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tal Intensive Business!!!
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Financial Analysis

[# assets at their cost or depreciated value (book value)

Fiscal year being evaluated
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Cumulative affect of management decisions on
current fiscal year.
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Economic Analysis

ate assets at their current market value.

Specific times of asset evaluation —\
Fiscal bei luated wa o
iscal year being evaluat —a
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@hancial vs. Economic Cost Example

fe Land — Example 2

40 acres purchased 20 years ago with no debt, land taxes of
B42/acre, fertilized at $10/acre, all improvements are
eciated out and a current rental value of $35/acre

h

Einancial Economic
_and cost $0 Land cost  $35
gkes $12 Taxes $0
WOperating  $10 Operating ~ $10
$0 Deprec. $0
Total $45
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"\ What is Cost of Production?
IRM/SPA Cost Areas

e Feed

— Stored (purchased or raised

— Grazed ((F;)wned or leased) ) P’
Operating g
e Depreciation

— Cattle

— Equipment

Labor

— Hired

— Family

Interest (allocated to cattle)
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cial vs. Economic Cost Example

and — Example 1

10 acres being purchased with an $800/acre debt at 8%
Qntract, land taxes of $12/acre, fertilized at $10/acre,

g slepreciation on improvements at $3/acre and a current rental
of $35/acre

Financial Economic
hand cost  $64 Land cost  $35

$12 Taxes $0
$10 Operating  $10
$3 Deprec. $0

Total $45
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‘ 2>What Drives Profit?

tatistical analysis of N. Dakotas 1994
M’herds revealed that only 20% of
variation in cost of producing cwt of
lve could be explained by differences
peaning wt. (Hughes, 1996)
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lowa BCBR Data ©
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Herd Size .04 10180 ent
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Calf price .01
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gehn, 1995 ISU Beef Research Report
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Feed Cost .567
Depreciation Cost .086
Operating Cost .049
Calf weight .046
Capital charge .024
Calf price .027
Weaning percentage.017
Herd size .007
Total .823
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Pservations| owa and 1linois SPA records

-8 financial measures explain
over 82% of farm-to-farm
variation

-Cost factors were far more
influential than production or
marketing factors.

Bottom line: Feed cost is the
most important factor in
determining profit!
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$390.75

$423.08 $495.35

nning year breeding

$637.68 $386.87 $270.23

ome/beginning year

-$247.02 $36.29 $225.13

nt/beginning year co\"
$1,538.00 $2,308.00 $1,397.00

-15.50% 2.88% 18.16%
148 Great Plains Herds

pfit herds: same output/cow, but lower annual
per revenue, lower investment and higher ROA.
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\What Drives Profit?

Correlation to RLM
cost/ cow -41
afing cost / cow -.25

)' insur / cow -.30
fital charge / cow -.27
-47

-.49
Jacost / cwt -42
X & insur / cwt -.40
capital charge / cwt -41
ost / cwt -.61

ISU Beef Research Report
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Table2 Finandal and Econamic Feed Cot far lonaand |llinais SPA herds, 1996-2000.
Finanda % of tata | Economic % of tatal
$80.59 0% | $826 410%

$1.64 0.7%
0% | $B812
$2.45 143% | $945 123%

12 161% | $3312 13
05, 3
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st place to look for inefficienciesin the
w herd isfeed resource utilization

Low Cost 1/3 High Cost 1/3
$157.96 $225.07

ow $61.88 $70.36 Need ©
k/Cow $372 $318 lyze
a
d Feed / Cow $91.36 $151.53 an ¢ centers
profl
3802 5861
$2391 $28.99
$45.69 $5001

Strohbehn, 1995 ISU Beef Research Report
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Variation in Financial Hay
Production Cost

Table4. Financial Hay Production Cost by Quartiles for lowa and I1linois SPA herds, 1996-2000.
TopV4 2nd14 3rd 14 Bottom 1/4]

Yield per Acre of Forage Production, Tons 41 35 35 31
Land Charge per Ton $5.41 $851  $1381  $2231
Operating Cost per Ton $922  $1687  $2453  $44.03
Depreciation Cost per Ton $£2.25 $5.70 877 $13.37
Non-Real Estate Loan, Principal & Interest per Ton $0.50 $0.55 $1.22 $4.69
Family & Operator Labor per Ton OO OO0 00K XXX
Total Cost per Ton of Forage Produced $17.38 $31.63 $48.32 $84.40

B/ 2 ton hay cost/cow $34.76 $168.80

Top Ya vs. Bottom V4
Land charge - $17 difference
Operating - $35 difference
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What Have We Learned?

Lesson #1
The measure of efficiency that relates best
. 10, profitability is total cost / cwt of production.

ember -Total cost / cwt is a composite measurement. It
ludes cost control, rate of reproduction, and weight gain up
to weaning.

Lesson #2
(A data analysis shows producers need to analyze
belr own records to find weaknesses because no
ORe item appears to be the culprit in all cases.
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Average of all herds

Table 3. Financial and Economic Hay Production Cost for 1owaand Hlinois SPA her ds, 1996-2000.
Financial % of total | Economic % of total
36 36
$11.35 27.8% | $031 34.1%
$21.25 521% | $21.30 3B%
$6.83 16.7% %83 115%
Non-Redl Estate Loan, Principd & Interest per Ton $1.39 34% XXX
Fanily & Operator Labor per Ton XXX $11.26 18%%
Total Cost per Ton of Forage Produced $40.83 $69.59
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Pasture Profit Center

Pasture Financial Production Costs

lowa, 1998-99
lowa Ave IA Std Dev

Acres / Cow-calf Pair 2.6 11
Land Charge/acre $19.03 $10.81
Operating Cost/acre $9.69 $12.59

Fh) Depreciation Cost/acre $1.05 $1.99

s Interest Cost/acre $0.09 $0.09
Total Cost per Acre $29.86 $16.39

Cost per AUM $6.63 $4.44

Cost per Day $0.24 $0.15
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production expenses per cattle farm
ased over $21,000 from 2002 to 2007

2007 2002 7( Char}gi
687,540 725,707 [ s\

Expenses $54.8 billion $42.2 billion / +30 \
per Farm $79,752 $58,125 +37

$24.5 billion $18.8 billion +31
$11.5 billion $7.90 billion +45
$2.69 billion $2.48 billion +8

$2.34 billion $1.95 billion \ +20 /
$2.33 billion s2.02bilion | \ +15 /]

* 2007 Census of Agriculture: Cattle Prosyctior
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A Ch teristi d Production Costs of U.S A Characteristics and Production Costs of U.S.
aracteristics an I"O uction Costs o . Cow-Calf Operations (2001)
Cow-Calf Operations (2001) 4
Figure 5 Distribution of cost groups by region,
Figure 2 Regional cumulative distribution of cow- < 1996
calf operating plus ownership costs, 1996
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MEHIUM@R com by T. McCracken

PO YOU KNOW WHAT IT MEANS
WHEN ALL YOUR ST ~THaT I1's TINE
FINANCIAL STATEMENTS TO CHANGE
THE PRINTER

hat's a Producer to Do?
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Benchmarks

ganic & Grassfed Beef Database

ow Business Records SPA

gpon County Extension Office
501 First Ave
Vinton, 1A 52349
Rhone 319-472-4739
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