
Lesson B1–3

Establishing an Agribusiness

Unit B. Starting and Operating the Agribusiness

Problem Area 1. Planning and Organizing the Agribusiness

Lesson 3. Establishing an Agribusiness

New Mexico Content Standard:

Pathway Strand: Agribusiness Systems

Standard: VI: Use sales and marketing principles to accomplish an AFNR business objec-

tive.

Benchmark: VI-A: Conduct market research.

Performance Standard: 1. Evaluate methods of marketing products and services. 2.

Apply economic principles to marketing (e.g., supply and demand). 3. Research products

and service design(s).

Student Learning Objectives. Instruction in this lesson should result in students

achieving the following objectives:

1. Identify the considerations of purchasing a business.

2. Describe the importance of supply and demand.

3. Explain the usefulness of marketing research and strategies.

4. Identify the importance of location and facilities.

5. Describe the costs associated with running a business.

6. Identify methods of pricing goods and services.

7. Identify ways to improve customer relations.
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List of Resources. The following resources may be useful in teaching this lesson:

Recommended Resources. One of the following resources should be selected to accompany the

lesson:

Gibson, Jerry D., et al. Agribusiness: Management, Marketing, Human Resource

Development, Communication, and Technology. Danville, Illinois: Interstate Pub-

lishers, Inc., 2001. (Textbook, Chapter 5).

Hamilton, William H., Donald F. Connelly, and D. Howard Doster. Agribusiness:

An Entrepreneurial Approach. Albany, New York: Delmar Publishers, 1992

(Textbook, Chapters 5, 7–9, 18–21, and 24–25).

Other Resources. The following resources will be useful to students and teachers:

Newman, Michael E. and Walter J. Wills. Agribusiness Management and Entrepre-

neurship. 3rd Edition. Danville, Illinois: Interstate Publishers, Inc., 1994.

Ricketts, Cliff and Omri Rawlins. Introduction to Agribusiness. Albany, New York:

Delmar Publishers, 2001.

List of Equipment, Tools, Supplies, and Facilities

Writing surface

Overhead projector

Transparencies from attached masters

Copies of student lab sheet

Terms. The following terms are presented in this lesson (shown in bold italics):

Advertising

Break-even

Competition

Competitive pricing

Demand

Facilities

Fixed costs

Franchise

Inelastic demand

Leader pricing

Market niche

Market pricing

Market research

Multiple pricing

Odd-ending pricing

Price
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Pricing by cost

Sales forecast

Starting costs

Supply

Traffic

Variable costs

Wholesale pricing

Interest Approach. Use an interest approach that will prepare the students for the les-

son. Teachers often develop approaches for their unique class and student situations. A possible

approach is included here.

Give students the name of a concept business, such as The Apple Mart. Have the class brainstorm about

how to establish this business. Prompt students to think about such things as products and services offered,

costs of running this business, how they’ll price their products and services, and how they’ll keep their cus-

tomers satisfied. Explain that what you’re considering in a five minute time period may take actual busi-

nesses months to prepare. Continue with the discussion by relating this to other agricultural businesses in

your area.

Summary of Content and Teaching Strategies

Objective 1: Identify the considerations of purchasing a business.

Anticipated Problem: What should be considered when purchasing a business?

I. An agricultural business can be established in one of three ways: opening a new business,

purchasing an existing business, or purchasing a franchise business. There are advantages to

each.

A. When opening a new business, the entrepreneur is faced with many decisions, including

location, suppliers, and policies. However, these may be positive aspects. There is no fear

of poor management or history to overcome, the manager is free to be as creative as

they’d like, and the business can be strategically located and adequately equipped.

B. Purchasing an established business can also be done successfully. The established busi-

ness has an experienced staff, cash flow, a customer base, and facilities. Purchasing a pre-

existing business will also eliminate a competitor. Before purchasing a business, the

entrepreneur must first consider the prior management, financial standing, profitability,

and location.

C. A franchise is a business that has been given the right to market a product or service by

its owner. Businesses such as Pizza Hut, Taco Bell, and McDonald’s are examples of

franchises. An advantage to opening a franchised business is the customer awareness of

established products and services. This may also be a disadvantage. Franchise businesses
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are limited to the products and services they can provide by their agreement with the

owner of the franchise agreement.

Refer to TM: B1–3A Franchises for a review of franchises. Ask students to think of more examples of

franchises in the local area. Refer to the suggested chapters in the recommended resource texts for more

complete information.

Objective 2: Describe the importance of supply and demand.

Anticipated Problem: What is the importance of supply and demand?

II. Supply and demand, as well as consumer interest and market prices are important factors in

understanding a business’s competition. Competition is rivalry for a business’s customers or

markets.

A. Supply refers to the amount of products or services available from a business at any given

price. Supply increases as its price increases. Supply decreases as its cost of production

increases. Supply can vary depending on outside changes. Technology, price of

resources, and a change in the price of substitute products will affect supply.

B. Demand refers to the customers’ willingness to buy a product or service at a given price.

People tend to buy more low priced products than high priced products. Inelastic

demand refers to purchases made regardless of price. Grain is an example of inelastic

demand for a farmer. Without grain, the livestock cannot be properly fed.

Refer to TM: B1–3B to redefine supply and demand for the students. Refer to the suggested chapters in

the recommended resource texts. They provide good sources of information to help students in understand-

ing this objective.

Objective 3: Explain the usefulness of marketing research and strategies.

Anticipated Problem: How are marketing research and strategies useful?

III. Market research includes the gathering, recording, and analysis of data related to marketing.

It is crucial for a business manager to understand the importance of this research. Market

research can provide information about potential customers including where they live, what

they want, will they pay the prices, and does the business’s advertising attract customers.

A. There are two main reasons for conducting marketing research. One is to analyze the

possibility of opening a new business successfully. The other is to analyze an existing

business.

B. There are specific steps to be followed when researching a market. The first step is to

define the objectives of your research by deciding what kind of information you’re look-

ing for. The next step is to collect the data. Data can be collected through a variety of

means, including telephone surveys, mail surveys, face-to-face interviews, and employee

interviews. After the data has been collected, it must be organized and interpreted. The

next steps are to make your decision and examine the results.
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C. Market research may be useful in helping a business develop new products. This will

result in a new market niche, or segment of the market.

D. Market research can also help a business expand by helping it determine how to gener-

ate new business. New business can be generated through advertising. Advertising is

communicating with customers about your products or services using mass media. Exam-

ples of mass media include television, radio, print, and billboards. Advertising can focus

on the business or the products and services offered by the business.

Use TM: B1–3C Market Research to review this objective. Refer to the suggested chapters in the recom-

mended resource texts for further information to aid students in understanding this objective.

Objective 4: Identify the importance of location and facilities.

Anticipated Problem: Why are location and facilities important?

IV. The location of a business is one of the most important factors in their success. Traffic, or

the foot or automobile activity in the area around a business, is essential.

A. Factors to consider when choosing a location include: choosing an area within the pro-

posed city or town, evaluation of traffic patterns in the area, evaluation of local competi-

tion, possibility of growth and expansion, site costs and proposed returns, local laws and

zoning ordinances, and facilities.

B. Facilities are the buildings or areas that a business occupies. When choosing facilities, a

business manager must first consider the space requirements of the business. Adequate

space is needed for the production and display of merchandise. Specific requirements

such as oversized doors and equipment should also be accounted for. Utilities including

sewage, electricity, and water are also important considerations in choosing a facility.

Renting and ownership of the facility are also factors affecting facility choices. Owner-

ship allows complete freedom in making changes to the facilities. Renting allows for

more money to be invested into the products.

Use TM: B1–3D, Locations and Facilities, to review this objective. Refer to the recommended texts for

further reading on this objective.

Objective 5: Describe the costs associated with running a business.

Anticipated Problem: What are the costs associated with running a business?

V. All businesses will have costs associated with running them. These are fixed and variable

costs. Fixed costs are those costs not dependent on sales, production, or service. Examples of

fixed costs include building and storage costs, utilities, insurance, and advertising. Variable

costs are those costs directly related to the business’s volume of sales and production. Vari-

able costs include the cost of materials and labor.
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A. Initial costs related to starting a business are called starting costs. Starting costs include

the expenses of fixtures, equipment, decorating, remodeling, starting inventory, utility

deposits, legal and professional fees, and licenses and permits.

B. Businesses should also be prepared for monthly expenses. These include your salary,

employee salaries, payments on properties, advertising, delivery expenses, supplies, utili-

ties, insurance, taxes, maintenance, interest, and legal fees.

TM: B1–3E, Costs Associated With Running a Business, reviews the definitions covered in this objective.

Refer to the recommended resource texts for more complete information. LS: B1–3A, Identifying Fixed

and Variable Costs, may be useful in helping review this objective.

Objective 6: Identify methods of pricing goods and services.

Anticipated Problem: How are goods and services priced?

VI. The price of a product or service is the cost at which it can be obtained. Pricing can be a dif-

ficult task. The price of a product or service should be set high enough to cover expenses but

not so high as to decrease sales. Pricing a product or service too low can also decrease sales

because a higher price implies higher quality.

A. To break-even your costs must be equal to your profit. The break-even point is equal to

the sum of fixed and variable costs.

B. Before a manager can set the prices for their products and services, they must have an

idea of future sales. A sales forecast is an estimate of future sales based on the marketing

plan.

C. When pricing, many considerations must be taken into account.

1. Odd-ending pricing refers to the practice of pricing a product less than the next

whole dollar. Research shows, for example, that pricing an item at $59.99 versus

$60.00 will make the customer feel like they are getting more for their money.

2. Multiple pricing refers to offering a discount when making volume purchases.

3. Leader pricing is the at-cost or under-cost pricing of a name brand item to bring cus-

tomers into the business. More customers will lead to more sales.

4. Wholesale pricing refers to the selling of large quantities of products to a retailer who

then marks up the product before selling it to the consumer.

5. Turnover, spoilage, markdowns, employee discounts, and delivery and installation

expenses are also considered when pricing products and services.

D. There are several methods used in establishing the prices of products and services. These

include pricing by cost, competitive pricing, and market pricing.

1. Pricing by cost is formulated by adding the cost of labor, cost of materials, percent-

age of the overhead, and desired profit.

2. Competitive pricing is used to set prices in accordance to competition.

3. Market pricing refers to setting a price that will be acceptable in the current market.

New Mexico Agribusiness Management Lesson Plan Library

Unit B. Problem Area 1. Lesson 3. Page 6.



Use TM: B1–3F, Pricing, to review considerations related to pricing and the methods used in establishing

prices. Refer to the recommended textbooks for further information on this objective.

Objective 7: Identify ways to improve customer relations.

Anticipated Problem: How can customer relations be improved?

VII. Customer relations are important in getting and keeping customers. Without customers, a

business would fail to exist.

A. In order to improve customer relations it is important to know your customers. Calling

customers by name, being aware of the products or services they desire, and being

knowledgeable about the product or service will help increase patronage.

B. Maintaining high service and being reliable and dependable is important in positive cus-

tomer relations.

C. Use of customer’s pictures and comments (with permission) in advertising and involving

customers in sales promotions are another way to increase customer relations.

Use TM: B1–3G, Improving Customer Relations, to review the importance of customer relations in the

agribusiness. Refer to the recommended texts for further information.

Review/Summary. Summarize the lesson by reviewing the students learning objectives.

The anticipated problems can be used as student review questions. Chapter reviews from the

books listed on the resource list may also be useful.

Application. The following student activity can be used to apply the student learning objec-

tives:

LS: B1–3A Identifying Fixed and Variable Costs.

Evaluation. Evaluation should be based on student comprehension of the learning objec-

tives. This can be determined using the attached sample written test.

Answers to Sample Test:

Part One: Matching

1. a

2. c

3. f

4. b

5. d

6. e
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Part Two: Completion

1. Market research

2. market niche

3. Odd-ending pricing

4. Multiple pricing

5. Wholesale pricing

Part Three: Short Answer

Pricing by cost, competitive pricing, market pricing.
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Sample Test Name_____________________________________

Test

Lesson B1–3: Establishing an Agribusiness

Part One: Matching

Instructions. Match the term with the correct response. Write the letter of the term by the defini-
tion.

a. supply c. inelastic demand e. traffic

b. demand d. price f. facilities

_______ 1. Amount of products or services available from a business.

_______ 2. Refers to purchases made regardless of price.

_______ 3. Buildings or areas that a business occupies.

_______ 4. The customers’ willingness to but a product or service.

_______ 5. Cost at which a product or service can be obtained.

_______ 6. Foot or automobile activity in the area around a business.

Part Two: Completion

Instructions. Provide the word or words to complete the following statements.

1. ______________ _____________ includes the gathering, recording, and analysis of data re-

lated to marketing.

2. A ______________ _____________ is a segment of the market.

3. _______________ ______________ refers to the practice of pricing a product less than the

next whole dollar.

4. _______________ ______________ refers to offering a discount when making volume pur-

chases.

5. _______________ ______________ refers to the selling of large quantities of products to a

retailer who then marks up the product before selling it to the consumer.

Part Three: Short Answer

Instructions. Provide information to answer the following question.

Identify the methods used to establish prices of products and services.
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TM: B1–3A

FRANCHISES

Franchise: a business that has been
given the right to market a product
or service by its owner.

Examples of franchises:

• Pizza Hut

• Taco Bell

• Kentucky Fried Chicken

• McDonald’s
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TM: B1–3B

SUPPLY AND DEMAND

Supply: the amount of products or
services available from a business at
any given price.

Demand: the customers’ willingness to
buy a product or service at a given
price.

New Mexico Agribusiness Management Lesson Plan Library

Unit B. Problem Area 1. Lesson 3. Page 11.



TM: B1–3C

MARKET RESEARCH

Market research: includes the
gathering, recording, and analysis of
data related to marketing.

Two reasons for conducting market
research:

• Analyze the possibility of opening a new
business successfully.

• Analyze an existing business.

Market niche: segment of the market.

Advertising: communicating with
customers about your products and
services using the mass media

New Mexico Agribusiness Management Lesson Plan Library

Unit B. Problem Area 1. Lesson 3. Page 12.



TM: B1–3D

IMPORTANCE OF LOCATION

AND FACILITIES

Traffic: the foot or automobile activity
in the area around a business.

Facilities: the buildings or areas a
business occupies.

Factors to consider when selecting a
location:

• Choosing an area within the city or
town

• Evaluation of traffic pattern

• Evaluation of local competition

• Possibility of growth

• Site costs

• Local laws and ordinances

• Facilities
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TM: B1–3E

COSTS ASSOCIATED WITH

RUNNING A BUSINESS

� Fixed costs: costs not dependent on
sales, production, or service.

� Variable costs: costs directly related
to the business’s volume of sales and
production.

� Starting costs: initial costs related to
starting a business.
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TM: B1–3F

PRICING

Odd-ending pricing

Multiple pricing

Leading pricing

Wholesale pricing

Turnover, spoilage, markdowns,
employee discounts, delivery and
installation expenses

Methods in establishing prices:

• Pricing by cost

• Competitive pricing

• Market pricing
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TM: B1–3G

IMPROVING CUSTOMER

RELATIONS

� Know your customers by name.

� Be aware of the products or services
they desire.

� Be knowledgeable about the product
or service they desire.

� Maintain high service.

� Be reliable and dependable.

� Use customers in advertising and
sales promotions.

New Mexico Agribusiness Management Lesson Plan Library

Unit B. Problem Area 1. Lesson 3. Page 16.



LS: B1–3A Name_____________________________________

Lab Sheet

Identifying Fixed and Variable Costs
Instructions: Read the following statements and identify whether they are an example of a fixed or
variable cost. Identify examples of fixed costs with an F and examples of variable costs with a V .

_______ 1. Rent for the floral shop.

_______ 2. Quarterly taxes for a veterinary clinic.

_______ 3. Cost of lumber used in making birdhouses.

_______ 4. Water and sewer bills for a greenhouse.

_______ 5. Advertising in the breeder’s magazine for an artificial insemination specialist.

_______ 6. Salary for the employees in a restaurant.

_______ 7. Legal expenses associated with buying new farm ground.

_______ 8. Delivery expenses for a flower shop.

_______ 9. Cost of flowers used in floral designs.

_______ 10. Debts incurred by customers who have not paid for products or services.
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LS KEY: B1–3A

Lab Sheet Key

Identifying Fixed and Variable Costs
Instructions: Read the following statements and identify whether they are an example of a fixed or
variable cost. Identify examples of fixed costs with an F and examples of variable costs with a V.

1. F

2. F

3. V

4. F

5. F

6. F

7. F

8. V

9. V

10. V
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