e Cstimating cost of production
. & TJools for risk assessment

The USDA's Risk Management Agency and OSU KBREC

invite you to learn strategies for better managing risks in your operation.
Participate in Estimating Cost of Production: to estimate enterprise cost of produc-
tion, breakeven prices and risk exposure using RightRisk enterprise analysis tools.

Klamath Basin Research
and Extension Center

Thursday, April 3" 2014
10:00 a.m. - noon
Klamath Community College - Bldg #6 Rm HI138
7390 South 6th Street, Klamath Falls OR

7Y d! Risk-5 and tools available for managing risk
V on Farms and Ranches in Oregon

oeqnsate (||

John Hewlett, Ranch/Farm Management Specialist, University of Wyoming

i estimating Breakeven Cost of Production

for Your Operation
John Hewlett, Ranch/Farm Management Specialist, University of Wyoming

Thursday, April 3" 2014 - 2:00 to 3:30 p.m.
Klamath Community College - Bldg #6 Rm H228

gc.)ols to Evaluate Risk for Your Enterprises & Entire Farm:

F N
~ The Enterprise Risk Analyzer, and More....
Jay Parsons, Risk Management Specialist, Colorado State University

’ map up:Where do we go from here?

John Hewlett and Jay Parsons

Register to attend by contacting:

@ Sustainable Agriculture oy

Research and Education

Klamath Community College
Funded by USDA-RMA Project #13-1E-53102-041 h.ttp..- / /emg_ht y 24 O

Recipient: RightRisk, LLC
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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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e Cost of Loss
— Income
— Resources
— Productive capacity, etc.

Negative

Positive Events

o Cost of Uncertainty

— Worry, doubt, fear, misallocation
of resources, etc.

— With potential for gain or loss
comes moral or ethical implications S U

| Unknown ;

® UNIVERSITY OF WYOMING

Risk
Averse
7

Risk
IF You Never Tey ANYTHING MNEW, N eutral

You'u Miss Out oN MaNY OF LIFE'S GREAT DISAPPOINTMENTS

® UNIVERSITY OF WYOMING
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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. Acceptit

5
USOARMA  RusurkRise.

Strategy Impacts

Panel 1: Same Mean, Less Dispersion Panel 2: Same Dispersion, Higher Mean

Panel 3: Skewing the distribution Panel 4: Truncating the Distribution

.......
. .

6
USOARMA ReswrkRise.

RightRisk Page 4 of 52




RightRisk Page 5 of 52




 RicurRisk.

John P. Hewlett
University of Wyoming

Jay Parsons
Colorado State University

Agricultural
Financial Management - 301

ESTIMATING BREAKEVEN COST OF

PRODUCTION: ENTERPRISE ANALYSIS
LRRMA RisurRise.

GOT FINANCIAL HEALTH?
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WHAT KEY FACTORS

DETERMVHINE FINANCIAL HEALTH?

x |s it a positive Cash Flow
x A large Net Worth
x Paying no taxes to reduce cash outflows

x Lots of family labor (good hard work)
x Location

x Positive Net Income

IF YOU CAN'T
MEASURE IT,

YOU CAN'T

MANAGE IT!!




Enterprises and Resources

Monitoring

Statements

Financial

¢

+ Financial Analysis

RV

USDA
USDA

(e (v

=

RN/ RisurRise.

USDA
YobA
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Land Labor Capital

Enterprise

A aclivity or proceds engaged in by a
wncentainly and which genenated one or more
saleable froducts.




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

USDA
LOARMA  RiswrRise. 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 ’

BUDGET

+ A budget is a list of all expected income and
expenditures for a plan or enterprise. Itis
prepared for a future period of time, usually

a year.

RightRisk Page 11 of 52




Types of Budgets

¢ \Whole farm/complete budgets
& Enterprise budgets

¢ Cash flow budgets Z=

¢ Partial budgets

ENTERPRISE BUDGET

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

RightRisk Page 12 of 52




Issues In Developing
Cost of Production

eSource

¢ Cost Allocation

¢ Terminology

¢ Cost Classification

SOARMA RiewrRese. 15

Issues In Developing
Cost of Production

e Source

eRecords vs. Estimated
¢ Cost Allocation
¢ Terminology
¢ Cost Classification

SARMA RiewrRese. 15
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Issues In Developing
Cost of Production

¢ Source

¢ Cost Allocation

+Complete vs. Enterprise Budget
¢ Terminology
+ Cost Classification

SOARMA RiewrRese. 17

Issues In Developing
Cost of Production

& Source
¢ Cost Allocation

¢ Terminology
+«Cost of Production Estimates
eEnterprise Budgets

+Costs and Returns Estimates
¢ Cost Classification

SOARMA RiwrRese. 18
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Issues In Developing
Cost of Production

& Source (eCash vs. Non-Cash
¢ Cost Allocation eoDirect vs. Indirect
¢ Terminology sVariable vs. Fixed

+Operating vs. Ownership
sAccounting vs. Economic
oExpendable vs. Capital
eHistoric vs. Projected

eIndividual Farm vs.
\. Composite Farm

USOARMA RiwrRese.  1°

¢ Cost
Classification

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)

USDARMY “RicurRise. 2
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EXxpense:

¢ 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)

SOARMA ResurRise,

COST: land

Assets  Ownership

SOARMA RsurRise, 2
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COST: land

Assets  Ownership

Cash

Owner Equity

Land

SDARMA ReewrRise. 2

COST: land

)
Assets quersm °
& Asset (cash)‘ cash g cv
s\ia
“ Owner Equity

S
*C‘A Land

RightRisk Page 17 of 52




COST: building

Assets  Ownership

Cash

Owner Equity

Buildings &
Improvements

SOARMA RiewrRose. 25

COST: building

Assets  Ownerskg ‘?.
sbc&em

Cash
A\

Owner Equity

Buildings &
Improvements

USDARMY RicurRise. 2
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Expense: building

Assets

Ownership

& Asset (building)
Beginning Balance

SARMA RiewrRose. 7

Expense: building

Ownership

Assets
& Asset (building) Buildings &
. Improvements
Beginning Balance B.Balance
- Depreciation Expense ' - Depreciation
= E.Balance

= Ending Balance

USOARMA RewRise. 2
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Expense: building

Assets  Ownership

o Asset (building) Buildings &

Improvements Owner Equity

Beginning Balance B.Balance | —D2epreciation
- Depreciation Expense‘ - Depreciation | _ oo
+ Owner Equity

Owner Equity
- Depreciation Expense ‘

= Ending Equity Balance

_ = E.Balance
= Ending Balance

SOARMA ResurRise,

Expense: building

Assets  Owne m

& Asset (building) Bui'%@k@‘v’mer Equity
ce

Impr,

Beginning Balance (ﬁ - Depreciation
- Depreciation Expeens%‘ epreciation | _ Ending
> _ EBalance | ©Wner Equity
= Ending@@&
Cas er Eqmty ‘
Depreciation Expense

= Ending Equity Balance

USDARMA RicurRise.
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Land Labor Capital

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.

USDARMA “RieurRise. %
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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

SOARMA RiwrRese.

COMPLETE BUDGET
PLAN #1 - ANDY’S FARM

200 Acres 100 Acres 2 Groups Non-allocated

ltem Corn Soybeans Feeder Pigs ltems Total
Income

Ordinary income $42,912  $30,000

Capital gains

Miscellaneous $ 800

Total income $42,912 $30,000 $ 800

Expenses

Seed, crop supplies 3,024 1,050

Fertilizer and chemicals 12,578 2,870

Purchased feed
Purchased livestock
Breeding, veterinary, and
livestock supplies
Marketing cost

Fuel, oil and utilities 4,963 1,491
Machinery repairs
Other Repairs 2,000
Insurance 1,800 750 800
Real estate taxes 2,100
Real Estate rent
Hired labor 1,530
Interest on operating loan 1,174 371
Interest on intermediate

and long-term loan 17,000
Depreciation 18,699
Miscellaneous 1800 _

Total expenses $23,512 $ 6,532 $ 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

SOARMA RiewrRose. 5

Enterprise Budget Layout

Enterprise Returns:
Cash Returns-
Non-cash Returns-

Enterprise Costs:
Cash Costs-
Non-Cash Costs-

Enterprise Return Over Costs:

USDARMY RicurRise. %
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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 USDA
UDARMA RiewrRose. 37

Cost of Production Estimates

ENTERPRISE RETURNS

Describes the yield, price received and
total cash income per acre for each
enterprise product produced.

USDARMY RicurRise. %
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Cost of Production Estimates

ENTERPRISE COSTS

A description of the various OPERATING
and OWNERSHIP costs involved with the
production of a particular product(s).

SOARMA RiewrRese. %

Cost of Production Estimates

OPERATING or VARIABLE COSTS

-Operating Inputs

-Fuel and Lubrication
-Repair and Maintenance
-Labor

-Interest on operating inputs

USDARMA  RiearRise.
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Cost of Production Estimates

OPERATING INPUTS

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

USDARMA RicarRise. 4

Cost of Production Estimates

FUEL AND LUBRICATION

Gasoline, diesel, olil, filters, grease, and the
necessary labor for fueling and lubricating
machinery and equipment used in the
production of the enterprise product(s).

USDARMA RiearRise. *
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Cost of Production Estimates

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.

USDARMA RicarRise. *

Cost of Production Estimates

LABOR

Charges for day labor, hired labor, and
owner/operator labor needed for the
production of the enterprise product(s).

USDARMA  RiearRise.
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Cost of Production Estimates

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).

SOARMA RiewrRose. 4

Cost of Production Estimates

OWNERSHIP or FIXED COSTS

-Taxes

-Housing
-Insurance
-Depreciation
-Long-term Interest

USDARMA  RiearRise. 46
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Cost of Production Estimates

TAXES

Personal property taxes charges on the
assets owned by the farm/ranch which are
used in the production of the enterprise
product(s).

USDARMA RiearRise.

Cost of Production Estimates

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.
LOERMA RwrRise. %
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Cost of Production Estimates

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.

USOARMA RiewrRose.

Cost of Production Estimates

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.

USDARMY RicurRise. 50
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Cost of Production Estimates

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).

SOARMA RiewrRese. 5

Cost of Production Estimates

NET PROJECTED RETURN

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

TOTAL RETURNS - TOTAL COSTS

USDARMY RieurRise. 52
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Oregon Cost and
Returns Estimates

http://arec.oregonstate.edu/oaeb

USDA
USDARMA “RicarRise. 53

CONSTRUCTING ENTERPRISE
BUDGETS: practice session




COMPLETE BUDGET
PLAN #1 - ANDY’S FARM

200 Acres 100 Acres 2 Groups f Non-allocated
ltem Corn Soybeans Feeder Pig It

Income

Total

Ordinary income $42,912  $30,000 $108,063
Capital gains
Miscellaneous
Total income $42,912  $30,000 $108,063
Expenses
Seed, crop supplies 3,024 1,050

Fertilizer and chemicals 12,578 2,870

Purchased feed

uel, oll and utilities 4,96 49 Y
Machinery repairs S
Other Repairs 160
Insurance 1,800 750 200
Real estate taxes
Real Estate rent
Hired labor
Interest on operating loan 1,174 371 2,256
Interest on intermediate

and long-term loan

Depreciation
Miscellaneous 200

Total expenses $23,512 $6,532 $66,976

55

Revenue/Expense
Allocation Approaches

» 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
o Others(?)

SARMA RiewrRise. 55
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COMPLETE BUDGET
PLAN #1 - ANDY’S FARM

200 Acres 100 Acres 2 Groups Non-allocated

ltem Corn Soybeans Feeder Pigs Items Total
Income
Ordinalry income $42,912  $30,000 $108,063
Capital gains
Miscellaneous Lt Lo A5
Total income $43,101  $30,133  $108,541
Expenses
Seed, crop supplies 3,024 1,050
Fertilizer and_chemicals 12,578 2,870
Purchased feed 11,369
Purchased livestock 47,083
Breeding, veterinary, and
livestock supplies 1,266
Marketing cost 3,023
Fuel, oil and utilities 3 4,963 1,491 1,419
Machinery repairs
Other Repairs 480 140 1,540
Insurance 1.992 olb (92
Real estate taxes G DO s AT 4,449
Real Eetate rent 367 107 1,056

Interest on operatingloa +$ 367 +$ 107 +$ 1,056
Interest on intermediate

and-leng-term-loan 4.080 1.190 11,730
Depreciation 4,488 1,309 12,902
Miscellaneous 432 126 1,442

Total expenses +$ 432 +$ 126 +$ 1,242
Net Income $ 9,019 $20,526 $11,254

57

Evaluating Enterprise
Performance

USDARMY RicurRise. 55
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Cost of Production Estimates

BREAKEVEN COST
OF PRODUCTION

Gross Returns

-Variable Costs

= Return to Fixed Factors

SOARMA RiewrRose.

Cost of Production Estimates

GROSS MARGIN

Gross Returns - Variable Cost

If > O provides return to fixed factors (short run)
If = O then a trade off

If <O provides NO return to fixed factors

USDARMY RicurRise. 60
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Cost of Production Estimates

BREAKEVEN PRICE
Total Cost / Expected Yield

BREAKEVEN YIELD
Total Cost / Expected Price

L R - RisuwrRisec. 61

Enterprise Risk Analyzer

L’J EnterpriseRiskAnalyzer_v1.06_BHCC.xlsx - Microsoft Excel [F=3C i
m Home Insert Page Layout Formulas Data Review View Add-Ins 7 @ o P &
HEG9- -0 a6 -
Al - i v
' ﬂ B C D E F G -
L Alfalfa
Cow-Calf Native Hay Oat Hay E stablishment | Alfalfa - Baled

FARM REVENUE

TOTAL FARM INCOME - CASH]  121,759.00 12,3680.00 2,802.00 2,306.00 25,040.00
TOTAL NON-CASH INCOME ADJUSTMENTS

GROSS FARM REVENUE| 121,753.00 12,380.00 2.802.00 2,306.00 25,040.00

FARM EXPENSES

FARM EXPENSES - CASH 86,843.00 6,557.00 1,756.00 2.297.00 12.072.00
FARM EXPENSES - NON-CASH EXPENSE ADJUSTMENTS 98.550.00 11,245.00 2,709.00 2,536.00 15.331.00

GROSS FARM EXPENSES| 185,393.00 17.802.00 4,465.00 4,833.00 27.403.00

NET FARM INCOME FROM OPERATIONS| (63.634.00)  (5.422.00)  (1.663.00) (2.527.00)  (2.363.00)|

g S A I=5
nbwm_‘ommummhwm

LR - RisurRiskc. 62
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Enterprise Risk Analyzer

16 Break-Even PRICE Analysis

17 Alfalfa

18 YIELD PER ENTERPRISE UNIT Cow-Calf Native Hay Oat Hay Establishment | Alfalfa - Baled

19 Meaxsmum 400 1.75 4 4 4

20 Most Likely 373.97 1.5 3 254 3

21 M 350 1 1.5 15 15

22

23 BREAK-EVEN PRICE - CASH EXPENSES

24 M 059 3230 33.77 4417 29.02

25 Mast Likely 0.64 37.68 45.03 69.56 38.69

26 Mevamn 0.68 56.53 90.05 117.79 77.38

27

28 BREAK-EVEN PRICE - GROSS EXPENSES

29 Mirmim 1.27 87.69 85.87 92.94 b5.87

30 Maost Likelv 1.36 102.31 114.49 146.37 87.83

N Meaxsmum 1.45 153.47 228.97 247.85 175.66

32

33 Probability Analysis (aick Guttan &t nght Graph Graph Graph Graph Graph

33 ty ysis (alck b nght) | Graph | IL_L_Im (LGraph § LGraph §  [Graphj§
> v Intro METEEIPT Schedule B BeginSchedules  EndSchedules | E| 4 >

Ready | BRI E 100% (=) ()

LA RMA - RisurRise. 63

Enterprise Risk Analyzer

@ EnterpriseRiskAnalyzer_v1.06_BHCC.dsx - Microsoft Excel = =) ﬂ
File Home Insert Page Layout Formulas Data Review View Add-Ins L 0 o gp &
dEC9-0-Q 0 ahdy -
Al - Je ¥
A B c D E F G -
| .
2 Alfalfa
3 Cow-Calf Native Ha Oat Hay | Establishment | Alfalfa - Baled |
35 Break-Even YIELD Analysis
36 Alfalfa
37 PRICE PER UNIT Cow-Calf Native Hay Oat Hap Establishment | Alfalfa - Baled
38 Meiinin 15 80 80 B0 150
39 Mast L ikely 0.7534 70.64 70.64 70.64 80
40 Mot 0.65 65 65 b5 75
Ll
42 BREAK-EVEN YIELD - CASH EXPENSES
43 At 158.62 on 1.69 2.21 0.77
44 Mast Likely 315.80 0.80 1.9 2.50 1.45
45 My 366.04 0.87 2.08 2.72 1.55
46
47 BREAK-EVEN YIELD - GROSS EXPENSES
48 Mo 338.62 1.92 429 4.65 1.76
49 Mast Likely 674.18 2.17 4.86 5.26 3.29
50 Meaximum 781.42 2.36 5.28 5.72 351
51
52 Probability Analysis ( oot Gutlan af nghit ) [ GraEh | | Gragh l | Gragh I I] Gragh l Gragh |
g3 - 4
KHarm EndSchedules ~ EnterpriseAlocator | BEAnalysis ~ PGph01 _ PGphi/| 4 >
|| Ready | | BB B 100% (= {J (+) .4

SOARMA RuwrRisr. o
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CONSTRUCTING ENTERPRISE
BUDGETS: your own numbers

-

65

EnterpriseRiskAnatyzer v1.06_ BHCCoxdex - Microsoft Excel

=l .

n Home  Insert  Pagelsyout  Formulas  Data  Review  View  Addins o@eosm

dBdo-o-3 08

f3 v 3 Ll

4] A ] C D E F G H [ J K [
| 1 {
1

2 ! |

/S

3

4
:: — =
| 5

E i
nterprise
= - e ——
) EnterpriseRaskAnstyver_v1 06 BHCC.dex - Microsoft Excel
- m Home Trient Page Layout Formulas Dats Review View Add-dn
l e g -

: Risk Ana:us o s
| = - £ cow-calf i
1 ry ~ =

7 Version 1.¢ ~ * 8 L b E £ G -

(] : Enterprise

Ente
[ g nT.;‘:LI“ Enterprise Number Units Enterprise Type
1o 2 Description of Uinits fevew or dbvestock]
Il 11 3 Entarprise #1 CoweCall 388 cow lvestock

12 BY‘ 4 Entarprise #2 Maing Hay 116 acres crop
| " N ! Enterprise #3
[ 13 John P. Hewlett, University of Wy ° - - Ost Hay 13 acres aop |
i | & nterprise Altalta Esisblishment 13 BCrES crop

14 Dr. Jay Parsons, Colorado State Ui -

e Entarprise #5 Alialia - Baled 104 acres crop

15 Dr. Stuart Nakamoto, University of g

16 s

17 Cc ; Expected
118 & — 2 . = Stachastic ) Revenue
| 19 Rm *H iRl i Elamants sl Unit Pri Entarprive Ui

[T S—— A% N Jxtenst erprise nits (= nterprise Ui
| 20 - YOMING E | 10 Estimate Unit (bufton/lbs) per Unit . ik
|H 4 » M Intro AFLCER Schedule' P BeginSchedules EndSches | |, Adinmom 350 5 085
|
| L _ — CowCalt Mast kel 9 fos s 0rs | 28175
13 Aoy 400 § 150
| 14 A 1 3 £5.00
| 18 Matrve Hay Aost Likely 15 fon 3 7oE4] ¥ 105.96
16 Mawim 175 [ 80.00
17 i 15 [ £5.00
18 Ot Hawy Mast L kel 3 ton [l 7oE4] % 211.92
il 19 Adusmum 4 i ] B0.00
2 A 15 3 £5.00
Ay Alinlin Faashlishmant Aot { kel LYY - » sncalt 179430 ™
W4+ ¥ iio  Genersl Schedule F - BegnSchedules  EndSchedules  Enterp)] 4 X []
Resdy WD 0% o) 66
: — — m— — .
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e Enterpeis<Hisk Analy e v1.06_ BHCC = Microsoft Excel T o o3 I |
m Home Insert Page Layout Formulas Data Review View Add-Ins = 9 o8
HBEG9-0-Q a6~
F6 v @ | 18641 v
Al B Qg D E| F 1G] H i
] 1 ;
2 SCHEDULE F (Form 1040) - Profit or Loss From Farming 2011
3 T
4 Farm Income - Cash Method.
5 | 1a |Specified sales of livestock and other resale items al 102,838
B b |Sales of livestock and other resale items not reported on line 1a b 18 E?IJ
I c | 7owmiotines 1aand 16 K ﬂ 121.47
8 d |Costor other basis of Ivestock or other items reported on line Tc d
9 e | Subractine Idtom e Ic e 121.479] | =
10 2a -Spacilied sales of products you raised 2a 42.339
11 b |Sales of products you raised not reported on line 28 2b |
12 3b ‘Coopermdjsmhmons(Fom(s)IEISQ-PATR) taxable amount 3b
13 4b ngncuIlural program payments - taxable amount 4b
14 S5a |Commodity Credit Corporation (CCC) loans reponted under election S5a
15 c |CCCloans forfeited - texable amount 5¢c
16 6 |Crop insurance proceeds and federal crop disaster pay t
17 b [ Amount received in 2011 - taxable amount 6b
18 d | Amount defered from 2010 6d
19 7a 'Speuhed custom hire (machine work) income 7a
20 7b Cuslom hire income not reported on line 7a 7b
21 fa 1Specdled other income Ba 469 |
22 Bb _|Other income not reported on line 8a Bb
| 23 | q ‘ :E-Gross income. Add amounts in the right column (lines 1e, 2a. 2b, q 164287
24 |3b. 4b. 5a. 5c. 6b, 6d. 7a. 7b. 8a. and 8b) :
25
2% m Farm Expenses - Cash and Accrual Method.
27 10 |Car and truck expenses (see instructions). Also attach Form 4562 0
28 11 |Chemicals
29 12 |Conservation expenses 2
30 13 |Custom hire (machine work)
3 14 Deprecmun and section 179 expense see schedies
32 15 ’Employee benefit programs other than on line 2 15
33 16 |Feed [ 45,828
34 17 ;Fem’lizers and lime 1.200
35 18 |Freight and trucking 8 -
M 4 v ¥ | Intro M@TTEP Schedule F < BeginSchedules  EndSchedules ~ Enterpri] 4 | = ] — »
Ready | || E 100% (=) O )
- )
SOARMY RiswrRose. &
M T vty oKk Ay zcr_ wL06_ BHCC xioe = Mrcrosoft Excel T — sl I |
“ Home Insert Page Layout Formulas Data Review View Add-Ins L) 0 o B
HEG9-0-2 56 -
B4 - (8 £ >
Al B | C D E F G H i r =
Il 225 | | | -
|| 226 Total Fair MarketValue of Raised Breeding Stock 177.272
1227 JPurchased Awverage| Cost Market Total
/1228 [Breeding Lvstk MNumber | Weight! | Per Annual  [Accumulated|  Original | Value Per| Market
|| 229 |Desaiglion Animals | Animal | Animal |Depreciation|Depreciation]  Cost Animal Value
230 |Bulls 15 2,625.00 7.875.00 19.688.00 39.375 650.00 9.750
W23 Horses 9 1.260.00 1.250.00 5.625.00 11.250 700.00 6.300
if233 - -
| 234 - -
fess, o 000000 I | e e _—— *
| 236 - - ]
(237 - . %
238 * -
{233 - -
if 240 i ) - .
i2a - -
{242 [Total Annual Depreciation of Purchased Br Stock 9,125 - -
(243 [Total Cost or Book Value of Purchased B Stock 25,313 50.625
|| 244 I| ofal ;n;et\a’alue oi ;%use; gl’ﬁedlng -leestor.‘k 16,050 |
245
:: 246 Echedule K — Machinery. Trucks, Pickups. Autos and Livestock Equipment
247
:: 248 Year Cost Estimated
1243 (Powered Make | Date | Percent or Annual  |Accumulated] Book Market
:: 250, |E Model |Acquired| Owned Basis _ |Depreciation|Depreciation| Value Valug
|f2s1 |00 HP tractor- 2W0 - st e L P 4107] 2053 20536 | 20537
{252 50 HP tractor - 2WD 18,141 | 9.070
(253 [Swather-12FT L} 34519] 3452 17.259
I 254 =
255 B -
Il 256 =
| 257 ] -
1212 N A [N (S I I — = | —
i 259 -
il 260 -
ik | | | | |
267 Yamr Cnst Fetimater
(L0 W intro_ AT Sehedule £ Schndth Mﬂa MM' [w__ & =
Ready | | (BB E 100% (=) {J

SRV RusarRise.

RightRisk Page 39 of 52




'r@ S EnterpriseRiskAnalyzer_v1.06_BHCCodsx - Microsoft Excel o @ .
m Home Insert Fage Layout Formulas Data Review View Add-Ins @@ =
ARET9-0-2 &G -
Al - I ¥
. S i o = = == = = I !
(|
2 Amount to
(3] Allocate I Cow-Calf | Mative Hay |
¢ |FARM REVENUE
3 GainfLoss on sales of livestock and other resale items 121479 - 121,479
7 Specified sales of products you raised 42339 - 12.291
8 Sales of products you raised not reported on line 2a - -
9 Cooperative distributions (Form(s) 1093-PATR) - taxable amount - -
10 Agricultural program payments - taxable amount = =
1 Commodity Credit Corporation (CCC) loans reported under election E &
12 CCC loans forfeited - taxable amount - -
I 13 Crop insurance proceeds and federal crop disaster pay t:
14 Amount received in 2011 - taxable amount = %=
15 Amount deferred from 2010 - -
16 Specified custom hire (machine work) income = =
17 Cusgtom hire income not reported on line 7a - - _
18 Specified other income 469 - 280 89
19 Other income not reported on line 8a - -
20 TOTAL FARM INCOME - CASH 164.287 121,759 12.380
21
22 —MNon-cash Income—
23 Farm Income - Non-cash Adjustments Begining (| Ending (+)
il 24 Crops Held for Sale NOT Feed - Increase (Decrease) £ = = =
il 25 Raised Breeding Livestock - Increase (Decrease) 177.272 177.272 - -
26 Livestock Held For Sale - Increase (Decrease) - - - -
27 Cost of Lvstck Held for Sale Adj. (Begining - Ending) - = = =
28 Hedging Accounts - Increase (Decrease) = -
29 Accounts Receivable - Increase (Decrease) - - - -
30 Motes Receivable - Increase (Decrease) = = - =
3 Govemment Payments Receivable - Increase (Decrease) - - - -
32 TOTAL NON-CASH INCOME ADJUSTMENTS - = = o
400 o 7 Scheduie  BegnSchedues  EndSchediies _EnterprseAocator ATV « |
Ready | [0 100% (- "‘ H

69

ERA Practice

II-M wllﬂeq I Cow-Calf I Alfalfa | Unallocated I
Farm Expenses - Cash
Car and bruck expenses (see msiructions) Also attach Form 4562 - - —
Chemicals 1,465 1455
Corservabon expenses =
Custom hire (machine work) =
Deprecation and section 179 expenss non-cash exp
Employes benelt programs other than onling 2 - —
Feed 32.000 32 000
Fartikzers and kme 1.997 — 1897
Freight and trucking 1.000 j @
Gasoling, fusl, and ol 120 120
Insurance (other than health) 21600 - Treel
Interest non-cash axp.
Mortgage (pakd to banks, ele ) non-cash exp
Other non-cash axp
Labor hired (less employment credds ) 1334 1334
Pension and proft-sharing plans - -
Rent or lease
Vohedes, machinery, equipmant =
Other {land, animals, #ic ) 29,680 29,680
Repairs and maintenance By - E
Seeds and plants -
Storage and warehousing =
Supplies 250
Taxes 1,000
Ubibes *
Velerinary, breeding, and medicine 3,700 3700
Other expenses (specify):
Sale commission 1414 1414
Miscallanpous 1,000 Tooo L
Irmigeation water 800 o0 =7
SwathTumBakeHaubStack am 3737
Crop Insurance 1,162 1162
_TOTAL FARM EXPENSES - CASH B3 604 [] ;4 8,152 8528
Farm Exp s=N h E: Adjustment Ending (+]
Depreciation Expense (average of beginning and ending) 35005 35,005 0 | oy
Supphes & Prepaid Expenses - Decrease (Increase ) - - -
Investmant in Growing Crops - Decrease (ncrease)
Crops Held for Feed NOT for Sale - Decrease (Increase)
Accounts Payable - Increase (Decrease) -
Short Term Motes Payabie - Inc (Dec) - Mot Ann Op Loan
Accrued interast (average of beginning and ending) I M6 M8 246
Acc Prop, R E., Payrol Tades - Increase (Decrease) - -
Accrued Lease Payments - Increase (Decreasa)
Owner Labor - annusl
Management {cwner) - annual
Retumn on Equity Capital - annual dollar amount -
[_TOTAL NON-CASH EXPENSE ADJUSTMENTS 35251 3B.251 70
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ERA Practice - ANSWERS

Al XPEN:
Farm Expenses - Cash
Car and truck expenses [sée insinuchons) Also altach Fom 4552 = - —
Chemicals 14663 - 1466
Conservation expenses -
Custom hire (maching wrk)
Depreciabion and section 179 expense non-cash axp
Employse benwll progra ther than on ling 2 - -
Feed 32,000 - 32 000
Fertiizers and kme 1907 ¥ 1997
Fr and trucking 1000 - 1,000
G @, fuel, and ol 109 - 120
Insurance [other than heaith) 21e0] - TO0 ™
Interest non-cash exp
Mortgage (paid to banks, sc ) AON-CHEN G0
Other Mon-cash .
Labor hired (less employment credds ) 134 - 1334
Pension and prodt-shaning plans -
Rent or lease
Vahicles, machinery, equipment = - =
Qther fland, anmals, efc ) 208:0Q - 29 650
Repairs and maintenance sad ]l - 700 184
Seods and plants =
2500 - 2
10008 - 1, 00K
eleninary, breedng, and medicine iro0f - 3700
Other expenses (specify):
Sale commission 1414 - 1414
Miscellaneous 1000 - 1,000
Imigation water 800
Sweath/TumBaleHaulSack arar) -
Crop Insurance 1162 - 1 16}
I TOTAL FARM EXPENSES - CASH 83 604 T2E54 10,830
+oash Experces— |
Farm Exg =MNon-cash Exy Adj Bagireng [-)| Ending(+)
Depreciation Expense (average of beginming and ending) 35,005 35005 ;\f_llﬁ" - 20,000 B0
Supphes & Preg - - - .
Investment in G ops - Decrease (Increase) -
Crops Held for Feed NOT for Sale - Decrease [Increase ) -
Accounts Payable - iIncrease (Decrease)
#C) - Not Ann Op Loan
{avorage of beginning and ending) ME M8 M5 - 246
- Increase (Decreasa) - - - 5
Accrued Lease Paymaents - increase (Decreass) -
Owner Laber - annual -
Management (owner) - annual
Retumn on Equity Capital - annual dollar amount
TOTAL NON-CASH EXPENSE ADJUSTMENTS 70,500 51
[GROSS FARM EXPENSES (cash + non-cash| | TR N 71

ERA Practice - ANSWERS

& S EnterpriseRiskAnalyzer v1 11 DCRNCH - Microsoft e+ o8 e |
ilm Hame Insert Page Layout Formulas Data Review View Developer Add-Ins ModelRisk vigo P B
B9 G i
Al - I v
R = B - = = = - = - = - = - T:.
1 1 NET INCOME ANALYSIS
2 £33 |
3 FARM Cow-Calf Alfalia
4 FARM REVENUE
5 TOTAL FARM INCOME - CASH|  137.443.00 111.935.00 25.508.00
6 TOTAL NOM-CASH INCOME ADJUSTMENTS
7 GROSS FARM REVENUE 137.443.00 111.935.00 25.508.00 "
8
|| ] FARM EXPENSES
il 10 FARM EXPENSES - CASH 83.694.00 72.864.00 10.830.00 |
il 11 FARM EXPENSES - NON-CASH EXPENSE ADJUSTMENTS 35.251.00 26.300.00 8.951.00
12 GROSS FARM EXPENSES 118.945.00 99,164.00 19.761.00
13
14 MNET FARM INCOME FROM OPERA"I'ION_SJ 18.496.00 12,771.00 5.?2?.H - - -
il 15
16
17 ; WHOLE | | | | .
e Net Income RISK Analysis L o e .
19
20 NET Enterprise CASH INCOME |
21 (cash income - cash expenses) |
22 Minirmim 5.940.84 (2.429.00) 8.369.84 = = = |
23 Most Likely 53,749.00 | 39.071.00 14.678.00 - = - |
I 24 Mavimim 141,240.84 104,071.00 37.169.84 = = = |
il 25
26 NET Enterprise REVENUE
27 (gross revenue - gross expenses)
28 Minimum (29.310.16)]  (28.729.00) (581.16) = » -
il 29 Mast Likely 18.498.00 12.771.00 5.727.00 = = =
il 30 M 105,989.84 77.771.00 28.218.84 = = =
3
Probability Analysis (oot Sutton atnght) H Graph | | Graph | | GraEh l | Graph | Graph l | Graph |
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Enterprise Risk Analyzer: Comparison with
Big Horn Basin Cow/Calf Ranch

EnterpriseRiskAnalyzer v1.11 DCRNCH - Microsoft

' Home Insert Page Layout Formulas Data Review View Developer Add.|
9 daHAG 50 -
Al - 5
B Cc D E
] BREAKEVEN ANALYSIS
Cow-Calf l Alfalfa | I

FARM REVENUE
TOTAL FARM INCOME - CASH|  111.335.00 25.508.00

TOTAL NON-CASH INCOME ADJUSTMENTS
GROSS FARM REVENUE| 111.935.00 25.508.00

FARM EXPENSES
FARM EXPENSES - CASH 72.864.00 10.830.00
FARM EXPENSES - NON-CASH EXPENSE ADJUSTMENTS 26.300.00 8.951.00

GROSS FARM EXPENSES 99.164.00 19,781.00

|
NET FARM INCOME FROM 0PERATICINS| 12.771.00 5.727.00 -

——————— — — = —
EnterpriseRiskAnalyzer_v1.06_BHCCodsx - Microsoft Excel —l‘:' o=

. Home Insert Page Layout Formulas Data Review View Add-Ins L 0 o @
do-c-RomG v

Al - £
1 B o] D [ E F G

[ Alfalfa
| Cow-Calf |umug| Dat Hay IEumlMau-nm

FARM REVENUE
TOTAL FARM INCOME - CASH|  121,759.00 12,380.00 2802.00 2.306.00 25,040.00

TOTAL NON-CASH INCOME ADUUS-TMENTS'
GROSS FARM REVENUE|  121.759.00 12.380.00 2.802.00 2.306.00 25.040.00

FARM EXPENSES

FARM EXPENSES - CASH 86,843.00 6.557.00 1.756.00 2.297.00 12.072.00

FARM EXPENSES - NON-CASH EXPENSE ADJUSTMENTS 98,550.00 11.245.00 2.709.00 2.536.00 15,331.00
GROSS FARM E)CF’ENEESI 185.393.00 17.802.00 4.465.00 4833.00 27.403.00

|
NET FARM INCOME FROM OPERATIONS| (63.634.00)  (5.422.00)  (1.663.00)  (2.527.00) @,SSB,UID]F’RB'_ 73
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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)

L R - RisuwrRisec. 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
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Tools to Evaluate Risk for Your
Enterprises & Entire Farm

Jay Parsons S
Colorado State University RS ke 3

John Hewlett
University of Wyoming

RicurRis s RMA ]

http://oregon.erightrisk.com

Tools to Evaluate RuewrRisk—
AI'I'e rnd 'I'ives Risk Scenario Planning

* Partial Budget
relatively minor changes =
g 4 RuemRise—— o
Enterprise -
Risk Analyzer :.@ =
» Enterprise Budget | . ®
larger changes S P oot e vt —
RMA§ s @ —

 Whole Farm Budget — - =~ =
substantial changes s ==

uspa| http:/IRightRisk.org > Tools>
RicurRsk . e
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Enterprise
Risk Analyzer

Version 1.11

i Enterprise
cash Costs &

Returns

O
Click Here to Begin

By:

John P. Hewlett, University of Wyoming
Dr. Jay Parsons, Colorade State University
Dr. Stuart Nakamoto, University of Hawaii

Cojorado g
\.. . “
/
D

RMA & UNIVERSITY

Rk Masagrment Agescy WVOMING Extension 87 . aht RightRisk - All rights resarvad, 2012,

e RMA :

Tools to Evaluate RocRise.
Risk Scenario Planning

Alternatives nerio
* Partial Budget

relatively minor changes e

Enterprise \ |
Risk Analyzer ' =

i

Version 1.11

 Enterprise Budget | .
larger changes i —
RMAG 0 e M-

« Whole Farm Budget
substantial changes |- T o
R Rise | — USDA http: //nghtRlsk org > Tools>

RightRisk Page 46 of 52




Strategies for Managing Risk

1. Avoidit

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. Acceptit

Risk Management Strategy Goals:

Panel 1: Same Mean, Less Dispersion Panel 2: Same Dispersion, Higher Mean

%

outcome

Panel 3: Skewing the distribution Panel 4: Truncating the Distribution

.........

RewrRise. 228 RMA
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Cumulative Distribution Functions

outcome

WODA RMA

Risk Scenario Planning

Version 1.04

Click Here to Begin

By:
John P. Hewlett, University of Wyoming
Dr. Jay Parsons, Colorado State University

USDA pas4- & UNIVERSITY (‘ol%lo ~
==m RMA o WYOMING faie

D

© Copyright RightRisk - All rights reserved, 2013.

DA RMA
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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 RV Feeder Cattle (0801)

Livestock Risk Protection

e

possible rising feed costs.

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

Producers remain subject to |
basis price risk % :

USDA A&
=mm RMA

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

e 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

e Subsidy Level — RMA provides a 13% subsidy on LRP feeder cattle

R_,,_ — USDA RMA
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Risk Scenario Planning

Version 1.04

Click Here to Begin

By:
John P. Hewlett, University of Wyoming
Dr. Jay Parsons, Colorado State University

o RMA Wi

Wik Monogrmess bgees

UNIVERSITY
ot WYOMING

© Copyright RightRisk - All rights reserved, 2013.

WODA RMA

11

LRP Coverage Prices, Rates, and Actual Ending Values - Report
Exp. End COVOI’OQO COVBI'OQO Cost Per Actual End
SR Value Price Level Rato CWT End Dete Value
2014 189.971 | $187.000 | 0.984400 (0.027065 5.061 11/19/2014
2014 189.971 $184.800 | 0.972800 | 0.023101 4.269 11/19/2014
2014 189.971 | $182.600 | 0.961200 (0.019729 3.603 11/19/2014
2014 189.971 | $176.000 | 0.926500 | 0.012575 2.213 11/19/2014
- _. USDA o
ISK: ' = RMA
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Tools to Evaluate | RuwrRise—
Alternatives Risk Scenario Planning
* Partial Budget
relatively minor changes = — —
errE =g
nterprise R
Risk Analyzer ¢ @ =
 Enterprise Budget | . ®
larger changes . e I
Sﬂé 8\\ "gi::‘_l poctsness . W

* Whole Farm Budget = e

substantial changes

“RicarRosk —— usba| http://RightRisk.org >Too|s>

== - ARIVEZ X
el

Substantial Changes

Complete Financials Required

e Beginning and Ending Balance Sheets
e Cash Flow Statement

e Accrual Adjusted Income Statement
e Statement of Owner Equity

RaRei— U0A RMA :
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EWS Farms RD Financial

Click for Menu Display Options

Supo.& Preoaid Exo. (Exo)

gl

£nt_AssSels
h. & Eouioment
Breedina Livestock

'_Am_l— —Liabilities
Beginning Ending Beginning Ending | Income Statement - Accrual Adi.
Cash on Hand 25.000 57.831|Accounts Pavable (Exo) 0 0| [Cash Income (Net of cull vstk sales)
Croos Held for Feed (Exo) 0 OlAccrued Interest (Exo) 12.540 11.889| |Non-Cash Income Adiustments
(Croos Held for Sale fInc) 200.000 200.000|Current Princioal 11.908 12.559]| |Non-Cash Income (Raised Brdo Lvstk)
Market Livestock (Inc) 0 0{Other Current Liabilitv (Exp) 10.000 10.000| |Capital Gain/Loss on Breeding Lvstk (Net)
(Other Current Assets (Inc) 15.000 15.000/Short Term Notes (Exo) 0 0 Gross Revenue
Invest Growina Croos (Exo) 0 0[Def. Tax on Current Assets 0 0

Cash Exoense (Excluding Interest)

10.000

Overating Loan Carrvover
82 831 o

otal Current Liab
292.500|Prin.on TD. & CL

MNon-Cash Feed Inventorv Adiustment
Other Non-Cash Non-Interest Exoense

Cash Flow Statement

Crop Sales & Net Insurance Pavments
Mrkt & Cull Livestock Sales
Lvstk Secondarv Product Sales

|Government Pavments
(Other Cash busi Inflows/income
(Ooeratina Loan Proceeds | 50%

Loan Proceeds Caoital Assets
Non-Business Inflows/Revenue
(Other Nonfarm Inflows
Other Nonfarm Inflows

255.399 242.840| |Deoreciation (Land Bldos Eouio.}
0[Def Tax on Lona Term Assets 0 Total Operatina Expense

1.038.000|Total Business Liab 289.847 277.288| |CashIm. Exo.-TD.&CL
1.613 331|Business Net Worth 1.325 153 1.336.043| |Cash Int. Exo. - Ooerating

Chanae in Eauitv From Beainnina to End of Year 10. Non-Cash Interest Exoense

Total Expense
Inflows OutFlows
579.608|Cash Exoenses No > 444.913| |Net Business Income From Ooerations

0|Other Cash Business Outlflows/Exoense

0| [Net Business Income

(Total Cash Inflows
* T.D. = Term Debt. C.L. = Caoital Lease

OiCashint. Exo. -TD. &CL." 12.540| |income+SS+Def. Tax-Cash & Non-Cash
29.845|Cash Int. Exo. - Operatina 7.000% 7.261| |Net Income
0|Loan Prin. Pavments - T.D. & C.L. 11.908
207 457 |Breedina Livestock Asset Purchases 0| Statement of Owner Eauitv
0[Mach & Eouio & Real Estate Purchase 0| [Beainnina Net Worth (Cost/Mrkt)
Owner withdrawals 100.000| |[Net Income +
0[Cash Taxes Paid (Income & SS) 0| [Non-Business Cash Inflows +
0Other Cash Outflows (Not Expenses) 0] |Owner Withdrawals (Cash)
S8 Subtotal $576.622] |Asset Valuation Chanoe/Cont /Distrib. | +/-
! i $207 457 |Calculated Endina Net Worth =
Total Cash Outflows $784 079] |Reported Endina Net Worth (Cost/Mrkt)
nual Net Cash Flow (never < zero) m Discrepancy

15

RightRisk Page 52 of 52






