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for a proprietary breeding program. However, most progressive seed companies will 
commit a proportion (usually around 5% to 10%) of their turnover to research and 
development. 

Marketing costs are usually considered as operating expenses in a seed business, even 
though they are tightly linked to sales. The point is, that in most cases, marketing 
activities will continue regardless of the quantity of seed sold. Marketing costs, especially 
advertising, may constitute a large proportion of operating expenses, and is therefore an 
area that needs clear justification for expenditure along with constant monitoring and 
evaluation. One way of turning a proportion of marketing costs into a variable cost of 
sales is to pay sales’ staff on a commission basis, so that they act as sales’ agents of the 
company rather than employees.

Depreciation is an estimate of the decline in the market value of assets as they age and 
deteriorate, and reflects the cost of usage of the asset to the business. Thus, depreciation 
reflects the loss in the value of the machines, equipment or cars owned by the company. 
It is a non-cash expense, but it is important to incorporate this “cost” into the operating 
expenses, as these assets will need to be replaced at some future date. Charging 
depreciation has the effect of setting aside a proportion of income for the replacement 
of the asset at some future date. There are various methods of calculating depreciation, 
while different kinds of assets will depreciate at different rates depending on usage, 
care and obsolescence. Although depreciation may be a tax-deductible expense, the 
Government Tax Department usually defines the extent and method of determining 
allowable depreciation. 

Operating profit and margin
The operating profit (or income) is a measurement of the money generated from the 
company’s operations, and is a gauge of the general health of the core business. The 
operating profit (OP) equals the gross profit minus the operating expenses. With these 
data the operating margin (OM) may also be calculated:
OM = (GP – OE) / TO x 100
 = OP / TO x 100

Again, suffice to say, the operating margin is essentially operating profit expressed as 
a percentage of turnover. This makes the OM an important measure of management 
efficiency. A high OM indicates that the company has good control on operating 
expenses while also achieving good gross margins on products sold. A high OM also 
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gives the company flexibility in pricing decisions and opportunities for investments in 
business growth. 

Sundry income and expenses
A seed business may earn other income from the sale of old equipment and furnishings, 
from sundry sales of things like promotional materials, or even other minor trading 
activities. Sundry expenses may also be incurred that are not directly related to the core 
business of the company, such as fines. These sundry income and expenses should not 
form part of the operating profit.

Profit before interest and tax
The operating margin plus sundry income less sundry expenses is called the “profit 
before interest and tax” (PBIT). 

Interest received and paid
Very few seed businesses will operate solely on a cash basis, but will provide credit 
to customers to facilitate sales, and make borrowings to cover cash-flow deficits and 
asset purchases. Interest may be earned from credit sales or from investing surplus 
cash balances, while the company may incur interest expenses on short and long-term 
borrowings. The interest received and paid fluctuates from year to year. Since interest, 
whether earned or paid, is not part of a seed company’s core business, this had to be 
reflected as a post-operating profit item on the income statement.

The amount of interest paid is an indication of the extent of borrowings of a company. 
If a firm is unable to pay the interest on loans, it is in a precarious financial position. 
From the income statement the “interest coverage ratio” may be calculated to establish 
the number of times the company could make its interest payments with its earnings 
before interest and tax. 

Interest coverage ratio = PBIT / Interest Expense

The lower the interest coverage ratio, the higher the debt burden faced by the company. 
As a general rule, interest cover of below 1.5 should alert managers to serious over-
borrowing and potential inability to service the debt burden, which might lead to filing 
for bankruptcy. 
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Net profit before tax
The net profit before tax shows what the business would have made if it did not have 
to pay taxes.

Tax
Tax represents the Government’s share of the profit. Corporate tax rate varies from 
country to country but typically ranges from 25% to 45%. The amount payable may 
be reduced legitimately by good tax planning, e.g., spending on qualifying assets that 
will benefit the business and spending on allowable expenses.

Net profit
The net profit is the residual profit after accounting for all expenses and obligations 
and represents what is available for distribution to shareholders and retention in the 
business. This is the famous “bottom line” that is the ultimate measure of the business’ 
success or failure. The greater the net profit the more efficient is the business and the 
greater the prospects for growth and investment.  Again, the net profit margin is the net 
profit as a percentage of turnover.

Net profit may be utilized in two basic ways. The first is to recompense shareholders for 
their investment in the business and this is done by paying them a dividend. The second 
is to retain earnings for re-investment and to serve as a reserve in the case of unexpected 
calamities. The proportion allocated to each is the discretion of the shareholders. The 
directors therefore generally determine the appropriate dividend and earnings retention 
policy of the company.

Generally, for young businesses with tremendous growth prospects the dividend policy 
tends to be conservative as more cash is required to invest in increasing capacity and 
meeting demand. For mature businesses without major expansion projects, dividends 
of 30% or 40% of net profit may be declared. 

Income statement example
Having discussed the components of the income statement, a few further points need 
to be made, for which an example of Zambodia Seeds will be used (Table 6.4). The 
evaluation of an income statement for a given period or when comparing consecutive 
periods is done in terms of the absolute numbers, the relevant margins (gross margin, 
operating margin and net profit margin) and ratios (interest coverage).
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Table 6.4   Income statements of Zambodia Seeds for three consecutive years.

 2009  2008  2007
 $  $  $ 
Turnover 1,845,000  1,515,000  1,396,500 
Cost of Goods Sold 1,077,000  895,000  784,000 
Gross Profit 768,000 42% 620,000 41% 612,500 44%
Operating expenses 435,900  395,000  335,500 
Operating Profit 332,100 18% 225,000 15% 277,000 20%
Sundry Income/Expenses 5,100  2,000  1,450 
Profit before interest & tax 327,000  223,000  275,550 
Interest 21,000  22,350  13,500 
Net profit before tax 315,000  200,650  268,850 
Tax 110,250  70,228  94,098 
Net Profit 204,750 11% 130,423 9% 174,753 13%
Interest coverage ratio 15  9  20 

First, if we examine the most recent income statement , that of 2009, we note that the 
company produced a gross margin of 42%, an operating profit of 18% and a net profit 
percent of 11%. 

These percentages appear relatively good, as does the interest coverage ratio of 15. A 
shareholder may be quite satisfied with this performance if the current inflation rate 
was in the order of 5% to 8%, and alternative investments were earning an interest of 
6% to 10 %. 

However, if interest rates or potential income from other competing projects were higher, 
then this net profit percentage may not be satisfactory. Consequently, the managers may 
be urged to improve the gross and operating margins through improved sales and cost 
control.

Second, if we examine the performance of the company over the last three years, we 
note that 2008 was a bad year for the business. Although there was a growth in turnover 
from 2007 to 2008, all the margins declined and the interest coverage ratio dropped 
considerably. The most significant contributing factor to this seems to have been a 
disproportionate increase in COGS and operating expenses compared to turnover. If 
the data provided included volume and price of seed sold, it may have further indicated 
the reason why turnover did not increase sufficiently to maintain margins. Alternatively, 
or concomitantly, there may have been a major increase in costs of production in 2008 
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compared to 2007. In 2009, there appears to have been an improvement all round, 
although the margins did not reach the 2007 levels.

Examination of the income statements therefore not only provides management with 
crucial performance indicators, but also serves as a means to seek out problems in the 
company and determine strategies of improvement. The roots of all financial woes are 
either low sales or high costs or both. Trends in income and expenditure point to areas 
of concern, which when identified need to be delved into to find out what components 
are not performing as expected. On the positive side, Income Statements provide the 
kind of information managers need to make further investments and reward employees 
and shareholders.

Break-even analysis
When examining the income statement it is also helpful to do a break-even analysis, 
for this serves to indicate the viability and vulnerability of the business. The operating 
expenses of a company are relatively fixed regardless of the production level and sales’ 
performance, but cost of goods sold and turnover are directly correlated to sales (Figure 
6.2). Break-even analysis may be carried out in two ways: the break-even volume or the 
break-even price. Each of these is based on the profit formula, namely:
Operating Profit = Turnover – Operating Expenses – Cost of Goods Sold
 = TO – OE – COGS 

First, the break-even volume (BEV) is the point at which turnover equals the sum 
of operational expenses and COGS. At this point, the company is neither making a 
profit or a loss. If less seed is sold than the BEV, then the company is operating at a 
loss, whereas if more seed is sold than the BEV, the company is operating at a profit. 
In the case where a company is operating at a profit, the margin of actual sales over the 
break-even volume indicates the buffer the company has in the event of future turnover 
decline (due to reduced volumes, reduced prices or both).

The formula for calculating BEV is,
BEV = OE / (Price/t – COGS/t)

In our example where there are multiple products sold, the total BEV must be calculated 
from the turnover per ton (i.e., the average price of seed per ton) and the average COGS 
per ton of seed sold. Thus,
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BEV  = OE / (TO/t – COGS/t)
For 2009, the total BEV is,
 = 435 900 / (1 845 000 / 1600 – 1 077 000 / 1600)
 =  903 t
Thus, while the company sold 1,600 t of seed in 2009, their margin over the BEV was 
only 697 t. Another way to consider this is that the BEV was about two-thirds of their 
sales volume, so their margin was 43%.

Second, the break-even price (BEP) may be determined for the given volume of seed 
sold, as follows:
BEP = (OE + COGS) / Volume Seed Sold
Thus, for our example for the year 2009,
BEP =  (435 900 + 1 077 000) / 1 600
 =  $945.56/t
The actual average selling price was $1,153.13/t (i.e., TO/Volume), which indicates 
that the company did not have much room to maneuver on the average price.

Figure 6.2   Relationship of operating expenses, cost of goods sold (COGS), total cost and turnover on 
operating profit or loss and determination of the break-even volume.

When comparing the two break-even analyses, it is apparent that the company was 
more vulnerable to price than volume reductions (Table 6.5). A 10% decrease in price 
or volume would have the same effect on the turnover, but each would have different 
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impacts on the COGS and gross profit. A 10% decrease in price reduces TO by 10%, 
but has no effect on COGS (assuming the same volume of seed sold) and therefore 
results in a significant decrease in gross profit. On the other hand, a 10% decrease in the 
volume of seed sold at the same price, decreases TO and COGS, and so does not reduce 
profits as much as in the case of a 10% decrease in average price. However, when volume 
sales decrease, carry-over stocks will increase, for a given level of production. Although 
these stocks will appear as an asset on the balance sheet, the longer-term impact on the 
company will depend on whether the stocks are eventually sold or not. Companies’ 
break-even points tend to vary and different companies tend to have different break-
even points depending on their cost structures and sensitivity to volumes and prices.

Table 6.5   The effect of a 10% reduction in the total volume or average price on the turnover, COGS 
and profits and margins of Zambodia Seeds in 2009.

 Original  Volume  Price
   reduction   reduction 
Volume 1,600 t  1,440 t  1,600 t 
Price $1,153/t  $1,153/t  $1,038/t 
Turnover 1,845,000  1,660,500  1,660,500 
COGS 1,077,000  969,300  1,077,000 
Gross Profit 768,000 42% 691,200 42% 583,500 35%
Operating expenses 435,900  435,900  435,900 
Operating Profit 332,100 18% 255,300 15% 147,600 9%
Decrease in OP   77%  44% 

Each of these two break-even analyses may be done for each product line, but the 
operating expenses then need to be apportioned on a weighted basis amongst the 
products, based on a relative volume or COGS. Furthermore, not every company is 
able to determine the exact COGS per product line, and so COGS may also have to 
be apportioned in some manner amongst products. The break-even analysis of each 
product, together with the gross margin and contribution of each product to the total 
gross profit are good indicators of which products are the most profitable and stable, 
which need improvements in financial efficiency or those which should be discontinued. 
However, in some cases a product with a low contribution or gross margin may be a 
complementary product to a “cash cow” and removal of it from the product portfolio 
may negatively impact on the “cash cow”. An example of this may be soyabeans or 
groundnuts, which typically have poor margins but provide farmers an excellent rotation 
crop for maize, which usually has high margins.
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The balance sheet — the company’s health check

The balance sheet is similar to a doctor’s check up, for it is a statement of the company’s 
financial condition on a particular date. It summarizes everything that the company 
owns (assets) and every amount that is owed to third parties (liabilities). The preferable 
result is for the assets to be significantly higher than the liabilities.

The balance sheet, in broad terms, is composed of:
• capital and retained earnings, 
• current assets,
• fixed assets , 
• current liabilities, and
• long-term liabilities.

The total of the capital and retained earnings, and the current and long term liabilities, 
should be equal to or “balance” with the total of current and fixed assets, hence the term 
“balance sheet”. The balance sheet gives an indication of whether the company is in a 
good or poor financial state, or simply stated, whether the company is solvent or not. It 
also indicates whether the company is in a liquid position or not.

Liquidity refers to the ability of a company to quickly generate cash to meet its financial 
commitments. Assets are repositories of liquidity, and are tangible and intangible items 
that, in general, earn income for the firm or can be converted to cash. The degree of 
liquidity of an asset is measured by the time it would take for the asset to be converted 
to cash. Those assets that may be quickly converted to cash are called current assets, 
while those assets which would take a long time to be converted to cash are called fixed 
or long-term assets.

Lack of liquidity should not be confused with insolvency.  A company is insolvent 
when the business’ total assets (i.e., both current and fixed assets) are lower than its total 
liabilities (i.e., both current and long term liabilities). In other words, if such a business 
sells all its assets it will not be able to pay off its debt. On the other hand, liquidity 
refers only to current assets versus current liabilities. If current assets do not exceed 
current liabilities, but total assets exceed total liabilities, then the company is illiquid 
but solvent. Although it will have problems meeting day-to-day commitments, in the 
long-term, given enough time to sell all its fixed assets, the company would still be able 
to pay off all its liabilities. So the clear distinction is that insolvency refers to all assets 
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compared to all liabilities, whereas liquidity refers to only current assets compared to 
current liabilities.

Capital and retained earnings
Capital and retained earnings, also normally referred to as “Shareholders Funds’” or 
“Capital Employed”, represent the money that the shareholders have put into the 
business and the net profit they have left in the business after declaring dividends and 
any other appropriations. Also falling under capital are any reserves arising out of the 
re-evaluation of fixed assets.

Current assets
Current assets are commonly made up of:

• receivables or debtors,
• stocks or inventories,
• cash and cash equivalents (i.e., bank deposits and savings), and
• short-term investments.

Managing receivables
Receivables refer to the debtors of the business, usually identified as the money owed to 
the company by its customers who purchased (seed, in the case of a seed business) on 
credit. Debtors are listed on the balance sheet as current assets as it is expected that they 
will be paid within a twelve month period. If debtors are not managed properly they 
can lead to cash flow problems, or even to bad debts, which will impact negatively on 
profits and liquidity. Thus, the faster a company collects its receivables, the better. The 
sooner that customers pay, the sooner can a company put the money in the bank, pay 
off its own debts or start making new products.

A measure of the time taken to collect customer debts is the debtor days, determined 
by the following formula: 
Debtor Days = Average Debtors / Credit Sales x 365,
where Average Debtors = (Opening Trade Debtors + Closing Trade Debtors) / 2
The debtors days should be compared against the company’s credit policy to see if the 
company is managing its debtors well. If, for example, the company’s credit policy is 30 
days then:

• if the average collection period is below 30 days, this means good management 
and debt collection; or

• if the average is over 30 days, then it means poor management of debt 
collection.
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Pre-paid expenses also constitute part of debtors. Businesses quite often pay for goods 
or services before they actually receive them. Examples are:

• Rent paid for a whole year in advance.
• Insurance paid for a period in advance.
• Advance payments to seed growers.

Although some of these may not be easily converted to cash, they still represent money 
owed to the company and are therefore assets.

Inventory (stock) management
Inventories consists of merchandise a business owns for sale, but which has not been 
sold. Inventory of seed companies is principally seed, but may also consist of packaging 
materials, seed dressing chemicals and other consumables. Seed companies will have 
significant inventories at certain times of the year, particularly just prior to the selling 
season. These inventories may be made up of raw seed and seed processed and ready for 
sale. After the selling season is over, seed companies may be left with unsold stock. Since 
seed is a perishable product, a decision has to be made whether the seed will still meet 
the minimum germination standards by the time the next selling season begins. If not, 
the seed needs to be disposed of.

The actual value of inventories is not known until the product is sold, and therefore the 
company has to estimate values for the balance sheet. For raw seed, this would normally 
be determined as the price of grain or the cost of the seed, while processed seed may be 
valued at the net selling price. Seed that has failed quality assurance would be valued 
at the net realizable price, usually equivalent to the ruling grain price. While there are 
various methods of valuing inventories, on the balance sheet they are generally stated at 
the lower of cost or net realizable value.

Investors usually want very little money tied up in inventories, because inventories 
need to be sold to realize cash, and sales may not be easy to achieve. Furthermore, high 
stock levels which are slow-moving may lead to losses due to obsolescence or loss of 
quality. Consequently, for seed, the principle of first-in, first-out is critical to maintain 
viable stocks. Seed that is processed and treated but which loses germination viability 
represents a significant loss of value.
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Fixed assets
These are the assets that the business owns but cannot be used to fund day to day 
operations. Fixed assets consist of items that usually have a life-span of more than one 
year, such as: 
vehicles, 

• plant and equipment,
• land and buildings, and
• furniture and fittings.

Fixed assets provide benefits to the company for a period that exceeds the current 
accounting period and are used in the process of generating saleable goods or in the 
management of these activities. Fixed assets, except land, deteriorate with time, as a 
function of use, and are thus depreciated. The values at which fixed assets are listed in a 
balance sheet are generally conservative, normally calculated as the acquisition cost less 
depreciation, or the current market value. In inflationary economies, fixed assets may 
be valued at the replacement cost.

Another form of fixed assets is long-term investments that the company intends to hold 
for more than one year. These may include:

• Shares and bonds of other companies.
• Shares of subsidiaries and associate companies.
• Cash that has been set aside for specific future projects.

Intangible assets consists of things that the company owns but which cannot be touched, 
such as plant breeders’ rights, patents, trademarks, brand names, franchises, good will, 
and intellectual property. These assets, while playing a significant role in a company’s 
activities and success, are extremely difficult to value, and are not normally reflected on 
the balance sheet.

Liabilities
A liability is an obligation to pay a debt provided by a lender or other creditors. It 
represents an obligation to pay a third party. Thus, liabilities are the opposite of assets, 
for they represent an outflow of cash and generally generate expenses to the company. 

Like assets, they may be classified according to the time when they must be paid. Current 
or short-term liabilities are those obligations that must be paid within the next financial 
period (i.e., usually in the forthcoming year), while long-term liabilities are obligations 
that will be paid over an extended period, such as long-term loans, debentures and 
preference shares.
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Examples of current liabilities are:
• Short-term loans.
• Accounts payable.
• Customer deposits.
• Payments due to growers for seed received.
• Amounts owed for seed received “at risk” (in the case of seed production, this 

refers to an arrangement whereby a seed quota is agreed upon and paid for upon 
delivery, and any seed delivered that exceeds the quota is delivered but not paid 
for until sold—the producer therefore produces the seed “at risk” of not being 
paid).

Examples of long-term liabilities include:
• Debentures.
• Mortgage bonds.
• Any loans whose repayment is to be done over more than a year.

Working capital 
Working capital is the sum of money invested in current assets, while net working 
capital is current assets less current liabilities. Net working capital should always be 
positive; otherwise the company will be in serious trouble, as it will not be able meet its 
day-to-day cash requirements.

Balance sheet analysis
The analysis of the balance sheet is concerned with the interpretation of: 

• the absolute values, 
• the relationships of assets to liabilities, and
• the “stories” behind the numbers. 

Since the balance sheet is like a “snap shot” of the company’s financial status on a 
particular date, it is helpful to evaluate it against previous balance sheets, to establish 
trends, and also to compare it against those of similar sized organizations. There are 
many ways to analyze balance sheets, most of which involve the calculation of ratios 
within the balance sheet, and between balance sheet and income statement data (Table 
6.6). The use of ratios overcomes, to some extent, the differences in absolute values that 
exist between different balance sheets. However, when comparing or evaluating ratios, 
it must be borne in mind that the numerator, denominator or both determine the ratio 
and provide the “story behind the number” (Figure 6.3). Thus, for example, if a ratio 
decreases, it may be because the numerator has decreased, the denominator has increased, 
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or both the numerator and denominator have decreased, but disproportionately. 
Furthermore, a ratio on its own is somewhat meaningless; to be useful to a manager, the 
ratio must be compared with industry standards, similar companies and with historical 
own-company performance.

Figure 6.3   The four possibilities in the change in the numerator (N) and/or denominator (D). 
Note: These changes will bring about an increase or decrease of a ratio. Upward arrows indicate an increase, 
downward arrows a decrease, and horizontal arrows no change in the value of the numerator or denominator.

To illustrate the analysis of a balance sheet, an example of Zambodia Seeds is provided 
(Table 6.7). For the year ending 2009, Zambodia Seeds had a net worth of $930,000, 
which has increased consistently over the three-year period under review. The net 
working capital amounted to $301,000, with a current ratio of 2.30, compared to 2.24 
and 2.09 for the two preceding years, respectively. In financial terms, a current ratio of 
greater than 2 is usually considered healthy as it means the company could liquidate 
its near-cash assets and pay its liabilities two times over within a short space of time. 
This trend indicates a strengthening in the financial position of Zambodia Seeds. A 
low net working capital may hinder business development and expose the company to 
difficulties in relation to creditors and seasonal uncertainties. 

The company has been investing in fixed assets and has also put some funds into long-
term investments, the latter perhaps to provide some security in the event of a bad 
season. However, it may have been more prudent to channel cash towards more liquid 
assets, especially if growth in production is desired. 

Inventories show an increase from year to year, possibly because sales’ efforts have not 
achieved targets. Likewise, the accounts receivable have been increasing from year to year 
and may indicate that debt collection is not as good as it should be. These two indicators 
may highlight the need for improving the performance of the marketing department 
and the credit control department. However, a word of caution: this increase could also 
just be in line with the general growth in the business, and might not be indicative of 
any pressing problems. The figures cannot simply be looked at in isolation, but must 
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be viewed in relation to what has happened to the rest of the business, which cannot be 
done in a theoretical case study like this.

In terms of the company’s liabilities, bank borrowings have increased from year to year, 
but this increase has been in line with the general increase in business. The acid test 
ratio of one shows that the company is able to pay its current liabilities without having 
to liquidate stocks, which generally take a longer time to turn into cash compared to all 
the other current assets.

All-in-all, therefore, the balance sheet and income statement indicates that Zambodia 
Seeds is in a generally satisfactory financial position, showing strong liquidity and ability 
to meet short term requirements. Profit margins were reasonable (Table 6.4), but the 
company needs to control expenditure and exert more effort on sales. 

This brief analysis shows that it is possible to evaluate a business’s financial “health” by 
looking at its income statement and balance sheet, and like a good doctor, identify areas 
that need attention in order for the business not to collapse, but rather grow in profit, 
liquidity and long-term viability.
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Table 6.7  Balance sheet of Zambodia Seeds as at 30 June of three consecutive years (x 1000 $).
  
  2009 2008 2007
ASSETS   
Fixed Assets (Land, Buildings, etc.) 567 460 385
Long term investments 62 56 45
  629 516 430
Current Assets   
 Inventories 298 182 160
 Account receivables 156 132 112
 Cash resources 79 63 45
Total current assets 533 377 317
TOTAL ASSETS 1,162 893 747
   
EQUITIES AND LIABILITIES   
CAPITAL AND RESERVES 930 725 595
Shareholders funds 930 725 595
Current Liabilities   
Bank borrowings 95 75 40
Account payables 17 15 11
Taxation 110 70 94
Short-term liabilities 10 8 7
Total Current Liabilities 232 168 152
TOTAL EQUITY AND LIABILITIES 1,162 893 747
   
Shareholder funds reconciliation   
Opening balance 725 595 420
Add profit for the year 205 130 175
Balance 930 725 595
   
LIQUIDITY RATIOS   
Current Ratio 2.30 2.24 2.09
Acid Test Ratio 1.0 1.2  1.0 
Net Working Capital 301  209  165 
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Cash flow — the company’s fuel meter

The cash flow refers to the movement of cash into and out of the company over time. 
For a seed business selling field crop seeds, this is a particularly important aspect of 
management, because the selling season comprises a short period of the year, whilst 
expenses occur throughout the year and peak a few months prior to the selling season. 
Hence, there is a concentrated period of cash inflow, and an extended period of cash 
outflow (Figure 6.4). A seed company typically sells its product for only three months 
of the year, while it has to incur operating expenses throughout the whole year. As a 
result, it ends up enduring a number of months where there is no cash coming into the 
business, but a lot of money is going out due to the need to pay salaries, seed production 
costs and other day-to-day requirements. Understanding the cycle of the business’ cash 
inflows and outflows helps manage the cash balance.

Figure 6.4   Graphical depiction of a typical annual cash flow of a seed business. 

Note: Refer to Zambodia Seeds, from Table 6.8, where the company relies purely on a bank overdraft to 
accommodate the negative cash flow from September 2009 to January 2010.

Cash inflows need to exceed outflows, otherwise there will be a cash shortage resulting 
in the inability to pay commitments as they fall due. If inflows exceed outflows it means 
there will be surplus funds, which may be used to invest or grow the business. 
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Ways to close the cash flow gap include,
• Aiming for significant and year-round cash sales.
• Invoicing credit customers promptly.
• Tightly monitoring credit sales and adjusting credit limits accordingly.
• Offering customers early settlement discounts.
• Establishing a deposit policy for all work in progress.
• Tracking accounts receivable and actively pursuing payments.
• Purchasing consumables on credit for payment when the cash flow is positive.
• Encouraging “at risk” production with growers, which will only be paid for when 

the seed is sold.

As shown (Table 6.8 and Figure 6.4), seed businesses will usually have a significant 
negative cash position during the seed purchasing and processing period. To overcome 
this, short-term bridging finance is required, either in the form of a bank over-draft, 
loans or additional shareholder investment. The preparation of a robust cash flow 
projection, together with a forecasted income statement and balance sheet will assist 
in convincing lending institutions or shareholders to provide the required funds. A key 
aspect of projections is to be conservative and realistic.

Cash cycle
The cash cycle is the length of time that elapses from the point when cash is disbursed 
to buy raw materials for the production process to the point when cash is collected from 
sales of the seed produced. In terms of a seed business this means the time between the 
payment of money to growers for their seed and the banking of the proceeds from the 
sale of the seed by the company.

The formula for calculating the cash cycle is,
CC = AAI + ACP – APP,
where,
AAI =  average age of inventory,
ACP =  average (debtors) collection period, and
APP =  creditors average payment period.

The key factors in reducing the cash cycle are:
• Credit policy - insisting on shorter terms of credit. 
• Collection period - ensuring all debts are collected as quickly as possible.
• Inventory holding period - ensuring stocks are held for the minimum possible 

time.



 185 

Financial Management of a Seed Business

The cash turnover rate (CTR) is the number of times in a year that the cash cycle is 
repeated. The formula is:
CTR = 360 / CC, where CC stands for cash cycle as calculated in the preceding 
paragraph.
Shortening the cash cycle increases the cash turnover rate and increases cash inflow. 

The minimum operating cash balance (MOCB) is the cash balance required to enable 
the company to pay short-term expenses like wages and interest to avoid going into 
liquidation. Knowing and maintaining the MOCB ensures that the company can meets 
its day-to-day needs, meet emergencies and take advantage of opportunities. 

The calculation of MOCB is as follows:
MOCB  =  TAO / CTR, where
TAO  =  total annual outlays of cash (i.e., all the cash payments for the year), and
CTR  =  cash turnover rate

Leasing of assets
Leasing is a form of cash flow management because it overcomes the problem of large 
cash disbursements required to procure the use of an asset. A lease is a contract between 
an owner of an asset (the lessor) and the user of the asset (the lessee), in which the 
lessee pays an agreed amount at certain intervals for the use of the asset. Types of leases 
include:

• Financing lease. These are usually long-term contracts in which the lessee obtains 
sole use of machinery or equipment upon regular payments. Usually, the lessee is 
responsible for running and maintenance costs for the duration of the contract. 
At the end of the contract the items are returned to the owner or sold to the lessee 
at nominal value.

• Operating lease.  These are short-term contracts, in which the lessee obtains use of 
equipment and machinery for particular operations or tasks, such as excavators 
for trenching, trucks for deliveries, and equipment for building. These leases may 
be charged per hour, week or month, and usually the risks and maintenance 
remains with the owner.

• Lease-purchase agreements. In some lease agreements, the lessee may have the option 
to purchase the equipment at the end of the lease period at a pre-determined 
price.

The advantages of leasing are as follows:
• It is a source of non-loan financing.
• The installments are usually tax-deductible in most tax jurisdictions. 
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• It usually does not have restrictive clauses (compared to out-right borrowings).
• Obsolescence may be avoided. 

The disadvantages of leasing include the following:
• Regular payments required that may add up to a greater cost than purchase and 

self-maintenance. 
• There may be no salvage value. 
• Any improvements made to land or buildings remain with the lessor at the end of 

the lease.

Seed businesses will normally only have the option to use lease agreements on land, 
buildings and vehicles. Seed cleaning and processing equipment is not commonly 
available for leasing, although it may be possible to find other seed companies that 
will offer “toll processing”. Where a company wishes to lease buildings for erecting 
processing equipment, long-term leases of five or more years would give greater security 
than short-term leases. However, short-term warehouse leasing may be useful for the 
period in the year when raw seed is received and processed into saleable product.

From a purely financial perspective, the decision of whether to lease or purchase an 
asset with cash or borrowings may be evaluated by using discounted cash techniques to 
arrive at the Net Present Value (NPV) of the future lease payments and comparing this 
to the amount required for outright purchase. If the NPV of the future lease payments 
is higher than the amount required for outright purchase then it is preferable to buy the 
asset rather than lease it. However, consideration also has to be made of the advantages 
and disadvantages of either leasing or owning the asset in terms of its effects on the cash 
flow, utility, profitability and balance sheet of the company. 

Budgeting

Strategic financial management requires the development of budgets, or financial plans, 
for the business. Budgets clearly articulate what the organization intends to achieve 
in financial terms and how the organization intends to deploy the limited resources 
at its disposal to achieve these objectives. Detailed budgets are usually prepared for 
the coming year, but these may be extended into the future for three or more years. 
The detailed budget for the forthcoming year has three main purposes: the first is to 
set a performance target for the period in question; the second is to establish a control 
mechanism to guide the daily and monthly operational activities of the company; and 
the third is to provide justification for accessing loans. The extension of budgets into 
future years enables managers to formulate and understand the longer-term prospects 
and strategies of the business.
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 In brief, the process of developing budgets 
begins with establishing the marketing 
and production strategies of the company 
(Figure 6.5). These plans have much to 
do with seed volumes which have to be 
translated into financial terms to create 
the sales and production budgets. Along 
with the sales and production budgets, the 
operational budget needs to be defined. 
This requires estimating the operational 
costs of the company, that usually occur 
on a regular monthly basis, such as 
salaries, vehicle operating costs, research 
and development, marketing costs, and so 
on (Box 6.2). These three budgets — sales, 
production and operational — budgets 
then feed into the cash flow budget and 
income budget.

Cash flow budgeting involves forecasting 
the sales and production budgets over 
future months (Table 6.8). Sales targets 
are set month by month to determine 
monthly sales. Seed production to meet 
the sales’ targets is calculated, together with 
estimates of seed grower prices, delivery 
schedules and the processing timetable. 
Together with the processing costs, the 
monthly production and processing costs 
may be calculated. Monthly operational 
costs are also itemized and estimated, 
which will be fairly constant through the 
year. The net monthly inflow is calculated 
from the turnover less production and 
processing costs, less the operating expenses, while also accounting for any other costs 
(such as interest payable or purchase of capital items) and income (such as loans received 
and sundry income). 

Box 6.3  Rules for cash flow management
1. Never run out of cash. Running out of 

cash is the definition of failure in business. 
Make the commitment it takes to ensure 
the business always has sufficient cash. 
No cash means no business, so manage 
cash flow with the care and attention it 
requires.

2. Know the current cash balance. Managers 
should have current knowledge of the 
cash balance. Even the most experienced 
managers will fail if they are making 
decisions based on out-of-date, inaccurate 
or incomplete cash balances. 

3. Do today’s work today. The key to having 
an accurate cash balance is having up-to-
date records. Do the work or get someone 
else to do it for you so that you have a 
grip on the current cash flow status of the 
business.

4. Don’t manage from the bank balance. 
Don’t confuse the cash balance with the 
bank balance! You reconcile your bank 
balance, you don’t manage from it! Know 
how much cash you really have.

5. Know your projected cash flow. What do 
you expect your cash balance to be in the 
coming months? Cash flow problems don’t 
just happen. Most businesses fail because 
the owners or managers do not see a cash 
flow problem in time to do something 
about it. The key is always to be able to 
answer the question “What do I expect 
my cash balance to be six months from 
now?” Therefore, cash flow projections are 
key to making wise and profitable business 
decisions.

Source: Adapted from Campbell (2004). 
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Figure 6.5   The budgeting process in a seed company. 

Note: Arrows indicate the iterative nature of budget preparation.

The income budget accumulates the totals from the sales, production and operational 
budgets in an income statement to establish the predicted profitability of the company at 
the close of the financial year. Having established the cash flow and income budgets it is 
then possible to consider the capital budget, since the decision to purchase or lease capital 
(asset) items may only be made once the profitability and cash position of the company 
is known. Once the cash flow, income and capital budgets have been formulated, the 
company is then in a position to determine its borrowing requirements.

Developing budgets is an iterative process, as managers seek to achieve an acceptable 
cash flow, sufficient profit expectations, and acquire necessary assets for business growth. 
Ideally, the entire company should be involved in the budget preparation so that it is 
“owned” by all employees. To make the process effective, managers need to specify the 
budget parameters and give guidelines at the beginning of the exercise, so as to avoid 
misunderstandings as the process develops and is approved. Typical parameters include 
anticipated wage increases, inflation rates, pricing expectations, mileage allowances, etc. 
It is also wise to be conservative in preparing a budget by not inserting over-ambitious 
sales estimates and by incorporating margins of error on expenditures.

Budgets are estimates and therefore deviations are likely to occur. The budgets must be 
considered as guidelines and they should be flexible in the event of new information 
or changes in macro-economic conditions. Nevertheless, budgets are not meant to be 
manipulated month by month to accommodate mismanagement of the business. Once 
a budget has been set, any changes should only be made if they are truly justifiable.

Budgets are instrumental in informing company employees of management’s 
expectations concerning sales and expenditure and are necessary for tracking monthly 
progress towards achieving the company’s vision according to the defined strategies. 
Expenditure within departments must be kept in line with budgets in order to achieve 
the expected cash flow. Monthly sales, production, cash flow and profitability may then 
be compared with the budget to highlight successes, problems and failures. Thus, the 
budgets of a company are an important management tool to track and evaluate progress 
and profitability.

Step 1 Step 2 Step 3 Step 4

Marketing Plan

Production Plan Production Budget

Sales Budget
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Cash-Flow Budget
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Control elements in financial management

It is not possible to list all controls required in a seed business in a chapter of a book. 
Instead the aim is to highlight some of the risk areas and the key control areas that need 
to be addressed. The items discussed below are not exhaustive, but are presented because 
they are materially important to any seed business. If adequate controls and oversight of 
these issues is not given, the business may quickly run into problems.

Stock control
Seed companies maintain large stocks of seed and other consumables for lengthy periods 
of time, and consequently these are vulnerable to deterioration and loss. Stocks should 
therefore be maintained in secure enclosures and stock control procedures instituted. 
Each stock item ought to have a stock or bin card that provides a means of recording 
current stock quantities and additions and withdrawals of stock. Regular stock taking, 
at least monthly, is an important means of control. Stock sheets that enable efficient 
stock taking, and designed so that in addition to the stock quantity, the stock location, 
crop, variety, package size and year of production is noted provides useful information 
to managers. The stock records are then reconciled with deliveries and sales (Table 6.9) 
to cross check the theoretical stock level (according to accounting records) with the 
actual stock (according to the stock take).

Any differences between the theoretical stock level and the actual stock count must be 
investigated promptly. A small difference may be due to processing losses, especially 
where the stock includes unprocessed and processed seed. A large difference may 
indicate:

• fraud,
• error in counting, or
• misplaced stocks.

Table 6.9    Example of a monthly stock reconciliation.

Crop: Maize Variety: Babungo   
Pack Size: 10 kg    Production Year: 2008
Opening Stock as at 31 March 35
Add Deliveries in April 625
Less Sales in April 460
Theoretical closing stock as at 30 April 200
Quantity as per stock take 196
Difference 4
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Cash controls and other systems of internal control
The management of cash in a business is critical to success. At the heart of this is a good 
accounting system that ensures that all transactions are recorded and reconciled with 
bank and cash balances on a regular basis.

On the sales side of the business, all sales must be invoiced with quantity and value of 
items sold being recorded. The physical and monetary amounts are then entered into 
stock records and accounting systems accordingly. 

Cash sales receipts ought to be banked daily, while credit sales should only be made 
with credit-worthy customers, and these must be managed to ensure credit limits are 
not exceeded while insisting on timely payment. 

Monitoring the age analysis of debtors, amounts owed and instigating debt recovery 
will help to minimize bad debts.

On the expense side, every purchase must be according to company policies, which 
usually require the following:

• All purchases must be authorized by appropriate managers according to pre-set 
budgets on the basis of two or more quotations.

• Identification of and selection of preferred suppliers.
• Issuing of an official order for the goods.
• Purchase of goods by cheque or on credit for purchases over a certain value, or 

with cash for low value items.
• Issuing of a “Goods Received Voucher” upon receipt of goods, with a cross-check 

to invoice and order details.
• Entering of goods received into stock records.

The largest expense that a seed company will have is seed procurement. Since seed is 
usually obtained from contract growers, the management of contracts, delivery receipts 
and payment procedures forms a major component of financial control. Upon delivery 
of seed, a “seed receipt voucher” should be issued that specifies crop, variety, essential 
quality status (e.g., seed moisture and percent seed defects), total quantity and pack 
size. It is not unusual for a seed company to delay payment for seed until germination 
tests have been done on delivered seed. A payment policy must therefore be established 
and communicated with contract growers. If payments are not made to growers upon 
receipt of seed, a system of managing these creditors needs to be established. 
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Access to and use of credit to finance the business
Seed companies face a large annual cycle of cash flow, with significant expenditure 
demands at the time of seed procurement that is only recovered some months later 
during the relatively short seed selling season. Securing credit for a negative cash flow 
period is the principal way of ensuring that a company remains viable. The availability 
of credit to seed companies and the credit worthiness of a seed company are therefore 
keys to business success.

Both borrowers and lenders have their own views of credit and risk that need to reach a 
mutually understood level of congruency in any credit agreement. Lenders will normally 
drive the process of evaluating and meeting the credit need of borrowers, for they are in 
the stronger financial position and have other options by which to meet their objectives 
of profit achievement and risk minimization.  Borrowers have the role of convincing 
lenders that the giving of credit will be a win-win relationship.

Lenders will make an evaluation of a prospective borrower’s credit profile or worthiness, 
as well as the loan per se. With respect to the credit worthiness of a borrower, lenders 
will consider three things:

1. The security of the loan, as reflected particularly by the balance sheet of the 
borrower.

2. The repayment and income expectations, as reflected in the cash flow budget of 
the borrower.

3. Management ability and historic company performance, as reflected in the 
income statements, company profile, product portfolio, brand strength, market 
share, etc.

Furthermore, when lenders evaluate the loan itself, they will prefer loans that are both 
self-liquidating and asset-generating (Barry et al. 2000). Self-liquidating loans are those 
that will provide resources to the borrower to enable them to generate sufficient funds 
to repay the loan within the loan period. Loans given for seed production are more 
likely to be self-liquidating within the loan period than loans for capital equipment, 
which have long pay-back periods. An asset-generating loan is one that provides funds 
to the borrower to purchase productive assets. These assets provide the lender with 
some security, but assets vary in their ease of reclaimability. For example, a loan for seed 
cleaning equipment is an asset-generating loan, but seed cleaning equipment is not as 
easily reclaimable as a vehicle or land. Assets also depreciate with time and use, and 
so their value as a reclaimable asset declines from the date of purchase. Land does not 
devalue, whereas vehicles and seed cleaning equipment devalues relatively fast.
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Loans that are both highly self-liquidating and asset-generating are most desirable to 
lenders (Figure 6.6). Conversely, loans that will not be used for asset purchase and that 
will not generate cash returns to the borrower are of little interest to lenders. Lenders 
will exhibit an intermediate preference for loans that are high in one criterion and low 
on another. Consequently, the borrower has to build a credit application that will meet 
the lender’s lending and risk preferences, while at the same time demonstrate a high 
degree of credit worthiness through good business management.

Figure 6.6   Lender preferences for combinations of loan characteristics. 

Note: adapted from Barry et al.(2000).

When seeking to raise funds it is important to prepare a realistic cash flow which clearly 
shows the capacity to repay the loan. If the cash flow projection shows that the company 
is unable to repay the loan it will be almost impossible to convince a lender to advance 
the required money. If the cash flow is unrealistic, the lender might lose confidence in 
the manager’s understanding of the business and consider the risk too high to provide 
a loan. 

Nowadays, with the proliferation of lending institutions looking for business, it is 
always useful to have a number of lines of credit with a number of banks, so that when 
a payment is needed to be made, all lending institutions may be asked to quote. This 
will quite often result in reducing financing costs as the lenders compete for business.

Key thoughts

1. Managing the working capital cycle is key to success of a business. A seed company 
usually has a short period of the year when the majority of income is earned through 
sales, but operating expenses recur throughout the year and large expenditure is 
required to procure seed for sale ahead of the selling season.

2. The income statement is a means of evaluating a company’s financial performance 
over a specified period. The statement provides information on the turnover, cost 
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of goods sold, gross margin, operating expenses and profit.
3. A review of income statements over recent periods provides information on how 

the company has performed over the longer term, and serves as a launching pad 
to plan future budgets and profit targets. The income statement may also be used 
to determine the break-even volume and prices of products and thereby establish 
the buffer the company has in the event of future turnover decline (due to reduced 
volumes, reduced prices or both).

4. The balance sheet is a statement of the company’s financial condition on a particular 
date. It summarizes everything that the company owns (assets) and every amount 
that is owed to third parties (liabilities). From the balance sheet the company may 
determine the net worth, risk status, liquidity and degree of solvency. 

5. The analysis of a company’s financial status is carried out by examining the absolute 
figures on the income statement and balance sheet, and with the use of various 
ratios calculated from theses data, which are examined per se and in relation to 
previous periods and industry standards. Although these data and ratios are helpful 
in understanding the historical company performance, the reasons for the values 
of the figures and ratios are equally valuable in determining company performance 
and management requirements.

6. The cash flow refers to the movement of cash into and out of the company over 
time. For a company to remain viable inflows of cash must exceed outflows. Seed 
companies selling field crop seeds will have large annual fluctuations in cash flow, 
which will usually require credit support for company survival. Seed business 
managers need to consider ways of preventing significant negative cash flows.

7. Preparing budgets helps managers to plan and determine profitability and cash 
flow implications of production and marketing strategies, and provide a means to 
control future operations. The budgets of a company are therefore an important 
management tool to track and evaluate progress and profitability.

8. The two key control areas in a seed business are stocks and cash. Seed companies 
carry large volumes of perishable seed stocks that are at risk of deterioration and 
loss. Quality reduction of seed stocks can severely impact on stock value and sales 
potential. Cash management that ensures positive cash balances is fundamental to 
business success.

9. The seed business will likely require large annual borrowings to support cash flow 
fluctuations. Sources of finance will consider granting loans that are both highly 
self-liquidating and asset-generating. Business managers therefore have to develop 
strategic plans and budgets that will have a high degree of success of repaying loans 
while making the business profitable.

10. Managing a firm’s financial strategy cannot be adequately done without a 
computerized accounting system that is maintained up-to-date and which 
captures all the key elements of the business. Managers who do not have current 
data on cash balances, income, expenses and profit performance will be at a great 
disadvantage.
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Human resource management is a strategic component of business success, even though 
it has not been presented as one of the three strategic pillars that support the business 
vision. This is due to the cross-cutting nature of human resource management. The three 
principal strategies of marketing, production and finance all involve human resources. 
Consequently, in many respects, a business is only as good as the people involved, and 
managing the people of a company therefore constitutes an over-arching function of 
the business.

Not every seed company will have the resources to hire a Human Resource Manager, 
and therefore managers in production, marketing and finance will be expected to 
handle personnel-related decisions, including hiring, position assignment, training, 
compensation, compliance with laws and regulations affecting employees and the 
workplace, and ensuring safety and health of employees (and customers). This 
multiplicity of tasks requires individuals with strong organizational and inter-personal 
skills who can quickly shift from project or process management to people management 
without becoming overwhelmed.

Where a seed company is able to employ a Human Resource (HR) Manager to attend 
to the many issues related to staff (Figure 7.1), he or she must be accepted as an integral 
and strategic partner in the management structure of a firm. But, at the same time, the 
HR Manager must also be able to be an advocate of employees to management. This 
advocacy includes promoting a work environment in which people will be motivated, 
innovative, contributing and happy, while also fostering effective methods of goal setting, 
communication and empowerment through responsibility. Further, HR management is 
concerned with building employee ownership of the organization and its vision. 

 195 
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Figure 7.1   The principal functions of human resource management in a company.

The HR professional helps establish the organizational culture and climate in which staff 
have the competency, concern and commitment to serve customers well. In this role, 
the HR manager provides employee development opportunities, employee assistance 
programs, gain-sharing and profit-sharing strategies, organization development 
interventions, due process approaches to problem-solving and regularly scheduled 
communication opportunities. The constant evaluation of the effectiveness of the 
organization results in the need for the HR professional to frequently champion change. 
Both knowledge about and the ability to execute successful change strategies make the 
HR professional exceptionally valued. Knowing how to link change to the strategic 
needs of the organization will minimize employee dissatisfaction and resistance to 
change. The HR professional further contributes to the business by constantly assessing 
the effectiveness of the HR function. To support the overall success of the company, 
HR managers also champion the firm’s mission, vision, values, goals and action plans 
amongst the staff. Therefore, the HR function cannot be overestimated. 

Defining the tasks required in a seed company

As a firm develops its vision and defines the strategic framework to achieve that vision, 
managers will identify critical tasks within the organizational structure that will optimize 
the firm’s human resources and their contribution. Each critical task needs to be defined 
and then personnel sought to carry out those tasks, and not vice versa. The critical tasks 
are defined in a job description to ensure that each person employed to carry out the 
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task is aware of the nature, responsibilities, performance expectations and skills needed 
for the task. The essential elements of a job description include:

• Position title (that concisely describes the job)
• Duty station (where the job is located)
• Reporting relationships.
• Objective of the position (what outcomes are expected from performance of the 

job).
• Tasks to be carried out, including the percentage of time expected to be spent on 

each task.
• Qualifications, job knowledge and skills required.
• Working conditions of the job, machinery and equipment to be used, and any 

possible dangers and risks associated with the job.
• Remuneration structure.
• Performance standards and appraisal.

Job descriptions are not static documents, but are dynamic as the business grows 
and develops, and as new technologies are adopted and utilized in the company. 
Consequently, regular review of jobs and tasks is important to maintain an effective 
and informed staff complement. As tasks change, positions may become redundant, 
redefined, or restructured, and staff holding the positions will need to be reallocated, 
retrained or retrenched. The overall aim is to ensure that the staff complement and 
organization is appropriate for achieving the vision of the company.

Recruitment of new employees

Employees are sought to fill essential positions in an organization. Positions and tasks 
must first be defined so that the best qualified person may be recruited to fill the 
position. It is not always necessary to employ new people or hire people on a full-
time basis to carry out critical tasks, as there are alternative methods to fulfill needs, 
such as restructuring within the company, sub-contracting tasks to third parties and 
hiring temporary employees. Due to the seasonal nature of the seed business, the use 
of temporary or contract employees for certain tasks, such as those related to seed 
processing and for certain aspects of seed marketing (e.g., merchandisers) may be a 
good strategy to reduce annual wage costs.

With each new employee added to the firm, total costs increase. Generally, it is expected 
that efficiency will also increase with additional staff, particularly if staff are hired to 
perform critical tasks. However, this may not always be the case (Figure 7.2). For 
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example, for a given number of tons of seed produced or sold, the labor cost per ton of 
seed will be less if one person is employed for the task than if two or more persons are 
employed for that task. Labor cost efficiency only improves if total output is increased. 
Thus, if a new person is to be employed, he or she must contribute to the cost-efficiency 
or income-generation of the company; otherwise the company will simply make less 
profit and be less sustainable.

Figure 7.2   Schematic presentation of the effect of the addition of labor on the labor cost per ton of seed 
processed as the number of tons of seed processed increases. 

Source: Adapted from Kay et al. (2008).

The process of recruiting personnel for 
defined jobs includes:
• Determining if there are any suitably 

qualified persons within the company 
to fill the position. If so, re-allocate the 
person to the new position, and recruit 
for the vacancy created. 

• Advertising the vacant position in 
media that will most likely be accessed 
by potential candidates (see Box 7.1).

• Reviewing applications, checking 
references and shortlisting candidates 
for interview.

• Conducting structured interviews with 
candidates, where appropriate with 
a panel of interviewers. During the 

Box 7.1 Key elements of a job vacancy 
advert

A good job vacancy advert should be simple, 
cogent and noticeable, and contain the 
following elements:
• Prominent job title.
• Concise job description covering key 

performance areas.
• Qualifications, skills and experience 

required.
• Brief description of the working conditions 

and risks associated with the job.
• Company name, logo and contact details.
• Application procedure.
• Closing date for applications.

Source: Adapted from Bester (n.d.).
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interview, candidates are informed of the nature and expectations of the position. 
Each prospective candidate should be interviewed with the same set of questions, 
which normally include:

• Situational questions (e.g., education and employment history)
• Job knowledge questions (to evaluate whether the candidate has the required 

skills and abilities for the job)
• Job simulation questions (to evaluate the candidate’s problem-solving capacity 

and personal relationship style)
• Employee requirements (to ascertain the expectations and needs of the 

employee). Candidates are also given opportunity to ask questions to the 
interview panel

• Potential candidates are evaluated, and the one considered most likely to meet the 
objectives and who best fits the qualifications, skills and experience required for 
the position is selected.

• The successful candidate is appointed and notified with a letter of appointment, 
indicating conditions of employment and date of engagement. 

Induction of new employees

The process by which new employees are engrafted into the organization to become 
identified with and immersed into the culture and vision of the company is called 
induction. By the end of an induction process, an employee ought to know the vision of 
the business, how and where he or she fits in the organization, what is expected of them 
and what are the various rules, freedoms and responsibilities of employee and employer. 
In addition, the induction process offers an opportunity for the other employees of 
the company to familiarize themselves with the new employee and their role in the 
company.

The principal areas to cover in the induction process include:
• Vision and mission of the company
• Corporate values
• Corporate structure
• Roles and responsibilities of superiors and subordinates, reporting procedures
• Health and safety regulations of the company and position
• Marketing, production and financial strategies of the company
• Operational procedures
• Human resource policies (remuneration, leave, sickness, grievance procedure, 

disciplinary procedure, etc.).



200 

Seed Business Management in Africa

Depending on the job description, the induction process may be a short and simple 
exercise or a lengthy and intensive procedure. Typically, the more responsible a position, 
the longer and more rigorous the induction process will be. 

Motivation of employees

An employee is considered a resource, a factor of production, like money or machines, 
but the staff complement is made up of people, and therefore it is a different kind of 
resource. People are unique: they think, are creative, able to learn, have emotions and 
feelings, and can answer back! Therefore, human resources cannot be treated as mere 
money or machines.

A manager, whether he or she is the owner, department manager, foreman or supervisor, 
has authority over employees, and thus it is important for the manager to understand 
what this authority means. Authority means that the manager has power, or the strength 
to get things done. But, at the same time, it means that the manager has responsibility, 
in that he or she is accountable for the results and has responsibilities to the well-being 
and performance of employees. Power may be abused and responsibilities avoided, but 
both will lead to a breakdown in productivity and relationships with employees.

A relationship is formed whenever two people are in association. In any relationship, 
be it personal or work, there is mutuality. In other words, both parties, in this case the 
manager and the employee, have to contribute to the relationship to make it work. 
It also means that if the relationship breaks down there is always fault on both sides, 
and for reconciliation to occur, both sides have to act. Relationships in a business are 
different from those in social circles, since they are generally functional and not intimate. 
Nevertheless, the basic elements for a good relationship3 are:

Appreciation: in the work environment those in authority ought to appreciate those 
entrusted into their realm of authority. Such appreciation may be expressed by 
friendliness, kindness and seeking the best for the other person. The manager’s role 
is to enable the employee to perform their job effectively and efficiently. Therefore, 
there is no room for cruelty, meanness, or jealousy in healthy relationships.

Trust: Managers are in a position of trust and they have to trust their workers. Trust 
takes a long time to build and develop, and involves being reliable, honest and 
consistent, while giving employees opportunity to perform their work. Employees 
develop trust in their superiors when they see them doing what they promised. 

3Adapted from H. Marshall, Ellel Grange, UK.
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Sadly, trust may be destroyed in a short time through dishonesty, broken promises 
and lack of support, and once disrupted, trust is very difficult to restore.

Respect: People need to be respected, whether they are a manager or an employee. 
Managers need to value their workers and show that they respect them. A manager 
will lose respect if he evades responsibility, or unduly or publicly criticizes his 
workers.

Understanding: People desire to be understood, but it takes a lot of effort to 
understand someone, and our perceptions of people are often influenced correctly 
or incorrectly by external factors. This therefore depends greatly on how we 
communicate. The better that managers and workers communicate, the more 
they will understand one another, and the more they will be able to appreciate, 
trust and respect one another and so work together more effectively to achieve 
the company’s vision.

It is thus clear that it takes special skill to manage and motivate staff and labor, but there 
are a number of points that may help to do this.4  People are the most important resource 
in a business. They are creative, but they will only be as creative as they are allowed to 
be. Stimulating creativity in the right direction will increase both the individual’s and 
the firm’s productivity. Consequently, a manager must:

1. treat employees in such a way that they have no genuine cause for complaint or 
dissatisfaction, and

2. motivate employees so that they perform at a high level of productivity.

Employee expectations from management
Managers will only be effective to the extent to which they meet the expectations of 
their employees. Competent employees expect to be treated fairly and with respect, 
while being provided with the necessary facilities, equipment and systems to carry 
out their tasks. To be motivated, an employee expects to be able to participate in 
defining what is required of them, to have the opportunity to prove him or herself, 
and to know how well they have performed. If their performance is below expectation, 
employees appreciate help to improve, while if they have performed well, they expect a 
commensurate remuneration.

Employee performance levels
There are basically three levels of performance: minimum, expected and maximum; 
or below, as per and above expectation (Figure 7.3). Employees generally perform 

4Much of this material is adapted from: Mol, A. 1984. Motivating your farm labour. Pretoria, SA: Folio 
Publishers.
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at a minimum level or at a level below expectation when they are dissatisfied with 
the working conditions (i.e., poor working environment, lack of appropriate tools 
or low pay). When they are not dissatisfied, they will tend to work at the expected 
level, carrying out their duties faithfully. In this situation an employee has neither 
satisfaction nor complaints with the job. However, employees may do more than 
expected when they obtain satisfaction from performing their work. In this situation, 
the working conditions are fine, the pay is sufficient, relationships are good, but, most 
of all, the job is enjoyable and rewarding because there is an experience of success, 
there is responsibility and participation in decision-making, and there is recognition of 
achievement. Consequently, to encourage job satisfaction amongst employees:

• Meet the needs of the employees so that they are not dissatisfied.
• Give employees responsibility and build into their jobs motivating factors that 

will enable them to attain satisfaction from the job.

Figure 7.3 The three basic levels of employee performance, and the two principal drivers causing employees to 

perform below or above expectation.

The motivational cycle
When a person carries out a task with 
dedication because he or she enjoys 
doing it, that person is motivated. Thus, 
motivation involves creating an intrinsic 
condition that energizes, activates or 
moves a person’s behavior in the direction 
of pre-determined goals (Box 7.2). The 
basic method of motivating a person in a 
job involves the following steps:
1. Identify the task needing to be done. A 

job well defined is a job half done. 
2. Set measurable and attainable goals 

with the employee, which are related 
to the task to be done. For example, 

Box 7.2 Some factors that either motivate 
or de-motivate employees

Motivators
• Job security and promotion
• Sense of achievement and usefulness
• Opportunity for personal growth
• Learning of new skills
• Good pay, benefits and status
De-motivators
• Poor working conditions
• Frustrating company policies
• Criticism, threats, unfair treatment
• Few opportunities for progress
• Unattainable targets and unclear standards
• Low pay and benefits

Source: Adapted from Bester (n.d.).
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set the number of customers to be visited per week, or the quantity of seed to be 
processed per shift.

3. Give responsibility for decision-making to the employee. People need to be identified 
with the problem or task if they are to be part of the solution or production thereof.

4. Let the employee carry out the task. As the manager, do not interfere. The issue is 
not so much whether the worker is being active, but whether or not the task is being 
done, and that is the responsibility of the worker who has been given the task to 
do.

5. Measure the performance of the worker in relation to the objectives set in point 2. 
Give feedback to the workers on their performance. Were the goals achieved? If yes, 
give recognition and encouragement. If no, then determine the causes for failure to 
meet expectations and establish means to improve.

Performance appraisal

People who remain with a company usually do so because they find satisfaction in 
working with the company. In contrast, companies retain employees because the 
employee performs and contributes to the attainment of the vision of the company. 
Performance appraisal is one means of ensuring a long-term productive relationship 
between employees and the company.

Employment appraisal is a function of:
• Results or what was achieved in terms of measurable outputs (e.g., quantity of 

seed processed or the number of bags of seed sold). This is an objective measure 
related to the task(s) of the job, as defined in the job description.

• Behaviors or how the individual performed. This is related to the person’s 
competencies, style, manner and appearance, and is therefore more subjective.

More weight should generally be given to the objective measures of performance, but 
the subjective component cannot be overlooked, especially with positions that involve 
much personal interaction, such as with sales’ positions. Indeed, in such positions, the 
two aspects might be highly correlated. 

The four phases of performance appraisal
Performance appraisal is an integral part of business activity. On the one hand, it is an on-
going part of the manager-employee relationship, since daily performance is monitored 
and feedback in the form of encouragement or corrective measures is given. However, 
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performance appraisal is also a structured, formal activity that is usually carried out 
annually or semi-annually, especially related to remuneration and promotion. In order 
to ensure that the process is carried out satisfactorily to achieve desired results, four 
phases are typically involved:

• Performance appraisal planning. Employees need to know that formal 
performance appraisal will take place at certain times, and they need to know 
the format and criteria to be used for appraisal. This requires planning and 
communication of the procedures to employees. The appropriate place to begin 
this planning is with well-defined and understood job descriptions. Next, the 
employees, together with managers, set output objectives and milestones for the 
tasks defined in the job description. Finally, the dates and format of job evaluations 
are set and communicated to employees.

• Execution of the performance 
appraisal. Performance appraisals 
are not to be viewed as confrontations 
between managers and employees, 
but as an opportunity to make 
objective assessments of performance 
and provide constructive feedback 
in both directions. Consequently, 
the appraisal needs to be executed in 
a professional and edifying manner 
(Box 7.3). 

• Assessment of the job 
performance. The assessment of 
a person’s performance must be as 
objective as possible, concentrating 
on quality, quantity, cost and timeliness of job outputs, and not on subjective 
or immeasurable aspects of an employee’s conduct or personality. Each output 
goal is discussed with the employee and actual outputs compared to the goal. 
Allow the employee to provide input to the appraisal and respond to identified 
differences between observed and expected performance. 

• Review the appraisal. At the close of the appraisal, review the agenda and discuss 
the completed performance appraisal with the employee. Listen and respond 
appropriately to the individuals’ perceptions and feedback. Discuss the assessment 
of performance against the employee’s strengths and achievements, weaknesses 
and deficiencies, and their development needs. Ensure full understanding of the 

Box 7.3 Common errors in rating employee 
performance 

• Familiarity – overlooking issues because of 
friendship

• First impressions – being influenced by first 
impressions rather than establishing real 
issues

• Past performance – current appraisal 
being influenced by previous performance 
appraisals

• Recent performance – concentrating on 
most recent issues and not on the whole 
performance horizon

• Stereotyping – making a prejudiced appraisal 
based on personal perceptions about the 
employee
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core message or outcome of the appraisal, and conclude the review by scheduling a 
performance planning meeting. Finally, complete the administrative requirements 
of the appraisal.

Dealing with poor performance from employees
Poor performance should not be tolerated in a business (Box 7.4). Not only does poor 
performance lead to lowered profits, but it will breed discontent, lack of enthusiasm and 
reduced commitment amongst other staff. When poor performance is encountered, never 
attack the person concerned or overlook 
the poor productivity. Rather, state the 
problem openly and offer assistance 
to finding a solution. Employees who 
perform poorly will often offer excuses—
accept these but do not concentrate on or 
be side-tracked by them. Instead, look for 
solutions and identify what must be done 
to overcome the problem. Together with 
the employee, define what the employee 
must do to improve the output and what 
the manager must do to enable the employee to improve. Agree on a short-term goal 
and set a date to review the progress. Provide encouragement to the employee for any 
improvement in performance. If there is no improvement, repeat the process at least 
twice, adding a written warning the last time. If the worker cannot meet the required 
standard, then there may be no alternative but to institute disciplinary procedures.

Training of employees to build competency

While every attempt is made to employ competent people into positions to carry out 
critical tasks, it is rare that everyone is perfectly qualified and proficient to perform tasks 
efficiently and effectively. Furthermore, as technology advances, employees may not have 
the necessary skills to make best use of the improved technology or new ways of doing 
tasks. Consequently, appropriate employee training is essential to any seed business. 
This may involve simply demonstrating improved techniques to employees, such as bag 
stacking with a new conveyor belt, or providing opportunities for specialized training, 
such as for new machine operation or software use. Whatever the situation, a manager 
should ensure that workers have the necessary skills to perform their duties in such a 
way to achieve not only quantity targets, but also the required quality of outputs.

Box 7.4 Be firm on standards, but soft on 
people

• Discuss with employees what they must 
achieve.

• Allow employees to make most of the 
decisions themselves.

• Use mistakes as learning experiences.
• Appraise the work through the measurement 

of end-results.
• Commend good performance and help to 

correct poor performance.
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Reasons for training and developing employees
Training is about improving the knowledge, skills and experience of an individual or 
group in order to increase productivity and make greater progress towards achieving the 
company’s vision. Personal development is not restricted to training, but includes anything 
that may help a person to grow in ability, skills, confidence, tolerance, commitment, 
initiative, inter-personal skills, understanding, self-control and motivation. Training not 
only benefits the company, but it contributes to employee achievement and satisfaction. 
As employees obtain training and acquire new knowledge and job skills, they increase 
their market value, earning capacity and power. Training may also qualify employees 
for promotion to more responsible jobs and so provide a motivational stimulus to 
employees. 

Effectiveness of training and development
For training to be effective it must be 
targeted to the specific needs of the 
company and employee (Box 7.5). A 
needs-analysis that examines the present 
skills’ profile of employees and the skills 
need of operations will identify skills 
gaps and training objectives. Identifying 
suitable training providers may be difficult in some specialized situations, but time and 
effort spent on defining training needs, obtaining the best trainers and using the most 
appropriate training techniques will be worthwhile. Training may be provided either 
informally within the organization or formally by contracting trainers.

The effectiveness of training is not only measured by the cost-benefit of the training or 
the number of hours employees attend training sessions, but by the changes in behavior 
of employees, the increase in productivity and/or the improvement in quality as a result 
of the training. Furthermore, training and development effectiveness involves evaluating 
reductions in such factors as staff turnover, absenteeism, staff grievances and customer 
complaints. 

Remuneration

Employees need to be rewarded for the work done, but determining the amount of pay 
for a given job is often difficult (Box 7.6). Nevertheless, compensation needs to be fair 
and sufficient for the work done. Basically, an employee should be paid according to 
what he or she is worth to the business, for the work performed and for commitment 
and performance. Remuneration is not a weapon, but a reward, and is only one aspect 

Box 7.5  The process of organizing training 
and staff development

1. Establish the training needs.
2. Set specific training goals.
3. Compile the training curriculum, specifying 

the training topics and outcomes (new skills 
or changes expected in trained employees).

4. Use effective training techniques and 
competent trainers.

5. Evaluate the outcomes of the training.
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of human resource management and 
employee motivation. 

Some of the factors to consider in setting 
salaries and wages include:
• Supply and demand. Jobs vary in the 

numbers of people available to fill the 
position, and consequently pay levels 
will vary accordingly. Where there are 
many people available for a particular 
position, a company may have greater 
leeway in the salary or wage attached to 
the position.

• Scarcity of skills. In the seed industry 
there are certain positions which require 
specialized skills, particularly related to 
seed production and processing. The 
scarcity of skills amongst people may 
require setting of higher salaries and 
wages to attract those people with the 
necessary qualifications and skills to meet the needs of the company.

• Affordability. Although salaries and wages will normally constitute a relatively small 
proportion of the total costs of a seed company, sustainable profits must still be made, 
and therefore companies are not at liberty to pay exorbitant salaries and wages. Since 
salaries and wages are a fairly consistent monthly expense they can have a significant 
impact on cash flow. Furthermore, salaries and wages are mostly accounted for under 
operational expenditure, and so influence operational profits. 

• Competitors. Seed companies face competition for their employees from other 
seed companies and other businesses. Consequently, the level of pay offered to staff 
may be more influenced by external factors than internal considerations. To keep 
abreast with industry-wide salary levels, managers should subscribe to salary surveys, 
examine job adverts and discuss with colleagues in other industries as this will help 
to maintain salaries competitive and prevent dis-satisfaction amongst staff.

Remuneration of employees is not simply the provision of a time-based salary or wage. 
Some jobs may lend themselves to compensation based on piecework or an output-
based scale, such as production staff or sales representatives. In most cases, the cost of 
employment goes beyond the salary or wage paid. Fringe benefits may also be provided 
as additional compensation to employees. These may include such benefits as medical 

Box 7.6 Principles of wage and salary 
determination

1. Pay schedules should be based on job 
requirements in terms of skill, effort, 
responsibility and working conditions.

2. Salary levels should be in general agreement 
with industry standards and labor market, 
or defined according to prevailing labor 
laws.

3. Different jobs with equivalent requirements 
should receive equivalent pay.

4. The pay level for a job should be the same 
regardless of who is employed to fill the 
position.

5. Equitable means should be used to 
compensate individual differences in ability 
and contribution in a job position.

6. Pay structures should be transparent and 
communicated to employees, worker 
committees and unions.

Source: Adapted from Beach (1985).
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assistance, pensions, transport allowances, overtime allowances, annual bonus and so 
on. These benefits must be well-defined and specified to employees on appointment 
to avoid misunderstandings or false expectations at a later date. Furthermore, the tax 
implications of fringe benefits must be determined and communicated to employees. 
In certain jobs, employees may receive use of company assets to carry out their tasks, 
such as vehicles or phones. The conditions of use of these assets needs to be clearly 
specified, so that abuses or presumptuous use does not become a point of conflict with 
supervisors.

Key thoughts

1. Human resource management is an integral part of the strategic management of 
a business, since a business is no more or less than the people employed. Whether 
or not a seed company employs a Human Resource Professional does not diminish 
the need for all managers to be skilled in managing people for their good and the 
achievement of the company’s vision.

2. Human resource management begins with identifying and defining the critical tasks 
of the company and establishing the qualifications and skills employees need to carry 
out those tasks. A company should not employ more staff than is absolutely necessary 
to carry out the critical tasks.

3. Recruitment of employees is a matter of seeking out people who can best fit into 
the positions required in the company. Once suitable people are recruited, they are 
inducted into the company to engraft them into the corporate structure, acquaint 
them with the company’s vision, and establish them into their position. This will 
ensure that they are productive partners in the company’s business.

4. To motivate employees, managers recognize that people may be dis-satisfied or 
satisfied with working conditions in the company. Dis-satisfaction breeds discontent 
and de-motivates staff, while employees who have no complaints with the working 
conditions and relationships in the workplace will generally perform to expectations. 
People will normally only perform above expectations if they obtain much satisfaction 
and personal fulfillment from doing their work.

5. The rapid rate of technological advancement requires that employees are continually 
developed in their knowledge and skills. Managers who identify training needs, 
provide training opportunities and promote skill development amongst their staff 
will improve employee performance and job outputs.

6. Staff compensation is a matter of matching the pay level with the qualifications, 
responsibilities and working conditions of the job, while maintaining congruency 
with the labor market and industry standards. Pay structures need to be well-defined 
and communicated to avoid misunderstanding and suspicion.  



8
General Management of a Seed 
Company
Thus far, various components of seed business management have been covered in a 
systematic way. At the outset, the broad picture of some key factors necessary for the 
growth of the seed sector was presented. These included factors that the seed company has 
direct influence over, namely, the product portfolio, the development and maintenance 
of a seed grower base and the establishment of a distribution network to deliver seed to 
farmers. Amongst the external factors necessary for seed sector development, facilitatory 
national seed regulations, increased farmer productivity and functioning grain industries 
were considered priorities.

With these aspects in mind, a seed company needs a vision to guide the direction of 
the business. Without clear direction, no real progress is possible, or at least it will be 
difficult to measure progress. Nevertheless, to make progress, strategies are required. The 
three principal strategies for a seed company are those of marketing, production and 
finance. The marketing strategy formulates the sales goals for a product portfolio that 
is customer-focused and determines means of achieving those goals. The production 
strategy plans the way the seed required for sale will be produced, processed and 
packaged, with a quality that meets or exceeds customer expectations and regulatory 
requirements. Immersed between the marketing and production strategy is the research 
function. This latter seeks out improved, adapted and appropriate products for the 
market that may be economically and productively produced. The financial strategy 
determines the profitability of the combined marketing and production strategies 
together with the day-to-day operational costs of running the business. It also establishes 
means of financing, managing, monitoring and evaluating expenses, income, assets and 
liabilities.

 209 
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To a large degree, every business is the sum of the people employed in the company. 
Human resource management should therefore not be neglected whatever the size and 
scope of the firm. Managers are particularly responsible in this area, as they identify 
critical tasks, recruit people into jobs to perform those tasks and institutionalize systems 
to compensate, motivate, evaluate and discipline employees. 

Seed business management is therefore a comprehensive undertaking. A holistic 
appreciation of the seed business environment, along with a thorough commitment to 
the vision, a clear understanding of the strategies and dedication to daily managerial 
duties of the business is necessary to attain any measure of success. This final chapter 
provides some further insights into issues and requirements of the general management 
of a seed business.

Characteristics of a competent general manager

A General Manager of a seed business is involved in coordinating all the components 
of the company to achieve the vision. This involves formulating and implementing 
the financial, production and marketing strategies, monitoring and evaluating progress, 
and implementing improvements to ensure that the business progresses. Along with 
this is the management of the human capital of the firm. In order to fulfill this multi-
tasking role, the following personal attributes are helpful:

• Courageous and visionary
• Confident and persevering
• Calm and rational under stress
• Willing to let employees take responsibility and do their work
• Ability to recognize and provide for the needs of employees so that they may be 

enabled to carry out their work effectively
• Able to communicate effectively for right understanding
• Results – and performance-oriented
• Pro-active rather than reactive
• Able to prioritize, putting first things first
• Constantly learning to obtain necessary knowledge and skills
• Able to concentrate on activities that are productive
• Work according to schedule and to a high standard

Within the context of a managerial position in an organization, two key behavioral 
variables have been identified (Blake et al. 1964). The one is a concern or passion for 
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production and output, while the other is a concern for people and their well-being. 
These two concerns may exhibit degrees of expression and their combination influences 
the culture and climate of the business (Figure 8.1; Box 8.1). Managers who exhibit a 
minimal concern both for the people in the organization and for production will likely 
inculcate similar attitudes amongst subordinates and colleagues, resulting in reduced 
production and low morale. Where managers portray opposite extremes of concern for 
people and production, corporate culture may follow. The organization will move towards 
a culture of a comfortable work environment (i.e., the “comfort zone” where friendship 
and good relationships are prized, while production will be expected to happen as a by-
product of good relationships), or a focus on output alone will arise (where people are 
expected to work hard to produce outputs but are not expected to participate in work 
planning or decision-making). The best managerial style is where near equal emphasis 
is given to people and productivity. Human relationships and welfare is considered 
important, as is productivity output. To move towards this position where people have 
a common stake in production, managers need to first examine their own behavioral 
patterns, evaluate team effectiveness and diagnose major organizational problem areas. 
After this, corrective personal and organizational measures may be implemented so as to 
enhance the organizational culture for improved managerial effectiveness.

Figure 8.1   The managerial grid that illustrates the combinations of the degree of concern for people 
and concern for production on the organizational climate of the business.

Source: Adapted from Blake et al. (1964).
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It is unusual for a manager to be thoroughly competent or able to cope with all the daily 
demands of managing the entire operation of a seed business, even a small one. The 
demands of managing the financial, production and marketing strategies are immense, 
especially as the business grows. Wherever a manager recognizes a personal weakness in 
one or more areas, or where there is simply insufficient time to give enough attention 
to each component, it would be wise to employ complementary people. Choosing the 
right people to employ into key managerial positions, indeed into any position in the 
company, is crucial to success. Take time to define the job, its functions, performance 
indicators, areas of responsibility and required qualifications.

When a new position is created and filled with a suitable person, the manager has 
to delegate some authority to the employee in the position. However, this delegation 
of authority does not imply a loss of control, which is a fear many managers have of 
delegation. Delegation brings about a different type of control—the manager no longer 
carries out the actual task, but supervises and advises the person doing the task. Thus, as 
a seed business grows, the senior manager is likely to become more and more involved in 
supervision of employees. In such situations, good managers are concerned with meeting 
the needs of the employees as they work at accomplishing their jobs. This requires good 
communication systems, clear reporting structures, measurable performance indicators, 
and a clearly understood and shared vision in the company. Above all, leadership ability 
is required of a competent general manager.

Leadership styles
Managers and leaders are not equivalent. 
Strictly speaking, managers are concerned 
with the management of the technical 
aspects of a business, such as things 
and processes, while leaders lead people 
(Beierlein et al. 2008). Managers 
principally aim at achieving high technical 
efficiencies, by doing the right things well. 
They also ensure that subordinates have the 
necessary environment, tools and resources 
to achieve output targets. Leaders, on the 
other hand, seek to attain the greatest 
possible good from the activities of people. 
General Managers of seed businesses combine both roles, but leadership is the greater 
component since technical management is usually delegated to subordinates. 

Box 8.1  What are the organizational 
culture and climate?

The concept of organizational culture refers to 
the underlying set of principles and values that 
are maintained and upheld in the company. It 
is the way things are done in a company. The 
climate, on the other hand, refers to the daily 
interactions and nature of relationships amongst 
people in the company. The two aspects of 
culture and climate interact and influence 
employee motivation and satisfaction, and 
also affects the way customers and the world 
perceive the company.

Source: Adapted from: Burke and Litwin 
(n.d.)
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There are as many leadership styles as there are leaders, and there will always be a 
leader, either good or bad. Whether managing a small team of marketing personnel 
or a large international corporation, a manager’s leadership style is crucial to team and 
company performance. A leader’s behavior has a significant influence on an employee’s 
emotions at work and consequently contributes to the organizational climate. In brief, 
the leadership style means the patterns of behavior that a leader uses under different 
situations. Influenced by our internal motives, values, cultural environment and the 
way we were taught, each person unconsciously tends to have some natural style of 
leadership. 

Management specialists have developed various classification schemes of leadership 
styles. Daniel Goleman (2002) in his book Primal Leadership describes six leadership 
styles. None of these is good or bad, but each has its time and place to be used. An 
outstanding leader is able to use a variety of leadership styles and skillfully switch 
between them, depending on the circumstances encountered. 

The visionary style
A visionary leader motivates through presenting to the team well-articulated long-term 
vision and solicits employee perspectives on the vision.  The leader uses a balance of 
positive and negative feedback, directs where to go but not how to get there, and so 
leaves space for employees’ creativity, innovation and struggle to progress towards the 
vision. Performance of employees is evaluated in relation to the vision. This style is 
suitable when new direction and strategies are needed or when a new team is formed. 
When used well, this style will have a long-term positive effect on the organizational 
climate. The visionary style is not suitable in emergency situations or when trying to 
motivate more experienced experts or peers.

The coaching style
Leaders who have this style help employees to find and understand their unique strengths 
and weaknesses, while tying them to professional goals and aspirations. Such leaders also 
encourage long-term professional development of team members. The leader delegates 
challenging assignments, provides on-going instruction, as well as feedback and may 
temporarily trade-off immediate standards of performance for long-term development. 
This is a suitable style when building an individual’s long-term skills and capabilities, 
and it may have a positive long-term effect on team performance. 
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The affiliative style 
The person who has this style of leadership is most concerned with promoting friendly 
personal interactions, creating harmony within the team or organization, and tends 
to avoid any performance-related confrontations. The leader puts more emphasis on 
addressing employees’ emotional needs over the work needs, pays attention to and cares 
for “the whole person”, often stressing things that keep people “happy” and comfortable. 
The affiliative style boosts morale and is suitable when accompanying the visionary style, 
to motivate during stressful situations or temporarily as a kind of reward. When used 
improperly, it may avoid emotionally distressing situations such as negative feedback or 
cause detachment from organizational and production goals.

The democratic style
The democratic leadership style builds commitment via employee participation and 
collective development of decisions, promotes teamwork, listens and values input and 
trusts in collective wisdom. Employees are given freedom to develop the appropriate 
direction for themselves and the given task. The democratic style helps to generate new 
ideas, build consensus (collective buy-in) and provides space for employees’ concerns 
and standards. When done badly, however, it may result in many meetings and look like 
lots of listening but very little effective action. 

The pace-setting style
These leaders have a strong drive to achieve and lead by example. They build challenging 
and exciting goals for people, expecting excellence and often exemplifying it themselves. 
They have high standards and expect that team members know the rationale behind 
what is being modeled. However, they tend to hesitate to delegate and may take 
responsibilities away from team members if expected performance is not forthcoming. 
If necessary, they will roll up their sleeves and rescue the situation themselves or give 
detailed task instructions when employees experience difficulties. Using this leadership 
style gets short-term results but over the long-term, this style can lead to exhaustion and 
performance decline. It is best used for results from a motivated and competent team.

The commanding style
The commanding leader gives lots of directives, controls activities tightly, micro-manages 
and expects immediate employee compliance. These leaders rely on negative or corrective 
feedback and motivate by stating the negative consequences of non-compliance. This 
approach is suitable in times of crisis when unquestioned rapid action is needed and 
with problem employees who do not respond to other methods of motivation. If used 
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too much as a main leadership style, it de-motivates, causes exhaustion and disharmony 
in the team.

Why do some seed businesses fail?

That businesses may fail is not impossible. Failure is a possibility and a risk that every seed 
business manager must consider and guard against. To put it bluntly, a common reason 
for business failure is incompetence. Incompetence 
simply means that a person lacks the necessary skill 
to do or carry out a task. Thankfully, incompetence 
may be overcome! Training, and the implementation 
of learned skills, can overcome incompetence and 
thus help prevent a business from failing. Thus, in theory, a business does not have an 
excuse for failure, for there are ways and means of gaining appropriate knowledge, skills 
and experience and applying these to the business situation. Of course, there are other 
factors that may cause businesses to fail which may be external to the business, such as 
drought or national economic woes. However, even with these factors, good managers 
should anticipate them, make and implement plans to overcome them.

Common areas of incompetence that may cause businesses to fail include:
• Inefficient control over costs
• Inadequate quality of product
• Lack of strategic planning
• Mismanagement of cash
• Under-pricing products
• Employing the wrong people
• Bad public relations with customers
• Bad relations with suppliers of consumable materials
• Inability of management to make decisions and act on them
• Inadequate control of business finances
• Taking on too much credit and being unable to repay
• Granting too much credit to customers
• Consignment selling arrangements with stockists who do not manage stocks well 

or who do not pay for stock they have sold

With respect to seed companies, other factors that may lead to failure are:
• Product stagnation, i.e., no development or acquisition of new varieties

“Poor management is the greatest 
single cause of business failure.” 
Steve Muhlhauser
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• Poor maintenance of source seed stocks (breeders’ seed) leading to product 
contamination and genetic variability

• Poor storage facilities that cause seed quality deterioration
• Not keeping abreast with agricultural developments and trends so that varieties 

become redundant
• Poor relations with seed growers

The results of incompetence and all the factors listed above generally lead to the three most 
common death-nails of a business, namely, lack of cash (liquidity), low profit margins and 
too much debt (insolvency). Low profits simply affect the ability of the company to grow, 
invest and keep pace with inflation. Too much debt, and especially risky debt, merely 
impacts on cash resources to run the business. Without cash, a business is basically 
unable to function on a day-to-day basis, even if the potential profits from repaid debts 
would be large. These lists should therefore serve as checklists to measure a seed business 
against. If some of the items in the list are evident in a business, this should serve as a 
warning and corrective measures taken.

Developing a business plan

This book has presented key aspects of seed business management, such as developing 
a company vision, defining the marketing, production and financial strategies, and 
establishing human resource management principles. General Managers have the task 
of combining these aspects into a coherent business plan that will be used to guide 
business activity and serve as a motivator for credit applications. 

When plans are not made or documented, the manager loses control of the business 
future, and subjects the business to the vagaries of crisis management, instead of planning 
to make things happen that will progress the business towards the vision. A common 
saying in business is, “If we fail to plan, we are planning to fail!”

Writing a business plan is important because:
• It forces the manager to arrange strategies and activities in a logical order.
• It forces the manager to think realistically about the business.
• It may help avoid going into activities that are likely to fail.
• It will become the working action plan, giving guidelines on how to run and expand 

the business.
• It will provide information needed by others, especially when wanting to borrow 

money.
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There are short-term plans and long-term plans. Most managers make short-term plans, 
for example, on a daily basis to get tasks done. Few managers, however, prepare and 
document long-term plans. Long-term plans are important to maintain control of the 
business and to help the business grow and develop. The Business Plan is a long-term 
plan, and must therefore be prepared with much systematic forethought. 

A Business Plan may be written up in any form, as there are no rigid rules. Nevertheless, 
it should be succinct, understandable, logical and well-written. The basic outline of a 
business plan may have the following main sections:

• Introduction,
• Summary,
• Business vision,
• External business environment review,
• Internal business analysis, including SWOT analysis and other tools,
• Marketing strategy,
• Production strategy,
• Financial strategy,
• Management and administration,
• Funding requirements and proposals, and
• Conclusion.

Business organization

Businesses may be organized in a number of different legal and organizational formats. 
The most common forms of legal organization are sole trader (or proprietorship), 
partnership, cooperative, private limited company or public company (corporation). 
Once a business begins operations with one legal format, it need not necessarily remain 
in that form. Businesses may change their legal status over time and according to 
circumstances. 

An example of such change in legal status is Seed Co Limited, a multi-national, but 
indigenous seed business in Africa (McCarter 2002). The origins of Seed Co Limited 
date to 1940 when the Seed Maize Association was formed in Zimbabwe amongst 
farmers to produce and market popular open-pollinated varieties. As the market for 
maize and other crop seeds grew, the Seed Maize Association merged with another 
Crop Seeds Association to form the Seed Co-operative Company of Zimbabwe 
Limited, essentially a registered cooperative of seed-producing farmers. The Seed Co-
op, as it became known, grew further, and in 1996 the company was renamed Seed Co 
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Limited and was listed on the Zimbabwe Stock Exchange. Since then, the company has 
expanded into a number of African countries establishing regional business units under 
the framework of the Seed Co Group.

The choice of legal structure is influenced by the number of people who start a business, 
by the size of the business and by the way the owners wish to subscribe, attract, conserve 
and distribute equity capital. The decision of the most appropriate legal structure also 
takes cognizance of government regulations and tax laws concerning business operation. 
Hence, the advice of lawyers and tax consultants is helpful to owners deciding on the 
legal form of operation. What follows here is a brief description of the principle aspects 
of alternative organizations.

Sole trader
This is the most common way to begin and operate a small business. The business is 
established, owned and managed by one person, even though the business may employ 
workers. Anybody can run a business as a sole trader and it requires little or no legal 
formalities. Sole traders usually have a name like P. Mwangi T/A Super Seeds (where the 
“T/A” stands for trading as).

Advantages:
• The business is independent and the owner has maximum management control.
• It is simple and flexible.
• Sole traders require little capital to start off.
• The owner is personally involved and directly responsible, and therefore there is 

strong motivation to succeed.

Disadvantages:
• The owner is directly responsible and liable for the debts of the business, so if 

there is a debt crisis, the owner may lose some of his personal possessions to repay 
loans.

• It often suffers from a lack of working capital.
• It may lack continuity if the owner goes away.

Partnerships and cooperatives
A partnership is an association of two or more persons who establish and manage a 
business as co-owners. These may also be termed “Joint Ventures.” Partnerships are usually 
restricted to a small number of co-owners, while co-operatives commonly comprise 
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many co-owners. These forms of business ownership are common in community-based 
seed schemes.

Each member or co-owner of a partnership or co-operative usually pays an amount into 
the business to generate the initial working capital. The terms of the co-ownership are 
set out in a partnership agreement or constitution. These agreements clearly define the 
roles and responsibilities of each partner or member, and how profits or losses, assets 
and liabilities are to be shared between owners. 

Advantages:
• Partnerships enable a new business to raise initial working capital.
• Partners can contribute experience, knowledge, skills, resources and ideas to the 

business.
• Partnerships are a good model for small-scale seed production, especially if the 

farmers are in a contiguous area, for it enables the whole group to grow one 
variety, thereby minimizing contamination of seed.

• Partners share responsibilities and risks.
• Partners share in the profits.

Disadvantages:
• All the partners are directly responsible for the debts of the business.
• It is sometimes difficult and tedious to make decisions.
• Disagreements amongst partners can ruin the business.
• One partner can do much harm to the business—this is particularly true for a 

seed business in the case where one farmer introduces another variety of seed into 
the production scheme, thereby contaminating the whole crop.

• Loss or departure of partners can cause problems in distribution of assets and 
capital.

Incorporated companies
In some instances, individuals or small groups of people may find it advantageous to 
register their business as a limited liability company. By doing this, the business becomes 
a legal entity in itself, separate from the owners, even though the owners still have 
direct control over the business as shareholders. Thus, the company itself, and not the 
owners, defines the business and is liable for debts. In other words, the liabilities of the 
company are limited to the assets of the company. This gives maximum legal protection 
to the owners. The shareholders are the “Directors” of the company and have a defined 
share in the business. They may appoint managers to run the business on their behalf. 
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This form of legal structure also provides continuity to the business as ownership may 
be transferred without terminating the business operation. The business may only be 
terminated by legal action.

The process of incorporating a business is complicated and costly, and thus most small 
businesses neither operate in this way, nor do they begin this way. However, if a small 
business expands, it may well be worth formalizing the business into a limited liability 
company. Indeed, for an entrepreneur serious about establishing a seed company, it is 
probably best to begin by forming a registered company, with the advice of a competent 
accountant or lawyer. 

How to make a community seed production group successful
Cooperatives and farmer groups are often formed to produce and distribute seed on 
a communal basis. Farmer-groups are generally a good idea, because they encourage 
the pooling of skills, labor and resources, while also increasing buying or selling power 
through collective action. Furthermore, in seed production, a group enables smallholder 
farmers to achieve required isolation if all members in a contiguous area grow the same 
variety or agree on suitable time-isolation planting dates. However, the formulation 
and management of groups is often more complex and difficult than a solely-owned 
business. A basic key to success is to strive to maintain unity and cooperation amongst 
members. This may be achieved through recognizing the following points:

• Groups work best when they consist of people with similar backgrounds, 
circumstances and objectives.

• Rules governing the group’s activities should be decided upon by group members 
and be written up in a constitution accepted by all in the group. 

• Ideally, every member of a group should have a responsibility, since everyone has 
something to contribute and everyone has a need to be needed. 

• Each member has his or her own objective or agenda. Seek to incorporate these 
into the objectives of the group so that all members are satisfied. However, be 
careful that personal agenda do not interfere with or prevent the group objective 
from being achieved.

• A good leadership structure is essential. Leaders are most effective when they 
serve and meet the needs of those whom they lead.

• Open and honest communication which seeks to understand before trying to be 
understood will engender transparency and trust amongst members.

• Solving conflicts as soon as they occur will reduce dis-satisfaction amongst 
members. Conflicts that fester will tend towards disunity. When solving conflicts, 
seek solutions in which all parties win. Avoid solutions in which one party wins 
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and the other loses. Win-win solutions may be achieved without compromise, but 
they require hard work and a willingness by all parties to seek the best solution. 
Remember to attack the problem, not the person.

Risk management

The agricultural business environment is a particularly uncertain one. Not only do agri-
businesses and farmers face the vagaries of climate, but the socio-political and economic 
environment is constantly changing. Furthermore, the long product life cycles and 
production processes do not provide companies with short-term agility. Seed business 
managers have to plan over long planning horizons. Therefore, it is hard to respond 
quickly to rapid changes in the environment or economy. 

Businesses face both risk and uncertainty. Uncertainty reflects situations where the 
outcome is unknown. There is little that can be done about uncertainty except to attempt 
to build into the company’s strategy a degree of resilience. This may include aspects such 
as having healthy asset:liability ratios, keeping tight control of credit sales, sustaining 
good levels of liquidity, and maintaining buffer stocks of seed to counter catastrophic 
weather conditions or to take advantage of unexpected upturns in sales. Some of these 
conservative measures, however, may impede or limit growth or expansion plans.

Risk describes a situation in which managers are able to determine the probability 
of possible outcomes when certain events occur. In maize farming, for example, the 
probability of yield loss from drought is greater if drought occurs over the flowering 
period than during the vegetative period. Or, the probability of seed deterioration is high 
if seed is stored in moist warm environments. This indicates, and it is well understood, 
that agri-businesses face the greatest risks from weather-related conditions. However, 
seed businesses may also face financial risks, particularly regarding borrowing or lending 
money; legal risks with respect to seed performance or accidents; and personnel risks in 
the event of the departure or loss of employees.

Key to managing risks is a regular scan of the business for potential risks, estimate 
their likelihood of occurrence and their possible degree of impact on the business, and 
define risk prevention or mitigation strategies to deal with the risk (Table 8.1). Each 
manager in the company becomes responsible for implementing the risk prevention or 
mitigation strategy. Risks that are considered to have a high impact and a high likelihood 
of occurrence are particularly emphasized and frequently reviewed to ensure that the 
company is doing all that is necessary to reduce the possibility of the risk occurring.
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Table 8.1   Example of a framework for establishing a risk management strategy in a seed business, 
with two risk management cases.

Time management

Business plans must be implemented in a timely manner. Timelines and milestones 
help managers to monitor implementation and attainment of goals. Time should be 
managed rather than allowing time to manage us. Time is a resource that can either be 
used efficiently or wasted. Time itself does not cost anything, but its misuse can be an 
unrecoverable expense. Here are two important tips for consideration:
1. Schedule time carefully. Work backwards from deadlines, setting realistic times or 

dates when certain tasks must be completed. Communicate these to all involved.
2. Prioritize activities. Priority setting is the process of ranking tasks from the most 

important to the least important. Be careful not to allow the urgent to override the 
important. Important tasks are those that will make a significant contribution to 
the value of the business. Urgent tasks usually do not contribute much to business 
success, but they can consume a lot of time.

Some important dos and don’ts related to time management:
DO DON’T
• List and prioritize tasks to be done • Attend useless meetings
• Stop talking so much • Spend time talking about useless things 
• Be on time • Be late
• Tackle the most important tasks first • Waste time

Objective

Staff 
motivation

New product 
development

Risk

Staff de-
motivated 
with 
consequent 
reduction 
in seed 
processing 
output

Inappropriate 
products 
developed

Process 
system

Human 
Resource 
Manage-
ment

Research

Responsible 
Manager

Seed 
Processing 
Manager

Research 
Manager

Recommended 
risk prevention 
or mitigation

Good 
communication 
between manager 
and plant 
supervisors
Appropriate 
processing targets 
set

Marketing goals 
communicated 
to Research 
Department

Impact
(Low, 
Medium, 
High)
Medium

High

High

Likelihood
(Low, 
Medium, 
High)
Medium

Medium

Low

Mitigation 
plans

Weekly 
processing 
planning 
meetings

Plant manager 
to review
weekly 
processing 
requirements
Bi-annual 
meetings to be 
held between 
marketing 
and research 
departments
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Improving business performance

All managers should aim to improve their business performance. There is always the 
possibility of doing things better, more effectively or more efficiently. On a continuous 
basis, critically assess each of the three strategies of the business as they are being 
implemented, seek feedback and input from employees and customers, and use this 
information to revise plans, improve strategies, enhance sales, reduce costs, improve 
quality and increase profits. Continuous improvement is a mark of a good company.

Performance that is measured can be managed. Key performance indicators (KPIs) are 
therefore a useful means of monitoring company performance (Table 8.1). KPIs may 
be calculated for a range of company activities, statuses and outputs. It is important 
to note, however, that only those KPIs that are likely to make a significant impact on 
company performance should be recorded and tracked. Targets for these may be set 
and actual performance evaluated against the targets. The reasons for any observed 
positive or negative differences serve as learning opportunities and provide a stimulus 
for improvement. 

Planning, implementing, monitoring and improving business performance is a learning 
process. The first plan may not fit together perfectly or in its initial implementation, a 
strategy may not work perfectly. However, by learning from the experience, the second 
and subsequent iterations can be improved. During implementation, the manager must 
be willing to be flexible and adaptive, taking challenges, mistakes and uncontrollable 
factors into rational account. Above all, do not lose hope. Persevere. The rewards of 
adapting to change, accommodating the unexpected, and exploiting new opportunities 
are well worth the effort—not just for the personnel of the seed company, but also for 
all those who are the business’ customers. A seed business that is profitably supplying 
quality seed of improved, adapted and appropriate varieties to farmers will make a 
significant difference to farmer livelihoods and national economies. This is the vision 
for the seed sector; this is the goal to which we should strive.
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Table 8.2   Examples of key performance indicators relevant to a seed company.

KEY PERFORMANCE INDICATORS CURRENT TARGET
MARKETING
• Product life-cycle or age analysis per variety
• Volume and contribution to total sales of each product
• Quantity and value of seed sold through various distributors
• Number of field days and farmer attendance
• Marketing costs per tonne of seed sold
• Selling price per variety and pack size
• Ratio of selling price to cost of goods
• Ratio of selling price to grain price
• Market share
• Number and value of complaints  
RESEARCH
• Ratio of trial to nursery rows
• Number of varieties in preliminary, intermediary and advanced testing
• Number of varieties in registration process
• Number of varieties registered annually
• Trial and nursery row costs
• Variety performance in National Trials  
PRODUCTION 
• Gross current production of each variety
• Average yield per variety
• Seed yield and production of each seed grower
• Average cost per tonne per variety
• Seed quality indicators, such as percent rejections, average germination 
 percentage per variety, average defect percentage per variety
• Mileage per Seed Inspector 
PROCESSING and WAREHOUSING
• Man hours per ton of seed processed
• Cost per ton of seed processed
• Electricity cost per ton of seed produced
• Processing gains/losses per crop
• Equipment downtime
• Stock reconciliation losses
• Seed quality indicators, such as germination percentage  
FINANCE
• Timeliness of presentation of management accounts 
• Return on capital employed
• Gross margin per product
• Liquidity ratio
• EBIT as a percentage of turnover
• Cash flow
• Expenditure on Research, Production, Processing, Marketing and 
 Overheads as a percentage of turnover  
• PERSONNEL
• Vehicle running cost per kilometer 
• Vehicle fuel consumption and monthly mileage
• Telephone costs (cell and land line) per employee
• Absenteeism per employee
• Training days per employee per year
• Staff turnover  
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Key thoughts

1. The general management of a seed business involves coordinating all the components 
of the company to achieve the vision. Leadership skill is a notable requirement for 
advancing the company towards the vision.

2. Competent leaders have attributes such as vision, communication skills, zeal and 
perseverance, while they are able to balance and maintain a high concern for people 
and a high concern for production.

3. Failure in business has its root cause in incompetence. However, incompetence may 
be overcome through education, communication and application of knowledge. 
The three main financial factors needed to keep a business alive and growing are 
liquidity, solvency and profitability.

4. Business plans that are prepared and written up provide a sound basis for 
management, while also serve as means to secure funding for operations and/or 
growth.

5. Seed businesses should choose a legal structure that will give the company the 
best opportunity for securing investment, providing protection to owners, means 
of optimal management of the business, and for distributing equity and profits 
amongst owners.

6. Businesses face both risk and uncertainty. Incorporating a degree of resilience into 
the company will help avert impacts of uncertain events, while evaluating the 
probable impact and likelihood of risks and instituting mitigating actions for each 
potential risk will help to reduce the possibility of risks occurring. 

7. Time is a valuable commodity that cannot be wasted without dire consequences.
8. Continual improvement of a business’ performance may be achieved tracking key 

performance indicators, and applying lessons learned from the changes noted.
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Appendix 1.1  Example of a complaints form for receiving and handling complaints in a seed company.

Date Received:  Complaint made by: Complaint Number:
....../........./....... Visit / Telephone Call / Other  
Customer Nam�
Address:...........�
Tel No.:....�
Nature of Complaint:
........................�
........................�
Product: Variety: Pack Size: Label No.:

Place of  Quantity  Date of
Purchase: Purchased: Purchase: ....../........./.......
Storage Conditions:

Planting : Method (hand/machine) soil conditions:  
                                                                        

Fertilizer applied: (before and after planting)

Herbicide Used:                                                     Application Rate:

Date of application....../........./.......
Weather: (before and after planting)

Action Taken: (stock replaced, agronomist visit, QC lab check on residual samples/ P & G Cert)
........................�
........................�
........................�
Date of action : ....../........./.......
Results:
........................�

Comment:
........................�
........................�

Complaint Taken by (Name):                                                                  Date....../........./.......
Copies to: Management, Quality Assurance, Research                          Date: ....../........./......
Entered into Complaint Register by (Name):                                          Date:....../........./.......
Cost of resolution:
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Appendix 1.2   Example of a complaints register for tracking number, type, resolution and cost of 
complaints.

Complaint Date of  Nature of complaint Seed Lot  Resolution Cost of 
Number Complaint  No.  resolution
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Appendix 2.1   Factors to consider when drafting contract specifications. 

                                                      General factors Y N
Responsibilities The contract should outline the responsibilities and obligations of each party  
Enforcement The manner in which the agreement can be enforced should be clarified   
Arbitration The remedies that can be taken if the contract breaks down  
Legal requirements Does the contract meet with the county’s minimum legal requirements?  
Contract format Will a simple registration format suffice?  
Understanding  Are the farmers consulted in the drafting of the document?
the contract Is the language easily understood by the small-scale farmer?  
 Should the contract be written in the local language or bilingual?  
 Does the company employee explaining the contract understand the document?  
 Is the farmer given sufficient time to review the document?  
 Is the farmer given a copy of the contract document?  
                  Contract signatory  
Signatory Is it important to monitor individual accountability and performance or 
 will a group contract suffice?  
 Contract specifications  
Contract duration Would a short term or long term contract be more suitable?
Quality standards  Has the number of grades been kept to a minimum?
 Does each grade should have a clear description of quality criteria that
 are easily understood?  
Production quotas  Does the quota match the company’s ability to process, store or market 
 the produce?  
 Is the farmer able to achieve the quota with the amount of input support?  
 Is the quota based on actual product volumes for the planted area?  
 Is the quota based on the level of company input support?  
 Is it possible to encourage farmers to increase productivity by giving higher 
 prices when specified production targets have been obtained?  
Cultivation practices  Detailed specifications for cultivation practices should be made available to 
 the farmer  
 All supplied inputs should be used in the correct quantities and farmers
 should follow recommended cultivation practices  
 No unauthorised agrochemicals should be used  
Crop delivery Farmers should be informed of transportation arrangements
arrangements   
Pricing  Farmers should be informed of the pricing structure
arrangements Prices should be related to grade specifications   
 Farmers should be informed of payment times and methods  
 Farmers should be allowed to verify weights of their produce  
Insurance Companies might consider making insurance available to farmers
arrangements   
Technical support The contract should specify the extension support availed by the company 
 including the duties of extension staff  
Management Farmers should be informed of how the company intends to manage the contract  
Input support Details of input support are usually presented as an attachment to the 
 contract agreement

Source: M. Dawes, 2008, personal communication.
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Appendix 2.2   Example of a generic seed-grower contract.

MEMORANDUM OF AN AGREEMENT
made and entered into by and between

________________[Seed Company]_________________

(hereinafter referred to as “the Company”)

and

_________________[Seed Producer]_________________

of  ____________________________________________________

(hereinafter referred to as “the Producer”)

WHEREAS the Company is a specialist in the production of crop seed

AND WHEREAS the Producer is a farmer in the district of _________________________ (hereinafter referred to as “the 
farm”) suitable for the production of seed

AND WHEREAS the Producer has agreed to produce EXCLUSIVELY for the Company on the farm, in the farming year 
commencing in ___________ (hereinafter referred to as “the said year”), seed of crop ____________ using parent seed 
provided by the Company

NOW THEREFORE THESE PRESENT WITNESSETH that the parties hereto have entered into and concluded the 
following agreement, that is to say:

1. The Company shall supply to the Producer free of charge _____ kg of ________________ parent seed (hereinafter 
referred to as “the parent seed”) per hectare for planting on _________ hectares of the farm.  The seed shall be delivered 
to the Producer from the Company’s factory by not later than the ____________.

2. The parent seed shall be used solely for the purpose of producing seed of ______________ for delivery to the Company 
and to this end the Producer shall:
(a) plant the parent seed on the hecterage aforementioned not later than the ______________, on properly prepared 

land on the farm at the seeding rate per hectare specified by the Company;
(b) the producer shall regularly notify the Company before and during planting on the progress to avoid/reduce 

planting errors;
(c) ensure that the land planted with the parent seed is a minimum of ________ meters distant from any other land 

planted to maize, that the land in question was not planted to the same crop in the previous planting year (save 
with the written approval of the Company) and that such land is fenced to protect it against animal damage;

(d) ensure that the land used is properly managed in accordance with approved conservation methods and has 
adequate irrigation facilities to supplement the rainfall on the farm should this be inadequate and shall use such 
facilities as needed;

(e) take all necessary steps for the proper fertilization and cultivation and harvesting of the crop grown from the 
parent seed (hereinafter referred to as “the seed crop”) including the removal of all degenerate and off-type 
growth, in accordance with instructions received from the Company from time to time for which purposes the 
Producer shall retain an adequate labor force on the farm;

(f ) take all reasonable precautions against infestation by insects and pests, including the proper spraying of the crop 
with insecticides and fungicides as approved by the Company;

(g) ensure that the seed crop is harvested and threshed as soon as possible after ripening, subject only to favourable 
weather conditions, and that special care is taken so as to ensure that none of the seed is damaged so as to impair 
it from germination;

(h) take precautions against theft before and after harvesting including during processing;



(i) comply with any instructions given by the Company from time to time with regard to the production of the seed 
crop;

(j) comply with requirements laid down in the _____[National Seeds Regulations]____;
(k) ensure that all inspection reports required for the seed crop are timeously obtained and that the Producer complies 

with the requirements laid down in such reports;
(l) timeously notify the Company of any adverse occurrences that may have effects on the seed crop.  

3. The Company shall be entitled through its duly authorized representatives to enter upon the farm at any reasonable 
time without notice for purposes of inspecting the land being prepared therefore, the production of the seed crop, 
storage sheds and other handling facilities.  Such right shall also be enjoyed by Government appointed Inspectors.  
Inspectors’ instructions shall strictly be adhered to. 

4.       (a) The Company shall pay to the Producer for seed crop produced by the Producer and delivered to the Company 
at minimum sum of USD______/t. 

 (b) Payment shall be made within _________ days from the date of delivery subject to compliance by the 
Producer with the provisions of this agreement and the seed complies with the required purity and germination 
standards.

5. Ownership of all germplasm (parent and seed crop) material remains the sole property of the Company. Any of the 
parent material not planted shall be returned by the Producer to the Company in good order on or before _________
___________________.

6. The Company chooses domicilium citandi et executandi at _____________________, and the Producer at ______
__________________. Any notice given by one party to the other or required to be given in terms hereof shall be in 
writing and may be left at or addressed and posted by registered post to the aforementioned addresses, and any notice 
so left or addressed and posted as above shall be deemed to have been properly given and received and in the case of a 
notice sent by post shall be deemed to have been delivered within seven days of the date of posting.

7. This agreement constitutes the entire contract between the parties and no variation shall be made thereto unless it be 
reduced to writing and signed by the parties hereto.

8. That should either party commit a breach of any of the terms and conditions of this agreement and fail to remedy the 
same within seven (7) days of the receipt of a written request so to do the other, non-defaulting party shall be entitled to 
cancel this agreement without prejudice to any claim which it may have for damages for breach of contract or otherwise 
and for the repayment of monies advanced. Upon the termination of this agreement the Company shall be entitled to 
require the Producer to destroy forthwith all the maize plants produced from parent seed supplied by the Company and 
the seed crop derived therefrom and should the Producer fail to do so, the Company is hereby irrevocably empowered 
through its agents or representatives to carry out such destruction.

THUS DONE AND SIGNED AT .......................... ON THIS ........... DAY OF ................................. IN THE PRESENCE 
OF THE UNDERSIGNED WITNESSES:
 
......................................................
for and on behalf of The Company

AS WITNESSES:
1.    
 
2.

THUS DONE AND SIGNED AT .......................... ON THIS ........... DAY OF ................................. IN THE PRESENCE 
OF THE UNDERSIGNED WITNESSES:

....................................................
for and on behalf of The Producer

AS WITNESSES:
1.    
        
2.
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