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Annotation. This article talks about the agricultural potential of Ukraine in the
crop sector. Namely, that the Ukrainian agricultural business is currently represented
by three main groups of producers: farms (up to 1000 hectares) of medium-sized
agricultural companies (from 1,000 to 10,000 hectares) agricultural holdings.
Comparing the profitability of large agricultural holdings and small enterprises, it
should be noted that small businesses can be even more profitable than large holdings
and this is confirmed by the recommendations of experienced agro-consultants on the
ideal size of a profit unit, which is about 3,500 - 5,000 hectares. As a result, the
emphasis on the development of small farms from a macroeconomic point of view is
reasonable and tailored. Moreover, as the number of farms grows, competition will also

grow, causing the need for well-trained specialists in the agricultural sector, and this
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will stimulate the development of relevant educational institutions, which, in turn, will
also be an advantageous phenomenon for the Ukrainian economy.

The author says that today the gross yield of crop production is strictly dependent
on the organization and management of internal processes. Consequently, in such
conditions it is difficult to overestimate the role of experienced high-quality managers;
they must put all efforts into making the value chain profitable. Managers urgently
need a new vision of agricultural production, the introduction of optimization of all
available resources and control of key processes. It is very important to understand
whether this or that management model is working correctly and whether or not the
goals are achieved in the end. The author of the article focuses on in-depth study of the
subject and an integrated approach to problems in the agricultural sector, and also gives
recommendations and tips for improving the state of this industry. Also, attention is
paid to the effective management of resources, reducing costs, improving the
professional level of managers. For this study, in order to understand how the processes
in the Ukrainian environment work, four Ukrainian grain producers were selected as
target companies for a detailed analysis of management decisions, planning and
monitoring the financial results of companies. In this article you will find a brief
summary and conclusions of a detailed study.

Key words: agroholding, agrarian sector, crop production, small and medium
business, profitability, farming, optimization of agrarian resources.

Formulas: 0, fig.: 2, tabl.: 0, bibl.: 10.

Anomauia. Y 1l CTaTTi TOBOPUTHCS MPO CLIBCHKOTOCIOIAPCHKUN MOTEHITAT
VYkpainu B ceKTOpl pPOCIMHHUIITBA. A came, MO0 YKpaiHChKUI arpapHuii Oi3HEC Ha
pa3l MpeacTaBlI€HUWH TpPbOMAa OCHOBHMMHM TpylaMH BUPOOHUKIB: (epMepchKi
rocrnogapctba (10 1000 ra); arpokommnanii cepenuboro po3mipy (Bix 1000 o 10000
ra); arpoxoyauHrd. [lopiBHIOIOYM TMPUOYTKOBICTH BEMKUX arpOXOJIMHTIB 1 MaIMX
IiJOPUEMCTB, HEOOX1IHO 3a3HAUYUTH, IIO0 Majl MIANPUEMCTBA MOXYTh OyTH HAaBITh

01111 MPUOYTKOBUMH, HI’K BEJIMKI XOJITUHTH 1 1€ T1ATBEPIKYETHCS PEKOMEHIAITIIMHU
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JIOCBITYEHUX arpO-KOHCYJIBTAHTIB 1010 1/IaJIbHOT0 PO3MIPY OJMHUII MPUOYTKY, sKa
ctaHoBUThH 013bK0 3500 - 5000 ra. Bracnigok I[bOTo akIEeHT Ha PO3BUTOK APIOHUX
dbepMepChbKUX TOCHOJAPCTB 3 MAKPOEKOHOMIYHOI TOYKH 30pYy € PO3yMHUM 1
PEKOMEHJIOBaHUM. bBibII TOro, 3 POCTOM KUIBKOCTI (PepM TaKOXK 3pOCTaTHUME
KOHKYpPEHIII, M0 BUKIWYe ToTpedy y Jo0pe MArOTOBIEHUX  (axiBIIX
CLIBCHKOTOCTIONAPCHKOT Tally3l, a 1€ CTUMYJIOBAaTUME  PO3BUTOK BIAMOBIIHUX
HABYAJIBHUX 3aKJIajiB, 110, B CBOIO 4YEPry, TaKoXX OyJe BUTIAHUM SIBUIIEM IS
YKpaTHChKOI E€KOHOMIKH. ABTOp TOBOPHUTH, 10 Ha CHOTOJHI BajoBa JIOXITHICTbH
POCIIMHHHUIITBA CYBOPO 3aJ€KHUTh BiJI OpraHizaiii Ta YIpaBIiHHS BHYTPIIIHIMU
npouecamu. OTxe, B TAKUX YMOBAX Ba)XKKO MEPEOLIHUTH POJIb JOCBIIUEHUX SKICHUX
MEHE/KEPIB, 1110 MAIOTh JOKJIACTU BiX 3YCHJb, 00 3pOOUTH JIAHIIOXKOK JOJaHOI
BapTOCTI NpuUOYyTKOBUM. MeHemkepaM BKpall  NOTpIOHE HOBE  OadyeHHs
arpoBUPOOHUIITBA, BIPOBAIKEHHS ONTUMI3alli BCIX JOCTYITHUX PECYPCIB Ta KOHTPOJIb
3a KIIOYOBUMH mporiecamu. Jlyxe BaxKJIMBO 3pO3yMITH, YX MIPABUWIIBHO MPALIIOE Ta YU
1HIIAa MOJIENb YNPABIIHHS 1 YW JOCSTalOThCs, 3PEIITO0, MOCTaBIEH! L1Il. ABTOD
CTaTT1 aKIIEHTYE yBary Ha TTMOMHHOMY BUBUYEHHI MPEMETA Ta KOMIIEKCHOMY TT1IXO/T1
10 TpoOJjieM B arpapHoOMy CEKTOpl, a TaKOXK Ja€ PEeKOMEHMIAIlii 1 Mopaau IIMOJ0
MOKpalleHHs: cTaHy wiei ramy3i. Takox, yBara HNpUILISETBCA €(OEKTUBHOMY
VOPABIIHHIO pECypCaMu, 3MEHIICHHIO BUTPAT, BAOCKOHAJIIEHHIO MPO(hECIifHOTO PiBHS
MEHEeKepiB. [l JaHHOTO MOCTIHKEHHS, 1I00 3pO3yMITH, SIK MPAIIOIOTh MPOLIECH B
YKpPaiHCbKOMY CEpEIOBHILI, YOTUPU YKPAiHChKI BUPOOHHMKHM 3epHa Oyiau oOpaHi siK
[IJTFOBI KOMMAHIi JJIs1 I€TaTbHOTO aHalli3y YNPaBIIHCHKUX PIlICHb, TJIaHYBaHHS Ta
KOHTPOJIIO (DIHAHCOBOT'O PE3yIbTaTy KOMIIaHIM. Y 111 CTATTI BU 3HANIETE KOPOTKUI
M1JICYMOK 1 BUCHOBKH MPOBEJCHOTO AETAIBHOTO JTOCIKEHHS.

Kntouoei cnoea: arpoxoinvHr, arpapHUil CEKTOP, POCTUHHHUIITBO, MAJIUN Ta
cepeaHiit 6i3Hec, MpUOYTKOBICTh, (PepMepChKe rOCIOAAPCTBO, ONITUMI3AIIIS arPapHUX
pecypciB.

@opmyn: 0, puc.: 2, maon.: 0, 6ioa.: 10.
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Introduction. Ukraine’s potential in the crop production agricultural sector is
well known. While public media mostly focuses on big agro holdings, the significance
of small- and medium sized enterprises (SME) in the agricultural sector is sparsely
covered and grasped. Ukrainian agricultural business is represented by three main
groups of producers: individuals’ farms (until 1,000 hectares); middle-sized agro-
companies (from 1,000 to 10,000 hectares); agro-holdings. According to the
agricultural policy report of the Institute for Economic research and policy consulting
issued in December 2013, by the end of 2013 agro-holdings (>50.000 ha) cultivated
more than 6 million hectares which is about 27% of Ukraine’s total 31 million ha farm
land (2008: 12,1 %). Comparing the profitability of big agro holdings and small
enterprises it needs to be noted that small enterprises can be even more profitable than
the big holdings. This is supported as well by recommendations of experienced agro-
consultants concerning the ideal size of a profit unit which is about 3500 - 5000 ha.
This is based on the fact that for this ideal size investing in heavy machinery is already
sufficient (proven as well by the fact that big holdings work in clusters of 5000 ha) and
one well experienced agronomist is physically able to supervise the farm of a given
size effectively. Following this a focus on the development of small farms is from a
macroeconomic point of view reasonable and recommendable. Moreover, with growth
of farms quantity, competition for well-trained farming specialist will grow as well
and, consequently, will require and foster the development of respective training
facilities, which in its own turn will also be an advantageous phenomenon for
Ukrainian economy. Different countries try to support their agro producers launching
state programs, publishing materials on web-sites of their Ministers of agriculture
(Canada, Australia etc.). Ukrainian government does not provide informational support
for SME business and mainly focuses on big players.

Analysis of recent research and publications. Crop production is a customer
market. Prices are highly volatile and dependent on demand. In addition, according to
Anderson & Hanselka (2009) “agricultural producers receive a much smaller portion

of the consumer’s dollar than do food processors, especially processors who produce

63



ISSN (Print) 2307-6968, ISSN (Online) 2663-2209
Bueni 3anmcku Yuisepcutery «KPOK» No2 (50), 2018

brand name items” [1]. The authors mention that a goal of producers is capturing their
profit by adding value to products. Managers’ function is to create a value-added
business via boiling down to key ingredients for business: “Adapt to market changes.
Be open to exploring new ideas. Operate more as a resource manager than as a
producer”.

To make the value chain profitable managers require a new vision of agro
production, optimizing all available resources and key processes. It is very important
to understand if their model works properly and achieves the targets. Via some
indicators the built model should be compared with similar models in the industry,
which gives an opportunity to identify what is needed for improvements.

Anderson & Hanselka (2009) mentioned the indicators for value-added chain for
farmers. All of them are important for sales and customers’ relations. At the same time
there are some indicators, which show effectiveness of processes and resources usage
within a production process of the value-added chain.

Economic environment uncertainty oftentimes presses to make a choice between
options which people usually do not want to choose. At those times some people try to
find new solutions how to combine resources in such a way that they give better
efficiency. Agro producers have no power to influence market prices and other
macroeconomics threats. However, they can influence microeconomics level and
Improve internal processes to receive better results.

Jibben (2014), publications of different organizations like USAID (2013) and UCAB
(2014, 2015) support key dimensions where improvements are required to make an
agro business successful:

— effective resource management (including information and knowledge),

— decrease of costs,

— improving managers’ decisions [2; 3; 4; 5].

Setting objectives. To understand how these processes work in Ukrainian
environment four Ukrainian grain producers were taken as the target companies for the

detailed analysis of a role of managerial decisions, planning and controlling on of the
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financial result of the companies. In this article you could find a brief results and
conclusions of the performed detailed research.

Research results. Resources management is an art of economic usage of recourses
and maximizing their output. To obtain more profit it is necessary to:
increase earned revenue. In agro industry it is possible only by increasing yields or
producing more profitable products because there is no chance to influence market
prices; spend less.

Johnson et al (2008) mentioned the key resources (assets) like people, technology,
products, facilities, equipment, channels, and brand required to deliver the value
proposition to the targeted customer. The target is to create the most favorable way of
elements interaction. Authors defined that

“successful companies have operational and managerial processes that allow
them to deliver value in a way they can successfully repeat and increase in scale. These
may include such recurrent tasks as training, development, manufacturing, budgeting,
planning, sales, and service. Key processes also include a company’s rules, metrics,
and norms. As simple as this framework may seem, its power lies in the complex
interdependencies of its parts. Major changes to any of these four elements affect the
others and the whole. Successful businesses devise a more or less stable system in
which these elements bond to one another in consistent and complementary ways” [6].

Managing all resources wisely and optimally is a task of planning. As there are
many ways of organizing production planning helps to combine a complex of resources
and find the balance between all inputs variations combining financial and non-
financial factors.

The most difficult in planning is resource allocation among various uses finding
the most effective and highest output. Planning process foresees a combination of all
areas of business starting from strategic planning (What to produce? What is the most
profitable this season?), operational management (How to organize the process?) to
human behavior issues (How to manage people on a farm to make them motivated for

achieving results in the most effective way?).
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Plans from all these sectors are combined into one project plan, which has to
achieve the aim for each of the project dimensions: scope, quality, time, cost and risks.
The costs require resource planning (short-term and long-term), budgeting and control.

Effectiveness of resources’ usage is visible from two main indicators: yields and
costs of products. The crops’ yields depend on different factors — climate, soil,
operational processes effectiveness, technical agro solutions and methods etc. - which
leads to variations from season to season. However, increasing of yields could lead to
extra expenses within production process.

Jain (2006) described the law of diminishing returns (variable proportions) like
the law which predicts the consequences of varying the proportions in which the fixed
and variable factors of production are used. In other words, if the input of resource is
constant, total output will increase beyond some point, then it will become smaller.

It is not possible to produce a large quantity of grain from a small piece of land.
The production capacity of soil is limited. For long-term planning it is very important
to consider that soil can be exhausted in case of very intensive and non-caring usage,
which may cause damage and low vyields in future. Marginal productivity is a core
question for agronomists to fix a measure. This effect is quite important for resources
effectiveness to be considered.

Costs management.

Outflows arising in business activity in fact generate revenue. Cost of products is
a factor which shows economic effectiveness of agro producers. It synthesizes all
elements of operational activity. Reducing costs of production is a worldwide issue.
The strategic plan of the Maryland Agricultural Commission (2006) stated the problem
for American farmers which is very similar worldwide:

“Producers have little control over the prices they receive for their products.
Likewise, they generally have little control over input costs, which have risen much
faster than prices. As a result, escalating costs of key inputs are reducing returns on
agricultural investments. Insurance, labor, and wildlife damage in particular have had

major impacts on farm profitability” [7].
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Cost reduction, control over resources and some other issues are similar for
different countries with certain elements of local specifics. A diagnostics of
profitability problems is regularly required. Regular audit helps to define the current
situation and plan the future.

Grain producers have the same structure of production expenses like other
producing companies: production costs and non-production costs (administrative, sales
and others). Production expenses consist of direct costs (salary of workers, materials
and services which are relative to a particular plant or even field) and indirect costs
which are difficult or impossible to split up between types of products. Indirect costs
are usually allocated. Production costs analytics for crop producers are very similar and
that makes possible the comparison with other companies. To neglect differences in
size of companies and volume of production all costs are taken as costs per hectare.

It is very important to understand that increase of profitability is the first and
foremost task of operational management and specialists. The task of top-management
IS to organize their work, motivate and support their knowledge to improve processes.
Moreover, cost reduction is an issue for all the productions process which include
harvesting, storage, logistics etc.

UNIDO (2006) rose a problem of losses related to post-harvest processes. For
industrialized countries these losses are minimal, but for developing countries losses
are up to 40%. The grounds for this can lie in the lack of technical facilities, lack of
control and poorly organized operational processes, lack of technical knowledge and
business skills. For the cost reduction plan all factors, processes, potential losses and
their impact on the final result have to be considered [8].

Decision making process improving.

Management decisions in business are made very often, especially during the
seasonal works in agro business like inputs purchasing, seeding, care and protection,
harvesting, logistics, storage etc. These decisions’ correctness is tightly dependent on
correctness of information provided for this decision, correct and actual information is

critical for success.
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An effective decision maker can maximize benefits when they consider:

1) their own assets, including abilities and attitudes;

2) the consequences of their decisions; and

3) the value or satisfaction associated with each consequence.

A forecasting could not be a driving factor in the decision-making process. Digital
computing changes the process of decision making and gives an opportunity to improve
the process significantly.

Often management makes a decision intuitively, that with a big massive of
information in constantly changing environment becomes less effective and may
decrease competitiveness of a company. Neglecting information analysis or poor
organization of processes present an overconfidence of managers, which according to
Schoemaker (2004) has three main reasons:

“illusion of control” or a belief that it is possible to control future events.

“risk perception” or ability to accurately predict and consider future risks.

“distortion of information™ or people's tendency to use heuristics.

It is very risky to base a decision on heuristics and not on real quantitative or
qualitative data. If the decision is complex, it is impossible to make it properly and it
Is more likely that mistakes and biases are possible [9].

Management mistakes are highly influential on a company’s financial result.
Taking responsibility and basing such decisions on biases is very risky. There are the
following types of biases: representation, availability, and anchoring and adjustment.

An optimal solution is always an assumption. There are a lot of relevant variables
which have to be appropriately analyzed for decision making. Grounded on variables
the decision-making process helps to predict outcomes and reduce the likelihood of
risky decisions.

In the agro industry this topic is really crucial because of typically conservative
attitude of countryside people and natural resistance to changes. However, there are a
lot of practical examples when decisions are made intuitively because of lack of

information, absence of actual figures or because “it was always like that”.
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Transparent managerial reports and accounting (including operational data) is a

good ground for creating a strong basis for decision-making process. It allows the top

Managers:

to receive correct information on time,

to detect a real status in a particular part of company (inputs or cash available,
stock balance etc.),

to manage costs and priorities,

to control processes,

to plan financial result both short- and long-term.

These data are must-have in any company to be competitive and flexible in a

constantly changing environment and to make fast and correct decisions.

Conclusions. Gross profitability of crop production is tightly dependent on

internal processes organization and management. The following factors have a high

level of influence on a farm's performance:

planning and control systems organization by supplying to managers
information about the business in whole and in details and giving an
opportunity to maximize profitability via costs reduction;

transparency and validity of accounting and control systems which can help to
detect problems quickly and adjust processes when it is necessary;
non-financial factors whose performance and organization status may create

opportunities or risks:

1) Organization of operational processes and Resource management.

2) Combination of outputs and costs.

3) Document and information flow.

4) Human factors and work attitude.

5) Knowledge management, networking and experience exchange.

Abovementioned key findings are based on executed survey and case studies. The

case studies were benchmarked with the average figures for agro industry and the best
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practices’ data. The results for gross crops’ profitability on analysed farms fit the
average for the industry (except one company), but they are lower than best practices’
data which shows an opportunity to maximize a performance. Data collecting process
was conducted using abstraction, observation, comparing, analysis and description. All
these methods in combination with the interviews supported the conclusion that the
effective decision-making process has a strong influence on crops profitability. At the
same time, an indispensable condition for correct managerial decisions is transparent,
actual and accurate data. The implication of recommended actions can help to
maximize profitability of analysed farms if required changes and improvements are
done in a proper way. The conclusions and recommendations are based on a
combination of following theoretical sources being applied and strongly recommended
to be combined with a practical experience of a particular crop producer:

— project and financial management techniques and tools for planning and

budgeting,

— management control systems for setting measurements and their control,

— operational management techniques and tools for -effective resource

management.

The technology and resource management is a core block of a crop production
value-added chain, a part of its operational activity, which generates gross profit. This
underlines an importance of the question for all farms as all of them require
Improvements in this area.

It is highly important to involve staff in all changes and improvements. As world
practice shows failure of projects cannot occur on the technical or managerial level.
All changes are always related to stakeholders interests, including workers and
executors. The initial target for any changes is to change a style of thinking and
people’s behavior. The output of resources can be maximized via improving

controlling tools which implementation success depends on people’s attitude.
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— Land, machinery and storage facilities, including legal aspects;

— Technology, soil quality, norms for inputs and required external services;

— Financing, suppliers and customers relations;

— Accounting organization, technical solutions used for accounting;

— Organization of the internal control and management;

— Information and document flow organization.

Technology and
operations
management

 Soil quality

* Production technologies
» Technological cards

¢ Plan of seeding

« Effectiveness of
processes’ organization

N AN

Legal aspects

e Owners’ rights legal
evidences

* Appropriately
documented land plots
rent agreements

* Rent agreements risks
and rent payments
documentation

J\

Finance

» Correctness of
accounting and
reporting

* Reliable data

* Tax accounting

* Bank payments and
cash discipline

¢ Documents flow
* Live data providing

Internal control
management

¢ Supply management
¢ Harvesting

* Pricing

e Logistic

* Supporting activities

AN

¢ Inventories management

7

Picture 1. Set-up audit for planning and control processes improvements

The farm management has to understand clearly the following information:

71

services to the 3" parties if there is a possibility.

which crops were more profitable in the past seasons, yields and profitability for each
crop produced during the last 5-7 years (dynamics and fluctuation), benchmarking
analysis of the results with the industry and best practices, the most successful

segments; a potential of the farm to produce other crops or/and plants or to render agro-
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Having information about available resources and potential of the farm an
analysis of the market is required:

— market analysis, trends and perspectives (both global and local);

— SWOT analysis for defining the most perspective dimensions and crops;

— competitors in Ukraine and in a particular region, SWOT analysis for own
farm and for the main competitors in order to define competitive advantages or ways
of cooperation;

— potential suppliers who can give better prices or/and conditions for cost
cutting strategy;

— potential buyers of products, analysis of an opportunity to sell products
directly to foreign customers, terms and logistics in relation to a particular buyer;

— storage facilities’ analysis in a region and prices’ analysis.

This preliminary stage should result into a strategic business plan for the
following 3-5-7 years, which will contain Objectives, Goals and Measurements: crops,
other agro production or processing (if so) or services provided to the 3" parties; yields
and costs; gross and net profitability etc.

When the concept is developed it shall be negotiated with an investor. A core
responsibility of a manager is selection of the most promising alternative, presenting it
to the investor and obtaining a confirmation. The operational seasonal plans have to be
prepared based on the strategic plan confirmed by the investor(s).

Operational processes in crop producing farms have a lot of similarities to the
project management, which allows to use project management techniques and tools.
An abstract model of project planning for the crop production is designed similarly to
the project management system. To process the operational plan a setting of strategic
dimensions is required, like it is described below:

Scope of works: initiation, indicating project's screening and schedule, scope

definition, verification and change control, works performance and allocation.
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Quality: planning, assurance and control via measuring success on each stage of
the implementation.

Time: defining a life cycle, sequencing, duration, development and control.

Cost: resources planning, estimating, budgeting and control, costs calculating, etc.

Risks: assessment of possible risks for a particular alternative and how it is
possible to reduce it or neglect.

The budgeting methodology to be applied for crop producing is a breakdown
structure (WBS) which combines expenses depending on works performed. At the
same time a technique used for the budget creation is bottom-up budgeting. Each
department (or person) - who performs specific works - creates a part of the budget
related to their responsibilities and limited scope of works. That means organizational
breakdown structure (OBS) is used as well.

A control process targets at achieving planned variables and preventing risks.
There are three core questions to be answered for a control mechanism in the project
management:

— where are we? (measurements);

— where do we plan to be? (evaluation);

— how can we get on track again? (correction).

Combination of control analysis data are combined in a matrix, which includes
different aspects of the project progress on OBS and WBS levels. The report includes
all data for each executor of the project and recordings may create a current status of
the project, chronological data, accumulated data and total project performance. The
roll-up mechanism generates reports according to management needs. The following
financial tools shall be applied for costs and budget control:

— Single crop production analysis,

— Costs ratio,

— Earned value concept (EV) with blocks (graph).
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Such approach helps to create a reasonable structure where plan implementation
results are visible, and a particular middle-level manager takes his part of
responsibility. Such results are the base for identifying KPI of a particular manager or
a department, and motivate to fulfill plans.

Detailed analysis of risks is required if formal risks quantification is significant
and might have a strong impact on fulfilling plans. This analysis has to be done by each
manager who participates in planning and budgeting processes.

The main source of control is accounting database which includes actual
operational data. Operational accounting may include information which has no cash-
equivalent and nominated only in units/weight/etc. Setting an automatic system of
operational accounting will cover a full cycle of the operational process from purchase
of inputs till sales transactions and logistics. This is an all-purpose program that
enables:

Planning settings for understanding by all involved people a scope of work,
variables, measurements and goals;

— Execution: being a guideline for all processes, and appointing responsible

people for guidance and control;

— Inventory organization via setting norms and consumption statistics, showing

actual balance for inventory planning and management;

— Monitoring and control.

The operational accounting has to be done by staff available as an additional
obligatory task and implementation foresees some changes in daily functionality of

staff members and departments interaction.

1. Responsible 2. Event 3. Entering an information 4. Report
person —x about the event into the >
operational database

A\ 4

Picture 2. Description of information flow algorithm within a farm
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The algorithm has the aim to maximize factor neglecting, implementing an
automatic solution where it is possible. The abovementioned chain has to take 1-2 days
maximum for providing actual information. Information is only valuable if it is actual

[10]. The more accurate and timely it is provided the more valuable it is for managers.
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