
1 

http://Oregon.eRightRisk.com 



John P. Hewlett
University of Wyoming

Jay Parsons
Colorado State University

1

Sources of Risk in 
Agriculture – Ag Risk 5

1. Marketing/Price Risk
2. Production Risk
3. Institutional/Legal Risk
4. Human Risk
5. Financial Risk
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What is RISK?

• Cost of Loss
– Income

– Resources

– Productive capacity, etc.

• Cost of Uncertainty 
– Worry, doubt, fear, misallocation 

of resources, etc.

– With potential for gain or loss 
comes moral or ethical implications

3

RISK

Unknown

Positive
Events

Negative
Events

Types of Risk Preference

4

Risk 
Averse

Risk 
Neutral

Risk 
Loving
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Strategies for Managing Risk
1. Avoid it

2. Reduce it
a) Reduce the probability it will happen
b) Reduce the impact if it does happen

3. Transfer it outside 
the business
a) Insurance
b) Contracting

4. Increase capacity to bare
a) Increase reserves
b) Maintain flexibility

5. Accept it

5

Strategy Impacts

6
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ESTIMATING BREAKEVEN COST OF 
PRODUCTION:  ENTERPRISE ANALYSIS

Agricultural 
Financial Management - 301

John P. Hewlett
University of Wyoming

Jay Parsons
Colorado State University
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GOT FINANCIAL HEALTH?
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WHAT KEY FACTORS 
DETERMINE FINANCIAL HEALTH?

 Is it a positive Cash Flow
 A large Net Worth
 Paying no taxes to reduce cash outflows
 Lots of family labor (good hard work)
 Location
 Positive Net Income
 ?
 ?
 ?

IF YOU CAN’T 
MEASURE IT, 

YOU CAN’T 
MANAGE IT!!
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Monitoring
Enterprises and Resources

 Financial Records

 Financial Statements

 Financial Analysis
5
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Enterprise

An activity or process engaged in by a 
business which has some element of risk and 
uncertainty and which generates one or more 
saleable products.

8
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Enterprise Profitability

 Whole-farm profitability is derived from 
enterprise profitability

 One enterprise may be profitable but 
another may have only marginal 
profitability or may have costs greater than 
returns

10
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Enterprise Profitability cont.

 Estimates require information from past
financial statements or records

 Can help management 
decide where to make 
adjustments in 
the crop or livestock mix

11

BUDGET

 A budget is a list of all expected income and 

expenditures for a plan or enterprise.  It is 

prepared for a future period of time, usually 

a year.

12
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Types of Budgets

 Whole farm/complete budgets

 Enterprise budgets

 Cash flow budgets

 Partial budgets

13

ENTERPRISE BUDGET

 Projection of returns and costs associated 
with a specific enterprise for a specified 
time period.

14

RightRisk Page 12 of 52



Issues In Developing 
Cost of Production

Source

Cost Allocation

Terminology

Cost Classification

15

Issues In Developing 
Cost of Production

Source
Records vs. Estimated

 Cost Allocation

 Terminology

 Cost Classification

16
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Issues In Developing 
Cost of Production

 Source

Cost Allocation
Complete vs. Enterprise Budget

 Terminology

 Cost Classification

17

Issues In Developing 
Cost of Production

 Source
 Cost Allocation

Terminology
Cost of Production Estimates
Enterprise Budgets
Costs and Returns Estimates

 Cost Classification

18
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Issues In Developing 
Cost of Production

 Source

 Cost Allocation

 Terminology

Cost 
Classification

Cash vs. Non-Cash

Direct vs. Indirect

Variable vs. Fixed

Operating vs. Ownership

Accounting vs. Economic

Expendable vs. Capital

Historic vs. Projected

Individual Farm vs. 
Composite Farm

19

Revenue:
 The receipt of cash or other 

resources in exchange for goods or 
services provided. 
(Cash + Non-Cash)

 Income:
Usually used to describe “net of  revenues 
and expenses”
(Revenue – Expenses = Net Income)

20
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Expense:
 The cost of goods sold by a business 

entity or services rendered to it in the 
process of generating revenue.
(Cash + Non-Cash)

 Cost:
A measurable sacrifice of resources 
exchanged for goods or services. A cost 
may or may not be an expense. (land)

21

COST: land

22

Assets Ownership
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COST: land

 Asset (cash)

 Asset (land)

23

Assets Ownership

Cash

Land

Owner Equity

COST: land

 Asset (cash)

 Asset (land)

24

Assets Ownership

Cash

Land

Owner Equity
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COST: building

 Asset (cash)

 Asset (building)

25

Assets Ownership

Cash

Buildings & 
Improvements

Owner Equity

COST: building

 Asset (cash)

 Asset (building)

26

Assets Ownership

Cash

Buildings & 
Improvements

Owner Equity
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Expense: building

 Asset (building)
Beginning Balance

27

Assets Ownership

Expense: building

 Asset (building)
Beginning Balance
- Depreciation Expense

= Ending Balance

28

Assets Ownership

Buildings & 
Improvements
B.Balance
- Depreciation

= E.Balance
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Expense: building

 Asset (building)
Beginning Balance
- Depreciation Expense

= Ending Balance

 Owner Equity
- Depreciation Expense
= Ending Equity Balance

29

Assets Ownership

Buildings & 
Improvements
B.Balance
- Depreciation

= E.Balance

Owner Equity
- Depreciation

= Ending 
Owner Equity

Expense: building

 Asset (building)
Beginning Balance
- Depreciation Expense

= Ending Balance

 Owner Equity
- Depreciation Expense
= Ending Equity Balance

30

Assets Ownership

Buildings & 
Improvements
B.Balance
- Depreciation

= E.Balance

Owner Equity
- Depreciation

= Ending 
Owner Equity
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Production Costs:
 1. Economic Costs

Cost attributed to all resources, including equity capital 
and operator/family labor and management.

 2. Financial Costs
Cost attributed to all resources, except equity capital 
and operator/family labor and management.

 3. Cash Costs
Only cash expenditures are considered, including 
principal and interest on term debt and personal 
withdrawals. Depreciation and interest on equity are 
excluded.

32
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Information For Developing
A Complete (Whole Farm) Budget

 Crops and Yields

 Livestock and Products Sold

 Expected Prices

 Other Income

 Cash Expenses

 Other (General Expenses)

 Schedule of Debt Payments

 Depreciation & Annual Family Living Expenses

33

COMPLETE BUDGET 
PLAN #1 - ANDY’S FARM

Item
200 Acres 

Corn
100 Acres 
Soybeans

2 Groups  
Feeder Pigs

Non-allocated 
Items Total

Income 
Ordinary income
Capital gains
Miscellaneous

Total income
Expenses

Seed, crop supplies
Fertilizer and chemicals
Purchased feed
Purchased livestock
Breeding, veterinary, and 

livestock supplies
Marketing cost
Fuel, oil and utilities   
Machinery repairs
Other Repairs
Insurance
Real estate taxes
Real Estate rent
Hired labor
Interest on operating loan
Interest on intermediate 

and long-term loan
Depreciation
Miscellaneous

Total expenses

}

$42,912

$42,912

3,024
12,578

4,963

1,800

1,174

$23,512  

$30,000

$30,000

1,050
2,870

1,491

750

371

$ 6,532

$     800
$     800

2,000
800

2,100

1,530

17,000
18,699
1,800

$ 43,929   

34
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ENTERPRISE BUDGET
MAJOR COMPONENTS

- Product produced

- Quantity produced

- Product price

- Resource used

- Quantity of resources

- Resource prices

- Expected revenue & expenses per enterprise unit

- Production system
35

Enterprise Budget Layout
Enterprise Returns:

Cash Returns-
Non-cash Returns-

Enterprise Costs:
Cash Costs-
Non-Cash Costs-

Enterprise Return Over Costs:

36
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Cost of Production Estimates

ENTERPRISE*

Any coherent portion of the general input-
output structure of the farm business that can 

be separated and analyzed as a distinct 
entity. Such an entity uses inputs and incurs 
costs while producing products or services

*Commodity Costs and Returns 
Estimation Handbook 37

Cost of Production Estimates

ENTERPRISE RETURNS

Describes the yield, price received and 
total cash income per acre for each 

enterprise product produced.

38
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ENTERPRISE COSTS

A description of the various OPERATING 
and OWNERSHIP costs involved with the 

production of a particular product(s).

Cost of Production Estimates

39

OPERATING  or  VARIABLE COSTS

-Operating Inputs
-Fuel and Lubrication
-Repair and Maintenance
-Labor
-Interest on operating inputs

Cost of Production Estimates

40
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OPERATING INPUTS

Items purchased and used in the 
production of the enterprise product(s).

Cost of Production Estimates

41

FUEL AND LUBRICATION

Gasoline, diesel, oil, filters, grease, and the 
necessary labor for fueling and lubricating 

machinery and equipment used in the 
production of the enterprise product(s).

Cost of Production Estimates

42
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REPAIR AND MAINTENANCE

The cost for repair and maintenance which 
result from wear, part failure, and operator 

maintenance policies.  This includes charges 
for both on and off-farm/ranch parts and labor.

Cost of Production Estimates

43

LABOR

Charges for day labor, hired labor, and 
owner/operator labor needed for the 

production of the enterprise product(s).

Cost of Production Estimates

44
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INTREST ON OPERATING INPUTS

Interest charges resulting from borrowing 
operating capital for the purchase of 

operating input used in the production of 
the enterprise product(s). 

Cost of Production Estimates

45

OWNERSHIP or FIXED COSTS

-Taxes
-Housing
-Insurance
-Depreciation
-Long-term Interest

Cost of Production Estimates

46

RightRisk Page 28 of 52



TAXES

Personal property taxes charges on the 
assets owned by the farm/ranch which are 

used in the production of the enterprise 
product(s).

Cost of Production Estimates

47

HOUSING

The cost of keeping machinery and 
equipment used in the production of the 
enterprise product(s) protected from the 

effects of weather.

If not kept in a building, housing represents the cost of 
exposure to the elements.

Cost of Production Estimates

48
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INSURANCE

The cost of insuring the farm/ranch 
assets used in the production of the 

enterprise product(s) from loss.  Loss can 
result from theft, fire, or vandalism.

Cost of Production Estimates

49

DEPRECIATION

Depreciation represents the decrease in 
value of the farm/ranch assets used in 

the production of the enterprise 
product(s) due to wear, age, and 

obsolescence.

Cost of Production Estimates

50

RightRisk Page 30 of 52



LONG-TERM INTEREST

Long-term interest charges represent the 
cost of capital invested in the assets 

needed in the production of the 
enterprise product(s).

Cost of Production Estimates

51

NET PROJECTED RETURN

The net return per acre of the enterprise.  
Calculated as:

TOTAL RETURNS - TOTAL COSTS

Cost of Production Estimates

52
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Oregon Cost and 
Returns Estimates

http://arec.oregonstate.edu/oaeb

53

CONSTRUCTING ENTERPRISE
BUDGETS: practice session

54
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$108,063

$108,063

11,369
47,083

1,266
3,023
1,419

160
200

2,256

200

$66,976

COMPLETE BUDGET 
PLAN #1 - ANDY’S FARM

Item
200 Acres 

Corn
100 Acres 
Soybeans

2 Groups  
Feeder Pigs

Non-allocated 
Items Total

Income 
Ordinary income
Capital gains
Miscellaneous

Total income
Expenses

Seed, crop supplies
Fertilizer and chemicals
Purchased feed
Purchased livestock
Breeding, veterinary, and 

livestock supplies
Marketing cost
Fuel, oil and utilities   
Machinery repairs
Other Repairs
Insurance
Real estate taxes
Real Estate rent
Hired labor
Interest on operating loan
Interest on intermediate 

and long-term loan
Depreciation
Miscellaneous

Total expenses

}

$42,912

$42,912

3,024
12,578

4,963

1,800

1,174

$23,512  

$30,000

$30,000

1,050
2,870

1,491

750

371

$ 6,532

$     800
$     800

2,000
800

2,100

1,530

17,000
18,699
1,800

$ 43,929   

HANDOUT

55

• Per budget unit (acre/head/cow)

• Fixed percentage of total operation

• Enterprise relative percent of gross revenue

• Enterprise relative percent of gross expenses

• Enterprise relative percent of cash expenses

• Others(?)

Revenue/Expense
Allocation Approaches

56
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$108,063

$108,063

11,369
47,083

1,266
3,023
1,419

160
200

2,256

200
$66,976

$42,912

$42,912

3,024
12,578

4,963

1,800

1,174

$23,512  

$30,000

$30,000

1,050
2,870

1,491

750

371

$ 6,532

COMPLETE BUDGET 
PLAN #1 - ANDY’S FARM

Item
200 Acres 

Corn
100 Acres 
Soybeans

2 Groups  
Feeder Pigs

Non-allocated 
Items Total

Income 
Ordinary income
Capital gains
Miscellaneous

Total income
Expenses

Seed, crop supplies
Fertilizer and chemicals
Purchased feed
Purchased livestock
Breeding, veterinary, and 

livestock supplies
Marketing cost
Fuel, oil and utilities   
Machinery repairs
Other Repairs
Insurance
Real estate taxes
Real Estate rent
Hired labor
Interest on operating loan
Interest on intermediate 

and long-term loan
Depreciation
Miscellaneous

Total expenses

}

$     800
$     800

2,000
800

2,100

1,530

17,000
18,699
1,800

$ 43,929   

+ $     189   + $     133   + $       478$43,101      $30,133     $108,541

+ $     480   + $     140   + $    1,380
480             140            1,540

+ $     192   + $       56   + $       552
1,992             806               752

+ $     504   + $     147   + $    1,449

504             147            1,449

+ $     367   + $     107   + $    1,056
367             107            1,056

+ $  4,080   + $  1,190   + $   11,730
4,080          1,190          11,730

+ $  4,488   + $  1,309   + $   12,902
4,488          1,309          12,902

$34,082         $9,607        $97,287
Net Income $  9,019       $20,526        $11,254

189             133              478

+ $     432   + $     126   + $    1,242
432             126            1,442

57

Evaluating Enterprise
Performance

58
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BREAKEVEN COST 
OF PRODUCTION

Gross Returns

-Variable Costs

= Return to Fixed Factors

Cost of Production Estimates

59

GROSS MARGIN

Gross Returns - Variable Cost

If > 0 provides return to fixed factors (short run)

If = 0 then a trade off

If < 0 provides NO return to fixed factors

Cost of Production Estimates

60
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BREAKEVEN  PRICE

Total Cost / Expected Yield

Cost of Production Estimates

Total Cost / Expected Price

BREAKEVEN  YIELD

61

Enterprise Risk Analyzer

62
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Enterprise Risk Analyzer

63

Enterprise Risk Analyzer

64
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CONSTRUCTING ENTERPRISE
BUDGETS: your own numbers

65

66
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ERA Practice

70
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ERA Practice - ANSWERS

71

ERA Practice - ANSWERS

72
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Enterprise Risk Analyzer: Comparison with
Big Horn Basin Cow/Calf Ranch

73

74
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Enterprise Profitability

 Whole-farm profitability is derived from 
enterprise profitability

 One enterprise may be profitable but another 
may have only marginal profitability or may 
have costs greater than returns

 May be defined as returns greater than the sum 
of ALL costs:
 Cash and non-cash (e.g. depreciation)
 Actual and imputed (e.g. unpaid family labor)
 Variable and fixed (ownership costs)

75

Enterprise Profitability cont.

 Estimates require information from past 
financial statements or records

 Allow calculation of break even:
 Breakeven cost
 Breakeven price
 Breakeven quantity

 Can help management 
decide where to make 
adjustments in 
the crop or livestock mix

76
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1

Tools to Evaluate Risk for Your 
Enterprises & Entire Farm

Jay Parsons
Colorado State University

John Hewlett
University of Wyoming

http://oregon.erightrisk.com

Tools to Evaluate 
Alternatives

• Partial Budget
relatively minor changes

• Enterprise Budget
larger changes

• Whole Farm Budget
substantial changes

http://RightRisk.org > Tools
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Tools to Evaluate 
Alternatives

• Partial Budget
relatively minor changes

• Enterprise Budget
larger changes

• Whole Farm Budget
substantial changes

http://RightRisk.org > Tools
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Strategies for Managing Risk
1. Avoid it

2. Reduce it
a) Reduce the probability it will happen

b) Reduce the impact if it does happen

3. Transfer it outside 
the business
a) Insurance

b) Contracting

4. Increase capacity to bare
a) Increase reserves

b) Maintain flexibility

5. Accept it

5

Risk Management Strategy Goals:

6

outcome

%
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Cumulative Distribution Functions

7

outcome

%

8
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Livestock Insurance: LRP for Feeder Cattle Coverage

• LRP for feeder cattle offers price
protection for feeder cattle 
producers. It does not cover 
sickness or death of the cattle or 
insure against 
possible rising feed costs. 

• Now available in all counties           
of Oregon and across several 
other states 

• Producers remain subject to 
basis price risk

9

Livestock Insurance: LRP for Feeder Cattle
LRP Basics

• Expected End Value

– This is the expected prices at the end of an insurance period for 
each specific type and weight of feeder cattle announced daily on 
the RMA website

• Coverage Prices

– the prices that may be insured by the producer

• Coverage Levels

– based on the chosen coverage price and range from 70 to 100% of 
the expected end value

• Actual End Value

– This is the value of the cash settled CME feeder cattle index on the 
end date of the insurance period, adjusted by RMA for feeder 
cattle type and weight

• Subsidy Level – RMA provides a 13% subsidy on LRP feeder cattle
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Tools to Evaluate 
Alternatives

• Partial Budget
relatively minor changes

• Enterprise Budget
larger changes

• Whole Farm Budget
substantial changes

http://RightRisk.org > Tools

14

Complete Financials Required

• Beginning and Ending Balance Sheets

• Cash Flow Statement 

• Accrual Adjusted Income Statement

• Statement of Owner Equity

Substantial Changes
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EWS Farms RD Financial

15
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http://oregon.erightrisk.com
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