support and control in improvihgirt management. Hence, an attempt was
made in this research work to study the workingteahmanagement of the Cooperative Unions
in Tigray Regional State, Ethiopia. However, theuit of the study shows that the overall
performances of Cooperative Unions are not satisfpcThe management of these Unions has
by far remained back when compared with other fasfrompetitive businesses in the market.
The Cooperative Unions’ position on liquidity, sehcy, and efficiency in the resources
management and profitability shows fluctuating ti®im the study period, 2004/5 — 2006/7. The
compositions and proportions of their current assetd current liabilities indicate that they are
not well managed in a way to earn profits. The petage changes on the income statement and
balance sheet items have also showed fluctuatamgl$y;, in the years stated. This is also used as a
device to test the weakness or strength of the gaamant in controlling the working capital level
of their Unions. Of course there are many factohngctv could be mentioned for the weaknesses
registered.

According to the assessment made the main factorthé less profitability of these Unions are
related with their internal managerial weaknessesexternal influences. Some of the problems
mentioned are: lack of skilled personnel includihg board members; lack of adequate and

timely market information, stiff competition in tmearket, lack of coordination
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among Unions; lack of cost minimization and workoapital management, and the government
interference.

On the basis of these results, therefore, stakehsldf Cooperative Unions are recommended to
take corrective measures on employing trained &iltké personnel. Moreover, the board
members should be trained and even elected basedxperiences and some educational
backgrounds. Structural improvements which enalbieomns to decide in a fast manner with
flexibility are also recommended. Cooperative Usiahould be audited and reports should be
prepared yearly. There should also be a mechaninpraviding accurate and reliable
information independently.

There should be clear guidelines and other workmgnuals about their credit policies.
Moreover, standards of evaluation should be séhaoUnions based on the same industry can be

evaluated and judged so as to identify their wes&e® and strengths.
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CHAPTER I—INTRODUCTION

1.1 Background

Ethiopia is predominantly an agricultural countrighathe vast majority of its population directly
involved in the production of crops and livestockhe agricultural sector accounts for nearly
46.7 percent of the GDP and provides employmen8%opercent of the population (CSA, 2006)
It also accounts for highest proportion of the @xpevenue and satisfies significant amount in
supplying of raw materials requirements of the ¢ous industries. However, for various reasons
Ethiopia’s agriculture is characterized by its veny productivity.

Agriculture is the major sector of the economy #mel peasant sub-sector is dominant within the
agriculture sector. Therefore, intensification ateVeloping the peasant sub-sector is bound to
stimulate the agricultural sector. This in turnhaittivate the rest of the economy, the collective
effect of which will be a net increase in the GCfRh& country.

The development of the agricultural sector callsdmong others, the introduction of modern
technologies, education and training of the hunmemource. However, with the introduction of
new production technologies and in the utilizatadntrained manpower, the financial needs of
farmers increase through time and heavy investro@mhot be made by the farmers out of their
own funds because of their low level of incomesug/there comes the role and significance of
government and other development agents’ suppograviding the required capital for the
agricultural sector. The government of Ethiopiapiaying the major role to bridge the gap

between the owned and required capital. For instamthe financial year 2006 of the total




lending Birr 9,295,462,000 which was reported bg tBommercial Bank of Ethiopia, the
agriculture sector’s share accounted for 17.1 peraed of which the Agricultural Cooperatives’
share was 15.6 percent (CSA, 2006).

This shows the government is playing the major nolproviding credits in the form of working
capital and investment to the farmer through then@ercial Bank of Ethiopia. This provision of
loan to Cooperative organizations at primary andobrevels is through the Commercial Bank
of Ethiopia. This is due to the fact that the goweent warrants sustainable production and
development in the rural Ethiopia. Different deysteent agents including the government are
exerting their efforts in promoting and helping @emtives at primary and secondary levels as a
means of poverty alleviating devices for the rysabr. In Ethiopia many Unions are being
established and supported both financially andrteally to strengthen the existing primary level
Cooperatives and to create and organize others.

However, the Unions’ management may lack the reguknowledge and training in managing
this working capital. Even these Cooperative Usignay not be in a position to hire the
gualified personnel so as to manage properly ttepital. Therefore, a thorough investigation of
the various aspects of working capital managentéet,sources and the uses of funds and the
conditions which will enable those Unions to stdrydthemselves as competent entities are of
great importance both for the government body, @theér decisions makers. Hence, this study
was undertaken to analyze the extent to which wgrkapital policy is being practicing and how
these Unions manage the components of the workaptad in the Tigray Regional state,

Ethiopia.




1.2 Statement of the Problem

In Ethiopia, there were 19,147 primary level Coapees serving directly and indirectly for
about 35 percent of the total population of thentou About 30.8 percent of the primary
Cooperatives were engaged directly in agricultudering the year 2006 there were 112
Cooperative Unions, 93.8 percent were agricult@@bperative Unions, constituted from 2, 203
members at primary level with a total capital of EET.54,238,011. (Federal Cooperatives
Agency, Annual Report, 2006/7). The regional Coapee Promotion Office report at the end of
2006 reveled that there were about 1,304 primargl |€ooperatives in Tigrary Regional State,
Ethiopia, with a total capital of Birr 24,980,05h8se Cooperatives in the region were serving
for about 393,528 members of which 90,729 are femarhis is a very huge resource which
requires strong management team in all aspectgefdie, whether or not this resource was
utilized properly needs a research. However, omliolls are considered in this research paper.
On their establishment Cooperative Unions have th&n mission. The mission of each Union
is to be at the summit in providing the best sentiw each primary level member Cooperative
and individual members in its field. To achievestimission more is expected from the
management of the Unions. One and the most imgdoitathe existence of an effective and
efficient management in working capital. Designargappropriate working capital management
and policy, the procedures of using these sourndsresources, and sufficient information on
relative importance of the factors which influertbe level of working capital for Unions is
necessary. Therefore, this study was done expéatadswer the following questions; what are

the major sources of working capital for Coopematilnions? How these sources are supplied




and managed? What performance the Unions werevachuring the study period? How they
exist in the competing market environment? Howgbeernment and other not-for-profit entities

support these Unions?
1.3 Purpose of the Study

Many valuable studies have been conduced in théoRalgState of Tigray, Ethiopia, in relation
to Cooperatives. But as to the researcher’s knaydexb far there is no any study conducted on
this topic. Hence, this paper may serve as a bewgjrto fill the gap.
A study of the different factors which may affeletworking capital of the Cooperative Unions
and assessing the performance is vital. This isumeit provides information which will enable
to take effective measures to improve the managewiethe Unions. It will also enable the
government and non-government lenders or suppodkrthe Cooperative Unions to have
knowledge as to where, when, and how to supplyvibeking capital requirement for these
Unions. The study is also expected to contribatetie policy makers by providing information
regarding how Cooperative Unions were performed andhow they are going to stand by
themselves in the competitive business environnmetiteir future lives.
1.4 Objectives
The general objective of this study is to invesegaow Cooperative Unions in Tigray Regional
State are managing their working capital componemd the specific objectives are:

» To assess the selected Unions working capital paln its adoption.

» To analyze the outcome of working capital manageraerthe growth and expansion

of the Unions.




» To evaluate the financial performance of the setkdiinions using ratio analysis
techniques.

» To identify major problems in relations to theirnkimg capital management.

» To assess the sources of funds and their costsddCooperative Unions.

1.5 Hypothesis

The major hypotheses used for the purpose of tlty stre as follows:
» Cooperative Unions do have poor credit managenrehtallection policy.
» Cooperative Unions lack the well trained human wes® to mange the resources they
have.

» In Cooperative Unions internal source of capitdéss than the external source.

1.6 Limitations

The study has not considered the Primary membepé&atves’ view in the management of
working capital. Due to time and budget constsiall the variables of the audited Unions’
financial statements were not analyzed. The rebBeattad problems in accessing the data since
Unions did not have strong documentation, reporsiygjems and practices.

The present study covers only from the year 20612006/7. This short period analysis was due
to the constraints in collecting authentic data.other problem of the study was that the
respondents from the owners’ representatives aachited employees were not aware of the
concepts of working capital management. Hencegak tmore briefing time for the researcher

and so it may reduce the objectivity of the ansvpeosided.




CHAPTER Il —LITERATURE REVIEW

Introduction

As a preliminary and preparatory part of the presesearch study, the researcher tried to look
into a review of literature on the management ofkivay capital in different forms of business
firms. Hence, the researcher has tried to assteseht materials including the electronics media.
The review enabled the researcher to find out tmeributions made by other researchers or
authors to the Cooperative organizations and dihsiness firms in the field. Therefore, the
main objective of this review was to assess howpéaative firms manage their working capital
components. However, one problem that should beiored here is that the researcher was not
in a position to get research studies or empiraaks on the topic, Working Capital
Management in Agricultural Cooperative Unions. Timight have some drawbacks on the
theoretical development of the paper. On the dthed, the researcher believes that this thesis
may contribute for the field of study by fillingergap.

2.1 Nature and Scope of Working Capital Management

Working capital is the capital available for conting the day to day operations of a business
entity represented by its net current assets. Wgrkiapital normally refers to short-term net
assets stock, debtors and cash, less short temhitorse Working capital management is the
management of all aspects of current assets angntuliabilities, to minimize the risk of

insolvency while maximizing the returns on ass@&CA, 2007)




Managers in Cooperatives and other business types the responsibility to manage the levels
of working capital in the best interest of membafrtghe firm.
Working capital is an investment which affects cistvs. The cash tied up in working capital is
reduced to the extent that stocks are financeddmetcreditors. If suppliers give Cooperative
Unions time to pay, their cash flows are improvad working capital is reduced.
Investing in working capital has a cost, which barexpressed either as (ACCA, 2007)

» The cost of funding it, or

» The opportunity cost of lost investment opportuntigcause cash is tied up and

unavailable for other uses.
2.1.1 Working capital management

In Cooperatives and all other types of businesse®it assets represent more part of the firm’s
assets and they tend to be of particular importaacemall enterprises. Cooperative businesses
often fail as a result of failing to control workjrcapital investment and business liquidity, and
there is a direct link between sales growth andkimgr capital management. Management of
Cooperative Unions and other types of businesssfithere fore should spend a considerable
amount of their time on working capital management.
The two fundamental questions to be answered iard of working capital management are:

» How much should the firm invest-in working capital?

» How should the investment in working capital beafined?
How to manage working capital investment can besictaned in either of two ways:

» At the individual current asset or liability levet,

» In terms of total working capital requirement.




Overall investment in working capital largely contetrade-off. Here the firm must consider the
cost of investing in working capital (largely thadncing cost) against the benefits it brings with
no investment in working capital there would bestacks and no debtors, which would probably
result in few sales and, therefore, little praf®CCA, 2007)
The decision regarding the level of overall investitnin working capital is cost /benefit trade-
off- liquidity Vs profitability, or cash flows Vsnofits.
Liquidity in the context of working capital managemt means having enough cash or ready
access to cash to meet all payment obligations whese fall due. The main sources of liquidity
are usually:

» Cash in the bank.

» Short term investments that can be cashed in easdyquickly.

» Cash inflows from normal trading operations (caales and payments by debtors for

credit sales).

» An overdraft facility or other ready source of exborrowing.
2.1.2 Financing of Cooperatives
Adequate financing is one of the fundamentals aisobusiness operations. Land (or natural
resources) and labor (including management) aretier two elements essential to production
in addition to capital. Cooperative also uses thiésan efficient job is to be done by the
cooperative - ample capital must be provided ard wgsely along with land labor.
Principles of Financing
Cooperatives involve give and take by the membEescooperative is to provide services at cost

and if members expect to benefit from its operajdhen it is apparent that members must also




assume the responsibility of financing their unaldrig. Plans for financing must be consistent

with the principles of cooperation as well as widgislation and administrative rulings.

Cooperative principles of financing include thddaling:

1. Member-patrons control the cooperative rather tim@mber-investors. Control is not linked
with investment as in a standard corporation. \@ptma local or primary cooperative under
Wisconsin law is on a one man one vote basis ahdgumrding to how many shares of stock
a member owns as is done in Standard Corporatiba.plirpose of the Cooperative is to
provide services at cost rather then to maximizerms on the capital invested in it. Control
is; therefore, separate from investment.

2. The use of capital should be rewarded with smaidénds when earned. This may not only
induce members to invest in their Cooperative lkewise to leave their money in the
organization after they no longer need the Cooperatservices. “Limited returns on equity
capital “is a commonly accepted principle of Co@pees.

3. Cooperatives need adequate capital to functiogieffily and to endure. They need reserves
for depreciation, obsolescence, and unpredictatagirggencies. Not only is it important to
home and services requiring continued financial ¢ogdit ratings with banks and lending
agencies.

4. Business should generate new capital. This meatggthss margins (the difference between
the selling price and the buying price and the bgyrice) should wide enough to cover all
expenses and also provides for net margins (netnggr or savings). These net margins plus
additional earnings from dividends, interest, aeflimds constitute the source out of which

dividends on stock allocated reserves, employeedss) provision for an educational fund,




and refunds are made. Since the cooperative neegisnerate capital for its future use only
part of the refunds will be paid in cash the defdrrefunds will provide needed capital.
About half of the profits, after taxes, of Americéusiness corporations is retained and
plowed back in to the business. This is the mogtontant source of capital. It lessens the
need to borrow funds keeps control of the fundtheorganization, and since only nominal
dividends, if any, are paid to members for useumhsfunds, it can also reduce the cost of
capital.

. Cooperative securities (shares) are compensatednigr at their par value (original face
value) and not on the basis of their book valueis Tieduces speculation since their
redemption value is constant. For example if thevadue of a share of common stock is $
25, then the holder will be paid $25 for it wherisitbuy backed by the cooperative, even
though the book value (the appraised value ofsséts divided by the total number of shares
outstanding) might be $ 30 or $ 23. Only at dissoly merger, or bankruptcy is the book
value of the shares very significant.

. Cooperatives should have the first option to pusehghares of stock to be sold by members.
Generally, such purchase option is stated on e dathe stock certificate.

. Ways and means of returning capital to members stbp to be patrons should be planned.
A practical and fair stock redemption program sHobé instituted, possibly through the
establishment of a redemption fund, so that patihs no longer have any need for the
cooperative and with to get their money back carsdowithout a long waiting period or

difficulty in finding a buyer for the stock.
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Use of Capital

Capital is needed to:

» Pay cost of organizing the cooperative includinghsitems as attorney’s fees.

» Provide physical facilities such as land, buildinggchinery trucks, and equipment.

» Meet expenses of operations-payrolls, maintenantktjes taxes, insurance, repairs, raw
materials, fringes benefits, etc.

» Finance farm production through subsidiary agrimalt credit corporations, contract farming
arrangements and extension of loans and large atcoeceivables.

Of course, capital needs vary greatly dependingvbether facilities, trucks, and equipment are

leased or owned; whether large or small inventdocks are carried; and whether finance

cooperatives such as Production Credit Associatamts Credit Unions are available to finance

farm production or whether this is to be done by tlhoperative. These are only a few of the

considerations that have a bearing upon the neethfotal. (Marvin, 1980)
Kinds of capital

From the standpoint of ownership, there are twakiof capital — equity capital and debt capital.
Equity capital is provided by the member ownerstied business. In the balance sheet it is
referred to as the net worth. It is the equity th&t owners have in the business — the dollars left
when the total liabilities (money owned to otheas subtracted from the total assets (total worth
if the company). Thus, total assets minus totailittes equals net worth or owner’s equity. Debt
capital is represented by loans (short and long ®rch as mortgages), bonds, and certificates of
indebtedness with due dates, and any other evidentecredit extended to the business.

Mortgage credit is used largely to finance fixededs such as buildings, expensive equipment,

11



trucks, and the like. Debt capital from other sesris used mostly to provide working capital for

current financial needs. To measure the workingtab@ company has, just subtract total current

liabilities from total current assets.

Current assets consist of cash on hand and in pao&sunts receivable for merchandise sold but

not as yet paid; inventory of commodities on hand eeady for sale, processing or manufacture;

notes that are collectable within one year; angaik expenses such as prepaid rent, prepaid
insurance, and similar expenses paid for but agipléc to operations for some future period.

Current liabilities consist of accounts payable stappliers, to members, or to others for

commodities supplied; accrued expenses such as,tgayroll, and interest which have

accumulated but are unpaid; and notes payablenkslaEnd others within one year.

Cooperative business associations get funds fortyeaapital from members, nonmember

investors, and from successful business operatidns.capital is obtained in four ways:

1. Members and investors purchase common and prefstwekl outright.

2. Memberships are sold.

3. Deductions or per unit retains are authorized fdwictv capital securities are issued (for
example, 1 cent per pound of butterfat, 10 centshox of fruit, etc., are kept by the
cooperative for which certificates of investmerd esued).

4. Cooperatives retain the net earnings from businpssations rather than distribute them — a
chief source of funds over the years for many coatpes.

Considerable equity capital is obtained from a evafpve’s business operations. Deductions are

made from payments to member and nonmember patfonarketing association and earnings

12




or saving applied to reserves and surplus is examipthis. A payment of patronage refunds in
capital stock, in certificates of indebtedness;apital book credits, or in patrons’ equity reserve
also builds up membership capital in cooperatives.

Debt capital is money obtained from commercial Isarfikom Banks for cooperatives and from
governmental agencies such as the Rural Electnmirastration for electric and telephone
cooperatives. Commercial banks and banks for catipes grant short term (30, 60, or 90 day’s
loans), intermediate (3 to 5 year loans) and largitloans. Loans to cooperatives are also
classified as facility loans, if the money is toused for plant and equipment; operative loans, if
the money is to be used primarily for current opegapurposes. (Marvin, 1980)

2.1.3 Sources and methods of Cooperative finance

The sources used to finance Cooperatives entesphswe varied a lot in the history of
Cooperatives. For example the Rochadale pionedisved in the accumulation of sufficient
share capital. This, they assumed, is used to aile¢he capital requirements before actually
starting to operate, and financed any further itmegts mainly by member’'s savings or by
undistributed surplus. On the other hand the €Rdiffeisen credit societies had no share-capital
at all but they relied on borrowed funds which tisegured by pledging the unlimited liability of
the members.

Now a days the Cooperatives which may be at primidnjon or federation levels they do have
different sources of capital /working capital. Soofi¢he following includes: shares capital,
reserves, donations etc. (http: //wwwEigure 2.1 shows the source of finance of Coopezati

Unions.
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Figure 2.1: Sources of Finance for Cooperatives

Capital
OWNED BORROWED FROM
Share capital Members i
Government Financ Business
Reserves e partners
Instit
Undistributed
Share surplus
contributior
Deposit Loan Overdraft Trade
Entrance < Credit
fees
Grants etc. Revolving

fund

Source (http://www)
Even this time the sources of finance used by Cwabpe societies vary considerably from
country to country. Basically a society could ueeesal or all of the means shown in Figure 2.1.
Capital Owned

Capital owned, also called equity or risk capithe part of society’s financial resources, which

14




remains in the society and is not repayable atfahye date, with the exception of the share

contributions repayable on a member’'s withdrawakenoval. The capital owned comprises

share-capital and reserves.

a) Share-Capital

The share-capital is formed by contributions froranmbers when they join the society and by

any subsequent payments. The level of the shave v&lusually fixed at the society’s discretion,

though in some countries the law provides a certammum amount.

b) Reserves

If share-capital is scarce and difficult to obtathe society has to give special attention to

building up reserves. Their importance lies in thet only serving as long-term capital for

investment and expansion but in increasing theowong power of the society and acting as a

safeguard for the protection of the members’ lighili.e. losses can be covered without

devaluation of shares or calling on members foritaméhl payments. The capital reserves are

mainly accumulated from undistributed surplus. losincountries the law provides that a certain

fraction generally 20-25% (In Ethiopia it is 30%) tbe annual surplus must be allocated to a

statutory reserve fund until it reaches a certauel, for example equal to the share- capital. The

general meeting may further vote part or the enereaining surplus to be allocated to a free

reserve fund. Other sources that contribute todkerve fund can be:

» Any penalties, which may have been collected froeminers.

» Uncollected share capital, if certain time, e.gefyears, has passed since the withdrawal of
the member.

» Uncollected dividends or patronage refund, usuettigr twelve months

15



» Grants from the government or members, for instaincine form of land or other assets.
» Entrance fees- societies which have high Investseitén consider the entrance fees as
payment for the privilege of admission, after tbeisty has been established, as new
members get the benefit of an organization whichldeen built up largely by the older

members sacrificing part or all of their divideratsefunds and carrying the risk.
Capital Borrowed

The capital owned will rarely be sufficient to séfithe financial requirements of a Cooperative
society. In most cases it needs to be supplemdntdabrrowed capital which does not remain
permanently in the society but which has to beitepta fixed future date. The general meeting
usually determines the amount up to which the $pooan stipule an absolute maximum
borrowing power which the general meeting cannateed in its decision. The maximum is
usually a multiple of the share-capital or, prelidya the total risk capital. The sources of

borrowed capital may be:
a) The members

Borrowing from members has the advantage that tioeety pays comparatively low rates of
interest, without having to provide securitiestioe capital. At the same time, member who has
a higher investment in the society will generalhow a greater interest in the society. The
society can raise borrowed capital from members by:
» Accepting deposits Although the provision of savings facilities igumction of banking,
it is often used by other societies as an additismarce of finance.
» Loans. The society may approach members for loans ysumllconnection with a

specific project.
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» Revolving funds.The revolving fund schemes are a special systeabtan medium or
long-term funds from members. Although the membeostributions to the revolving
fund basically have the character of a loan, thdferdfrom the above mentioned
borrowing from individual members as they involvé aembers and furthermore the
contributions do not require cash payments andrede in relation to the volume of the
individual members business with the society.

» Debentures Another specialized form of loan is the issualebentures. Similar to the
revolving fund certificates, the debentures ara loartificates with a fixed rate of interest
and a fixed repayment date or a maximum currentygyTare not accumulated out of
retained surplus or levies but sold to individuatgmtial members, thus requiring a cash
contribution. They are used more often by secondacieties than by primaries.

b) Outside Sources

A Cooperative society should primarily borrow framstitutions which are either part of the
Cooperative movement or with which friendly relasoalready exist, and only in the last resort
should it borrow from commercial financing agenciBlsis does not necessarily mean that credit
can be obtained more easily by the former methoedi€will and should be given only on
consideration of all relevant economic factors asitlinevitably be accompanied by a certain
amount of supervision of and influence upon theetgs business affairs, but the society can in

this case be more confident that this influencé mat be used to its disadvantage.

Within the Cooperative sector short and medium-temas are usually made available by credit

societies and other Cooperative banking instittjavhile longer-term funds may be provided by
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specialized Cooperative mortgage banks, by regimnahtional investment funds, Cooperative
insurance organizations, pension schemes for Cabperpersonnel. If these sources are not
sufficient or not satisfactory, the co-operativecisty may have to resort to government or
commercial banking institutions or finance agencigse borrowed funds can take the form of:

» A loan, i.e. an advance given to the society for a figedod on a separate loan account
and for a specific purpose,

» An overdraft, i.e. a facility provided by a bank to establishdabit balance when
necessary on the current account, up to a preyi@agked limit which may be subject to
periodical revision. The interest is payable on tizly balance. The rate is usually
slightly higher than that of a loan, because thekdd@as to hold a higher liquidity reserve
that decreases the profitability. It is customamythe borrower to provide securities up to
the agreed maximum limit. Overdrafts should be usedy for working capital
requirements and not for finance fixed assets, ha&s will transform the fluctuating
overdraft into a permanent debit balance. Underh sticcumstances the bank may
exercise its right to terminate the existing ovafdagreement.

» A discount credit, i.e. the bank buys bills of exchange drawn by $beiety on its
members or customers or endorsed by the sociefgcatvalue, less a discount which

equals the amount of interest payable for the agyref the bill. (W. Edward,1996)
2.1.4. Working Capital Policies and sources of cafail in Cooperative Unions
Like any business entity Cooperative Unions neexburces such as land, labor and capital.
Adequate financing is one of the fundamentals ahsldousiness operations. Cooperative Unions

in order to have efficient and profitable operatibay should have the ample capital.
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Working capital policies: Traditionally current assets were seen as fluatgatriginally

with a seasonal agricultural pattern. Current asseuld then be financed out of short-term
credit, which would be paid off when not requiredhilst fixed assets would be financed by long-
term funds. However in most businesses a propodidhe current assets are fixed over time,
thus being expressed as “permanent”. For exam@tgin base levels of stock are always
carried, cash balances never fall below a certaial] and a certain level of ready credit is always
extended. A decision, thus, needs to be made whethe to what extent, current assets are
financed with either short-tem or long-term souroeBnance.

The management the Cooperative Unions may folloas defensive or conservative or the
aggressive policy to finance the working capital fleeir Unions. The defensive/conservative
policy involves using more expensive, but less yisgbng-term finance for most permanent
current assets as well as the fixed assets.

The aggressive approach, however, involves usiog-$érm finance for all fluctuating current
assets and most permanent current assets tooisTikisly to decrease interest costs and increase
profitability but at the expense of an increaséh@ amount of higher- risk finance used by the
Union. A risk for rapidly-growing companies, pattiarly when profit margins are low, is that as
they grow, they need larger investments in curessets (and fixed assets), if the increase in
assets is financed largely by short-term credig tlsks of liquidity shortages will grow.

Financing asset growth with short-term credit ikechovertrading.
2.1.5 Working capital ratios and trend analysis

Working capital ratios: The adequacy of working capital management paliglemaintaining

liquidity can only be determined by a detailed gs@l of current resources and requirements
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including regular cash flow forecasts. Howeverra@al indication of liquidity may be obtained
by calculating various ratios: (Liquidity, efficiew, profitability and solvency ratios). Any
assessment of working capital ratio must take iacimount the nature of the business involved.
» The liquidity ratios are measures of short-termuiliity which indicate the extent to
which current assets cover current liabilities.
» Efficiency ratios measure the speed at which Cadper Unions convert their resources
or assets in to sales.
» Profitability ratios measure the overall performaraf the management in leading the
business efficiently and effectively.

» Debt ratios measure the proportion of the resouainestheir sources.
Ratio Analysis: Financial statements report on both a firm’s posiat a point in time

and its operations over some past period. Howelerreal value of financial statements lies
in the fact that they can be used to help predittré earnings, dividends, and free cash flow.
From an investor’'s standpoint, predicting the fatigr what financial statement analysis is all
about, while from management’s standpoint, findnstatement analysis is useful both to
help anticipate future conditions and, more imputitas a starting point for planning actions
that will improve the firm’s future performance.ugene F., 2001)

Short-term solvency ratios as a group are intenbegbrovide information about a firm’s

liquidity, and these ratios are sometimes callgditlity measures. The primary concern is the

firm’s ability to pay its bills over the short ramithout undue stress. (Rose, 2001)

Financial analysis is the process of identifying timancial strengths and weaknesses of the firm
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by properly establishing relationships betweenitbms of the balance sheet and the profit and

loss account. (I.M. Pandey, 2005)
Trend Analysis: It is important to analyze trends in ratios aslwasltheir absolute levels, for

trends give clues as to whether a firm’s financ@hdition is likely to improve or to deteriorate.
Common size analysis and percent change analysisvarother techniques that can be used to
identify trends in financial statements. Commonesanalysis is also useful in comparative
analysis, and some sources of industry data. Al tieehnique used to help analyze a firm’s
financial statement is percentage change analysisthis type analysis, growth rates are
calculated for all income statement items and lwaameet accounts. (Eugene F., 2001)

To conclude, the review of the literature part lwbtstudy was presented aiming that assessing
some concepts in the management of working capdatponents would help in developing

theoretical background in how cooperatives manhagie torking capital.
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CHAPTER III—MATERIALS AND METHODS

3.1. Introduction

According to the 2006 year end report from the Begi Promotion Office of the Tigray
National Regional State, there are about 1,304 awxrtevel Cooperatives with a total capital of
Birr 24,980,051 .There are also about 22 Cooperatwvions in the regional state. These
Cooperatives serve a large number of families. Thige resource needs strong management
team equipped with managerial skills and knowleddes is because this huge resource should
be managed scientifically in order to achieve tbeijectives and missions.

As stated, therefore, whether or not this resouscéeing utilized properly or not needs a
research. Here, in this thesis work due to linotatn time and money only Cooperative Unions
are considered.

Designing an appropriate working capital managenaawkt policy and information is necessary
for the Cooperative Unions. This research worknaptied to identify the phenomenon prevailing
in the selected Cooperative Unions. To facilitdte process for the assessment primary and
secondary data sources were given in this chagdtaeover, this chapter deals with site selection
and description of the study area, data colleghiatedures, data analysis and the limitations of

methodology and procedural weaknesses observaxhatucting this research.
3.2. Site Selection & Description of the Study Area

The study was conducted in the Tigray RegionaleSaatd the following paragraphs revels the

demographic, agro climatic and institutional infatinon of the region.
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Boundaries

Tigray is one of the national regional states dfiétia which is located in the North Eastern part
of the country between 125N and 14 57'N latitude and 3®7’ E and 39 59'E longitude . It

is bordered by the Amhara Regional State to théhsand south-west, the Afar Regional State to
the east, Eritrea to the north and north-east headsudan to the west. The total land area of the
regional state is about 53,638 square kilometensistng of high plateau and mountains. The
high plateau and mountain ranges are dissectediimgrrous streams feeding to the major river
of Tekeze The regional state’s relative distance from thst rof the country and presently
accessible ports creates problems on the trangiportaf goods into and out of the regional
state.

Topography

The altitude of the region varies from about 50Qtereabove sea level in the North East to
nearly 4000 meters above sea level in the Southt.\likgso-ecologically, it is characterized by
highland (Dega), intermediate land (Woina Dega)ld éowland (Kola) (TRSSP: 2003). The
topography of the region consists of high platead mountains with much of the land lying
between 1,000 and 3,000 meters altitude. The highesk mountain igsibet Mountain in
southern zone which is 3,900 meters above seaudvtd the lowest area is in tfi&ob woreda

in the eastern zone. (Development Plan of the NatiRegional State of Tigray, 2007).

The series of mountain range with their scatteretlesnents- typical of Northern Ethiopia-
provide very impressive sceneries for tourists pose equally impressive challenges for

development planning and the provision of infrastince.
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Population

Tigray has a population of 4.1 million which acctaufor about 6 percent of the country’s total
population. Of the total population of the regiabout 49.23% is male and 50.77% female. The
region’s population has been growing at a ratebolua2.67% and the average population density
for the whole region stands at 76.7 persons pearsqukilometers, with the highest density
occurring in the eastern zone (123 persons parsddlometers ) and the lowest, in the western
zone (19.3 persons per square kilometers ).

The people of Tigray are relatively homogenousinmts of ethnicity, religion and language. The
majority of the population belongs to one ethnioup- the Tigraway (99.33%). The rest belong
to the Kunama (0.07%) and Saba (0.6%) groups.

More than half of the population falling in the agategory of less than 19 years, a very
significant proportion of the Regional State’s plgpion is made up of young people. There are
three active laborers per household. More than 88#%e population of the region is dependent
on Agriculture as a source of livelihood. (DevelaghPlan of the National Regional State of
Tigray, 2007).

Climate

The climate of the region is variable due to theagvariation in altitude. Generally there are two
types of rainfall patterns in the region- mono nmaaad bimodal patterns. In the highlands the
average temperature is around Z2while in the lowland area it is above 260. Minim monthly
temperature occurs in the December- February momémging between 3 and 2C, while

maximum mean monthly value occur in March to Apahging between 19 and 43 . The
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main agro climate zones of the Region lkada, Woinadega, andDega. In addition, Very small
areas of the region have desert ¥atoch (cold) zones.

The region has been suffering from recurring draésigbhich appear to come in progressively
shorter cycles. The impact of these droughts, whely be exacerbated with the general change
in the global climate and its variability, will hava strong impact on the future economic
development and food security of the regional s{@evelopment Plan of the National Regional
State of Tigray, 2007).

The rainfall pattern is sparse and unevenly distatl. Accordingly, it shows a variation of about
200 mm in the Northeast to nearly 1000 mm in thetls&Vest highlands of the region. The peak
rainfall time in the region, though erratic, isftgJune to September.

Farming system

The farming system is family based farming of snpédices of land, producing primarily food
from crops and livestock for household consumptiging family labor, and working with the
simplest of tools and techniques. However, theeeadso commercial farms producing different
cash crop in the western part of the region. Nayays integrated effort is being made to partly
commercialize the subsistence farming system, wimeblves subsistence production as well as
production for the market of crops, livestock arigleo biological products. The cultivated land is
about one million hectares (ha) out of which 120G Mectares is cultivated by investors. The
total households living in the rural areas arenestied to be 732,000, of which 30% are women
headed households. The average land holding offatmers is estimated to be about 1.19
hectares, though it varies from 0.25-0.9 hectardbe highland areas to 2 hectares in the lowland

parts of the region (Tigray Regional State Strat&jan. (2004-2006).
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Marketable agricultural Commodities
In addition to the major crops supposed to grovevery agro ecological zone, major market
oriented commodities are identified and given below

» Sesame

» Cotton

» Pulses (Horse bean, Pea, Lentils, haricot bean)

» Spices

» Honey bee production

» Goat production and

» Dairy

Cooperatives

The establishment of primary and secondary agtialltCooperatives on a voluntary basis and
democratic principles is another favorable conditio agricultural development. The objectives
of the Cooperatives include participation in outpnd input markets and promotion of saving
and credit services. In the past few years majtmrtsf have been carried out to organize and
strengthen Cooperatives in a new form. For instamoeording to reports by the Regional

Cooperative Promotion Office at the end of 2006aheere 22 Agricultural Cooperative Unions

in the region established at Wereda level whidigsificant development indicator.
3.3. Sample Selection

In the Tigray National Regional State there areemewadministrative zones. The seven

administrative zones havi@ Woreda and one city administration. (Developnidah of the
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National Regional State of Tigray, 2007). All th2 €ooperative Unions cannot be taken for
data collection. Hence the criteria used to seélextUnions were:

» The Union must be audited at least for three times.

» The Union must have primary level Cooperative meslgeecater than or equal to four

» The Union must be in operation for about 3 yeamnore.
Of the total 22 Unions 6 fulfill the criteria seéh order to ensure geographical representations 4
Cooperative Unions were selected for the study.
Five paid employees and three board members fram Eaion involved in administration were
selected randomly for an interview. However, ithe time and resource limitations which limit
the data to the stated level and it is a cleartfaadtif more size of the data was used the acgurac
would also increase. The location of the study &efhown using the regional map in Figure 3.1.

(Development Plan of the National Regional Statéigfay, 2007)
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Figure 3.1 Map of the Regional State of Tigray, Etlopia
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3.4. Data Collection Methods

The data for this research were both from the sgmgynand primary sources. Primary data were
collected by using an interview with the paid enygles and board members. The secondary data
was collected from the records of the Unions. Téeoadary data includes bylaws, board and
management minutes, audit reports, and three yafafsiancial reports. Information from

balance sheets, income statement and other finaepiarts also forms part of this study.
3.4. Data Analysis

The collected primary data were analyzed by usiRSS software. Both descriptive and
guantitative analysis was made in the study. Tlportecontains growth rate, ratio analysis,

graphs and bar charts.
3.5. Organization of the Paper

The project paper is organized in to five chapt@isapter one discuss the back ground of the
study, statement of the problem, objective of thely purpose of the study, hypothesis of the
study, and limitations of the study. Chapter twaldavith the materials and methods employed
in the study. The third chapter deals with therditere review that explains the concepts of
working capital and its major components. Chapten fexplains the results and discussions.

Lastly, chapter five deals with limitations, corsilbns and recommendations of the study.
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CHAPTER IV—RESULTS AND DISCUSSIONS

4.1. Introduction

Cooperatives are private businesses organizegoametl by members to fulfill their economic
needs as patrons of the business, with the keyatpotvnership, and income distribution based
on patronage proportions. They are businesses oamegdontrolled by the members who use its
services, finance and operate it for their mutwaidsit.

The purpose of Cooperatives is to provide greateehts to the members. Their benefits may be
increasing individuals’ income or enhancing the rhers’ ways of living by providing important
services /goods which might be difficult to fulfihem individually. Such important services may
include obtaining improved markets for their proguand providing source of supplies or other
services that may not be attainable if membergiaaitmne.

Cooperatives may be organized at primary, Uniorederal level depending on the size and
volume of transactions they involve in. In any afethese organization types for the proper
functioning and steady growth, Cooperatives neegbgar financing sources of working capital
and its best management.

At their establishment stage or when at take offytinay raise resources (assets) and sources
(liabilities and capital).In Cooperatives curressets cover the largest portion of their resources.
The management aspect which is mainly concernetl thiése current assets is known as
working capital management. The portion of capathich is needed for day to day operations of

the Cooperative
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businesses is termed as working capital. Hencepabk#&ion of Cooperative Unions in managing

their working capital was assessed and the resdiscussed hereunder.
4.2. Importance of working capital

Cooperative businesses like any other businestiesntequire the optimal amount of working
capital to run their business profitably and thgrshtisfy their members’ needs. The size of the
working capital and its proper management has ectleffect on the growth of the business and
its profitability. In other words, working capitahanagement policies are directly related with
business profitability, liquidity and financial Hda Therefore, managers of any business firm
including Cooperatives need to have clear conapdsmanagerial skills on working capital and
its management.
Working capital is the life blood of Cooperativgpéyof businesses. It is essential to maintain the
smooth running of a business. No business canuccessfully with out an adequate amount of
working capital. (Sharma etal, 1996). Maintainirdequate working capital has the following
advantages for a Cooperative business firm:

» Solvency of the business by providing uninterrupipdration

» Creating goodwill

» Easy access to loans

» To avail cash discounts

» Regqular supply of materials

» Regular payment of commitments
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» Exploitation of opportunities

» Ability of facing crisis

» Quick and regular return on investments

» High morale
Particularly in Cooperative Unions working capsabuld be adequate, or optimal. That means it
should be neither excessive nor deficit. Thisasduse excessive working capital may impair

profitability and inadequate of it can also threattee business.
4.3. Sources and Uses of working capital

The assessment made on the sources of capitdldaelected Cooperative Unions in the region
is presented below:

» Share capital/equity

» Loan from different sources

» Donation from different agencies
According to the assessments result, the propoatahsources of capital for the selected Unions
are presented in Figure 4.1.1t is observed fromatiaysis that the largest portion of the working
capital comes from the shares capital. Donatiorts reserves also contributes higher portion
.The loan is largely from the Commercial Bank ohiBpian for which the Cooperatives
Promotion Office sign on behalf of the governmestaacollateral. The borrowed amount from
the bank in the form of working capital is usedthg Cooperative Unions and their affiliated

members for different objectives which are discdssdhe following paragraphs
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To meet the financial requirements

Cooperatives share capital collected from membgrsetling to them shares at par value is not
enough to run the business at their full capaéity. instance, the percentage of share capital to
the total liability of the selected Cooperative bims for three consecutive years is shown in
Table 4.1.

Table 4.1: Percentage of share capital compared tabilities. (Amount in ETB)

Name the Activity Year

of Union 2005 2006 2007 Mean
Capital | Liability | Capital | Liability | Capital | Liability | Capital | Liability

Ahferom | 100 0 55.7 44.3 88.5 115 81.4 18.6

Getser 54.74 45.26 9.1 90.9 27.2 72.8 30.35 69.65

Adwa

Adigudom| 96.5 3.46 S57.5 42.5 95.73 4.27 83.2 16.8

Setite 17.4 82.6 -1.43 101.43| -0.44 100.56  5.00 94.90

Humera

Source Calculated from the Selected Cooperative Unianaricial Reports, 2004/5-2006/7

It is inferred that one of the largest sourcesayit@al /working capital in Cooperative Unions is
loan from banks and other creditors that help ifiling the gap that they have.

Protect from presale of outputs before harvesting

Farmers under the Cooperative Unions and theifisaéfd members do have low economic
capacity to cover all the expenses necessary & fdrming activities. This has been particularly
serious in cash crop areas like the Setit Humerarder to alleviate these problems farmers were

selling their outputs to traders at lower pricaegarelless of the price after harvesting. Therefore,
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the loans that the agencies provide them in the fof working capital plays a great role in
helping them in protecting from loss for their mesnbarmers.

Increase Negotiation power

In the past years because of low economic levestiammers in Tigray Regional State, Ethiopia,
were having the habit of selling their agricultucaitputs immediately after harvest to traders or
consumers

at low prices to solve their current problems. Thlsmostly done without assessing and
forecasting future market potential and leadinglass return. Now a day after joining the
Cooperatives at primary or Union levels the sitwadiare changing due to the bank loan granted
in the form of working capital.

According to the assessment outcome, Cooperativensmlo have some information sources for
their marketing of the outputs. The significant kedrinformation source is the marketing
department in the Wereda Promotion Offices. Evemigh it has its own limitations such as lack
of the qualified personnel, speed in the exchamgedissemination of the information, structural
problems, facilities and others it contributes taihoserving Cooperative Unions by providing the
required market information. Farmer members, irkteaselling the products to merchant, with
low price, they can negotiate with their Cooperagieither to sell their yields and get patronage
dividend from future profit of the Unions or to nealan agreement for future selling price by
receiving a down payment in order to solve thenrent problems. This negotiation potential is
created because Cooperative Unions can take mane iform of loans from the Commercial
Bank of Ethiopia and grant credit to their members that farmers can use it for their

consumptions.
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Increase productivity

Cooperative members through their Cooperative Unamd their affiliates are not only seeking

loans as part of their working capital for curr@ndblem solving but also to purchase selected
seeds, chemicals, agricultural input and other tsyga increase the productivity of the farm

lands.

To conclude, the sources of working capital for @moperative Unions selected for this study
purpose are; shares capital collected from memhbmas,from the Commercial Bank of Ethiopia

and donations from government and non-governmeph@gs and reserve funds which is

retained in the Unions after the distribution ofrpaage dividends.

4.4. Working Capital Management in the Selected Coopeative Unions

;Financial Statements Analysis

Financial statements are the end results of busiopsrations summary information. They help
to assess the financial wellbeing of the overalb@atives business activities. The information
reported in financial statements is important f@nagement decisions in Cooperative business.
Managers, members, and the stakeholders, of theetaiives benefit more from the financial
reports when they are summarized and reportedentstcc manners. Hence, financial reports do
have benefits for the various users. These data mm@nagers in preparing financial analysis
which in turn helps in identifying problems, in tiating timely corrective measures and in
identifying potential opportunities and threats tfoeir Cooperatives.

Using these financial documents from the past years can tell their future trends. Moreover,

financial measures can be used to compare curegftrmmance to its historical achievements in
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evaluating similar Cooperative businesses. To syunfimancial statements help in making

financial analysis of Cooperative entities.

Financial analysis is the process of identifying tfmancial strengths and weakness of the
Cooperative business by establishing certain mahips among the items of the documents or
reports. Ratio analysis is a powerful tool of fingh analysis. Based on this tool, the financial
performance, particularly in relation to their wioidx capital management, of the Aheferom
Union, Getser Adwa Union, Adigudom Union and thetitSElumera Union for the three

consecutive years are presented as follows.
4.4.1. Ratio Analysis

Ratio analysis is a widely used tool of financiablsis. It is defined as the systematic use of
ratios to interpret the financial statements sa tha strength and weakness of a firm as well as
its historical performance and current financiahdition can be determinedThe term ratio
refers to the numerical or quantitative or mathécaatelationship between two items/variables,

for example inventories to sales revenue.
4.4.1.1 Liquidity Ratios

Liquidity is a measure of the Cooperative’s abitiypay its financial obligations in time without
disrupting the normal operations of the Cooperatlveés the relationship between the current
assets and current liabilities. Liquidity is a gg8ws barometer of month to month operations. The
ratios under liquidity try to answer the followiggestions:

» What are the trends in:

» Current and quick ratios from year to year?
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* Working capital to annual sales, especially comgppanereceivables
and inventories in relation to sales volume?

» Did working capital increase or decrease in theipres years?

» What factors caused any changes in working capétadl?

» How much working capital should Cooperatives haveut their business profitably?
The common measures of liquidity are: Current ra@oick ratio, Cash ratio Net working capital
and Networking capital ratio. The outcomes of matamalysis for the Unions selected for this
study in the region are summarized in Table 4.2.
Note that in this study all the years are finanorahccounting years for the Cooperative Unions.
However, since the Unions are not audited timelyoading to the financial year the financial

statements considered in this study were not peelpand reported at the same year end.
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Table 4.2: Liquidity Ratios of the Selected Coopetave Unions

Cooperative Y ear Ratio Type

Union Current ratio Quick ratio Cashratio NWC in Birr Networking capital
Ahferom 2005 0 0 0 172533.9 0.96
2006 14 1.03 0.32 2232281 0.18
2007 4.22 1.35 1.02 3319141 0.37
Mean 1.87 0.79 0.44 242558.47 0.5
Getser Adwgd 2005 1.92 1.43 1 63160.813 0.42
2006 1.09 1 0.45 142237.56 0.08
2007 1.35 1.21 0.48 259332.74 0.26
Mean 1.45 1.21 0.65 154910.37 0.25
Adigudom 2005 28.3 7.74 7.73 144162.87 0.95
2006 1.67 1.52 1.52 148496.44 0.28
2007 14.49 12.73 8.42 212436.28 0.58
Mean 14.82 7.33 5.89 168365(2 0.6
Setit Humerg 2004 1.18 1.11 0.89 313936.43 0.15
2005 0.97 0.81 0.04 -7496716 -0.03
2006/7 0.97 0.8 0.13 -386114(1 -0.03
Mean 1.04 0.91 0.35 -273951)2 0.03

Source Calculated from the Selected Cooperative Unidnart€ial Reports, 2005-2007
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Current Ratio

The current ratio measures the adequacy of cuassdts to meet the Cooperatives short- term
liabilities. As a conventional rule in business @amies, a current ratio of 2:1 or more is
considered as satisfactory for most business tmtaiai credit. The result of very high current
ratio is to have an improved liquidity, greateresgfof funds of short term creditors thereby
reduced risk to creditors but a scarifies of patfie assets

As is presented in Table 4.2, it was only in thegi\ldom Union, the current ratio is greater than
the standard for the two years (2005 and 2007)s Thibecause it had no liability from the
Commercial Bank of Ethiopia. Even in the year 2@0ad no such liabilities from institutions
but it had other liabilities such as payables te Yereda Rural Development Office and the
accounts payable for members’ participation.

This ratio is below the norm in all the three Urdidiheferom,Getser Adwa, and Setit Humera)
in all the consecutive years. It is more seriouSetit Humera Union which was 1.18, 0.97, and
0.97 in the years 2004, 2005, 2006/07 respectivdig. mean average was 1.04. The main reason
for the low current ratio in this Union was becawsehigh borrowing amount used for the
purchase of sesame and sorghum during the harggséinod from the Commercial Bank of
Ethiopia. This in turn created high amount of ietgrpayables.

The average current ratio of the selected Unioresem@ for the Adigudom Union, is below the
standard. However, as stated above, except for Ibetnera in all the Unions it recorded greater
than one. Hence, the current ratio in the threeobBishows that there is more than one Birr in
current assets for every one Birr in current liéies. According to the assessment result, there

are no opportunities that they missed becauseckfdacredit. However, management of the
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Unions should focus on the future benefits and dppdies of their business and follow the
compositions and proportions of their current asseid short — term liabilities in order to run
their businesses profitably.

Quick Ratio

Quick ratio indicates the extent to which Unionsildopay current debt without relying on future
sales. It includes only the highly liquid assett tire readily convertible into cash without loks o
value such as cash and marketable securities. gk qaitio value of 1:1 is considered as a
standard conventionally. The quick (acid-test)arasi similar to the current ratio except that it
excludes inventorywhich is generally the least liquid current assatsd prepaid expenses. It
measures liquidity by considering only quick assets

As shown in Table 4.2, the management of the CabiperUnions in relation to the liquid assets
is not satisfactory. Except for the Adigudom Coapiee Union, the average mean of the Unions’
quick ratio is below the norm. This is so becausmp@rative Unions were having irregular
payment, doubtful and long duration outstandingtaisb The quick ratio of the Adigudom
Cooperative Union is 7.74:1; 1.52:1, and 12.73rlilie years 2005, 2006 and 2007 respectively.
In all the years it is above the range. This mdhase was excess liquid assets such as cash and
debtors than the current liabilities.

The quick ratio of Aheferom Cooperatives Union D03 is below the norm because it has no
liabilities. This mean there was excess cash bg.th®wever, for the year 2006 and 2007 the
quick ratio was within the range.

The quick ratio of the Getser Adwa Cooperative Wriior all the three years was almost within

the standard which is 1.43: 1; 1:1, and 1.21:10052 2006 and 2007 respectively. From this it is
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inferred that liquid assets were managed well i thhion in comparison with the other Unions.
The quick ratio of Setit Humera Cooperative Union the three consecutive years was 1.1:1;
0.81:1 and 0.8:1 respectively. This shows there wlagrtage of liquid assets to meet its
obligations for two years. The loan of this CoopiggaUnion is relatively high in all the included
years.

Cash ratio

Cash ratio measures the ability of Cooperative biito settle their liabilities out of their
reserved cash when the demand for the settleméntsigations is raised. In calculating the cash
ratio trade investments and marketable securitesigo included because they are equivalent to
cash. Since there is nothing to be worried aboatldlck of cash if a business firm has reserve
borrowing power Cooperative Unions should not hamdbre idle cash in their hands or at bank.
As depicted in Table 4.2, the Aheferom Cooperatireon shows high cash ratio because it
carries relatively large amount of cash in all theee consecutive years. The average of the
three years is 44 percent. The cash ratio for Getslawa was 100, 45 and 48 percent
respectively for the year 2005, 2006 and 2007. fiean average was about 65 percent. This
ratio was high for the Adigudom Cooperative Uniaamely 7.74; 1.52 and 12.73 for the years
2005, 2006 and 2007 respectively. The average no¢aime cash ratio for the Adigudom
Cooperative Union was 7.33 (73.3 percent).

The cash ratio was relatively small for the Setitnkéra Cooperative Union during the entire
period of the study. As shown in the Table 4.2yas 89 percent for the year 2004 but it has
decreased to 4 and 13 percent respectively foydlaes 2005 and 2006/07 .The mean average

was 35 percent. All the Unions taken for the stddyhave reserved borrowing power. This ratio
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analysis shows that all the selected Unions wet@namaging properly their cash balance.

Net working capital

Net working capital is the difference between t@ssets and total liabilities of a given firm. It
alsoindicates the extent to which short term-debtexceeded by short-term assets. This
relationship gauges how able the business is tewpagnt debts using only its current assets.

As presented in Table 4.2, the net working castglositive for the Unions selected for the study
except for the Setit Humera Cooperative Union bseahese Unions had more current assets
than current liabilities. This Table 4.2 shows th@ Unions’ short-term debt is exceeded by
short term assets in the three Unions. HoweverthierSetit Humera Union except for the year
2004 all the other years the networking capitalaatkd negative amount due to huge amount of
loan which also resulted in huge amount of intepas@able.

Net working capital ratio

Net working capital ratio measures the Cooperdtlnens’ potential for funds. It is considered
that, between two firms, the one having the larggrworking capital has the greater ability to
meet its current obligations. This is not necessarythe measure of liquidity is a relationship
rather than the difference between current assetscarrent liabilities. Hence, instead of net
working capital the net working capital ratio idtee measure of firms’ potential for funds.

Table 4.2 revels that the average net working abpdtio of the three Unions is comparatively
low. Further it could be inferred that the averagean of the net working capital ratio was 0.5
0.25; 0.6 and 0.03 for the Aheferom CooperativesotinGetser Adwa Cooperatives Union,
Adigudom Cooperatives Union and Setit Humera Coapars Union respectively. The Setit

Humera Cooperatives Union shows negative resuibguhe year 2005/6 and 2006/7. This low
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or negative value indicated that the reserve funthe Cooperative Union was less in amount.
That is the main reason that the Cooperative Unamadaking huge amount of loan from banks
and other agencies year after year.

To conclude, the liquidity ratios of the CooperatiUnions are fluctuating during the study
period. Some liquidity ratios are by far below thiandard. The Setit Humera Cooperatives
Union which is below the norm and the Adigudom Garapives Union which is extremely above
the norm indicated that the existence of liquigitgblems in the Unions. These fluctuating ratios
indicate that Cooperative Unions do not have sigfficreserve fund of their own. This in turn
exposed them to take huge amount of borrowing wteshlted in huge interest payable as in the
case of Setit Humera Union. In other words the ichd this borrowing is decreasing liquidity
ratios and creating liquidity problems for the Cemtive Unions. Therefore, Cooperative Unions
should increase their capital to minimize the delesicy on loans. An inventory price fluctuation

is also another factor for the fluctuating liquydratios.

4.4.1.2 Capital Structure Ratios

Capital structure ratios help Cooperative Unionsnieasuring the Cooperative’s financial risk
and their ability in using debt to the members’ aatage. Since member farmers are in low
economic level, they do have problems in raisingd&uiof their own for their Cooperatives. Debt
is, therefore, obvious for Cooperatives to runrtibgerations. However, the debt which is used to
finance assets aiming to gear out the capital ef @ooperative Unions should be managed
properly. For this purpose many ratios can be uBetlin this study to understand the selected
Union’ management capacity only the Debt ratio &mel Debt — Equity ratio and the Interest

Coverage ratio were employed and results are preg@m Table 4.3.
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Table 4.3: Debt Management Ratios of the SelectedGperative Unions

Cooperative Union Y ear Ratio Type I nterest Coverage
Debit Debit -Equity

Ahferom 2005 0 0 0
2006 0.44 0.08 117
2007 0.12 0.13 1.07
Mean 0.19 0.07 39.36

Getser Adwa 200% 0.45 0.83 11.4
2006 0.91 10.02 0
2007 0.73 2.68 7.7
Mean 0.7 4.51 6.37

Adigudom 2005 0.03 0.04 0
2006 0.42 0.74 0
2007 0.04 0.04 0
Mean 0.17 0.27 0

Setit Humera 2004 0.83 4.73 11
2005 1.01 70.75 0

2006/7 0.1 -226.45 1.2

Mean 0.65 -50.32 4.07

Source Calculated from the Selected Cooperative Unidnark€ial Reports, 2005-2007
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Debt ratio

Debt ratio measures the proportion of the intebestring and non-interest bearing external finance t
that of the internal sourcébebt ratiomeasures the percentage of total asset financdelityor simply

the percentage of total funds provided by creditors

According to the outcome of the analysis made @ndébt ratio, the Aheferm Cooperatives Union
recorded 0, 44 and 12 percent respectively in @ Y005, 2006 and 2007. In the Gester Adawa
Cooperatives Union for the stated years it is 45,a0d 73 percent while in the Adigudom Cooperative
Union, itis 3, 42, and 4 percent in the conseeuyears.

This ratio is a bit higher in the Setit Humera Ceive Union which is 83, 101, and 10 percent for
years 2004, 2005 and 2006/07 respectively. This tiows how much percentage of lenders has
financed the Cooperative Unions. Even though tlgeréis are fluctuating for all the Cooperative
Unions in the consecutive years stated, the extetasn on the net assets of the Unions were high.
This is applicable for the Setit Humera Cooperatitgion and for the Gester Adwa Cooperative
Union. As shown in Table 4.3, the ratio is relatywewer for Adigudom Cooperative Union and the
Aheferom Union because they took lower borrowingsnfthe Commercial Bank of Ethiopia.

This result points out that the Cooperative Unibage no other means or capacity to run their bgsine
unless they get the loan from different financiali€es. The debt ratio in the Setit Humera Unian fo
the years 2004 and 2005 is very high which is al®3upercent and 101 percent respectively. This
means for the year 2004 there is Birr 0.83 in dédntevery Birr in total net assets. And there ig' B
1.01 in debt for every Birr in total net assets tloe year 2005. The ratios are very high because th

amount of loan in the years stated was very highthere was also a loss in the year 2005.
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Cooperative Unions, therefore, should manage aedpusperly their debt in order to decrease their
interest expense and if they do not properly marnlge debt, they will not be profitable even ireith
future. This is because lenders are contributingentttan owners.

Debt —Equity Ratio

Debt-equity ratio measures the margin of safetycfeditors. It compares the amount invested in the
business by creditors with that of invest by mermb&ebt-Equity ratio expresses the relationship
between the amounts of a firm’s total assets fiadrixy creditor (debt) and owners (equity). Thus th
ratio reflects the relative claims of creditors awhers’ against the assets of the firm.

As given away in Table 4.3, the debt equity ratiadhe Aheferom Cooperative Unions for the years
2005, 2006 and 2007 is, 0.0; 0.08 and; 0.13 resedet That means lenders are contributing 0.0, 8,
and 0.13 times in the years stated respectivelyedotal capital employed.

In the Gester Adwa Cooperative Union for the yesased the debt — equity ratio is high viz: .83020.
and 2.68 respectively. On the other side, the égsilow for the Adigudom Union which is 0.04, 0.74
and 0.04 for the consecutive years stated. Thisimehe contribution of lenders is lower in thisidm
except Getser Adwa Cooperative Union.

Debt-equity ratio of the Setit Humera Cooperativeidh shows 4.73 in 2004; 70.75 in 2005 and
226.45 in 2006/7. This show the lenders have dmutied more funds than owner members. Especially
in the years 2006/07 the debt — equity ratio shthas the lenders’ contribution is 226.45 timeshad t
member owners’ shares .The reason for the negatitee in this year is because of the negative
balance of owners’ equity due to net loss regist@énethe same year. The higher debt-equity ratio of

the Unions’ indicted higher creditors’ claims o thssets, possibly indicating the Unions are
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extending their debt beyond their ability to payweéver, the low figures for the two Unions indicate
that they are managing their assets too conseehativ

The debt equity ratio for the Cooperative Unionkeced for the study fails to indicate the Union’s
ability to meet their interest obligations. Therefothe interest coverage or the times — interest —
earned ratio is used to test the Cooperative Urileis servicing capacity.

Interest Coverage ratio

Interest Coverage Ratio is used to test the Cotiperdnion’s debt — servicing ability. A lower rat
indicates excessive use of debt, or inefficientrapens. A higher ratio is desirable but too higrato
indicates that the Union is very conservative imgdebt, and that is not using credit to the best
advantage of owner members.

As revealed in Table 4.3, the time — interest cagerratio is fluctuating from year to year. Thisaas

high for Aheferom Cooperative Union especially fbe two years viz: 0, 117 and 1.07 for the years
2005, 2006 and 2007 respectively. The times —asteratio is very low for Adigudom Cooperative
Union. This is because the Union has no borrowings banks, which compute interest. For Setit
Humera Cooperative Union in 2005 its interest cagerratio is computed as zero. However, it has
bank liability which has high interest expense. réfiare, the times- interest coverage ratio indgate
that the firm was unable to pay its interest in ylear due to the loss it incurred. Even in 206107 t
liability from the bank was too high 6,000, 000 rBand the interest payable to the bank in the same
year was 1,225,068 Birr and to the finance offitmsthe 2,336,253 Birr loan. However, the Setit
Humera Cooperative Union was able to pay only 1”2em of the interest expenses. In other words,

for the year 2006/07 only 12 percent of the intecas be covered by the earnings before interabt an
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taxes (EBIT). The Aheferom Cooperative Union waglpts interest expense better in the years 2005
and 2006 but its capacity declines in the year 2@¥herally, except for the Adigudom Union, which
has no other liability which forces it to pay irdst, the interest coverage ratio shows fluctuataire
decreasing rate for the other Cooperative Unioimgs indicates that the Cooperative Unions are not
properly managing their debts from different sosrdaue to this, they have accumulated high interest
expenses for the years to come. They were not position to settle their loan with its interest
according to their plan.

4.4.1.3 Resources Management Ratios

Funds of creditors and member owners are investedrious assets in Cooperative Unions to generate
sales and profits in addition to the services tlegder. It is a clear fact that the better the rganmeent

of assets of the Cooperative Unions, the largeatheunt of sales. The resource management ratios or
activity ratios are used to evaluate the efficieofythe management of the Unions in utilizing the
assets. Using some common activity or turnoveosatie management of the Cooperative Unions are

evaluated and the details is presented Table 4.4.
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Table 4.4: Resource Management Ratios of the SeledtUnions

Cooperative Y ear Ratio Type
Union | nventory turnover Days I nventory Debtorsturn Average Total Assets
(ITOR) Holding (DIH) over (DTOR) collection turnover
period (ACP) | (TATOR)

Ahferom 2005 1.77 206 0.5 731 0.74
2006 9.86 37 2.37 154 2.43

2007 2.06 177 8.73 42 1.39

Mean 4.57 140 3.87 309 1.52

Getser Adwa 200% 22.67 16 7.7 47 3.43
2006 32.94 11 1.79 204 1.8

2007 8.18 45 1.12 326 1.21

Mean 21.26 24 3.53 192 2.14

Adigudom 2005 1.71 214 998.65 1 0.47
2006 2.12 172 2204.21 0 0.41

2007 25.05 15 5.19 70 3.09

Mean 9.63 133 1069.35 23 1.32

Setit Humera 2004 77.66 5 8.24 44 3.06
2005 0.57 644 0.01 65860 0.01

2006/7 2.83 129 0.63 579 0.88

Mean 27.02 259 2.96 22160 1.32

Source Calculated from the Selected Cooperative Unidanark€ial Reports, 2004/5-2006/7
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Inventory turnover ratio (ITOR)

Inventory turnover ratio indicates the efficiendytloe Cooperative Unions and their affiliated mensbe

in producing and selling their agricultural yielalsd other outputs/inputs. The ITOR indicates host fa
inventory is sold. A high ratio is good from theewipoint of liquidity. A low ratio would signify tha
inventory does not sell fast and stays on the shalf the warehouse for a long time.

As depicted in Table 4.4, the inventory turnoveioraf the Aheferom Cooperatives Union varies from
year to year. It is 1.77, 9.86 and 2.06 times fw years 2005, 2006 and 2007 respectively. The
inventory turnover ratio of Getser Adwa Cooperatiwgnion is 22.67, 32.98 and 8.18 times for the
years stated. This ratio for the Adigudom CoopeestiUnion shows increment from year to year viz:
1.71, 2.12 and 25.05 for the years 2005, and 2@8pectively .On the other hand, the inventory
turnover ratio of the Setit Humera Cooperativesddnshows fluctuations. It shows 77.66, 0.57 and
2.83 times for the years 2004, 2005 and 2006/ 7ecdse@ly.

The Aheforom Cooperatives Union was fast in conngrits inventories into sales in 2006 (9.86
times) and also the Getser Adwa Cooperatives Umdhe same year (32.94 times). As stated above,
the Adigudom Cooperative Union showed, an increpsiend in converting its inventories into sales
and was fast in the year 2007 (25.05 times) .Thet $imera Cooperatives Union was fastly
converting its inventories into sales in 2004 (Baihes) but showed fluctuations then after.

A low inventory turnover ratio implies the Coopévat Unions’ excessive inventory levels than
warranted by sales activities. It also shows thaytwere holding slow moving inventories. The high
inventory turnover ratios indicate good inventorgmagement, and direct sales of the inventories to

purchasers and the members.
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For example, in the year 2004, the inventory tuamomatio of Setit Humera was 77.66 times. This
shows that the Union sold its inventories dire¢tythe purchasers for better prices according ¢o th
agreement. But in the year 2005, the ratio wasvudwech was 0.57 times. This indicates that the Union
did not get purchasers on time after they collbetihventories from the affiliated members. This is
due to lack of market that the Union did not seltime by the price decided by the management body.
The sale was made too late and even it was sdabssit The Setit Humera Cooperative Union sold its
inventories on agreed contract price with theirchasers in 2004. Mostly purchasers made a down
payment to the Cooperative Union for the purchaselenat the time the agreement is made. The
remaining balance is paid when inventories arereteérom the stores of the Union. This system is
made due to the reasons that the purchasers ofdireinventory item, sesame, are foreign exporters
and the Cooperative Union and its affiliated mermb@ve short — term loan which should be settled
currently from the Commercial Bank of Ethiopia.

A high level of sluggish sesame inventory in 2068 2006/07 for the Sitit Humera Cooperative Union
amounts to unnecessary tied up of funds reducemtofe and increased its costs. It also affegait
working capital which is negative value and ligtydposition.

In the Adigudom and Aheferom Cooperative Uniong thventories are consumable commodities.
They are mostly sold to member Cooperatives and-oember farmers directly. That was the reason
why the inventory turn over ratio showed not mucietiiation.

The Adigudom Cooperative Union and the Aheferom goative Union do have better but fluctuating
inventory turnover ratios. However, their invenésriare too small consumable commodities and their

replacements are costly.
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Day’s Inventory Holdings (DIH)

Day’s inventory holdings indicate the number of glayhich takes for Cooperative Unions to convert
their inventories into sales. The higher the dagigentory holdings the more number of days the
Cooperatives Union waits to convert its inventorrés sales and the more it incurs direct and axtir
expenses to speed up the turnover.

As shown in Table 4.4, the days inventory holdiegsept for the Adigudom Cooperative Union,
which shows increment for the three consecutiversye@he figure is high in all the Cooperative
Unions. The inventories turnover, as stated, in52@0the Setit Humera Union was low and for this
reason the days in which inventories are held anestvas 644 days. Due to this, the Union incurred
more borrowing interest expense which is 1,198 B&6 Even in the year 2006/07 the day’s inventory
holdings are 129 days which shows that the inveedoare not sold in time and liabilities are not
settled in the date agreed up on. This resultédgh interest expense for the short — term loantgc

by the bank, amounts 2,362, 966 Birr.

Generally, therefore, except for the Getser Adwapgeoative Union which shows better days in which
inventories are hold in stores, the days which takeonvert the inventories into sales are relative
high in all the Cooperative Unions which impliegtworking capital level of the Unions.

Debtor turnover Ratio (DATOR)

Debtor turnover ratio indicates the number of tirdebtors turnover into cash each year. Generlgy, t
higher the value of this ratio, the more efficiehthe management of credit in Cooperative Unions.
Accounts receivable turnover ratio measures theidity of firm’s account receivable. That is, it
indicates how money times or how rapidly accouoeneable are converted in to cash during a year.

In short it answers the question what is the spéednversion of account receivable in to cash?
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As indicated in Table 4.4, the debtors’ turnovetioraf the Aheferom Cooperative Union shows
increment in all the three consecutive years. @naotiher hand, this ratio shows decrement in thesyea
stated for the Getser Adwa Cooperative Union. dvwsh fluctuations for the Adigudom Cooperative
Union with high ratio and for the Setit Humera Umiwith low figures. Cooperative Unions sell their
inventories on credit to increase their salesiméas are at low economic level to purchase itdrayg t
need on cash basis. These are the main reason edpefative Unions sell their inventories on credit
basis to the affiliated members. These Debtorseapected to be converted into cash over a short
period. Hence, they are reported under the cuasset section of the balance sheet. In this retjad,
Adigudom Cooperative Union shows high debtor tusrovatio. But it is not an indication of
efficiency. Because the inventory of the Union igstty consumable goods and they are mostly sold to
members on cash basis.

Average Collection Period (ACP)

Average collection period measures the liquidity debtors since it indicates the speed of their
collection. Short collection period implies the pnqat payments by debtors. In other words average
collection period represents the average lengtimad a firm must wait to receive cash after making
sale. That is, it indicates how many days a firkesato convert receivables in to cash or number or
day’s sales are tied up in account receivable.

The average collection period computed for the Areh Cooperative Union (730.89, 154 and 41.82
days for the three consecutive years) shows impnews. This period also shows increment for the
Adigudom Cooperative Union and remarkable changehie Setit Humera Cooperative Union which
is 44.31, 65859.66 and 578.64 days in the yeard,ZD5 and 2006/7 respectively.

This average collection period should be comparighl tive credit policy and the credit terms of the
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Cooperative Unions. But the Cooperative Unionsctete for this study does not have such written
credit terms and credit policy. The time changesedding on the market situation and the seasonal
economic conditions of member farmers. That melaadJnions are not constantly sold inventories. In
other words, there is no constant sales rate. Merethere are no standards set for the industtlyan
region. Thus, the average collection period congute the Cooperative Unions may not directly
measure the Cooperatives management efficiencgadavering their credit sales. Even the too low
average collection period so computed may sigrigy Wnion’s very restrictive credit and collection
efforts in those years. In contrast, the high mionay show the liberal and inefficient credit and
collection performance. In all the cases, the waykecapital of the Cooperative Unions was highly
affected. As stated above it resulted in the lidyidroblems and thereby affects their profitalilit

Total Assets Turnover Ratio (TATOR)

This ratio shows the firm’s ability in generatingless from all the financial resources committed to
total assetsTotal assets turnover measure’s the managemeaieeifly in managing its total assets to
generate sage An answer for the question “how much sales dsllex generated per dollar of
investment in assets?” is the main purpose of tdakts turnover ratioA high ratio suggests greater
efficiency in using assets to produce sale.

Assets in Cooperative Unions are employed to geeesales. Therefore, the Cooperative Unions
should manage their assets efficiently to maxinsakes and profits. Based on this, the analysis made
for the years 2005 to 2007 in the Unions seleabedhis research study is presented below:

During the years 2005 to 2007, the total assetsouar for the Aheferom Cooperative Union shows
fluctuations in the study period (0.74, 2.4 and9ltiBnes respectively). Fluctuation has also been

noticed in the Setit Humera Cooperative Union whgB.06, 0.101 and 0.88 times in the specified
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years. The main reason for the fluctuations inéh®g Cooperative Unions is that there was lack of
market for the inventories they held by the prieeided by the management. The selling price set by
the board and the market price were not matcheereftre, the inventory increased the balance of the
current assets and decreased the sales amouriythieeeprofit for the Unions, too. In all the sdkxt
Unions, selling of inventories is fluctuating froaar to year.

As shown in the Table 4.4, the total assets tumfiwrethe years stated was showing decrementsein th
Getser Adwa Cooperative Union with 3.43, 1.80 ard Iimes. On the other side these ratios showed
increments with fewer differences for the Adigud@ooperative Union which is 0.47, 0.41 and 3.00,
times.

This ratio is indicating the Cooperatives ability generating sales from all financial resources
committed to total assets. For example, ratio 86 3imes indicates that the Union is producing 2206
sales for one Birr of capital employed in the tatssets.

4.4.1.4 Profitability Ratios

Profitability is the net result of a large numbéipolicies and decisions. Thus, profitability ratigive
final answers about how the Unions are being mahdgeother words, profitability ratios are used to
evaluate the overall management effectiveness gedifeally indicate how effectively a firm’'s
management generates profits on sales, total aaset®wners’ equity.

Cooperatives should earn profits to survive andvgover a period of time. Profits are essential even
for Cooperatives but it would be wrong to assuna #very action initiated by the management of

these business firms should be aimed at maximiafits. Cooperatives are organizations of the
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weak section of the society and their main objects/to enhance the welfare of this weak section of
the society. They also have strong competitionsifother business entities. Hence, for their sutviva
and continuity as business entities and to achiesie objectives they should earn profits.

The working capital management of the Cooperativeohs does have a direct influence on the
profitability of the Unions. In order to see thepatt of the working capital management on the
profitability of these Cooperative Unions, profilily ratios are used in their evaluation. Hendee t
evaluation of the over all performance of the mamagnt in these Cooperatives in managing the

resources and operations is presented in Table 4.5.
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Table 4.5: Profitability Ratios of the Selected Coperative Unions

Cooperative Union Y ear Ratio Type
Net Profit Margin Operating Expense Return on net Return on equity (ROE)
(NPM) Assets (RONA)

Ahferom 2005 -0.06 11 -0.04 -0.04
2006 0.08 0.92 0.12 0.02

2007 -0.05 1.06 -0.04 -0.04

Mean -0.01 1.03 0.01 -0.02

Getser Adwa 200% 0.07 0.93 0.19 0.36
2006 0.03 0.97 0.06 0.62

2007 0.11 0.93 0.13 0.47

Mean 0.07 0.94 0.13 0.48

Adigudom 2005 0.1 1.46 0.05 0.05
2006 0.09 0.97 0.03 0.05

2007 -0.01 1.02 -0.01 -0.01

Mean 0.06 1.15 0.02 0.33

Setit Humera 2004 0.11 0.89 0.34 1.96
2005 -3.58 5.93 -0.03 -2.18

2006/7 0.03 0.94 0 -6.16

Mean -1.15 2.58 0.1 -2.13

Source: Calculated from the Selected Cooperative Unionaiféial Reports, 2004/5-2006/7
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Net Profit Margin (NPM)

Net profit margin ratio indicates the efficiency daperformance of the Cooperatives Unions’
management in generating net income to the membrether words, it measures the percentage of
each sales Birr remaining after deducting all espsenin other words, net profit margin measures the
percentage of each sales remaining after dedualirxpenses.

As depicted in Table 4.5, the Net profit margirtlted Aheferom Cooperative Union shows 6 percent, 8
percent and 5 percent respectively for the yea® 2P006 and 2007.In the Getser Adwa Cooperative
Union the net profit margins of the years have sitpe value. However, the contribution registeted
the profit of the Union is too low which is 0.07.08 and 0.11 respectively for the years 2005, 2006
and 2007. This is because the Union’s cost of ggsoltband other operating expense were high.

The interpretation and the analysis are also sirfolathe Adigudom Cooperative Union. It shows low
contribution to the profit. Even for the year 2008hows loss of 1 percent in sales of 100 peroént
inventories.

The net profit margin ratio for the Setit HumeraoPerative Union shows 0.11 cents profit for every
one Birr sales of inventory in 2004. It convertatbia loss of 3.58 Birr for every one Birr sale2005
and contributed 0.03 cents for every one Birr salethe year 2006/07. Generally, the Cooperative
Unions are operating at loss or contributing vey to profits. This is due to cost of sales anceoth
operating expenses are high and managed poorly.

Operating expenses ratio

This ratio explains the changes in the profit mar@BIT to sales ).This ratio indicates the average

aggregate variations in expense ,where some aXpenses may be increasing while others may be
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declining. The operating expense ratio is an ingdrtatio which explains the change in the profit
margin that is earnings before interest and tak&4T() to sales.

During the selected years, the operating profitoraf the Aheferom Cooperatives Union shows
positive values viz: 1.10, 0.92 and 1.06 respeltivEhe positive value was also seen in the Getse
Adwa Cooperative Unions for the stated years 037 and 0.93. For the Adigudom Cooperative
Union the figures were bit higher: 1.46, 0.97 am@Rlin the years 2005, 2006, and 2007 respectively.
Similarly, in the Setit Humera Union the amountloé ratio is 0.89, 5.93 and 0.94 during the setecte
years.

In the year 2005, the Setit Humera Cooperative tiad high amount of cost of goods sold and
expenses. This is because during this year there ngh purchase costs and other related expenses.
Hence, the Unions operating expense ratio indiddu&s598 percent of sales have been consumed by
the cost of goods sold and operating expenses.uBed# this reason the Cooperative could not [y it
bank loan. However, in the year 2004, the operagixjgense ratio shows that the cost of goods sold
and operating expenses have consumed only 89 pesteales. This implies that 11 percent of the
sales were left to cover interest expenses, didgamd others. The result shows similar picturedst

of the years of all the three Unions. These vanmiin this ratio are due to different reasons aagh
changes in the sales price, changes in the denoaridef inventories, and increase in cost or expgense
Return on Net Assets (RONA)

Return on net assets measures the overall effeetsgeof the management of the Union in generating
profits from the total investment in total assdtsis ratio shows how Cooperatives are efficiending
their resources in generating sales. This ratiosores the overall effectiveness of management of

Cooperative Unions in generating profits from dtat investment in assets.
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As shown in Table 4.5, the RONA for the Aheferomo@erative Union for the years 2005, 2006 and
2007 shows lower positive values, which indicateffiniency of the management in managing their
resources. In 2005, in Aheferom Cooperative Uniae 8irr of net asset generates - 0.01 cents to
EBIT which is loss. However, for the year 2006 & of the net asset of the Union generates 0.12
cents to the EBIT.

For Getser Adwa Cooperative Union, the RONA wasnshg small positive values for all the years
but with a fluctuating trend. In the Adigudom Coogdese Union this ratio shows very small positive
values (0.05 and 0.03) for the years 2005 and 20D@is indicates that the policy of the Union is
conservative.

For Setit Humera Cooperative Union, the RONA w&gl0n the year 2004. This means that there was
0.34 cents return on the sales of one Birr valueneéntory. However, in the year 2005, this ratio
declined to negative, 0.03, which means that tivere loss of 0.03 cents in the one Birr sales. &his
because of the high costs of sales and expensagadcin the year. In the year to 2006/87e
contribution was the same but with positive valtif.03.

Return on Equity (ROE)

Return on equity measures the rate of return m@llzy a firm’s owners’ on their investments and
serves as an indicator for the performance of taeagement. A return on share holders’ equity iatio
used to see how Cooperative Unions are profitabilygithe owner member investment.

The ROE of the Aheferom Union is fluctuating in $ears 2005 to 2007. It also changes in negative
and positive signs indicating the losses and gains over. The ROE of the Getser Adwa Union

showed positive but fluctuating values viz; 0.3®2) and 0.47 for the selected years. This ratiovsh
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positive value for the years 2005 and 2006 forAdgudom Union. However, the result was changed
to a negative value of 0.01 in the year 2007.

The Return on equity of the Setit Humera Coopegativnion in 2004 shows positive value which is
1.96. This means for every Birr in equity the Ungenerated 1.96 Birr profit. In 2005 and 2006/0% th
figure is changed and shows negative value of @tB6.16 respectively. This is so because thealapit
of the Union has shown negative value due to thgeHass of the Cooperative incurred in the year
2005.

The equity capital of the Cooperative Unions ineludember owners’ investment/ shares, reserve
fund, donations, excess cash found in auditingthedjain /loss of the year .Based on this condket,
ROE of the Cooperative Unions was computed. Gelgethke Unions are poor in the management of
the owners’ resources. Because, this ratio refldetsextent to which the objective of the Union is
accomplished. One of the major objectives is eningnthe welfare of owners by maximizing their
services and profits. And the low ratios indicaterenconservative financing policy of the Coopemativ

Unions.
4.4.2 Trend Analysis

As stated before, Cooperatives are establishedhiianee the living standard of their owner members
through the creation of collective bargaining powethe business area. Because of the low economic
conditions of their members, their resources atsdimited. However, the government and other non-
government organizations are giving significant marp to the Cooperatives. The government
particularly provides guarantee for Cooperativegdbloans from the Commercial Bank of Ethiopia.
The problem in the sources of finance of these Emadjyves is, therefore, alleviated in this way. Elgn

they can use this opportunity to expand their ap@ra. Some are using this chance, and huge loan is
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employed in the business. However, this needsldetsessment as to whether the Cooperative Unions
are using the resource to achieve their objectvesot. This huge investment in working capital dee

a sort of evaluation. In other words, whether Coafnée Unions’ financial management in general and
their working capital in particular are increasmgdecreasing year after year needs an asses<Dment.

of the techniques used to identify the Cooperatifreancial condition is the percentage change
analysis. In this analysis the four Unions’ treads presented graphically with interpretations.

The analysis is made from the percentage changdseofears 2005 to 2006 and from year 2006 to
2007 for the three Cooperative Unions and 20040@52and 2005 to 2006/7 for the Setit Humera

Union. This is to show the increase or decreaselsrin the financial statements.
4.4.2.1 Analysis of Income statement

Any business firm communicates financial informatim the users through the financial reports or
statements; this is because financial statememigicosummarized information of the firm’s finaricia
affairs organized systematically.

The basis for financial planning, analysis and sleai making is the financial information which is
contained in the financial statements .Hence, th@mnobjectives of preparing financial statemests i
to assist in decision making. The two basic finahstatements prepared for the purpose of external
reporting are: the income statement and the balgineet. In this part, therefore, using these statésn
Cooperatives Unions’ direction changes in finanp@dition over the study period is discussed.

It is important to analyze trends in ratios as vealtheir absolute levels, for trends give cluesoas
whether a firm’s financial condition is likely tonprove or to deteriorate. Common size analysis and
percentage changes analysis are two common tedwmifat can be used to identify trends in financial

statements. In percentage changes analysis gratet are calculated for all the items of the income
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statement and the balance sheet accounts. Heris iteénd analysis, three years data from the teslec
Cooperative Unions’ financial reports were taked #me year 2004/5 is considered as the base year

and the results are discussed hereunder usinggraph

Graph 4.1: Percentage Changes oal&s on the Selected Unions in Tigray
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—e— Ahferom 0.00 1391.89 372.77
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— — Adigudom 0.00 120.72 916.04
—»— Humera 0.00 -96.16 68.20

Source Derived from the Selected Cooperative Unions fam Reports, 2004/5-2006/7

Note that figures in the graphs indicate percenteggnges on the selected items of the income
statement and the balance sheet considering th#2ZWIb financial year as a base year.

As depicted in Graph 4.1, the percentage changesatas of the Aheferom Cooperatives Union

increased in 2006 as compared to the 2005. Thisdause its operation has increased in 2006. &r oth

words, there was good availability of markets fts inventories. However, in the year 2007, the
percentage of changes on sales declined. The megsons for this decline were lack of market fer th

stocks, and selling price reductions for their koc
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The percentage of changes on sales for the Getdera ACooperatives Union and Adigudom
Cooperatives Union showed similar trends in 200Bictv has increased. However, in the year 2007,
the Adigudom CU showed increments but the GetsavaA@ooperative Union inferred decreasing
trend in the year 2006-2007, because there walaciarket.

In the year 2005/6 the Setit Humera Cooperativemtyshowed declining rate as compared to the
2005/2004 financial year. This is because thereless market demand for the major cash crop yield
namely sesame in the stated year. However, theshat&@ed progress in the year 2006/2007 because
the demand for its inventory was increased in theket.

Graph 4.2: Percentage Change on Operating experssen the Selected Unions in Tigray
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As depicted in Graph 4.2, the percentage changesperating expenses on Aheferom Cooperatives
Union showed increments year after year. This sabse the operating expenses including interest

expenses were increasing in the years during thy gteriod.
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In 2006 as compared to the 2004, the operating resgpavas increased for the Getser Adwa
Cooperatives Union. This is because all expensestygxcept the interest expense had increased.
However, the percentage changes showed decreasmyjih the year 2007 as compared to the 2006
year. This is because some operational expensesdhtecreases.

For the Adigudom Cooperatives Union the percenteggnges on the operating expense showed
decreasing trend in the year 2006 as comparecetgaar 2005. This is because there was no liability
from the Commercial Bank of Ethiopia on which ietgrexpense was incurred. Moreover, the Union
was found not expanding its operations in the 2€85-2006 and there was less incurred on expenses.
However, in the year 2007, the percentage changeeshan increasing trend. This is because all the
operating expense items were increased in theA@xaf.

In 2005/6 as compared to the 2004/5 the operatipgrese of the Setit Humera Cooperatives Union
reviled decreasing trend. However, in the year ZD@iGshowed increasing rate due to the huge amount
of bank interest charges which was Birr 1,985,686 &ncrease in depreciation expenses on fixed

assets. Other expenses such as transport, sal@sddseight — out also showed increase.
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Graph 4.3: Percentage Change on Proffter Interest on the Selected Union in Tigray.
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As showed in Graph 4.3, in the year 2006, the AloefieCooperarive Union showed an increasing
trend. Because of high cost of goods sold and tipgraxpenses in the year 2007, the Union faced
loss. In the year 2005/6 the Union’s total experstesved decreasing rates and hence its profit after
tax and interest was high. However, in the yeai6ZD@ue to increases on interest expenses and other
operating costs, the percentage change on thd pftar interest and tax was declined.

The Getser Adwa Cooperatives Union showed simitands in the percentage changes on the profit
after interest and taxes. This is because it shawadar increasing trend on its cost of sales tntdl
operating expenses. The Adigudom Cooperative Usimwed fluctuating percentage changes on the
profit after interest and tax. In 2006, the valuaswncreasing at a positive rate as compared to the
2005. However, in the year 2007 due to increasesost of sales and operating expenses the

percentage changes on profit after interest anestaRowed declined trend.

66




The Setit Humera Cooperatives Union depicted dsarggercentage changes on the net income after
interest and tax in the year 2005/6 as compardbetoyear 2004/5. This is because the high increases
showed on its operating expenses in the year dtleethigh interest expense and the principal due bu
not paid. In this year the cost of goods sold Fes Union showed decreases but the effect was more
influential on the operating expenses and hencadversely affected the net income of the year.
However, in the year 2006/7, the percentage changethe profit after interest and taxes showed
increasing trend though the cost of goods soldth@dperating expenses showed increments, too. This
is because there were high sales for the investtiie Union held during the year.

To conclude, therefore, the Cooperative Unionscsetein this study during the study period showed
fluctuating net profit. This is because the manag@nof these Unions was not in a position to
minimize their costs and increase sales volume.

4.4.2.2 Analysis of Balance Sheet

The main components of the working capital arehgcascounts receivables, inventories and are
commonly named as current assets, and currentitiedbisuch as accrued expenses ,bills payable,
interest payable, short-term payable and salaryalplay Percentage changes of these items are

analyzed and presented in the form of Graphs.
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Graph 4.4: Percentage Changes on Cash on the SettUnions in Tigray
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As indicated in Graph 4.4, the percentage changesash showed similar trends for the Ahferom,
Getser Adwa and Adigudom Cooperatives Union. ltweh@an increasing trend in the year 2005 to
2006. However, it decreased in the year 2006 fr66%55. This is because in these Union’s inventories
were sold at low turnover and members’ were nal gaeir liabilities on time.

In Setit Humera Cooperatives Union, in the year32@Bere was huge purchase of different types of
agricultural and consumable commodities. Theseséretions resulted in a declining trend on cash of
the Union when compared to the year 2004. Howenrehe year 2006/7 because the inventory level

has decreased the trend showed increment, whictgedgrom negative to positive values.
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Graph 4.5: Percentage Changes on Accounts régable on the Selected Unions in Tigna
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As shown in Graph 4.5, the accounts receivablegméage change for the Adigudom Cooperatives
Union indicated an increasing trend for the yea®d&0n the year 2007, it showed highly increasing
rate. This is because there was much credit salieiyear 2005 and 2006.

For the years 2005 and 2006, the percentage chamgescounts receivables of the three Unions
showed similar trend. All increased in the year200m 2004 and declined at a decreasing ratedn th
year 2006 from 2005. This is because purchases/ehtory and credit sales of the existing invet®ri

were lower.
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Graph 4.6: Percentage Changes on kmtory on the Selected Unions in Tigray
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It is inferred from Graph 4.6 that the percentagange on inventory of the Aheferom Cooperatives
Union showed increment constantly year after yeaing the study period. This is because the volume
of sales was changing positively, and inventoriesevsupplied regularly

In the year 2006, the percentage changes on imiestof the Getser Adwa Cooperatives Union
showed increases compared to the 2005 year. Btiteityear 2007 it decreased at a decreasing rate.
This is because the sale of inventories and tiroeligction efforts of the management was weak.

The percentage change on inventories for the Adigudnd Ahferom Cooperatives Union showed
similar trends. It increased in the year 2006 cammbao 2004/5 and there after decreased. This is
because the inventories were converted into salasvely at a faster speed.

The percentage changes on inventories of the $etihera Cooperatives Union showed higher

increase in the year 2006/5 than the year 200%14.i$ because a sale was lower in 2006/5 and there
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was high inventory level in stores. In the year@@0because sales transaction was improved tle¢ lev
of inventory was decreased. This resulted in dee®an the percentage changes on inventory, as
shown in Graph 4.6

Graph 4.7: Percentage Changes on Total Cumé Assets on the Selected Unions in Tigray.
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As depicted in Graph 4.7, in the year 2006, thal ttdrrent assets showed increments for the Ahferom
because of increases in inventory. However, becaludee effects of cash and accounts receivable the
total current assets of the Union decreased inyds 2007. Hence, the percentage change on the
current assets of the Union showed declining trend.

The percentage changes on total current assethdoGetser Adwa and Setit Humera Cooperatives
Union showed similar mould. It increased in thery&206 and then decreased in 2006/7 financial year.
This is because of low inventory levels and le$sssduring the year.

The percentage changes on current assets of tlgudatn Cooperatives Union showed increasing

trend in the year 2006 compared to 2005. This ¢abge there was idle cash and the accounts
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receivable of the Union also remains constant. Hewethe trend showed decreasing rate in the year

2007 because of low levels of the components okingrcapital.

Graph 4.8: Percentage Changes on Totali€ent Liabilities on the Selected Unions in Tigray
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Note! Because the result is concentrated on trefakithe three Unions separate graphs for thethre
Cooperative Unions are presented in the appendtxXqeclarity.
Graph 4.8 depicts that the percentage changes tah ¢arrent liabilities of the Getser Adwa

Cooperatives Union increased in the year 2006 agaced to the 2005 financial year. It is because th
Union got loans from the food security office oetiWereda and there were some accrued expenses.
These liabilities of 2006 were settled in 2007. btorer, there were no increases in other forms of
credits in the year 2007. This resulted in a desinggpattern of percentage changes on the totedmur
liability of the Union. The same results were obsdrfor the Adigudom Cooperative Union and the

interpretation goes similar.
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In the year 2005/6 compared to 2005/4 the percentagnges on total current liabilities of the Setit
Humera Cooperative Union showed increments. Thisoidecause the Union was unable to pay its
short — term loan and the interest to the CommieBaak of Ethiopia. But, the regional government
settled the loan to the bank with its interest Hredshort — term loan was converted by the govenhme
in to long-term loan to be settled within three rgey the member Cooperatives to the government.
However, in the year 2007/6 the Union was proféadmd it settled the year’s interest expense amd th
short — term loan. Due to this the percentage abmmg the total current liability showed declined
trend.

To sum up, the percentage changes on the majorarmenps of the working capital showed fluctuating
trends for the selected Unions during the studyopsr This is because the management of the Unions

lacks scientific way of maintaining the optimal &wf these components.
4.5 Sources of Funds and their costs for the Cooperat Unions

Cooperative Unions are established to solve soreeifspproblems on which solutions are not found
by the primary level Cooperatives because of firdramd managerial problems. Their vision is to see
members of the Cooperatives becoming free from fosdcurity and make them economically strong
in the society. The main mission of the Unionsdshnology transmission and creating collective
bargaining power among the members through thetioreaof well organized and managed
Cooperative structure. In order to achieve theissmin and vision, they clearly set their objectjves
strategies, tactics and even functions on theiawgl So as to reach to their final end, therefirese
Unions need sources of funds. Since there is radlftdtee source of finance costs will be assodate
with these sources. To see these relationshipftre, an assessment was made by this study and th

outcome is presented as follows.
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Sources, uses and Cost of working capital (finance)

It is inferred from the data and Figure 4.1 that thajor sources of the working capital are: shares
capital, loans from bank /individuals and donatiand reserves. The assessment result on the source
of working capital and other finance are presemteBigure 4.1 which includes the following major
items:

Shares Capital: So far in the Unions selected for the study, theresltapital accounted for the largest
source followed by loans from banks and donati@spectively. The percentage change on share
capital from the members of the Cooperative Ungimswved an increment year after year as presented
in Graph 4.9. This is due to the issuance of neareshfor old members and new members who are
joining the Unions.

Graph 4.9: Percentage Change on Members’ Share Capl on the Selected Unions in Tigray
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For Cooperative Unions, this is the best sourcéunfl and it also adds value of confidence among
members. It develops a sense of ownership in therifor the member owners. Currently Cooperative
Unions are financially supported using differemdgnams by the government and other agencies. This
is done purposefully because they are at theintrdtages. However, when these subsidize is reduced
Cooperatives will face problems. In order to aveiuth problems, therefore, they should be able to
handle same needs through their own capital. Bvemngh this is a future issue, it needs to be pldnne
for. This capital, however, has an opportunity dosgtlesser than the loans interest cost.

Donations and reservesDonations and reserves are also some sourcée afdrking capital of the
Cooperative Unions. Such donations are mostly frmm-government organizations for the purposes
of strengthening the Cooperative Unions financiglgme of the donations for the Cooperative Unions
are also coming from the Wereda Rural Developmédfit€3 and the Wereda Administration Offices.
The capital reserves are mainly accumulated fromhstmbuted surplus. In most countries the law
provides that a certain fraction generally 20-23f0Hthiopia it is 30%) of the annual surplus must b
allocated to a statutory reserve fund until it regca certain level, for example equal to the share
capital. The general meeting may further vote pathe entire remaining surplus to be allocated to
free reserve fund. Other sources that contributthéoreserve fund are: penalties, uncollected share
capital, uncollected dividends or patronage refursljally after twelve months and Grants from the
government or members, e.g. in the form of landtber assets. As shown in Graph 4.9, donations and

reserves did account not significant amount dutiregyears considered in this study.
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Figure 4.1 Sources of Working Capital for the Sel¢ed Unions
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Bank loan: The bank loan includes short-term loan and lomgrtiwan. The short- term loan is
granted for seasonal operating needs like cropyatazh, or purchase of inventories such as
chemicals, fertilizes, improved seeds, consumataencodities and the like for resale. However,
the long -term loan is used for purchase of equigraad other long-term assets or investments.
In granting these type of loans, the bank requinesny information from the
Cooperatives/Unions such as the provision of addiieancial statements of three years,
collateral, management skills, an annual plan pa@ting budget of the coming year, a written
request that outlines the amount the Union wisbdsotrow; the purpose of borrowing, how it is
intended to be paid, and how often one can madengats. The government through the
Regional Cooperative Promotion Office stands surelly Cooperatives/Unions. Therefore,
without collateral and some of the other requiretsehey can get loans from the Commercial
Bank of Ethiopia.

Uses of the Loans for the Unions

Practically, the loan which they are taking fromsttbank has many advantages to the
Cooperatives. On the basis of the assessment m@ue, of the uses of the loans are summarized
hereunder.

Procurement: - Primary level Cooperatives using this loan for plaechase of produces from
member farmers based on the current market valddéamded over for better market to the
Unions at profit through their agreement of bothtipa. This is also important when the items
such as agricultural chemicals and fertilizerstaree purchased from abroad by using foreign

currencies. It is not easily affordable by Coopeest own capital unless the government
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supports them. The demand for this loan is monaifsignt for Cooperatives found particularly

in cash crop producing areas like the Setit HumEnair products are mostly exportable items
which need huge finance during the harvesting tiiis is the main reason Cooperative Unions
use high amount of loan in their operations.

Increasing profitability: - In this regard, the income statement percentagage analysis made
for the three years showed fluctuating outcomegwafitability. Even in some of the years the
Unions were operating at loss. However, it doesmedn that individual member farmers are
losing their incomes and the Cooperatives or thetinare not achieving their main objectives.
Though the profitability shows fluctuations individd member farmers are benefiting more from
the loan and other government supports. Many reasounld be mentioned for the Cooperative
Unions’ fluctuations in their profitability.

In recent years Cooperative Unions do not haventi@ source problems for their working
capital or long-term investments or capital budggetiThis is because as mentioned earlier, the
government is giving guarantee to them to takeddaom the Commercial Bank of Ethiopia.
They do have also some other even less cost solikeedonations and short-term loans from
other agencies which are government or non- govenirbased. However, as stated above,
regarding ratio analysis and graphs on the pergerdhange analysis, the over all effect has been
observed as ups and downs of their profitabiliftye Thain factors for the less profitability of the
Cooperative Unions are related with their intermaanagerial problems and the external
influences. The assessment result in relation & dallenges of the Cooperative Unions is

presented in the following section.
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4.6 Main Challenges of Cooperative Unions in Managingtheir Working

Capital and Profitability

The government of Ethiopia is supporting Coopeeatinions in different aspects like
technically, financially and training of their permel. However, there are still some major
problems that hinder Cooperative Unions from mazing their profitability year after year.
Some of the common problems are:
Lack of skilled personnedl: - It is a clear fact that Cooperatives are bussrariented firms owned
and controlled by the people who use their serfpeceducts. Individuals who are elected as
board members of those organizations are expeated t
» Understand and practice certain managerial finacmecepts such as cost/ benefit
analysis and product line separation and tracking
» Use cash flow planning model in understanding ehpivestment decisions
» Evaluate sources of borrowing or capital generatiod to evaluate each on future cash
inflows
» ldentify those investments or capital uses thatakocontribute positively to earnings
» Evaluate the accuracy and relevancy of any infaonairovided by their hired managers
and accountants
» Control and make informed decisions on the uséaif timited capital
Generally, planning is a vital and critical parttbé board’s responsibility. Board members, as
top decision makers next to the general assemhlgt decide between alternatives by evaluating

the opportunities and threats.
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Keeping funds for operating expenses in the fornvarking capital and investing on proposals
that will generate more capital and deferring inwes1t decision to some future date and
borrowing money are all major issues for organaregi with limited capital sources. It is also
important for the board to understand assumptibias are needed to make the plan because
small changes in price, volume of expense canlase an impact in how much capital may be
available for investments. These all are the mageponsibilities of the board of directors who
are elected by members.

However, the elected Board members themselves astlynfarmers with less experience and
without the required managerial skills and knowked@he assessment made on the selected
Cooperative Unions reveals that all the board meslde not have the required skills and
knowledge to manage and lead the Cooperative Unibmsy all are found at low educational
status mostly not completed the primary level (belgrade six). Even the hired mangers,
accountants and other personnel are found not etoperatives’ competitive environment
demands. Of the hired employees involved in thessssent, no degree holder was found. All
the managers are diploma holders and the accouistaAdigudom Union is grade 10 while for
the other Unions are diploma holders.

To sum up, the farmer board members have low cgpacimanagerial skills to manage the
Unions and achieve their objectives. Due to thesoa, Cooperative Unions faced problems such
as planning, financing, borrowers’ selection, priciproblems, fixing investment priority and
selection of projects.

Lack of market Information: The government is supporting Cooperative Uniongrioviding

foreign and domestic market information. Accordiaghe assessment result, Unions do not have
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marketing offices in the market centers of the ¢guar outside. Mainly, market information for
the Unions is from the Cooperative Promotion OSicdhey also get the required market
information from business people informally. Thenses of market related information for the

selected Unions presented using Figure 4.2.

Figure 4.2: Sources of Market Related Information

@ Cooperatives promotion office

®E Business people informally
O Contacting retailers or whalesallers
O Mational bank

Source Field survey — October 2007
As shown in Figure 4.2, the Promotion Office of timvernment body largely provides market

related information. However, personnel in thistwld not have the required marketing skill and
Cooperative managers feel that they are not sethiea to the levels of their satisfactions. Even
the exchange of information is slow and they féek they can not compete with other business
entities in reacting and fast decision making te tharket activity. Hence, it is considered as
bottleneck for maximizing profits of the Unionsaatontinuous growing rate.

Stiff Competition: - Cooperative Unions, as stated above, do havetstaland managerial
problems. On the other hand, there are other foom$usiness organizations with better
managerial skills and fast decision making orgaronastructures. All these entities are playing
their roles in the free market. From the assessmete regarding the suppliers of inputs and

their role in price setting were summarized anég@néed in Figure 4.3.
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Figure 4.3: Major Suppliers of Inputs for Cooperative Unions

14.29%

o 'Wholesalers
| Farrriers
OMNGOs

SourceField survey — October 2007

Figure 4.4: Fixing input prices and selling prices
1

.5

0.5

0.4
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0.2

Suppliers Cooperative union Market force Market forces Management of the Primary

unicon cooperatives
representatives

Input Price Selting Price

Source: Field survey-October 2007

It could be inferred from Figure 4.4 that supplisteh as wholesaler do have significant role in

supplying and setting the input prices to the Usidrhese organizations could also be suppliers
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of other business entities. Hence, they see th&ehand they may try to regulate the market in
setting the input prices. On the other side, migjarti the selling prices for the inventories of the
Unions (60 percent) are mainly set by the boarthefUnions. About 80 percent of the Unions
considered in this study faced bad price reductidiise reasons could be sometimes the
Cooperatives Promotion Office could have orderenesitems for purchases and sales, market
price fluctuations, misappropriate orders, lacknaidequate information. The decision process to
alleviate such problems takes longer time for tivedchmanagement team and they should
convince the board for decision. The overall effe€tthese mixed problems is, therefore,
contributing to the fluctuating trend in the prability of the Unions.

Lack of cooperation among Cooperatives: It is found that the principle cooperation among
Cooperatives is not working practically in the Umsoselected for this study. They used to
purchase the same types of inputs, and other caldanitems which are other business
organizations purchase and supply to the market [Bd to the market saturation and price
decreases which resulted in lack of customershieir inventories. Because other business firms
can immediately decide to sell their inventorieshat market price while Cooperatives have to
wait for the board and the purchase committee oes These Unions do not use the economies
of scale concept in purchases of agricultural irgnd consumable commodities. Members of the
Union are attracted to purchase from the marken thham their Cooperatives. By pooling
products they do not negotiate better prices andad@rovide larger markets for members. They
also could not add value by further processing megmpboducts which increase the product price

and demand.
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Problem of cost: - From the study it is also found that the se&lddCooperatives are not focusing
on minimizing the cost of goods sold and other afieg expenses. They are simply deciding
selling prices considering their costs incurredhi& operations. This means they did not consider
the cost minimization concepts in order to helptfa pricing decision. The analysis results are
the supportive evidences.

External Interference- Some times in order to create market stabilityamning that farmers
should be protected from loss, costs of the inpkésfertilizers, improved seeds and chemicals,
are decide by the Wereda Administrators. In thisecaince the purchase was made without
assessing the market demand, the resulting proldezased some cost burdens for the Unions. It
affects the government budget during repaymentri@faes of Cooperatives to the Commercial
Bank of Ethiopia.

Generally, for the selected Cooperative Unionsigrdy regional state, Ethiopia, the following
factors were found their major challenges in tlogierations; lack of skilled man power, lack of
accurate and reliable market information servitask of cooperation among the Cooperative
Unions, cost minimization problems and to some rxexternal interference. These major
challenges may led the Cooperative Union to reglsts performances in their profitability and

market share.
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CHAPTER V—CONCLUSIONS AND RECOMMENDATIONS

5.1.Conclusion

Cooperatives are business oriented organizatiohstasily organized, democratically managed
and controlled by their members. They play a vegpiicant role in the overall development of
developing countries like Ethiopia. They improve fiving standards of the poor by providing
proper education and training. They also help teelitg the spirit of cooperation among the
members. Based on this basic concepts and bdiefgavernment of Ethiopia has been initiating
and establishing a number of Cooperatives at psimmad secondary /Union/ levels in both the
rural and urban areas of the country .The governrplays its role not only in the initiation of
establishing these firms but also in providing theohnical, financial, training and education
supports. The financial support and loan which ragestly provided to these organizations are
part of their working capital.

No business can run successfully without an adeqgaitount of working capital. However, it
must be noted that working capital is a means motine business smoothly and profitably; but it
is not an end. Thus, the concept and the managesherdrking capital have its own importance
in Cooperatives. A study of changes in the usessanuices of working capital is necessary to
evaluate the efficiency in which the working capisaemployed in Cooperatives. This involves
the need of working capital analysis. The analg$iworking capital can be conducted through a
number of devices. However, for this research psepthe ratio analysis and the percentage

change methods /techniques are employed. To seectilaness or strengths of the Cooperative
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Unions in the management of their working capitad ratio analysis method is used. Moreover,
an interview schedule was prepared to supportgbessment in the management of these units.
This study has tried to closely examine the workoagital performances of four agricultural
Cooperative Unions in the Regional State (Tigraypidpia) by ratio and trend analysis to asses
the business performance carried in three consecyéars. Based on the analysis findings and
outcomes the author has critically commented on ritamagement of the Unions and their
challenges. Different findings for all the four Wns are separately discussed in brief and the
common results are discussed together as follows:

The liquidity ratios for the years covered in thedy differs from Union to Union. The current
ratio of all the Unions selected for this study epicfor the Setit Humera Cooperative Union is
within the norm. However, except for the AdigudoradPerative Union the quick ratio of the
three Unions is below the norm. The net workingitedshows positive figure for the three
Unions in all the years except for Setit HumeraduniThis result is also true for the net working
capital ratio. Generally, the liquidity ratio showfsctuations for the three Cooperative Unions.
However, for the Setit Humera Union it is below therm. These show that the Cooperative
Unions are not in a position to meet their finahoialigations within the period and proved their
less credit worthiness. This may result in losihg teputations of the Cooperative Unions and
they shall not be able to get good credit facsitiem their suppliers.

Due to this situation the Setit Humera Cooperatlvasn in 2005 was not able to pay its short-
term loan and interest on it. It was also forcedatxrue additional interest expense. The
Cooperative Union could not pay its day-to-day ewges of its operations .This created

inefficiencies, increased interest expenses, aglitlyhreduced its profitability (huge loss in the
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year). Due to unavailability of liquid funds, thenidns are not efficiently utilizing their fixed
assets, and the return on investments showed d#tlictuations with the fluctuations of the
liquidity ratios.

The activity ratios of those Cooperative Unionsrad show similar trends of changes. Some
ratios show increases and the others decreasesx&ample, in the years stated the inventory turn
over ratio of the Aheferom Cooperatives Union, dhd Getser Adwa Cooperatives Unions
showed fluctuations. But, the ITOR of the Adigudbimion shows an increasing trend during the
years stated while the Setit Humera Cooperativesrimdicates decreases. This trend is also
true for the day’s inventory holdings for all thed@perative Unions. On the other side, the DTOR
of the Aheferom Cooperatives Union and the Adigudoooperative Union showed increments.
But, for the Getser Adwa and Setit Humera CoopegatiJnion this ratio goes to the decreasing
side year after year.

To sum up, in terms of the activity ratios, all tHaions except the Setit Humera Cooperatives
Union are at satisfactory levels. However, thest#osadepicted that the Setit Humera
Cooperatives Union was poor in its assets managemenause the management of the assets is
poor the sales volume recorded is also poor. Ttes r@ which assets are converted in to sales
indicate lower speed .This is especially true i020This in turn resulted in huge loss during the
year for the Setit Humera Cooperative Union. Irs thear the ITOR for this Union was below
one. This means the Union was generating profitswene Birr for one Birr capital employed
in the net assets.

The debt management ratio of Aheferom Cooperatilrégen shows an average 19 percent of the

total net asset financed from external sourceslamthrger amount (81 percent) from internal
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sources for the three consecutive years. Adigudoop€ratives Union shows the lowest external
source of finance in the years stated which warGgmnt on average. On the other hand, the
mean average of the external source of financetlier Getser Adwa and Setit Humera
Cooperatives Union for the three consecutive yams 70 percent and 65 percent respectively.
For Setit Humera because of the huge amount of bzark and accrued interest expense, this
ratio was 101 percent in the year 2005.

The debt —equity ratio of the Unions on averagenstib4 percent, 45.1 percent 27 percent and
100.6 percent for the Aheferom ,GetserAdwa, Adigndnd Setit Humera Cooperative Unions
respectively. Again this figure was higher in Selitmera Union due to the high loan in the years
2005 and 2006/07. In the year 2005, the debt-egatty of the Union was negative because the
capital showed negative balance due to the lossned. The regional government after settling
the loan with the bank, it has made a special gamrent with the Cooperative Union which
would enableit to repay the loan in three year962P008). This shows that the Union is highly
debt-burdened and, therefore, in difficulty of nagsfunds from other creditors and the member
owners in the future. The owners’ equity relativehowed the lesser leverage ratios on the other
three Cooperative Unions are not because of theagegment of these Unions is more concerned
and aware of the effects. Rather it is the weakoédshe management that it does not use the
opportunity that is given by the government to mggowners’ equity.

The interest coverage ratio of the Unions showeitebdigure except for the Setit Humera
Cooperatives Union. Especially this ratio was bek®so in the year 2005 when the Union faced
a loss. As stated above, this ratio showed on geepositive value for the other Unions

indicating that their ability to pay their interestpense when it became due in the stated year.
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The average mean of the net profit margin of al @ooperative Unions was very less and even
negative. This ratio is -1 percent, 7 percent, &¢& and -15 percent in average for the three
years for the Aheferom, Getser Adwa, Adigudom aretitSHumera Cooperative Unions
respectively. The operating ratios and the returnnwestment ratios showed similar trends like
the net profit margins.

The profitability ratios are the overall measurdstle efficiency and effectiveness of the
management of the Cooperative Unions. Of courséitpray not be the ultimate out put of
Cooperative businesses.

However, in order to sustain their life as a bussneoncern, Cooperatives should have sufficient
amount of profit. Creditors want to get interestl aapayment of the principal regularly and the
owner members also want to get returns on theiestment. However, because of the weak
management of their working capital, these firmseansot profitable in the years included in this
study.

The percentage change of the items of the incoatersent and the balance sheet for the three
consecutive years shows fluctuations. This is bezaf the weak management shown on the
components of the working capital: cash, debtorgemtories and current liabilities.

The Cooperative Unions’ boards of directors lack tequired managerial skills, training and
education to plan, lead and control the resourééiseoCooperative Unions. This is because they
are member owners and farmers with low educatienedls. They lack clear knowledge about
planning, budgeting, and assessment of sourcesesmurces .Moreover; they have fewer

concepts about cost minimization, credit policyrkwog capital management.
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The selected Cooperative Unions are organized lawthcapital. This is because of that they are
established with member farmers who are from tlomeically lower section of the society so
that they could not raise funds of their own.

Cooperative Unions under study lack skilled mangowhey also face some interference. There
are also coordination problems among CooperatiMesy lack local and international marketing
information some times in some Cooperative Unidmsrd is an interest conflict within the
management body. These all are due to the org@mzahtand structural problems of the
Cooperative Unions

Cooperative Unions selected for this study areanolited yearly and regularly. Even they do not
prepare a year end financial reports. They aretedidhy the Regional Promotion Office auditors’
mostly every two years. This has resulted in a leralof not identifying the yearly performance
of the Cooperative Unions.

5.2. Recommendations

To improve the production and productivity of thgrieultural sector and thereby to enhance the
living standard of the poor farmers/rural househplthe government of Ethiopia has been
supporting Cooperatives at primary and Union levélge support ranges from the provision of
regulatory services to the supporting to importi@dtural inputs such as fertilizers, chemicals,

equipments etc. Cooperative Unions are also allolwads from the government owned bank-
Commercial Bank of Ethiopia, by taking the collateresponsibility through the Cooperative

Promotion Office. This financial source is mainlged as working capital for these Cooperative

Unions which is in the form of short -term loans.
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In spite the supports from the government and adlgencies, however, the overall performances
of the Cooperative Unions’ is not up to the expeataor tend to fluctuate. The measurable
performance seems to cause pendulums between fauees of negative and positive values.
This is mainly attributed to less productivity @i, lack of dependable market information and
low demand for the products. Besides strong caoitige with other business organizations,
market price fluctuations, lack of trained manageinteam are also some important factors.
Therefore, by taking into account the above anadytanalysis and the findings, the author
recommends the following points that should be wtered by all the stakeholders of the
Cooperative Unions in the region to achieve thedbjes of Cooperative Unions.

Cooperatives board members should be responsibtadglanning, leading and monitoring the
overall activities of their entities. They should imvolved in determining how the Unions spend
money and how they make money. It is also impottaatt the board members should understand
the assumptions that should be considered to nekplans. The board members are assigned to
make top decisions about the Unions’ affairs oralfedf the owner members. However, they do
not have sufficient managerial skills, educatiobatkground, and experiences so that they are
not able to cope up with the Stiff competition wdther business organizations. Therefore, the
board of directors needs training on managemetiteofvorking capital and marketing. Hence, it
is strongly recommended that the Board of Direchasd to be trained continually.

Cooperative promoters that are responsible in tlowigion of the technical supports to the
Cooperative Unions are lacking the required sKitle managers of the Cooperative Unions, too,
lack these professional skills and the experiengéss is of course more serious in primary

Cooperatives. On top of this, the managers of thehs are held responsible to the promotion
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offices while they are working with the board memsbef the Cooperatives. These weaknesses
are reflected in the weak/fluctuating performanogshe Unions. Hence, it is recommended to
revise the structure of the existing system andupgrade the professional skills of these
personnel or to hire skilled or experienced empdsyand provide them with transparent working
guidelines meant for the growing demand of the @oafjive Unions.

The Commercial Bank of Ethiopia with the guaramiééhe government is providing huge loan
services for the Cooperative Unions .The Coopegdtinions also get financial support, as part
of their working capital from different donors. Hewer, linkages with experts of these agencies
to share the experiences in managing these resoageeared to be weak. Therefore, the
government should try to create the link betweennmianagement of the Cooperative Unions and
the experts of those agencies to train the managem@roperly utilizing the resource obtain in
the form of loans or donations.

Cooperative Unions should get timely, accuraterafidble market information through different
communication net works to assess the local aneigormarket. It is of crucial importance to
Cooperatives to make their business profitable. dderthe Cooperative Unions should be
organized independently and restructured with tbguired skills and devices to promote
themselves in the communication field. However, glo@ernment should create the bridge to
meet the demands of the Cooperative Unions together

Working capital management is concerned with th@agament of current assets and current
liabilities. It is keeping the trade- off betweerofitability and risk /liquidity. If Cooperative
Unions do not have adequate working capital, thay tmecome less liquid able to meet current

obligations and thus invite the risk of bankrupt€iis was manifested in 2005 by the Setit
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Humera Cooperatives Union. On the other hand,afdinrent assets of the Cooperative Unions
are too large, their profitability is adversely edffed. This effect was observed in three
Cooperative Unions other than the Setit Humera @waijve Union, involved in this study.
Hence, optimality is suggested as a solution. tleoto have this optimal level of working capital
concept, the management team as a whole shouldogsecutive training. There should be,
moreover, experience sharing among Cooperative rigntbrough out the country to enhance
their capability.

Cooperative Unions in Tigray Regional State, Etlappare audited through the regional
promotion office auditors authorized by a proclaoratHowever, they are not audited annually.
They are mostly audited every two years .They dohawe financial reports at the end of every
year. Working capital management involves largelpgiples, strategic decisions and their risk-
return approach. However, this appears to be nggsinhese Cooperative Unions. Therefore, it
is recommended that supports be given to the Uniegarding the preparation of financial
reports, timely audit services and the planninguadgets.

Cooperative Unions should be clear about theiritaalicy in order to plan their receivables,
inventories and maintain the optimal level of césh different purposes. Hence, they should
have clear documents which serve as guidelinesoviging credit services to increase sales and
profitability.

Cooperative Unions are low capital organizationsnt¢, the management should have flexible

but transparent systems of working guidelines wheichance the Unions’ capital increments.
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Cooperative Unions are engaged in the same aesvitiith the same objectives and similar
purposes. There should be standards of ratios tasume their performances which enable

analysts and researchers in the area to evaluastrdngths and weaknesses of the Unions.
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APPENDIX O |

INTERVIEW SCHEDULE FOR ADMINISTRATORS OF THE UNIONS

Date

Code

1) Geographical Information

a. Zone

b. Wereda

c. Town

2) Cooperative Union details

a. Name

b. Date of establishment

c. Number of: Founding members

: Current memde

3) Respondent’s back ground information
a. Sex

b. Position in the Union

c. Education level

d. Number of service time in the Union




4) Who took the initiation to establish the Cooperatiynion?

d.

e.

Founding Primary members.
Promotion office
Government body

NGOs

Others, specify

5) Does the Union have the following personnel? Plgasd v') mark

Finance head Yesi:| I\D
Accountant Yes ] ND
Cashier Yes ] ND
Purchaser Yesl:| N|:|
Store keeper/head Ye|:| IT:|

6) If the answer for the listed positions in questiis yes, how are they appointed?

7)

8)

a.

b.

C.

d.

Do the board members have the knowledge on theimgpdapital concept?

a)yes[ | b) N ]

Do the hired teams have the knowledge on the wgr&apital concept?

a) YeS|:| b) N0|:|




9) If the answers for Q7 and or Q8 are No, what ageefforts done to make them aware?

a.

b.

C.

d.

10)Do the administrators of the Union such as thedaad hired managers receive training on
the working capital management?
a) Yes[ | b) No[ ]
11)If the answer for question 7 is yes, who provideeht the training?
a. The promotion office
b. Academic institutions (public or private).
c. NGOs

d. Others, specify

12)How often did they receive the training on the wiogkcapital management?

a.

b.

C.

13)Does the Union use a formal accounting system?
a) Yes[ ] b) N ]
14)1f Q13 is yes what type of recording system doesd?

a. Double entry system ]

b. Single entry[ ]




15)If Q13 is yes how frequently are accounts closed?
a. Monthly d. Annually
b. Quarterly e. Other, specify
c. Biannually
16)How frequently is the Union audited?
a. Yearly c. Every three years
b. Every two years d. Other, specify
17)Does the Union prepare a budget every year?
a) Yes[ ] b) No[ ]
18)Have the Union included working capital in its aahbudget?
a) Yes[ ] b) Nq:|
19)Who prepare the planning activity of working cabiequirement?
a. Board c. Finance head
b. Manager d. Other, specify
20)From where does the Union get its fund for its vimgkcapital? (Select applicable (by putting)(

mark)

a. Shares —
b. Loans from banks:|

C. Donationslz'
d. Credit Unions /Cooperatives| ]

e. Accrued expense [ ]

f. Advances ]




21)Did the Union receive credit after its establishi?en
a)Yes [] b) No[]

22)ls the amount borrowed so far enough to run thenkas?
a) Yes[ ] b) No[]

23)Has the Union ever been denied access to creditadoeteria set by the credit institutions at any
time?
a) Yesl:| b) Nq:|

24)If the answer for question 23 is yes, what aredtiteria set by the lender institution which could
not be fulfill by Union?

a.

b.

C.

d.

25)What is the average credit period allowed to theobiby the suppliers for credit purchases?
26)What is the average period of credit sales allot@ezlistomers by the Union?
27)ls there any profitable activities /business opyattes that you could not undertake due to lack of
credit in the form of working capital?
a) Yes[ | b) No[__]
28)If the answer for question 27 is yes, what arertfagn activities the Union losses due to lack of

working capital?




29)Does the Union have a market agency?

a) Yes b) No

30)If the answer for Question 29 is “No”, how does thaion get market related information? Please
specify it.

a.

b.

C.

d.

31)Who are the major suppliers of the inputs of thegarative Union?

a. Wholesalers. d. Government
b. Retailers e. NGOs
c. Farmers f. Others, please specify

32)Who set the input prices to the Union?
a. Suppliers c. Market force
b. Cooperative Union d. Other, specify
33)Who determine the selling price for the productsutrputs of the Union?

a. The market forces
b. The purchaser(s)
c. The government
d. The management of the Union

e. The primary Cooperatives representatives




34)Have the Union ever met a bad price reductiontbooutputs?

a) Yes b) No

35)If the answer for Q34 is yes, how many times?

36)If the answer for Q34 is yes, in what conditions?

a.

b.

C.

37)If the answer for Question 34 is “yes,” what copmgchanism does the Cooperative use?
a. Sell at lower price to customers
b. Store in warehouses.
c. Sell to the national /regional Cooperative agency.
d. Distribute to members freely
e. Distribute to members at reasonable price highem the price charged to customers.

f. Other, please specify it

38)Are the Union’s outputs most profitable and competie the market?

a) Yes b) No

39)If the answer for Question 38 is No, what mightiwe reasons? (You can choose more than two

answers but rank them according to their priofy} ()




Reason Remark

Less market access

Less barging power

Lack of market information

Due to seasonal drought

Lack of essential inputs

Lack of skilled manpower

Lack of Market training

Lack of financial access

Lack of Knowledge

Law Quiality of the product

40)Do the primary Cooperatives and other members gupplrequired quality of outputs to the
Union?
a) Yes ] b) No [ ]
41)Do the primary Cooperative and other members sujyelyJnion the required quantity of out
puts to the Union?
a)Yes [ b) No ]
42)If the answer for Question 40 is No, why? Pleaszifpthe reasons?

a.

b.




43)If the answer for Q41 is no, please specify theoaa.

a.

b.

C.

d.

44)Is there any excess accumulation of agriculturadrmadities in the Union’s ware house?

a)Yes[ | b) No[ ]

45)Is there any possibility of purchasing an item whilis in store?
a) Yesl:| b) N‘]:|

46)If the answer for question 45 is yes, what arentlagn reasons?
a.
b.
C.
d.

47)Do you think the guarding system against the tisedidequate?
a) Yesl:| b) No[ ]
48)If the answer for question 47 is No, please stageproblems?

a.

b.




49)Do you have the system of reporting obsolete, dachaand slow moving items to the
responsible body timely?
a) Yes [ ] b)No [ ]
50)If Q49 is yes is there any measure taken on thertepb obsolete, damaged and slow moving
items?
a) Yes[ | b) N ]
51)If the answer for question 50 is No, would you gkeatate why?

a.

b.

C.

d.

52)ls there issuance of inventories with oral diratsi®

a) Yes[ ] b) N{_]

53)ls there the possibility of document manipulatiftermapproval by stores personnel?

a)Yes [ | b) N ]

54)Is there a surprise count -system of cash and aingtike cash balance in the Union?

a) Yes[ ] b) Ng—]

Thank you for your cooperation and time devotion!




APPENDIX O I

PERCENTAGE CHANGES ON TOTAL CURRENT LIABILITIES

ON THE SELECTED UNIONS IN TIGRAY
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APPENDIXT [

FINANAIAL RATIO FORMULAE

1) Liquidity ratios:

Current ratio =current Assets
Current hilities

Quick ratio =_current assets —( Inventories +Prdpapenditures)
Current Liabilities

Cash ratio=_Cash+ Marketable securities
Current Liatds

NWC= current Assets - Current Liabilities

NWC ratio= NWC
Net asset

2) Activity /efficiency ratios:

Inventories turnover ratio = Cost goods sold
@rage Inventories held

DIH= Average Inventories held 360 days
Cost of goods sold

DTOR = Net credit sales
Average debtors

ACP =_Ending debtors
Average daily sales




v. TATOR= Net Sales
Total assets
3) Solvency / Leverage ratios:

i. Debt —equity =Total debt
Totjuity

ii. Debt ratio = Total debt
Total debtatNvorth

iii.  Interest coverage ratio = EBIT
Interest

4) Profitability ratios:

i.  Net profit margin = Net income
Net sales

ii.  Return on equity = Net income
weers’ Equity

iii. Return on Net assets = Net income
Total assets

iv.  Operating Expense ratio=__Operating Expense
Sales




APPENDIXO IV

SUMMAR OF FINANCIAL STATEMENTS FOR SELECTED UNIONS

A. Profit and Loss Statements Summary

Adigudom Union

Description For the year /period /ended

12-Jul-05 22-Dec-06 05-Sep-07
Revenue-sales 69505.75 153413.2 706204.2
Cost of goods sold 88566.1 140708.1 653333.6
Gross profit 7939.65 12705.02 52870.6
Operating expenses 12729.29 8644.35 67805
Operating income/loss -4789.64 4060.668 -14934.5
Other income /loss 12000 10283.87 11174
Net income /loss 7210.36 14344.54 -3760.5




Description For the year /period /ended

02-Oct-05 03 Opct 06 12-Oct-0°
Revenue-sales 127625 1,904,029.99 603375.82
Cost of goods sold 112741.9 1624947.44 507517.57
Gross profit 14883.1 279082.55 95858.245
Operating expenses 27878.85 125314.98 146240.57
Operating income/loss 19905.6 155327.57 -50382.325
Other income /loss 5022.5 1560 17679.46
Net income /loss -7973.25 147354.32 -32702.865




Getser Adwa Union

Description For the year /period /ended
31-Jul-05 18-Oct-06 10-Oct-07
Revenue-sales 4524774.4 3194653 1202778.34
Cost of goods sold 376786.8 2948182 1011836
Gross profit 75687.63 246471.1 190942.1
Operating expenses 48852.28 138672.8 120693.2
Operating income/loss 29575.35 107798.3 128770.5
Other income /loss 2740 -7299.34 58521.57
Net income /loss 29575.35 100499 128770.05
Description For the year /period /ended

17-Apr-04 13-Jul-05 25-Dec-07
Revenue-sales 6275398.5 240,941.00 10555486.3
Cost of goods sold 5501288.17 1302111 9411914.66
Gross profit 774111.33 -1061170 1143571.64
Operating expenses 128595.1 -126222 2839309.81

Operating income/loss 645516.23 -1187392 -
1695738.17
Other income /loss 72997.65 324373 2033313.27
Net income /loss 718513.9 -863019 337575.1




B. Balance sheet summary

Adigudom Union

Current Assets: On /As of
12-Jul-05 22-Oct-06 05-Sep-07

Cash 40834.4 337294.92 132501

A/R 34.8 34.8 67971.957

Inventory 108574.49 33448.518  27705.99

Total current Assets 149443.69 370778.2 228178.978

Total Fixed Assets (net) 3000 152470 140114.5

Total Assets (net) 152443.69 523248.2 368293.478

Liabilities- Current 5280.82 222281.7586  15742.68

Capital: Shares 140,000 140,000 190,000

Donations 5000 154500 154,500
Reserves -

Social service 2163.105 6466.4694 5338.34

Excess 0.01 2712.462

Total Capital 147163.108 300966.5 349918.48

Total liability & Capital 152443.69 523248.2 368293.478




Aheferom Union

Current Assets: On /As of
02-Oct-05  03-Oct-06 12-Oct-07
Cash 44752 177297.5 104624.1
AR 1.24 401926.585 34562.35
Inventory 12779.8 205257.295 295805.21
Total current Assets 172533.8 784480.93 434991.7
Total Fixed Assets (net) 7689 482475.64 461086.9
Total Assets (net) 180222.8 1266956.57 896078.6
Liabilities- Current - 561252.83 103,078
Capital: Shares 165,500 170,000 285,000
Donations 22696 491497.54 496497.5
Reserves 14735.4 11503.34
Social service 14735.4 -
Excess /loss -7973.25 - 0.19
Expansion works 180222.8 14735.4 793001.1
Total Capital 180222.8 705703.74 896078.6
Total liability & Capitad 1266956.57




Getser Adwa Union

Current Assets: On /As of

31-Jul-05 18-Oct-06 10-Oct-07
Cash 68723.58 738630 357991.07
AR 29389.68 893802.998 537081.525
Inventory 33806.75 145529.6 102638.543
Total current Assets 131920 1777962.545 997711.138
Total Fixed Assets (net) 19987.61 20986.46 16052.24
Total Assets (net) 151907.6 1798949 1013763.37¢
Liabilities- Current 68759.17 1635724.954 738,378
Capital: Shares 55,000 75,000 135,000
Donations 19276.75 19276.75 19276.75
Reserves 2960.235 33109.92 71750.075

Social service 1478.617 4996.081 -

Excess /loss - - -
Expansion works 4435.852 30841.2 39855.138
Total capital 83148.45 163224 275385.012
Total liability & Capita 151907.6 1798949 1013763.37¢




Humera Union ‘

Current Assets: On /As of
17-Apr-04  13-Jul-05 25-Dec-07
Cash 1541405 987265 1576442.47
AR 380942.48 21737388 8373309.71
Inventory 126981.44 4566503 2073394.09
Total current Assets 2049328.68 27291156 12023146.25
Total Fixed Assets (net) 52753.51 353323 337687.35
Total Assets (net) 2102082 27644479 12360833.5¢

Liabilities- Current 1735392.049 28040832 12,415,660

Capital: Shares 100,000 200,000 200,000

Donations 54445.65 54446 58396

Reserves 35370 212220 212220

Retained income 337575.1
Social service 35370

Gain/ loss -863019  -863019

Excess 24.17 1.17
Expansion works 141480.321

Total capital 366690.1 396353 -54826.73

Total liability & Capita 2102082 27644479 1,236,833.5¢€







